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Satus of Implementation in Hungary

Pillar 2 legisiation
notyetfully
Implemented

Council Directive (EU)
2022/2523 of 14
December 2022
already implemented.

An important
ministerial decree is
yet to come to specify
several uncertainties.

Legislative framework

Act LXXXIV of 2023, which is basically
the Hungarian translation of the EU
directive.

Some essential rules (related to inter
alia safe-harbours, reporting obligations)
will be regulated by a future ministerial
decree.

Scope

Multinational enterprises (MNEs) with
consolidated revenues of at least EUR
750 million in at least two out of the last
four years.
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Legislative purpose

If the Hungarian effective tax rate
blended on a jurisdictional basis is below
15%, the difference is payable in
Hungary.

To reach QDMTT Safe Harbour status
under the OECD peer review and thus

the Top-up Tax in the IIR/UTPR
jurisdictions (e.g. Japan) to be deemed
to be zero for Hungarian entities.
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Types of top-up tax liabilities

QDMTT

Qualified Domestic Minimum
Top-up Tax

+ The QDMTT is a domestic minimum tax that
allows countries to tax the low-taxed profits of
MNEs operating within their jurisdiction,
ensuring that those profits are taxed at least at
the 15% effective tax rate (ETR).

+ QDMTT allows a country to retain taxing rights
over low-taxed income generated within its
borders, preventing other countries from taxing
that income under the IIR or UTPR.

* Hungary has introduced QDMTT rules.

Income Inclusion Rule

» |IR is applied by a Parent Entity of an MNE
Group, which could entail an Intermediate
Parent Entity, or the Ultimate Parent Entity
(UPE) of the group to tax undertaxed profits of
subsidiaries.

» Hungarian entities rarely fall into this category,
since parent entities of MNEs operating in
Hungary are typically in foreign jurisdictions
(e.g. Japan).
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UTPR

Under-Taxed Payments Rule

* The UTPR is a backstop rule that ensures that
income of MNEs is taxed at least at the
minimum effective tax rate when the IIR does
not fully apply.

» |t targets profits that are taxed below the
minimum rate in jurisdictions where the parent
entity or subsidiaries are located.

» If not all top-up tax is allocated under an IIR (or
if there was no IIR in the relevant jurisdiction),
the liability to account for the top-up tax falls on
group entities based on a special ratio reflecting
their presence in their jurisdictions.
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Computationof QDMTT (1)

> Step 1: Determination of the Hungarian ETR

_Adjusted covered tax of CEs in the Hungarian jurisdiction

el Globe Income of CEs in the Hungarian jurisdiction

Numerator:

« Equals to the current tax expense accrued with respect to covered taxes adjusted by series of adjustments (any amount of
covered taxes that are accrued as an expense in the profit before taxation, deferred taxes, taxes paid in relation to an
uncertain tax position, taxes on items excluded from the denominator, etc.).

» Covered taxes certainly include Corporate Income tax (CIT) and Robin-Hood Tax in Hungary.

« There are two other tax types, which are likely to be treated as covered taxes in Hungary: these are the Local Business Tax
(LBT) and Innovation Contribution (their qualification is still subject to the OECD peer review).

Denominator:

« Equals to the Financial Accounting Net Income or Loss adjusted with certain items, including net tax expenses, excluded
dividends, excluded capital gains, policy disallowed expenses, etc.
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Computation of QDMTT (2)

Step 2: Determination of the Hungarian top-up tax percentage
* The top-up tax percentage is the difference between the minimum rate of 15% and the jurisdictional ETR as calculated
under Step 1.

Step 3: Determination of the Hungarian excess profit

* The excess profit is the Globe Income reduced by the Substance-Based Income Exclusion (SBIE). SBIE is the sum of
the payroll carve-out (5% of eligible payroll costs) and the tangible asset carve-out (5% of the carrying value of eligible
tangible assets) for Hungarian CEs. Higher, gradually decreasing percentages are applicable for the first 10 years (10-
5.8% for payroll costs, 8-5.4% for assets).

Step 4: Determination of the Hungarian top-up tax
* The top-up tax for Hungary equals to the Hungarian excess profit multiplied by the Hungarian top-up tax percentage.
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Impacts of various tax attributes

Development tax
HE

» Under the transitional rules, the utilization of
historical development tax credit recorded as
DTA in the books for the first in-scope fiscal
year will not decrease the Hungarian ETR.

» Valuation adjustments or accounting

recognition adjustments shall be disregarded.

KPMG

Carry-forwardlosses
(CFL

The utilization of pre-Globe CFLs without
reducing the Globe ETR is subject to the
precondition of recording them as DTA in the
books of the first in-scope fiscal year. Valuation
adjustments or accounting recognition
adjustments shall be disregarded.

3 categories:

Non-eligible CFLs: incurred after 30 November
2021 from items which would not be eligible
under the Globe rules;

Eligible CFLs with DTA released at 15%: CFLs
from items which would be eligible under the
Globe rules;

Eligible CFLs with DTA released at 9%: any
other CFLs
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New R&D tax credit

Qualified Refundable Tax Credit (QRTC) under
the Globe rules

The Corporate Income Tax liability can be
reduced up to 100%, without adverse Globe
implications

The tax credit equals to 10% of the eligible
R&D costs (with a nominal cap per R&D
project)

11



tr—J/\—/\—

ERlFESE (CbCR) [ZHT5H/\
V) —DIRAHM,00051—0A
KM DB 5 HTFEA1005 1 —
B R

OECDOE7 L Ea—rh

EZEEMRE (FSHEMECbCR

OBBIRFBTE 2723 D) 2024 5 5 R R
F : 15%LLE. 20254 : 16%LLE. TA b

20274 : 17% Ll E (BITHDH)

BREXADOFREENHELUA
THY. SREUNDOEIZFEY

PR HIEHEERDENE EDMES
CbCRDFR5IATFIEMEEFERN—X TAbB &5H5,00051—0%BZ 0,
DFTSHERR (SBIE) & Y /& L (BITHDH)
FLL
m © 2025 KPMG Advisory Ltd., a Hungarian limited liability company and a member firm of the KPMG global organization of independent

member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.

12



Safe Harbour

The Simplified ETR (income tax
expense per the accounts divided
by CbCR profit before income tax)
is at least 15% for 2024 (16% for
2025, 17% for 2026)

KPMG

CbCR revenue of less than
EUR10m and CbCR profit before
income tax of less than EUR1m
for Hungary

De Minimis
Test
(temporary)

QDMTT
Safe
Harbour

Simplified
Effective Tax
RateTest
(temporary)

Safe
Harbours

Initial Phase

Routine Relief

Profits
Test

(temporary)

The CbCR profit before income
tax is smaller or equals to the
SBIE
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Subject to the OECD peer review

CEs in no more than 6 countries,
and the sum of the Net Book
Values of tangible assets of all
CEs located in the jurisdictions
other than the Reference
Jurisdiction does not exceed EUR
50 million
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Administrative obligations

[|l|

KPMG

Pillar 2 Registration QDMTTreturn

must be made in 12 months after the final tax return shall be filed within 15
beginning of each fiscal year (i.e. if months after the end of the fiscal year
fiscal year corresponds to the (in 18 months for FY2024, i.e. by 30
calendar year, by 31 December 2024, June 2026)

31 December 2025, etc.

>
”

QDMTT
prepayment

the expected top-up tax
should be paid as a
prepayment and related tax
return filed by the 20th day of
the 11th month after the end
of the fiscal year (20
November 2025 for FY2024)

GIR /notification

GIR shall be filed within 15
months after the end of the
fiscal year (in 18 months, by
30 June 2026 for FY 2024),
or a notification on the filing
entity in 6 months after the
GIR is filed by another
entity (end of December
2026, the latest)
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summary

# In-scope entities in Hungary: 2-3 thousand CEs of slightly more than a thousand MNE groups.

v" Despite the low Hungarian nominal CIT rate, the effective tax rate (provided that the LBT and Innovation
Contribution will receive green lights as covered taxes) for an average company is well above 15%.

2 Majority of in-scope companies will only face an extra administrative burden without being subject to additional
cash tax.

<> Entities that had a low tax rate due to tax attributes non-compliant with Pillar 2 rules (for instance R&D double
deduction, royalty exemption, development tax credit) may face significant increase in their ETR.

TO DO — Where KPMG can help

I Complying with group reporting means an extra task even in lack of payable Hungarian top-up tax.

I Computation of top-up tax liability is actually due by 31 May 2025, since it should be recorded in the financial
statements (regardless of whether the reporting deadline with the Tax Authority is in 2026). Expected to be a
hot topic during statutory/group audits.
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FAQ

t—7 N—/\—(IEARBETT H?
QDMTT DETHEICITED SEHEZE (R FHIEI RN LHESHOEHEE) ZFEHITHIDLELNHY I H?

NH)—D BREXK ORHEEDN RN GHSHOIFAFELELGLSHE. EIHRE X LEOHMICO
WTEHESNFITH?

SESFLGNA)RHEOHRHEDE2DHETORMYHZNMNIEDLSICHY FTIH?
BEDRBRIS/FFEBRBIERICAYT 2 BHHREEEDRFRILETT H?

RET LD BRBREEELFE2ORICE T IERGCREBHEEEDERIIATI H?
NHY)—0O ZHHRE OHBEICHEDRRBEEHHLENATEFTIH?

ERD EXSHHGEHZERT 2HEHDDERERFT SMEAHLDIENDTI H?
HNREGDIMEELTEAONDZDMDBEILH Y FI H?

SHEEPICBRAERAENEVEOEBRZT oEE. FEEMNDO SEELEEX JIL—T0—8IZE o115
B, EMBEIZEDLSICHET IHENHY £ H?
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FAQ

= Are Safe Harbours applicable?
»  Which GAAP (local or UPE GAAP) should be used for the QDMTT calculation?

= For which period is the ETR to be computed, if the fiscal year of the Hungarian CE differs from the UPE’s
fiscal year?

= (Can the various tax attributes utilized under Pillar 2?

» |s the recognition of DTAs regarding historical CFLs/development tax credits necessary for the utilization
under Pillar 27?

» What can cause the difference between the accounting DTA and the one eligible for Pillar2?
= Can foreign WHT included in the computation of Hungarian ETR?

= When is it worth considering the election for applying the domestic partex rules?

= Are there any other taxes (e.g. windwall taxes) which could be considered as covered taxes?

= How should the ETR be computed if the CE has undergone a legal transformation or has become part of
another MNE group during the fiscal year?
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Contacts

Gabor Zachar MasashiNomura

Partner BH #x
Tax&Legal Advisory Director, Japanese Desk
M: +36703701925 M: +48 604 496 342
E: Gabor.Zachar@kpmg.hu E: mnomura1@kpmg.pl
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KPMG

Some or all of the services described herein may not be permissible for KPMG audit clients
and their affiliates or related entities.

finl’ BLOG

kpmg.com/socialmedia kpmg.hu

The information contained herein is of a general nature and is not intended to address the circumstances of any particular
individual or entity. Although we endeavor to provide accurate and timely information, there can be no guarantee that such
information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on
such information without appropriate professional advice after a thorough examination of the particular situation.
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