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Clarity on autumn tax law amendment proposals for company managers

In this summary we provide a brief overview of the tax law amendment proposals
submitted to Parliament on 28 October.
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Clarity on autumn tax law amendment proposals
for company managers

In this summary we provide a brief overview of the tax law amendment proposals submitted to
Parliament on 28 October. We have only reviewed the amendments affecting companies and the

lives of their employees, so there is no analysis of changes proposed with regard to small taxes, or for
example to the ceiling of the VAT exempt status. The autumn amendments do not contain substantial
changes. Elements of the reliable taxpayer scheme, however, are expected to be amended (WTS has
already requested the introduction of the reliable taxpayer scheme towards the Ministry for National
Economy). The most interesting part of the amendments is the support procedure applicable by the
NAV (we are curious to see how it works in practice), and the system of tax allowances for start-up
companies. Good news for private individuals is that interest income will no longer be burdened by a
6% health care contribution if the amendments are accepted by Parliament. The amendments effective
from 2017 and already disclosed in the summer will have a greater impact on companies (e.g. changes

to fringe benefits and their effects on employee wage structures, reporting of invoices with VAT in
excess of HUF 100,000). We believe the new default penalty established in the case of failing to or
incorrectly meeting the obligation to provide invoice data is similar to the EKAER penalty and not

commensurate with the severity of the sanction.

What is changing?

Start-up companies: With regard to the tax
base relief for start-up companies the proposal
introduces the term of early-phase companies.
Conditions for such a classification include
having an average headcount of at least 2
employees in the fiscal years when the tax base
allowance is claimed, with at least one of them
categorised as a researcher/developer pursuant
to the Act on Scientific Research, Develop-ment
and Innovation. Any possibility of “tax trickery” in
connection with related companies is restricted
by the legislator through detailed rules.

PRAEDDIDNN N

Claiming development tax allowances:

The conditions for increasing headcounts and
wage costs in order to claim the development
tax allowance will be eased to encourage
investment.

IR D NN
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What is the explanation/point of the change?

The Act on Corporate Tax supports investments in
registered early-phase companies with tax base
allowances. According to this tax base allow-
ance, pre-tax profit is reduced by the ratio of
the cost value of the share acquired in an early
phase company as adjusted to the tax rate appli-
cable. This is possible in the fiscal year of the
acquisition and the three years following the
acquisition in equal instalments, but no more
than HUF 20 million per fiscal year.

DAEDIBNDN

In the event of an investment totalling at least
HUF 3 billion at present value, the taxpayer may
choose to increase employment and wage costs
by either at least 50 employees or three hundred
times the minimum wage, while in the case of
an investment of at least HUF 1 billion at present
value, by 25 employees or a hundred and fifty
times the minimum wage, complying with the
legislative obligations. With respect to invest-
ments of small and medium enterprises worth
at least HUF 500 million, the prescribed require-
ment for small businesses falls to a minimum of
5 employees or ten times the minimum wage,
and for medium-sized businesses to 10 emp-
loyees or twenty-five times the minimum wage.

PPN N »
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What is changing?

Atax allowance is applicable for the installation
and operation of an investment serving energy-
efficiency purposes in the fiscal year following
the installation - or in the fiscal year of the
investment installation, at the taxpayer's dis-
cretion - and in the five following fiscal years.
The tax allowance available shall not exceed
30% of the eligible costs of the investment at
present value, including the total government
aid granted for the investment, but no more
than the HUF equivalent of EUR 15 million.

PIERPDRNNN

With regard to any amount offered from a tax-
payer's corporate tax for performing arts, film
production and spectator team sport purposes,
the taxpayer is eligible for a tax credit on its cor-
porate tax account that is accounted for as other
income. This income is exempted from the
energy supplier income tax by the amendment.

IR H NN

Amendments related to reliable taxpayers:
The State Tax and Customs Authority classifies
any taxpayer registered in the company register
or for VAT purposes as reliable if (besides meet-
ing all other conditions) its tax performance for
the reporting year is positive.

In the future, the amendment makes automatic
payment relief available to reliable taxpayers
not only for payment in instalments but also for
deferred payments, and raising the threshold
from HUF 500,000 to HUF 1.5 million the relief
can be claimed by a wider range of taxpayers.
The tax authority's quarterly notification service
regarding the relief is to be abolished as well.

PIERPDRNDNN

Risky taxpayers: NAV categorises any taxpayer
registered in the company register or for VAT
purposes and not subject to insolvent or solvent
liquidation as risky if their registered office is
registered at a provider of registered office
services, and they received a legally binding
default penalty for hindering tax authority pro-
cedures in the reporting year or in any of the
three prior years. The Act on the Rules of
Taxation defines registered office service
providers as someone who, on behalf of a tax-
payer, manages the handover of business and
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What is the explanation/point of the change?

An investment for energy-efficiency purposes

is an investment aiming to increase energy effi-
ciency, through which energy is saved resulting
in a reduction of final energy consumption pur-
suant to the definitions of the Act on Energy
Efficiency. The tax allowance will be available
for businesses undertaking such investments.
Claiming tax allowance: For investments to be
launched after 1 January 2017 and all eligible
costs arising thereafter.

PAERPIRNN N

In the income tax of energy suppliers, and simi-
larly to the regulation in corporate tax, neutra-
lity is ensured by the exemption of tax credits
accounted as other income from the energy sup-
plierincome tax, which can already be claimed
forthe 2016 fiscal year.

PPN

The amendment rules out positive ratings for
so-called "dormant” companies, and only tax-
payers carrying out actual business activities
may be granted reliable taxpayer status.

PAERPDIRNNN

Registered office services and using them do
not conflict with any law or regulation per se,
but experience drawn from audits suggests
that the ratio of tax evaders is much higher
among taxpayers using a registered office
service, and these taxpayers are generally
unwilling to cooperate with the tax authority
either. The proposal also prescribes the report-
ing of the use of registered office services as
an obligation for the user.
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What is changing?

official taxpayer documents during working
hours, registers, keeps and provides access to
these documents and fulfils the obligations
connected to the registered office pursuant to
specific laws, in particular, tolerating the en-
forcement measures of authorities in connection
with the registered office and the company
documents of the taxpayer.

IR N» NN

Tax authority support procedure: Support pro-
cedures are a new element. As part of a support
procedure, notice for a self-revision may be
given. This not only covers private individuals
not pursuing business activities, put the tax
authority may apply the procedure for any tax-
payer. Besides, as part of a support procedure
the tax authority is entitled to initiate contact
with the taxpayer to remedy disclosed errors
and shortcomings with the professional assis-
tance of the tax authority.

PRAEDDIDNN N

EKAER: New obligors are responsible for paying

risk collateral in certain defined cases. Taxpayers

are considered new obligors if they did not sub-

mit any notifications in the reporting year orin

the two preceding years, and

a) did not submit a value added tax return in
this period, or

b) theirtax number was suspended during the
given period.

IR N» NN

The proposal imposes a penalty in the event of
failing to or incorrectly meeting the data provi-
sion obligation related to invoices.

PIERPDRNNN

Procedures on cross-border advance tax
rulings and arm's length price assessments:
Rules on the automatic transfer of data between
member states as contained in resolutions on the
assessment of cross-border advance tax rulings
and arm's length prices, introduced by the rele-
vant EU directive, are to be laid down in law.
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What is the explanation/point of the change?

PPN NN

Pursuant to current rules, the tax authority
essentially only has the option of launching

an audit if the NAV reveals or suspects any risk
or violation of laws and regulations at the tax-
payer. Some discrepancies, anomalies and legal
violations pertaining to tax liabilities, however,
can be treated much more effectively with the
involvement of the taxpayer, and do not neces-
sitate a formal audit.

DAEDIRND»N

The proposal highly exacerbates the work of
classic tax evader behaviour by compelling new
EKAER users considered inactive taxpayers from
the perspective of EKAER notifications to provide
collateral.

PPN N »

The ceiling on the default penalty levied if the
data provision obligation is not met, orif it is late,
incomplete, incorrect or contains false informa-
tion, is the product of the number of affected
invoices or documents qualifying as invoices, and
the maximum penalty rate otherwise legally
mandated for the taxpayer.

PAERPIRNN N

Based on our tax harmonisation obligation, this
proposal transposes Directive 2015/2376/EU into
Hungarian law together with the amendment of
Act XXXVII of 2013 on the rules of international
public administration cooperation in connection
with taxes and other levies.
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What is changing ?

The new rules set forth the data provision obli-
gation towards member states, the date thereof,
exceptions from the data provision obligation,
the scope of transferable data, the form of infor-
mation exchange and the rules on language use.

PAEDDIRNDN

Payment liability for health care contributions:
The proposal terminates the 6% health care con-
tribution due on interest income and the deposit
yield on long-term investment accounts.

PAXDDDN» N

The multiplier of the payer's tax base as defined
in Section 69 (2) of the Act on Personal Income
Tax isto change from 1.19 t0 1.18.

PAEDIRNNN

To subsection (1): In connection with the conver-
sion of tax rules pertaining to fringe benefits
from 1 January 2017, a transitional rule sets
forth the employers' right to provide benefits
categorised as fringe benefits as of 31 December
2016 according to Section 71, but not named

as fringe benefits according to Section 71 as

of 1 January 2017, as other benefits following
31 December 2016. The proposal adds to the
rule in that from the rules in force prior to

1 January 2017 with regard to benefits, the

one pertaining to individual thresholds may be
ignored, but the other conditions must be met.

The proposal increases the standard cost to be
accounted for using a personal vehicle for busi-
ness purposes from 9 HUF/km to 15 HUF/km.

Adjustments: Within personal income tax the
definition of postings was clarified, as well as
the definition of justified housing needs in
connection with the rules on tax-free housing
support from employers, and family members
living together or moving together.
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What is the explanation/point of the change?

PI>NI

A further amendment will be the change of the
hardly transparent system of health care contri-
bution for simplicity's sake by changing the five
rates to two rates (14% and 27%). These rules
are to enter into force on the day following their
promulgation.

PAEDID>INND

In conjunction with lowering the rate of personal
income tax from 16% to 15%, the multiplier of
1.19 applied according to the Act on Personal
Income Tax will be replaced with 1.18, with the
exception of the multiplier defining the tax on
the tax base of fringe benefits and ‘other bene-
fits". This latter multiplier remains unchanged at
1.19in 2016. The proposal suggests reducing
this multiplier to 1.18.

PAEDDDNDN



The newsletter accurately reflects the statutory provisions as they stand at the time of its issue.

The authors of the news articles have endeavoured to provide general information that both reads well and is professional.
Given the general nature of the content and possible changes to legal requlations, please contact us if you require this
information tailored to your personal circumstances.
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