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Overview of Hungarian transfer pricing background

Documentation
purpose

= Provide relevant

Controlied
transactions

= Documentation

Related party Requirements|. Requirementsil.

= Transfer pricing Local file

rules are
applicable for
transactions
between related

parties

Connected by
direct or indirect
majority (more
than 50%)
shareholding
(voting rights)

Entities with
identical
management

threshold set by
the legislation

Transactions with
an aggregated
annual value
exceeding HUF
100 million (cca.
EUR 250,000) at
an arm’s-length
price without VAT

and reliable
information to
authorities for risk
assessment.

Manage and
mitigate tax and
transfer pricing
risk for taxpayers.

Burden of proof
shifting to the
authorities.

Supporting that
corporate tax
paid is
appropriate
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= Detailed

information on
the local taxpayer
and transactions
(pricing,
conditions)

Master file

= High-level
general
information on all
members of the

group

Data reporting

form

= |nformation on
transactions,
transfer pricing
analyseses,
submitted in the
CIT return

Country-by-
Country (CbC)
notification

= Annual
notification if the
group is filing
CbC report
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Transfter pricing penalties and risks

Missing
documentation

= Default penalty

Missing Risk of operating
registration,CbC  loss

» Related parties

Taxauditfocus  Taxauditfocus

= Authorities may = Transfer pricing is Automotive and

KPMG

up to HUF 5
million (cca. EUR
12,500) per
controlled
transaction

Default penalty
for missing
Master file is also
HUF 5 million

If no, or not good
enough
documentation,
then tax
establishment is
more likely

must be
registered within
15 days of the
first contract

Penalty up to
HUF 1 million
(cca. EUR 2,500)
may be levied for
missing
registration
Missing CbC
notification could
be also penalized

investigate
operating losses
or low profitability
in details

Transfer pricing
document and
relevant contracts
required for
support

Authorities may
challenge the
profit achieved
without a detailed
functional
analysis
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in focus of audits

TP reporting is
used for risk
assessment and
tax audit
selection

If there is an
establishment,

default penalty up
to 50% of tax
shortfall) and late
payment interest
can be assessed

pharmaceutical
fields are in focus
of audits

Management
fees requires
supporting
documentations

Royalty — what is
behind,
reasonable if
lower profit
achieved

If losses, what
are the reasons
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Transfer pricing adjustments

« Ayear-end transfer pricing adjustment may be required if the realized profit at year-end differs from the market
conditions (lower than market level).

« Adjustment can be or may need to be invoiced or by an accounting nor or done in corporate tax base only.

« Adjustment can be made to the closest element of the market range (lower quartile) or the middle value
(median).

* Hugh difference could be, and legislation is not clear.

 Atransfer pricing adjustment, may affect other than corporate tax, such as VAT, customs or local business tax.
« The Tax Authority examines the related background and the supporting documents.

« If a tax audit establishes tax shortfall, it is targeting median value (higher adjustment).

* |t requires special attention when working out the details of the adjustment, in which KPMG is glad to assist.
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0GA Summary

-  Bywhenshould TP documents/reporting be prepared? (Local file, Master file, datareporting formand ChC notification)Adjustment can be or
may need tobe invoiced or by anaccounting nor or done in corporate tax hase only. (Slide 3)

Deadlines are:

» For local file and data reporting — latest 150 days after the end of the business year, the data reporting is part of the
corporate tax return, so it shall be filed to the tax authority, local file shall be prepared but shall not be filed,

» Master file — latest within 1 year after the end of the business year

» CbC notification — last day of the business year

* Isthemaster file to he submitted a translation of the master file prepared by uitimate mother company abroad in case of Japanese

subsidiaries inHungary?
It can be a translation of it, English, Hungarian language is fine from Hungarian perspective

What should be reported in ChC notification?
Couple of data, such as name of the reporting entity, relevant business year, country where the CbC report is filed

«  Asforthe second one, obligation toregister related parties happens only when the transactionis subject to documentation? (Slide5)

The registration has to be made regardless of documentation obligation on the transaction. Basically after the first
transaction with a related party
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0GA Summary

What information should be included in the supporting documents for management fee?
Terms of the agreement, benefit received by the Hungarian entity as a result of the service, how the service fee is

calculated, what mark-up is applied

Could explaina bit concretely on the second bullet point? ISitinataxpayer’s discretion which option to take? Or should one of them to be

taken depend onthe situation? (slide7)
Yes, basically taxpayers can decide — considering the relating contract, timing of the adjustment, etc.

Do youmean that adjustment only to lower quartile be still risky? To adjust to medianis recommendable?
In the case of certain adjustments — based on the legislation — the default is to make the adjustment to the median.
Lower value can be used if it is explained that why a lower value is more appropriate than the median. If not properly
argued why a lower quartile is more appropriate, if relevant contract is not adjusted and not supporting the handling of
the adjustment, it might result in a tax base correction.

As for the 5th bullet point, maybe itis natural that a tax payer has toadjust VAT, customsifitissues revised invoice or additional

invoice/credit note/debit note. Evenin the case of adjustment only tax base, a tax payer has to make adjustment of VAT and customs?
Depending on the transaction and what is adjusted (service fee, cost of goods sold, revenue) there might be a need
for custom, local business tax or VAT base adjustment. In general, when the tax base adjusted only, VAT adjustment
is not needed, although local business tax base adjustment is needed.
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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
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