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2021 tax law amendments in Hungary
What to look out for

With the submission of bill no. T/13258, the 2021 tax law amendments were presented to the Hungarian Parliament on 13 October. Some
of the changes ensure compliance with EU requlations, and we see several legislative amendments aiming to decrease tax administra-
tion. When examining the important elements of the bill, please bear in mind that the summer tax law amendments include several com-
ponents that have already been accepted and thus will enter into force from 2021. For example, the favourable changes to the EKAER rules,
the extended DAC6 reporting deadlines or the third step of online invoice data reporting when we will have to deal with invoices issued
to private individuals as well as intra-Community sales invoices. Below we summarise the elements of the 2021 tax law amendments that
are most important for decision-makers.

Personal income tax

Fringe benefits: From 1 January 2021, for each employer the
portion of any benefit granted in excess of HUF 450,000
(roughly EUR 1,200) will qualify as an “other benefit". In the
case of employees working at non-state budgetary organisa-
tions, the current limit of HUF 800,000 (roughly EUR 2,200)
can be applied until the end of the year.

Tax-free benefits: From the in-kind benefits received, the
vaccination provided by the payer is already tax exempt, and
this tax-exempt status will be extended to the pandemic
screening examinations.

Corporate tax

> Tighter rules on permanent establishments: Services provided

create a permanent establishment if, for lack of a place linked
to a tangible thing, the Hungarian presence is only embodied
by the employees or natural persons who render the services,
provided that the term of the service exceeds 183 days. Re-
lated projects must be considered collectively. A permanent
establishment is created every time, provided that the tax
treaty definition of permanent establishment is fulfilled.
Consequently, the tax treaty takes precedence over the Act on
Corporate Income Tax even if no permanent establishment
would be created based on the latter.

Dividends: In light of the amendment to the Act on Account-
ing, the 2021 tax law amendments repeal the special provi-
sion prescribing a corporate tax base decrease when
assessed but unpaid dividends are forgiven. And, the exemp-
tion from the tax base increase relevant for the member of
the company determining the dividends will cease.
Investments serving energy-efficiency purposes: Based on
the bill, when buying a passenger car and an electric passenger
car, the tax allowance for an investment/renovation serving
energy-efficiency purposes generally cannot be used.

> The definition of controlled foreign companies is also chang-

ing. In this context, corporate tax base modifying items rele-
vant for dividends and capital withdrawal will be supple-
mented so that the portion related to the real legal transac-
tions can gain exemption from taxation.

Irrecoverable debts: According to the 2021 tax law amend-
ments, taxpayers can decrease their pre-tax profits with re-
gard to the irrecoverable portion of the cost of receivables
from related companies if they keep separate records on the
related company concerned and on the real economic reasons
justifying the transaction.

The deductible reducing the corporate tax base based on the
development reserve may be claimed from 1 January 2021
up to the amount of the pre-tax profit of the given fiscal year.
The HUF 10 billion (roughly EUR 27.5 million) limit will no
longer apply.

VAT

> eVAT: The 2021 tax law amendments will enable the Hun-

garian tax authority to prepare draft VAT returns for businesses
based on the invoice data it receives, thus further decreasing
the administrative burden of companies. As opposed to the
ePIT (e-personal income tax return), the eVAT can only qualify
as a tax return with the active participation of the taxpayers
affected (they have to decide on the deductible tax for each
invoice). If the taxpayer supplements, accepts and then sub-
mits the draft return, it is considered that he has also fulfilled
the invoice data reporting obligation required in respect of
invoices received. The State Tax and Customs Authority will
make the draft tax returns accessible for taxpayers from the
12t day after the end of the tax assessment period. The
National Tax and Customs Administration will first prepare
the drafts based on July 2021 data. Use of these drafts is
optional for companies.
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> The amendments ensuring compliance with EU regulations
cover four large areas: the change in rules on intra-Community
distance selling, the cancellation of the VAT-exempt status of
low-value imported packages, the mandatory use of elec-
tronic platforms promoting electronic trade to pay taxes, and
the keeping of records, as well as the adaptation of the “one-
stop-shop” administration system for fulfilling the new types
of tax payment obligation. Accordingly, the 2021 tax law
amendments define, in terms of VAT rules, what qualifies as
an intra-Community distance sale or the distance sale of
products imported from a third country or an area falling into
the same category as the area of a third country. Further-
more, in defined cases when the risk of tax evasion is particu-
larly high, taxpayer electronic interfaces that facilitate the
sales of products by other taxpayers (sellers) through use of
said electronic interfaces are now subject to paying taxes.

> To be able to control the tax payment obligation on product
and service supplies in electronic trade, the 2021 tax law
amendments require taxpayer electronic interfaces to keep
records in respect of the transactions that they did not per-
form for taxpayers in the area of the Community. Accord-
ingly, if a taxpayer electronic interface facilitates the supply of
products or services for non-taxpayers within the territory of
the Community, particularly through a market, platform, por-
tal or other similar tool, the taxpayer facilitating the supply
of products or services must keep records of these product or
service supplies.

> Irrecoverable debts: From 1 January 2021, ex-post tax base
reductions on the grounds of irrecoverable debts will be
possible even if the buyer of the transaction underlying the
bad debt does not qualify as a VAT taxpayer.

> Sale of passenger cars: Under current regulations, sales of
passenger cars are tax-exempt if, upon the acquisition, the
input VAT could not have been deducted due to the deduction
ban, orif such a ban would have applied to the input VAT had
the acquisition been subject to tax. The 2021 tax law amend-
ments make it clear that if the deduction ban on the acquisi-
tion of passenger cars would otherwise have been relieved
by the acquisition that took place for reselling purposes, the
exemption cannot be applied.

> Issuing invoices: The current requlation makes the exemp-
tion from invoicing in the case of transactions performed for
non-taxpayers partly conditional upon the payment method
(by listing the payment methods that assume the simultaneous
presence of sellers and buyers). Given that there has been
significant developmentin the area of payment and invoicing
methods since the acceptance of this rule, it is not justified to
tiethe invoicing exemption to the payment method. Thus the
2021 tax law amendments abolish this condition. According
to the legal requlations on VAT, invoices must be issued if the
taxpayer performs distance selling within the Community.
The bill states that if the taxpayer fulfils its tax payment and
tax return filing obligations on its distance selling within the
Community through the "one-stop-shop” administration sys-
tem, then in order to simplify the use of this system and in
light of the record-keeping obligation required to use it, no
invoice has to be issued. However, if the customer requests
an invoice, the seller shall issue an invoice.

The 2021 tax law amendments also modify the VAT group's
"membership rules" and extend the application of the “one-
stop-shop” administration system to all services provided for
parties who are not taxpayers in EU Member States as well as to
alltax return filing and tax payment obligations on distance sell-
ing within the Community.

Online data reporting, invoice issuing

> From1January 2021 the data reporting obligation shall cover
invoices issued to non-taxpayers, as well as invoices issued
on intra-Community tax-exempt supplies to taxpayers. How-
ever, data does not have to be provided on invoices issued to
non-taxpayers regarding transactions having a place of per-
formance in other Member States, and where the taxpayer
satisfies its tax payment obligation within the “one-stop-
shop” administration system. The data reporting on invoices
issued to individuals not paying tax does not include the
name and address of the customer or user.

> If ataxpayer receives an advance, data also has to be reported
on the difference derived from taking the advance into account.

> If a taxpayer supplies goods or provides services outside its
home country, it must provide data on the fact that the trans-
action is beyond the territorial scope of the law.

> The changes to online invoice data reporting will enter into
force on the first working day of 2021.

Small business tax (KIVA)

The KIVA rate will fall to 11%, its sales revenue limit and total
assets threshold will increase to HUF 3 billion (roughly EUR 8.2
million) from 2021. In line with this, the sales revenue threshold
for the termination of small business taxpayer status will rise to
HUF 6 billion (roughly EUR 16.5 million). The limit on the number
of staff remains at 50 people, and the data of related companies
also has to be taken into account when calculating the sales reve-
nue limit and number of staff.

Local taxes

> The system for filing local business tax returns is modified and
simplified for taxpayers, since they only have to submit their
local business tax returns directly to the state tax authority
now, instead of to local governments. A standard tax return
submitted to the state tax authority and including data for
the registered office and all the permanent establishments
may bring significant relief from administration for both tax-
pavers and local tax authorities.

> Accordingtothe reasoning of the bill, it follows from the current
rules of the Act on Rules of Taxation that upon calculating the
individual local business tax base components, related com-
panies must take into account if the amount of the local busi-
ness tax base componentis derived from a transaction in which
the contractual price differs from the arm's length price. The
bill stipulates that related companies must apply the arm's
length price for their transactions if the transaction affects
either net sales revenue or the costs and expenses reducing
net sales revenue. According to the bill, adjustments due to
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the arm's length price apply to the related companies subject
to this obligation under the Act on Corporate Income Tax.

> Pursuant to the 2021 tax law amendments, temporary busi-
ness activities will not be subject to taxation anymore (the
construction industry is currently subject to temporary local
business tax where work at a municipality for more than 180
days results in the creation of a permanent establishment and
its registration at that municipality). In light of this, the bill
will cancel the current rules on temporary local business tax
liabilities in respect of construction work lasting for more
than 30 days.

> The 2021 tax law amendments stipulate that if an entrepre-
neur performs a self-revision because of any significant or
non-significant errors as per the Act on Accounting, or if the
Hungarian tax authority conducts an inspection and the error
impacted on the local business tax base in the year when it
was discovered, i.e. the correction of the error would have to
be considered for the tax base elements of the fiscal year
when the error was detected (and not only for self-revisions
relevant for previous years) because it is registered in the
general ledger, then the tax base elements have to be calcu-
lated accordingly. It can thus be ruled out that the entrepre-
neur might consider certain items in two fiscal years when
assessing local business tax, i.e. that it increases or decreases
the tax base twice.

Vehicle tax

According to the current regulations, local government tax
authorities carry out the tax authority's tasks in respect of vehicle
tax. From 1 January 2021, the state tax authority will perform
such tasks in respect of the vehicle tax on domestic vehicles.

Tax administration

>

Increasing threshold for automatic payment relief: From the
beginning of next year, instead of the current threshold of
HUF 1.5 million (roughly EUR 4,000), reliable taxpayers will
automatically be able to pay a tax debt of up to HUF 3 million
(roughly EUR 8,200) over 12 months in interest-free instal-
ments. Instead of a tax debt of HUF 500,000 (roughly EUR
1,400), private individuals will be able to pay a debt of HUF
1 million (roughly EUR 2,700) over 12 months in interest-free
instalments once a year.

Mentoring of start-up companies: The 2021 tax law amend-
ments increase the mentoring period from six months to 12
months to promote the launching of businesses.

Tax consulting

The expected amendments outlined above will affect
most taxpayers. We particularly want to draw your atten-
tion to the changes affecting Hungarian corporate tax
(e.g. the creation of a permanent establishment) and
local business tax. If you have any questions regarding
the elements of the 2021 tax law amendments in
Hungary, or their impact, then our tax specialists will
gladly help with the answers.

Tamas Gyanyi

partner

Telephone: +361 887 3736
tamas.gyanyi@wtsklient.hu
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This WTS information does not constitute advice and it serves only to provide general information about selected topics.

Any information contained herein shall thus not be considered exhaustive, and nor may it be relied upon instead of advisory services
in individual cases. We accept no liability for the accuracy of the content.

Should you have any questions regarding the above or any other professional issues, please do not hesitate to get in touch with your
WTS advisor or use any of the contact details below.

Services of WTS Klient Hungary: You can request for our You can sign up for our
online offer by one single click: newsletter by one single click:

» Tax consulting . :
. . . . Online offer >
» Financial & accounting advisory
» Legal consulting
Accounting
» Payroll

» IT/ Business Automation
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WTS Klient Hungary

1143 Budapest - Stefania (it 101-103. - Hungary
Telephone: +36 1 887 3700 . Fax: +36 1 887 3799
info@wtsklient.hu « www.wisklient.hu

WTS Klient Ltd. WTS Klient Tax Advisory Ltd.

Registered seat: Registered seat:

H-1143 Budapest, Stefania it 101-103. H-1143 Budapest, Stefania it 101-103.
Company registration number: Cg.01-09-930353 Company registration number: Cg.01-09-978231
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