
   

Notice on the terms and conditions of the three-year floating rate forint 
interest rate swaps conditional on lending activity 

I. Description of the transaction and access conditions 

In order to reduce credit risk and boost economic growth through lending to SMEs, in 2016 the 

Magyar Nemzeti Bank (MNB) will launch its Market-Based Lending Scheme (MLS) designed to help 

banks change over to market-based financing. As part of the MLS the MNB will introduce an 

interest rate swap conditional on lending activity (LIRS), which is expected to promote lending 

through managing banks' interest rate risks arising from lending to SMEs, through the partial 

assumption of such risks by the MNB.   

Under the facility, the MNB pays the six-month BUBOR interest rate based on the interest rate 

computation algorithm of the actual number of days/360 to the Counterparty during the six-

month interest period, while the Counterparty pays the annual fixed interest rate defined in the 

transaction based on the interest rate computation algorithm of the actual number of days/365 to 

the MNB.  Within the framework of the LIRS transaction all mutual obligations between the MNB 

and the Counterparty applying to the same value date will be offset and settled on a net basis by 

paying the resulting balance only. The MNB computes the floating interest rate for the first period 

by interpolating the value of the two nearest BUBOR reference interest rates prevailing on the 

transaction date bracketing the term of the first period. 

The MNB will conduct variable-price tenders with T+2 value date.  

The MNB defines a minimum fixed interest rate for specific tenders and publishes the announced 

quantity. Following the submission of bids, the MNB is entitled to define the accepted quantity, 

which may diverge upwards or downwards from the announced quantity. If the accepted quantity 

is lower than the amount of bids submitted, the MNB decides on the acceptance of bids after 

ranking them by interest rate.  If the satisfaction of all bids linked to the lowest eligible fixed rate 

exceeds the accepted quantity, the MNB will satisfy these bids based on the rules of card 

allocation in units of HUF 10 million until the maximum accepted quantity is reached.  

The tenders are open to resident credit institutions (Counterparties) subject to reserve 

requirements with direct VIBER or BKR membership with the exception of the Hungarian 

Development Bank Plc. and the Hungarian Export-Import Bank Plc., as specialised credit 

institutions pursuing special activity. By participating in the tenders the Counterparty undertakes 

to comply with the condition pertaining to net lending to micro, small and medium-sized non-

financial enterprises during the term of the transaction in each calendar year, that is, in line with 

the interest rate swap volume used during the term of the LIRS, it ensures in each calendar year 

that the value of the reference credit aggregate indicator, based on the formula below, reaches 25 

per cent of the nominal value of the used LIRS.  
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where 

Trt-n: The balance of the loans disbursed to micro, small and medium-sized 

enterprises during the period preceding the reference period by n months and 

repaid by them during the same period, based on reports 7HT, 7HA, 7HB and the 

consolidated version of the same reports.  n=0,1,2,…,11. t= December of the 

respective calendar year. 

Elt-n: Gross value of the performing outstanding lending to micro, small and medium-

sized enterprises, sold n months before the reference period based on reports 7HT, 

7HA, 7HB and the consolidated version of the same reports.  n=0,1,2,…,11. t= 

December of the respective calendar year.  

In order to eliminate the exchange rate effect, the forint equivalent of the 

disbursements, repayments and sold items denominated in foreign currency is 

calculated at the same exchange rate, which is achieved by dividing it with the 

average (quarterly) exchange rate applicable to the reporting period and multiplying 

it with the average exchange rate of the first quarter of the given calendar year. 

NHPt-n: The volume of loans disbursed to micro, small and medium-sized enterprises 

n months before the reference period within the framework of the Funding for 

Growth Scheme and the Funding for Growth Scheme + based on report AL8.  

n=0,1,2,…,11. t= December of the respective calendar year. 

The MNB verifies compliance with the above criteria annually in retrospect, based on reports 7HT, 

7HA, 7HB and their consolidated version, as well as on report AL8. The first verification will be 

performed in February 2017. During verification the MNB will check the percentage rate of the 

Counterparty's compliance with the growth criterion prescribed for net lending to micro, small and 

medium-sized enterprises, in the reference year preceding the verification. Upon non-compliance 

with the conditions the MNB is entitled to assess the external circumstances and the 

Counterparty's instrumentality. 

The above criteria must be satisfied on a consolidated basis; credit institutions forming part of the 

list of eligible MNB counterparties must satisfy the conditions jointly with their affiliates. Affiliates 

forming part of the list of eligible MNB counterparties must satisfy the above conditions jointly. In 

the case of credit institutions in which the Hungarian State has a qualifying holding, verification of 

compliance with the conditions of the central bank instruments will be performed in respect of the 

credit institution and its own affiliated companies. Cooperative credit institutions keeping their 

account with the Magyar Takarékszövetkezeti Bank Zrt. may participate in the compliance with the 

condition by forming a group with Takarékbank. Following verification of the given year the MNB 
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will notify the Counterparties that failed to comply with the conditions specified in this Notice, by 

the last working day of February. 

After the first auction to be held on 28 January 2016, the MNB will hold auctions every two weeks. 

The MNB undertakes to announce at least five auctions. The MNB is entitled to announce 

additional auctions beyond that date. The maturity of LIRS transactions concluded at any tender 

will be 28 February 2019. 

The Counterparty may terminate the LIRS transaction prior to maturity in full or in part with a 

value date of 28 February 2017 and 28 February 2018 (voluntary termination). The Counterparty 

must give advance notice to the MNB of its intention to close the transaction voluntarily by at 

least 6 working days before the closing date. The MNB provides an indicative valuation at the 

Counterparty’s request prior to the initiation of termination.  

If new lending by the Credit Institution does not reach at least 50 per cent of the undertaken level 

in the given calendar year, the MNB will regard the Credit Institution as ineligible to use the LIRS 

and it will close the LIRS transaction of the given Credit Institution in full (involuntary termination). 

In this case the MNB closes the full LIRS holding of the Counterparty, while the Counterparty shall 

pay a penalty to the MNB in line with the realised income content. The realised income content in 

respect of the previous calendar year (the ineligible period) shall be the value of the difference 

between the closing interest rate of the given transaction and the actual interest rate reached at 

the auction at the closing date, increased by the interest accrued on it at the base rate (net of 

capitalisation). 

𝑅𝑒𝑎𝑙𝑖𝑠𝑒𝑑 𝑖𝑛𝑐𝑜𝑚𝑒 𝑐𝑜𝑛𝑡𝑒𝑛𝑡 = −𝐹𝑉 (
𝐶𝐹𝑓𝑖𝑥𝑙𝑒𝑔,𝑖

𝑐𝑖
∗ 𝑠𝑖) 

Where  

ci  is the interest rate of the ith IRS' fixed rate leg in basis points 

si  is the difference between the interest rate of the ith IRS' fixed rate leg and the 

market reference rate prevailing at the start of the transaction, in basis points 

FV is the given amount increased by the prevailing central bank base rate from the 

due date until the value date of the closing 

CFfixleg,i  is the cash flow of the ith IRS' fixed rate leg already occurred in the given year. 

 

The MNB calculates the closing value of the LIRS based on the following formula: 

𝐶𝑙𝑜𝑠𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒 =
𝑁𝑃𝑉𝑓𝑖𝑥𝑙𝑒𝑔,𝑖

𝑐𝑖
∗ (𝑐𝑖 + 𝑠𝑖) + 𝑁𝑃𝑉𝑓𝑙𝑜𝑎𝑡𝑙𝑒𝑔,𝑖 

Where  

ci  is the interest rate of the ith IRS' fixed rate leg in basis points 
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si  is the difference between the interest rate of the ith IRS' fixed rate leg and the 

market reference rate prevailing at the start of the transaction, in basis points 

NPVfixleg,i  is the present value of the ith IRS' fixed rate leg 

NPVfloatleg,i  is the present value of the ith IRS' floating rate leg 

If new lending by the Counterparty reaches 50 per cent of the undertaken level, but falls short of 

100 per cent, the MNB regards the Counterparty as partially ineligible to use the LIRS. In this case 

the Counterparty shall pay a penalty to the MNB corresponding to the undue realised income 

content, being the product of the full realised income content and the ineligibility ratio. Upon 

verifying compliance with the conditions of the LIRS transaction, the MNB defines the 

Counterparty's ineligibility ratio. The ineligibility ratio shows the degree of the shortfall in the 

Counterparty's actual net lending in the given calendar year of the net lending value it has 

undertaken by concluding the LIRS transaction (stipulating that the ratio is not negative and may 

not exceed 100 per cent): 

𝐼𝑛𝑒𝑙𝑖𝑔𝑖𝑏𝑖𝑙𝑖𝑡𝑦 𝑟𝑎𝑡𝑖𝑜 =
(𝐿𝐼𝑅𝑆𝑡 ∗ 0.25) − 𝐼𝑛𝑑𝑖𝑐𝑎𝑡𝑜𝑟𝑡

(𝐿𝐼𝑅𝑆𝑡 ∗ 0.25)
 

Where 

LIRSt: The nominal value of the LIRS holding outstanding at the end of the given period. t = 

December of the calendar year. 

The Counterparty shall pay the penalty to the MNB by authorising the MNB to debit the 

Counterparty's settlement bank account – subject to prior notice to the Counterparty – within 30 

days from the assessment of the penalty. If the Counterparty's MNB forint settlement account 

does not provide sufficient cover for the debit entry, the MNB shall – without the Counterparty's 

separate request, but subject to simultaneous notification – shall provide the Counterparty with 

an overdraft up to the required amount. The repayment of this overdraft shall become due 

simultaneously with the disbursement. The interest rate on this overdraft shall be the double of 

the prevailing central bank base rate; the MNB charges no default interest on the overdraft.  

The MNB maintains a margin account for the Counterparty and evaluates the transactions 

concluded in the context of tenders daily.  The MNB offsets the potential future adverse shift in 

the value of the LIRS transactions through the margin account.  

The Counterparty's margin account balance must correspond to the amount calculated as follows: 

the MNB manages the future potential valuation changes by the initial margin part and the 

actually incurred valuation changes by the variation margin part. The initial margin values – 

applicable to the remaining term of the transactions – are summarised in the table below. 
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Initial margin value of the LIRS transactions 

Maturity Margin % 

0-1 year 0.5 

1-2 years 1 

2-3 years 2 

 

The margin is calculated based on the following formulas: 

𝑀𝑖 =
𝑁𝑃𝑉𝑓𝑖𝑥𝑙𝑒𝑔,𝑖

𝑐𝑖
∗ (𝑐𝑖 + 𝑠𝑖) + 𝑁𝑃𝑉𝑓𝑙𝑜𝑎𝑡𝑙𝑒𝑔,𝑖 + 𝑁𝑖 ∗ ℎ𝑖  

𝑀 = ∑ 𝑀𝑖

𝑖

 

where 

M  is the margin account balance expected in the context of the IRS, by Counterparty 

Mi  the margin account balance part expected in the context of the ith IRS  

NPVfixleg,i  is the present value of the the ith IRS' fixed rate leg 

ci  is the interest rate of the ith IRS' fixed rate leg in basis points 

si  is the difference between the interest rate of the ith IRS' fixed rate leg and the 

market reference rate prevailing at the start of the transaction, in basis points 

NPVfloatleg,i  is the present value of the the ith IRS' floating rate leg 

Ni  is the nominal value of the ith IRS 

hi  is the multiplier applicable to the maturity of the ith IRS, which may take the values 

shown in the table above. 

II. Detailed parameters and technical criteria 

Type of transaction 
Three-year floating rate forint interest rate swap conditional on 

lending activity (LIRS) 

Date, place and contents of 

notice/invitation 

The MNB will announce the tender on Reuters NBH0 and 

Bloomberg NBH5 at 12:00 pm on the tender day. The first auction 

will be held on 28 January 2016. The invitation defines the 

transaction date, the minimum eligible fixed rate, the spread on 

the floating interest rate applied in the transaction, the floating 

interest rate of the first period, the announced quantity and the 

interest rate applicable upon the termination of transaction.  
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Eligible counterparties 

Resident credit institutions subject to reserve requirements with 

direct VIBER or BKR membership, committing to the terms set out 

herein by participating in the tender. The Hungarian Export-Import 

Bank Plc. and the Hungarian Development Bank Plc. do not qualify 

as eligible counterparties. 

Maturities Defined in the tender notice. 

Proposed by Counterparty 

Business hours for 

receiving bids On tender days between 12:00 pm and 1:00 pm   

Content and formal 

requirements for the bids 

Bids can be submitted via Reuters Dealing platform or, 

alternatively, by fax, specifying the nominal forint value of the 

requested interest rate swap and the offered interest rate 

specified as a percentage rounded to the second decimal place 

Number of bids accepted 

from any bidder 
3 

Offer limit 
At least HUF 100 million per bid, as an integer multiple of HUF 10 

million 

Corrections 
The last bid is valid among the amended bids submitted within the 

window of acceptance. 

Bid increment HUF 10 million 

Date and place of 

announcements 

On the day of the tender at 2:00 pm on Reuters' NBH0 and 

Bloomberg's NBH5 

Contents of the 

announcement 

Amount of the bids submitted, amount of the bids accepted, 

average accepted fixed rate, minimum accepted fixed rate and 

maximum accepted fixed rate 

Time of daily revaluation 

and margin account 

transactions 

Published: Until 4:00 pm on the transaction day and until 12:00 

pm on all other trading days. Counterparties are notified via a 

SWIFT message. Time of account transactions: Between 12:00 pm 

and VIBER closing. 

The "Terms and Conditions of the Operations of the Central Bank in Forint and Foreign Currency 

Markets" shall govern any matters not regulated herein. 

 


