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PROSPECTUS SUPPLENMENT
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$1, 500, 000, 000
[ Nati onal Synbol of Hungary]
REPUBLI C OF HUNGARY

4. 75% Not es due 2015

We are offering $1, 500, 000, 000 of 4.75% Notes due 2015 (the "Notes"). The
Notes will constitute direct, unconditional, unsecured and general obligations
of the Republic. The Notes will rank equally in right of payment with all other
unsecured and unsubordi nated obligations of the Republic. The full faith and
credit of the Republic will be pledged for the due and punctual paynment of all
principal and interest on the Notes. W will pay interest sem -annually on
February 3 and August 3 of each year, begi nning on August 3, 2005. The Notes
will be issued in denom nations of $1,000 and integral multiples of $1,000. The
Notes will not be redeemable prior to their maturity. The Notes contain
"collective action clauses" that permt the Republic, with the consent of the
hol ders of 75% of the principal amount of the Notes, to anend the terns of the
Notes (including the principal anount, currency of paynent, maturity and al
other ternms) or to exchange them for other securities.

We are offering the Notes globally for sale in the United States and
el sewhere where such offer and sale is permtted. However, not nore than $600
mllion principal ampunt of the Notes will be offered and sold in the United
States. The Listing Agent, on our behalf, has applied to have the Notes I|isted
on the Luxenbourg Stock Exchange in accordance with its rules.

None of the Securities and Exchange Conm ssion, any state securities
conmi ssi on nor the Luxermbourg Stock Exchange has approved or di sapproved of

these securities or determined if this Prospectus Suppl ement or Prospectus is
truthful or conplete. Any representation to the contrary is a crimnal offense.
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. PER NOTE TOTAL
http://www.oblible.com Ll .
Public offering price ....... ... ... ... . .. 99. 669% $1, 495, 035, 000
Underwriting discount ............ ... .. . ... 0. 125% $ 1, 875, 000
Proceeds to the Republic (before expenses) .......... 99. 544% $1, 493, 160, 000
Interest on the Notes will accrue from February 3, 2005.

The underwiters are offering the Notes subject to various conditions. The
underwiters expect to deliver the Notes to purchasers on or about February 3,
2005, through the book-entry facilities of The Depository Trust Conpany,

Eurocl ear or C earstream Luxenbourg.

Joi nt Lead Managers

DEUTSCHE BANK SECURI Tl ES MORGAN STANLEY

Co- manager s

BANC OF AMERI CA SECURI TIES LI M TED BEAR, STEARNS | NTERNATI ONAL LI M TED
Cl TI GROUP HSBC
I NG FI NANCI AL MARKETS

The activities of the underwiters in connection with this transaction are

led jointly by Deutsche Bank Securities Inc. and Morgan Stanley & Co.
Interntional Linted.

The date of this Prospectus Supplenent is January 27, 2005
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YOU SHOULD RELY ONLY ON THE | NFORMATI ON CONTAI NED I N THI S PROSPECTUS
SUPPLEMENT OR THE ATTACHED PROSPECTUS. WE HAVE NOT AUTHORI ZED ANYONE TO PROVI DE
YOU W TH DI FFERENT | NFORMATI ON. WE ARE NOT MAKI NG AN OFFER OF THESE SECURI TI ES
I N ANY JURI SDI CTI ON WHERE THE OFFER | S NOT PERM TTED. YQOU SHOULD NOT ASSUME
THAT THE | NFORMATI ON CONTAI NED I N THI S PROSPECTUS SUPPLEMENT OR THE ATTACHED
PROSPECTUS |'S ACCURATE AS OF ANY DATE OTHER THAN THE DATE ON THE FRONT OF THE
DOCUMENT.

THE LUXEMBOURG STOCK EXCHANGE TAKES NO RESPONSI BI LI TY FOR THE CONTENTS OF
THI' S DOCUMENT, MAKES NO REPRESENTATI ON AS TO I TS ACCURACY OR COVPLETENESS AND
EXPRESSLY DI SCLAI M5 ANY LI ABI LI TY WHATSOEVER FOR ANY LOSS HOASOEVER ARI SI NG
FROM OR I N RELI ANCE UPON THE WHOLE OR ANY PART OF THE CONTENTS OF THI S DOCUMENT
AND THE ATTACHED PROSPECTUS.

THE NOTES ARE OFFERED GLOBALLY FOR SALE I N THE UNI TED STATES AND ELSEWHERE
VWHERE SUCH OFFER AND SALE IS PERM TTED. OFFERS AND SALES OF THE NOTES | N THE
UNI TED STATES ARE BEI NG MADE PURSUANT TO CERTAI N REG STRATI ON STATEMENTS UNDER
SCHEDULE B THAT WE FILED WTH THE U. S. SECURI TI ES AND EXCHANGE COWM SSI ON UNDER
THE U. S. SECURI TI ES ACT OF 1933. NOT MORE THAN $600 M LLI ON PRI NCI PAL AMOUNT OF
THE NOTES HAVE BEEN OR WLL BE OFFERED AND SOLD I N THE UNI TED STATES. OFFERS
AND SALES OF THE NOTES QUTSI DE THE UNI TED STATES HAVE BEEN OR WLL BE MADE I N
OFFSHORE TRANSACTI ONS UNDER RULE 901 OF REGULATI ON S.

THE NOTES MAY NOT BE OFFERED OR SOLD I N THE REPUBLI C OF HUNGARY CR TO ANY
RESI DENT THEREOF, NOR MAY TH S PROSPECTUS SUPPLEMENT, THE ATTACHED PRCSPECTUS
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OR ANY OTHER MATERI AL RELATI NG TO THE NOTES BE DI STRI BUTED I N HUNGARY OR TO ANY
RESI DENTS THERECF UNLESS IN ALL CASES PRI OR THERETO ALL APPROPRI ATE APPROVALS
(1 F REQUI RED) HAVE BEEN OBTAI NED FOR THE PUBLI C OFFERI NG OR PRI VATE PLACEMENT
OF THE NOTES | N HUNGARY OR AS OTHERW SE PERM TTED BY LAW

OFFERS AND SALES OF THE NOTES ARE SUBJECT TO RESTRI CTIONS | N RELATION TO
THE UNI TED KI NGDOM DETAILS OF WHI CH ARE SET OQUT I N "UNDERWRI TI NG' BELOW THE
DI STRI BUTI ON OF TH S PROSPECTUS SUPPLEMENT AND THE ACCOVPANYI NG PROSPECTUS AND
THE OFFERI NG OF THE NOTES | N CERTAI N OTHER JURI SDI CTI ONS MAY ALSO BE RESTRI CTED
BY LAW

We cannot guarantee that the application to the Luxenbourg Stock Exchange
wi |l be approved, and settlenment of the Notes is not conditioned on obtaining
this listing.

The Republic has nade all reasonable inquiries and confirnms that this
Prospect us Suppl ement and t he acconpanyi ng Prospectus, dated November 12, 2004,
contain all information with respect to the Republic and the Notes that is
material in the context of the issue and offering of the Notes, and that this
information is true and accurate in all material respects and i s not
m sl eadi ng, that the opinions and intentions expressed herein and therein are
honestly held and that, to the best of the Republic's know edge and beli ef,
there are no other facts the om ssion of which would make any of this
i nformati on or the expression of these opinions and intentions m sl eading. The
Republ i c accepts responsibility accordingly.

In this Prospectus Suppl ement and acconpanyi ng Prospectus, except as
ot herwi se specified, all amounts are expressed in Hungarian forints ("Ft" or
"HUF") or in euro ("Euro" or "EUR'), and in U S. dollars ("$" or "USD").

Thi s Prospectus Suppl ement and the acconpanyi ng Prospectus will be
avai l able free of charge at the offices of Deutsche Bank Luxenmbourg S. A, 2
Boul evard Konrad Adenauer, 1115 Luxembourg (the "Listing Agent").

RECENT DEVELOPMENTS

The National Bank of Hungary reduced the central bank base rate by 0.5% on
Novenber 22, 2004, by an additional 0.5% on Decenber 20, 2004, and by an
addi tional 0.5%as of January 25, 2005. As a result, the central bank base rate
stood at 9.0% on January 27, 2005

On Decenber 1, 2004, the Mnister of Finance announced the revision of the
Convergence Programin the |ight of the decision of the European Union's
Statistical Ofice ("Eurostat"). Eurostat announced that the revenues of
private pension funds (see "Public Finance - Social Security and
Extra- Budgetary Funds - Pension Systeni of the Prospectus) nay be treated as
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governnmental revenues until 2007. According to the calculations of the Mnistry
of Finance, the nmeasure will result in significantly |ower deficits (by
0.8-1. 0% of GDP).

On Decenber 20, 2004, the Parlianment approved the 2005 budget, which
provides for the total expenditures of the central governnent of HUF 6,582.9
billion, total revenues of HUF 5,883.2 billion, and the central governnenta
deficit of HUF 699.7 billion. For 2005, the planned total expenditures of the
general governnent are HUF 13,025.5 billion and the planned total revenues are
HUF 11,978.7 billion, which would result in the general governnmental deficit
being HUF 1,046.7 billion, or 4.7% of GDP according to ESA 95 net hodol ogy
(revenues of private pension funds were excluded for these purposes).

On Decenber 20, 2004, M. Ferenc Madl, the President of the Republic of
Hungary, signed a bill on the anmendnent of the National Bank of Hungary Act
into law. Mst inportantly, the amendnent increases the nunber of Monetary
Council nenbers fromthe m ni mrum of seven and maxi num of nine nenbers up to the
m ni rum of nine and maxi mum of el even nenbers (see "Mnetary and Fi nanci al
System - National Bank of Hungary" of the Prospectus). According to the
anmendnent, only the Governor and one of the Deputy Governors of the Nationa
Bank of Hungary can becone a nenber of the Monetary Council (currently, there
are three Deputy Governors in the Monetary Council, but according to the
anendnent all three Deputy Governors shall remain in the Mnetary Council unti
the end of their respective nmandates). For the remaining positions in the
Monetary Council, the Prinme Mnister can nominate up to five nenbers, and the
CGovernor with the consent of the Prime Mnister nonminates the renaining
menbers. The nunber of nenbers of the Mnetary Council may tenporarily increase
to thirteen, however, after the termination of the mandates of two current
Monetary Council menber Deputy CGovernors, the nunber of nmenbers will drop to
el even.

On January 6, 2005, the Mnister of Finance announced that the genera
government surplus for Decenber 2004 was HUF 151.1 billion instead of the
forecasted HUF 99.8 billion. He further announced that the general governnent
deficit for 2004 would be HUF 1,284.1 billion, which is |ower than the expected
general governnental deficit amount of HUF 1,335.1 billion (representing 6.3%
and 6.5% respectively, of GDP according to GFS net hodol ogy). The 2004 general
governnment deficit, according to ESA 95 nethodol ogy, will not exceed 4.5% of
GDP (or 5.3%if revenues of private pension funds are not included in the
cal cul ation).

On January 12, 2005, Fitch Ratings Ltd. downgraded the Republic's
Long-termlocal currency rating to "A" from"A+". The Republic's Long-term
foreign currency rating did not change and renmained at "A-". The rating agency
noted that the Republic's sovereign ratings remai ned under some downward
pressure owing to |arge and persistent twi n budget and current account
deficits, which involved sizeable financing needs and upward pressure on public
and external debt ratios.
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USE OF PROCEEDS

The Republic will use the net proceeds fromthe sale of the Notes for
general funding purposes. The Republic estinmates the net proceeds wll be
approxi mately $1, 493, 060,000, after deducting its estinmated expenses of
$100, 000.

DESCRI PTI ON OF THE NOTES

The follow ng description briefly summari zes some of the provisions of the
Notes and the Fiscal Agency Agreenent (the "Agency Agreenent") to be dated as
of February 3, 2005, anong the Republic, Citibank, N A, London, as fisca
agent (the "Fiscal Agent"), and Deutsche Bank Luxenbourg S. A (the "Luxenbourg
Payi ng Agent" and, together with the Fiscal Agent, the "Agents") the forns of
whi ch have been filed as exhibits to the Registration Statement under Schedul e
B, of which this Prospectus Supplenment and the Prospectus form part. You should
not assume this summary is conplete. You should read the Registration
Statenent, including the exhibits, and in particular the "Description of the
Debt Securities" in the Prospectus.

CGENERAL
The Not es:
o mature on February 3, 2015.
0 bear interest at a rate of 4.75% per annum

0 are to be issued pursuant to the Agency Agreenent.

o will be issued without coupons in | awful noney of the United States of
Arerica in denom nations of $1,000 and integral multiples thereof.

owll rank at least equally in right of payment with all other unsecured
and unsubordi nat ed paynment obligations of the Republic, except for such
obligations as may be preferred by mandatory provisions of applicable
law. The Republic will give no preference to one obligation over another
on the basis of priority of issue date or currency of paynent.

o will not be redeermable prior to maturity at the option of the Republic or
of the registered hol ders thereof.

o will not be subject to any sinking fund provided by the Republic for the
anortization of the Notes.
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o At maturity, you will receive 100% of the principal anount of your Notes,
plus accrued interest to the maturity date.

0 The Republic may, without the consent of the holders of the Notes, issue
addi tional notes having the sane ranking and the same interest rate,
maturity and other terns as the Notes. Any additional notes, together
with the Notes, will constitute a single series of notes under the Agency
Agr eenment .

Interest:

o will be payable on the dates set forth on the cover of this Prospectus
Suppl ement in | awful noney of the United States of America to the
regi stered holders of the Notes at the close of business on the fifteenth
day (whether or not a business day) preceding such paynent date (each a
"Record Date").

0 begins to accrue on February 3, 2005
0 paynents begin on August 3, 2005

The Notes contain provisions regarding future nodifications to their terns
(so-called "collective action clauses") that may differ fromthose applicable
to the Republic's outstanding securities which have been previously registered
with the Securities and Exchange Conmi ssion and i ssued pursuant to

S-2

such registration. These provisions are described in the section "Description
of the Debt Securities" in the Prospectus. Under these provisions the Republic
may amend paynment and ot her key provisions of the Notes, including the

princi pal amount and interest rate, with the approval of less than all the

hol ders of the Notes

OTHER TERMS

For other ternms of the Notes, including the negative pledge covenant and
events of default, see "Description of the Debt Securities"” in the Prospectus.

NOTI CES

Al'l notices regarding the Notes will be published in London in the
Financial Times, in New York in The Wall Street Journal (U S. Edition), and in
Luxenmbourg in a newspaper with general circulation in Luxenbourg (which is
expected to be the Luxermburger Wrt) for so long as the Notes are listed on the
Luxenmbourg Stock Exchange and the rules of the Stock Exchange so require. If at
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any tinme publication in any such newspaper is not practicable, notices will be
valid if published in such English | anguage newspaper with general circulation
in the respective market regions as we shall determ ne. Any such notice shall be
deened to have been given on the date of such publication or, if published nore
than once on different dates, on the first date on which publication is made.

FI SCAL AGENT

The Agency Agreerment will govern the duties of the Agents. The Republic
may mai ntai n deposit accounts and conduct other banking transactions in the
ordi nary course of business with the Agents.

Pl ease note that the Fiscal Agent is an agent of the Republic, not a
trustee for the holders of the Notes, and does not have the responsibility or
duty to act for the holders as would a trustee.

BOCK- ENTRY SYSTEM

The Notes will be issued in the formof one or nore fully registered
gl obal notes (the "G obal Notes") which will be deposited with, or on behalf
of , The Depository Trust Conpany, New York, New York (the "Depository" or
"DIC') and registered in the name of Cede & Co., the Depository's nom nee.
Beneficial interests in the A obal Notes will be represented through book-entry
accounts of financial institutions acting on behalf of beneficial owners as
direct and indirect participants in the Depository ("participants”). Investors
may elect to hold interests in the A obal Notes through either the Depository
(in the United States) or Euroclear Bank S.A /N V., as operator of the
Eurocl ear System ("Euroclear") or C earstream Banki ng, societe anonyne
("d earstream Luxenbourg") (in Europe), if they are participants of such
systens, or indirectly through organizations which are participants in such
systens. Euroclear and C earstream Luxenbourg will hold interests on behal f of
their participants through customers' securities accounts in Euroclear's and
Cl earstream Luxenbourg's names on the books of their respective depositaries
("U. S. Depositaries"), which in turn will hold such interests in custoners’
securities accounts in the depositaries' nanes on the books of the Depository.
Except as set forth below, the G obal Notes may be transferred, in whole and
not in part, only to another nom nee of the Depository or to a successor of the
Depository or its nom nee. Except under circunstances described bel ow, the
Notes will not be issuable in definitive form The |aws of sone states require
that certain purchasers of securities take physical delivery of such securities
in definitive form Such limts and such laws may inpair the ability to
transfer beneficial interests in the G obal Notes.

So long as the Depository or its nomnee is the registered owner of the
d obal Notes, the Depository or such nominee, as the case nay be, will be
consi dered the sole owner or hol der of the Notes represented by the d obal
Notes for all purposes under the Agency Agreenent. Except as provi ded bel ow,
owners of beneficial interests in the G obal Notes will not be entitled to have
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Notes represented by the A obal Notes registered in their nanmes, wll not
receive or be entitled to receive physical delivery of Notes in definitive form
and will not be considered the owners or holders thereof under the Agency

Agr eenent .

Princi pal and interest paynments on Notes registered in the nane of the
Depository or its nomnee will be made to the Depository or its nominee, as the
case nay be, as the regi stered owner of the G obal Notes. None of the Republic,
the Fiscal Agent, the Luxenbourg Payi ng Agent or any payi hg agent or registrar
for the Notes will have any responsibility or liability for any aspect of the
records relating to or paynents made on account of beneficial interests in the
G obal Notes or for maintaining, supervising or reviewi ng any records relating
to such beneficial interests.

The Republic expects that the Depository for the Notes or its nom nee,
upon recei pt of any paynment of principal or interest, will credit the
partici pants' accounts with paynents in anobunts proportionate to their
respective beneficial interests in the principal anount of the d obal Notes as
shown on the records of the Depository or its nominee. The Republic al so
expects that paynents by participants to owners of beneficial interests in the
G obal Notes held through such participants will be governed by standing
instructions and customary practices, as is now the case with securities held
for the accounts of customers in bearer formor registered in "street nane"
and will be the responsibility of such participants

The Depository advises that it is a |inted-purpose trust conpany
organi zed under the New York Banking Law, a "banking organization"” within the
meani ng of the New York Banking Law, a nenber of the Federal Reserve System a
"clearing corporation” within the neaning of the New York Uniform Comrerci al
Code, and a "clearing agency" registered pursuant to the provisions of Section
17A of the Securities Exchange Act of 1934 (the "Exchange Act"). The Depository
hol ds securities deposited with it by its participants and facilitates the
settl ement of transactions anpbng its participants in such securities through
el ectronic conputerized book-entry changes in accounts of the participants,
thereby eliminating the need for physical novement of securities certificates.
The Depository's participants include securities brokers and deal ers (including
the underwriters), banks, trust companies, clearing corporations and certain
ot her organi zations, sonme of which (and/or their representatives) own the
Depository. Access to the Depository's book-entry systemis also available to
ot hers, such as banks, brokers, dealers and trust conpanies that clear through
or maintain a custodial relationship with a participant, either directly or
indirectly.

According to the Depository, the foregoing information with respect to the
Depository has been provided to the financial conmunity for infornmationa
purposes only and is not intended to serve as a representation, warranty or
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Eur ocl ear advises that it was created in 1968 to hold securities for its
participants ("Euroclear Participants”) and to clear and settle transactions
bet ween Eurocl ear Participants through sinultaneous el ectronic book-entry
delivery agai nst payment, thereby elinmnating the need for physical novenent of
certificates and any risk fromlack of simultaneous transfers of securities and
cash. Euroclear provides various other services, including securities |ending
and borrowing and interfaces with donestic nmarkets in several countries.
Eurocl ear is operated by Euroclear Bank S.A /N V. (the "Euroclear Qperator"),
under contract with Euroclear Cearance Systenms S.C., a Bel gian cooperative
corporation (the "Cooperative"). Al operations are conducted by the Euroclear
Operator, and all Euroclear securities clearance accounts and Eurocl ear cash
accounts are accounts with the Euroclear Operator, not the Cooperative. The
Cooperative establishes policy for Euroclear on behal f of Euroclear
Partici pants. Euroclear Participants include banks (including central banks),
securities brokers and deal ers and ot her professional financial internediaries
and may include the underwiters. Indirect access to Euroclear is also
available to other firms that clear through or maintain a custodia
relationship with a Euroclear Participant, either directly or indirectly.

Securities clearance accounts and cash accounts with the Euroclear
Operator are governed by the Terns and Conditions Governing Use of Euroclear
and the related Operating Procedures of the Euroclear System and applicable
Bel gian |l aw (collectively, the "Terns and Conditions"). The Terns and
Condi ti ons govern transfers of securities and cash w thin Euroclear,
wi t hdrawal s of securities and cash from Eurocl ear, and receipts of paynents
with respect to securities in Euroclear. Al securities in Euroclear are held
on a fungible basis without attribution of specific certificates to specific
securities clearance accounts. The Eurocl ear Operator acts under the Terns and
Conditions only on behal f of Euroclear Participants, and has no record of or
rel ationship with persons hol ding through Euroclear Participants.

S-4

Distributions with respect to Notes held beneficially through Euroclear
will be credited to the cash accounts of Euroclear Participants in accordance
with the Terms and Conditions, to the extent received by Euroclear

Eurocl ear al so advises that investors that acquire, hold and transfer
interests in the Notes by book-entry through accounts with the Euroclear
Operator or any other securities internediary are subject to the | aws and
contractual provisions governing their relationship with their internediary, as
well as the laws and contractual provisions governing the relationship between
such an internedi ary and each other intermediary, if any, standing between
t hemsel ves and the d obal Notes.

Under Bel gian |law, the Euroclear Operator is required to pass on the
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benefits of ownership in any interests in securities on deposit with it (such
as dividends, voting rights and other entitlenments) to any person credited with
such interests in securities on its records.

Cl earstream Luxenbourg advises that it is incorporated under the | aws of
Luxenmbourg as a professional depositary. O earstream Luxenbourg hol ds
securities for its participating organi zations ("C earstream Partici pants”) and
facilitates the clearance and settlenent of securities transactions between
Cl earstream Partici pants through el ectroni c book-entry changes in accounts of
Cl earstream Partici pants, thereby elimnating the need for physical novenent of
certificates. O earstream Luxenbourg provides to C earstream Parti ci pants,
anong ot her things, services for safekeeping, administration, clearance and
settlement of internationally traded securities and securities |ending and
borrowi ng. C earstream Luxenbourg interfaces with donestic markets in severa
countries. As a professional depositary, C earstream Luxermbourg is subject to
regul ation by the Luxenbourg Monetary Institute. C earstream Participants are
recogni zed financial institutions around the world, including underwiters,
securities brokers and deal ers, banks, trust conpanies, clearing corporations
and certain other organizations and may include the underwiters. Indirect
access to Clearstream Luxenbourg is also available to others, such as banks,
brokers, dealers and trust conpanies that clear through or nmaintain a custodia
relationship with a C earstream Participant, either directly or indirectly.

Distributions with respect to the Notes held beneficially through
Cl earstream Luxenbourg will be credited to cash accounts of C earstream
Participants in accordance with its rules and procedures, to the extent
received by C earstream Luxenbourg.

So long as the Notes are listed on the Luxenbourg Stock Exchange and the
rul es of the Luxenbourg Stock Exchange require, the Republic has appointed the
Luxenmbourg Payi ng Agent to act as paying agent and transfer agent in Luxenbourg
and the holders of the Notes will be able to receive paynents thereon and
effect transfers thereof at the offices of the Luxenbourg Payi ng Agent, 2
Boul evard Konrad Adenauer, 1115 Luxenmbourg. For as long as the Notes are |isted
on the Luxenbourg Stock Exchange, the Republic will publish any changes as to
the identity or location of the Luxenbourg Paying Agent in a |leading daily
newspaper in Luxenbourg, which is expected to be the Luxenburger Wort.

I ndividual certificates in respect of Notes will not be issued in exchange
for the A obal Notes, except in very limted circunstances. |If DTC or each of
Eurocl ear and O earstream Luxenbourg notifies the Republic that it is
unwi I ling or unable to continue as a clearing systemin connection with the
d obal Notes or, in the case of DTC only, DIC ceases to be a clearing agency
regi stered under the Exchange Act, and in each case a successor clearing system
is not appointed by the Republic within 90 days after receiving such notice
from Eurocl ear, O earstream Luxenbourg or DTC or on becomnming aware that DTCis
no | onger so registered, the Republic will issue or cause to be issued
i ndividual certificates in registered formon registration of transfer of, or
i n exchange for, book-entry interests in the Notes represented by such d oba
Not es upon delivery of such G obal Notes for cancellation
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Title to book-entry interests in the Notes will pass by book-entry
registration of the transfer within the records of Euroclear, Cearstream
Luxenbourg or DTC, as the case may be, in accordance with their respective
procedures. Book-entry interests in the Notes may be transferred within
Eurocl ear and within O earstream Luxenbourg and between Euroclear and
Cl ear stream

Luxenbourg in accordance with procedures established for these purposes by
Eurocl ear and C earstream Luxenbourg. Book-entry interests in the Notes may be
transferred within DTC in accordance with procedures established for this
purpose by DTC. Transfers of book-entry interests in the Notes between

Eurocl ear and C earstream Luxenbourg and DTC nmay be effected in accordance
with procedures established for this purpose by Euroclear, C earstream
Luxenmbourg and DTC

So long as the Notes are listed on the Luxenbourg Stock Exchange, the
rul es of the Luxenbourg Stock Exchange so require, and the Notes are issued in
definitive form the Luxembourg Paying Agent will act as transfer agent in
Luxenmbourg. In the case of a transfer or exchange of a Note in definitive form
a hol der thereof may effect such transfer or exchange by presenting and
surrendering the Note at, and obtaining a new Note in definitive formfromthe
of fice of the Luxenmbourg Paying Agent. In the case of a transfer of only a part
of a Note in definitive form a new Note in definitive formin respect of the
bal ance of the principal anount of the Note not transferred will be delivered
at the office of the Luxembourg Paying Agent. In the case of any |ost, stolen
mutilated or destroyed Note in definitive form a holder thereof may obtain a
new Note in definitive formfromthe Luxenbourg Payi ng Agent.

GLOBAL CLEARANCE AND SETTLEMENT PROCEDURES

Initial settlement for the Notes will be nmade in i mediately avail abl e
funds. Secondary nmarket tradi ng between DTC participants will occur in the
ordinary way in accordance with Depository rules and will be settled in
i medi ately avail abl e funds using the Depository's Sane-Day Funds Settl enent
System Secondary nmarket tradi ng between Euroclear Participants and/ or
Cl earstream Participants will occur in the ordinary way in accordance with the
applicable rules and operating procedures of Euroclear and C earstream
Luxenbourg and will be settled using the procedures applicable to conventional
Eur obonds in imredi ately avail abl e funds.

Cross-market transfers between persons holding directly or indirectly
t hrough the Depository on the one hand, and directly or indirectly through
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Eurocl ear or C earstream Participants, on the other, will be effected in the
Depository in accordance with the Depository rules on behalf of the rel evant
European international clearing systemin the U S. Depositary; however, such
cross-market transactions will require delivery of instructions to the rel evant
European international clearing systemby the counterparty in such systemin
accordance with its rules and procedures and within its established deadlines
(European tine). The rel evant European international clearing systemwll, if
the transaction neets its settlenent requirenents, deliver instructions to its
U S. Depositary to take action to effect final settlenent on its behal f by
delivering or receiving Notes in the Depository, and making or receiving
paynent in accordance with normal procedures for same-day funds settlenent
applicable to the Depository. Euroclear Participants and C earstream
Participants may not deliver instructions directly to their respective U S
Deposi tari es.

Because of time-zone differences, credits of Notes received in Euroclear
or Clearstream Luxenbourg as a result of a transaction with a DTC partici pant
wi Il be made during subsequent securities settlenent processing and dated the
busi ness day following the Depository settlenent date. Such credits or any
transactions in such Notes settled during such proceeding will be reported to
the rel evant Euroclear or O earstream Participants on such business day. Cash
received in Euroclear or Cearstream Luxenbourg as a result of sales of Notes
by or through a Euroclear Participant or a CearstreamParticipant to a DIC
Participant will be received with value on the Depository settlement date but
will be available in the rel evant Euroclear or C earstream Luxenbourg cash
account only as of the business day follow ng settlenent in the Depository.

Al t hough the Depository, Euroclear and C earstream Luxenbourg have agreed
to the foregoing procedures in order to facilitate transfers of Notes anbng
partici pants of the Depository, Euroclear and O earstream Luxenbourg, they are
under no obligation to performor continue to perform such procedures and such
procedures may be changed or discontinued at any tine.

S-6

PAYMENT OF ADDI TI ONAL AMOUNTS

All paynents nade in respect of a Note, including paynents of principal
and interest, to a holder of a Note that is not a resident of the Republic,
wi Il be rmade by the Republic w thout withholding or deducting for or on account
of present or future taxes, duties, |evies or other governnental charges of
what ever nature inposed or |levied by the Republic or any political subdivision
or taxing authority within the Republic. In the event the Republic is required
by Iaw to deduct or w thhold any such taxes from paynments, the Republic will
pay to you such additional anpbunts as may be necessary so that the net anount
that you receive is equal to the anmpunt provided for in the Note to be paid to
you in the absence of such deduction or w thholding. You will not be paid any
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addi ti onal anobunts, however, if the tax is:

0 a tax that would not have been inposed but for your present or forner
connection (or a connection of your fiduciary, sharehol der or other
related party) with the Republic, including your being or having been a
citizen or resident of the Republic or being or having been engaged in a
trade or business or present in the Republic or having, or having had, a
per manent establishrment in the Republic;

0 inposed on a paynment to you as an individual and is required to be made
pursuant to the European Council Directive 2003/ 48/ EC or any ot her
directive inplenenting the conclusions of the EU Council of Finance
M nisters meeting of Novenber 26 and 27, 2000 on the taxation of savings
i ncome or any law inplementing or conplying with, or introduced in order
to conformto, such Directive

0 i nposed because you present a Note for paynment nore than thirty (30) days
after the date on which the paynent becane due and payabl e;

0 an estate, inheritance, gift, sales, transfer or personal property tax or
any simlar tax, assessment or governnental charge

0 a tax, assessment or other governmental charge which is payabl e other
than by wi t hhol di ng;

0 a tax that would not have been inposed but for the failure to conply with
certification, information or other reporting requirenents concerning
your nationality, residence or identity (or the nationality, residence or
identity of the beneficial owner of the Note), if your conpliance is
required by the laws of the Republic or of any political subdivision or
taxing authority of the Republic to avoid or reduce such tax and if such
conpliance is not nmaterially nore onerous (in form in procedure and in
t he substance of information disclosed) than conparable information or
ot her reporting requirenments inposed under United States tax |aw,

o required to be withheld by any paying agent froma paynent on the Note if
such paynment can be nmade without such w thhol ding by anot her paying
agent; or

0 inposed as a result of any conbination of the itenms |isted above.

Furthernmore, no additional anpbunts will be paid with respect to any Note
to a holder who is a fiduciary or partnership or other than the sole beneficia
owner of such paynent to the extent that the settlor with respect to such
fiduciary, partner or beneficial owner, as the case nay be, would not have been
entitled to paynment of such additional anpbunts if they held the Note
t henmsel ves.
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In the event that such deduction or withholding is required, the Republic
wi Il make such deduction or withholding and renmit the full anount deducted or
withheld to the relevant authority in accordance with applicable | aw. The
Republic will furnish you, upon request, within a reasonabl e period of tine
after the date of the payment of any taxes due pursuant to applicable |aw,
certified copies of tax receipts evidencing such paynent by the Republic.

S-7

UNDERVRI Tl NG

Subject to the terns and conditions stated in the Underwiting Agreenent
dat ed January 27, 2005, between the Republic and the Underwiters naned bel ow,
each such Underwiter has severally agreed to purchase, and the Republic has
agreed to sell to each Underwiter, the principal anmount of Notes set forth
opposite the name of that Underwriter.

UNDERVWRI TERS PRI NCI PAL  AMOUNT

Deut sche Bank Securities Inc.

60 Wall Street, 3rd Fl oor

New York, New York 10005 . ... ... ...t $ 712,500, 000
Morgan Stanley & Co. International Limted

25 Cabot Square

Canary Whar f

London, EL4 4AQW .. ... 712,500, 000
Banc of America Securities Limted

5 Canada Square

London, E14 SAQ ... ...t 15, 000, 000
Bear, Stearns International Limted

One Canada Square, L46

London, E14 S5AD . ... ... 15, 000, 000
Citigroup dobal Mrkets |nc.

388 Greenwi ch Street

New York, New York 10013 ... ... ... .. .. 15, 000, 000
HSBC Bank pl c

8 Canada Square

London E14 5HQ .. ... ... 15, 000, 000
I NG Bel gi um SA/ NV

Avenue Marni x 24

1000 Brussel s

Bel gi UM . 15, 000, 000
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The Underwriting Agreement provides that the obligations of the several
Underwriters to purchase the Notes are subject to approval of certain |egal
matters by counsel and to certain other conditions. The Underwiters are
obligated to purchase all the Notes if they purchase any of the Notes.

The Notes are a new issue of securities with no established trading
mar ket. The Listing Agent, on behalf of the Republic, has applied for listing
of the Notes on the Luxenbourg Stock Exchange. W cannot guarantee that the
application to the Luxenbourg Stock Exchange will be approved, and settl enent
of the Notes is not conditioned on obtaining the listing. The Republic has been
advi sed by the Underwriters that they intend to nake a market in the Notes, but
the Underwriters are not obligated to do so and may di sconti nue any market
maki ng activities at any time without notice. No assurance can be given as to
the liquidity of or the trading market for the Notes.

The Notes are offered globally for sale in the United States and el sewhere
where such offer and sale is permtted. The underwiters have agreed that a
maxi mum of $600 million principal amount of the Notes will be offered and sold
in the United States.

Each Underwriter has represented and agreed that (a) it has not offered or
sold, and, prior to the expiration of the period of six nonths fromthe closing
date for the Notes, will not offer or sell any Notes to persons in the United
Ki ngdom except to those persons whose ordinary activities involve themin
acquiring, holding, managi ng or disposing of investnents (as principal or
agent) for the purpose of their businesses or otherwi se in circunstances which
have not resulted and will not result

in an offer to the public in the United Kingdomw thin the nmeaning of the
Public Ofers of Securities Regulations 1995, (b) it has conplied and will
conply with all applicable provisions of the Financial Services and Markets Act
2000 (the "FSMA"), with respect to anything done by it in relation to the Notes
in, fromor otherwi se involving the United Kingdom and (c) it has only

conmuni cated or caused to be communi cated and will only comunicate or cause to
be comuni cated any invitation or inducenment to engage in investnment activity
(within the neaning of section 21 of the FSMA) received by it in connection
with the issue or sale of any Notes in circunstances in which section 21(1) of
the FSMA does not apply to the |ssuer.

The Notes will not be offered in the Republic of Hungary in a public offer
nor in a private placenent as defined in Hungarian Act No. CXX of 2001 on the
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Capital Markets. Each Underwiter confirns its awareness of the above,
represents that it has not offered or sold and undertakes that it will not
offer or sell the Notes in the Republic of Hungary in a public offer nor in a
private placenment and will not offer the Notes for sale to the general public
in the Republic of Hungary.

Purchasers of the Notes nmay be required to pay stanp taxes and ot her
charges in accordance with the aws and practices of the country of purchase in
addition to the issue price set forth on the cover page hereof.

The Underwriters have agreed to pay certain expenses of the Republic in
connection with the offering. The Republic estimates that its share of the
total expenses of the offering of the Notes, excluding underwiting discounts
and conmi ssions, will be approximtely $100, 000.

It is expected that delivery of the Notes will be made agai nst paynent
therefor on or about February 3, 2005, which is the fifth business day
followi ng the date hereof (this settlenment cycle is referred to as "T+5").
Trades of securities in the secondary markets generally are required to settle
in three business days, referred to as T+3, unless the parties to the trade
agree ot herwi se. Accordingly, by virtue of the fact that the initial delivery
of the Notes will not be made on a T+3 basis, investors who wish to trade the
Notes before a final settlenment will be required to specify an alternative
settlement cycle at the tinme of any such trade to prevent a failed settl enent
and shoul d consult their own advisor.

In connection with the offering, the Underwiters may over-allot, or
engage in syndicate covering transactions, stabilizing transactions and penalty
bi ds. Over-allotnment involves syndicate sales of Notes in excess of the anount
to be purchased by the Underwiters in the offering, which creates a syndicate
short position. Syndicate covering transactions involve purchases of Notes in
the open market after the distribution has been conpleted in order to cover
syndi cate short positions. Stabilizing transactions consist of certain bids or
purchases of Notes made for the purpose of preventing or retarding a decline in
the market price of Notes while the offering is in progress. Penalty bids
permt the Underwiters to reclaima selling concession froma syndi cate nenber
when t he syndi cate repurchases Notes originally sold by that syndi cate nmenber
in covering syndicate short positions. These activities may cause the price of
the Notes to be higher than it would otherwi se be in the open market in the
absence of such transactions. The Underwiters are not required to engage in
these transactions, and, if comrenced, the Underwiters may discontinue them at
any time.

In the ordinary course of their respective businesses, certain of the
Underwiters and their affiliates have in the past and may in the future engage
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in investnent banking and commercial banking transactions with the Republic.

The Republic has agreed to indemify the Underwriters against certain
liabilities, including liabilities under the U S. Securities Act of 1933, or to
contribute to paynents the Underwiters may be required to nake in respect of
any of those liabilities.

GENERAL | NFORVATI ON

Application has been nmade by the Listing Agent to list the Notes on the
Luxenmbourg Stock Exchange. In connection with the listing application, a |egal
notice relating to the issuance of the Notes will be deposited prior to listing
with Registre de Cormerce et des Societes a Luxenbourg, where copies thereof
may be obtai ned upon request. Copies of this Prospectus Supplenment, the
acconpanyi ng Prospectus and the Agency Agreenment, so long as any of the Notes

are outstanding, will be made available at the main office of the Listing Agent
in Luxenmbourg. So long as the Notes remain in global form the Listing Agent
will act as internediary between the Luxenbourg Stock Exchange and the Republic

and the hol ders of the Notes.

The Notes have been assigned Common Code No. 021182273, International
Security ldentification Number (ISIN) US445545AC05 and CUSIP No. 445545AC0.

LEGAL MATTERS

Certain legal matters with respect to the Notes will be passed upon on
behal f of the Republic by the Legal Departnent of the Governnent Debt
Managenent Agency, and by Wiite & Case LLP, New York, New York, special United
States counsel for the Republic. Certain legal matters will be passed upon for
the Underwiters by Cravath, Swaine & Moore LLP, New York, New York, United
States counsel for the Underwiters, and by Dr. Eva Hegedus in association with
Allen & Overy LLP, Budapest, Hungary, Hungarian counsel for the Underwiters.
Al statenments in this Prospectus Supplement and the Prospectus with respect to
matters of the |aw of Hungary have been passed upon by the Legal Departnent of
t he Governnent Debt Managenent Agency. In rendering their opinions, Wite &
Case LLP will rely as to all matters of the |law of Hungary upon the opinion of
the Legal Departnent of the CGovernment Debt Managenent Agency, and Cravath,
Swai ne & Moore LLP will rely as to all matters of the |law of Hungary upon the
opi nions of the Legal Department of the Governnent Debt Managenent Agency and
Dr. Eva Hegedus in association with Allen & Overy LLP.

The issue of the Notes was authorized by the Mnister of Finance of the
Republic on January 21, 2005 pursuant to (i) the Republic of Hungary Act No.
CXXXV of 2004 on the budget of the Republic of Hungary for the year 2005, (ii)
the Republic of Hungary Act No. XXXVIII| of 1992 on public finances, and (iii)
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the Republic of Hungary Governnent Decree No. 285/2001 (XII.26.) on the Bonds.

S-10

PROSPECTUS

[ NATI ONAL SYMBCL OF HUNGARY]

REPUBLI C OF HUNGARY

W may offer up to U S. $1, 000, 000, 000 of our debt securities for sale from
time to time based on information contained in this prospectus and various
prospectus supplenments. The securities will be direct, unconditional, unsecured
and general obligations of the Republic of Hungary. The securities will rank
equally in right of paynent with all other unsecured and unsubordi nat ed
obligations of the Republic of Hungary and will be backed by the full faith and
credit of the Republic of Hungary.

We will provide specific terms of these securities in supplenents to this
prospectus. You should read this prospectus and any suppl enent carefully before
you invest. This prospectus nmay not be used to nmake offers or sal es of
securities unless acconpani ed by a suppl ement.

Nei ther the Securities and Exchange Conm ssion nor any state securities
conmi ssi on has approved or di sapproved of these securities or passed upon the
adequacy of this prospectus. Any representation to the contrary is a crimna
of f ense.

The date of this prospectus is Novenber 12, 2004
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This prospectus is part of registration statenents that the Republic of
Hungary filed with the Securities and Exchange Conmi ssion, or SEC, under a
"shel f" registration process. Under this shelf process, the Republic may sell
fromtine to tinme, any of the debt securities described in this prospectus in
one or nore offerings up to a total U S. dollar equival ent anount of U.S.
$1, 000, 000, 000. This prospectus provides you with basic information about the
Republic of Hungary, or the Republic, and a general description of the debt
securities the Republic may offer. Each time the Republic sells debt securities
under this shelf process, it will provide a prospectus supplenment that wll
contain updated informati on about the Republic, if necessary, and specific
i nformati on about the terns of that offering. Before you invest, you should read
both this prospectus and any prospectus supplenment. References herein to the
prospectus are also to the prospectus suppl ement.

Any information in this prospectus may be updated or changed in a
prospectus suppl enent, in which case the nore recent information will apply.

Except as otherwi se specified, all ambunts in this prospectus are
expressed in Hungarian forints ("Ft" or "HUF'), in euro ("Euro" or "EUR'), and
in US. dollars ("$" or "USD'). Al currency conversions in this prospectus are
at the Hungarian National Bank's official mddle rate of exchange on a
particul ar date or calculated at the average of the middle rates of exchange for
a particular period. For your conveni ence, we have converted certai n anmounts
fromforints into USD and/or Euro at the average exchange rate for each rel evant
period or the exchange rate in effect on a given date.

The following table sets forth the forint/Euro exchange rates for the
| ast day of the periods indicated and the average exchange rates during the
peri ods indi cat ed.

(HUF per EUR)

Year end .. ... ... 254.92 264. 94 246. 33 235.90
Average for year ........ ... . ... . .. ... 252. 80 260. 04 256. 68 242. 97

Source: National Bank of Hungary
The following table sets forth the forint/USD exchange rates for the

| ast day of the periods indicated and the average exchange rates during the
peri ods indi cat ed.
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1999 2000 2001 2002

(HUF per USD)

Year end . ... 252. 52 284.73 279. 03 225.16
Average for year ......... .. . ... . 237.31 282. 27 289. 53 258. 00

Source: National Bank of Hungary

On Novenber 8, 2004, the official (middle) exchange rate was HUF 189. 47
= USD 1.00, HUF 245.54 = EUR 1.00, and EUR 0.7716 = USD 1.00. For information on
the convertibility of the forint, see "Mnetary and Fi nancial System - Foreign
Exchange and Convertibility of the Forint".

Totals in certain tables in this prospectus may differ fromthe sum of
the individual itenms in such tables due to rounding. In addition, certain
figures contained in this prospectus are estimates prepared in accordance with
procedures customarily used in Hungary for the reporting of data. Certain other
figures are prelimnary in nature. In each case, the actual figures nay vary
fromthe estimated or prelimnary figures set forth in this prospectus or in any
prospectus suppl ement hereto.

This prospectus and any prospectus supplenments include or may include
forward-1 ooking statements. Al statements other than statements of historical
facts included in this prospectus or in a prospectus suppl enment regarding (anmong
ot her things) the Republic's econony, fiscal condition, politics, debt or
prospects, may constitute forward-1|ooking statenents. Forward-|ooking statenments
generally can be identified by the use of forward-Iooking term nol ogy such as
"may", "will", "expect", "intend", "estinmate", "anticipate", "believe"
“continue", "could", "should", "would" or simlar term nology. Such statements
include, but are not linmted to, statenents in this prospectus which refer to:

o] expect ed budget for 2004,

o] estimated future budget deficits,

o] future deregul ati on of prices,

0 future privatizations and revenues fromthem

o] future devel opnent of the current account deficit,

o] future devel opnment and sustainability of health care and pension
syst ens,

o] t he Convergence Program future participation of Hungary in ERM I 1,
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and the future introduction of the Euro as the official Hungarian
currency, and

o] expected future paynents on public debt.

By their nature, forward-|ooking statenents involve risk and
uncertainty, and the factors described in the context of such forward-Iooking
statements coul d cause actual results and devel opnents to differ nmaterially from
those expressed in or inplied by such forward-Iooking statenments. Although the
Republic believes that expectations reflected in its forward-|ooking statenents
are reasonable at this time, there can be no assurance that such expectations
will prove to have been correct.
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CFFI CI AL STATEMENTS AND

FURTHER | NFORVATI ON

I NDEX TO TABLES AND
SUPPLEMENTARY | NFORVATI ON

USE OF PROCEEDS

Unl ess otherwise indicated in the rel evant prospectus suppl enent, the
net proceeds from each sale of debt securities will be used for general
fi nanci ng purposes.

THE REPUBLI C OF HUNGARY

[ MAP OF HUNGARY OM TTED]

GENERAL

The Republic of Hungary (the "Republic" or "Hungary") lies in Central
Europe and covers an area of approximtely 93,000 square kiloneters. Hungary is
bordered by seven countries: Slovakia and the Ukraine to the north, Romania to
the east, Serbia and Montenegro and Croatia to the south, and Sl ovenia and
Austria to the west. The Danube Ri ver crosses Hungary, connecting the country
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with ports on the Black Sea. Hungary has historically been a nexus of social and
cultural life and a trade |ink between Eastern and Western Europe. Hungary's
capital is Budapest.

The popul ati on of Hungary is approximately 10.1 million. Approximtely
63% of the people live in urban areas and approximately 1.9 million live in
Budapest, which is the political, admnistrative, cultural and comercial centre
of Hungary. Wile over 97% of the population is Magyar, there are minorities of
Croat, Cerman, Roma, Romani an, Serb and Sl ovak ethnicity.

POLI TI CAL SYSTEM
TRANSFORVMATI ON' AND NEW CONSTI TUTI ON

Imedi ately after World War |1, Hungary was governed by a "grand
coalition" of Hungarian political parties. By 1948, however, all non-comuni st
parti es had been abolished with the support of the Soviet Union. The Hungarian
Soci alist Wirkers Party domi nated all facets of governnment until 1990.

During the late 1980s, the political systemin Hungary changed
dramatically. On Cctober 23, 1989, Hungary was proclainmed a republic, and to
signify the country's change in status to a free denocratic state, Hungary's
nane was changed fromthe "Hungarian People's Republic" to the "Republic of
Hungary". Also in 1989, the constitution was substantially anmended to its
current form Under this new constitution, Hungary instituted a nulti-party
denocratic governnent, making it one of the first fornerly comuni st countries
in Central and Eastern Europe to undertake denocratic reforns. Non-conmmuni st
political parties were established in 1989 and in 1990 the first multi-party
el ections in the country since 1947 took pl ace

6

PRESI DENT

The President of the Republic is the head of the state, elected by
Parlianment for a termof five years. The President may, but need not, be el ected
fromthe nmenbers of Parlianent (but cannot be both President and a nmenber of
Parlianment at the same tine). The President may only be re-el ected once. The
current President is M. Ferenc Madl, who was elected in 2000. The President's
authority is limted. Mdst of the actions taken by the President require the
countersignature of the Prine Mnister or the appropriate mnister. The main
powers of the President include:

o] Representing the nation as head of state;
o] Concl uding international treaties and agreenents on behalf of the

Republ ic (agreenents that are legislative in character require the
prior consent of the Parlianent);
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o] Saf eguardi ng the denocratic operation of the political process;
0 Acting as commander-in-chief of the armed forces;

o] Setting the date for Parlianentary and | ocal el ections;

0 Initiating certain measures in Parlianent;

o] Initiating referenda;

0 Appointing and renoving, anong others, the President and
Vi ce-Presidents of the National Bank of Hungary; and

o] Granting pardons.
GOVERNVENT

The government of Hungary consists of the Prime Mnister and ot her
m nisters form ng the Cabinet (currently 17 ministers, of which 2 are w thout
portfolio). The Prime Mnister and the governnent's program are approved by a
sinple majority vote of Parlianent. The current Prinme Mnister is M. Ferenc
Gyurcsany, who was el ected by the Parlianent on Septenber 29, 2004, follow ng
the resignation of his predecessor, M. Peter Medgyessy, on August 25, 2004 (who
was in office since the last parlianmentary elections held in 2002). See "The
Republic of Hungary - Recent Political Devel opnents." The other mnisters are
proposed by the Prine Mnister and appointed and renmoved by the President. The
government is charged with the executive function of the Republic and proposing
| egislation to Parlianent.

PARLI AVENT

The singl e chanber Hungarian Parliament is the country's suprene
| egi sl ative body. The Parlianent elects the President, the Prime Mnister, the
menbers of the Constitutional Court, the President and Vice-Presidents of the
State Audit Ofice, the President of the Suprene Court and the Attorney General

Parlianment is elected by popular vote for four-year terns. Elections
are held using a conbination of individual constituency voting (the candidate
receiving the nost votes in a particular district being elected fromthat
district) and proportional voting (parties receiving at |east 5% of the popul ar
vote proportionally dividing a set nunber of seats). Parliamentary el ections
were last held in April 2002 and the next elections are scheduled to take pl ace
in 2006.

JuDI Cl ARY

The Hungarian judiciary consists of the Suprene Court, the county
courts, the Metropolitan Court of Budapest and the |ocal and |abor courts.
Legi slation may provide for special courts to be convened for certain types of

http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm (26 of 133)2/1/2005 6:07:34 AM



http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm

cases. Three Courts of Appeal |ocated in Budapest, Pecs and Szeged were
established with regional jurisdiction fromJuly 1, 2003 and began their
operations at that tine. Two further Courts of Appeal were established in July
2004 and will start operation in 2005. The Suprenme Court sets guidelines for the
judicial process of every court. Resolutions concerning uniformty are binding
on all courts. Judges are independent and are subordinate only to the law. Loca
courts have original jurisdiction. The Courts of Appeal, the county courts and
the Metropolitan Court of Budapest have both appellate and origina

jurisdiction. The President of the Republic nom nates and Parlianment el ects the
President of the Suprene Court. The President of the Suprene Court nomi nates and
the President of the Republic appoints the Vice-Presidents of the Suprene Court.
The President of the Republic also appoints and

7

renoves professional (non-arbitration) judges. The President of the Republic may
only renove professional judges for cause using procedures prescribed by |aw

The Constitutional Court is separate fromthe regular Hungarian
judiciary. It decides on the constitutionality of |egislation and other actions
as set forth in the Hungarian Constitution. The Constitutional Court may annul
any |law or |egal neasure that it determ nes as unconstitutional. Any person may
initiate proceedings in the Constitutional Court to address issues within its
jurisdiction. Parlianment elects the el even nenbers of the Constitutional Court.
Justices of the Constitutional Court serve for nine-year terns.

Legislation facilitating and regul ati ng the market econony is
relatively new. Consequently, Hungarian courts are | ess experienced than their
West ern European counterparts in areas such as securities, banking and
commercial law. Parties often refer these matters to the arbitration court
attached to the Hungari an Chanber of Commerce and I ndustry or the Pernanent
Court of Arbitration of Financial and Capital Markets.

PARLI AMENTARY COWM SSI ONERS

Pursuant to the Data Protection and Freedom of |nformation Act of 1992
and the Act on the Parlianmentary Conm ssioner of 1993, in 1995, the Parlianment
el ected three conmm ssioners (al so known as Orbudsnen), the Parlianentary
Conmi ssioner for Gvil Rights, the Parlianmentary Comm ssioner for Data
Protecti on and Freedom of Information, and the Parliamentary Conmi ssioner for
the National and Ethnic Mnorities Rights. Their principal role is to help
peopl e defend their rights vis-a-vis public admnistration. The Conmi ssioners
are elected for a period of six years and are exclusively responsible to the
Parlianment.

Anybody who al |l eges that a proceedi ng, decision or action (including
any omission to act) of, or taken by, any admi nistrative or governnental
authority and certain other entities, caused the violation of his rights or that
such violation is immnent, may apply to these Parlianentary Conmm ssioners to
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hel p protect his rights. The integration of tasks and functions of the Data
Protection Comm ssioner constitutes a unique solution. In addition to nonitoring
and supervising data protection and freedom of information in general and
exercising the conpetence of an onbudsman in the relevant area, this
Parl i amentary Conmi ssioner's tasks also include, nost inportantly, the

mai nt enance of the Data Protection Register and providing opinions on rel ated

| egi sl ati ve proposals and categories of official secrets. Pursuant to the Act on
State and O ficial Secrets of 1995, the Parlianentary Conm ssioner for Data
Protection is also entitled to change the classification of state and officia
secrets.

LOCAL GOVERNVENT

Hungary is divided into adm nistrative units, which include the capita
(Budapest), counties, cities/towns and villages. Local governments are
aut ononous, denocratically manage |ocal affairs and may set the rates of certain
limted | ocal taxes. The Hungarian Constitution grants all local authorities the
sane fundanmental rights; however, the duties and responsibilities of |oca
governments may differ according to national and |ocal |egislation. Loca
governments consi st of representative bodi es, whose nenbers are el ected for
four-year terns. Decisions of |ocal authorities may only be revised if they
conflict with the Constitution or national |egislation. Local governnent
el ections were last held in October 2002.

RECENT POLI TI CAL DEVELOPMENTS

No single party won a majority of Parliamentary seats in the |ast
el ections held in April 2002. The Hungarian Socialist Party ("HSP") and the
center-left Alliance of Free Denocrats ("AFD') were able to forma coalition
government with 198 of the 386 parlianentary mandates. After the 2002
parlianentary el ections, M. Peter Medgyessy (serving as the Mnister of Finance
in the previous Socialist government, which was in power from 1994 to 1998)
becanme the Prime Mnister and formed the governnent in May 2002. The
rel ationship between the two coalition partners is not set forth in a fornal
coalition agreenment, but the Program of the Government and the distribution of
m nisterial portfolios reflect a carefully negotiated coalition structure.

On August 25, 2004, M. Peter Medgyessy handed in his resignation to
Presi dent Ferenc Madl, but remained in office until Septenber 29, 2004 when the
Parlianment elected M. Ferenc Gyurcsany as the new Prine Mnister. M. Ferenc
Gyurcsany served as the Mnister for Child, Youth and Sports Affairs in the
previ ous governnent led by M. Peter Medgyessy and was nominated to his current
position by HSP, the |eading coalition party.

8

The following table shows the political affiliations of the Hungarian
menbers of the Parlianent after the election in April 2002
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COVPCSI TI ON OF PARLI AVENT

NUMBER OF SHARE OF

SEATS SEATS

(9

Alliance of Free Denocrats(l) ..................... 20 5.18
Fidesz - Hungarian Gvic Party .................... 164 42. 49
Hungarian Denocratic Forum .............. ... ....... 23 5. 96
Hungarian Socialist Party(1l) ...................... 177 45. 85
HSP/ AFD Joint Candidate(l) ........................ 1 0. 26
I ndependent Representatives ....................... 1 0. 26
TOTAL .o 386 100. 00

Source: National Election Ofice
Not es: (1) Menber of the new coalition governnent

LOCAL GOVERNMENT ELECTI ONS

The following table shows the results of the latest |ocal governnent
el ections, which were held in Cctober 2002:

LOCAL GOVERNMENT ELECTI ONS RESULTS

BUDAPEST COUNTRY GOVERNMENT MUNI CI PALI TI

(percentage of total vote)

HSP - AFD ... 58. 75 45. 61 51. 65
Fidesz - Hungarian Civil Party ............... 31.25 33.36 33.78
O her 10. 00 21.03 14. 57
TOTAL . 100.0 100.0 100.0

Source: National Election Ofice

EUROPEAN PARLI AMENT ELECTI ONS
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The first elections to the European Parlianent were held on June 13,
2004.

This tabl e shows the political affiliations of the Hungarian nenbers of
the European Parlianment after the el ection:

SEATS | N EURCPEAN PARLI AMENT

SEATS
FIDESZ - Hungarian CGvil Party......... ... e 12
Hungarian Dempcrati C FOrum . ... ... e s 1
HOP 9
AR D 2

Sour ce: European Parli anment

| NTERNATI ONAL RELATI ONS

Hungary has undertaken an active foreign policy designed to further its
integration into the world community and to foster regi onal peace and econonic
devel oprment. Hungary joined the United Nations organization (the "UN') in 1955
and is a menber of many of its specialized agencies such as UNESCO, FAO, UNI DO,
WHO, and WIO (as described below). In 1996, Hungary officially becamre a nenber
of the Organization for Econom ¢ Co-operation and Devel opment (the "CECD'),
whi ch was considered to be a decisive step towards integrating with the
devel oped nations and to obtaining full European Union ("EU') nermbership. In
1999, Hungary becane a full nenmber of the North Atlantic Treaty O ganization
("NATO'). Hungary nmintains diplomatic relations with approxi mately 165
countries and besi des the above nentioned UN, OECD, NATO and EU, Hungary is a
nmenber of a number of other international organizations, including the G obal
Envi ronnment Protection Fund, World Trade Organi zation ("WO'), the International
Bank for Reconstruction and Devel opnent ("I1BRD', "World Bank"), the Conference
on Security and Co-operation in Europe, the International Mnetary Fund ("1 M"),
the Council of Europe, the International Finance Corporation ("IFC'), the
Central European Free Trade Agreenent ("CEFTA"), the International Devel opnment
Agency, Food and Agricul ture Organization ("FAO'), Wrld Health O ganization
("WHO'), the European Bank for Reconstruction and Devel opnent ("EBRD'), the
Uni ted Nations Educational Scientific and Cultural Organization ("UNESCO'), the
United Nations Industrial Devel opment Organization ("UNIDO'), the European
I nvestnent Bank ("EIB"), the European Free Trade Association ("EFTA") and the
Counci | of Europe Devel opnent Bank ("CEB"). Hungary is also a nenber of the
Central European Initiative, the other nenbers of which are Austria, Italy,

Sl ovenia, Croatia, Slovakia, Poland and the Czech Republic. This initiative
mai nly addresses issues of regional infrastructure devel opment. Hungary has been
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a nenber of the Conference on Security and Cooperation in Europe (now existing
as the Organi zation for Security and Cooperation in Europe) since its formation
in 1975 and was admitted to the Council of Europe in 1990

EUROPEAN UNI ON

Hungary joined the EU on May 1, 2004. Hungarian representatives in the
Eur opean Parliament assumed the follow ng positions: Szabolcs Fazakas (Hungarian
Socialist Party) is the Chairman of the European Committee on Budgetary Contro
(BUDG, Pal Schmitt (European People's Party-European Denocrats) is the
Vi ce-chairman of the Conmittee on Culture and Sport (CULT), Zita Gurnai
(Hungari an Socialist Party) assunmed the position of the Vice-chai rwoman of the
Committee on Winen's Rights and Equal Opportunities (FEEM, and Katalin Leva
(Hungarian Socialist Party) becanme the Vice-chairwoman of the Conmittee on Givi
Li berties, Justice and Hone Affairs. Furthernore, Jozsef Szajer and Magda Kosane
Kovacs becane Vice-floor |eaders of the European People's Party-European
Denocrats and the Party of European Socialists, respectively.

Hungary is entitled to del egate one nmenber of the European Commi ssion

The i npl ementati on of the Schengen Systemwas a crucial issue in the
accessi on negotiations. Hungary plans to becone fully integrated into the system
by 2006. The configuration of an information network conpatible with the
Schengen Information System (SIS-11), a principal precondition to integration
i nto Schengen System should be conpleted by the end of this year

The Hungarian position on the European Constitution was expressed by
the ex-Prine Mnister Peter Medgyessy, who eval uated the agreenent as a success
The Republic of Hungary proposed a clause relating to the protection of
mnorities, which was incorporated in the Preanble. Under Hungarian |egislation
the adoption of the European Constitution does not require a referendum and no
maj or parlianentary party openly opposes parlianentary approval of the European
Constitution.

Al ongsi de the devel opment of key areas of the econony, the Republic has
i mpl emented and intends to continue inplenmenting devel opnent prograns and
structural refornms to speed the convergence process with the EU. The key program
is the National Devel opnent Pl an, which was approved on Decenber 19, 2002 and
whi ch oversees the allocation of EU funds from 2004 to 2006. The Nati ona
Devel opnent Pl an consists of five operative prograns:

o] human resources devel opnent;

o] econom ¢ conpetitiveness;

o] agricultural and rural devel opnent;

0 envi ronnment and infrastructure; and

o] regi onal devel opment.
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10

By entering the EU, Hungary al so becane a nmenber of the European
I nvest nent Bank. For information about the Republic's strategy as regards its
participation in the Exchange Rate Mechanism see "Public Finance - Medium Term
Fi scal Program and the Convergence Progrant.

BACKGROUND

11

THE ECONOWY

The Hungarian econony has undergone a radical transformation since the
fall of communismin 1989. As with other post-comunist countries in the region
the econony in Hungary during the 1990s can be characterized by econonic
di sl ocation at the beginning of the 1990s with gradual inprovenent as reforns
were i nmpl enented. The highlights of these economic reforns and trends include:

(o]

an anbitious privatization program- the vast najority of Hungary's
| arge state-owned enterprises have already been privatized. See
"Privatization";

a shift in exports fromcountries fornerly participating in the
Council for Mutual Econom c Assistance ("COVECON') to those of
Western Europe and other industrialized countries; now
three-quarters of Hungarian exports are to EU markets, and
Hungary's nmarket share in the EU has nore than doubl ed since the
m d-1990s. See "Bal ance of Payments and Foreign Trade - Foreign
Tr ade";

gross and net external debt have declined sharply since the

m d-1990s, and the structure of external debt has changed.
Meanwhil e the ratio of the public sector debt to GDP dropped from
72%in 1996 to 57%in 2003 (cal cul ated according to Gover nment

Fi nance Statistics ("GFS") met hodol ogy; according to the European
System of Accounts 95 ("ESA 95"), the ratio of the public sector
debt to GDP was 59.1%in 2003). See "Hungarian Debt"
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(0]

the GDP growth trends are in line with general European trends: the
rate was 5.2%in 2000, 3.8%in 2001, 3.3%in 2002, 2.9%in 2003,
and 3.9%in the first three quarters of 2004 which is still
significantly higher than the EU average. See "The Econony -
Economi ¢ Performance - G oss Donestic Product”;

inflation, caused initially by price deregulation, declined from
28.3% as of the end of 1995 to 5.7% as of the end of 2003. The
inflation rate has recently increased, up to 6.6% as of Septenber
30, 2004, largely due to one-tinme VAT increases. See "The Econony -
Economi ¢ Performance - Inflation";

real wages were generally declining or stagnant until 1997, as

i nflati on outpaced nom nal wage increases; real wage increases were
noder at e bet ween 1998 and 2000 as the econony expanded and

i nflation decreased: additional expenditure on public sector

workers after the 2002 el ection increased real wage growh to 13.1%
in 2002, but there was a decrease in the pace of growmh of the real
wage in 2003, and 2004. See "The Econony - Econom c Perfornmance -
Wages";

unenpl oyment has generally declined fromits peak of 12.5%in the
first quarter of 1993 to 5.9%in August 2004. See "The Econony -
Econom ¢ Performance - Enploynent"”; and

high levels of foreign direct investment with the | evel of

cunmul ative foreign direct investnment in 2003 reaching Euro 37
billion, about 50% of GDP for 2003. See "Bal ance of Paynments and
Foreign Trade - Foreign Direct Investnent".

12

ECONOM C PERFORMANCE

The following table sets out certain macroeconomnmic statistics regarding
the Republic of Hungary for the five years ended 2003:

SELECTED MACRCECONOM C STATI STI CS

1999 2000 2001 2002
ECONOM C DATA
Nominal GDP (HUF billions)............ ... .. ....... 11, 393.5 13,172.3 14,849. 8 16, 74
Real GDP (growth in 9%.......... ... .. ... .. 4.2 5.2 3.8
Real exports (growth in 99............ ... ... ... .... 12.2 21.0 7.8
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Real inports (growth in 99......................... 13.3 19. 4 5.1 6.2
Rate of unenploynent (as at the year end (%) ..... 7.0 6.4 5.7 5.9
Consuner prices (growth in %9...................... 10.0 9.8 9.2 5.3
Producer prices (growh in 9%9...................... 5.1 11.7 5.2 (1.8)
STATE BUDGET; PUBLI C AND EXTERNAL DEBT
State budget surplus (HUF billions)(2)............. (424.1) (480. 2) (444.0) (1,673.7)
as a %of CDP ... ... 3.7 3.7 3.0 9.9
Total revenues (HUF billions)...................... 4,926. 2 5 ,568. 1 6, 325.7 6,817.8
as a %wof CGDP ... . 43.2 42. 3 42. 6 40.7
State debt (HUF billions), unconsolidated.......... 6, 886. 4 7,226.2 7,719.5 9,224.2
as a %of GDOP ... . 60. 4 54.9 52.0 55.1
Ceneral governnent debt, after consolidation (HUF
billions) ....... .. . . . . 6,977.0 7,299.5 7,951.2 9,561.9
as a %of GDOP ... ... . 61. 2 55. 4 53.5 57.1
Gross external debt (HUF billions) ................ 2,536.2 2,508.8 2,322. 1 2,267.3
as a %of GDP ... . .. 22.26 19. 05 15. 64 13.54
BALANCE OF PAYMENTS DATA( 3)
Current account (USD billions)..................... (3.8) (4.0) (3.2) (4.7)
as a %of GDP ... ... (7.8) (8.7) (6.3) (7.1)
Exports (USD billions)......... ... ... .. 30.8 34.3 37.7 41.7
Imports (USD billions)............ ... ... ... ... .... 32.1 36.2 38.5 43.2
Central bank's foreign exchange reserves (USD
billions). .. ... 10.6 10.9 10. 3 9.7
Source: Hungarian Central Statistical Ofice, National Bank of Hungary,
M nistry of Finance
Not es: (1) For 2003, we present the latest available data. Itens with asterisk

are prelimnary data, itenms without asterisk are final data. For
further discussion, see "Public Finance - General Information -

Met hodol ogy"

(2) Local governnments are not included.

(3) The National Bank of Hungary does not publish Bal ance of Paynents
data in USD. The anpbunts are converted into USD using the nmonthly HUF
data and the respective nonthly average HUF/ USD exchange rates,
cal cul ated by the National Bank of Hungary.

13
GROSS DOMESTI C PRODUCT (" GDP")
The followi ng table presents the conponents of nominal GDP and rel ated

figures by expenditures at current market prices, as well as real GDP growth
rates, per capita GDP, and US dollar equivalents, for the years indicated
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GROSS DOMVESTI C PRODUCT

AS AT AND FOR THE YEAR ENDED DECEMBER 31,

(HUF billion, except as indicated)

GDP 11, 393 13,172 14, 850 16, 740
Annual real CGDP growth rate (%............. 4.2 5.2 3.8 3.5
Per capita GDP (in HUF)..................... 1,112,915 1, 290, 014 1, 457,621 1, 648, 227

US DOLLAR EQUI VALENTS
GDP (USD billion)....... ... . .. 48.0 46. 7 51.8 64.9
Per capita GDP (USD).......... ... 4,692 4,571 5, 087 6, 388

Source: Hungarian Central Statistical Ofice

Al t hough econonmic growth has been decreasing since 2000, the rate of
real GDP growth in Hungary in each of the years 2001, 2002 and 2003, was hi gher
than the average growth recorded in the European Union. From 2001, the growth
was attributable mainly to exports and, especially in 2002 and 2003, to donestic
consunption. The growth performance in 2003 was driven mainly by household
consunpti on which increased by 6.5% The increase in domestic consunption was
supported by budget expenditures and governnent neasures (e.g., increasing the
m ni nrum sal ary, increased nortgage subsidies and public sector wage increase).
The structure of economic growh has inproved since the second half of 2003 as
the growth in export and investnments has accel erated and the consunption growth
has decelerated. In order to support the devel opnent of a sustainable growth
structure, the governnment applied a restrictive inconme and fiscal policy in
2004. See "Public Finance - Budget Trends". In the first three quarters of 2004,
GDP growt h reached 3.9% and the positive trend in the growmh structure,
comenced in the second half of 2003, continued. The growth rate of househol d
consunption decel erated to 3. 9% whereas investnents in manufacturing increased
by 25%in the first six nonth of 2004, conpared to the sane period in 2003. The
export of goods has been steadily increasing since July 2003 and rose by 18%in
the first half of 2004, conpared to the sane period in 2003.

The following table illustrates the final use of gross donmestic product
in each of the years 1999 through 2003:

USE OF GROSS DOMESTI C PRODUCT

1999 2000 2001 2002
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(the correspondi ng period of previous yes

Total consunption .......... ... i, 104. 3 104.4 105.8 108. 7
- of which:
Househol d consunption ............ ... ... ... ....... 104. 8 105.0 105.9 109. 3
Government consunmption ............... ... 101. 8 101. 2 105.3 104.8
Gross capital formation .......... .. ... .. . ... . ... 106. 8 105.6 92.7 96. 5
- of which gross fixed capital formation ......... 105.9 107.7 105.0 108.0
DOVESTI C USE ... .. e 105.1 104.8 101.9 105.4
EXPOrt S oo 112.2 121.0 107.8 103.7
L POrt S 113. 3 119. 4 105.1 106. 2

Source: Hungarian Central Statistical Ofice
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The followi ng table indicates the sector conposition of GDP in each of
the years 1999 through 2003

SECTOR COWVPGSI TI ON OF GDP

YEAR ENDED DECEMBER 31,

1999 2000 2001 2002

(percentage of contribution)

Agriculture, forestry and fishing ........... ... ... ... ... ...... 4.8 4.3 5.1 4.3
M ni ng and quarrying, manufacturing and electricity ........... 27.4 27.8 26.9 26.4
- of which manufacturing ........ ... .. . .. . .. 23.4 24.0 23.6 23.6
CONSt T UCET ON Lo e 4.6 5.2 5.2 5.7
Services, total . ... ... 63. 2 62.7 62.8 63. 6
- of which:
Trade, repair, hotels and restaurants ...................... 13.1 12.5 12. 7 13.1
Transport, storage and conmunication ....................... 8.8 8.5 8.5 8.4
Financial intermediation and real estate activities ........ 20.2 20.9 21.0 21.6
Public adm nistration, education, health and social ........ 17.8 17.6 17. 4 17. 2
services
O her conmmunity, social and personal service activities .... 3.3 3.2 3.2 3.3
GDP, TOT AL ..ttt 100.0 100.0 100. 0 100. 0
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Source: Hungarian Central Statistical Ofice
Not e: Indirect taxes and FISIM (Financial Internediate Services Indirectly
Measured) are not included.

| NFLATI ON
The following table illustrates the year-on-year change and the yearly

average change in the Consuner Price Index (the "CPI") and the Producer Price
Index (the "PPI") for each of the years 1999 t hrough 2003

I NFLATI ON

AS AT AND FOR THE YEAR ENDED DECEMBER 31,

1999 2000 2001 2002

(9
CPl (yearly average) ................. 10.0 9.8 9.2 5.3
CPl (year-on-year) ................... 11. 2 10. 1 6.8 4.8
PPl (yearly average) ................. 5.1 11.7 5.2 (1.8)
PPl (year-on-year) ................... 7.1 12. 4 (0.4) (1.3)

Source: Hungarian Central Statistical Ofice

Deregul ati on since 1990 has historically led to a high rate of
inflation in Hungary. This rate has remained relatively high conpared to rates
in Western Europe due to the general phasing out of price supports and the high
public sector deficit, but has decreased sharply as a consequence of the new
nmonetary regime introduced in May 2001

Consuner prices increased by an average annual inflation rate of 5.3%
in 2002, conpared to 9.2%in 2001. This reduction in inflation was mainly caused
by the significant appreciation of the Hungarian forint during 2001 and 2002 and
suppl emented by factors such as favorable food prices and delays to increases in
regul ated prices. In May 2003, the CPl, at 3.6% was at its |owest level for 22
years, but disinflation cane to a halt due to the depreciation of the forint,
the increases in regulated prices and oil prices and changes in relation to VAT
and excise duties (i.e., increases in tax rates and the application of higher
VAT rates to many products and servi ces which had been subject to the reduced
VAT rate). As a result, twelve-nmonth inflation increased significantly in the
first half of 2004. In May 2004, the consuner price index (CPl) and the constant
tax rate index (the "CTI"), which elimnates the inpact of changes of the nost
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i nportant indirect taxes (VAT, consunption taxes, excise duties, registration
taxes for new notor cars) fromthe CPl, junped to 7.6% (conpared to 3.6%in May
2003) and to 5.4% respectively.

15
In May 2004, the increase in the CTl index was mainly due to the growth in
consuner prices of services and those of electricity, gas and other fuels.
O herwi se, the CTI stagnated during the first five nmonths of 2004. The CPlI was
6.6% i n Septenber 2004.
The following table illustrates the annual index changes (year-on-year)

in consunmer prices for each of the years 1999 through 2003 and the results for
the first half of 2004:

CPl - SELECTED PRODUCT GROUPS

AS AT DECEMBER 31,

1999 2000 2001 2002

(year-on-year index)

Food ... . . . . 105.7 112. 4 109.5 103.6
Al cohol i ¢ beverages, tobacco........... 110.6 111.3 110. 3 111.8
Clothing, footwear..................... 107.9 105. 6 104.8 103.3
Consuner durable goods................. 104.0 101. 3 99. 3 98. 8
El ectricity, gas and other fuels....... 108. 2 112. 7 107.5 103.0
O her goods incl. notor fuels and

lubricants............. ... ... ....... 121. 4 109.1 102.1 105.7
SEerVIiCeS. . vt 113.7 110.6 108. 4 105.5
TOTAL 111.2 110.1 106. 8 104. 8

Source: Hungarian Central Statistical Ofice
PRI CE REGULATI ON

As at the end of 2003, approximately 80% of all prices in Hungary were
unr egul at ed.

The followi ng prices remain regul ated
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o] El ectricity

o] Gas

o] Heat i ng oi

o] Various pharnmaceutical products

o] Meal s at school s, kindergartens, nurseries
o] State lottery

o] Local and | ong distance passenger transport
o] St ate owned housi ng rent

o] Various household utilities (including water and sewage char ges,
refuse collection service)

0 Post al services

In 2003, regulated prices increased by an average of 5.4% although the
i ndex of regul ated prices was continuously increasing over 2003 and it reached
12.7 %in March 2004. This was due to the fact that many previously schedul ed
increases in regulated prices were postponed until 2003, thus creating
inflationary pressures in 2003 and 2004. Since March 2004 the index of regul ated
prices has been di m nishing and reached 7.7% i n Septenber 2004.

Inline with relevant EU directives, the Republic intends to renove
regul ated pricing schemes fromthe increasingly market-based energy and posta
sectors. The currently proposed schedul e for deregulation in energy sector is
2004 (excludi ng househol d consunmption), and 2007 for the rest of the sector. The
proposed deadline for deregulation in the postal services is 2007 for mai
servi ces, and 2009 for the whol e sector.

16

WAGES

The following table illustrates recent wage trends:

WAGES

AS AT THE YEAR ENDED DECEMBER 31,
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1999 2000 2001

2002

(previous year = 100)

Nomi nal wage index............. 112. 7 111. 4 116. 2
Real wage index................ 102. 4 101.5 106. 4

Source: Hungarian Central Statistical Ofice

Real wages grew significantly in 2002 and also in 2003, although at a
decreasi ng pace. In 2002, the high real wage growth was primarily due to a
one-time increase of salaries in the public sector (by 50%, which also
i nfl uenced the private sector in 2002 and 2003. The mninmum nonthly salary | eve
was increased from HUF 25,000 in 2000 to HUF 50,000 in 2002. Salaries in public
education and the health care sector were raised by 50%in Septenber 2002. The
m ni rum wage was set to HUF 53,000 in 2003. The real wage index fell to 100.3%
inthe first half of 2004, conpared to the same period in 2003.

As with GDP growt h, nomi nal and real wage changes have not been
consi stent across Hungary. Relatively stronger overall economic growh in
western Hungary, and a | abor force that is generally reluctant to nove from one
part of the country to another, have led to a substantial decrease in
unenpl oyment in western Hungary and di sproportionately higher wage increases.
Hungary's incentive policies (muinly consisting of the pronotion of investnent
in | ess devel oped regions, devel opnent of transport infrastructure and
devel opnment of human resources), also utilizing the Structural and Cohesion
Funds of the EU, are in part designed to increase enploynent levels in the
eastern parts of the country.

EMPLOYNENT

The following table illustrates the general conposition of enploynent
and unenpl oyment for each of the years indicated

UNEMPLOYMENT

(Annua

Enployed . ... . 49.4
Unenmployed . ... . . 3.7
Unenpl oyment rate(l) .......... .. ... 7.0
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Source: Hungarian Central Statistical Ofice
Notes: (1) Based on international sanpling nmethodol ogy using the
recomendati ons of the International Labor Organization.

The average unenpl oynent rate in August 2004 was 5.9% which is
consi derably | ower than the average nunber calculated for all 25 EU countries
for the same period (9% . Labor unions have not gained any significant influence
in Hungary and to date have not caused any substantial work stoppages. Labor
unions are generally stronger in the public sectors of the econony.
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The following table illustrates the general conposition of enploynent
in Hungary by major sector for each of the years from 1999 to 2003:

COWPCSI TI ON OF EMPLOYMENT BY SECTOR

AS AT THE YEAR ENDED DECEMBI

2000

2001

(in thousand persons)

1999

Agriculture, hunting, forestry and fishing, related service

ACL T VI LT B 143. 7
MNing and qUAarTYi NG ..ot e n/ a.
MBNUT @CT UM i NG .. e e e e e 743.0
Electricity, gas and water supply ........ . ... 78.2
INDUSTRY TOTAL . .ttt e e e e e e e e 829. 8
CONSt T UCET ON Lo 107. 3
Trade, repair of notor vehicles, and personal and househol d goods . 267.4
Hotel s and restaurants ....... ... ... e 74.0
Transport, storage and comunication .................iuiiiinno... 226.4
Financial intermediation ........ . . .. . . e 57.1
Real estate, renting and business activities ...................... 135.1
Public adm ni stration and defense, conpul sory social security ..... 304.4
BduCati ON ... 248. 6
Heal th and social WOrk ........ ... e e 209.8
O her community, social and personal service activities ........... 75.0
NATI ONAL ECONOMY, TOTAL . ... e e e e 2,678.7 2,

- of which:

BNt er Pri SE o 1,846.0 1,

GOV I NNt . . e 800. 7
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Source: Hungarian Central Statistical Ofice

PRI NCI PAL SECTORS OF THE ECONOWY

I NDUSTRY

The following table indicates the gross production indices by industry

sector in each of the years 1999 through 2003

GROSS PRODUCTI ON | NDI CES BY | NDUSTRY

1999 2000 2001
(previous year =
Agriculture, forestry and fishing 100.9 92.1 123. 4
M ning and quarrying, manufacturing and electricity 107. 2 109. 6 100. 4
- of whi ch manufacturing. 108. 3 111.0 102. 4
Construction 104. 3 106.9 105. 2
Services, total. 103. 2 104.0 104.3
- of which:
Trade, repair, hotels and restaurants 100. 6 102.0 105.9
Transport, storage and conmunication 105.5 102. 3 103. 6
Fi nanci al intermediation and real estate activities 103.8 107. 8 104. 4
Publ i c adni ni strati on, education, health and soci a
service 102.8 103.7 103.1
O her comunity, social and personal service activities 106. 4 96.7 105.0
GDP, TOTAL 104.2 105. 2 103.8
Source: Hungarian Central Statistical Ofice
18
General. In industry the nbderate growh rates of the past years (3.1%
in 2001 then 2.8%in 2002) were foll owed by an upswing (6.3% in 2003. The

vol une of production was higher by 9.5%in the first seven nonths of 2004 than
in the sane period of the previous year. The acceleration was due nainly to the
producti on was

strong growh in export sales. Mdre than half of tota
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exported. Industrial export sales increased by 10.3%in 2003, conpared to 3.7%
in 2002 and grew by approximately 20%in the first seven nonths of 2004,
conpared to the sane period in the previous year. Approximately two-thirds of
total industrial exports are attributable to the followi ng two segnents:

manuf acture of electrical and optical equipnent, and manufacture of transport
equi pnent. Both segnments recorded high growth in 2003 (the forner 16.8% the
latter 13.9%.

Productivity in total industrial production increased by 8.8%in 2003
conpared to 5.1%in 2002

M ning and Quarrying. Hungary has snmall mneral resources, mainly
consisting of building nmaterials (such as sand, pebbles, building stone, cenent
and ceramic raw material). As of January 2003, Hungary had 10,614 nillion tons
of hard coal reserves. Mning and quarrying accounted for only 0.4%of GDP in
2002 and 2003 and the sector has continued to decline since 2000 (by
approxi mately 8% up to 2003). As of July 2004, the volunme of mining and
quarrying recorded an increase of 19.2% conpared to the sane nonth in 2003.

Manuf acturing. In 2003, the manufacturing output (representing nore
than 88% of industrial production) grew by 7% conpared to 3.6%in 2002 and 4. 9%
in 2001. During the first seven nonths of 2004 the manufacturing out put
i ncreased by 10.9% conpared to the sanme period in 2003. In 2003, export sales
accounted for nore than 60% of the total sales of manufacturing products and
were higher by 11.3% conpared to 2002. In the first seven nonths of 2004, export
sal es of manufacturing products grew by 18.5% conpared to the sane period in
2003.

El ectrical and Optical Equiprment. In 2003, the production of electrical
and optical equi pment represented nore than a quarter of the total manufacturing
producti on and was the fastest growi ng manufacturing sub-segnent, grow ng by
16.3% | n 2003, export sales fromthe production of electrical and optica
equi pnment accounted for nore than 40% of total manufacturing exports
(representing the | argest share anong all manufacturing sub-segnents) and were
hi gher by 16.8% conpared to 2002

During the first seven nonths of 2004 the output increased by 28.4%
conpared to the sane period in 2003. An above-average denand for TV and radio
recei vers, sound and video players and recorders, office machines and conputers
contributed to the good results of this sub-segnent.

Transport Equi prment. In 2003, the manufacture of transport equi pnent
i ncreased by 13.5% due to favorable export conditions prevailing throughout the
year. Export sales in this sub-segnment increased by 13.9%in 2003, conpared to a
stagnation (0.5%growth) in 2002. During the first seven nonths, the vol unme of
transport equi pment grew by 9. 7% conpared to the same nmonths in 2003

G1l. In 2003, the gross value of manufacture of coke, refined petrol eum
products, and nucl ear fuel reached HUF 498.8 billion. In the sane period, the
gross output and the total sales of the extraction of crude petrol eum and
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natural gas, service activities incidental to oil and gas extraction excl udi ng
surveyi ng stagnated, conpared to 2002 (1.1% and 0.8% growth respectively), while
donestic sales grew by 18. 7% and exports fell by 81% The gross output of

manuf acture of refined petrol eum products decreased by 10.1% the total sales by
9.8% donestic sales by 10.6% and exports by 7.8% During the first seven nonths
of 2004, the gross output of extraction of crude petrol eum and natural gas,
service activities incidental to oil and gas extraction excluding surveying,
decreased by 13.5% total sales by 3.2% and donmestic sales by 4% and exports
grew by 9.2% conpared to the sane period in 2003, neanwhile the gross output of
manuf acture of refined petrol eum products grew by 11.6% total sales by 8.4%
donestic sales by 8.7% and exports of refined petrol eum products by 7.5%

Energy, gas and water supply. Approximtely 36% of Hungary's tota
energy demand is supplied by domestic energy sources. About 83% of coa
consunption, 20% of oil consunption, and 21% of natural gas consunption is
produced domestically. The remai nder of the consunption of these conmodities is
i nported mainly from Russia. Donestic power plants supply approximtely 90% of
Hungari an el ectric energy consunption, with the remaining portion being inported
primarily fromthe Ukraine

Hungary has consistently worked to diversify its sources of energy and
to build up reserves to danpen the potential negative effects of energy supply
di sruptions. Hungary is currently maintaining at |east a 12-week supply of oi
in conpliance with OECD requirenents.

By the end of 1998, all of Hungary's natural gas distribution
conpani es, six electricity distribution conpanies and all but two power
generation conpani es had been privatized. The Mnistry of the Econony and

19

Transport is aimng at the formation of a conpetitive electricity market and
full liberalization of the sector, in accordance with EU Directi ves.

In 2003, energy demand in Hungary increased by 3.2% because of the
extrenely cold weat her and the increasing energy demand of the industry.
Approxi mately 65% of the energy demand was covered by inports, which is 7.5%
nmore than in the previous year. The electricity and gas narkets were both opened
on January 1, 2003

The following table provides informati on about the conposition of
consunption of the main energy resources in Hungary in each of the years 1999
t hr ough 2003:

COWVPCOSI TI ON OF CONSUMPTI ON OF ENERGY RESOURCES
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AS AT THE YEAR ENDED DECEMBER 31,

1999 2000 2001 2002
(9

Coal ... 14. 3 13.9 13.4 12. 3

Hydrocarbon ....... ... . . . . . . . . . 70. 3 68. 6 69. 5 70. 2
- of which:

Crude oil and petrol eum products .............. 33.2 32.1 31.5 30.4

Natural gas ........... . i 37.1 36.5 38.0 39.8

QLher resoOUrCeS ...ttt e 15. 4 17.7 17. 4 17.5

TOTAL 100. 0 100.0 100.0 100. 0
- of which:

DOMESEIC .ottt 42.1 40. 7 39.7 37.4

I MPOrt S . 57.9 59.3 60. 3 62.6

Source: Hungarian Central Statistical Ofice

CONSTRUCTI ON

The output of construction stagnated in 2003 (0.7%growth), in contrast
with the strong growh in 2002 (17.8%, mainly as a result of exceptionally weak
activity in the first quarter of the year. In the last two quarters of 2003, the
out put of construction was on the rise again. The construction for the first
hal f of 2004 increased by al nost 8% conpared to the sane period in 2003.

SERVI CE | NDUSTRI ES

The gross val ue added by services increased, on average, by al nost 4%
annual Iy between 1999 and 2003. The expansion of this sector, representing nore
than two-thirds of GDP, is bal anced conpared to the industrial sector. During
this period, the output of financial internediation and real estate activities
grew at the highest rate within the services sector. The weight of this
sub-segment in services has exceeded 30% si nce 1999. The second npbst i nportant
segment is that of trade, repair, hotels and restaurants, which represents
approxi mtely 20% of gross val ue added by servi ces.

In the first quarter of 2004, gross val ue added by services expanded by
3.2% conpared to the corresponding period for the previous year. The fastest
grom h was recorded in the category of hotels and restaurants (5.8% and
transport, storage and comunications (5.4%.
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The following table shows the conposition of the service industry per
i ndi vi dual sub-sectors in each of the years 1999 through 2003

COVPCSI TI ON OF SERVI CE | NDUSTRY PER SUB- SECTORS

AS AT THE YEAR ENDED DECEMBER 31,

1999 2000 2001 2002
(%
Trade, repair, hotels and restaurants .......... 20.7 19.9 20. 2 20. 6
Transport, storage and communication ........... 13.9 13.6 13.6 13.2
Fi nancial internediation and real estate ....... 32.0 33.3 33.4 34.0
activities
Public adm nistration, education, health ....... 28.2 28.0 27.7 27.1
and soci al services
O her community, social and personal ........... 5.2 5.1 5.2 5.1
service activities
SERVI CE, TOTAL . ... e e 100.0 100.0 100.0 100.0

Source: Hungarian Central Statistical Ofice

AGRI CULTURE

In 2003 agriculture closed an unfavorabl e year, nainly because of the
droughty weat her. The quantity of harvested cereal s | agged by 26% behind the
previous year's levels, and by 27% behi nd the average for the years 1996-2000.
Anong the cereals, two nmain crops suffered the greatest loss, with a 25%drop in
the average yield of wheat and 22% of that of mmize. According to prelimnary
estimates fromthe Mnistry of Agriculture, the grain yield in 2004 is expected
to be approximately 15 million tons, conpared to 6 million in 2003, which is
mainly due to the favorabl e weather conditions prevailing in 2004.

On August 1, 2004 the nunber of cattle stood at approximtely 728, 000,
and the total pig popul ati on was approxi mately 4, 382, 000.

I NFRASTRUCTURE

Hungary is a | andl ocked country and stands at the cross-roads of
several important transport corridors. Three main road corridors formng part of
the Trans - European Network, three corridor branches and al so railways and
wat er corridors cross Hungary. Wth Budapest as a node, several corridors
connect Hungary to the Trans-European Network. Hungary plays a central role in
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i nternational transport connections for Central and Eastern Europe and for
Sout h- East Europe towards the West and the East. However, conmpared to Western
Eur opean countries, the transport network in Hungary is relatively |ess

devel oped, suffering fromthe shortage of river bridges, |ack of transversa
connections, poor technical paraneters and | ow proportion of expressways.

The length of the national road network is 30,536 km the total |ength
of the notorways is 542 km The density of the road network, conmpared with the
total number of roads, is 1.46 km kn2, which is 88% of the EU average. The
density of notorways is one fourth of the EU average. A total of 466 kmroad
sections have been marked out as the nobst urgent, within in the framework of the
"National Road Rehabilitation Program .

The railway network coverage is 83 km per 1,000 kn2, which is favorable
conpared with EU figures (65 km per 1,000 knR). Approximtely 16% of the railway
lines are multi-track and 34% of themare electrified.

Recent increases in market shares were nade possible by the track
reconstruction work started in the | ast decade, the devel opnent of up-to-date
saf ety devices, the nodernization of the traffic control system the
electrification of the main Iine network, and the upgrading of rolling stock on
the intercity routes. Wthin the franework of the railway devel opnent program
t he Sl oveni an-Hungari an railway connection was constructed in 2001, co-financed
fromEU funds - PHARE (Pol and and Hungary Aid For The Reconstruction of The
Econony). I n 2000-2002, four new major projects were |launched to nodernize the
lines of the Helsinki railway corridors, with considerable support from EU funds
- I SPA (I nstrunent For Structural Policy For Pre-Accession ). Since the
begi nning of the 1990's air transport has been nmarked by dynam c increases.
Passenger transport increased by 56% air freight by 79% and the traffic in
Hungarian air space increased by 273% between 1994 and 2001
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The country has one international airport that can neet the present
traffic level. In line with international trends the traffic at Ferihegy
International Airport in Budapest is increasing.

Navi gation is possible along 1600 kmof the rivers in Hungary. There is
conmerci al navigation on the river Danube and, to a very small extent, on the
river Tisza. In 2001, the share of water transport was 3.4% (2.9 nillion tons),
calculated in freight ton-km which is |ow conpared with other EU nenber states
borderi ng the Danube.

The tel ecomuni cation sector's |evel of devel opment, in both wireline
and wirel ess conmuni cation, approaches the average |evel of other EU nenbers.
However, conpared to Western European countries, the penetration rate in the
area of internet connection is relatively low, the structure of the
i nformati on-comuni cation services nmarket is not up-to-date and the proportion
of broadband access is also relatively |ow.
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PRI VATI ZATI ON
STATUS CF PRI VATI ZATI ON EFFORTS

Si nce 1990, the Republic of Hungary has privatized nearly 1,300
enterprises of the 1,860 enterprises previously owned by the state. The
Hungari an Privatization and State Hol di ng Conpany (Al lam Privatizaci os es
Vagyonkezel o Rt.) nanages these sales.

Most of the |arger comnpanies involved in the privatization program have
al ready been partially privatized with only 158 conpanies being left with sone
degree of state ownership at the end of 2003. Pernmanent governnent control is
anticipated for 38 conpanies. The scope of property that should remain
state-owned in long termis defined by law as foll ows:

o] national public utility service providers

o] property or conpani es of strategic inportance for the nationa
econony; and

o] property or conpani es that acconplish tasks or fulfill objectives
for national defense or other special purposes.

In 2003, the governnent announced an anbitious privatization program
ainmed at selling 18 to 20 companies. O these, the privatizations of Postabank
Konzunbank and FHB (FHB Land Credit and Mortgage Bank, still majority-owned by
the State) were conpleted in 2003. In 2004 the targeted sale of MOL (Hungarian
O | Company) and Dunaferr (a steel conpany) have been conpleted (in MO, the
Republic still controls 11% of the ordinary shares and one preference share),
and that of Mahart (Hungarian Shipping Conpany) and Mal ev Hungarian Airlines are
ongoi ng. In March 2004, the targeted sale of 25% plus one votes of Hungaropharnma
(a pharmaceutical conpany) was acconplished. The issuance of an exchangeabl e
bond for Richter (pharmaceutical conpany) shares has al so been conpl eted. The
privatization of each of Antenna Hungaria (Broadcasting) and Babol na (an
agricultural conplex) are scheduled to begin in the near future. The Hungari an
Privatization and State Hol di ng Conpany rai sed revenues of HUF 148.97 billion in
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2003 fromthe privatization sal es.

The revenues in 2004 are planned to reach approxi mately HUF 280-290
billion, of which HUF 190 billion will be paid into the central budget. Unti
July 2004, revenues of around HUF 140 billion had been received. These receipts
are planned to be spent mainly on infrastructural projects such as further
not orway projects

METHODS OF PRI VATI ZATI ON USED

Hungary is unique in Central Europe in that a large mgjority of its
privatizations utilize public tenders, with sales on a cash basis. These
outright sales, often to strategic long-terminvestors, have been successful in
bri ngi ng new managenent and know how to many Hungari an enterprises.

Public offerings played an inportant and successful role in the
privatization process, nost recently, in the privatization of FHB at the end of
2003.

In recent years, the inportance of conpensation vouchers has decreased
significantly. Conpensation vouchers were rights distributed to individua
Hungari an citizens under the Conpensation Act, which was designed to provide
conpensation for | osses suffered, including the |oss of property and personal
freedom These conpensati on vouchers entitled the holders to bid for shares in
certain privatized entities. In 2003, in order to end the conpensation voucher
system the governnent decided to offer the shares of FORRAS Trust and
I nvest nent Conpany (a state owned asset managenment conpany) in exchange for the
conpensati on vouchers. In June and July 2003, the offering was conpleted and the
shares of FORRAS Trust and I nvestnment Conpany were |isted on the Budapest Stock
Exchange
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BALANCE OF PAYMENTS AND FOREI GN TRADE
BALANCE OF PAYMENTS

The following table sets out the balance of paynments of Hungary for the

past five years:

BALANCE OF PAYMENTS

AS AT THE YEAR ENDED DECEMBER 31,
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Current t
Cener al
O her s

CAPI TAL ACCOUNT

FI NANCI AL ACCOUNT

Direct

Portfolio investnent,

O her i

ransfers, net ..

gover nnent
ectors, net

i nvest nent,

nvest nent,

, het

net

net .

Net errors and om ssions

Tot al
Internati

onal reserves ..

Sour ce:
Not es:

2003.

Nat i ona

Bank of Hungary
There has been a net hodol ogi cal

(3,531)
(2, 044)
24, 059
26, 102

816
4,910
4,094

(2,713)
843
3, 555

408
28
380

31

6, 096
2,872
1,851
1,374

(355)
2,241
(2, 241)

(4, 380)
(3, 180)
31, 278
34, 457

1, 207
6,114
4, 907

(2, 792)
1, 262
4, 054

385
28
357

300

5, 401
2,334
(380)
3, 447

(163)
1, 158
(1, 158)

(EUR nillion)

(3, 613)
(2, 496)
34, 697
37,193

1,625
7,434
5, 809

(3,192)
1, 452
4, 644

450
35
415

358

3,133
3,992
1,723

(2, 582)

62
(60)
60

change in the cal culation of the

bal ance of payments statistics related to reinvested earnings in order

to bring the nethodology into line with international

Rei nvest ed earnings increase the current account deficit,
increase is automatically financed since reinvested earnings are al so

reported in the capita

account. Thus,

st andar ds.
but this

the current deficit appears to

increase although in reality this is just a phenonenon of the change in
the cal cul ati on nethodol ogy utilized. The data used in the tables and

in the text

i s based on this new nethodol ogy.

Hungary has experienced a growing current account deficit since 2001 as
the deficit (as a percentage of GDP) has increased from®6.3%in 2001 to 8.9%in

http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm (50 of 133)2/1/2005 6:07:34 AM

(4, 900)
(2, 203)
36, 821
39, 024

591
7,268
6, 677

(3, 835)
1, 314
5, 150

547
71
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2, 734
1, 601

(1, 954)
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In 2003 the current account deficit grewto EUR 6,488 nmllion, mainly
due to the strong internal demand caused by an expansionary fiscal policy. A
second cause was the drop in tourismrevenues in line with global trends. In
addition, net foreign direct investnent has decreased significantly as Hungarian
conpani es (MOL, OTP and others) have increased their presence in the region
mai nly through the acquisition of |ocal conpanies (such as in the Slovak
Republic and Romania). In spite of the worsening trend in the current account
deficits prevailing from 2001, an inprovenment in the trade bal ance was recorded
in the second half of 2003, largely resulting fromthe adjustnment of fisca
policy, decreasing househol d demand and grow ng external demand

EU transfers are likely to worsen the current account by 0.2-0.3% of
GDP since paynents by Hungary to the EUwill be reported in the current account,
whil e the paynents fromthe EU will appear partly in the current account and
partly in the capital account, depending on the type of such paynents.
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FOREI GN TRADE

The following table presents the distribution of Hungary's trade in
goods by territory for the periods indicated:

FOREI GN TRADE BY TERRI TORY

AS AT THE YEAR ENDED DECEMBER 31,

(EUR ni | lion)

Devel oped ... 20,174 19, 991 26, 131 24,753 28, 455 26, 357 30, 144 26, 717 30, ¢
countries

- of which EU

countries . 18, 343 17, 258 23,510 20, 668 25, 653 21, 957 27,608 22,487 27,
Central and

Eastern

Eur opean

countries .. 2,984 3, 843 4,044 6, 031 4,858 6, 322 5,116 6, 641 5, ¢

- of which

CEFTA

countries . 1, 885 1,938 2,551 2,668 3,123 3,010 3,295 3, 379 3,7
Devel opi ng
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countries .. 906 2,963 1,121 4,595 1, 246 5,319 1, 488 6, 627

Source: Hungarian Central Statistical Ofice

The following table presents the comobdity structure of Hungary's trade
in goods for the periods indicated:

FOREI GN TRADE BY COWCDI TY

AS AT THE YEAR ENDED DECEMBER 31,

(EUR mi | lion)

Food, ....... 1, 920 810 2,170 969 2,601 1,108 2,491 1, 205
bever ages,

t obacco

Crude

Materials .. 595 601 739 776 686 767 736 800
Fuel s,

electric

energy ..... 390 1, 640 553 2,962 669 3,120 601 2,991
Manuf act ur ed

goods ...... 7,379 10, 301 9, 066 12, 462 10, 723 13,419 11, 344 1 4,193
Machi nery and

transport

equi pnent .. 13, 780 13, 445 18, 768 18, 209 19, 881 19, 584 21,575 2 0,794

Source: Hungarian Central Statistical Ofice

In recent years, Hungary's foreign trade in goods with industrialized
countries (in particular EU countries) has increased. OECD countries accounted
for 84.5% of Hungary's exports and 72. 7% of inports in 2003. Wthin those
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figures, EU countries accounted for 73.6% of exports and 55.1% of inmports.
TRADE PCLI CY

Thr oughout the 1990s, Hungary took a nunber of steps to integrate its
econony into world trade

EU. Upon accession to the EU Hungary adopted all aspects of the Comon
Conmercial Policy of the EU This includes the application of the Common
External Tariff, EU preferential trade agreenents and regi mes, WO conmi tment s
and trade defence neasures. The overall effect of these changes is that the
trade regi ne of Hungary has becone nore open and transparent (e.g. the average
| evel of custonms duties decreased by about 50% the country gai ned nenbership in
the Agreenment on Governnent Procurenment, the Agreement on Trade in G vil
Aircraft and the Information Technol ogy Arrangenent within the framework of the
WO .

CEFTA. CEFTA was designed to increase trade anong Central European
countries after the demi se of COVECON and to integrate the region with the
econoni es of Western Europe. Hungary, Poland, the Czech Republic, Slovakia and
Sl ovenia were the original signatories of CEFTA which cane into effect on March
1, 1993. Romani a becane a menber in July 1997 and Bulgaria in July 1998. In
accordance with CEFTA, nost trade barriers on industrial products were
elimnated as of January 1, 2001. Trade barriers on agricultural products,

t hough relaxed, will not be elimnated entirely. The accession to the European
Uni on changed the relationships with countries participating in CEFTA since the
trade with non-EU CEFTA nmenbers is regulated mainly by the rel evant association
agreenents or applicable EU | aws.

25

EFTA. Hungary further increased its access to Western European narkets
by signing a free trade agreenment, effective October 1, 1993, with EFTA The
agreenent |lowered restrictive trade barriers on industrial products nore quickly
in the EFTA nenber countries than in Hungary and full and reciprocal free trade
was achieved within 10 years.

In addition, each of EFTA' s seven nenbers has signed bilatera
agricultural trade agreenents with Hungary. The bilateral trade agreenents with
Austria, Finland and Sweden, which were EFTA nenber countries until Decenber 31
1994, expired at the date of their joining the EU Hungary's trade with those
countries is now regulated by the EU

Bil ateral Trade Agreenents. In addition to the nultilateral trade
agreenents di scussed above, Hungary has also entered into bilateral trade
agreenents with several countries, including Slovenia, Romania, Turkey, |srael
Bul gari a, Lithuania, Latvia and Estonia. Hungary has entered into trade and
co-operation agreenents with the EU, EFTA and with certain Central European
countries designed to lower or elimnate trade barriers.
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FOREI GN DI RECT | NVESTMENT

The following table sets forth historical records of foreign direct
i nvestnents in Hungary and Hungarian direct investnents abroad in the years 1999
to 2003:

FOREI GN DI RECT | NVESTMENT

AS AT AND FOR THE YEAR ENDED DECEMBER

Direct investnent:

- abroad . ... 59.3 175.1 105. 4 70.9
Equity capital and reinvested earnings ....... 58.7 191.7 95.0 52.8

O her capital ....... ... . .. . . . .. 0.5 (16.7) 10.5 18.1

- 0N HUNgary . 785. 4 780.0 1127.6 733.6
Equity capital and reinvested earnings ....... 630. 8 690. 3 660. 8 745.0

Qi her capital ....... ... . ... . . .. 154.7 89.7 466. 8 (11.4)

NET DI RECT INVESTMENT ... ... ... . 726.1 604.9 1022. 2 662. 7

Source: National Bank of Hungary
Notes: (1) Reinvested earnings are estimated by the Bank for the year 2003.

The cumul ati ve anmpbunt of foreign direct investnents ("FD ") received by
the Republic of Hungary up to Decenber 31, 2003 reached Euro 37 billion. In
2003, due to the expansi on abroad of nmmjor Hungarian conpani es such as OTP (the
| argest universal bank in Hungary), MATAV (Hungarian tel ecomunicati ons conpany)
and MOL (Hungarian oil conpany), the FDI outflow was significantly higher
conpared to previous years, which explains about 60% of the net FDI decrease
The remai nder can be attributed to the unfavorable global investnent environnment
which has led to noderate investnent in Hungary.
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The following table sets forth the distribution of net FDI in the
Republic of Hungary by industry sector during each of the years 1999 to 2003

FOREI GN DI RECT | NVESTMENT BY | NDUSTRY( 1)
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AS AT AND FOR THE YEAR ENDED DECEMBER 31,

(HUF m11ions)

NON- MANUFACTURI NG

Agriculture, hunting, and ............ 6, 372.2 2,937.9 (103. 4) 970.0

forestry

Mning and ........... ... .. ... .. ...... 2,450. 3 688. 6 34,767. 4 4,476.9 (1

quarrying

El ectricity, gas, and water supply ... (5,067.6) (10, 271. 6) 10,743.1 2,789.9

Construction ........... ... .. .. ....... (87.1) (4,828.7) (1, 433.9) (1, 618.3) :

Trade, hotels and restaurants ........ 1,420.5 (2,323.6) 2,539.8 (1,633.1)

Transport, storage and conmmuni cations 24,018.1 58,873.1 (288, 332. 3) 5,608.6 2:

Financial intermediation ............. 42,122. 7 57,632.5 31,619.5 (4,999.8) 64

Real estate and business activities .. 68,684. 1 57,382.9 (6,989. 6) 35,913.6 2¢

Education ......... ... ... .. ... .. ... ... n/ a n/ a n/ a n/ a

Health and social work ............... n/a n/ a n/ a n/ a

O her social and personal services ... 46,532.0 62,162.5 39,689.1 23, 345. 2 |

Non- manufacturing Total .............. 243, 259. 6 280, 480. 3 (132,077.1) 92,038. 2 8¢
MANUFACTURI NG

Food and tobacco ..................... 24,632.9 30,591. 4 6, 689. 2 8,182.4 (5°

Textiles, wearing apparel, and |eather 739. 6 4,670.5 3,257. 4 1,225.1

Wbod, paper and publishing ........... 10, 036.1 (5,953.0) 4,979.5 (1, 007.5) 1:

Refined petroleumand chemicals ...... (21,448.7) (92,132.7) 49,559. 0 638.8 18¢

Non-nmetal lic products ................ 9578. 1 (2,049.5) 2819.2 (846.1)

Basic netals and netal products ...... 5, 869. 8 2,534.2 7,261.9 6, 590. 5 10¢

Machi nery and equipment .............. 25,815.6 (2,038.6) 236,923.5 127, 540. 3 8:

Recycling and ot her manufacturing .... 150.9 1,644.6 787.9 1,984.8

Manufacturing Total .................. 55,374.3 (62,733.1) 312, 277.6 144, 308. 3 (4«
TOTAL .. 298, 633.9 217,747.2 180, 200. 5 236, 346.5 4¢

Source: National Bank of Hungary
Notes: (1) Reinvested profits are not included.
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The following table sets forth the conposition of net

FDI

in the

Republ i c of Hungary by country during each of the years 1999 to 2003:

FOREI GN DI RECT | NVESTMENT BY TERRI TORY

AS AT AND FOR THE YEAR ENDED

DECEMBER 31,

1999
West ern Eur ope
Belgium....... ... ... ... .. . ... .. ... (3,212.2)
Denmark ........ ... ... ... .. .. .. .. ... 125.0
France ...... ... . . . . . . . . . . . 14, 361. 7
Germany ... 62, 993. 3
United Kingdom..................... 24,068.5
Italy ... . 7,769.0
Netherlands ........................ 104, 475. 7
AUSETi A .o 11, 800. 3
Sweden ... 1,168.2
Switzerland ........................ 3,723.8
Canada ........ 4,161.0
United States ............ ... ......... 36,592. 3
Japan ... 8,732.4
O her ... 21,874.9
TOTAL . . 298, 633.9

Source: National Bank of Hungary
Notes: Reinvested profits are not included.

FOREI GN EXCHANGE RESERVES

5, 2082.

9

(32, 243. 5)

18, 213.

7

(3, 750. 4)

28, 832.

6

(711. 8)

117, 549.
2, 674.
11, 863.
9, 685.
2,794.
58, 473.
4, 429.
(52, 146.5

2
4
7
3
1
8
7
)

(HUF mllions)

10, 811.0 9, 969. 7
3,392.1 3,304. 3

11, 614. 8 6,271.6
161, 592. 5 34,344. 7
4,383.5 8, 401. 3

14, 962. 7 8,031. 7
(145, 010. 7) 116, 643. 6
57, 899. 3 8, 156. 3
9,187.2 24, 989. 7
9,341.6 (15, 965. 6)
15,131. 8 2,661.7
31, 457. 3 23, 200. 8
76, 679. 1 8,878.8
(81,241.7) (2,542. 1)
180, 200. 5 236, 346. 5

The following table presents the | evel of Hungary's gold and foreign

exchange reserves as at the dates indicated:

GOLD AND FORElI GN EXCHANGE RESERVES
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1999 2000 2001 2002

(EUR nil lions)

International net gold reserves(1) ............. 29 30 32 33
Forei gn exchange(2) ........... ... 10, 845 12, 038 12, 163 9, 887
TOT AL . 10, 874 12, 068 12,195 9, 920

Source: National Bank of Hungary

Not es: (1) CGold valued at London fixings on the rel evant date
(2) Consists of foreign currencies, including the counterparts of
swapped gol d, converted at exchange rates at the dates shown.
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MONETARY AND FI NANCI AL SYSTEM
NATI ONAL BANK OF HUNGARY

The National Bank of Hungary (the "Bank") is the central bank of
Hungary. Its primary responsibility is to use nonetary instrunents to achieve
and maintain price stability and, without prejudice to this objective, to
support the economnmic policy of the government. These instruments include:

o] setting the base rate, that is the rate for the Bank's nmain policy
i nstrunent, the 2 week deposit facility, and the rates for the
overni ght deposit and lending facilities;

o] establishing reserve ratios for conmercial banks;

o] conducting open narket operations, which include sales and
purchases of governnment securities from comercial banks and
engaging in other simlar transactions to regulate liquidity within
t he econony; and

o] determ ning and inpl enenting exchange rate policy in agreement with
t he gover nment .

The Bank is a conpany limted by shares, with capital of HUF 10
billion. The conpany is owned by the Republic of Hungary and regul ated by a
speci al act. The supreme body of the Bank is the General Assenbly with the
M ni ster of Finance representing the Republic of Hungary as the sole
sharehol der. The Monetary Council is the highest decision-making forum The
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Monetary Council holds neetings at |east once every two weeks, and nakes the
nost i nportant deci sions concerning the general activities of the Bank,
including the setting of the official rate. The Mnetary Council consists of at
| east seven and up to nine menbers. Menbers include the Governor of the Bank
(currently M. Jarai Zsignond), who is appointed by the President upon the
proposal of the Prime Mnister for a 6-year term the Deputy Governors of the
Bank and ot her menbers, all appointed by the President. The decisions of the
Monetary Council are executed by the Board of Directors, the operative body of
the Bank. The Board of Directors consists of the Governor and at |east three and
up to five Deputy Governors of the Bank (currently there are 3 Deputy
Governors). A bill has been recently filed by the governnent with the Parlianment
for the amendnent of the National Bank of Hungary Act in order to increase the
nunber of Monetary Council menbers and to introduce a new systemfor their
appointrment. It is not yet however clear when the bill will be accepted by the
Parliament and what its final wording will be.

MONETARY PCLI CY

As set forth in Hungarian |aw, the Bank is responsible for achieving
and maintaining price stability. At its neeting held on June 12, 2001, the
Monetary Council decided to conduct its nonetary policy within the franework of
inflation targeting, which was recently supplenmented by the exchange rate regine
using a wide fluctuation band. The inflation targets were 7% for the end of
2001, 4.5% for the end of 2002, 3.5% for the end of 2003 and 3.5% for the end of
2004; the Bank tol erates a deviance of +/-1 percentage point. At the end of the
year 2003 the Bank set 4% as the target inflation rate for 2005

The main nmonetary policy instrument used by the Bank to keep the rate
of inflation within the target band is it's two-week deposit facility. The Bank
periodically accepts unlimted twd-week deposits at the central bank base rate
(i.e., the main official interest rate). The Bank, furthernore, reduces the
volatility of overnight interest rates by maintaining an interest rate band
around the central bank base rate. The width of the band is +/-1 percentage
point (the active overnight repo rate is 1 percentage point above and the
passi ve overnight depo rate is 1 percentage point below the official rate).

29
The following table sets forth indicative interest rates of the Bank as
at the dates shown:

SELECTED | NTEREST RATES

AS AT DECEMBER 31,
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(%

Central bank base rate(1) ......... 14. 25 11.75 9.75 8. 50
Real rate(2) ...................... 2.7 1.5 2.8 3.5

Source: Central Statistical Ofice, National Bank of Hungary

Not es: (1) 2-week
(2) The real rate is calculated as follows: (1 + central bank base
rate)/ (1 + year-on-year inflation rate as at year end) - 1, where
interest rates are expressed as deci mal nunbers.
(3) Calculated with the | atest avail able (Septenber, 2004) CPI data.

At the beginning of 2003, the Bank reduced its 2-week main central bank
base rate twice, each time by 100 basis points. Later in 2003, the central bank
base rate was increased three times (altogether by 600 basis points). The
central bank base rate stood at 12.5% on Novenber 28, 2003. On March 23, 2004
the Bank reduced the central bank base rate by 25 basis points, two weeks later
by an additional 25 basis points and then on 3 May by a further 50 basis points.
On August 16, 2004 the Bank reduced the central bank base rate by 50 basis
poi nts and on Cctober 19, 2004 by an additional 50 basis points. As a result, on
Novenber 9, 2004 the central bank base rate stood at 10.5%

Due primarily to the former depreciation of the forint, the recent
i ncrease in VAT and the ongoing fiscal deficit, the Bank anticipates that the
inflation target for 2004 (3.5% +/-1% w |l not be achieved and has abandoned
this inflation target. The Bank has therefore started to focus its inflation
rate targeting primarily on 2005, for which the target rate is 4% (+/-1%.

Since 2001, the Bank has al so reformed the m ni mum reserves system The
required reserve ratio has declined from17%in 1995 to 5% si nce August 2002
The cut in the effective reserve ratio was intended to contribute to the
narrowi ng of the spread between deposit and lending rates. In parallel with the
reduction of the mninmumrequired reserves ratio, the Bank gradually increased
the interest rate paid on the reserves. From May 1, 2004 (i.e., the date of the
accession to the EU) the reserves carry an interest rate equal to the central
bank base rate. The reason was partly to increase the profitability of the
banks, and partly to elimnate the indirect taxation of banks in accordance with
t he European Central Bank's guidelines.

The Bank does not use noney supply targets as an instrunent of nonetary
policy. The noney supply flexibly adjusts to the nmoney demand, which is
indirectly influenced by the nonetary policy. Increases in nonetary aggregates
are slowing due to the decrease in the rate of inflation
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The following table provides information about the conposition of noney
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supply as at Decenber 31lin each of the years 1999 through 2003:

MONEY SUPPLY

AS AT DECEMBER 31

(HUF billions)

ML L e 2,362 2,654 3,113 3, ¢
QUAST -MDNEY (1) .o 2,706 3, 027 3,521 3, ¢
Y () 5, 068 5, 681 6, 634 7,°
Securities of financial institutions ......................... 99 423 523 :
B o 5,192 6, 130 7,178 7, ¢
Gover nment paper and Bank bonds outside the banking system. .. 2,390 2,561 2,881 3,
M 3) ottt 7,583 8, 690 10, 059 11,

Source: National Bank of Hungary

Notes: (1) Quasi-noney = fixed termforint deposits + all foreign currency
deposi ts.
(2) M = ML + quasi - noney
(3) M4 = MB + governnment paper and Bank bonds outside the banki ng
system

EXCHANGE RATE PCLI CY

According to Act LVII1 of 2001 on the National Bank of Hungary, the
Bank and the governnent jointly determ ne the framework of the exchange rate
regi me. The Bank then decides on the exchange rate policy issues within that
framework. As a result of a joint decision in May 2001, the forint was "pegged"
to the Euro such that the exchange rate was pernmitted to shift against the Euro
in either direction by up to 15% against the central parity, which was set to
HUF 276.1/Euro. In conbination with the adoption of the inflation targeting
framework in June 2001, these policies were consistent with the primary

objective of the Bank, i.e., to achieve and maintain price stability. These
changes allowed the Bank greater flexibility to resume an anti-inflationary
policy.

During 2001 and 2002, the Bank kept the central bank base rate high in
order to reduce inflation to the target level. This led to a gradual
appreciation in the forint against the Euro during the year from HUF 245/ Euro at
the start of the year to HUF 236/ Euro by Decenber 31, 2002.
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In early 2003, strong portfolio inflows pushed the forint to the upper
band limt of HUF 234.7/Euro. To defend the forint, the Bank intervened in the
foreign exchange narket by selling forints and cut interest rates on January 15
and 16, 2003 in aggregate by 200 basis points. The rate cutting was acconpani ed
by the w dening of the overnight interest rate corridor to 3%in order to stem
the flow of short-term specul ative noney into Hungary. Afterwards, the forint
fluctuated to around HUF 245/ Euro until June 2003

In June 2003, the government and the Bank decided on shifting the
central parity by 2.26%to HUF 282. 3/ Euro. This unexpected neasure, and the
growi ng uncertainty about Hungarian nonetary conditions, caused a depreciation
in the forint of roughly 10%to HUF 265/ Euro, pronpting the Bank to raise
interest rates in defense of the Hungarian currency by a total of 300 bps, to a
| evel higher than that pertaining at the beginning of the year

This increase stabilized the forint bel ow the HUF 260/ Euro | evel unti
the end of Novenber 2003, when it agai n weakened sharply. In order to support
the forint and defend its nediumterminflation target, the Bank increased the
central bank base rate by another 300 basis points, up to 12.5% at the end of
Novenber 2003. As a result of this action and the gradual inprovenment in fisca
prospects, the forint strengthened significantly and has traded around the HUF
250/ Euro level. Wth these favorable signs, the Bank started cutting interest
rates cautiously in 2004. See "Mnetary Policy". In Cctober 2004 the HUF was
traded around HUF 247 per EUR 1. 00.
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The following table sets out the official Bank exchange rate between
HUF and each of the USD and EUR for the periods indicated

SELECTED EXCHANGE RATES

AS AT AND FOR THE PERI CD ENDI NG

DECEMBER 31,
1999 2000 2001 2002 2003
HUF/ 1USD:
- Average ................ 237.31 282. 27 286. 53 258. 00 224. 44
- End of period .......... 252.52 284.73 279. 03 225.16 207.92
HUF/ 1EUR:
- Average ................ 252. 80 260. 04 256. 68 242. 96 253.51
- End of period .......... 254.92 264. 94 246. 33 235.90 262. 23
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Source: National Bank of Hungary
FOREI GN EXCHANGE AND CONVERTI BI LI TY OF THE FORI NT

Since 1996, Hungarian foreign exchange regul ati ons have been consi st ent
with the convertibility standards of Article VIIl of the IMF and with the
regul ati ons of the OECD

Since January 1998, Hungarian residents have been able to purchase
shares and debt instruments with a maturity of at |east one year issued by all
CECD based i ssuers, and non-residents have been able to issue such instruments
denominated in foreign currency in the Hungarian securities market. Since
January 1998, Hungari an conpani es and individuals have al so been able to receive
forei gn exchange denominated | oans with a maturity of nore than one year (with
certain reporting obligations) and have been able to take out foreign exchange
denomi nated |l oans with a maturity of |ess than one year, with approval fromthe
Bank.

In accordance with the continuous |iberalization of restrictions on
capi tal novements in recent years, effective fromm d-June 2001, the forint is
fully convertible, not only in ternms of current transactions but in terns of
capital transactions as well. The main remaining restrictions relating to
foreign investnment have been renoved: non-residents have unrestricted access to
Hungari an short-term securities, HUF-denom nated accounts and the on-shore
derivatives market, and residents have unrestricted access to off-shore
financial services and short-termforeign securities. Mnor restrictions remain
whi ch have the objective of preventing noney | aundering. The full convertibility
of the forint neets all EU requirenents.

THE HUNGARI AN BANKI NG SYSTEM

Since April 1, 2000, the supervisory agencies for comercial banks,
i nvestment activities, pension funds and insurance activities have been brought
toget her under one unbrella agency - the Hungarian Financial Supervisory
Authority (in Hungarian: Penzugyi Szervezetek Allam Felugyelete). There stil
are, however, separate |legislative reginmes for banking, insurance, pension funds
and investnment services. Currently, the laws for insurance, banking and pension
funds are stable and al nost totally EU conpliant.

Since 1991, Hungary's banki ng system has been subject to a regulatory
and supervisory framework based on principles and guidelines of the Bank for
International Settlements (the "BIS'). Act CXIl of 1996 on Credit Institutions
and Financial Enterprises (the "Credit Institutions Act"), in effect since
January 1, 1997, endeavors to facilitate harnonization of the Hungarian banking
system wi th EU uni f orm banki ng standards.

SUPERVI SI ON OF THE HUNGARI AN BANKI NG SYSTEM
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Supervi si on of banking activities in Hungary has strengthened as the
banki ng system has devel oped. Bank supervisory responsibilities have |argely
been transferred to the Hungarian Fi nanci al Supervisory Authority, with the
Nati onal Bank of Hungary retaining a nore limted supervisory role

ROLE OF THE NATI ONAL BANK OF HUNGARY

Wil e the Bank has no | egal obligation to support Hungary's credit
institutions, the Bank may serve as a |l ender of last resort to the credit
institutions if they encounter tenporary liquidity difficulties. Any |oans nade

by
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the Bank to Hungary's credit institutions, in its capacity as |ender of |ast
resort, constitute general unsecured obligations of those conmercial banks.

ROLE OF THE HUNGARI AN FI NANCI AL SUPERVI SORY AUTHORI TY

The Hungarian Financial Supervisory Authority must |icense a credit
institution before it nmay establish itself, comence operations, establish a
representative office or a subsidiary abroad, elect its managenent, acquire
shares of a non-resident entity representing a qualifying holding (10% or
termnate its operations. After May 1, 2004, this does not apply to credit
institutions having their seat in an EU Menber State (which are regul ated by
their home supervisory authority).

The Hungarian Financial Supervisory Authority is responsible for
verifying conpliance by the credit institutions with the Credit Institutions Act
and appl i cabl e banki ng regul ati ons. The Hungari an Fi nanci al Supervisory
Authority is entitled to inpose various sanctions on credit institutions,

i ncl udi ng i ssuing warnings of non-conpliance, withdrawi ng |licenses, instituting
I iquidation proceedings and inposing fines on credit institutions and the
manager s thereof.

BANKI NG REGULATI ONS

The Hungari an Fi nancial Supervisory Authority does not have the power
to issue regul atory decrees. Act CXX of 2001 on the Capital Markets (the
"Capital Markets Act") and the Credit Institutions Act set forth matters upon
whi ch the governnent or Mnistry of Finance may issue regul atory decrees.

The Credit Institutions Act requires Hungarian credit institutions to
mai ntain a solvency ratio of 8% Pursuant to its authority under the Credit
Institutions Act, the Mnistry of Finance has issued a decree on the cal cul ation
of the solvency ratio. The decree adopts BIS standards prescribing how the ratio
of a bank's regulatory capital and risk weighted assets (on and of f bal ance
sheet items) nust be calculated. In addition, the Mnistry of Finance has issued
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decrees requiring credit institutions to create provisions based both on the
quality of their assets (which include |oans, investnents and off bal ance sheet
items) and on certain foreign country risks present in their assets.

Portfolio risk provisions are calcul ated by categorizing the assets of
a credit institution into the follow ng categories: standard, watch
substandard, doubtful and bad. Assets are placed in the categories based on the
performance of the asset and the financial condition of the debtor. Provisions
are made based on the asset category 0% for standard assets, 0%to |less than or
equal to 10% for watch assets, greater than 10%to | ess than or equal to 30% for
substandard assets, greater than 30%to |ess than or equal to 70% for doubtfu
assets and greater than 70%to 100% for bad assets.

The val ue of any collateral, including real estate, held against an
asset may be used to offset the need to nake provisions. The decree requiring
provi si ons does not provide guidelines on the extent to which collateral may be
used for this purpose. |ndividual banks are required to create their own
gui del i nes, which are to be approved annually by their auditors

Country risk provisions are determned using a table which sets forth
t he ampunt of provisions required based on the nationalities of the debtors in a
credit institution's portfolio. The country risk decree also requires credit
institutions to set absolute limts on the proportion of the relevant credit
institution's total assets which may be froma particular country.

In 2001, Hungary harnoni zed its guidelines on capital adequacy
requirenments for investnent institutions and conmmrercial banks with EU Directive
93/ 6.

STRUCTURE OF THE HUNGARI AN BANKI NG SYSTEM

The Credit Institutions Act provides for three types of credit
institutions:

0 banks;

o] speci alized credit institutions; and

o] cooperative credit institutions.

As of Decenber 31, 2003, there were 36 fully authorized commercia
banks and specialized credit institutions operating in Hungary excluding the
Hungari an Devel opment Bank Ltd. ("MB") and the Hungari an Export-I|nmport Bank
Ltd. ("Hungarian Exi mbank"), which carry out special public functions and

policies. The
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nunber of cooperative institutions anmounted to 182, of which 6 were credit
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cooperatives and 176 were savings cooperatives. |In addition, as of Decenber 31
2003, there were 30 insurance conpani es and 24 brokerage houses

Only credit institutions are entitled to receive deposits fromthe
public and provide noney transm ssion services. In addition, banks are entitled
to provide the full range of financial services listed in the Credit
Institutions Act, including making | oans, issuing guarantees, trading foreign
currenci es, issuing bank cards and providing depository services. Banks may al so
engage in, for their own account or for the accounts of customers, trading in
government and corporate securities, and derivatives, and may al so provi de
i nvest ment services. The total assets of the credit institutions amounted to HUF
13,782.5 billion in Decenber 2003

The following table illustrates certain trends in the Hungarian banki ng

system for the years 1999 t hrough 2003:

BANKI NG SYSTEM - SELECTED | NDI CATORS

1999 2000 2001 2002

(% change, year-on-year)

Domestic credit ......... ... ... 2.2 14. 7 4.5 15.8
Credits to enterprises ............... ... n/ a n/ a 9.5 5.9
Credits to households ...................... n/ a n/ a 46. 4 67.3
Broad noney (MB) ....... ..., 13.1 18.0 17.1 9.5

Source: National Bank of Hungary
Not e: Di saggregated data are not available for 1999 and 2000 due to a
net hodol ogi cal change i nplenmented in 2001

Specialized credit institutions are limted with respect to the scope
of services they may provide and with respect to the types of clients to which
they may provide such services. Specialized credit institutions include the two
housi ng savi ngs associ ations and two private nortgage banks. There are three
speci al state-owned institutions: the Land Credit and Mortgage Bank (still
maj ority-owned by the State), the Hungarian Devel opnment Bank Ltd. and the
Hungari an Exi nbank. As of Decenber 31, 2003, the aggregate total assets of
speci alized credit institutions amunted to HUF 1,166.6 billion

Cooperative institutions nmay only provide limted types of financial
services, primarily the taking of deposits and the making of small | oans.
Hungari an cooperative institutions, as of Decenber 31, 2003, held aggregate
total assets of HUF 922.5 billion.
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In addition to the credit institutions di scussed above, several other
financial entities play an inportant role in strengthening the Hungarian banki ng
and financial sectors. These entities include

o] the National Deposit Insurance Fund, which credit institutions are
required to join, insures deposits up to HUF 6 million per
depository, but does not cover the deposits of the government or
certain other entities;

o] the Credit Guarantee Corporation, which guarantees |oans to snall
and nedi um si ze busi ness;

o] the National Savings Cooperatives Institutions Protection Fund,
which is a voluntary consortium of cooperative institutions
designed to further such institutions' mutual interests;

o] t he Hungarian Export Credit |nsurance Corporation, which provides
i nsurance for export credits and exchange rate risks; and

o] t he Hungari an Exi nbank.
OMERSHI P STRUCTURE OF THE BANKI NG SECTOR

After the dynamc gromh of foreign share ownership in the sector in
recent years, the proportion of registered capital held by foreign investors
stabilized in 2002. As of Decenber 31, 2003, 81.9% of the total equity capita
of the Hungarian banking sector (excluding the M-B and the Hungari an Exi nbank
whi ch are owned by the Hungarian State) was held by non-residents.

The only banks in which the Republic now holds controlling interests
are the MFB (Hungari an Devel opnent Bank), the Hungarian Exi nbank and the FHB
(Land Credit and Mortgage Bank). The Republic has
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al so retained a golden share in OTP Bank, which grants the hol der certain
speci al sharehol der rights. For exanple, there can be no sharehol der quorum

wi t hout the presence of the gol den sharehol der and deci si ons regardi ng changes
in the registered capital of the bank, the merger, dissolution, transformation
or liquidation of the bank, the transfer or encunbrance of rights necessary for
the operation of the bank and the appoi ntment or renoval of directors and
supervi sory directors of the bank, who represent the holder of the golden share,
can only be made with the consent of the holder of the golden share. In
conpliance with the EU directive on the liberty of the capital markets, it is
proposed that the Hungarian State's special ownership rights, in this form
shoul d be abolished, gol den shares being transforned i nto conmon shares.

CAPI TAL MARKETS
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In the course of the transition to a market econony, Hungary attached
great inportance to the devel opment of a sound capital market in order to
pronot e economni ¢ devel opnent and to finance Hungarian enterprises. The Capita
Mar kets Act regul ates the offering and trading of securities (including
government securities) and the institutional framework of the Hungarian capita
mar ket (i ncludi ng stock exchanges, investnent funds and clearing houses). State
control and supervision of the capital markets was del egated to the Hungari an
Fi nanci al Supervisory Authority. In line with international changes, Hungary has
nmoved towards a universal financial systemwhen regulating the relationship
bet ween i nvestment and banki ng services. Wth effect fromJanuary 1, 1999, banks
with proper authorization may carry on investnent and financial service
activities within the sane organi zati onal frameworks, thereby offering universa
banki ng services. Regulation of the capital markets in Hungary is substantially
conpliant with EU regul ati ons and gui del i nes.

STOCK EXCHANGE

The Budapest Stock Exchange ("BSE') and the Budapest Conmodity Exchange
("BCE"), both opened in 1990, are self-governing and self-regul ating
organi zati ons, which select their own bodies and officials, adopt their own
regul ati ons, define their operating rules and fix the fees charged for their
services

In February 2004, the BSE and BCE agreed to integrate the activities of
the BCE into the BSE. As a result, all exchange products traded on the BCE and
all menmbers of the BCE will be transferred to the BSE. It is envisaged that once
the transfer is conpleted, the BCE will surrender all its exchange |icenses and
will cease to exist. The integration process is ongoing and the estimated
closing date of this transaction is January 2005 at the earliest.

Recently, a majority stake in BSE was acquired by HVB Bank Hungary,
whi ch represents a financial consortium Menbers of the consortiumand their
stakes in the BSE conprise: (i) HVB Bank Hungary, 25.2% (ii) Wener Borse, 14%
(iii) Raiffeisen Zentral bank, 6.4% (iv) GCsterreichische Kontrollbank, 11% and
(v) Erste Bank Vienna, 6.4% This acquisition may be seen as the first step
towards the closer cooperation of stock exchanges in the Central European
regi on.
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The following table sets forth selected indicators relating to the
Budapest Stock Exchange at the end of and for the years indicated:

BUDAPEST STOCK EXCHANGE - SELECTED | NDI CATORS
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AS AT AND FOR THE YEAR ENDI NG DECEMBER 31,

1999
Total Spot turnover values (USD mllions) 33,561
- of which:
BEquities ..... ... . . . . 14, 848
CGovernnent Bonds ............... . ... ... 13, 270
Corporate Bonds ....................... 144
Bonds of International Institutions ... 13
Mortgage Bonds .......... ... ... ... ...... --
T-Bills ... 5, 274
Investment Funds ...................... 2
Conpensation Notes .................... 10
Total number of transactions ............ 1,474,083
- of which:
Equities ...... ... ... e 1, 461, 482
Government Bonds ...................... 3,158
Corporate Bonds ....................... 650
Bonds of International Institutions ... 28
Mortgage Bonds ............... .. ..., .. --
T-Bills ... 1,873
Investnent Funds ...................... 1, 106
Conpensation Notes .................... 5, 786
Aver age nunber of daily transactions .... 5, 896
Average daily turnover (USD mllions) 134.5
Aver age val ue per transaction (USD ...... 23.0
t housands)
Nurmber of trading days .................. 250
Total Futures Turnover (USD mllions) 5, 620
- of which:
Budapest Stock Exchange | ndex "BUX" 4,842
CUFTEeNCI @S ... 92
Shares . ... 635
Interest Rates ........... ... .. ... ..... 51
- Nunber of transactions .............. 168, 009
Total Options Turnover (USD mllions) --
- of which:
Equity options ......... ... .. ... . ... ... --
Index options .......... ... .. .. ....... --
Currency options ...................... --
- Nunber of trades .................... --
Aver age exchange rate HUF/ USD(1) ........ 238. 46

Sour ce:
Not es:

Budapest Stock Exchange
(1) Exchange rate used by the Budapest Stock
USD val ues expressed in this table.

http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm (68 of 133)2/1/2005 6:07:34 AM

2000 2001 2002 2003
15, 300 5,678 7,195 10, 31¢
12, 248 4,834 5,894 8, 59¢
2,310 554 754 69"
173 125 256 31¢

4 20 3 ]

-- 10 84 47/
553 132 190 20¢

2 3 2 ‘

11 1 14 2(

1, 627,033 911, 697 741, 703 718, 377
1, 642,482 902, 381 730, 822 702, 70!
2,385 632 816 1, 13:
765 1, 166 1,793 2, 69(

17 42 11 1c

-- 80 365 1, 03¢
547 89 216 43

2, 855 4,694 1,134 1, 34¢
7,982 2,613 6, 546 9, 02:
6, 482 3,721 2,967 2, 85!
61.0 23.2 28.8 40. ¢
9.5 6.3 9.7 14. ¢
251 245 250 257

4, 865 2,624 3, 347 6, 53(
3,217 981 960 1, 48(
104 64 301 1, 87¢
1,537 1,579 2,086 3, 18(
7 0 0 (

191, 712 126, 568 132, 873 157, 86¢
9, 747 1,014 1, 040 81°
1,231 229 1, 040 81°
8,516 785 0 (
578 37 19 1-
278. 22 286. 58 231. 41 215. 17

Exchange for cal cul ating



http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm

36

PUBLI C FI NANCE
GENERAL | NFORVATI ON

The public finance sector in Hungary consists of the central governnent
budget, social security funds (pension and health funds), extra-budgetary funds
and | ocal government budgets, which together are referred to as the genera
gover nment budget .

METHCDOL OGY

Unl ess otherwi se indicated, all data in this section and in other
sections of this docunent are presented for conparison purposes in accordance
with the net hodol ogy of the International Mnetary Fund (as set forth in the
Manual on Governance Finance Statistics, M- 1986) (G-S). In order to conply
with its EU accession obligations, the Republic has started to produce certain
data on the basis of the European System of Accounts 95 (ESA 95). ESA 95
nmet hodol ogy nonitors revenues and expenditures on an accrual basis, whereas GFS
nmet hodol ogy nonitors revenues and expenditures on a cash basis. Under ESA 95
certain exercised state guarantees are reclassified as government debt and
increase the deficit, and the definition of the general government sector is
extended to include certain quasi-governnental institutions.

The general government budget data are conpiled by the Mnistry of
Fi nance in several steps. In January, the Mnistry of Finance conpiles the first
version of the general governnent budget for the previous year. For instance, in
January 2004 the Mnistry of Finance conpiled the first version of genera
government budget for the year 2003. This budget (conpiled according to data
avail able in January) is called "prelinmnary budget". During the course of the
year, the Mnistry of Finance collects additional information concerning the
revenues and expenditures related to the previous year. In light of this
addi tional information, the Mnistry of Finance revises the prelimnary budget
(conpiled in January), and conpiles the second version of the general governnent
budget for the previous year. For instance, in May 2004 the Mnistry of Finance
conpi l ed the second version of general governnment budget for the year 2003. This
budget (conpiled according to data available in May) is called "fact budget”
The main source of the difference between the prelinmnary and fact budgets is
the uncertainty of the exact ampbunts of revenues and expenditures of the central
governnmental institutions, because bal ance sheets of these institutions are not
conpiled until May. The Mnistry of Finance is obliged to conpile the fina
account within the end of August and the final account is conpiled based on the
fact budget. For instance, the final account for the year 2003 was conpil ed at
the end of August 2004 according to fact budget. The final account is subnitted
to the Parlianent, and the Parlianment approves the final account with a sinple
majority vote. Note that the final account submitted to the Parlianent may
differ fromthe final account approved by the Parlianment due to amendnents.
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After the final account is approved by the Parlianent,

the Mnistry of Finance

conpiles the third version of the general governnment budget for the previous

year. For instance, in Novenber 2004 the Mnistry of Finance wll

conpil e the

third version of general governnent budget for the year 2003. Thi s budget

(conpil ed according to the approved final account)

is called "fina

budget". For

the year 2003 we can only provide prelimnary or fact data because the Mnistry

of Finance have not conpiled the 2003 final budget yet (the fina

approved on Novenber 10, 2004).

account was

For the year 2004 we provide data conpiled by the Mnistry of Finance.
The first type of data for the year 2004 were conpiled by the Mnistry of

Fi nance according to the budget act for the year 2004, which was approved by the
Parlianent in autumm 2003. This budget (conpiled according to approved budget)
is called "planned budget". The second type of data for the year 2004 are
conpiled by the Mnistry of Finance according to additional information obtained
during the course of 2004. This budget (conpiled on the ground of the approved
budget and additional information obtained during the course of the year) is
call ed "expected budget”. During the year 2004 the expected data were revised by
the Mnistry of Finance several tinmes, as presented in the follow ng section. In
this prospectus we present expected data conpiled by the Mnistry of Finance in

the light of data available in October 2004. By this tine the Mnistry of
Fi nance expected 6.5% general government deficit to GDP ratio for the year 2004
according to GFS nethodol ogy (5.0-5.3% according to ESA 95 net hodol ogy) .
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BUDGET TRENDS

The following table sets forth the main fisca

the years indicated:

BUDGET TRENDS

trends in Hungary during

1999 2000 2001 2002
(HUF billions)

Central governnent budget surplus

(deficit) ... ... (338.1) (368.7) (402.9) (1, 469. 6)

Revenues(2) .......... ... . ..., 3,227.6 3,681.0 4,068.0 4,357.3

Expenditures ...................... 3,565.8 4,049.7 4,470.9 5,826.9
Soci al security funds surplus

(deficit) ..., (46. 6) (81.5) 7.4 (100.9)

Revenues . ........... .. . . . . ... .. 1,570. 3 1, 737.8 2,064.1 2,416. 3

Expenditures ......... ... .. ....... 1, 616.8 1,819.4 2,056.7 2,517.1
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Extra budgetary funds surplus

(deficit) ... ... (9.5) 2.1 (10.7)

Revenues ............ ... ... ... .... 146. 7 166. 2 183.1

Expenditures ...................... 156. 2 164.1 193.8
Local governnent surplus (deficit) ... 1.1 (32.1) (9.9)

Revenues(2) ......... ... ... 1,476.6 1,619.0 1,892.5

Expenditures ............. .. ... .... 1,475.5 1,651.1 1,902. 4
Ceneral governnent budget surplus

(deficit) ... .., (424.1) (480. 2) (444.0)

Revenues(2) .......... ... ... 4,926. 2 5,568.1 6,325.7

Expenditures ......... ... .. ..., .. 5, 350. 3 6, 048. 3 6, 769. 7
Ceneral governnent budget surplus

(deficit) as %of GDP ............. (3.7% (3.7% (3. 0%
ESA 95 METHODOLOGY:
Ceneral governnent budget surplus

(deficit) ... . i n/ a n/a n/ a

Revenues ............ ... ... ... n/ a n/a n/ a

Expenditures ......... ... .. ... ... n/ a n/ a n/ a
Ceneral governnent budget surplus

(deficit) as %of GDP ............. n/ a n/a n/ a

Source: Hungarian Central Statistical Ofice and Mnistry of Finance
Notes: (1) For nethodol ogical remarks on planned, expected, prelimnary, fact,
and final budgets see "Public Finance - General Information -
Met hodol ogy"
(2) Revenues exclude privatization revenues.
(3) Wth projected GDP

Fiscal Deficit in 2003. In 2003 the fiscal deficit decreased to 5.9% of
GDP from 9.9% of GDP in 2002 (based on GFS net hodol ogy; based on ESA 95
met hodol ogy the deficit decreased from9.2%in 2002 to 6.2% in 2003) due in
large part to extraordi nary one-of f expenditures in 2002. These one-tine
nmeasures taken in 2002 included, in particular, subsidies to publicly owned
conpanies (mainly in the area of transportation and sports) and the purchase of
shares in certain conpanies (such expenditures were notivated by EU
recommendations, pursuant to which these conpanies' activities are typically
consi dered as governnental tasks). Despite the sharp reduction in the deficit in
2003, the result was still in excess of the original forecast of 4.5% of GDP
(according to GFS nmet hodol ogy; the Mnistry of Finance did not set any target
under ESA 95 net hodol ogy for 2003).

The hi gher than planned deficit was largely attributable to higher
i nterest expenditure and hi gher nortgage | oan subsidies as a result of
unexpected increase in interest rates, a one-off maternity benefit paynent
(payabl e pursuant to a decision of the Hungarian Supreme Court), higher than
pl anned deficit of the social security funds (mainly due to higher pension
paynments and hi gher than pl anned expenditures on pharmaceuticals) as well as

http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm (71 of 133)2/1/2005 6:07:34 AM

1.4
233.8
232. 4

(116. 6)

2,169. 4

2,285. 9

(1,673.7)

6,817.8
8,491.5

(9. 9%

(1,567.5)
7,476.3
9,043.8

(9. 2%

(1,18
10,
11, ¢

(¢



http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm

| ower than planned economic growth. Despite the fact that the governnent decided
to cut expenditure by HUF 70 billion

38

(restrictions on nortgage subsidies and sonme rationalization in central
admi ni stration, which have mainly long termeffects), the target was exceeded by
1.4% of GDP.

Expected Fiscal Deficit in 2004. According to the budget approved for
2004, the general governnent deficit, nmeasured as a percentage of GDP, was
pl anned to decrease to 4.3% (according to GFS net hodol ogy; 3.8% based on ESA 95
nmet hodol ogy), conpared to 5.9%in 2003 (according to GFS net hodol ogy; 6.2% based
on ESA 95 nethodol ogy). In order to achieve this target, the average VAT rate
was increased, various VAT exenptions have been elimnated, certain changes have
been made to the personal tax systemand certain controls over expenditures in
the central governnment institutions were strengthened.

On January 7, 2004, the Prine M nister announced the renoval of M.
Csaba Laszlo fromhis post as Mnister of Finance and appointed M. Tibor
Draskovics, fornmerly chief of the Prime Mnister's Cabinet, as his successor.
M. Draskovics took office on February 15, 2004. Despite the adoption of the
measures set out above, M. Draskovics announced a revised target for 2004
budget: a deficit of 5.8% of GDP (based on GFS net hodol ogy; 4.6% based on ESA 95
met hodol ogy), referring to the fact that the base data for planning the 2004
items has significantly changed in December 2003

On February 25, 2004, the cabi net decided to | ower governnental
expendi tures by HUF 185 billion. The M nister of Finance partially blocked the
accounts of the ministries and certain governmental institutions in order to
reduce their expenditures and allow the fiscal authority to achieve the ained
deficit. The neasure linited the total expenditures of the institutions for the
whol e of the year 2004. According to M. Draskovics' evaluation, these neasures
were expected to influence the expenditures mainly in the Ionger term and
therefore, the inpact was expected to be delayed, to a large extent, until the
end of the year 2004.

On March 17, 2004, the Mnistry of Finance announced a prognosis of
general governnent deficit for 2004. The Mnistry of Finance expected that the
general governnent deficit (excluding |ocal government deficit) would be HUF
1,184.8 billion for the year 2004, i.e., 5. 8% of CDP (based on GFS net hodol ogy;
4. 6% based on ESA 95 net hodol ogy). On April 7, 2004 the cabinet decided to cut
government al expendi tures by an additional HUF 13.75 billion. The reduction took
pl ace in the sane manner as the previous reduction from February 25, 2004.

On July 30, 2004 the cabinet decided that the Mnistries may only spend
the remai ning funds granted but not spent in previous years (in 2003 and partly
in 2002) with the permi ssion of the Mnister of Finance. This neans that the
M nister of Finance is able to block an additional sum of approxi mtely HUF 106
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billion if necessary.

On Septenber 7, 2004, the Mnistry of Finance published the August 2004
fiscal deficit figures. The deficit reached nore than 100% of the annua
expected deficit, so the Mnistry of Finance decided to revise the expected
deficit for 2004. The result of the revision was announced on Septenber 15
2004. According to ESA 95 net hodol ogy, the expected general governnment deficit
was set to 4.9-5.1% of GDP (local governments not included; the expected deficit
to GDP ratio including | ocal governments was set to 5.0-5.3%. According to GFS
met hodol ogy, the expected general governmental deficit (local governments not
i ncl uded) was increased from5.8%to 6.5% M. Draskovics al so announced a

deficit contracting neasure amounting to HUF 43 billion. The increase in the
projected deficit was nostly caused by shortfall of revenues of the budget (in
particular by shortfall in the collection of VAT, excises, registration tax and

personal income tax). The higher than expected expenditures of central budgetary
institutions, pensions, and pharmaceutical subsidies also contributed to the
change in the fiscal target. The new deficit target also assunmes that a nunber

of additional neasures and events will take place in 2004 with a positive effect
on the deficit. These nmeasures and events include the receipt of additiona
revenues from state-owned properties, |ess than projected contribution to the EU
budget, savings of extra-budgetary funds, and decreased support to the nedia.

On Septenber 27, 2004, the Prine Mnister M. Gyurcsany announced a new
program of the governnent. According to this program the main goal of the
government's econonmic policy is the pronotion of fast and bal anced growt h, which
all ows inprovenent in the performance of the econony, reduction in the |evel of
enpl oynment and increase in the population's living standards. The governnent's
programains to i nprove the conpetitiveness of enterprises, stinulate exports,
and to conduct a rigorous budget policy. The governnent also plans to inprove
the econoni ¢ bal ance by stimulating savings of househol ds. The governnent's
program consi ders investnents the key factor of growh. The governnent intends
to launch progranms to stimulate investment and devel op the infrastructure. The
program sets a target of creating jobs through tax incentives.

Pl anned Fiscal Deficit in 2005. On Cctober 4, 2004 M. Draskovics
announced that he expects the 2005 budget deficit to reach 4.5-4.7% of CDP
according to ESA 95 net hodol ogy.

39

CENTRAL GOVERNMENT BUDGET

The following table sets forth information concerning centra
government revenues and expenditures for the years 1999 to 2002, as well as
simlar data pursuant to the fact budget for 2003 and the planned budget for
2004:
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REVENUES!
Revenues fromenterprises ...........
- of which:
Cor porate tax (excluding financial
institutions except 2004 and 2003)
Unified entrepreneurial tax (EVA)
Mne rents ........... .. ... .. ...
I mport duties and ot her taxes on
Imports ...
Ganbling tax .....................
O her paynents ...................
O her centralized revenues .......
Environnental tax ................
Taxes on consunption ................
- of which:
VAT
Excise duties ....................
Paynents by households ..............
- of which:
Personal income tax ..............
Tax payments .....................
Duties ...... ...
O her centralized revenues ..........
Revenues of central budgetary
institutions .................. ...
Revenues of budgetary institutions ..
Paynents by central budgetary
institutions .................. ...
Paynents by |ocal governments .......
Deductions fromextra budgetary state

funds . ... .. .. . .
Revenues frominternational financial

relations ......... ... . . . .. . . ... ..
Revenues related to state treasury

assets ...

Corporate tax and dividends of
financial institutions ...........
D vi dends of the National Bank ......
QG her revenues .............oinn...
Revenues rel ated to debt services ..
Refunding fromthe EU ...............

CENTRAL GOVERNMENT REVENUES AND EXPENDI TURES

1999

444. 1

248.8

11.

(&)]

140.
17.
26

WA DN

941.8
463.
626.

o~

578.

A
NN R

43

537.7

10.0

40. 4

13.7
30.6
12. 3
88. 2
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2000

468. 3

273.2

13.

~

136.
27.
16.

'O OO

1,659.7

1,153.7
505.
755.

N ©

695.

o
» O~

54.

562. 7

19. 8

30.0

19.5
20.1
13.0
108. 6

2001 2002

(HUF billions)

508.1 566. 2
319. 4 364. 9
13.7 14.7
122.9 125.7
34.3 38.8
17.7 22.2
1,783.6 1,895. 4
1,243.9 1,304.9
539.7 590. 5
896. 4 1, 016. 2
830. 3 940. 6
5.2 7.1
60. 9 68.5
62.6 68. 7
578.8 583.9
22.7 15. 4
4.7 5.5
47.0 56. 4
6.7 7.0
32. 4 31.7
27.7 23.3
9.3 8.7
87.8 78.9
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Revenues excl udi ng revenues from........... 3,227.6 3,681.0 4, 068.0 4, 357.3

privatization
Revenues fromprivatization ................ 9.8 0.9 0.0 0.0

TOTAL REVENUES | NCLUDI NG REVENUES FROM . . ...
PRIVATI ZATION .. ... . 3,237.4 3,681.9 4,068.0 4,357.3

40

1999 2000 2001 2002

(HUF billions)

EXPENDI TURES

Subsidies to enterprises ................... 176. 8 179.3 215.3 237.2
Subsidies on final consunption ............. 74.8 82.8 90.9 99.0
Capital formation expenditure .............. 41.1 49.9 60. 4 72.3

- of which: budgetary coverage for

central investnents ..................... - - - -
Guarantee and contributions to soci al

security system.......... ... 103.5 127.5 220.5 383.9
Benefits based on social security

SYyStem . ... 274.9 303. 6 329.0 389. 2
Central governnment(2) ............. ... cov... 1,536.1 1, 869. 8 2,193.0 2,611.2
Backi ng of self-constituted social

organizations ........... ..., 2.9 2.9 3.0 3.1
Transfers to |l ocal governments ............. 449.0 428. 8 508. 9 620.5
Transfers to extra budgetary funds ......... 228.0 1.1 0.0 0.0
Expenditures on internationa

financial relations ..................... 1.9 2.3 2.5 1.6
Debt service, interest paynents ............ 850. 3 796.9 724.0 738.0
O her expenditures .......... ... ... 7.9 7.9 23.3 17.9
Ceneral contingency reserve, liability

FESEIVES . ittt e e - - - -
Extraordi nary expenditures ................. 20.7 186. 1 92.9 286. 3
Debt assunption ............ ... ..., - - - 363. 3
Expendi ture on government guarantees ....... 15.4 6.5 7.3 3.4
Expenditures relating to Bank

ACCoOUNtiNg ... v i 10.1 4.2 0.0 0.0
bligations towards the EU ................. - - - -
TOTAL EXPENDI TURES . ...... ... 3,565.8 4,049.7 4,470.9 5, 826.9
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Central budget surplus (deficit) ........... (328.1) (369. 6) (402.9) (1, 469. 6)
Central budget surplus (deficit)

excl udi ng revenues from

privatization ............ ... .. ... .. .... (338.1) (368.7) (402.9) (1, 469. 6)

Source: Hungarian Central Statistical Ofice and Mnistry of Finance

Notes: (1) For nethodol ogical remarks on planned, expected, prelimnary, fact,
and final budgets see "Public Finance - Ceneral Information -
Met hodol ogy".
(2) Central governnent expenditures include the expenditures of the
central budgetary institutions and the chapter adm ni stered professiona
appropriations; these are the two el enents of the expenditures of the
M nistries of the Republic. Exanples of such expenditures include
m nistries, road mai ntenance and devel opnent, notorway network,
agricultural subsidies, etc.

CENTRAL GOVERNMENT BUDGET PROCESS

The M nistry of Finance prepares the central governnent budget on a
cal endar year basis for the government, which submits it to Parlianment for
consi deration and ultimate approval. The annual budget for the com ng year is
supposed to be approved prior to the beginning of the relevant year. If
Parl i anent does not approve the budget by that tinme, the governnent is obliged
to propose a bill on an interimbudget wi thout delay. If the bill on the interim
budget is not approved by Parliament either, the government is entitled to
coll ect revenues due to the central budget in accordance with the laws in force
and to make expenditures in line with the budget for the precedi ng cal endar
year.

After the end of each cal endar year, within 8 nonths, the fina
accounts are conpiled by the Government and are subnitted to Parlianment for
final approval

The nmmj or conponents on the revenue side of the central governnment
budget are taxes inposed on consunption (including VAT), enterprise taxes and
taxes on households (primarily personal inconme taxes). On the

41
expenditure side, the major itens are debt service and transfers to the socia
security funds, budgetary institutions, |ocal governnents and extra-budgetary

f unds.

ROLES OF THE M NI STRY OF FI NANCE, THE HUNGARI AN STATE TREASURY AND THE
GOVERNVENT DEBT MANAGEMENT AGENCY
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The M nistry of Finance is responsible for supplying information to
support decision nmaking and for coordinating issues falling within the
government's scope of authority in relation to public finances. Specific
responsibilities include the preparation of the bill on the final accounts of
the central government and the central governnent budget, which is presented to
Parli anent each year.

The M nistry of Finance must ensure central budget execution, solvency
of the central governnent, central governnment financing and registration of
gover nment debt guarantees, including | oans granted and clains of the centra
government. These tasks are executed through the Treasury and debt and liquidity
managenent tasks are carried out by Allamdossag Kezel o Kozpont
Reszvenyt arsasag, a special government debt nmanagenent agency (the "Gover nnent
Debt Management Agency").

The Treasury was established on January 1, 1996 as a central budgetary
organi zati on. The | egal and professional supervision of the Treasury is
perforned by the Mnistry of Finance. Wthin its budget execution
responsibilities, the Treasury's main task is the nanagenent of budget
appropriations and government cash flows and the determ nation of the daily
financi ng needs of the central governnment. The managenent of budget
appropriations includes the registration of annual appropriations, the
nmoni toring of their changes and the right to authorize paynments from
appropri ated anounts

The cash managenent duties of the Treasury include account managenent
for the budgetary institutions, which, in accordance with the Act on Public
Fi nances, are authorized to keep their accounts with the Treasury. The Treasury
adnmi nisters the Single Treasury Account, which is the cash account of the
Treasury held at the Bank

In addition, the Treasury's responsibilities include the provision of
funds for governnent investnments and other investments based on gover nnent
deci sions, the transfer of contributions and subsidies to municipalities, and
t he managenent and coll ection of |oans and other clains of the centra
gover nment .

The governnent's borrowi ng needs are financed by the Government Debt
Managenent Agency. The M nister of Finance established the Government Debt
Managenent Agency in order to concentrate debt managenent functions into one
organi zation. Accordingly, the Government Debt Managenent Agency nanages, renews
and records the forint and forei gn exchange debt of the central governnent and,
pursuant to the amendnent of the Public Financing Act of from 2003, manages the
liquidity of the Single Treasury Account. In the context of liquidity
managenent, from 2004, the CGovernment Debt Managenent Agency introduced new
secondary mar ket operations (e.g., repurchase transactions on the donestic
securities market).

In the donestic nmarket, the responsibilities of the Governnent Debt
Managenent Agency include the adm nistration of auctions and subscriptions, the
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devel oprment of the institutional framework and the structure of governnent
securities markets. Another inportant Government Debt Managenent Agency function
is to provide easily accessible, up-to-date information on the governnent
securities markets and on the financing of the Republic's borrow ng needs in the
spirit of transparency and openness. In foreign debt nanagenent, the CGovernment
Debt Managenent Agency acts in the name of the Republic of Hungary in raising
funds, nmanages the foreign exchange debt of the central governnent, ensures
pronmpt ness and accuracy in respect of debt service payments and effects hedging
transactions to reduce risks. In relation to foreign exchange debt, the Bank
perforns certain agency functions for the Republic based on an agency agreenent
entered into between the Bank and the Mnistry of Finance
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RECENT BUDGETS

The following table conpares the planned and expected budgets for 2004
with the fact budget for 2003 and shows simlar data for the first half of 2004:

YEAR 2003 COMPARED W TH YEAR 2004

FACT PLANNED EXPECTED 1H
2003( 1) 2004( 1) 2004( 1) 2004

(HUF billions)

REVENUES!
Revenues fromenterprises ........... 743. 2 781. 3 756. 4 3
- of which:
Corporate tax (including financial
institutions) .................... 413.7 459. 9 424.9 1
Unified entrepreneurial tax (EVA). 31.0 54.5 64.5
Mne rents .......... ... . ........ 17.8 19.0 19.0
Import duties and other taxes on
Fmports ... 131.3 43.0 40.0
Ganbling tax ..................... 49. 2 64.0 64.0
Q her paynents ................... 22.1 21.0 21.0
O her centralized revenues ....... 78.2 94.9 105.0
Environnmental tax ................ - 25.0 18.0
Taxes on consunption ................ 2,355.9 2,624.7 2,404.6 1,0
- of which:
VAT 1,699.6 1,904.9 1,695.0 7
Excise duties .................... 656. 3 719.8 709.6 3
Paynents by households .............. 1, 006. 2 1,115. 4 1, 029.6 4
- of which:
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Personal incone tax ..............
Tax payments .....................
Duties ......... i
Revenues of budgetary institutions ..
Payments by central budgetary
institutions .....................
Payments by | ocal governnents .......
Deductions from extra budgetary
state funds ........... ... ... ...,
Revenues related to state treasury
asSSelS ...
Qher revenues ........... ... ...
Revenues rel ated to debt
SEIrVIiCES ..ttt
Refunding fromthe EU ...............
Revenues excl udi ng revenues from
privatization ....................

REVENUES | NCLUDI NG REVENUES FROM
PRIVATI ZATION . ......... oo

EXPENDI TURES
Subsidies to enterprises ............
Subsi dies on final consunption ......
Capital formation expenditure .......
Contributions to social security
SYStems . ...
Benefits based on social security
SYStems ....... ..
Central governnent ..................
Backi ng of self-constituted soci al
organizations ....................
Transfers to |ocal governnments ......
Transfers to extra budgetary
funds ... ...
Expendi tures on internationa
financial relations ..............

909.

90.
605.

N
U oo

w
.
©
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FACT
2003( 1)

295.7
104. 9
87.9

301.9
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43.9 43. 4

5,481.5 5,248. 4

5,481.5 5,248. 4

PLANNED EXPECTED
2004( 1) 2004( 1)

(HUF billions)

280. 3 373.8
117.0 110.8
73.8 57.5
334.1 333.2
477. 7 474.0
3,036.6 2,983.5
3.7 3.7
795.1 783.9
18.2 15.9
7.9 7.9
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Debt service interest paynents ...... 812.1 761.8 894.8
O her expenditures .................. 19.3 14.5 20. 4
Ceneral contingency reserve

liability reserves ............... - 37.1
Extraordi nary expenditures .......... 14.3 45.1 42.6
Debt assunption ..................... - - -
Expendi ture on government guarant ees 12. 4 7.5 4.8
obligations towards the EU .......... - 122.0 120.1
TOTAL EXPENDI TURES .................. 5,670.6 6,132.4 6, 227.0
Central budget surplus (deficit) .... (732. 4) (651.0) (978. 6)
CENTRAL BUDGET SURPLUS (DEFI CIT)

EXCLUDI NG PRI VATI ZATI ON REVENUES . (732.4) (651.0) (978. 6)

Source: Mnistry of Finance

Notes: (1) For nethodol ogical remarks on planned, expected, prelimnary, fact,
and final budgets see "Public Finance - CGeneral Information -
Met hodol ogy".

TAXATI ON

The current Hungarian taxation systemwas introduced in 1988. Wile
there are no current plans to significantly change taxation, the Republic, in
line with its EU nenbership, is considering the inplenentation of admnistrative
anendnents to harnonize its taxation machinery with that of other EU Menber
States in terns of collection, technol ogi cal advances and tax avoi dance | aws.

The nost inportant elenments of the Hungarian tax system are corporate
profit tax, corporate dividend tax, personal inconme tax, value added tax, excise
duty and | ocal taxes

Hungari an tax | aw di stingui shes between donestic and foreign taxpayers.
The tax liability of a domestic taxpayer extends to income originating from both
Hungary and abroad, while the tax liability of a non-Hungarian taxpayer is
restricted to its Hungarian source of incone as defined by the respective
Hungarian tax law and is also generally affected by the applicable double
taxation treaty. Hungary has entered into a double taxation treaty with al npst
50 countries, including alnost all of the OECD countries. O the OECD countri es,
Hungary does not have a double taxation treaty with Icel and, New Zeal and and
Mexico. Atreaty with Mexico is likely to enter into force on January 1, 2006

Hungary, like many transformation countries, has a substantial "shadow
econony, which is able to avoid paying taxes. Recent inprovenent in this
situation is denonstrated by increases in tax receipts that have out paced
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GDP growt h. Further inprovenent is expected as |arger conpanies and

mul tinational enterprises assume a greater role in the Hungarian econony. In
1998, Hungary al so consolidated its tax collecting powers into one authority and
i ncreased the enforcenent funding for this entity in the 1999 budget.

In recent years, to inmprove conpetitiveness and to harnonize the tax
systemwith EU standards, it has undergone sone noderate changes.

Corporate Profit Tax and Corporate Dividend Tax

The corporate tax rate on profits is 16% however, taxpayers may take
advant age of certain tax preferences. According to the general rules on dividend
taxation, a foreign entity receiving a dividend will pay a 20% di vi dend t ax.
Such tax rate may, however, be reduced by the applicable double taxation treaty.
Di vidend distributions to donestic entities and conpanies resident in the
Eur opean Community are generally exenmpt fromthe tax. A foreign entity receiving
interest and royalties froma local source is not subject to w thholding tax.
The di vidend withholding tax is expected to be abolished from January 1, 2006.

Per sonal | ncone Tax

Hungary has a three-tier graduated personal incone tax rate structure
with rates of 18% 26% and 38% In 2005, the second tier (26% personal incone
tax rate) is expected to be abolished.

Val ue Added Tax

The standard VAT rate is 25% with a 15% rate on sel ected products and
services and a 5%rate on especially sensitive itens (e.g., nedicine, books).
Currently, there is no tax inposed on exports and sone services (e.g., posta
and financial services). The VAT systemis in all material aspects harnonized
with the relevant EU directives.

Regi strati on Tax

Regi stration tax has been payable on the registration of cars since
February 2004.

Exci se Duty

An excise duty is levied on the manufacturing, inporting, warehousing,
storing and distributing of mneral oils, alcoholic products, beer, wine,
chanpagne, internediary al cohol products and tobacco products.

O her Central Governnent Revenues

Custons duties are inposed on goods inported from outside the European
Conmunity in accordance with the European Community custons code. The central
government |evies duties on the acquisition of real estate, cars and certain
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ot her products and al so on certain adm nistrative procedures
Local Taxes

Local taxes vary with each nmunicipality. Local governments are
permtted to assess |ocal business tax and various property taxes.
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SOCI AL SECURI TY AND EXTRA- BUDGETARY FUNDS

The social security funds consist of two funds: the pension fund and
the health fund. The followi ng table sets forth the revenues and expenditures
for social security and certain extra-budgetary funds:

SOCI AL SECURI TY AND EXTRA- BUDGETARY FUNDS REVENUES AND EXPENDI TURES

YEAR ENDED OR ENDI NG DECEMBER 31,

FACT
1999 2000 2001 2002 2003(1)
(HUF billions)
Heal t h Fund:
Revenues .......... .. ... ....... 653. 6 734.1 889.9 1,024.6 1,025. 4
Expenditures ................... 701. 2 797.9 900.0 1,111.2 1,335.4
Surplus (deficit) .............. (47.7) (63.7) (10.1) (86.7) (310.0)
Pensi on Fund:
Revenues ............. ... ... . ... 916. 7 1, 003.7 1,174.2 1,391.7 1,501.1
Expenditures ................... 91.6 1,021.5 1,156.7 1,405.9 1,540.1
Surplus (deficit) .............. 1.1 (17.8) 17.5 (14. 2) (39.0)
Extra Budgetary Funds(2):
Revenues ....................... 146. 7 166. 2 183.1 233.8 244.6
Expenditures ................... 156. 2 164. 1 193.8 232. 4 226.0
Surplus (deficit) .............. (9.5) 2.1 (10.7) 1.4 18.5

Source: Mnistry of Finance

Notes: (1) For nethodol ogical remarks on planned, expected, prelimnary, fact,
and final budgets see "Public Finance - Ceneral Information -

Met hodol ogy"

(2) Currently, these funds consist of the Central Nuclear Fund, the
Labor Market Fund, the Research and Technol ogy | nnovati on Fund and the

http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm (82 of 133)2/1/2005 6:07:34 AM



http://www.sec.gov/Archives/edgar/data/889414/000095013605000475/file001.htm

"Wessel enyi M klos' Flood and I nland Waters' Conpensation Fund

The contribution of the central government to the social security funds
was HUF 220.5 billion in 2001, HUF 383.9 billion in 2002, and HUF 301.9 billion
in 2003.

SOCI AL SECURI TY SYSTEM

Before the fall of communism social security was based on the
principle of solidarity and risk sharing. The provision of social, health and
pensi on benefits through collection and reallocation was carried out by the
state. Since the change of the political and econom c system self-provision has
been taking an increasing role. Today, everyone may influence his or her future
soci al benefit through the amounts paid to an individual account. In any event,
the state provides social security benefits for those incapabl e of
sel f-provi sion

Heal th care system

Heal th services are provided to help people stay healthy and to help
those who have fallen ill to recover within the shortest possible period of
time, or if this is not possible, to maintain the highest possible quality of
life for as long as possible. Health care provision is governed by the principle
of gradual approach, where a patient is to be treated where the requirenents are
adequately net by the avail able resources, and should be referred to a higher
level only if his treatnment can be carried out in a nore efficient way. The
first level is the basic health care provided by the fanm |y doctor, the second
| evel consists of specialized consulting services in out-patient care, and the
third level is represented by in-patient care institutes (hospitals, clinics and
sanatoria). Everyone has the right to sufficient information on their own
illness and to the necessary treatnent. However, for ongoing and regular health
care, a patient has to duly pay his or her social security contributions and has
to hold a social security card as proof of this. On this basis, a citizenis
entitled to use the anbul ant services, to receive sickness benefit or to qualify
for disability pension when his or her working capability is permanently
reduced. In addition to the disability benefits provided to peopl e disabled by
ill health or accident, disabled people are entitled to additional financial and
i n-kind benefits, including for instance the right to use designated parking
lots and receive financial assistance for traveling

Several changes were introduced into the health insurance systemin
recent years. The contribution of households to the financing of the health
servi ces has been increased. A free or heavily subsidized health service is
avail able in sonme cases only for those who are the nost in need. The nunber of
days of sick paynment paid by enpl oyers has decreased, but the contribution of
the enployer to the ampunt paid to the patient has increased
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Health fund contributions are sinmlar to those for the pension fund. Enployers
pay 11% of an enpl oyee's income and the enpl oyee contributes 4% In addition
there is a fixed nonthly health care contribution by enployers of HUF 3,450 per
enpl oyee per nonth.

Pensi on system

In the course of the reformof the social security system the pension
system has undergone the nost fundanmental transformation over the recent decade
The single tier pension system has been replaced by a three tier system where,
besi des the pension contribution deducted fromthe wage on a nmandatory basis,
private pension funds offer the possibility of self-provision. Furthernore, an
enpl oyee may join a voluntary pension fund as well. The "three-pillar" pension
systemwas instituted in 1998. The three pillars of this systemare: state
pensi ons (the "pay as you go" systen), voluntary pension funds and private
pensi on funds.

Mandat ory paynents are nade to the state pension fund and to a private
pensi on fund sel ected by the enpl oyee. The mandatory pension contribution equals
26.5% of the enployee's nonthly salary, out of which 8.5%is paid by the
enpl oyee and 18% by the enployer. The contribution paid by the enployer goes to
the state pension fund in each case. If the enployee opts to join a private
pensi on schene, then, of the enployee's 8. 5%contribution, 8%is transferred to
the private pension fund and 0.5% goes to the state fund. However, entrants are
obliged to choose a private pension system For enployees remaining solely in
the state system the entire 8.5%contribution goes to the state pension fund.
Menber shi p of voluntary or mutual pensions schenmes, however, is not obligatory.
Retirenment age was raised from55 years for wonmen and 60 years for nen to 62
years for both wonen and nmen. Pensions reformtakes at |east 30 years, so it
wi Il have the | ongest transitional period within the general budget reform

SUSTAI NABI LI TY OF THE SOCI AL SECURI TY SYSTEM

Health care system In the last three years, the in-kind benefits of
the health insurance systemincreased faster than GDP. This was the result of
the rapid dissem nation of innovative drugs, wage adjustments for enployees in
health care and the fast increase of service provisions. Because of the strict
budgetary requirenents in 2004, nunerous short-term neasures were adopted (e.g.,
freezing of nedicine prices, digressive financing techniques, introduction of
cost-vol ume agreenents) which may assist in controlling the expenditures
relating to the health care system

In order to achieve a lasting reduction of the increasing tension in
financing, the CGovernment has started preparations for a financing reform of
health care. The reform should aimat curbing the expenditure growh, and
i ntroduce cost effective services by changing the financing and incentive
nmechani sis.

Pensi on System According to denographic projections, the proportion of
the popul ation over the retirement age conpared to the popul ati on of worki ng age
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will increase significantly in the next decades. The rise in the retirenent age
(see "Social Security System - Pension Systeni) and the increase in the

enpl oyment rate may result in a tenporary inprovenent, but will not be
sufficient to overturn the long-termtrend

In response to these adverse denographic trends, the governnment has
taken certain steps to reformthe pension system Mbst inportantly, these steps
include (in addition to raising the retirement age) the introduction of m xed
financing and the application of the so-called Swi ss indexation (50% wage
i ncrease, 50%inflation).

The governnent believes that the introduction of the funded system
shoul d start to have an effect on expenditure in the 2020's. By that tine, newy
retired people should retire as nenbers of the two-pillar systemin increasing
nunbers, and as such, they will only be eligible for a reduced ambunt of pension
fromthe pay-as-you-go pillar. On the other hand, nenbers of the m xed system
pay a reduced anpunt of contribution into the pay-as-you-go pillar. Due to this
fact, there is expected to be an additional deficit in the pay-as-you-go system
which is likely to increase until the 2020's in line with the increasing
participation of the active population in pension funds. The decrease of the
absol ut e nunber of enployees, predicted by denographic projections, would al so
result in the reduction of revenues of the pension system The governnent
estimates that the m xed system should fully mature around the year 2060.

Al t hough the governnent believes that the neasures adopted in 1997, as
part of the pension reform should bring positive effects to the sustainability
of Hungarian public finance in the long term the adverse denographic trends
outlined above may neverthel ess require an increasing role of the budget in the
financing of the pension systemin the future
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LOCAL GOVERNMENT FI NANCE

The following table sets forth the revenues and expenditures at the
| ocal governnent |level for the years indicated for all the |ocal governnments:

LOCAL GOVERNMVENT REVENUES AND EXPENDI TURES

YEAR ENDED OR ENDI NG DECEMBER, 31

FACT
1999 2000 2001 2002 2003(1)

(HUF billions)
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REVENUES
O revenues . ...........c.oouu.. 648. 1 744. 6 862.9 977.5 1, 096. 8
Subsidies .......... ... .. . .. ... 449.0 428. 8 508. 9 620.5 749. 4
QG her revenues ................ 379.5 445.5 520. 8 571. 4 655. 4
Total GFS-revenues ............... 1, 476. 6 1,619.0 1,892.5 2,169.4 2,501.7
Privatization revenues(2) ..... 21.9 37.1 11. 2 11.6 n/ a
Total revenues ................... 1,498.5 1,656.1 1,903.7 2,181.0 n/ a

EXPENDI TURES

VAgEeS ... 631.5 695. 2 586.9 743.2 1,270.8
Investnments ................... 261.5 320.6 385.6 481.1 427.1
O her expenditures ............ 582.5 635. 3 709. 2 1, 061.6 835.5
Total GFS-expenditures ........... 1,475.5 1,651.1 1,902. 4 2,285.9 2,533.4
Surplus (deficit)-GFS ............ 1.1 (32.1) (9.9 (116. 6) (31.7)
Total surplus (deficit) .......... 23.0 5.0 1.3 (105.0) n/ a

Source: Mnistry of Finance
Notes: (1) For nethodol ogical remarks on planned, expected, prelimnary, fact,
and final budgets see "Public Finance - General Information -

Met hodol ogy"
(2) Fact data is not available for the year 2003 yet; the prelimnary
privatization revenues are HUF 9.9 billions.

The nunicipalities are to a | arge extent autononous according to the
Constitution and the Local Governnent Act. However, the governnent nust take the
| ocal governnent deficit into account when preparing and inplenmenting the
central governnent budget and other parts of the public budget, over which the
governnment and Parlianent have a nore direct control. Parliament can,
neverthel ess, influence the financial situation of |ocal governnents through the
vol une of budget grants (transfers) and the tax sharing system

EU NET PGSI TI ON

Starting from 2004, the Republic of Hungary, as a Menber State of the
EU, is obliged to make annual paynments to the EU budget on a basis conparable to
that of other EU Menber States. In 2004, Hungary is expected to pay HUF 124.4
billion to the EU budget. This paynent will be partly offset by budget
conpensati on paynents fromthe EU to the Republic, in the anbunt of HUF 44.8

billion in 2004. In 2004, Hungary al so expects to receive additional capita
transfers fromthe EU in the anount of HUF 78 billion fromstructural and
cohesion funds and agricultural funds. The actual anmount of paynments obtai ned
fromthese sources will, however, also depend on the Republic having a
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sufficient nunber of viable projects, conplying with the Convergence Program and
securing sufficient funds fromthe central governnent budget to cover
co- paynents.

Al t hough the annual contribution to the EU budget is an additiona
liability, the Governnent believes that the anmount of such contribution will be
significantly exceeded by the direct and indirect inpact of funds originating
fromthe EU

MEDI UM TERM FI SCAL PROGRAM AND THE CONVERGENCE PROGRAM

On May 13, 2004, the Governnent announced the Convergence Program
whi ch sets out a nediumterm strategy as regards the participation of Hungary in
t he Exchange Rate Mechanism (EMR 11) and the future introduction of the Euro as
the official Hungarian currency. The Convergence Programwas submtted to the
Eur opean Conmi ssion on May 14, 2004.
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Under EU legislation, prior to adopting the Euro, Hungary must have
fulfilled the followi ng convergence criteria ("Mastricht criteria"):

o] price stability -- a nmenber state nmmintains a sustainable price
perfornmance and achi eves an average rate of inflation (nmeasured
over a period of one year before the exam nation) that does not
exceed, by nore than 1.5 percentage points, the average rate of
inflation of the three nmenber states which performthe best in
terns of price stability;

o] long-terminterest rates -- a nmenber state has had an average
nom nal long-terminterest rate (measured over a period of one year
bef ore the exami nation) that does not exceed, by nore than 2
percentage points, that of, at nobst, the three best performng
Menber States in terms of price stability

o] t he governnent budgetary position -- a nenber state has a ratio of
pl anned or actual government deficit to GDP that does not exceed
3% unless either (i) the ratio has declined substantially and
conti nuously and reached a | evel that cones close to the reference
value, or, alternatively (ii) the excess of the reference value is
only exceptional and tenporary and the ratio remains close to the
reference val ue;

o] government debt -- a nenber state has a ratio of government debt to
GDP that does not exceed 60% unless the ratio is sufficiently
di m ni shing and approaching the reference value at a satisfactory
pace; and
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o] exchange rate -- requires participation for at |east two years in
the ERM Il and observance of the normal fluctuation nmargins close
to central parity provided for by the mechanismfor at |east two
years.

The convergence required for entering the Euro area is fornally
assessed annually and the final decision is subsequently made by a sunmit of EU
Menber States acting on the reconmendati on of the ECOFI N Counci l

According to the Convergence Program the Mastricht criteria could be
achi eved, without considerably conpronising economc growth, by the year 2008
Taking into account the mni mumtwo-year participation in the EMRII (required
by the exchange rate condition), the Convergence Program contenpl ates the
i ntroduction of the Euro in 2010, although it does not exclude an earlier date.
The Convergence Program antici pates that during 2005-2008 gover nnent a
expenditures will be reduced by HUF 2,000 billion, taxes by HUF 1, 000-1, 200
billion, and the deficit by HUF 800-1,000 billion, which would nean a reduction
in the governmental redistribution of goods from approximately 48% of GDP to
approxi mately 44% Currently, tax income amounts to approxi mately 39% of CGDP
The Convergence Program contenplates that this ratio woul d be reduced to 37.8%
in 2005, 37.5%in 2006 and 37.3%in 2007. Furthernore, the Convergence Program
i s based on the assunption that the budget deficit would be reduced by 0.5% each
year, attaining 2.8%in 2008, and that the governmental debt would drop to 59.4%
of GDP by 2004, 57.9% by 2005, 56.8% by 2006, 55.6% by 2007 and 53. 7% by 2008

In Cctober 2004, the European Central Bank ("ECB") published its 2004
Conver gence Report evaluating the degree of convergence anong the 11 non-euro
area European uni on nmenber states, including the Republic. The reference period
of the report was from Septenber 2003 to August 2004. On the Republic's
fulfillnment of the Maastricht criteria, the ECB concluded that:

0 i nflati on was consi derably above the rel evant reference val ues;

o] the average value of long-terminterest rates was well above the
ref erence val ue;

o] fiscal deficit was considerably above the rel evant reference
val ues; and

0 t he governnent debt ratio was bel ow the 60% reference val ue, but
keeping the fiscal deficits at the current |evels would not be
sufficient to keep the public debt ratio bel ow 60%

The ECB stated that the key requirenents for achieving high degree of
sust ai nabl e convergence in Hungary were the inplenentation of a sustainable and
credi ble fiscal consolidation path, and a tangible inprovenent of the country's
fiscal performance. The ECB considered this inmportant in particular in order to
contain inflationary pressures, decrease the large current account deficit and
restore credibility that in turn would al so support exchange rate stability.
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HUNGARI AN DEBT
GENERAL | NFORVATI ON

Traditionally, the National Bank of Hungary was the primary entity
t hrough whi ch Hungary borrowed noney in foreign currencies. Pursuant to the 1997
anendnent to the National Bank of Hungary Act, the Bank may now only incur
foreign currency debt for its own purposes and all foreign currency borrow ngs
and debt security issuances for the central budget nust be nade directly by the
Republic, acting through the Mnistry of Finance. The Mnister of Finance, in
turn, has del egated these debt managenment functions to the Government Debt
Managenent Agency, which was part of the Treasury until 2001, when it becane a
separate legal entity. Follow ng January 1, 1999, foreign currency debt
i ssuances are arranged by the CGovernnment Debt Managenment Agency. See "Public
Fi nance - Roles of the Mnistry of Finance, the Hungarian State Treasury and the
Gover nment Debt Management Agency."”

The Bank will remain the |legal or naned obligor on the outstanding
foreign currency debt incurred before January 1, 1999. The mgjority of the
interest rate and exchange rate risks associated with these debts and any
rel ated swaps, however, have been effectively transferred to the Republic
pursuant to a series of transfer agreenents, whereby the Republic has
essentially agreed to pay the Bank sufficient funds to cover these obligations.
Following this transfer of risk, the Republic entered into a nunber of swap
agreenents to match the currency profile of this debt portfolio to that of the
currency basket (100% Euro since January 2000) upon which the forint is pegged.
The Bank may still act as an agent of the Republic for the purposes of obtaining
foreign | oans and issuing securities abroad. Since January 1997, the Bank has
acted in this agency role on the basis of an agency agreenent, which was entered
into by the Bank and the Republic, as pernitted by the anended Nati onal Bank of
Hungary Act.

Because of this history, all references to public debt include debt of
the Republic and the Bank. Public debt also includes debt of the social security
and ot her extra-budgetary funds, but does not include | ocal governnent debt.
External public debt refers to public debt that is denom nated in a foreign
currency and al nost always owed to a non-Hungarian party. Internal public debt
refers to public debt denonminated in forints and typically owed to parties
within the country. Gross external debt refers to all of the foreign currency
denomi nat ed debt owed by Hungari an persons and both public and private entities
to non-resident creditors. Loans between the Bank and the Republic relating to
external borrow ngs originally made by Bank were not added for the purposes of
cal culating public debt figures, to avoid double counting

PUBLI C DEBT
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The following table sets out certain statistics regarding the Hungarian
public debt for the years indicated bel ow

PUBLI C DEBT
AS AT AND FOR THE YEAR ENDED DECEMBER 31,
1999 2000 2001 2002
(HUF billions, unless otherw se indicated)
Internal Public Debt ...................... 4, 350.2 4,717.5 5,397. 4 6, 956. 9
%of Nominal GDP ....................... 38.18 35.81 36. 35 41. 56
External Public Debt ...................... 2,536.2 2,508. 8 2,322.1 2,267.3
%of Nominal GDP ....................... 22.26 19. 05 15. 64 13.54
Total ... . e 6, 886. 4 7,226. 2 7,719.5 9,224.2 :
%of Nominal GDP ....................... 60. 4 54.9 52.0 55.1
Nominal GDP .......... . ... .. 11, 393.5 13,172.3 14, 849. 8 16, 740. 7 ]

Source: Covernnent Debt Managenent Agency

Notes: This table shows the public debt of the Republic fromthe perspective of
the economic obligations of the central government. The external debt of
the Bank, which has been transferred to the Republic as di scussed above
has been included on a pro forma basis. The transfer of this debt
i nvol ved, anong ot her things, an exchange of the Bank's externa
obligations for the effective cancellation of certain of the centra
governnment's internal (forint denom nated) obligations owed to the Bank.
In this table external debt refers to government obligations denom nated
in foreign currency, while internal debt refers to obligations
denom nated in | ocal currency.
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In the past decade, the central governnent's gross debt to GDP ratio
decreased substantially, falling from72%at the end of 1996 to about 57% by the
end of 2003 (both the 1996 data and 2003 data are cal cul ated according to GFS
met hodol ogy). This decrease was mainly due to the primary budget surplus, the
debt redemption effected from privatization proceeds, and the significant rea
GDP growt h. However, in the last two years the central government's gross debt
to GDP ratio grew renmarkably, due to the expansionary fiscal policy. The tota
public debt totaled HUF 10,587.7 billion at the end of 2003, showi ng an increase
of 18% in nom nal terns conpared with the end of the preceding year. A
significant part of the increase can be attributed to the revaluation of the
foreign currency debt, due to the depreciation of the forint in 2003. The 2003
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budget deficit was higher than planned. The fiscal restrictions introduced by
the Mnister of Finance are set to dimnish the budget deficit and, thus, reduce
the central government's gross debt to GDP ratio.

EXTERNAL PUBLI C DEBT
The following table sets forth the external public debt as at June 30,

2004 by category and by currency:

EXTERNAL PUBLI C DEBT BY CATEGORY AND CURRENCY
(as at June 30, 2004)

(EUR ni | |ion)

BY CATEGORY:
Bank | oans (including bank to bank and syndicated loans) ....................... 2,756.7
BoNds + FRN . ... 7,242.9
Loans fromnmnultilateral financial institutions (e.g. |M- and Wrld Bank) ....... 1,373.7
Trade related Credits ... .. n/ a
TOT AL . 11, 373.3
PERCENTAGE
BY CURRENCY (AFTER SWAPS): (%
BUN O o 100
O her CUM T BNCT BS .o e e e e e e 0
TOT AL . e 100
PERCENTAGE
BY CURRENCY ( BEFORE SWAPS): (%
BUN O L 67.5
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Sour ce: Governnent Debt Managenent Agency

Not es

. External short-termand long-termdebt liabilities of the governnent
sector (financial derivatives are excluded). In this table external debt
refers to governmental obligations denominated in foreign currency.

During 2004, until the end of Septenber 2004, the Republic of Hungary

rai sed noney on the international capital markets; in January, by issuing a EUR

1 bi
mat ur
2009.

lion bond maturing in 2014, in May, by issuing a GBP 500 million bond
ing in 2014, and in June, by issuing a JPY 50,000 mllion bond maturing in

EXTERNAL PUBLI C DEBT SERVI CE AND SCHEDULE OF PAYMENTS

the p

Nei t her the Republic nor the Bank has ever defaulted on the paynent of
rincipal of, or premumor interest on, any debt obligation issued by it.
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The following table sets forth the schedul e of repaynments on externa

public debt as at June 30, 2004:

SCHEDULE OF PAYMENTS ON EXTERNAL PUBLI C DEBT AT JUNE 30, 2004
(as at June 30, 2004)

MATURI TY TOTAL
(EUR m I lions)

.......................................................... 446. 3

.......................................................... 1,710.7
.......................................................... 721.
.......................................................... 572.
.......................................................... 896.
.......................................................... 1, 001.
.......................................................... 1,122.
.......................................................... 1, 438.
.......................................................... 93.
.......................................................... 1, 234.
.......................................................... 2,073.
200 62.

QONNNMNNPOODN
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Sour ce: Governnent Debt Managenent Agency
Notes: In this table external debt refers to governnental obligations
denomi nated in foreign currency.

I NTERNAL PUBLI C DEBT

As of June 30, 2004, Hungary's total internal public debt, including
the social security and extra-budgetary funds, was HUF 8,619 billion.
Approxi mately 0.5% of the governnent's internal debt as of June 30, 2004
consi sted of loans fromthe Bank. The mgjority of the renmai nder of the
government's internal debt represents either treasury bills or bonds.

Wthin the total HUF denom nated central government debt, publicly
i ssued governnent securities have been playing a predomi nant role, reaching a
total share of 90%in 2003. Raising public funds on the donestic narket depends
to a |l arge degree upon the issuance of governnent bonds, which contributes to
the | engthening of the duration of the debt portfolio, as well. O the tota
amount of publicly issued HUF governnent securities outstanding, the share of
government bonds rose to above 70%in 2003, whilst discount T-bills and retai
government securities have played a dimnishing role

It is also an inmportant objective of debt managenent to increase the
average maturity of the debt portfolio. The average maturity of internal public
debt issues (excluding debt acquired due to bank consolidation) was 2.33 years
at the end of 2002, and increased to 2.9 years by the end of 2003. This
i ndicator is expected to inprove further as the 2004 financing plan ains to
significantly reduce the proportion of treasury bill issues.

The governnent has al so guaranteed certain Hungarian i ndebt edness. As
of March 31, 2004, these guarantees totaled HUF 1,284 billion. According to G-S
nmet hodol ogy, guarantees are not included in the governnental debt and only
af fect the central governmental deficit if and when the governnent is obliged to
make a paynent under the guarantee.
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GOVERNMVENT OBLI GATI ONS TO THE NATI ONAL BANK OF HUNGARY
The following table shows the governnent's obligations to the Bank

i ncluding those due to net foreign currency |osses, as of Decenber 31 for the
years indicated

GOVERNMENT OBLI GATI ONS OUTSTANDI NG TO THE NATI ONAL BANK OF HUNGARY
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AS OF DECEMBER, 31

(HUF billions)

Short-term....... . ... .. ... . ... ... . ... 404. 8 367.5 172.1 167. 1
Long-term............ ... .. ... ... 2,083.4 1,834.9 1,384.3 995. 2
Total ...... . ... . 2,488. 2 2,202. 4 1,556. 4 1,162.3

Source: National Bank of Hungary

GROSS EXTERNAL DEBT

The following table sets fort the distribution and maturity of gross
external debt in the Republic of Hungary as at Decenber 31, 2003:

GROSS EXTERNAL DEBT(1)

AS AT DECEMBER 31, 20(

MEDI |
LONG
AMOUNT OF DEBT MATUI
(EUR nmillions) (¢

OBLI GOR:
National Bank of Hungary(2) ........ ... e 3,469.5 71.
The Republ i C((2) ... e 16, 162. 6 98.
Private Sector (2) (8) . ... 26,872.3 79.
Entire economy(2) (3) ...t 46, 504. 4 85.
Financial derivative liabilities ...... ... . . ... i, 1,586.1 -
Entire econony (including financial derivative liabilities) .......... 48, 090. 5 -
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Source: National Bank of Hungary

Notes: (1) In this table external debt refers to governnmental obligations owed

to non-resident entities.

(2) External debt as defined in External Debt Statistics: Cuide for

Conpil ers and Users (I MF 2003). Financial derivatives are not
(3) Direct investrment debt liabilities included
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i ncl uded.

The following table sets forth certain indicators related to Hungarian

gross external debt:

DEBT SERVI CE | NDI CATCRS OF THE REPUBLI C
THE BANK AND THE HUNGARI AN PRI VATE SECTOR(1)

1999
Gross foreign debt (incl. interconpany loans) ............ 29, 393
Gross foreign debt (excl. interconpany loans) ............ 26, 009
Gross external debt(2) (EURmllions) .................... 23,733
Net external debt(3) (EURmMmlIlions) ...................... 7,380
Gross external debt/GDP(4) ..... ... .. 52.7
Net external debt/GDP ........ ... ... . i 16.4
Debt service(5)/exports(6) ......... ... 9.3
Gross external debt/exports ........ ... .. i, 81.9
Debt service/ eXports ... .. e 16. 8
Gross interest paynments/exports ............ i, 4.8
Reserves inport coverage(7) ........uiiniinnnn 5. 0x

Source: National Bank of Hungary

Notes: (1) The debt service indicators do not include prepaynents, which in

1999 totaled EUR 294 million, in 2000 totaled EUR 396 mllion

in 2001

totaled EUR 588 million, in 2002 totaled EUR 354 nillion, and in 2003
totaled 248 million. In this table external debt refers to governnenta

obligations owed to non-resident entities.

(2) Goss foreign debt denomi nated in foreign currencies. |nterconmpany
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| oans are excl uded

(3) Net external debt represents total foreign currency debt |ess
foreign currency international reserves and other foreign assets (such
as export clainms receivable, export credit granted to foreign entities
and the difference between the official price and the market price of
gold and silver). Interconmpany | oans are excl uded

(4) The GDP figures for 2003 are prelimnary data of the Hungarian
Central Statistical Ofice

(5) Debt service represents gross interest payments and anortization of
medi um and | ong-term debt. |nterconpany |oans are excl uded.

(6) Exports consist of exports of goods and services for the years

i ndi cat ed

(7) Reserves inport coverage is the ratio of international reserves to
the nonthly average of annual nerchandi se inports

RELATI ONS W TH MULTI LATERAL FI NANCI AL | NSTI TUTI ONS
| NTERNATI ONAL MONETARY FUND

Since Hungary joined the IM- it has borrowed 2,193.7 mllion in
Speci al Drawing Rights or SDRs (on January 8, 1999, 1 SDR=USD 1.407). By
February 1998, all SDRs borrowed were repaid in full.

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT (WORLD BANK)

Since its accession in 1982 until the end of 2002, Hungary entered into
43 | oan agreenents with the World Bank. These agreenents have enabl ed Hungary to
borrow over USD 3.8 billion. No new borrow ngs have taken place since 2000 and
there is no plan to borrow fromthe bank in the future.

EUROPEAN BANK FOR RECONSTRUCTI ON AND DEVELOPMENT ( EBRD)

There are 92 Hungarian projects financed by the EBRD, valued at Euro
1,357 mllion.

COUNCI L OF EURCPE DEVELOPMENT BANK ( CEB)

Hungary joined the CEB in 1998. Since that tine the bank's activity has
been concentrating on state initiated projects (flood control systens, social
housi ng, financing SMEs and protection of national heritage). The total anount
of | oans reached Euro 353 nmillion

The | atest framework agreenent was signed in June 2004, whereby the CEB
undertook to co-finance water managenent projects in additional amount of HUF
42.5 billion.

EUROPEAN | NVESTMENT BANK ( El B)

Since 1990 until the end of 2003, the EIB has financed Hungarian
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projects worth Euro 3.43 billion in total. The EIB finances primarily
infrastructure projects and the energy sector, using a Framework Agreement with
t he
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Republic of Hungary. Wthin this Framework Agreement in 2004 a facility
agreenent was signed in the amount of EUR 445 nillion

| NTERNATI ONAL FI NANCE CORPORATI ON (| FC)

Bet ween 1987 and 2003, the |IFC financed 28 Hungarian projects worth
approximately USD 341 million
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DESCRI PTI ON OF THE DEBT SECURI TI ES

This is a brief summary of the ternms and conditions of the debt
securities and the related fiscal agency agreenent. Copies of the debt
securities and the fiscal agency agreement forns, which nmay differ from one
series of debt securities to another, will be filed as exhibits to the
regi stration statement that includes this prospectus. You should not assune this
sunmary is conplete and should rely primarily on the information found in the
exhibits. Each tine the Republic sells securities, the Republic will provide a
prospectus supplenent that will contain specific information about the terns of
that offering. The prospectus supplenent may al so add, update or change
information contained in this prospectus. If the information in this prospectus
differs fromany subsequent prospectus supplenment, you should rely on the
updated information in the prospectus suppl enent.

GENERAL

The Republic will issue the debt securities under a fiscal agency
agreenent between the Republic and a selected fiscal agent.

The Republic may issue the debt securities in one series or nore, as it
may aut horize fromtine to tinme. The prospectus suppl enent for each such series
will contain the follow ng information

o] Desi gnation, aggregate principal anpbunt, any limtation on the
aggregate principal anount, currency of denom nation and paynent,
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and aut hori zed denoni nati ons

o] Percent age of the principal amount at which the debt securities
will be issued

o] Level and method of determ ning any interest rate(s)

o] Any dates of interest rate paynents and dates from which interest
will accrue

o] Any index, price or fornula used to set the ampunt of any paynent
of principal, prem umor interest

o] Pl aces where the principal, any premiumand any interest will be
payabl e

o] Any optional or mandatory redenption termnms, or repurchase or
sinking fund provisions

o] Whet her the debt securities will be in bearer formand include any
i nterest coupons, or in registered form or both bearer and
registered form as well as restrictions on the exchange of one
formfor another and on the offer, sale and delivery of debt
securities in bearer form

o] O her specific information as needed

The prospectus supplement for a given issue of debt securities wll
al so provide information on any nmaterial United States federal inconme and ot her
tax consequences applicable to debt securities that are:

o] I ssued in bearer form

o] I ssued with original issue discount

o] Denomi nated or payable in nore than one currency other than the USD
o] I ssued in anmpunts set by reference to any i ndex

The debt securities will be direct, unconditional, unsecured and
general obligations of the Republic. Except as explained in the next section
the debt securities will rank at least equally in right of paynent with al
ot her unsecured and unsubordi nated obligations of the Republic on or after the
date the debt securities are issued, except for such obligations as may be
preferred by mandatory provisions of applicable |aw. The debt securities will be
backed by the full faith and credit of the Republic. The Republic will give no
preference to one obligation over another on the basis of priority of issue date
or currency of payment.

The Republic may issue the debt securities as discounted securities
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whi ch either bear no interest or bear interest at a rate bel ow narket rates at
the time of issue. These di scounted debt securities will be sold at a
substantial discount below the stated principal anopunt.

Hol ders of the debt securities will be paid the principal, any prem um
and interest by check, wire transfer or another manner at the place(s) and in
the currency or currencies specified in the applicable prospectus suppl ement.
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Clainms for payrment of the principal anpbunt of the debt securities shal
becone void ten years after such principal anount becane due and payable. C ains
for paynent of interest on the debt securities shall becone void five years
after relevant interest paynent date on which the interest became due and
payabl e.

NEGATI VE PLEDGE

As | ong as any debt security renmins outstanding, the Republic will not
all ow any Security Interest to be established on any of the Republic's or the
Bank's assets or revenues, present or future, in order to secure (i) any Public
External Indebtedness of the Republic having an original maturity of at |east
one year; or (ii) any Public External |ndebtedness of the National Bank of
Hungary having an original maturity of at |east one year and incurred on or
prior to Decenber 31, 1998, unless the debt securities are secured equally and
rateably to this external indebtedness.

For these purposes:

"Ext ernal |ndebtedness" neans any obligation in respect of existing or
future | ndebtedness denom nated or payable, or at the option of the hol der
t hereof payable, in a currency other than the Iawful currency of the Republic of
Hungary. If at any tinme the lawful currency of the Republic of Hungary becones
the Euro, then External |ndebtedness shall also include |Indebtedness expressed
in or payable or optionally payable in Euro, if (i) such Indebtedness was issued
after the date on which the Euro becane the | awful currency of the Republic of
Hungary, and (ii) nore than 50% of the aggregate principal amunt of such
I ndebt edness was initially placed outside the Republic of Hungary.

"Public External |ndebtedness” neans External |ndebtedness which: (i)
isinthe formof, or represented by, bonds, notes or other simlar securities;
and (ii) is, or may be, quoted, listed or ordinarily purchased and sold on any
stock exchange, automated trading systemor over-the-counter or other securities
mar ket .

"I ndebt edness" means any i ndebt edness of any Person (whether incurred
as principal or surety) for nobney borrowed.
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"Person" nmeans any individual, conpany, corporation, firm partnership
joint venture, association, organization, state or agency of a state or other
entity, whether or not having separate |egal personality.

"Security interest" nmeans any l|ien, pledge, hypothecation, nortgage
security interest, charge or other encunmbrance or arrangement which has a
simlar legal and econonic effect, and, without limtation, anything anal ogous
to any of the foregoing under the laws of any jurisdiction.

GOVERNI NG LAW

The debt securities will be governed by the |aws of the State of New
York, without regard to the conflicts of law principles of the State of New York
(other than Section 5-1401 of the General noligation Law of the State of New
York), except the Republic's authorization and execution and any other matters
that must be governed by the |aws of the Republic. The Republic will submit to
the jurisdiction of any state or federal court in New York City for lawsuits
brought by investors on the debt securities. Investors may al so bring actions
agai nst the Republic in the appropriate Hungarian courts. The Republic will
appoi nt the Enbassy of the Republic of Hungary, O fice of the Trade
Commi ssi oner, 150 East 58th Street, 33rd Floor, New York, New York 10155, as its
aut hori zed agent to receive any process that may be served in an action brought
by an investor.

FI SCAL AGENT

The fiscal agency agreenent will govern the duties of the fiscal agent
appoi nted by the Republic for each series of debt securities. The fiscal agent
chosen for each series may not always be the same agent. The Republic may al so
mai nt ai n deposit accounts and conduct other banking transactions in the ordinary
course of business with the fiscal agent.

Principal at maturity of a debt security will be payable at the office
of the fiscal agent upon surrender of the debt security. Interest will be paid
by check nailed to the registered holders of the debt securities.

A registered hol der of a debt securities of a series, the aggregate
principal anmpbunt of which equals or exceeds $1, 000,000, nay elect in witing to
have interest paid to it by wire transfer in sane-day funds to a bank account
mai ntai ned by the holder in the United States. Notwi thstandi ng anythi ng above to
the contrary, if the debt securities are to be issued in the formof gl oba
securities (as discussed bel ow) paynent of the principal of and interest on any
such gl obal debt securities will be nmade in accordance with the regul ar
procedures established by the depository for those gl obal debt securities.
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Pl ease note that the fiscal agent is an agent of the Republic, not a
trustee for the holders of the debt securities, and does not have the
responsibility or duty to act for the holders as a trustee.

EVENT OF DEFAULT; EVENT OF ACCELERATI ON
For each series of debt securities:
o] an "event of default"” means any of the follow ng:

o] Non- paynment--the Republic fails to pay the principal of or
interest on any debt security in the series for nore than 30
days after paynent is due; or

o] Breach of other obligations--the Republic does not perform any
of its other covenants under any debt security in the series
for nore than 60 days after the holder of the debt security has
given witten notice of the breach to the Republic at the
fiscal agent's corporate trust office

event of acceleration"” nmeans any of the follow ng:

o] Failure to take action--any action, condition or any other
thing which at any tinme is required to be taken, fulfilled or
done in order: (A) to enable the Republic lawfully to enter
into, exercise its rights and performand conply with its
obligations under and in respect of that series of debt
securities, (B) to ensure that those obligations are |egal
val i d, binding and enforceable and (C) subject to their
official translation into the Hungarian | anguage, to nake the
debt securities admi ssible in evidence in the courts of the
Republic of Hungary, is not taken, fulfilled or done within 30
days of receipt by the Republic of witten notice thereof; or

o} Invalidity--it becones illegal for the Republic to perform any
of its obligations under the debt securities or if these
obl i gations becone invalid and not renedi ed by the Republic
within 30 days' witten notice thereof;

If an event of default or an event of accel eration occurs, all of the
debt securities in the given series may, by witten notice addressed and
delivered by the holders of at |east 25% of the aggregate principal amunt of
the outstanding securities in that series to the Republic at the office of the
fiscal agent, be declared to be inmedi ately due and payable, unless prior to
such date the Republic shall have renedi ed the event of default or event of
acceleration for all the debt securities in that series.

If the fiscal agent receives notice in witing fromhol ders of at |east
50% i n aggregate principal amount of the outstanding securities in the given
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series and/or a resolution is passed at a neeting of the holders of the debt
securities in that series, duly convened and held in accordance with the fisca
agency agreenment, to the effect that the event(s) of default and/or event(s) of
acceleration giving rise to a declaration of accel erati on made pursuant to the
conditions above is or are cured or is or are waived by themfollow ng any such
decl aration and that such hol ders request the fiscal agent to rescind the

rel evant declaration, the fiscal agent shall, by notice in witing to the
Republic and the holders, rescind the relevant declarati on whereupon it shall be
resci nded and shall have no further effect.

The Republic is not obliged to provide investors with periodic evidence
that there are no defaults and/or events of acceleration. Please also note that
the fiscal agency agreenent does not provide for the holders to be notified of
the exi stence of an event of default or an event of acceleration or for any
right to exam ne the debt securities register.

PAYMENT OF ADDI TI ONAL AMOUNTS

Al'l paynents nmade in respect of a debt security, including paynments of
principal and interest, to a holder of a debt security that is not a resident of
the Republic, will be made by the Republic w thout w thhol ding or deducting for
or on account of present or future taxes, duties, |evies or other governnenta
charges of whatever nature inposed or levied by the Republic or any political
subdi vi sion or taxing authority within the Republic. In the event the Republic
is required by |aw to deduct or withhold any such taxes from paynments, the
Republic will pay such additional anobunts as may be necessary so that the net
amount received is equal to the anpbunt provided for in the debt security to be
paid in the absence of such deduction or w thholding. A holder will not be paid
any additional anounts, however, if the tax is:

o] a tax that would not have been inposed but for the holder's present
or former connection (or a connection of the holder's fiduciary,
sharehol der or other related party) with the Republic, including
bei ng or having been a citizen or resident of the Republic or being
or having been engaged in a trade or
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busi ness or present in the Republic or having, or having had, a
per manent establishnment in the Republic;

o] i nposed on a paynment to an individual and is required to be nade
pursuant to the European Council Directive 2003/ 48/ EC or any ot her
directive inplenenting the conclusions of the EU Council of Finance
M nisters nmeeting of Novenber 26 and 27, 2000 on the taxation of
savi ngs inconme or any |law inplenenting or conplying with, or
introduced in order to conformto, such Directive;
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o] i nposed because the holder presents a debt security for paynent
nore than thirty (30) days after the date on which the payment
becanme due and payabl e;

0 an estate, inheritance, gift, sales, transfer or personal property
tax or any simlar tax, assessnent or governnmental charge

0 a tax, assessment or other governnental charge which is payable
ot her than by wi thhol di ng;

o] a tax that woul d not have been inposed but for the failure to
conply with certification, information or other reporting
requi rements concerning the holder's nationality, residence or
identity (or the nationality, residence or identity of the
beneficial owner of the debt security), if the holder's conpliance
is required by the |aws of the Republic or of any political
subdi vi sion or taxing authority of the Republic to avoid or reduce
such tax;

o] required to be withheld by any paying agent froma paynent on the
debt security if such paynment can be nade without such withhol ding
by anot her paying agent; or

o] i nposed as a result of any conmbination of the itens |isted above.

Furthernore, no additional anpbunts will be paid with respect to any
debt security to a holder who is a fiduciary or partnership or other than the
sol e beneficial owner of such paynent to the extent that the settlor with
respect to such fiduciary, partner or beneficial owner, as the case may be,
woul d not have been entitled to paynent of such additional amounts if they held
the debt security thensel ves.

MEETI NG OF HOLDERS OF DEBT SECURI TI ES; MODI FI CATI ON

The fiscal agency agreement contains provisions for convening neetings
of holders of debt securities in a given series to consider matters relating to
the debt securities in that series, including, without limtation, the
nodi fication of any provision of the terms of the debt securities in that
series. Any such nodification may be nmade if, having been approved in witing by
the Republic, it is sanctioned by an Extraordi nary Resol ution. Such a neeting
may be convened by the Republic and shall be convened by the fiscal agent upon
the request in witing of holders holding not |ess than 10% of the aggregate
princi pal amount of the outstanding debt securities in the given series. The
quorum at any neeting of holders convened to vote on an Extraordi nary Resol ution
will be two or nore persons holding or representing not |ess than 50% of the
aggregate princi pal anmount of the outstanding debt securities in the given
series or, at any adjourned neeting of holders, two or nore persons being or
representing hol ders, whatever the aggregate principal anmpbunt of the outstanding
debt securities held or represented;
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provi ded, however, that any proposals relating to a Reserved Matter may
only be sanctioned by an Extraordi nary Resol ution passed at a neeting of holders
at which two or nore persons hol ding or representing not |less than 75% of the
aggregate principal anpbunt of the outstanding debt securities in that series or,
at any adj ourned neeting, 25% of the aggregate principal amount of the
out st andi ng debt securities in the given series forma quorum Any Extraordi nary
Resol ution duly passed at any such neeting shall be binding on all the hol ders,
whet her present or not.

If a resolution is brought in witing, such a resolution in witing my
be contained in one docunent or several docunents in the sane form each signed
by or on behalf of one or nore hol ders.

For these purposes:
"Extraordi nary Resol ution" neans:
o] inrelation to any Reserved Matter

o] a resolution passed at a neeting of holders duly convened and
held in accordance with the fiscal agency agreenent by a
maj ority consisting of not less than 75% of the aggregate
princi pal anmount of all outstanding debt securities in the
gi ven series; or
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o] a resolution in witing signed by or on behalf of hol ders of
not |less than 75% of the aggregate principal amount of al
out st andi ng debt securities in the given series; and

o] inrelation to any other nmatter

o] a resolution passed at a neeting of holders duly convened and
held in accordance with the fiscal agency agreenent by a
maj ority consisting of not |less than 66.67% of the aggregate
princi pal anount of the outstanding debt securities in the
given series which are represented at that neeting; or

o] a resolution in witing signed by or on behalf of holders of
not | ess than 66.67% of the aggregate principal anmount of al
out st andi ng debt securities in the given series.

"Reserved Matter" means any proposal to:

o] change any date, or the nethod of determining the date, fixed for
paynent of principal or interest in respect of the debt securities
in the given series, to reduce the amount of principal or interest
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payabl e on any date in respect of the debt securities in that
series or to alter the nmethod of calculating the anobunt of any
paynent in respect of the debt securities in that series on
redenption or maturity or the date for any such paynent;

o] ef fect the exchange or substitution of the debt securities in the
given series for, or the conversion of the debt securities in that
series into, shares, bonds or other obligations or securities of
the Republic or any other person or body corporate formed or to be
f or med;

o] reduce or cancel the principal anpbunt of the debt securities in the
gi ven series;

o] vary the currency or place of paynent in which any paynment in
respect of the debt securities in the given series is to be nade;

0 amend the status of debt securities in the given series;
o] amend the obligation of the Republic to pay additional anounts;
0 anend the events of default or the events of acceleration;

o] amend the | aw governing the debt securities in the given series,
the courts to the jurisdiction to which the Republic has submtted
in the debt securities in that series, the Republic's obligation to
mai ntai n an agent for service of process in the United States or
the Republic's waiver of immunity, in respect of actions or
proceedi ngs brought by any hol der of the debt securities in that
seri es;

o] nodi fy the provisions contained in the fiscal agency agreenent
concerning the quorumrequired at any meeting of the holders of the
debt securities in the given series or any adjournnent thereof or
concerning the majority required to pass an Extraordinary
Resol ution or the percentage of votes required for the taking of
any action;

0 change the definition of "Extraordinary Resol ution" or
"out standi ng" in the conditions of the debt securities in the given
series and/or fiscal agency agreenent;

o] i nstruct any hol der or conmttee appointed on behal f of all hol ders
of the debt securities in the given series to withdraw, settle or
conprom se any proceedi ng or claimbeing asserted pursuant to the
rel evant condition of the debt securities in that series;

o] confer upon any conmittee appoi nted any powers or discretions which
the hol ders of the debt securities in the given series could
t hensel ves exercise by Extraordi nary Resol ution; or
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0 amend the definition of Reserved Matter.

REPRESENTATI VE COW TTEE

The hol ders of the debt securities in a series may, by a resol ution
passed at a neeting of holders duly convened and held in accordance with the
fiscal agency agreenent by a majority of at |east 50%in aggregate principal
amount of the debt securities in that series then outstanding, or by notice in
witing to the fiscal agent signed by or on behalf of the holders of at |east
50% i n aggregate principal amount of the debt securities in that series then
out st andi ng, appoi nt any persons as a conmittee to represent the interests of
the holders if any of the follow ng events shall have occurred:

60

0 an event of default or an event of acceleration;

o] any event or circunstance which would, with the giving of notice,
| apse of time, the issuing of a certificate and/or fulfillment of
any other requirenment provided for beconme an event of default or an
event of acceleration; or

o] any public announcenent by the Republic, to the effect that the
Republic is seeking or intends to seek a restructuring of that
series of debt securities (whether by amendnent, exchange offer or
ot herwi se).

Such committee in its discretion may, anmong other things, (i) engage
| egal advisers and financial advisers to assist it in representing the interests
of the holders, (ii) adopt such rules as it considers appropriate regarding its
proceedings and (iii) enter into discussions with the Republic and/or other
creditors of the Republic.

GLOBAL SECURI Tl ES

If specified in a prospectus supplenent, the Republic will issue the
debt securities as one or nore fully registered global securities to be
deposited with or on behalf of The Depository Trust Conpany, New York, New York
("DTC"), its nom nee and/or one or nore depositories named in the prospectus
suppl ement, such as the Euroclear Bank S.A /N V., as operator of the Euroclear
System (" Eurocl ear") and C earstream Banki ng, societe anonyne, Luxenbourg
("d earstream Luxenbourg").

DICis a limited-purpose trust company organi zed under the |aws of the
State of New York, a nenber of the Federal Reserve System a "clearing
corporation" as defined by the New York Uni form Commercial Code and a "cl earing
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agency" registered under the provisions of Section 17A of the Securities
Exchange Act of 1934. DTC holds securities of its participants and facilitates
cl earance and settlenment of securities transactions through electronic
book-entry changes in its participants' accounts. This elimnates the need to
exchange certificates. DIC s participants include securities brokers and

deal ers, banks, trust conpanies, clearing corporations and certain other

organi zations. DTC s book-entry systemis al so used by ot her organi zations such
as securities brokers and deal ers, banks and trust conpanies that work through a
participant. The rules that apply to DIC are on file with the SEC and the DTC
agrees and represents to its participants that it will admnister its book-entry
system accordi ngly.

The issuance of global securities by the Republic neans the Republic
will not issue certificates to each holder. A global security will be registered
in the nane of the related depository or its nonminee, who will keep a
conmputerized record of its participants (such as the hol der's broker) whose
clients have purchased the debt securities. The participant will keep a record
of its clients who purchased the debt securities. Except as expl ained bel ow or
in an applicable prospectus suppl enent, a global security may be transferred
only in whole and only to the appropriate depository or its nom nee

Wil e the rel evant prospectus supplenent will describe the specific
terms of the depository arrangenent for any portion of a series of debt
securities represented by a global security, the Republic anticipates that the
followi ng provisions will apply to all depository arrangenents.

After a global security is issued, the Republic expects that the
depository or nominee will credit on its electronic systemthe principal anmunts
of the debt securities represented by the global security to the accounts of its
"participants", i.e., institutions that have accounts with the depository or
nom nee. Only participants or persons that may hold interests through
partici pants may own beneficial interests in a global security. These beneficial
interests will be shown on, and transfers of gl obal securities will be made only
t hrough, records naintained by the depository and its participants. Please note
that laws in certain states require that purchasers nust acquire securities in
physical form(i.e., certificates). Such Iimtations nmay prevent certain
i nvestors fromowning, transferring or pledging a beneficial interest in a
gl obal security.

The Republic will provide the fiscal agent with paynment of principal
any prem umor interest due on the debt securities on an interest paynment date
or at maturity on that day. As soon as possible thereafter, the fiscal agent
wi || make such payments to the depository or nominee that is the registered
owner of the global security representing the particular debt securities
according to arrangenments nmade between the fiscal agent and the depository. The
Republic will treat the depository or its nom nee as the owner for all purposes.
Therefore, neither the Republic nor the fiscal agent will have any direct
responsibility or liability for payments nade on account of beneficial ownership
interests of a global security or for maintaining or reviewing the rel ated
records.
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After receiving paynment of any principal or interest, the depository
will credit the accounts of the participants on the paynent dates according to
their respective holdings of beneficial interests in the global securities as
shown in the rel evant records. Paynents by participants to owners of beneficia
interests in the global securities will be governed by the customary practices
between the participants and owners of beneficial interests in
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"street nanme". However, paynents will be the responsibility of the participants
and not of the depository or the Republic.

As long as a depository or nomnee is the registered owner of a gl oba
security, it will continue to be considered the sole owner and hol der of the
debt securities represented by the global security. Except for cases outlined in
this section or in a prospectus supplenment, owners of beneficial interests in a
gl obal security:

o] May not have the debt securities represented by the global security
regi stered in their nanes;

o] W1l not receive or be entitled to receive debt securities in
certificate formthrough exchange or sone other manner; and

o] W1l not be considered the owners or holders of any debt securities
represented by a given global security.

Accordingly, investors owning a beneficial interest in a globa
security must rely on participants of the depository to exercise any of their
rights under the debt securities. Participants nust in turn rely upon the
procedures of the depository. Under current industry practice, if the owner of a
beneficial interest desired to take any action that the depository or its
nom nee woul d have the right to take as the holder of the global security, the
depository woul d authorize the participant to take such an action and the
partici pants woul d then authorize beneficial owners to do the sanme or woul d
otherwi se follow the instructions of the owner of the beneficial interest.

Unl ess stated otherwise in a prospectus supplenment, a global security
may only be transferred as a whole in the follow ng nmanner:

o] By the related depository to a nomi nee of such depository or by a
nom nee of such depository to such depository or any other nom nee
of such depository; or

o] By such depository or any such nomi nee to another depository for

such debt securities or its nomnee or to a successor of the
depository or a nonmi nee of such successor
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Under the follow ng conditions, debt securities represented by a gl oba
security may be exchanged for debt securities in certificate formin
denomi nati ons specified in the applicable prospectus suppl enent:

o] If the depository or each of Euroclear and C earstream Luxenbourg
notifies the Republic that it is unwilling or unable to continue as
depository or if the depository ceases to be a clearing agency
regi stered under applicable |aw and a repl acement depository is not
appoi nt ed;

o] The Republic decides not to have all of the debt securities of the
series represented by the global security;

o] If there is a continuing actual or potential event of default that
woul d al l ow the hol ders of the rel ated debt securities to declare
their principal and interest i mediately due and payabl e;

o] In such other events as may be specified in a prospectus
suppl ement .

Any debt security that is exchangeabl e under the above conditions may
be exchanged for debt securities in certificate formregistered in the nanes
speci fied by the depository. Debt securities that have been exchanged may be
presented for registration of transfer or exchange at the office of the fisca
agent in London or Luxenmbourg. Subject to the above, a global security is not
exchangeabl e, except for a global security or global securities of the same
aggregate denom nations to be registered in the name of the depository or its
nom nee.
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ENFORCEABI LI TY OF JUDGVENTS

It may be difficult for investors to obtain or enforce judgnents
agai nst the Republic. The Republic is a foreign sovereign. Foreign sovereigns
are generally immune fromlawsuits and fromthe enforcenent of judgments under
U S. law. Foreign sovereigns may waive this immunity and limted exceptions to
this rule are spelled out in the U S. Foreign Sovereign Imunities Act of 1976.

The Republic will be submtting to the jurisdiction of courts present
in New York City for |awsuits brought by investors on the debt securities. Thus
the Republic will specifically agree that these courts have the authority to try

a case against it for these specific actions.

In addition, the Republic will waive its right to claimimunity for
any |lawsuits brought by investors in courts present in New York City or in any
appropriate court in Hungary. This waiver of immunity will be linmted. Such a
wai ver will constitute only a limted and specific waiver for the purposes of
the debt securities and under no circunstances shall it be interpreted as a
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general waiver by the Republic or a waiver with respect to proceedi ngs unrel ated
to the debt securities. Further, the Republic will not agree to waive its right
to immnity with regard to

o] actions brought against the Republic under U S. federal securities
laws or any state securities |aws;

o] present or future "prenises of the nmission" as defined in the
Vi enna Convention on Diplomatic Relations signed in 1961

o] "consul ar premnises" as defined in the Vienna Convention on Consul ar
Rel ations signed in 1963;

o] any other property or assets used solely or mainly for officia
state purposes in the Republic or el sewhere; and/or

o] mlitary property or mlitary assets or property or assets of the
Republic related thereto.

Thus, the Republic may assert imunity to such actions. |nvestors may
have a difficult time nmaking any clains based upon such securities |aws or
enforcing judgnents agai nst the property described above.

Under Law Decree No. 13 of 1979 on International Private Law of the
Republic of Hungary, the parties may freely agree on a choice of a non-Hungarian
jurisdiction and of foreign law in comercial matters provided that there is a
substantial foreign element in their legal relationship. The agreed courts have
exclusive jurisdiction, unless otherw se provided by the parties.

Under Hungarian |law, a judgnment of a court established in a country
other than the Republic of Hungary may be enforced in the Hungarian courts, if:
(i) the jurisdiction of the foreign court is legitimte under the rules of
jurisdiction of Hungarian law, (ii) the decision is final under the foreign | aw
under which it was nmade; (iii) there is reciprocity between Hungary and the
state of the foreign court; and that (a) such judgnent does not contravene the
basic principles of public policy in the Republic of Hungary; (b) the losing
party or its representative had proper or tinely notice of the proceedings; (c)
the proceedi ngs in which the judgnent was made did not seriously breach genera
principles of Hungarian procedural rules; (d) litigation between the sanme
parties involving the sane dispute was not conmmenced in Hungary prior to the
initiation of the foreign litigation; and (e) Hungarian courts have not already
determined the matter (res judicata). However, Hungarian courts mnust recognize
and enforce judgnents of a foreign court chosen by the parties in a comerci al
matter (in Hungarian: vagyonjogi hatarozat) even if there is no reciprocity
bet ween Hungary and the state of the foreign court, provided that the choice of
forumby the parties is valid under the above-nenti oned decree.

Fol | owi ng the Republic's accession to the EU on May 1, 2004, Counci
Regul ati on 2001/ 44/ EC on jurisdiction and the recognition and enforcenment of
judgnments in civil and comrercial matters applies to judgnments and their
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enforcenment by and of courts in the Menber States of the EU

You should note that Hungary is a party to the New York Treaty on the
Recognition and the Enforcenent of Arbitration Awards, dated June 10, 1958, and
therefore the recognition and enforcenment of the arbitration awards obtained by
a hol der of a debt security in a country being a party to such treaty is
possi bl e in Hungary, provided that such forum has been chosen. No award will be
recogni zed and enforced however, if the provisions therein are contrary to
Hungari an public policy.

Due to the above rules on enforcenent, even if a U S. court were to
rule in an investor's favor, such an investor may have in certain cases a
difficult time collecting such anount in Hungary, the | ocation of nost of the
Republic's assets
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TAXATI ON

The foll owi ng describes certain anticipated tax consequences resulting
fromthe ownership of the debt securities. This summary does not cover all the
possi bl e tax consequences relating to the ownership of the debt securities and
is not intended as tax advice to any person. This description is based on |aws,
regul ations and interpretations as now in effect and avail able as of the date of
this prospectus. The |l aws, regulations and interpretations, however, may change
at any time, and any change coul d be retroactive to the date of issuance of the
debt securities.

HUNGARI AN TAXATI ON

Hungarian i ncone and withholding taxes will only apply to paynents on
the debt securities nade to hol ders who are residents of Hungary, or have
per manent establishnment in Hungary. Simlarly, only Hungarian residents or those
who have permanent establishment in Hungary will be subject to Hungarian taxes
on gains realized during a taxable year on a sale or redenption of the debt
securities.

UNI TED STATES FEDERAL | NCOMVE TAX CONSI DERATI ONS

The following is a summary of the principal U S federal incone tax
consequences of the acquisition, ownership and retirenent of debt securities by
a hol der thereof. This summary only applies to debt securities held as capital
assets and does not address, except as set forth below, aspects of U S. federa
i ncone taxation that nay be applicable to holders that are subject to special
tax rules, such as

0 financial institutions,
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o] i nsurance conpani es,

0 real estate investnent trusts,

o] regul ated i nvest nent conpani es,

o} grantor trusts,

(o} t ax- exenpt organi zati ons,

0 deal ers or traders in securities or currencies,

o] or to holders that will hold a debt security as part of a position
in a straddle or as part of a hedging, conversion or integrated
transaction for U S. federal incone tax purposes or that have a
functional currency other than the USD

Mor eover, this summary does not address the U S. federal estate and
gift tax or alternative mnimmtax consequences of the acquisition, ownership
or retirement of debt securities and does not address the U S. federal incone
tax treatment of holders that do not acquire debt securities as part of the
initial distribution at their initial issue price. Each prospective purchaser
shoul d consult its tax advisor with respect to the U S. federal, state, |oca
and foreign tax consequences of acquiring, holding and di sposing of debt
securities.

This summary is based on the Internal Revenue Code of 1986, as anended
exi sting and proposed Treasury Regul ati ons, adm nistrative pronouncenents and
judicial decisions, each as available and in effect on the date hereof. Al of
the foregoing are subject to change, possibly with retroactive effect, or
differing interpretations which could affect the tax consequences descri bed
herei n.

For purposes of this description, a U S. Holder is a beneficial owner
of debt securities who for U S. federal income tax purposes is:

0 a citizen or resident of the United States;

o] a corporation or partnership organized in or under the |laws of the
United States or any State thereof, including the District of
Col unbi a;

o] an estate the inconme of which is subject to U S. federal incone
taxation regardl ess of its source; or

o] a trust (1) that validly elects to be treated as a United States
person for U S. federal incone tax purposes or (2)(a) the
admi nistration over which a U S. court can exercise primry
supervi sion and (b) all of the substantial decisions of which one
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or nore United States persons have the authority to control.
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If a partnership (or any other entity treated as a partnership for U S.
federal income tax purposes) holds the debt securities, the tax treatnment of the
partnership and a partner in such partnership generally will depend on the
status of the partner and the activities of the partnership. Such partner should
consult its own tax advisor as to its consequences.

A Non-U. S. Holder is a beneficial owner of debt securities other than a
U. S. Hol der.

| NTEREST

Subj ect to the discussion bel ow under the caption "Debt Securities
I ssued with Original |Issue Discount,” if you are a U.S. Holder, interest paid to
you on a debt security, including any additional amounts, will be includible in
your gross income as ordinary interest income in accordance with your usua
met hod of tax accounting. In addition, interest on the debt securities will be
treated as foreign source incone for your U S. federal income tax purposes. A
U S Holder's ability to claimforeign tax credits is subject to various
limtations.

Subj ect to the discussion below under the caption "U. S. Backup
Wt hhol ding Tax and Information Reporting,” if you are a Non-U. S. Hol der
paynments to you of interest on a debt security generally will not be subject to
U S. federal inconme tax unless the incone is effectively connected with your
conduct of a trade or business in the United States.

SALE, EXCHANGE OR RETI REMENT

If you are a U S. Hol der, upon the sale, exchange or retirement of a
debt security you will recognize taxable gain or loss equal to the difference,
if any, between the anopunt realized on the sale, exchange or retirenent, other
than accrued but unpaid interest which will be taxable as such, and your
adjusted tax basis in the debt security. Your adjusted tax basis in a debt
security generally will equal the cost of the debt security to you, mnus any
anortized bond premi um and any cash payments of principal you may have received

Any such gain or loss will be capital gain or loss. If you are a non-corporate
U S. Holder, the maxi num margi nal U. S. federal income tax rate applicable to the
gain will be lower than the maxi mum marginal U S. federal incone tax rate

applicable to ordinary incone (other than certain dividends) if your hol ding
period for the debt securities exceeds one year. Any gain or loss realized on
the sale, exchange or retirenment of a debt security generally will be treated as
U S. source gain or loss, as the case may be. The deductibility of capital

| osses is subject to linmtations.

Subj ect to the discussion bel ow under the caption "U. S. Backup
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W thhol ding Tax and Information Reporting," if you are a Non-U. S. Hol der, any
gain realized by you upon the sale, exchange or retirenent of a debt security
generally will not be subject to U S. federal income tax, unless

o] the gain is effectively connected with your conduct of a trade or
business in the United States or

0 if you are an individual Non-U.S. Holder, you are present in the
United States for 183 days or nore in the taxable year of the sale,
exchange or retirenment and certain other conditions are net.

BOND PREM UM

If you purchase a debt security at a cost greater than its stated
redenption price at maturity (generally, the debt security's stated principa
anount), then you will have purchased the debt security at a premium |I|f you
purchase a debt security at a premum you may nake an el ection (applicable to
all debt instruments you hold or later acquire) to anortize such bond prem um as
an offset to interest income. The anount you rmay anortize is determn ned using
the constant yield nmethod over the remaining termof the debt security. However,
if the debt security may be optionally redeened after you have purchased it at a
prem um then special rules would apply that could result in a deferral of the
anortization of sonme bond premumuntil later in the termof the debt security.

DEBT SECURI TIES | SSUED W TH ORI G NAL | SSUE DI SCOUNT

In general, a debt instrunment will have original issue discount ("OD")
equal if its stated redenption price at maturity exceeds its issue price. The
mat erial tax considerations for any debt securities issued with OD w Il be set
forth in the applicable Prospectus Suppl enent.

| NDEXED DEBT SECURI TI ES AND DEBT SECURI TI ES THAT ARE DENOM NATED I N, OR UNDER
VWH CH AMOUNTS ARE PAYABLE I'N, MORE THAN ONE CURRENCY

The tax considerations regarding a debt security under which anmounts
are determ ned by reference to any index or that is denomi nated or payable in
nore than one currency wll depend on a nunber of different factors. Any
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material tax considerations relevant to U S. Hol ders of such debt securities
will be set forth in the applicable Prospectus Suppl enment.

U. S. BACKUP W THHOLDI NG TAX AND | NFORMATI ON REPORTI NG

A backup withholding tax and information reporting requirenents apply
to certain paynents of principal of, and interest on, an obligation and to
proceeds of the sale or redenption of an obligation, to certain noncorporate
hol ders of debt securities that are United States persons. The payor will be
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required to withhold backup withholding tax within the United States on a debt
security to a holder of a debt security that is a United States person, other
than an exenpt recipient, such as a corporation, if the holder fails to furnish
its correct taxpayer identification nunber or otherwise fails to conply with, or
establish an exenption from the backup w t hhol di ng requirenents. Paynents
within the United States of principal and interest to a hol der of a debt
security that is not a United States person will not be subject to backup

wi t hhol ding tax and information reporting requirenents if an appropriate
certification is provided by the holder to the payor and the payor does not have
actual know edge or a reason to know that the certificate is incorrect. The
backup withholding tax rate is 28% for years through 2010

In the case of paynments to a foreign sinple trust, a foreign grantor
trust or a foreign partnership, other than paynents to a foreign sinple trust, a
foreign grantor trust or foreign partnership that qualifies as a w thhol ding
foreign trust or a withholding foreign partnership within the neaning of the
applicable U S. Treasury Regul ations and paynents to a foreign sinple trust, a
foreign grantor trust or a foreign partnership that are effectively connected
with the conduct of a trade or business in the United States, the beneficiaries
of the foreign sinple trust, the persons treated as the owners of the foreign
grantor trust or the partners of the foreign partnership, as the case may be
will be required to provide the certification discussed above in order to
establ i sh an exenption from backup w thhol ding tax and informati on reporting
requi renments. Mreover, a payor may rely on a certification provided by a payee
that is not a United States person only if the payor does not have actua
know edge or a reason to know that any information or certification stated in
the certificate is incorrect.

EUROPEAN UNI ON TAX REPORTI NG AND W THHOLDI NG

The Counci| of the European Uni on approved, on June 3, 2003, Counci
Directive 2003/48/ EC regardi ng the taxation of savings incone (the "2003
Directive"). Under the 2003 Directive, if a paying agent for interest on debt
claimis resident in one nenber state of the European Union and an indivi dual
who is the beneficial owner of the interest is a resident of another nenber
state, then the former nmenber state will be required to provide information
(including the identity of the recipient) to authorities of the latter menber
state. "Paying agent"” is defined broadly for this purpose and generally includes
any agent of either the payer or payee. This requirement is subject to the right
of Bel gium Luxenbourg and Austria to opt instead to withhold tax on the
interest during a transitional period (initially at a rate of 15%but rising in
steps to 35% after six years).

The Council agreed on July 19, 2004, in Council Decision 2004/587/ EC
that the 2003 Directive will becone effective on July 1, 2005. However, this
effective date is contingent on certain non-menbers of the European Union
(Switzerland, Liechtenstein, Andorra, Mpnaco and San Marino), as well as
dependent and associated territories of the United Ki ngdom and the Netherl ands,
adopti ng equival ent neasures, including the option to apply w thhol di ng taxes,
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effective on the sane date. There is no assurance that all such non-nenbers and
territories will satisfy this condition. As a result, the effective date of the
2003 Directive may be del ayed, and no assurance can be given concerni ng whet her
or on what date the 2003 Directive will becone effective.

THE ABOVE SUMMARY |'S NOT | NTENDED TO CONSTI TUTE A COVPLETE ANALYSI S OF
ALL TAX CONSEQUENCES RELATI NG TO THE OMNERSH P OF DEBT SECURI Tl ES. PRCSPECTI VE

PURCHASERS OF DEBT SECURI TI ES SHOULD CONSULT THEI R OAN TAX ADVI SORS CONCERNI NG
THE TAX CONSEQUENCES OF THElI R PARTI CULAR SI TUATI ONS
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PLAN OF DI STRI BUTI ON
This summary plan of distribution will be supplenented by a description
of the particular offering and its terns and conditions in a prospectus
suppl ement i ssued for each series of the debt securities. Each such prospectus
suppl ement will include the follow ng i nformation:
o] Nanes and addresses of any underwriters or agents

0 Price of the debt securities

o] Net proceeds received by the Republic fromthe sale of the debt
securities

o] Di scounts or other conpensation to the underwiters

o] Di scounts or concessions nmade to deal ers

o] Security exchanges on which the debt securities may be |isted.

The Republic may sell the debt securities:

o] Thr ough underwriters or dealers

o] Directly to one or nore institutional purchasers or

o  Through agents.
BY UNDERWRI TERS

If underwiters are used in the sale, the debt securities will be
acquired by the underwiters for their own account. The underwiters nay resell
the debt securities fromtime to time in one or nore transactions, including

negoti ated transactions, either at a fixed public offering price or at varying
prices set at the tinme of sale. The debt securities nmay be offered to the public
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ei ther through underwiting syndicates represented by the managi ng underwriters
or directly fromsyndicate nenbers or designated deal ers. Unless the applicable
prospectus suppl ement states otherw se, certain conditions nmust be nmet before
the underwiters will be obliged to purchase the debt securities and, once any
debt securities are purchased, the underwiters nust then purchase all of the
debt securities offered in the prospectus supplenment. Any initial public

of fering price and discounts or concessions made to deal ers may be changed from
time to tine.

DI RECT SALES

The Republic may sell the debt securities directly to one or nore
institutional investors. In this case, no underwiters or agents woul d be
i nvol ved.

BY AGENTS

The Republic may sell the debt securities through agents. In this case
t he prospectus supplement will give the nane of the agents involved in the offer
and sale of the debt securities and the commi ssion the Republic will pay for the
agent's services. Unless the prospectus suppl enent indicates otherw se, the
agent will use its best efforts to solicit purchases during the time of its
appoi nt ment .

A prospectus supplenent may al so indicate that the Republic wll
aut hori ze agents, dealers or underwiters to solicit offers from specified
institutions to purchase the debt securities. These institutions would purchase
the debt securities at the public offering price given in the prospectus
suppl ement, plus accrued interest, on the basis of delayed delivery contracts
provi ding for paynent and delivery on one or nore specified dates in the future.
These contracts will be subject only to the conditions given in the prospectus
suppl ement, which would al so contain the conm ssion payable for solicitation

The Republic may have agreements with underwiters, dealers and agents
to indemify them against certain civil liabilities, including liabilities under
the United States Securities Act of 1933 or to contribute to any paynments that
the underwiters, dealers or agents nmay be required to nake. Underwiters and
agents may al so engage in transactions with or performservices for the Republic
in the ordinary course of their business.

Each series of the debt securities will be a new issue of the debt
securities with no established trading markets. Underwiters, dealers and agents
may, but need not, nake a market in the debt securities and may di scontinue
mar ket making at any tinme w thout notice. Neither the Republic nor any
underwiters, dealers or agents can give any assurance as to the liquidity of
the trading market for the debt securities.
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VALI DI TY OF THE SECURI TI ES

Certain legal matters with respect to the debt securities to be offered
wi Il be passed upon on behalf of the Republic by the Legal Departnent of the
CGover nment Debt Managenment Agency, and by White & Case LLP, New York, New York,
special United States counsel for the Republic, and, if sold to or through
underwiters, will be passed upon for such underwiters by their United States
counsel to be named in the prospectus or prospectus supplenments thereto. Al
statenents in this prospectus with respect to matters of the | aw of Hungary have
been passed upon by the Legal Departnent of the Governnent Debt Managenent
Agency. In rendering its opinion, such United States counsel will rely as to al
matters of the |aw of Hungary upon the opinion of the Legal Departnent of the
Cover nment Debt Management Agency.

AUTHORI ZED AGENT I N THE UNI TED STATES

The aut horized agent of the Republic in the United States is the
Enbassy of the Republic of Hungary, Ofice of the Trade Conmi ssioner, 150 East
58th Street, 33rd Floor, New York, New York 10155

OFFI CI AL STATEMENTS AND DOCUMENTS

The information set forth herein relating to the Republic of Hungary
has been reviewed by Dr. Tibor Draskovics in his official capacity as the
M ni ster of Finance and is included herein on his authority.

The information for which the National Bank of Hungary has been cited
as the source was provided by the National Bank of Hungary. The information for
which the Mnistry of Finance is cited as the source was provided by the
M nistry of Finance of the Republic. The information for which the Governnent
Debt Managenent Agency is cited as the source was provided by the Governnent
Debt Managenent Agency.

FURTHER | NFORMATI ON

Regi stration statenments, as they may be anended fromtime to tine,
relating to the debt securities, on file at the SEC, contain further
informati on. The SEC maintains an Internet site that contains reports and ot her
information regarding issuers that file electronically with the SEC. The address
for the SEC Internet site is http://ww.sec.gov. W filed the registration
statenents and post-effective amendnent No. 1 with the SEC in paper form and we
filed post-effective amendnent No. 2 with the SEC el ectronically.
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I NDEX TO TABLES AND SUPPLEMENTARY | NFORMATI ON

External Debt of the Republic and the Hungarian National Bank as at June 30, 2004 ..........
Internal Debt of the Republic as at June 30, 2004 . ... ... .. e e
Cuarantees provided by the Republic as at June 30, 2004 .. .. ... . . . i,
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TABLES AND SUPPLEMENTARY | NFORVATI ON

EXTERNAL FUNDED CONVERTI BLE CURRENCY DEBT
OF THE BANK AND THE REPUBLI C
(As of June 30, 2004)

YEAR
I NTEREST = -mmmmmimmm e e e e oo o ORI G NAL

TI TLE RATE (% | SSUE MATURI TY( 1) AMOUNT CONTRACTED
A.  NATI ONAL BANK OF HUNGARY
1. U S. DOLLAR DEBT
a. Bonds
UusbBond ............. 8. 875 1993 2013 UsD 200, 000, 000

Tot al

(1) In certain cases, this colum refers to the dates of schedul ed install nment
paynents. Any such paynments made prior to June 30, 2004 are reflected as
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the difference between the amounts in the colums titled "Origi nal Anbunt
Contracted” and "Principal Anobunt Qutstanding".

b. Swap Arrangenents

USD/JPY ... ... ....... 10. 765 1995 2005
USDYEUR . ............. 10. 765 1999 2005
USD)EUR . ............. 10.71 1999 2005
USDYJPY ... ... ....... 10. 71 1995 2005
USDY JPY .. ... oot Fl oati ng 2004 2007
USDIJPY . ... .......... Fl oati ng 1995 2007
USDPEUR .............. Fl oati ng 1997 2007
USDEUR .............. Fl oati ng 1999 2007
USD)EUR . ............. 8.875 1999 2013
USDPEUR .............. 6. 500 1999 2006
USDYEUR . ............. 6. 500 1999 2006
USD)EUR . ............. 6. 500 1999 2006
USDPEUR .............. 6.571 2004 2004- 11
USDYEUR . ............. 7.334 1999 2000- 12
USDPEUR .............. 6. 226 1999 2000- 13
USDFEUR .............. 6. 400 1998 2002-10
USD)EUR . ............. 6. 400 1999 2002- 10
USDPEUR .............. 6.434 2000 2000- 05
Tt Al L

2.  EURO DEBT

a. Bonds( 2)

DEM Bond ............. 4.625 1998 2005 DEM 500, 000, 000

(2) This bond/loan was denom nated in Deutsche marks, but it is being repaid in
Eur o.
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T-1
YEAR
| NTEREST =~ ---mmmmmmmmmm o o - ORI G NAL f
TI TLE RATE (% | SSUE MATURI TY( 1) AMOUNT CONTRACTED AMOUI

b. Swap Arrangenents

EUR'USD .......... 8. 030 1999 2005 EUR
EUR/USD .......... 7.938 1999 2005 EUR
EUR/JPY .......... 8. 435 1997 2005 EUR
EUR/ JPY .......... 8. 210 1997 2005 EUR
EURUSD .......... 8. 165 1997 2007 EUR
EUR'USD .......... 7.498 1999 2007 EUR
EUR/JPY .......... 8. 345 1997 2007 EUR
EUR/JPY .......... 8. 230 1997 2008 EUR
EUR/ JPY .......... 8.728 1997 2011 EUR
EURUSD .......... 7.030 1999 2013 EUR
EUR/CHF .......... 7. 255 2002 2005 EUR
BUR/CHF .......... 6. 203 2002 2005 EUR
EUR'USD .......... 4,215 1999 2006 EUR
EURUSD .......... 4.499 1999 2006 EUR
EUR'USD .......... 4. 680 1999 2006 EUR
EUR/CHF .......... 5. 383 2002 2007 EUR
EUR/CHF .......... 4.840 2002 2008 EUR
BUR/CHF .......... 5. 160 2002 2008 EUR
EUR/JPY .......... 3.917 2004 2009 EUR
EURFGBP .......... 4.495 2004 2014 EUR
EUR'USD .......... 6. 950 2004 2004- 11 EUR
EUR/USD .......... 5. 495 1999 2000- 12 EUR
EUR/USD .......... 4.433 1999 2000- 13 EUR
EURUSD .......... 5. 350 1998 2002- 10 EUR
EUR/USD .......... 4.723 1999 2002- 10 EUR
EUR'USD .......... 4. 300 2000 2000- 05 EUR
EUREUR .......... 8. 230 2000 2008 EUR
EUR/EUR .......... Fl oati ng 2000 2008 EUR
BEUR'EUR .......... 8.728 2000 2011 EUR
EUREUR .......... Fl oati ng 2000 2011 EUR
EUR/EUR .......... 7.030 2000 2013 EUR
EUREUR .......... Fl oati ng 2000 2013 EUR
EUR/EUR .......... Fl oati ng 2000 2005 EUR
EUR/EUR .......... 5. 975 2000 2005 EUR
EUREUR .......... Fl oati ng 2003 2005 EUR
EUR/EUR .......... 3. 642 2003 2005 EUR
EUR/EUR .......... Fl oati ng 2002 2010 EUR
EUREUR .......... 5.173 2002 2010 EUR
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EUR/EUR .......... 5.625
EURFEUR .......... Fl oati ng
EUREUR .......... 4. 500
EUREUR .......... Fl oati ng
EURFEUR .......... Fl oati ng
BEUREUR .......... 5. 280
EUR/EUR .......... Fl oati ng
EUREUR .......... 5. 368

2001
2001
2004
2004
2002
2002
2002
2002

2011
2011
2014
2014
2014
2014
2015
2015

TOTAL EURO DEBT . . . o e e
U S. DOLLAR EQUI VALENT . . . e e

| NTEREST
TI TLE RATE (%

3. POUND STERLI NG DEBT

a. Swap Arrangenents

T-2

ORI G NAL
AMOUNT CONTRACTED

TOTAL POUND STERLI NG DEBT . . . .. e e e e e
U S, DOLLAR EQUI VALENT . . e e e e e e

4. JAPANESE YEN DEBT

a. Bonds

JPY Bond ......... 6. 000
JPY Bond ......... 6. 750
JPY Bond ......... 6. 900
JPY Bond ......... 5. 000
JPY Bond ......... 6. 000

1995
1995
1995
1995
1995

2007
2005
2010
2005
2015
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JPY Bond ......... 5. 000
JPY Bond ......... 5. 200
JPY Bond ......... 5. 000
JPY Bond ......... 5. 200
b. Swap Arrangenents

JPY/USD .......... 6. 750
JPY/USD .......... 6. 750
JPY/EUR .......... 5. 200
JPY/EUR .......... 5. 000
JPY/USD .......... 6. 000
JPY/USD .......... 6. 000
JPY/EUR .......... 5. 000
JPY/EUR .......... 5. 000
JPY/EUR .......... 5. 200

JPY
JPY
JPY
JPY

30, 000, 000, 000
25, 000, 000, 000
25, 000, 000, 000
40, 000, 000, 000

TOTAL JAPANESE YEN DEBT . . . .. e e e e e
U S. DOLLAR EQUI VALENT . .. e e e

| NTEREST

TI TLE RATE (%
5. SW SS FRANK DEBT
a. Swap Arrangenents
CHF/EUR .......... 5.625
CHF/EUR .......... 4.750
CHF/EUR .......... 4.000
CHF/EUR .......... Fl oati ng
CHF/EUR .......... 3.375

1995 2007
1995 2005
1995 2008
1996 2011
1995 2005
1995 2005
1997 2005
1997 2005
2004 2007
1995 2007
1997 2007
1997 2008
1997 2011
T-3
YEAR

| SSUE MATURI TY( 1)
2002 2005
2002 2005
2002 2007
2002 2008
2002 2008

ORI G NAL
AMOUNT CONTRACTED

Tt Al L e
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TOTAL SWSS FRANK DEBT ............ ... ...
U S, DOLLAR EQUI VALENT .............. .. ... ... ....

NATI ONAL BANK OF HUNGARY

Total External Funded Convertible Currency Debt ........ ... . . . .. . . . ...
T-4
YEAR
| NTEREST =~ - mmmmimmmmie e e oo - ORI G NAL
TI TLE RATE (% | SSUE MATURI TY( 1) AMOUNT CONTRACTED

B. REPUBLI C OF HUNGARY
1. U S. DOLLAR DEBT
a. Worl d Bank
4113HU ... ... MT( 3) 1996 2006- 11 usD 7, 750, 000
4275HU ... 6. 4% 1998 2010 uUsD 150, 000, 000

TOt Al .
(3) Miltiple tranches - different fixed rates
b. El B
Air Traffic

Services ....... mr 1992 2005 ECU 20, 000, 000
Roads | ........... Mr 1992 2012 ECU 50, 000, 000
Roads Il .......... mr 1993 2013 ECU 72,000, 000

TOt Al .
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c. Bonds
USD Bond .......... 6. 500% 1999 2006 UsD 750, 000, 000 UsD
USD Bond .......... 2. 750% 1975 2027 UsD 669, 500 UsD

Tt Al . e e UsD
TOTAL U. S. DOLLAR DEBT .. ittt i e e e e e e e e e e e e s e UsD
2. EURO DEBT
a. Worl d Bank
3549HU . ........ ... MT 1993 2007 UsD 90, 000, 000 EUR
3596HU . ........... MT 1993 2008 UsD 132, 000, 000 EUR
3597HU . ........... MT 1993 2006 UsD 91, 000, 000 EUR
3635HU ............ MT 1993 2008 UsD 29, 000, 000 EUR
4230HU ............ Mr 1997 2010 DEM 69, 000, 000 EUR
4287HU .. ... ... .. MT 1998 2007 DEM 263, 000, 000 EUR

Tt Al L e e EUR

T-5
YEAR
| NTEREST =~ @ - ---mmmmmmmmme e oo - ORI G NAL I
TI TLE RATE (% | SSUE MATURI TY( 1) AMOUNT CONTRACTED AMOUI

b ElI B
Railways | ........ MT 1998 2017 EUR 60, 000, 000 EUR
Rai lways |-B ...... Fl oati ng 2001 2012 EUR 40, 000, 000 EUR
Railways I1-B ..... Fl oati ng 2001 2013 EUR 90, 000, 000 EUR
Railways 11 ...... Fl oati ng 2002 2014 EUR 40, 000, 000 EUR
Railways IV ....... - 2003 - EUR 170, 000, 000 EUR
Envi ronment ....... 4.67% 2001 2013 EUR 43, 000, 000 EUR
Environnment 11 .... Fl oati ng 2002 2014 EUR 80, 000, 000 EUR
Environnent |11 ... 4. 49% 2003 2014 EUR 45,900, 000 EUR
Fl ood protection .. Fl oati ng 2001 2012 EUR 60, 000, 000 EUR
Roads 11 ......... Fl oati ng 2002 2014 EUR 75, 000, 000 EUR
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Roads IV .......... Fl oati ng 2003 2014 EUR 190, 000, 000
Ot Al L e
c. Bonds
EUR Bond .......... 4. 375 1999 2009 EUR 500, 000, 000
EUR Bond .......... Fl oati ng 1999 2005 EUR 1, 000, 000, 000
EUR Bond .......... 5.625 2001 2011 EUR 1, 000, 000, 000
EUR Bond .......... 4.500 2003 2013 EUR 1, 000, 000, 000
EUR Bond .......... 4. 000 2003 2010 EUR 1, 000, 000, 000
EUR Bond .......... 4,500 2004 2014 EUR 1, 000, 000, 000
TOt Al L
d. O her | oans raised

Counci | of Europe
Devel opnent Bank

loans .......... Var i ous 1999- 03 2009- 13 EUR 183, 500, 000
EBRD |oans ........ Fl oati ng 2003 2014 EUR 4,739, 006
KfWDEM | oan ...... 6. 0583 1999- 00 2015 DEM 120, 000, 000
KFWEUR loan ...... 5.715 2000 2008 EUR 71, 600, 000
Syndi cated | oan ... Fl oati ng 1999 2004 EUR 400, 000, 000
Syndi cated | oan ... Fl oati ng 2003 2008 EUR 500, 000, 000

TOt Al L
e. O her | oans assuned
El B/ Rai | ways

I-A........... Var i ous 2002 2015 EUR 40, 000, 000
El B/ MB Tol |

Motorway ....... MT 2002 2015 EUR 49, 599, 224
DEMloans ......... Vari ous 2000, 02 2005- 06 DEM 66, 596, 000
EUR loans ......... Vari ous 2001- 04 2006- 18 EUR 416, 620, 707

Tot Al . e

TOTAL EURO DEBT . . . .o e e e e
U S. DOLLAR EQUI VALENT . . . e e
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YEAR
| NTEREST =~ c-mmmem e e e o - ORI G NAL I
TI TLE RATE (% | SSUE MATURI TY( 1) AMOUNT CONTRACTED AMOUI
3. POUND STERLI NG DEBT
a. Bonds
GBP Bond ............. 5. 500 2004 2014 GBP 500, 000, 000 GPB
GBP Bond ............. 2.750 1968 2018 GBP 1, 889, 700 GPB
Tt Al . e &BP
TOTAL POUND STERLI NG DEBT . . .t ittt e e e e e e e e GBP
U . S. DOLLAR EQUI VALENT . . . e e e UsD
4, JAPANESE YEN DEBT
a. Bonds
JPY Bond ............. 1.09% 2004 2009 JPY 50, 000, 000, 000 JPY
TOt Al L JPY
TOTAL JAPANESE YEN DEBT . .. i e e e e e e e e e JPY
U S, DOLLAR EQUI VALENT . . e e e e e e e e UsD
5. SW SS FRANC DEBT
a. Loans assuned
EURCFI VA
loans ............. Fl oati ng 2002 2002- 08 CHF 126, 050, 000 CHF
Tt Al L e CHF
TOTAL SW SS FRANK DEBT .. ottt e e e e e e e e e e e e e e CHF
U . S. DOLLAR EQUI VALENT . . .o e UsD
REPUBLI C OF HUNGARY
Total External Funded Convertible Currency Debt ........ .. . . . . . . .. .. usbD
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TOTAL EXTERNAL CONVERTI BLE CURRENCY FUNDED DEBT OF
THE BANK AND OF THE REPUBLI C(4) . .. ittt e e e e usb

Source: National Bank of Hungary and Governnent Debt Managenent Agency

(4) Al totals calculated on the basis of exchange rates as of June 30, 2004.

T-7

TABLES AND SUPPLEMENTARY | NFORVATI ON

| NTERNAL DEBT OF THE REPUBLI C
(As of June 30, 2004)

YEAR ORI G NAL
I NTEREST =~ -----mmmmmmmme i oo - AMOUNT
TI TLE RATE (% | SSUE MATURI TY CONTRACTED
(HUF
1. LOANS FROM THE BANK FCOR THE PURPCSE
OF:

a. Central Budget:

Consolidation up to 1981 ............. 1991 1996- 05 HUF 281, 217.

Consolidation 1982 to 1990 ........... (1) 1991 1996- 04 HUF 161, 364.

1991 1991 1999- 05 HUF 60, 000.
b. 1991 Current Account ................. (1) 1991 1999- 05 HUF 40, 000.
c. Enterprises acquisition - - HUF ((
d. Miltilateral Devel opment Banks

capital contribution ................. (1) 1992 1998- 08 HUF 6, 621.
e. State Developnent Institute | oan

assunption ......... ... (1) 1992 1993- 08 HUF 249, 123.
f. Budgetary institutions ............... 1992 1993- 06 HUF 1, 740.

TOTAL LOANS FROM THE BANK . . . .. e e

2. LOANS FROM COMMERCI AL BANKS TO LOCAL
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i
debt

GOVERNMENTS DUE TO REMUNERATI ON OF
CIVIL SERVANTS(2) . .'vveinnn.,

LOANS TO HUNGARI AN STATE RAI LWAYS
ASSUVMED BY THE GOVERNMENT THROUGH
THE CENTRAL BUDGET IN 2002 .......... Fl oati ng

LOANS FROM THE BANK DUE TO NET
FOREI GN CURRENCY LOSSES .............

LOANS TAKEN OVER FROM THE ROAD FUND
IN 1999 ... ... .. . Fl oati ng

OTHER LOANS TAKEN OVER AT THE END OF
2002 .. Fl oating

OTHER LOANS TAKEN OVER I N 2004 ....... Fl oati ng

HUNGARI AN TREASURY BONDS FCOR THE
PURPOSE OF

Central Budget:

Consol i dation of 1984-1986............

Commerci al banks initial capital .....

Fi xed
1991-04 Central Budget ............... Fl oati ng
Ex-Housing Loans ..................... Fl oati ng
Housing Loans .............. ... ... .... Fl oati ng
Purchase of net rouble receivables
held by the Bank .................... 8.4
Loan Consolidation Program and Bank
Consolidation Program............... Fl oati ng
Hi gher Educati on (Expo)
Securitization of non-interest bearing
outstanding to the Bank ............. Fl oati ng
T-8
| NTEREST
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2002

1999

2002

2004

1991- 04
1989
1992
1992

1993- 96

1994- 96

2006, 07, 08

2002- 06

2003-16

2014

2004- 20
2004
2016

2002, 07, 12

2013-16

2004- 26

HUF

HUF

HUF

HUF

HUF
HUF
HUF
HUF

HUF
HUF

HUF

23, 700.

21, 154.

177, 836

12, 512.

19, 100
83, 200.

48, 300.

395, 000

417, 110

ORI G NAL
AMOUNT
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TI TLE RATE (% | SSUE MATURI TY

TOTAL HUNGARI AN TREASURY BONDS

9.

10.
a.
b.

TOTAL HUNGARI AN TREASURY BI LLS

TOTAL REPUBLI C | NTERNAL DEBT
U S. DOLLAR EQUI VALENT( 3)

Soci al Security Fund Bonds assuned by

the Central Budget .................. Fl oati ng 1994 2004
Bonds given to the Hungarian

Privatization and State Hol di ng

CoNPaNY ... Fl oati ng 1998, 2002 2006- 10
Bonds given to the Postabank by ...... Fl oati ng,

Consolidation ....................... Fi xed 1998 1999- 08
Bonds gi ven to the Hungarian

Devel opment Bank Ltd. ............... Fi xed 2002 2003-11

SCCI AL SECURITY FUND BONDS ........... 1993-94 2003- 04

HUNGARI AN TREASURY BI LLS
Fixed interest rate ................. 6.5-11 Vari ous 360- 720 days
Discount .......... ..., Vari ous Vari ous 42- 364 days

Source: Covernnent Debt Managenent Agency

(1)

(2)
(3)

Loans fromthe Bank to the Republic bear interest 3 nonth T-Bills. The
interest, which the Bank can change fromtine to time, was 11, 41% at June
30, 2004.

These obligations to commercial banks have been assuned by the government
through the Central Budget.

Al totals calculated on the basis of exchange rates as of June 30, 2004.
The exchange rate was 208, 76 HUF/ USD at June 30, 2004.

T-9
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TABLES AND SUPPLEMENTARY | NFORMVATI ON

GUARANTEES PROVI DED BY THE REPUBLI C
(As of June 30, 2004)

REPUBLI C GUARANTEED DEBT | N FORElI GN CURRENCY
(EXPRESSED | N USD EQUI VALENTS) (1)

Loans raised frominternational financial institutions ..............
Guarantees for Vari OUS PUIMPOSES . vt ittt ittt e e
Quarantees based on | aw . ... . . e

TOTAL GUARANTEES IN FOREIGN CURRENCY .. ...... ... . ..

REPUBLI C GUARANTEED DEBT | N HUF

CGuarantees for vari OUS PUIMPOSES . ..ttt ettt e e e e
CGuarantees based On law .. ... ..

TOTAL GUARANTEES I N HUF ..ottt e e e e e e
USD EQUIVALENT( L) .. vvoe et e e e e e e

TOTAL REPUBLI C FOREI GN CURRENCY

AND HUF GUARANTEES . . . . . . e e

Sour ce: Governnent Debt Managenent Agency

(1) Calculated on the basis of exchange rates as of June 30, 2004.
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You should rely only on the information contained or incorporated by
reference in this prospectus. W have not authorized anyone to provide you with
information that is different fromwhat is contained in this prospectus. You
shoul d not assunme that the informati on contained in this prospectus is accurate
as of any date other than the date of this prospectus. This prospectus is not an
offer to sell or a solicitation of an offer to buy any of our debt securities in
any jurisdiction in which such offer or solicitation would be unlawful.

[ NATI ONAL SYMBOL OF HUNGARY]

REPUBLI C OF HUNGARY

Pr ospect us
Dat ed November 12, 2004

PRI NCI PAL OFFI CE OF
AUTHORI ZED AGENT IN THE UNI TED STATES CF
THE REPUBLI C OF HUNGARY

Enbassy of the Republic of Hungary

O fice of the Trade Conmi ssi oner

150 East 58th Street, 33rd Fl oor
New Yor k, NY 10155

FI SCAL AGENT, PRI NCI PAL PAYI NG AGENT, TRANSFER AGENT AND REG STRAR
Citi bank, N. A

5 Carnelite Street
London ECAY OPA
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LUXEMBOURG PAYI NG, TRANSFER AND STOCK EXCHANGE LI STI NG AGENT

Deut sche Bank Luxenmbourg S. A
2 Boul evard Konrad Adenauer
1115 Luxenbourg

To the Republic of Hungary
as to United States Law

Wiite & Case LLP
1155 Avenue of the Anmericas
New Yor k, NY 10036

To the Underwriters
as to United States Law

Cravath, Swaine & Mbore LLP
Wor | dwi de Pl aza
825 Ei ghth Avenue
New Yor k, NY 10019-7475

[ Nati onal

LEGAL ADVI SCRS

CGover nment

Dr.

Synbol

To the Republic of Hungary
as to the Law of Hungary
Legal Departnent of the

Debt Managenent Agency
Csal ogany utca 9-11

H 1027 Budapest, Hungary

To the Underwiters
as to the Law of Hungary

Eva Hegedus in association with
Allen & Overy LLP
Madach Trade Center
Madach Inre utca 13-14
H 1075 Budapest, Hungary

of Hungary]
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