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Introduction

11 HUNGARY

Hungary was the first country in Central and Eastern Europe to apply for membership of the EU, has been

one of the founding members of the Visegrad Group, which was formed in 1991, further has been a member
of the OECD since 1996 and a full member of the NATO since 1999, joined the EU on May 1, 2004 and

became a member state of the Schengen Area in 2007.

KEY FACTS
Location:

Official name:
Capital:

Area:

Population:
Currency:
Composition of GDP:
Largest towns:

Time zone:

Ethnic groups:

Religions:

Climate:

Geography:

Terrain:
Highest point:

Lowest point:

Main rivers and lakes:

Natural resources:
Land use:
Irrigated land:

Environment:

Per capita GDP:

East-Central Europe

Republic of Hungary (official name will be ‘Hungary’ beginning with January 1, 2012)
Budapest

93.030 sq km

9.964.000 (September 2011)

Forint (HUF) - Official exchange rates

agriculture: 3.2%; industry: 31.9%; services: 65% (2008)

Debrecen, Miskolc, Szeged, Pécs, Gy6r, Székesfehérvar

GMT + 1 hour
Hungarian (96.9%),
Croatian (0.2%), other (0.2%)

Roman Catholic (51.9%), Calvinist (15.9%), Lutheran (3%), Greek Catholic (2.6%),
other Christian (1%), other or unspecified (11.1%), unaffiliated (14.5%)

temperate; cold, cloudy, humid winters; warm summers

Roma (1.9%), German (0.6%), Slovakian (0.2%),

landlocked; strategic location astride main land routes between Western Europe and
Balkan Peninsula as well as between Ukraine and Mediterranean basin; the north-
south flowing Duna (Danube) and Tisza Rivers divide the country into three large
regions

mostly flat to rolling plains; hills and low mountains on the Slovakian border

Kékes (1,014 meters)

Gyalarét (75.5 meters)

Danube, Tisza, Lake Balaton, Lake Velence and Lake Neusied! (Lake Fert6)

bauxite, coal, natural gas, fertile soils, arable land

arable land: 49.58%, permanent crops: 2.06%, other: 48.36% (2005)

2,300 sq km

large ongoing investments to upgrade Hungary's standards in waste management,
energy efficiency, further air, soil and water pollution to meet EU requirements

USD 20,046 (2010, at purchasing power parity)


http://english.mnb.hu/engine.aspx?page=napiarfolyamok

& a
wv ECOVIS

How to start Business in Hungary

Public holidays:
e January 1 (New Year)
e March 15 (anniversary of the 1848/49 revolution and war of independence)
e Easter Sunday and Monday
e May 1 (Labor Day)
e Whit Sunday and Monday
e August 20 (foundation of the Hungarian statehood)
e October 23 (anniversary of the 1956 revolution and war of independence)
e November 1 (All Hallows' Day)
e December 25-26 (Christmas)
Head of State: Dr. Pal Schmitt

Head of Government: Dr. Viktor Orban
1.2 BENEFITS OF HUNGARY’S EU MEMBERSHIP
The membership has significant effects on the Hungarian economy, and gives important competitive

advantages for companies settled in the country.

General Advantages

e joining a community of stability, democracy, security and prosperity
e stimulus to GDP growth, more jobs, higher wages and pensions
e growing internal market, increasing domestic demand

¢ free movement of labor force, goods, services and capital

Macroeconomic Effects

e growing inflow of FDI (Foreign Direct Investment) due to increased business confidence
e regional hub role — gateway to Eastern Europe
o state subsidy system harmonized with EU regulations

e easier access to financial institutions and funds within the enlarged European Union

Benefits for companies

e increasing EU funds for environment protection, education and R&D
e Ttansparency of taxation and business accounting rules
e no customs or quantitative limitations within the EU

e free access to a market of 450 million consumers for non-European companies settled in Hungary
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Outlook for Economic and Monetary Union [EMU] membership

e meeting the Maastricht convergence criteria gives high-level stability

e price stability induces economic transparency and facilitates business planning
e lower real interest rates boost investments

e no exchange risk and conversion charges

e improving fiscal balance contributes to preserve high country rating

e an extra 0.6-0.9% increase in economic growth due to the adoption of the single currency

13 HUNGARY: THE LOGICAL CHOICE
FOREIGN DIRECT INVESTMENT (FDI)*

1.3.1 FDIINFLOW AND STOCK

Since the beginning of the transition to democratic market economy at the end of the 1980s, Hungary has
attracted a steady stream of foreign capital, well-balanced across the various sectors of the economy.
Hungary can currently boast of having attracted FDI of more than EUR 60 billion to date which represents a
high per capita rate relative to the rest of Central and Eastern Europe (CEE). The table below shows the FDI

stock per capita in the CEE region (2009).

2000

"

BOOD
700D
000
=000 4
4000 <
3000 4
2000 4
1000 -+

o -

Czech

Slovekia Hungary Bulgaria Poland Formania

Aepublic

Source: FDI statistics, 2009, ICEG, 2010, http://www.itdh.com

1.3.2 FDISTOCK IN EUR MILLION

The value of FDI stock decreased in Hungary in 2008. However, this is more the result of a new
methodology for FDI data collection introduced by the Hungarian National Bank and the depreciation of the
forint than an indication that capital was withdrawn from the country. In Q2 and Q3 2009, however, FDI stock

increased again and reached EUR 60 billion.

! Source: ITD Hungary Zrt. (http://www.itdh.com/engine.aspx?page=Itdh_Befektetes)
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Source: Hungarian National Bank, 2009, http://www.itdh.com

1.3.3 FDI STOCK IN HUNGARY BY SECTOR

More than one third of foreign investments in Hungary have been cumulated in the manufacturing sector. At
the beginning of the 1990's manufacturing was the main target of all investments. Since 1995, however,
services have gained grounds as well, partly because privatization in the services sector started later than in
the manufacturing sector. Also, in the late 1990s, as other Visegrad countries opened up their markets and
started privatization Hungary had to face more competition in the manufacturing sector. Today FDI spreads

more evenly among sectors in Hungary than in other countries in the region.

& Manufacturing

& Electricity, gas and water
supply

 Services

& Other

Source: Hungarian National Bank, 2009, http://www.itdh.com

In 2008, Hungary was the target of 21% of all services investments in the CEE, although the automotive

industry was the best performer last year as far as the number of jobs created is concerned.
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1.3.4 FDI STOCK BY COUNTRY OF ORIGIN

Like in other CEE countries, foreign investors from the EU-15 countries have accounted for the majority of
investments (79%) in Hungary (Hungarian National Bank, 2009). Geographical proximity and historical links
explain the dominance of the European investors.

Germany is by far the most important country of origin with 25% of all FDI, followed by the Netherlands
(14%) and Austria (13%). The United States has been the largest non-European investor (5%) and in many
cases the investments going through the Netherlands and other European countries also originate from the

US. Among the Asian countries Japan and South-Korea have played an increasing role in FDI.

B Germany

& Netherands
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& Uinited Kingdom
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E Other

1.3.5 REINVESTED EARNINGS

Reinvested earnings play a dominant role in foreign direct investments, amounting to more than half of all
investments in Hungary. Reinvestments in the services sector have increased significantly in recent years.
According to Ernst and Young’s CEE Attractiveness Survey of 2009, half of investors already present in
Hungary are considering developing their activities in the country further. In recent years, however, the share

of reinvestments has decreased against total inflow.

1.3.6 THE IMPACT OF THE ECONOMIC CRISIS ON FDI, FUTURE PROSPECTS
According to PricewaterhouseCoopers, FDI inflows to the CEE region decreased by 50% in 2009, while the
real estate sector, which accounts for one quarter of all investments to the region, declined by 71%. FDI is

projected to recover slowly and will surpass pre-2009 levels only by 2014.
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FDI inflow to Hungary was already on the decrease by 2008, falling by about 30% to EUR 3.1 billion (Hun-
garian National Bank, 2009). This downturn was worse than the CEE average, but better than the EU-27
average.

Over time, the ongoing financial crisis may alter the target sectors and source markets for FDI into Hungary.
Europe and the US are likely to lose significance as major investors due to the effect of recession on their
markets. Meanwhile, Asian countries, such as Japan and China, may emerge as increasingly influential
sources of capital as they have been less effected by the economic downturn.

The financial crisis has hit especially the automotive and electronics industries in Hungary. Even before the
crisis, the growth of investments had slowed in the automotive sector, signaling that the importance of the
industry was also on the wane in the medium term. The impact of the major Mercedes investment in
Kecskemét will undoubtedly counterbalance this decline to some extent (the Mercedes factory will start
production in 2012, where 10,000 to 12,000 thousand new jobs are expected to be created).

FDI in logistics and machinery has seen outstanding growth over the last two or three years. These will
remain major target sectors, although the growth in their number is expected to fall in the medium term.
Hungary has been the subject of a large number of service centre investments over the past few years.
Outsourcing may be a major driver of FDI during the crisis as an answer to cost-cutting pressures. The
relocation of a variety of service providers and operations to Hungary will increase FDI in the sector in the

short term.

1.3.7 A NEW STRUCTURE FOR FOREIGN DIRECT INVESTMENT

While privatization is still in progress in other central European countries, Hungary has been focusing more
intensively on the introduction of advanced technologies and innovation into production of goods represent-
ing higher added value. Especially in the service sector Hungary has recently been the focus of more small
and medium investments due the increasing number of projects. Between 2004 and 2008,
investments in the services sector doubled (Ernst and Young, Hungary Attractiveness Survey, 2009).
Also, investment in the automotive sector, research and development, ICT, biotechnology, shared services
operations and logistics has become very important. Today, not only have a number of the largest
multinational manufacturers and service providers established their facilities in Hungary, their major
international suppliers have also come and brought along their subcontractors with them. Currently there are

more than 30,000 companies operating with foreign participation in Hungary.
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1.4 USEFUL LINKS
Government
Parliament

Hungarian Governmental Portal

Hungarian Government

Prime Minister's Office

Governmental departments, ministries

Ministry Of Defence

Ministry Of Foreign Affairs

Ministry Of Interior

Ministry Of National Development

Ministry Of National Economy

Ministry Of National Resources
Ministry Of Public Administration And Justice
Ministry Of Rural Development

Other important institutions, public bodies and companies

National Bank of Hungary

National Tax and Customs Administration (only in Hungarian)

Tax Administration

Hungarian Customs and Finance Guard

Hungarian Academy of Science

Hungarian Central Statistical Office

Hungarian Convention Bureau

Hungarian Financial Supervisory Authority

Hungarian Lawyers Online Directory

Hungarian News Agency
ECONEWS

Hungarian Intellectual Property Office

Hungarian Tourism Co. Ltd.
MALEV Hungarian Airlines
MGYOSZ Confederation of Hungarian Employers and Industrialists

Hungarian Export-Import Bank Ltd. (only in Hungarian)

Hungarian Chamber of Commerce and Industry

Tourinvestment

10


http://www.parlament.hu/parl_en.htm
https://magyarorszag.hu/
http://www.kormany.hu/en
http://www.kormany.hu/en/prime-minister-s-office
http://www.kormany.hu/en/ministries
http://www.kormany.hu/en/ministry-of-defence
http://www.kormany.hu/en/ministry-of-foreign-affairs
http://www.kormany.hu/en/ministry-of-interior
http://www.kormany.hu/en/ministry-of-national-development
http://www.kormany.hu/en/ministry-for-national-economy
http://www.kormany.hu/en/ministry-of-national-resources
http://www.kormany.hu/en/ministry-of-public-administration-and-justice
http://www.kormany.hu/en/ministry-of-rural-development
http://english.mnb.hu/engine.aspx?page
http://www.nav.gov.hu/
http://en.apeh.hu/
http://vam.gov.hu/welcomeEn.do
http://www.mta.hu/english/
http://portal.ksh.hu/portal/page?_pageid=38,119919&_dad=portal&_schema=PORTAL
http://www.hcb.hu/english
http://www.pszaf.hu/english/start.html
http://www.jogiforum.hu/index.php?page=ugyved_index
http://english.mti.hu/
http://www.econews.hu/
http://www.hipo.gov.hu/English/
http://www.hungarytourism.hu/
http://www.malev.com/Welcome
http://www.mgyosz.hu/en/index.php
http://www.eximbank.hu/index.php?lang=en
http://www.mkki.hu/
http://www.tourinvestment.com/
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Hungarian Official Gazette Publisher

National Development Agency

National Office for Research and Technology

National Telecommunication Authority

Trade Associations

About Hungary

Hungary.hu
Hotel Reservation - Budapest

Buying or renting property in Hungary
Hungarian Real Estate Directoryhttp://www.casaro-hungary.com/

Searchable database

Property Law Advisory Service

11


http://www.mhk.hu/mhknew/intro.htm
http://www.nfu.hu/?lang=en
http://www.nih.gov.hu/english
http://www.nmhh.hu/index.php?lang=en
http://www.itdh.com/engine.aspx?page=Itdh_Befektetes
http://www.hungary.hu/
http://www.budapesthotelreservation.hu/
http://www.ingatlan-online.com/angol.htm
http://www.casaro-hungary.com/
http://www.casaro-hungary.com/
http://e-ingatlan.hu/
http://www.ingatlanjog.hu/index_eng.php
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Legal basis
2.1 GENERAL REGULATIONS — SETTING UP A BUSINESS

In order to harmonize with the respective EU regulations as well as to establish a modern and
comprehensive regulation of business entities, Hungary implemented substantial changes to its corporate
law in 1997. The Act on Business Associations gave mandatory rules for all economic entities, and the Act
on company registration (passed also in 1997) regulated the registration of such entities. On July 1, 2006, a
new Act on Business Associations (Act IV of 2006 - 'Company Act' -) and a new Registration Act (Act V of
2006 on Public Company Information, Court Registration Proceedings and Dissolution Procedures - 'Regis-
tration Act' -) came into effect. The aim of the new provisions was to provide a more flexible and
expedient legal regime than the former one, while lessening the administrative

obligations of companies.

The Company Act determines six different corporate forms that may serve for investors as a basis to carry
out business activity in Hungary. All of these forms can exclusively be established and operated by foreign
owners and management:

e unlimited partnership (Kkt.)

e limited partnership (Bt.)

e limited liability company (Kft.)

e company limited by shares (Rt.) which may be privately founded (Zrt.) or publicly founded (Nyrt.)

e association (egyeslulés)

Companies duly formed and registered under Hungarian law may undertake obligations and acquire rights in
their own name (i.e. they have the right to acquire property, may conclude contracts, file lawsuits or be
subject to actions brought against them). As a general rule, companies may freely pursue activities,
however, a license of the competent authority is required for certain activities. Thus, for example, banks can
only be founded and operated as a company limited by shares. Companies can be founded by natural or
legal entities, Hungarians and foreign nationals alike. Even a single person can found a joint-stock company

(JSC, or Rt. in Hungarian) or a limited liability company (LLC, or Kft. in Hungarian).
The founders of a company must first sign the company's constitutive document, after which an
attorney-at-law (a member of the Hungarian bar) must countersign and file it with the competent court of

registration.

The company is established by the act of the court of registration. A company's fundamental corporate data

(articles of incorporation) and its internal regulations are set forth in its constitutive document, i.e. (i) articles

12
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of association (in general), (ii) deed of foundation (in case of a sole-member company) or (iii) statutes ( in
case of a publicly founded company limited by shares).

The constitutive document must specify the following:

e company name

¢ location of headquarter (registered seat)

e alist of the company’s members, with their respective addresses (and their mothers’ maiden names
or if a legal entity is the member, its registered seat and registration number)

e the company’s main business activity and all other activities, which the company wishes to be
published (certain activities require special administrative permits)

¢ the amount of the equity capital, the method and date of its availability, the amount of the shares of
the members

e the method of the company’s representation

e the names and addresses of the company’s managing director(s) as well as their addresses

e the names and addresses of the members of the supervisory board, if a supervisory board is
appointed

e the name and personal data of the auditor, if any

¢ the duration of the company, if founded for a fixed period of time

o all other items of information relevant to the given form of corporation as required by the prevailing

act of law

2.2 COMPANY REGISTRATION

The registration of business associations with the court of registration is a must in Hungary. The constitutive
document must be drafted and countersigned by a Hungarian registered attorney. The registration
application must be filed with the competent court of registration within 30 days from the conclusion of the
constitutive document. From June 30, 2008 the company registration proceeding is fully electronic. If the
applicable laws require for the establishment of the company any official license, it must be attached to the
application form. When the court of registration receives the application for registry a certificate is issued for
the company with the company's name, address, tax and statistical number and the number of reference of
the registration. After receiving the above certificate the company may commence to operate in the form of a
pre-incorporated company (pre-company). This means that the company may operate as an incorporated
company but special provisions regarding personal liability of the founder(s) apply. A pre-company may

pursue business activities, but may not conduct business activities requiring an official license.

Companies can be incorporated in two ways:

2.2.1 COMPANY INCORPORATION BY SIMPLIFIED ELECTRONIC FILING
The stamp duty is HUF 15,000 and there is no publication fee.

13
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Incorporation: 1 business hour (this period commences at the receipt of the application with the court of
registration)

In the simplified electronic filing, the companies must use a standardized template for the constitutive
document. The companies have to fill out the application form and file certain corporate documents specified
by the provisions of law. Certain other corporate documents are not required to be filed to the court but must

be reviewed and kept by the attorney proceeding with the incorporation procedure.

2.2.2 COMPANY INCORPORATION BY STANDARD ELECTRONIC FILING

The stamp duty is HUF 50,000 - HUF 600,000 depending on the corporate form (detailed below) and the
publication fee is HUF 5,000.

Incorporation: 8 business days

If the court of registration does not decide within the aforementioned period, it must take measures to reach
a decision within 3 business days regarding the incorporation or the refusal of such application. If within the

above incorporation period the court of registration does not decide, the registration will occur ex lege.

In general companies may choose to meet publication requirements by publishing the required information
on their websites instead of the Company Gazette (Cégkozlony). In the first case, no publication fees are

payable.

A newly registered company must also register with the local municipality, National Tax and Customs
Administration, Central Statistical Office and Social Security Authorities. Simultaneously with the submission
of the registration application, the court of registration registers companies with the National Tax and Cus-
toms Administration (for VAT and income tax purposes) and with the Statistical Office through an online

system.

Branch offices and commercial representation offices should also be registered by the court of registration

and may start their activities only after the registration.

The registration fees of the different corporate forms are as follows:
e HUF 600,000 in case of a public company limited by shares
e HUF 100,000 in case of a private company limited by shares or a limited liability company
e HUF 100,000 in case of any other company bearing a legal personality and not listed in above
e HUF 50,000 in case of a company not bearing a legal personality
e HUF 50,000 in case of a branch office of a foreign company

e HUF 50,000 in case of a representative office of a foreign company

14



& a .
wv ECOVIS

How to start Business in Hungary

Companies only have to pay once for their registration (i.e. there are no further payments to keep their
registered data in the register of companies held by the courts of registration), as long as their registered
data remains unchanged. However, almost any amendment to the company's data must be registered in the
register of companies, which entails the payment of additional duty (HUF 15,000 or HUF 50,000) and
publication fees (HUF 3,000). There are certain exceptions to the above fees, including (i) duty on the
registration of a change in the company's registered capital, which amounts to HUF 12,000, HUF 20,000 or
HUF 40,000 depending on the form of the company; and (ii) changes in the company's scope of activities,
which may be reported to the competent court of registration without having to pay duty or publication

charges.

2.3 CORPORATE LEGISLATION
The Company Act determines four main different corporate forms that may serve for investors as a basis to
carry out business activity in Hungary. All of these forms can exclusively be established and operated by

foreign owners and management:

2.3.1 LIMITED LIABILITY COMPANY (LLC, in Hungarian: Kft.)

An LLC is established with a predetermined amount of initial capital provided by its founders, and may have
only one member (a sole-member LLC). The liability of its members is limited to the provision of the
company's initial capital (and, if so stated in the articles of association, other contributions). As a general
rule, members are not otherwise responsible for the company's liabilities. Members of an LLC may not be
recruited through public offerings. The members' rights and their title to the company's assets are repre-

sented by quotas in the company. No securities may be issued in respect of the quotas.

2.3.2 COMPANY LIMITED BY SHARES (CLS, in Hungarian: Rt.)

This is the most strictly regulated corporate form, which shows similarity to the German AG or to the English
Plc. There are two types of CLS (i) private limited company and (ii) public limited company. A CLS is
particularly suitable to large business entities with several investors, but it is also possible to establish such

entity as a sole-member company.

A CLS is established with a predetermined amount and nominal value of shares. The liability of its members
is limited to the provision of the nominal or issue value of the shares. A CLS may be established via a private
offering (its shares are offered only to its founders) or a public offering (its shares are offered to the public).
The difference must be indicated in the company's name as “Zrt” (private) or “Nyrt” (public). Shares are
securities that embody a shareholder's membership rights in the company. Only private CLS may issue
printed share certificates, public CLS may only have dematerialized shares (registered in the shareholders

security account held by a financial institution).

15
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Shares may be (i) ordinary shares, (ii) employee shares, (iii) interest-bearing shares, (iv) redeemable shares
or (v) preference shares, which have the following sub-categories:
e dividend preference shares
o preference with respect to the liquidation ratio
e preference with respect to voting rights
o preference with respect to the appointment of executive officers or members of the supervisory
board (only in the case of private CLS)

e shares ensuring pre emption rights (only in the case of private CLS)

2.3.3 LIMITED PARTNERSHIP (in Hungarian: Bt.)

In a limited partnership the minimum number of members is two, of which at least one, the general partner
bears unlimited liability. The other partners’ liability is limited to the amount of their capital contribution. No
minimum initial capital requirement is set forth by law. Generally only the general partner(s) holding unlimited
liability may manage the partnership and represent the partnership in its dealings with third parties. The profit
distribution is generally proportional to the capital contributed, but the parties are free to agree otherwise. It is

against the law, however, to exclude any partner from the distribution of profits.

2.3.4 UNLIMITED PARTNERSHIP (in Hungarian: Kkt.)

In an unlimited partnership the liabilities of its members are joint and unlimited for the partnership's
obligations. No minimum initial capital requirement is set forth by law and its members are not required to
take part personally in the activities of the partnership. By law, every member is entitled to represent the
partnership unless its constitutive document states otherwise. The partnership must have at least two
members. Individuals may also become members of an unlimited partnership, however minor persons and
individuals already bearing a joint and several liability in another company are excluded. The active

participation of the partners in conduct of the partnership’s business is legally required.

2.3.5 REPRESENTATIVE OFFICE, BRANCH OFFICE

There are two other forms foreign investors might choose in Hungary to establish presence in Hungary.
Through a representative office foreign investors can perform normal liaison functions, including assisting
with contract negotiation, advertising and exhibiting products and other forms of marketing on behalf of the
parent company, but the office is not allowed to pursue core business activities. This vehicle can be useful if
the foreign undertaking intends to familiarize itself with the local business conditions before embarking on an

investment.

The last form to establish a presence in Hungary can be done via a branch office, which is an organizational

unit of a foreign company, being authorized to carry out independently normal business activities.

16
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Of the four main business associations, the limited liability company and company limited by shares have
legal personality. The two other partnership forms do not bear legal personality. However, all companies
have legal capacity and they may acquire rights and undertake obligations under their own name. The only
noteworthy consequence of the afore-mentioned distinction relating to the company’s legal personality is the

fact, that non-legal personalities are registered at a smaller cost.

2.3.6 CAPITAL REQUIREMENTS, OTHER REGULATIONS

No minimum capital is required to found and operate an unlimited partnership and a limited partnership. The
Company Act determines a minimum amount of subscribed capital for the limited liability company and the
company limited by shares. The minimum initial capital is HUF 500,000 in case of limited liability company,
HUF 5,000,000 at establishment of private limited company and HUF 20,000,000 at establishment of public

limited company. The subscribed capital can be contributed in the form of cash or in kind contributions.

After July 1, 2006 (date of coming into force of the Act IV of 2006 on Business Associations) no joint
enterprise can be founded. Joint enterprises that were founded and incorporated with the court of registration
before this date shall operate further on according to the former Act on Business Associations (Act CXLIV of
1997), effective on June 30, 2006.

Accounting and annual report, auditing

3.1 FINANCIAL REPORTING AND AUDITING

In Hungary, legislation governs accounting principles. Hungarian professionals generally regard the ministry
responsible for finance matters (now the Ministry of National Economy) as the final arbiter on issues not
clearly provided for by the law. The Act on Accounting (Act C of 2000), which came into effect on January 1,
2001, has been framed to bring Hungarian financial reporting practices closer to the International Financial
Reporting Standard (IFRS) and in line with the EU 4th and 7th Directives. The Act applies to all entities, from
civil law associations to building groups, as well as to the Hungarian commercial representative offices of
foreign-registered companies (except for private entrepreneurs, even if registered as a sole proprietorship by
the court of registration). Additional accounting and financial reporting requirements for government
agencies, municipalities, financial institutions, insurance companies, pension funds, investment funds and
brokerage companies are laid down in other acts and government decrees. In 2004, the Hungarian
Accounting Standard Committee was established with the purpose of setting the National Accounting
Standards.

17
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3.2 FUNDAMENTAL CONCEPTS

Accounting principles adopted from the Act on Accounting include the going-concern principle,
completeness, existence, "true and fair" view, clarity, consistency, matching, grossing up, cost-benefit,
continuity, the accrual method of accounting, prudence, substance over form, materiality, and individual
valuation. Bookkeeping is required by law to be kept in Hungarian. Deviation from the provisions of the Act is
allowed only in exceptional cases where application of the relevant provisions fails to provide a “true and fair”
view.

Financial statements must be prepared using the going-concern principle unless legal or other
circumstances require otherwise. Special accounting principles apply to liquidations as well as to
transformations such as split-ups, mergers and changes in company form. The accounting principles
followed by economic entities must be consistent from year to year. These principles may only be changed if

factors causing the change persist for more than one year.

Financial year
With certain exceptions, the financial year shall coincide with the calendar year. The financial year may differ
from the calendar year e.g.:
e for branch offices of foreign-registered companies, if it is the same as the foreign-registered
company's financial year;
e for consolidated subsidiaries of foreign parent companies — with the exception of credit institutions,
financial enterprises and insurance companies — and for subsidiaries of such subsidiaries, if it is

different for the foreign parent company.

The duration of a financial year is 12 months except in the following cases:

e When a newly-formed company is in its pre-registration period, which lasts from the date of
foundation (signing of the constitutive document) until the legal registration of the company with the
court of registration. This period is considered a separate financial reporting period (“pre-company
period”). It is not necessary to prepare separate financial statements on the pre-company period
where both the newly-formed company has not commenced its actual business activity during this
period and the company has been registered prior to the balance sheet date of its first normal
financial year. In this case, the first financial year lasts from the signing of the constitutive document
until the calendar year-end or the selected the balance sheet date, if this is different.

e When a company is terminated due to transformation, the financial reporting period commences on
the balance sheet date of the previous financial year and ends on the date when the transformation
is registered by the court of registration or on the effective date of the transformation as appointed by
the company, if it is different.

o When a company is established through transformation, the financial reporting period commences

on the date when the transformation is registered by the court of registration and ends at the end of
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the fiscal year which is the same as the calendar year end, unless otherwise determined by the
parent company.

e When a period of liquidation shall be construed as one financial year regardless of its duration.

Significant accounting concepts for investors
Current assets and non-current assets are carried at the historical cost value or the market value, whichever
is the lower. Writing back up to the historical cost value after devaluation is accepted if the market value has

increased.

Tangibles and Intangibles
The cost value (purchase or manufacturing value) of an asset is the expenditure incurred in the acquisition,
creation, commissioning and/or validation of the asset before commissioning or delivery to the warehouse.
The cost value includes the purchase price minus any discounts plus any extra charges such as:
e costs and charges paid to intermediaries for delivery, loading, foundation, installation, commissioning
and validation services received in connection with the purchase; or
e commissioning and delivery of the asset to the warehouse (if any or all of the capitalized value of
direct prime costs are performed by the undertaking); or
e any commissions as well as taxes (consumer tax and excise tax paid at purchase and non-
refundable VAT) and customs charges.
The interest charged on a loan for the period until the asset is commissioned or delivered to the warehouse
and the exchange difference of a loan (in a foreign currency) which is directly related to an asset in the
course of construction (or a concession or similar right applicable for the period until the asset is commis-

sioned or delivered to the warehouse), also constitutes a part of the cost value.

Tangible and intangible assets are depreciated over their useful lives down to their residual values.
Extraordinary depreciation will apply with respect to tangible and intangible assets if the book value (not
including assets in the course of construction) remains permanently and substantially higher than the market
value. If there is a positive change in the value of the assets, the previously recorded extraordinary

depreciation can be written back.

Intangible assets are concessions and similar rights (with the exception of rights in real estate), intellectual
products, goodwill, advances or prepayments on intangible assets and value adjustments of intangible
assets.

The capitalized value of formation / reorganization expenses and the capitalized value of research and
development may also be shown under intangible assets. The cost of these assets should be amortized over
a maximum of 5 years, and the net book value of capitalized value of formation/reorganization expenses and

research and development costs should be allocated to a non-distributable reserve within the equity.
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The capitalized value of formation / reorganization expenses consists of the costs incurred in connection with
the commencement of the entrepreneurial activity (along with the entrepreneur's substantial expansion and
restructuring or reorganization) that are not classified as assets in the course of construction or renovation.
In addition, these costs are likely to be recovered following the formation or reorganization, such as
expenses invoiced by subcontractors and costs incurred during operations, which are defined as direct prime

costs.

Expenses relating to the introduction of a quality assurance system are also included in this category.
Capitalized value from research and development may only include costs directly incurred in connection with
the systematic application of knowledge obtained through research and improved by experience. The
purpose of the regulation is to create new materials, products and structures, implement new technologies,
systems and services, or achieve substantial improvements in those materials, products and structures

already existing or implemented.

Investments

Investments are accounted for at the lower of cost and market value. The cost of the investments is the
purchase price, which should also include the option price or commission paid for acquisition, if no goodwill
or negative goodwill is required to compute upon acquisition, i. e. acquiring less than a qualified majority of a
company. Upon acquisition of a qualified majority of a company, the investment should be recorded at the
market value of the assets less the value of the liabilities of the company concerned, proportionate to the
shareholding acquired and the difference should be recorded separately as goodwill or negative goodwill, as
described above under the section entitled “Tangibles and Intangibles”. For investments in shares of
business associations, whether listed under current assets or financial investments, the loss in value is
accounted for by the negative difference between the book value and the market value of the investment if it
appears permanent and is of a substantial amount. If, later on, the market value of the investment is
substantially and permanently higher than its book value, the loss in value previously accounted for will be

written back up to the original cost of the investments.

Shareholders' equity

Issued, registered and fully paid share capital, capital reserve, retained earnings, current year profit or loss,
revaluation reserve and tied-up reserve form part of the shareholders' equity.

Revaluation reserve is made up of the valuation adjustment arising from the fair valuation of tangible and
intangible assets, and specific financial instruments as detailed under the concept of fair valuation.

"Tied-up" reserve includes a few specific elements of capital reserve and retained earnings, and certain other
contributions by shareholders.

The after-tax profit for the year can be disbursed as dividend, profit-sharing or other yields on equity only if

the amount of equity, decreased by the tied-up capital reserve and the valuation reserve, does not fall below
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the amount of subscribed capital following disbursement of such dividends or profit-sharing. Advances on
dividends are paid based on interim financial statements, applying the same rules as dividend payments.
Advances on dividends should be accounted for as receivable at the payer and liability at the payee
respectively, until such time as the financial statements and the dividend for the financial year are officially
approved by the shareholders, and in the event that the annual financial statements indicate a lower amount
of distributable dividend, the difference must be paid back by the owners.

Tied-up reserve and revaluation reserve are not distributable to shareholders.

Provisions

Provision should be made for payment obligations derived from past or ongoing events or contracts, where
future occurrence is certain or probable as of the date on the balance sheet, but either the amount or date
are uncertain. Such liabilities might include warranty obligations and other guarantees, contingent liabilities,
certain future liabilities, severance payments, and environmental obligations.

Provisions can also be made to cover any significant future costs (whose occurrence is certain or probable,
based on the information available on the balance sheet date, but either the date or amount is uncertain and
may not be included within the value of accrued expenses) which may recur periodically. Such costs might
include maintenance, costs of reorganization and environmental costs.

Financial institutions, insurance companies and brokerage companies may establish provisions or allow-

ances in accordance with special regulations.

Deferred income taxes

Accounting profit and taxable profit are not necessarily the same. Temporary and permanent differences
may occur in the calculation of the tax base. Under Hungarian accounting rules, only the current tax liability
shown on the tax return is reflected in the financial statements, i. e. deferred taxes may not be accounted for.
However, certain temporary differences are carried forward in the income tax return (outside of the financial
statement) and tax loss carried forward can be taken into consideration as a deduction in subsequent in-

come tax calculations.

Foreign-currency transactions

Transactions in foreign currencies are converted into Hungarian forint (HUF) at the prevailing rate of
exchange on the transaction date. Assets and liabilities denominated in foreign currencies are converted into
HUF at the prevailing rates of exchange on the balance sheet date. Unrealized foreign currency exchange

gain or loss is recognized in the income statement.

The HUF value of assets and liabilities denominated in foreign currencies are determined by the official
foreign exchange rate published by the National Bank of Hungary, or the average rate between the buying
and selling rate of a credit institution of the enterprise's choice. When determining the HUF value of assets

and liabilities denominated in foreign currencies, instead of the average rate between the buying and selling
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rate of foreign exchange, all assets and liabilities denominated in foreign currencies may be uniformly
valuated at buying or selling rates. In their written accounting policy, companies have to specify which
foreign exchange rate they would use for revaluation purposes.

Bookkeeping and statutory financial reporting in a foreign currency

Non-resident companies (customs free zone companies, including those construed as non-residents under
foreign exchange laws) must prepare their annual reports and keep their books in the Hungarian language
and in the currency defined in their constitutive document. European Economic Interest Groupings,
European public limited liability companies, and European cooperative societies must prepare their annual

reports in the currency defined in their constitutive document.

According to the Act on Accounting it is also possible for other companies to keep their books in a currency
other than HUF. In order to be able to apply the “functional currency” option, taxpayers must meet special

requirements set forth in the Act on Accounting.

Concept of fair valuation

Transactions are recorded at historical cost. However, accounting law allows the revaluation of fixed and
intangible assets to the current market value against a revaluation reserve. This means that the revaluation
does not affect the income statement. Any such revaluation must be specifically approved by the statutory
auditor of the company and must be performed annually thereafter. For companies that do not require

auditing, the law implies that an auditor would need to be appointed for this specific purpose.

An amendment to the Act on Accounting as of 2003 introduced the definitions and categories of IAS 32 and
IAS 39 on financial instruments. The Act basically distinguishes between the same four categories of
non-hedging financial assets as the aforementioned standards: held for trading; held to maturity; available for
sale; and originated by the enterprise. Non hedging financial liabilities can either be held for trading or other

financial liabilities.

According to the Act on Accounting, an enterprise may apply the concept of fair valuation for its financial

instruments, although the decision should be put down in writing in the company's accounting policy and

then applied consistently. The following should be taken into consideration during the fair valuation of
financial instruments:

e Fair valuation must not be applied to (i) financial assets held until maturity or originated by the

enterprise (ii) interests in subsidiaries or joint ventures or associates, (iii) repurchased bonds issued

by the enterprise, treasury shares, and other exceptions enumerated by IAS 39, and (iv) when fair

value of the financial instrument cannot be reliably measured.
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e Financial assets held for trading should be valued at their fair value on the balance sheet date. Profit
or loss on the fair valuation should be recognized in the profit and loss account as a financial ex-
pense or income.

e Financial assets available for sale can be valued at their fair value on the balance sheet date and
any positive difference from the fair valuation should be recognized in the equity, in the form of a fair
valuation reserve. A negative difference should first be offset against the previously accounted fair
valuation reserve of the specific financial instrument. The remaining difference should be recognized
in the profit and loss account as impairment loss.

e The result of the fair valuation of fair value hedges should be recognized in the profit and loss
account similar to financial assets held for trading. The result of the fair valuation of cash-flow
hedges and net investment hedge in a foreign entity should be accounted for in the fair valuation
reserve within the equity. When the cash-flow hedge or the net investment hedge in a foreign entity

is closed, the previously accounted fair valuation reserve should be reversed.

Consolidated financial statements

A company must prepare consolidated financial statements that include its subsidiaries, jointly controlled
investments and associates. The consolidation method is the full integration method with respect to
subsidiaries, whilst the proportional integration method applies with respect to jointly controlled entities, and

equity accounting for associates.

A company must treat another company as a subsidiary, if (i) it is entitled to elect or recall the majority of
managing officers or members of the supervisory board; or (ii) it holds more than 50% of all votes, based on

an agreement with the other members or shareholders of the company.

Separate financial statements must also be prepared for each company in the consolidated group.

Listed companies, under the scope of EC Decree 1606/2002 Clause 4, are obliged to prepare their
consolidated financial statements in accordance with the International Financial Reporting Standards (IFRS)
as adopted by the EU. Other enterprises may also prepare their consolidated financial statements in
accordance with IFRS, as adopted by the EU. In such cases, no Hungarian statutory consolidated financial
statements should be prepared. However, this does not apply to standalone (non-consolidated) financial

statements, which should always be based on the statutory requirements of the Act on Accounting.

No consolidated financial statements have to be prepared for parent companies, which are also subsidiaries
of a superior parent company, if the superior parent company prepares and discloses a consolidated annual
report according to the Act on Accounting or Council Directive 83/349/EEC of June 13, 1983 or the European
Parliament and Council Decree 1606/2002 of June 19, 2002. However, in this case, the exempted Hungarian
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parent company must provide for the publishing of the official Hungarian translation of the consolidated
annual report and the consolidated business report of the superior parent company, including the auditor's
report, within 180 days from the balance sheet date indicated in the consolidated annual report of the

superior parent company.

Related-party disclosures
Companies must disclose related-party information in the supplement (notes to financial statements).
Required disclosures include the names of subsidiaries, associated companies and jointly managed
companies, other enterprises with a share ownership relationship, and loans and advances to directors,
management and the supervisory board and, in particular, any significant transactions with related parties
carried out outside of the normal course of business or under non-market conditions. The statutory form of
the balance sheet (defined in the Act on Accounting) requires that companies show the balances in separate
lines arising from the following transactions with related companies:

e long and short-term investments

e given long-term loans

e receivables

e subordinated liabilities

e long and short-term liabilities

3.3 DISCLOSURE, REPORTING AND FILING REQUIREMENTS

Financial reporting of Hungarian branches of EU registered companies

Hungarian branches of foreign enterprises that have their registered seat within the territory of any
member-state of the European Union (or within any other country included on the list issued by the Ministry
of National Economy) are exempt from the statutory depositing, publishing and auditing requirements
regarding their financial statements if financial reporting, depositing and auditing requirements of the foreign
enterprises are declared to be in harmony with relevant European Union regulations.

In the above case, the Hungarian branch is obliged to publish and deposit the financial statements prepared
by the foreign enterprise in accordance with the relevant regulations of the State in which the enterprise has

its registered seat.

Type of reports

There are three alternative levels of statutory reporting: (i) a full annual report, (ii) an abbreviated annual
report and (iii) a consolidated annual report. Entities may choose to maintain more extensive records, and
prepare more complete reports than the required minimum.

An abbreviated annual report is allowed for entities with less than HUF 500 million in total assets, with up to

HUF 1000 million in turnover, and an annual average of less than 50 employees over two consecutive years.
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Entities not satisfying these criteria must prepare a full annual report. Separate guidelines apply to financial

institutions and insurance companies.

Disclosure requirements

The notes on the accounts shall include all numerical data and explanatory information prescribed by the Act
on Accounting. In addition to the financial data already contained in the balance sheet and in the profit and
loss account, financial information, which is necessary for a true and fair demonstration of the undertaking's
financial and earnings position, must be included in the statutory financial statements and the results of its
operation for the owners, investors and creditors. The notes to the accounts must also contain information on
any unique or special activities. The constituent parts of the accounting policy, any change thereof, and the

effect of any change on the profit or loss figure, must be separately illustrated in the notes to the accounts.

Filing requirements

The management of a business entity is responsible for issuing an annual report within 150 days of the end
of the financial year (180 days in the case of a consolidated annual report). The annual report must include a
balance sheet, an income statement, and notes in support of the financial statements. The notes must
include the cash flow statement. The preparation of a business report is mandatory, although any such
business report does not form part of the annual report.

All registered companies must file annual financial statements and reports with the Ministry of Public
Administration and Justice in an electronic way and these electronic documents must be executed by means
of at least an advanced electronic signature. Annual reports do not have to be filed any more at the court of

registration. Filed financial statements are available to the public on the website of the ministry.

Publicly quoted companies must file their financial statements with the Budapest Stock Exchange. The stock

exchange also requires other filings by listed companies, including quarterly interim reports.

Public limited companies must publish their financial statements in a Hungarian national newspaper. In
addition to the financial statement filing obligations, business entities must file a standard-format return with

the tax authorities including a copy of their annual report.

3.4 AUDIT REQUIREMENTS

In accordance with the Act on Accounting, from January 1, 2008 auditing is not compulsory for any company
whose annual net sales do not exceed HUF 100 million and whose average number of employees does not
exceed 50 on the average of two financial years preceding the financial year under review (both
requirements should be met). Financial institutions and any such Hungarian branches of foreign registered
companies, which are not otherwise exempted, cannot apply this exemption rule. In all cases, when an audit
is not compulsory on the basis of Hungarian Accounting Law or another legal regulation, the undertaking is

free to decide whether to employ an auditor to review its books or not. The audit has to be conducted in
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accordance with the Hungarian National Standards on Auditing, which have been applicable since January
1, 2001 and are based on International Standards on Auditing and regularly updated to reflect the most

recent changes made to the ISA.

Auditors must be members of the Hungarian Chamber of Auditors. To qualify as an auditor, an individual
must have three years of experience, and have passed the qualifying examinations. A qualified auditor may
apply to the Chamber of Hungarian Auditors for an audit license not less than three years after passing the
final qualification exam. To conduct audits for financial institutions, insurance companies and pension funds,

a qualified auditor must hold separate audit licenses.

35  EUB8™ DIRECTIVE
In 2006, 25 EU member countries (including Hungary) adopted a regulatory step towards clarifying and

strengthening the role of the auditor.

On January 1, 2008 Act LXXV of 2007 on the Chamber of Hungarian Auditors, the Auditing Activity and the
Public Oversight of Auditors (the “new auditing law”) was implemented. The new auditing law is based on the

8" Directive, and represents a significant step in the right direction towards greater investor protection.

A registered statutory auditor may be appointed to carry out the statutory audit of a public-interest entity for a
maximum period of 5 financial years. Following the expiry of the original term of appointment, the registered
statutory auditor may not undertake to carry out the statutory audits of the same public-interest entity within
two financial years of the date of expiry. This limitation is applicable to the individual personally responsible
for the statutory audit only but not to the audit firm.

Taxation

4.1 TAXATION IN GENERAL

Personal income tax and VAT were introduced into the Hungarian tax system in 1988. This was a first step in
a long process of tax reform. The next major step, undertaken in 1991, was the modernization of the
corporate income tax system. In 1993, the VAT legislation was further modified to conform, at least in
principle, to the VAT systems used in the European Union. 1995 witnessed the introduction of a two-tier
corporate tax system, comprised of a standard rate and a supplementary tax. The later legislation, which
came into force in 1997, left the standard rate untouched whilst replacing the supplementary tax with a
withholding tax. With Hungary's accession into the European Union, several changes have been
implemented in the Hungarian tax legislation during the past few years to comply with the EU tax directives
(e.g. parent-subsidiary directive, mergers directive, and further harmonization with the sixth VAT directive).

The taxation regulation was modified several times in the last few years and new, stricter regulations will
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come into force on January 1, 2012, as well, to enforce disciplined taxpaying, decrease the number of
phantom companies to improve transparency. From 2012 the range of sanctions at the disposal of the tax

authority will be broadened as well.

Currently, the following significant taxes and levies are imposed in Hungary:
e Corporate Income Tax
e Personal Income Tax
e Social Security Tax
e Contribution to the Rehabilitation Fund
e Value Added Tax
e Local Taxes
e Bank Tax
e Customs Duties
e Excise Duties
e Property Transfer Tax
e Death, Gift and Inheritance Taxes
e Environmental Protection Charge
e Innovation Contribution
e Environmental Pollution Fee
e Cultural Tax
e Vehicle Tax
e Accident Tax

e Registration Tax

4.2 TAX PROCEDURES

The Hungarian taxation system has developed in the recent years. Tax laws in Hungary are enacted by the
Parliament. The National Tax and Customs Administration provides only interpretative and administrative
guidelines for these laws. Court decisions currently play an increasing role in interpreting tax laws and, as a

result of Hungary’s accession to the EU, European Court of Justice (ECJ) case law is also applicable.

Act XCI of 1990 on the order of taxation is from 2003 no more effective. Now the Act XCII of 2003 provides
for the order of taxation and, within this, the uniform regulation of the rights and duties of taxpayers and tax
authorities.

Hungarian taxation operates under a self-assessment system. Taxpayers are required to register, determine
their tax obligation, make advance payments, file tax returns on their own behalf, make corrections to the tax

returns as needed, keep records and supply information as required by law. Authorities randomly examine
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tax returns to enforce the self-assessment system. Corporations are subject to continuous assessment
throughout the year. The authorities randomly examine tax returns to enforce the self-assessment system.
The National Tax and Customs Administration determines the target areas to be audited in each tax year.
The tax year is the calendar year for individuals and the calendar year or the business year for companies. In
general, tax returns must be filed annually. However, for VAT, payroll and withholding taxes, quarterly or

monthly filing may be required.

Corporate income tax returns for companies are due by May 31 following the calendar year-end (or should
be submitted within 150 days of the year-end with regard to companies whose business year differs from the
calendar year).

A five-year statute of limitations period applies to tax liabilities in Hungary from the end of the accounting

period in which tax returns are required to be submitted.

Under general circumstances, if the tax authority carries out a full-scope tax audit regarding a specific tax

year, the period concerned generally cannot be re-opened and revised again.

4.3 TAXATION BY CORPORATIONS

Corporate income tax

With the exception of individual entrepreneurs, businesses (commercial enterprises, branch offices of foreign
enterprises) are subject to corporate income tax. The corporate income tax rate is in general 19%. However,
a rate of 10% is applicable to the part of the tax base which does not exceed HUF 500 million. This regula-

tion will remain unchanged, so the tax rate will not be only and generally 10% from 2013.

Amortization

When determining taxable income for the corporate income tax, the tax law allows for calculating with
amortization. Accounting is done on a gross value basis: depreciation increases a corporation’s pre-tax
earnings, while amortization under the tax law reduces a corporation’s earnings before taxes. In certain
cases, the tax law allows for amortization or permits accelerated depreciation (e.g. immaterial assets, leased

equipment).

Losses carried forward

All losses can be carried forward without any time limit. Beginning with the fourth tax year from the start of
operations, corporations may, with a permit from the tax authority, carry forward their losses if they produced
losses for the previous two years or if revenues did not reach 50% of all expenses in the given tax year. The
tax authority issues such a permit only if the loss was caused by unavoidable external circumstances.

Losses by credit institutions cannot be carried forward.
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Corporate withholding tax
All interests, royalties, or remunerations for performance, artistic, sporting or demonstration activities paid to

companies with foreign headquarters are exempt from tax at source.

Main new regulations effective as of January 1, 2012

From 2012 the regulations of delimitation of losses and amortization will change significantly. The list of
accountable costs of operational and non-operational activities will also be amended. Tax relieves concern-
ing R&D activities will be delisted by applying special

temporary regulations.

Social contribution tax
From January 1, 2012 social contribution will be replaced by social contribution tax, which will be regulated in

a separate law act.

4.4 TAXATION OF PRIVATE INDIVIDUALS

The income of private individuals resident in Hungary is subject to taxation (complete taxation liability),
whereas private individuals living abroad can only be taxed for earnings originating in Hungary or foreign
earnings taxable in Hungary in accordance with a tax treaty. Wages earned by foreign nationals employed in
Hungary are also taxable, excepting where the foreign employer cannot be taxed in Hungary in accordance
with a tax treaty. Earnings abroad do not need to be transferred to Hungary in order to be eligible for

taxation.

In accordance with the income tax law, Hungarian citizens are classified as private entities with domestic
residence. Foreign nationals are classified as private entities with domestic residence if their permanent
address or usual residence or the centre of their interests is located in Hungary. If a tax treaty is applicable to

a case, then it overrules the provisions of domestic law.

The tax rate is — generally — 16%. Private individuals shall pay personal income tax after all their income
(independent and dependent incomes, and the so called ‘other income’). However, new regulation is that in
2012, the tax base supplementation shouldn’t be applied, if yearly gross income belonging to the joint tax
base doesn’t exceed the amount of HUF 2,424,000. Should the yearly gross income belonging to the joint
tax base exceed the above mentioned yearly limit, the tax base supplementation of 27 % for the exceeding
amount is still applicable. The tax rate for the yearly income below HUF 2,424,000 is 16%, and for the ex-

ceeding incomes the effective tax rate is 20,32%.

Beginning with January 1, 2012 the tax credit is not longer applicable, and the system of allowances out of
the wage will be amended. New rule is, that no taxable income is arising from the transfer of movable assets,

if this income cumulated from the beginning of the tax year doesn’t exceed the amount of HUF 600.000.
29



& a .
wv ECOVIS

How to start Business in Hungary

4.5 INDIRECT TAXES

451 VALUE-ADDED TAX (VAT OR AFA IN HUNGARIAN)

VAT is the most significant indirect tax in Hungary. VAT rate is generally 27% beginning with January 1,
2012 (in 2011 the tax rate was 25%). This is the highest VAT rate in the EU ever. Under special conditions a
tax rate of 18% and 5% shall apply.

Hungarian companies may request EU VAT ID.

Depending on the turnover, companies are required to submit a VAT report once per year, quarterly or
monthly.

Companies with EU VAT ID are to submit a VAT report at least quarterly.

45.2 EXCISE TAX
This type of tax is paid upon the domestic production and import of products liable to excise tax.
Products burdened with excise tax are as follows:

e petroleum products

e alcoholic beverages, beer, wine, champagne, intermediary alcohol

e tobacco products

4.6 OTHER TAXES
The general characteristic of these is that they can be accounted as expenses, and they therefore reduce

the amount of taxable corporate income.

4.6.1 LOCAL TAXES
As empowered by law and at maximized values, local governments have the right to levy local taxes within
their jurisdiction. These may include the following:

e property tax

o utility tax

e tourist tax

e |ocal industrial tax

Among these, the local industrial tax is the one that has a significant bearing on companies. The upper limit

of the tax is 2%, but each local government has the right to determine an exact rate within this range.

4.6.2 INNOVATION CONTRIBUTION
The base of the innovation contribution is the same as the local business tax base. Since income from
royalties and interests was removed from the local business tax base as of January 1, 2006, these types of

income are not included in the innovation contribution base either.
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The innovation contribution rate is 0.3% and is set nationally. It is important to note that the amount spent on
research and development is deductible from the tax itself. Newly incorporated entities, which are in the
calendar year of their incorporation (as well as small and micro-sized entities), are not subject to innovation

contribution.

4.6.3 ENVIRONMENTAL POLLUTION FEE
Those companies emitting environment-polluting materials into the air, the waterways, or the soil must pay
this tax in proportion of the type of materials emitted, their concentrations and the location as specified by the

prevailing laws.

4.6.4 ENERGY TAX

This tax must be paid in certain cases on natural gas and electric power (e. g. when selling energy products
outside the scope of the residential range, to service providers, energy brokers, or so-called authorized main
energy consumers).

Investment incentives
The Hungarian Investment and Trade Development Agency (ITD Hungary) supports high value-added

investment projects with a one-stop-shop service including a VIP treatment and comprehensive

information about available subsidies for investment projects.

In cases where no EU co-financed subsidy is available, the Hungarian Government offers tailor-made
incentive packages for special projects. The incentive package may consist of the following elements:

e cash subsidy decided individually by the Hungarian Government

e development tax allowance

e training subsidy

e job creation subsidy

Contact us
Phone: +36 1439 11 66
Fax: +36 14391155

E-mail: budapest@ecovis.hu

Correspondence: Bécsi Ut 52, 1036 Budapest, Hungary
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