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Introduction: types of capital companies in Hungarianlaw

Limited liabilit Public company

limited by shares

Private company
limited by shares

company (LLC

Law

High flexibility, limited formalism

Lowest amound of capital reqired for
creation

Strong personal position and
influence of the shareholders

90% of companies in Hungary are
LLC’s

(Private CLS)

A company limited by shares can be
established only in private form

Its shares are not listed on a stock
exchange

In kind contribution at creation: max
30%

Operating a Private CLS is more
difficult than in cae of an LLC

(Public GLS)

Designated for the largest business
undertakings

Extensive regulatory aspects;
Shares listed on the stock exchange

Most burdensome to operate
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Effective organization structure

Single-member LLC

Managing director may be instructed by the single-
member.

Multmle -member LLG

The managing director may not be instructed by any
of the members of the LLC.

Managing director shall obey the resolution of the
single-member.

The managing director shall act in accordance with
the resolution of the members’ meeting-

MB&I]S of effective control

Appointing more than one managing directors with joint representation right;
Narrowing down the powers of the managing director(s);

Establishing a supervisory board to oversee the activity of the managing director(s);
Setting-up reporting obligations for the managing director(s).

KPMG
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m *Simplified framework based on our business practice. Specific means of recording in financial books should be separately consulted with accounting expert.
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Sources of equityissues of the LLG

« Sources of LLC’s equity: registered capital, capital reserve, profit and loss reserve, evaluation reserve profits, losses and
other sources specified in legal provisions.

* Negative equity: value of LLC’s total assets < value of LLC’s obligations; LLC’s potential obligation to undertake protective
measures if specific statutory prerequisites are met (subject to assessment of each case). Protective measures not only apply
in case of negative equity but in other cases (please see the next slides)

Crucial sources of LLC’s equity Most common sources of LLC’s negative equity

Reqistered capital:
basic capital created from

funds contributed by
members in exchange for
quotas

Capital reserve:

accessory capital set Obligations towards
aside for future business partners

investments and growth

Other losses generated
during LLC’s business
activity

Profit and loss reserve:

accessory capital created Other sources: Limited liquidity resulting Loans aranted bv LLC’s
i.a. from accumulated e.g. Tied-up reserve, from late payments of ?nembersy
profits and additional revaluation fund receivables

payments

m *Simplified framework based on our business practice. Specific means of recording in financial books should be separately consulted with accounting expert.
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Equityissues andlegalrisks fromperspective of the LLG

« Alack of equity by law arises in the following cases:

Law

1.

If the equity of a company, for two full
consecutive twelve-month business years, does
not reach the initial capital prescribed by law, and
the member(s) fail(s) to arrange for the sufficient
equity within 60 days after the adoption of the
financial statements of the second year the
company shall decide on its transformation

The company may opt for termination without
succession or a merger instead of transformation.
[Civil Code 3:133. § (2)]

2.

The managing director of the LLC shall, without
delay, initiate the members’ meeting’s decision-
making for taking the necessary measures if he
learns that

a) the equity of the company decreased to half
of its registered capital due to losses;

b) the equity of the company decreased under
the minimum limit of initial capital
determined by an Act;

c) the company is threatened with insolvency
or has stopped making payments; or

d) the assets of the company do not cover its
debts.
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Negative equity:keylegal risks fromperspective of the LLC

Optional resolutions on further existence of the LLC If the before requirements are not met:

members shall decide on transformation, merger, or
dimerger

Otherwise: termination without succession

KPMG
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Negative equity: liability of LLG's Management

Civilliability for material damages and

obligations

Criminal liability

Towards LLC: Towards third parties:

Managing Director is liable for the Under certain conditions, the
damages caused to the company by managing director is liable to third
the Managing Director’s activities parties for any damage caused by

acting as managing director

Law

Impairment of own capital,
bankruptcy offence
(Penal Code):

fine, restriciton of liberty,

imprisonment or prohibition of
business activity/ managing affairs
of business entities (imposed by
criminal court)
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Negative equity: potential remedial actions

01

Increase of initial
capital:

Law

most standard
reduction of LLC’s
loss-to-assets ratio

may be conducted
by AoOA amendment
debt-to-equity swap
as specific type of
share capital
increase.

03

Contractual measures
(improving business
credibility):

financial guarantee
from a bank or
insurance company

surety contract with
LLC’s related entity

contract on debt
accession.

04

Generating profit from
LLC’s future activity:

insecure and time-
consuming
compared with other
remedies

not recommended if
the amount of losses
IS substantial.

14
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How canwe help?

Law

02

Complex support in
implementation of 03
01 chosen option of

neutralizing the negative

v Contractual advisory,
Designing optimal legal S conducting
solutions in relation to negotiations with
negative equity of business partners

commercial companies 04

Representation of
commercial companies
before courts and state

authorities
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Q&A (siide 2-5)

We understand that the joint representation should be clearly mentioned in the
AO0A, could you tell us how it could work in practice.

The joint representation can be designed flexibly. For example 3 managing directors, Mr. A, Mr. B and Mr. C may be
appointed with joint representation right in a way that two managing directors are entitled to represent the company
jointly, and one of them should always be Mr. A.

As for the second bullet point in the lower box, how we can narrow the powers of
the managing director(s) in practice.

The articles of association of the company may include e.g. that the conclusion of agreements above a certain value is
subject to the prior approval of the members’ meeting.

24
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Q&A (siide 2-5)

- How does the supervisory board work? Please explain, rising an example.

The task of the supervisory board is to check the management for the purposes of defending the interest of the
company. Under the civil code, the supervisory board has the right to inspect the proposals to be submitted for the
members’ meeting and to present its opinion. Furthermore, the supervisory board has the right to inspect the
documents, books, agreements, bank accounts and registers of the company and may request further explanation from
the management and employees of the company. The supervisory board shall provide its comments to the financial
statements prior to the adoption thereof by the members’ meeting. Additionally, the supervisory board may convene the
members’ meeting if it deems that the management operates in a way which is contrary to the laws, the articles of
association, the resolutions of the members’ meeting or the interests of the company.

As an example, if the managing director of the company harms the interest of the company, the supervisory board has
the right to convene the members’ meeting to inform the members, where the members may take the appropriate steps
(e.g. withdraw the managing director).

Law



Q&A (siide 2-5)

How we can set up reporting obligations for the managing director

Reporting obligations may be set-up multiple ways, for example, the management may be requested to report to the
members’in each month about the economical operation of the company of the preceding month, or the management
may report about the agreements to be concluded, the payments expected to be made etc. in the ordinary course of
business in the next month (e.g. until the 15th May for the transactions expected in June)

Law



0GA (stide0-1)

We are not so familiar with decrease of capital in Hungary. May we understand
that through the procedure of decrease of capital, a part of registered capital is
transferred to other capital sources? To which one will it be transferred?

If the purpose of the capital decrease is to cover losses and increase other elements of the equity, then the capital
reserve or the retained earnings may be increased. The members may decide to which capital source they wish to
transfer the amount.

27
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0GA (siide12-13)

Do you have a very easy and good example or situation of civil obligation on the
left and central one, when a managing director did not initiate member’s meeting
for taking necessary measures to improve equity deficit?

It may be the case that e.g. the management did not initiate the members’ meeting and therefore the company suffered
damages (e.g. the court of registry issued a fine). Alternatively, because of the equity situation the company is not able
to make payments to a supplier, where the supplier will have damage.

Law



QGA (stide12-15)

Are there concept of authorized capital in LLC? Do we need to amend AoA when
we want to increase capital by monetary or in-kind contribution including debt
equity swap, if there is no description in AoA on it.

Yes, the minimum registered capital of an LLC is HUF 3 million in general. If the registered capital is increased the AoA
must be amended reflecting the increased registered capital and its composition (e.g. monetary contribution and in-kind
contribution). Prior to the capital increase the AoA does not have to be amended, only after the capital increase.

« May we understand that the increased capital can be allocated into registered
capital and capital reserve? And the proportion of those two can be decided quite
flexibly in Hungary?

The understanding is correct. The proportion may be decided flexibly, the important is that a certain amount has to be
allocated into the registered capital and simultaneously to the capital reserve as well.

KPMG
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QGA (stide12-15)

On 02, How can shareholders make the additional payment. Can they do it
anytime they like for any purposes?

In case of multiple-member companies, the AoA shall include the rules on the additional payment obligation (the
maximum amount thereof, and the frequency in which additional payment obligation may be ordered, e.g. once in a
year). In case of single-member companies, instead of the AoA, the member’s resolution should contain the amount

which the member undertakes to pay. Additional payments may only be requested to cover losses.

m 30
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