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A General Introduction to the Political, Economic, Social and Legal Environment of the Country

Re ceiving Investment

Hungary decided to break away from its Soviet-bloc orientation and one-parly past and open up for the market

aomy after the fall of communism in 1989 and the first free elections after over 40 years in 1990. In 1990, with
A Hungarian Democratic Forum (in Hungarian: MDF) winning the elections and the Alliance of Free Democrats
in Hungarian: S5ZD53Z) becoming the strongest party in opposition, the government began a Western oriented
r:: reign Policy, gulminating in joining a number of major international organisations/unions, such as OECD in 1996,
the NATO in 1999 and the EU in 2004, This Western orientation lasted until 2010, when The Alliance of Free
pemocrats — Hungarian Civic Alliance (in Hungarian: FIDESZ) and its prime minister, Viktor Orban has gained a
farge majority and began to steer the country back towards the East, forging better and better ties with — among
others - Azerbaijan, China, Russia and Turkey. As a result, official and business relationships between China
and Hungary ave good , signaliing opportunities to Chinese investors wishing to invest in this region, as well as
Hungarian investors wishing to invest in China (the former being more typical and mainstream).

Hungary has experienced a mass exodus of people recently; according to available figures, approximately
palf a million (representing 5% of the population) people left the country in the past few years and most of
them now work in continental Europe (mostly in Austria and Germany) and the United Kingdom, while many
wravelled even further (the United States, Canada, Australia and New Zealand being preferred choices). Many
plan to return, but this is yet to be seen. This results in serious shortage of workforce; both white collar (e.g.
doctors, nurses, |T specialists) and blue collar (especially in the construction industry) and causes serious
headaches to employers. In addition, a further oulflux of people can be expected, as according to available
figures, approximately 50% of educated people below 30 would still like to leave the country. This may be one
of the major challenges the country faces in the short/medium term and, if a majority of these people remain
abroad, then also in the long term.

The government was one of the first open supporters and is one of the major advocates of the movement
in the European Union aiming at providing more sovereignty to member states and less power to the central EU
bureaucracy.

After the years of hardships that followed the 2008 financial crisis, by today, Hungary has a steady growth and
seems to have good outlooks for the foreseeable future. Real estate projects had been extremely down from the
hEEl'm'liﬂg of the crisis until 2015, but have also restarted recently both in the residential and the commercial arena
and the outlooks are good. Growth of this sector is vastly hampered by the shortage of workers, as written above.

B.The Status and Direction of the Cooperation with Chinese Enterprises under the B&R

o :':“EIHTF |nlmducjed the system of so-called residence bonds in 2013, whereby individuals of third countries
mr;a iperann‘ who is not a Hungarian or EEG member state cilizen) may enter into and stay in Hungary — and
that ::1 ently within the European Union — through a residence permit by investing into such bonds. This means
'n :;Ph this system, with a 300k EUR (250k before 2015) investment into Hungarian state bonds, cne can
he 1o n:;ym first time, a 5-year and then a permanent) Hungarian residency permit for him/herself and also for
but i:’::’:n:lmriuoed, residency bonds were mostly aimed at Arabic, Chinese and furma:?r CIS investorsfapplicants,
.Bpp::}&.' they have by far proven to be most successful among Chinese applicants (according to press

: rasu:;umatall'f B5% of successful applicants come from China).
S Lof this, as well as the current government's shift of attention from the Western woarld to the East,
el e and more Chinese investors active in Hungary. Many regard Hungary as a gateway to Europe and

"®gin for :: Uropean base accordingly, and Hungary is already viewed as the favourite business destination in the
hinese investors,
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Major sectors Hungary has for long been recognized for include agriculture, automotive, life sciences anpg
TMT and these sectors may be especially interesting for investors.

Thanks to the growing number of such entrepreneurs and the government's favourable appreach to Sl
influx, one may hope thal cultural differences may be overcome and Hungary can provide safe harbour and offay 5
welcoming opportunity to Chinese businesses aiming to do business in the CEE region and the whole of Europe,

I, Investment

A. Market Access

a. Department Supervising Investment

If “investment” is defined narrowly, the competent Hungarian courts of registration shall be considergy
responsible for the supervision, thus for the lawful operation of enterprises.

The Hungarian Investment Promotion Agency (the “HIPA") is tasked with handling queries arising j,
connection with foreign investments and facilitating bilateral trade. HIPA offers the so-called nna-stup.shqp
management, in the framework of which consultancy services ensure tailor-made offers and suitable informatjg,
packages for enterprises, who wish to invest in Hungary.

b. Laws and Regulations of Investment Industry

As Hungary joined the European Union in 2004, as a member state of the European Union, it shall be obligey
to harmonize national laws with the respective EU regulations and EU directives. In Hungary, the latest substanjjy
amendment as regards establishing a modern and comprehensive regulation of business entities was the adoptig,
of the new Hungarian Civil Code (Act No. V of 2013 on the Civil Code; the “Civil Code").

Act No. V of 2008 on Public Company Information, Court Registration Proceadings and Dissolutigy
Procedures (the "Company Act”) along with the Civil Code provides relatively simple company registration
procedures, while all corporate responsibility requirements laid down in the Civil Code or in the Company Act (or in
ather laws) shall be strictly met.

in general, Hungarian legislation makes no distinction between local companies and companias with foreign
participation.

c. Forms of Investment
a) Corporate Forms

The Civil Code defines five different corporate forms that may be used by (foreign) investors in order to cary
out business activities in Hungary.

(i} Unlimited Partnership (in Hungarian: “kozkereseti tarsasag”)

In an unlimited Partnership, every member has joint and unlimited liability for the partnership’s obligations.
This type of partnership must have at least two members, and no minimum registered capital is required for its
establishment and operation.

(ii) Limited Partnership (in Hungarian: "betéti tarsasag")

A limited Partnership shall have at least two members, (at least) one of which shall bear unlimited liability for
the obligations of the partnership (the general member, in Hungarian: “beltag”). The liability of the other one (of
more) members of the partnership shall be limited to the amount of thair capital contribution (the limited partnéf, "
Hungarian: “killtag"). No minimum amount of registered capital is required for the establishment and operation
this type of partnership.

(i) Limited Liability Company {in Hungarian: "korlatolt feleldsségl tarsasag”)

For more detailed information, please see. Chapter E.

(iv) Private Company Limited by Shares (in Hungarian: “>artkarll részvénytdrsasag") and Public comper!
Limited by Shares” (in Hungarian: “nyilvanosan miikbdé részvénytarsasag’)

For more detailed information, please see: Chapter E.

b) Representative Office, Branch Office
I'Iﬂ-t‘jr bgﬁﬂd o

It is also possible for investors willing to invest in Hungary, but not wishing to establish a new © hment

Hungarian corporate rules to establish a presence in Hungary. Both below mentioned forms of establis
be registared into the Companies’ Registry (in Hungarian: “cagjegyzek”).

nies “'“iudu

(D) Please, note that it is no longer possible to establish a public company limited by shares, However, private compd
shares may decide to change their corporate form to public company limited by shares.
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(i) Representative Office
This form of establishment in Hungary may be useful for foreign investors to familiarise themselves with the
gt and business conditions in Hungary in practice before the establishment of a more serious investment.
ugh this type of investment, normal liaison functions can be performed on behalf of the parent enterprise.
ver, the representative office shall not pursue any core business activities independently.
(i) granch Office of a Foreign Enterprise
A branch office is an organisational unit of the foreign enterprise, which is authorised to perform normal
iness activities on behalf of the parent company. Under Hungarian law, a branch office is an entity without legal
blifwn ality — thus, the foreign enterprise shall bear the responsibility for the activities thereof.
P

4 gtandards of Market Access and Examination

For gompanies with foreign participation, the same legal rules shall be applied as for companies with
yngarian owners. Thus, no additional permission is required for foreign investments, and prohibitions or
ctions apply only in some specific areas (e.g. water transport activity, lands used for agricultural or forestry
- es, wasle management, elc.).
urli'|°: grder for investors to establish an enterprise as an investment, the company shall be registered into the
companies’ Registry. The registration is mandatory in Hungary for every business association. The registration of
nies falls under the competence of the competent court of registration.

The constitutive documents of the establishment have to be prepared and countersigned (if applicable
qccording to the respective laws) by an attorney-at-law registered in Hungary. Any amendment to the company's
data must be registered into the Companies’ Registry, alongside with the payment of the respective duty and

plication fees.

A newly registered company also has to register with the National Tax and Customs Administration for
declaring VAT, and for income purposes, with the Hungarian Central Statistical Office, as well as with the social
sgourity authorities. (for more detailed information, please see: Chapter E)

B. Foreign Exchange Regulation

a, Department Supervising Foreign Exchange
3) National Bank of Hungary

The National Bank of Hungary (in Hungarian: Magyar Nemzeti Bank) (the *NBH") has numerous supervisory
responsibilities, including the monitoring of foreign exchange transactions and setting and publishing official
exchange rates. It shall manage foreign exchange operations in relation to the management of foreign exchange
reserves and the implementation of exchange-rate policy.

NEH is the central bank of Hungary and it is also a member of the European System of Central Banks and
the European System of Financial Supervisors. The NBH and the members of its decision-making bodies shall be
independent in carrying out their tasks and meeting their obligations conferred upon them by Act No. CXXXIX of
2013 on the National Bank of Hungary (the “NBH Act”), and shall theoretically neither seek nor take instructions
from the government, the institutions and bodies of the European Union, the governments of its Member States
and any other bodies, except from the European Central Bank. The government, as well as all other bodies are
:ﬂl.:lr#d to fully respect this principle and shall not attempt to influence the NBH and its bodies in the performance

8ir tasks,

- Without prejudice to its primary objective, the NBH shall uphold to maintain the stability of the financial

sh:"gzdlaw system, to increase its resilience and to ensure its sustainable contribution to economic growth, and
Pport the economic policy of the government using the means at its disposal,

bj Elthl_ugg Ratos

n;::a:lgH‘EhE‘u“ qi-!tlllta and publish the official exchange rates for the conversion of foreign currencies into
Thrt :;“t'[ HUF") and HUF into foreign currencies.
ive uipm ant that changes in the exd!anga rate regime shall not be permitted Ltr;: compromise the primary
xchangs :HgEH with regard to the achievement and maintenance of price stability. Within the framework of
regime, the NBH shall protect and influence exchange rates on domestic and foreign currency
Esam';“”‘a““ar!" and possible. Furthermore, the government and the NBH shall treat the exchange rate
er of mutual interest of the Member States of the European Union,

“Brief)
nt
iy foduction of the Relevant Laws and Regulations of Foreign Exchange

cto
T Y Remarks Conversion and Transfer Policies

Gﬂua i
ment decides on the choice of exchange rate regime in agreement with the NBH. With effect from
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26 February 2008, the HUF exchange rate has been floating freely vis-a-vis the EUR as a reference currency, wit,
movements in the HUF determined by the interaction between the forces of supply and demand.”’ Since that time,
market forces determine the exchange rate of the HUF to the EUR and other currencies, With respect 10 access g,
foreign currencies, they are are freely available in all banks and exchange offices.

According to Hungary's EU accession agreement, it theoretically must adopt the EUR; although the exact timy
of Hungary's entry into the Eurozone has riot been determined yet. Nevertheless, according to the declarations
the current government, such entry will never actually take place.

b) Ielevant Foreign Exchange Related Legislation

Act No. XCIll of 2001 on Foreign Exchange Liberalisation (the “Liberalisation Act’). The Liberalisation Act liftey
all remaining foreign exchange restrictions and allowed free movement of capital in line with EU regulations,
that time it was a significant change in the monetary policy of Hungary due to the fact that previously the fmﬁign

exchange transactions were controlled extensively.

The NBH Act.Pursuant to the NBH Act, the fundamental tasks of the NBH are related to the lmlnmng
segments of the financial market: monetary policy, minimum reserves, base rates, money issue, cash transaction
and oversight, maintaining the central bank information system. In addition, the NBH Act regulates varigys
procedures, such as granting authorisation, control and supervision of aclivities with respect to institutions falling
under the scope of the NBH Act.

Decrees issued by the Governor of the NBH.The NBH shall determine the central bank base rate as 5
benchmark interest rate, The Monetary Council {the supreme decision-making body of the NBH) shall decide o,
the level of the base rate. The Governor of the NBH shall establish the level of the base rate by way of a decree, |
the recent years, the NBH has cut Hungary's base rate dramatically from 7% as of August 2012; as of Novembg,
2016, the base rate is 0.90%. The degree of the base rate is critical, since it influences the rates provided by
financial institutions.

¢. Requirements of Foreign Exchange Management for Foreign Enterprises
a) Consequence of Annulment of Foreign Exchange Restrictions

As a general rule, a resident in Hungary, as well as abroad and a non-resident in Hungary are entitled 1o
pursue acts and transactions with foreign exchange, currency, domestic means of payment, as well as with claim
for domestic currency.

As a consequence of the overall liberalisation, among other issues, the requirement of foreign exchange
authority license or the duty of announcement with respect to bringing home foreign exchange/currency have been
abolished. In addition, it is allowed to maintain the bank account in foreign exchange or HUF, as well to expod
foreign and domestic means of payment. Neverlheless, the import and export of cash (even in different currencies)
or cash equivalents (such as transferable securities, checks, promissory notes) by natural persons equal fo o
more than EUR 10,000 (even in different currencies) must be declared” to the customs authorities upon entering
or leaving the European Union.

Companies doing business (establishing a business entity) in Hungary are required to open a bank account 2
a Hungarian bank,

1) Money Laundering Aspect of Exchange Controls

According to Act No. CXXXVI of 2007 on the Prevention of and Combating against Money Laundering ané
Terrorism Financing (the “Money Laundering Act™), information in connection with beneficial owners must be
submitted to the competent authority in the case of a business transaction exceeding the value of HUF 3,600,000
With regard to any transaction for the exchange of money involving a sum amounting to HUF 500,000 or more,
service provider providing the exchange service shall be required to carry out the identification procedure in
to verify the customer's identity, and to carry out the customer due diligence measures in accordance With e
Money Laundering Act.

¢} Terms of Payment of Monetary Debis
Parties are entitled to settle financial obligations in a foreign currency in Hungary.

g of
According to the Civil Code, a monetary debt shall be settled in the legal tender at the place and ""'fa
seltlement. If the monetary debt is recorded in another currency, it shall be converted at the exchang®

ke
T} Exchange rate regime, Available at: -:hl1ps:waw.mnh.hu!cnfmunc:aq-mIicyimanciary-puiicy-fmmt:wurk.fc;chnﬂs‘

regime; acecssed 27 October 2016,
7 There are exceptions, as an cxample: gold, electronic eard, precious metal,
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pedﬁﬂd by the central bank of the place of settlement in effect at the time of settlement, or failing this, based on
4 money market rate. If a monetary debt is to be repaid in a foreign currency, and at the time of settlement the
L cannot be repaid in that foreign currency, the monetary debt shall be settlied in the legal tender at the place
od time of settliement.
plthough, there are special rules applicable to certain payment obligations, according to Act No. 2011 CXCIV
gconomic Stability of Hungary, payment cbligations (such as tax, contributions, fees) to the Hungarian State
¢ st be fuliled in HUF.

c. Fin ancing
Main Financial Institutions
a
) I,I.E“minnr}' Note on the Financial System in Hungary
a

The Hungarian financial system offers a full range of financial services.
Hungary has a two-tier banking system in which the central bank (NBH) and other specialised banks are
ted. There are also two state-owned credit institutions: the Hungarian Development Bank and Eximbank.
o Hungary, credit institutions and financial enterprises are classified as financial institutions. Besides financial
institutions, there are several other types of financial entities (the nonbank financial sector), such as insurance
mnpanies, asset management companies, venture capital and private equity firms.

b) Relevant Legislation Applicable to Financial Institutions

act No, COXXXVI of 2013 on Credit Institutions and Financial Enterprises (the "Financial Enterprise Act").
The Financial Enterprise Act is the most significant act in connection with financial institutions. This act governs
the authorisation, licensing and supervision of financial institutions. It also covers the ownership structure and
fights, management, and the prudent operation of financial institutions, and contains provisions regarding deposit
insurance, institution protection, as well as regarding the financing and accounting of financial institutions.

Act No. CIV of 2008 on the Enforcement of the Stability of Financial Systems. It provides alternatives to help
hanks with certain types of assets if — under the circumstances of a financial crisis — their solvency and liquidity
would be endangered.

act Mo, LXXXV of 2009 on the Pursuit of the Business of Payment Services.This act applies to payment
services provided in the territory of Hungary.

Act No. CCXXV of 2013 on Certain Payment Service Providers (the "Payment Services Acl‘],{“ This act
applies to payment service institutions and inslitutions issuing electronic money.

The Money Laundering Act. This actprovides detailed rules regarding client identification obligation of financial
institutions and certain further notification obligations related thereto.

¢) Credit Institutions

Under Hungarian law, credit institulions are those types of financial institutions, whose business includes at

least - from the whole arena of financial services” — taking deposits or other repayable funds from the public and
granting credits and loans,

The following financial activities may only be pursued by credit institutions:
-______—r

D Payment service provider is defined by the Payment Services Act as a credit instifution, electronic money institution, the institution

"perling the Postal Clearing Center, payment service institution, the NBIH and the Treasury, whose business includes the provision of
Py Services.

fi
W Pursuant 10

p 8. 3 (1) of the Financial Enterprise Act, “Financial activities shall mean the pursuit of the Tollowing activities of a
1

nancial nature on a commercial seale, in Hungarian Forints and other currencies:
%) taking deposits and receiving other repayable funds from the public;
) credit and loan operations;
c) ﬁl‘lﬂ-TIL'l.']l_ ]Q_n_qj“g;
T:I eney iransmission services;
;:' 'ssuance of electronic money;
u.tmwi;:s"‘a”"'-' of paper-based cash-substitute payment instruments (for example traveler's checks and bills printed on paper) and
an ?F_lhl.: services related thereto, which are not recognised as money transmission services;
Providing surety facilities and guarnntees, as well as other forms of banker’s obligations;
Ty %x:’“‘ﬂtmiul activities in foreign currency, forcign exchange - other than currency exchange services -, bills and cheeks on
) fin ﬂ'iq":.‘i.L‘U-!!'llIIisgim agenis;
: o a0cial intermediation SETVICRS;
,_.'Lﬂ'i::m“d!" services, safety deposit box services;
Purch reference services; and
s receivables,”
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+ taking deposits and other repayable funds from the public in excess of their own funds, without a guarante,
or without any surety facilities provided by a credit institution or the State for guaranteeing repayment,

- gurrency exchange services,

Credit institutions may be banks or specialised credit institutions, or credit institutions sel up as coDperaty,
societies: these can be companies limited by shares or cooperatives. A credit institution set up as a cooperatyy,
society may operate in the form of a bank, specialised credit institution, savings and loan, or credit union. Eﬂnh
and specialised credit institutions may only operate in the form of companies limited by shares or branchg,
credit institutions set up as cooperative societies in the form of cooperatives, or company limited by shares “"’“m
is a bank or specialized credit institution, and financial enterprises in the form of companies limited by Shargg
cooperatives, foundations or branches. ;

Banks are credit institutions that carry out certain aclivities — taking deposits and receiving other repayay,
funds from the public, credit and loan operations, money transmission services — on a business basis. Only bank,
shall be authorised to perform all financial activities enumerated in the Financial Enterprise Act.

It can be concluded that most of the banks in Hungary are providing universal services — lending, private ang
investment banking, securities trading — for their clients.

Specialised credit institutions shall operate in accordance with the relevant provisions of specific Othgy
legislation; however, they shall not be authorised to perform the full spectrum of the aclivities enumerated in p,
Financial Enterprise Act.

In Hungary, a third-country credit institution may perform all financial activities described in the Finanq‘a
Enterprise Act and/or the following financial auxiliary activities through its Hungarian branch office, if it has beg,
authorised 1o engage in such activities by the competent supervisory authority of the state of establishment;

+ currency exchange activities;

= gperation of payment systems;

+ money processing activities;

- financial brokering on the interbank market;

« credit consultancy services.

In the case of a credit institution operating as a branch office in Hungary, the authorisation of the NBH i
required, among others, to its foundation, commencement of operation, as well as to the transfer of deposit. |n
the case of establishing a bank representative office in Hungary, the foreign credit institutions shall nolify the NBy

accordingly.
i) Financial Enterprises

Financial enterprise is a financial institution authorised to perform one or more financial activities, with the
exception of the below mentioned activiies, and to engage in the operation of payment systems, and a financial
holding company:

» money transmission services,

» issuance of electronic money,

- taking deposits and other repayable funds from the public in excess of their own funds, withoul a guaraniee
or without any surety facilities provided by a credit institution or the state for guaranteeing repayment,

+ currency exchange services.

A financial enterprise may perform financial brokering on the interbank market only as an exclusive activily.

A foreign financial enterprise may perform the below financial activities and financial auxiliary actvities :
its Hungarian branch, if it has been authorised to engage in such activities by the competent supervisory 8
of the state of establishment:

» credit and loan operations;

« financial leasing;

- providing surety facilities and guarantees, as well as other forms of banker’s obligations; bills

. commercial activities in foreign currency, foreign exchange — other than currency exchange services =
and checks on own account or as commission agents;

« financial intermediation services,

- safe custody services, safety deposit box services;

= credit reference services;

* purchasing receivables;

= currency exchange activilies;

= operation of payment systems;

= money processing activities;

» financial brokering on the interbank market;
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. activities for the issue of negotiable credit tokens,
. credit consullancy services.
|n the case of a financial enterprise operating as a branch office in Hungary, the authorisation of the NBEH" is
yired, among others, to its foundation, commencement of operation.
fe from the arena of financial institutions and other types of financial entities, the banking sector plays the most
ggﬂi"“a"t role.
b pinancing Conditions for Foreign Enterprises
) pursuant to Act No XXIV of 1988 on Foreign Investment(the "Foreign Investment Act™), Hungary grants
fll rotection to the investments and businesses of non-Hungarian resident investors”' and it also guarantees
1:3[ investors will be treated in the same manner as national investors. Damages resulting from nationalisation,
ropriation of other similar legal measures affecting the ownership rights of foreign nationals shall be subject to
. mediate compensation at the actual value, The amount of compensation to the entitled party shall be paid in the
Imn-ency in which the investment was made.
o The Hungarian government has established the Hungarian Investment Promotion Agency with the purpose of
snoouraging foreign companies to invest in Hungary and to facilitate bilateral trade.
|n accordance with this commitment, in Hungary foreign investors — with some exceptions, such as
emmental loans available expressly for small businesses — have access to credit on the Hungarian financial
market and refundable and non-refundable incentives are also available to them.

p. Land Policy

a, Brief Introeduction of Land-related Laws and Regulations

The real estate-related regulations are basically laid down in three major relevant laws:

a) The Civil Code. The Civil Code regulates the rules concerning the acquisition of property rights, including
fhe property rights over real estates.

b} Act No. CXLI of 1997 on Land Registration(the "Land Registration Act").

¢) Decree No. 109 of 1998 (XII. 29.) of the Minisiry of Agriculture and Rural Development implementing Act
Mo. CXLI of 1997 on Land Registration (the “Implementing Regulation®).

The Land Registration Act and the Implementing Regulation provide the detailed background of procedures
concerning the acquisition of real estates, as laid down in the Civil Code.

Act No, CXXIl of 2013 on Agricultural and Forestry Land Turnover (the “Land Turnover Act”), The Land
Turnover Act specifies the rules of acquiring property right, usufruct rights and use of land rights with specific
quality; i.e. agricultural or forestry lands (lands used for agricultural or forestry purposes are hereinafter refered to
as “Land").

Other laws also complement the provisions of the general rules for acquiring real estates, e.g. Act No, XClI
of 1990 on Duties, Act No. CXVII of 1995 on Personal Income Tax, Act No. CXXXII of 1997 on Hungarian Branch
Offices and Commercial Representative Offices of Foreign Registered Companies, and Government Decree No.
251 of 2014 (X. 2.) on the Acqguisition by Foreign Mationals of Real Estates Other than Land Used for Agricultural
or Forestry Purposes.

In general, Hungarian regulations of land and/or real estate acquisition is harmonised with the relevant EU
fegulations and directives; therefore, there is no significant difference in the Hungarian legislation when compared
10 the relevant EU regulations. As a general rue, members of the European Economic Area are ireated equal to
Hungarian persons (legal or natural, as well) when it comes to real estate and land regulation.

b. Rules of Land Acquisition for Foreign Enterprises

mm::;;:u:gaw' property ownership is registered into the land regisllry system, which is controlled by the
F"ﬂsuih;; government offices. In the land registry system, every significant detail of each real property ~ a8
tird par b‘.-f Ih!? reimrermt laws — is registered, such as size, location, type of the usage, ownership and various
ang Obalg};;:r?hlst in relation to lh:a property (e.q. mnrtgagas: usufrm;:t rights, land easements, etc.). Any such ng.hts
s 8ssenyial :'3 n Uﬂﬁﬂf&ﬂllun with real estates shall be registered into the land registry system, as the registration

Or such rights and obligations to be established and to be effective vis-a-vis third parties. The

m
runh:‘:ulmu:hnnmlm referred to is not required for the branches of credit institwtions and financial enterprises (in this case, there are
@ -*.ctmd.‘mmn“]' that are established in another EEA Member State.
e e "8 10 5. 2 b) of the Act No. XXIV of 1988 on Foreign Investment Act, investments of foreign nationals in [fungary shall
‘Nmn? by ﬂm:;:,rﬂmig“ ni?l'mmﬂ in the assets of a _husim;sn association, grouping or co'lzlpcrativc society that is established in
feia| ,Epmenmﬂii:rﬁﬁhip (shareholder relationship, partnership interest), furthermore, in the assets ofthe Hungarian branch or
a mon-resident company and of the independent enterprise of a foreign national {...)",
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registration is possible with the submission of an agreement concerning this right or obligation, prepared with thy
necessary content and formalities in accordance with the relevant Hungarian laws, and typically countersigned p,
a Hungarian attorney-at-law, ar incorporated into a public deed prepared by a Hungarian notary public,

In case of non-agricultural or forestry lends, there are no significant restrictions for the acquisition of rgq
estates. According to the Land Registration Act and other respective laws, as regards citizens or legal entitjgg
of the European Union or the European Economic Area, there are no additional requirements for acquiring thg
property rights of a real estale located in Hungary other than the ones that apply for Hungarian citizens or legg
entities, as well.

For enterprises outside of the European Economic Area, the authorisation of the competent government offi,,
is additionally required for acquiring the property right of one or more real estates. However, this authorisation j5
not needed in case of branches of foreign mother enterprises located from outside the European Economic Argy
in case il is stipulated so in an international agreement, or in case reciprocity is provided between Hungary and the
statle which the foreign parent company is located in.

Nevertheless, the Hungarian regulations on real estates contain major restriction on Lands. According o
the respective provisions of the Land Turnover Act, all enterprises — local or foreign — are excluded from the
circle of entities that can acquire any such land". Accordingly, acquisition of any such Land is possible throygp
establishing a so-called agricultural productive association (in Hungarian: “meztgazdasagi termelbszenvezat’; the
“Productive Association”), to join to one already existing Productive Association or lo make the enterprise meg
the requirements of a Productive Association. Another possibility for acquiring such lands is concluding a lease
agreement with ils owner(s), if possible; though, there are also similar restrictions on this type of acquisition, ag
well as on acquiring the property right of lands.

E. The Establishment and Dissolution of Companies

a. The Forms of Enterprises

Pursuant to the Civil Law, the following corporate entities (in Hungarian: *gazdasagitasrsasag”) may be
established:

- unlimited partnership (in Hungarian: “kozkereseli tArsasag'),

« limited partnership (in Hungarian: “hetéti tarsasag”),

- limited liability company (in Hungarian: "korlatolt felelésségi tarsasag'); and

- private company limited by shares (in Hungarian: “zéartkorlen mikédd részvénytarsasag”).

The minimum registered capital of the above corporate entities shall be the following:

« HUF 3,000,000 as regards limited liability companies; and

« HUF 5,000,000 as regards private companies limited by shares.

Under Hungarian law, there is no required minimum registered capital as regards unlimited partnerships and
limited partnerships.

As a general rule, shareholders (parent companies) are not responsible for any liabilities of limited liability
companies and private companies limited by shares (vell of incorporation). However, there are certain exceptions
from the limited liability of the shareholders, but we note that such exceptions are typically difficult to provelapply
and; therefore, in praclice such exceptions are extremely rare. E.g. in case the corporate entity is tgrminated
without a legal successor, a creditor may claim to hold the shareholders (parent companies) directly of indirectly
exercising qualified majority control (at least 75% of the votes) over the corporale entity fully liable for i_|5
outstanding claim if the corporate entity’s termination was due 1o the permanently disadvantageous GO
policy of the shareholders {wrongful trading}. Also, in case the shareholders abuse their limited liability as @
of which, outstanding creditor claims remain unsettied at the time of the corporate entity’s termination \'-‘i““"”l' .
legal successor, then the shareholders shall bear unlimited liability for such claims. However, if the putstandind
claim is not due to such abuse of limited liability, in case of termination without a legal successar, the share
shall be held liable for the outstanding claims of the terminated corporate entity up to their shares received
the allocated assets of the terminated corporate entity. e

Shareholders of unlimited parinerships and general pariners of limited parinerships shall be fully Wspﬂfﬂlad
for the corporate entity's liabilities. However, limited partners of limited partnerships shall not bear u" il
responsibility for the corporale antity's liability, as a general rule.

resul

. as O
- " ; : . ; 1 ipstiteles
(I With the minor exceplion of some legal entities owned by the Mungarian State or registered churches and fiduial 11

fiducial aims.
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b gstablishment of Corporate Entities

Unlimited partnerships, limited partnerships, limited liability companies and private companies limited by

ares May be established via a simplified process. In the course of such simplified process, the establishment

2 i| be carried out by using the statutory template of articles of association/deed of foundation provided by the

Eha.,mnt laws, and the corporate entity may normally be registered within 1-2 working day(s). This is the usual
r:cess for setling up a Hungarian corparate entity owned by a single foreign shareholder.

However, in case the corporate entity requires a more sophisticated internal organisation, or if the statutory

;ate of the articles of association/deed of foundation does not fit the needs of the investor(s), then the
!Empﬂmm entity may be registered in a regular (non-simplified) process. The reqular registration process takes
15 business days. Nevertheless, the 15 working days’ deadline only apply for the registration procedure and
not cover the cases when the Companies’ Court requires supplementary documents (this may extend the
cess with an additional 45 days) or when the judge fails to act within the statutory deadline for registration.
pre fpurther to the above, we note that the Hungarian Mational Tax and Customs Administration (the "Tax
Ia,ulhﬂl'il!f-} carries out a preliminary check of the corporate entity prior to ils registration, which normally does
of take more than 1 working day, but in special and rare cases (if the Tax Authority finds a tax risk based on the
:Lﬁtﬂf‘f of the owners, managing directors or on other basis), the Tax Authority is entitied to suspend the registration
dure until preliminary tax clearance.

As regards the aclivity of the corporate entity to be established, the corporate entity may pursue business
activity following the filing of the registration request with the Companies’ Court. However, if the corporate entity
is refused to be registered by the Companies' Court (which occurs rarely in practice), then liabilities undertaken
until the refusal shall be satisfied from the assets provided to the corporate entity. Nevertheless, shareholdars shall
pe subject to joint and several liability vis-a-vis third persons for the liabilities that cannot be satisfied from such
assets. Furthermore, if any outstanding liability remains that has not been satisfied by the assets of the corporate
entity and the shareholders, the direclors shall also bear unlimited, joint and several liability vis-a-vis third parties
for such liabilities.
¢. Routes and Dissolution of Corporate Entities

The corporate entity may be terminated with or without a legal successor. The corporate entity max be
lerminated without a legal successor in case, 8.9.:

= the corporate entity was established for a definite period of time;

» the corporale entity decides on its termination (voluntary dissolution process (in Hungarian: "végelszdmolas®),
or becomes the subject of a liquidation process (in Hungarian: “felszamolas”, or a forced dissolution process (in
Hungarian: "kényszertorlés”);

* lhe Companies' Court decides on the termination of the corporate entily due to reasons set forth in the
applicable laws.

As regards the liquidation process, Act No. XLIX of 1991 on Bankruptcy and Liquidation Proceedings shall
apply.

F. Merger and Acquisition

a. Main Corporate Entities Commonly Involved in Private Aquisition

The main corporate entities commonly involved in private acquisilions are limited liability companies (in
Hun;_]arian: “korlatolt feleldsségll tarsasag”) and private companies limited by shares (in Hungarian: “zartkdrien
MOkads részvenytérsasag").

HUFPEUSUUC?M to the Civil Code, limited liability mmpar‘gies can be established with a minimum registered capital of
Wrﬁsl hullfr?u and shalFI l':ra managed by managing directors. However, limited liability mmpalmles shall not issue

Prill.rate e uwugrsmlp |.ntarast of members shall be ‘represantad by quotas (in Hungarian: “lizletrész"),

Private cmmﬂjpanlle? limited by shares can be established with a minimum registered capital of HUF 5,000,000.
2 they o :?smas I:m:te-:# by slhares shall be managed by a board of directors or a single chief executive officer
s algg :u'a_ gither physu::al 3hare!s or eleclr:::m_c shares, o . .
ros (in Eluis'bl? lo enller into a pnvatﬂs acquisition agreement for the acquisition of a public company limited

garian: "nyilvanosan miikadé részvénytarsasag”).

*0m
Parison of Share Purchase and Asset Purchase

drg
Mayrg, m‘;”rchﬂﬁﬁs are the most common way o acquire a private company and are regarded as somewhat
The N than assel purchases.

Main
advantages of a share purchase and disadvantages of an assel purchase are:
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a) Simplicity

The entire business can be transferred with the transfer of shares/quotas of the company to be acquired any
there is no need to transfer individually the contracts, the physical assets, the IP rights, employees or licences, efg
In case of an asset transfer, such individual transfer shall be required.

b) Third Party Approval to the Transfer of Com mercial Contracts not Required

Unless commaercial contracts contain specific provision of change of control, such contracls are normafly
unaffected in & share deal. On the other hand, in case of an asset deal, third party approval lo the transfer o

contracts may typically be required.
¢} Licences Unaffected

Except for particular industries, where a change of ownership in excess of certain thresholds requires .
approval of the respective regulatory authority (for example, an electricity or gas licence-holder company
subject to approval by the Energy Office), licences are also normally unaffected in a share deal. The acquisitjg,
of a qualified influence in a financial institution requires approval of the financial supervisory authority {izl.lrr.-.aﬂ-,,u]Ir
integrated in the Hungarian National Bank).

d) No Employee Consultation Process

Unless there are specific information or consultation requirements under collective bargaining agreements,
is not necessary to inform or consult employees or unions on a share purchase. Nevertheless, employee relationg
considerations still apply, especially where closing depends on the buyer's satisfaction with arrangements for (n,
retention of key employees. In the case of an asset or business sale, there might be a need to notify employeg,
or the workers' council or workers' representative if the sale leads to the transfer of employees. In addition, 4
consultation process may also be launched with the workers' council or workers' representative of the targe
company.

As regards an asset purchase, its main advantage Is that the buyer can pick and choose the assets it wishes
to acquire and generally leave liabilities with the largel company. This also protects the purchaser from any hiddan
liabilities undiscovered by its due diligence. Asset purchase is typical in distressed sale situations where only fhe
valuable part of the target's operations is purchased while the rest of the company will be subject to voluntary
liquidation or when from among a number of business lines of the target, only one/a few shall be taken over by the

purchaser.

¢. Main Documents

The main documents in an acquisition, whether a share or quota sale, are:

« sale and purchase agreement;

- disclosure letter (prepared by the seller) and

- shareholders’ agreement (if the seller also remains a shareholder);

- the related corporate documentation (including the amended articles of association/deed of foundation and
the amended board rules in case of a company limited by shares).

In an asset sale, the main document is the asset sale and purchase agreement, which will have s
annexes, such as the:

» list of contracts to be fransferred,

» list of employees to be transferred;

- list of (movable and immovable) assets to be transferred;

« list of |P rights to be transferred;

« notice form for contractual partners requesting approval of the transfer of contracts.

In a one-to-one transaction, it would be common for the buyer to prepare the first draft of
purchase agreement. In an auction procedure, it is usually the seller who prepares the first draft,
commented on by the bidders.

everdl

the sale an
which can b

d. Acquisition Agreement
The main substantive in an acquisition agreement shall include:
- definitions (sometimes in a schedule to the agreement); ) ies
« conditions precedent (such as the approval of the competition authority; consent of major contracting P2
with a contract having a change of control clause; and new employment agreements with key employees):
» price and price adjustments;
« closing mechanics;
« how the business is to be run if there is a gap between signing and closing,
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. representations and warranties,

. disclosure letter;

. limitations on claims under the warranties;
. non-compete clause(s),

« tax covenant;

. hoilerplate clauses,

G Competition Regulation

papartﬂ‘lﬂ“t Supervising Competition Regulation
a.

In Hungary, the organisation responsible for competition supervision is the Hungarian Competition Authority
in Hungarian: “GGazdasagi Versenyhivatal" - GVH, the "HCA"}“'. The HCA is theorelically an autonomous public
minish'ﬂ“"'e authority, which should not bound by instructions, and shall perform its functions independent of any
her podies, as well as should be free from any interference. The HCA reports directly to the Parliament.
o According to Act No. LVII of 1896 on the Prohibition of Unfair and Restrictive Market Practices (the "Competition
£), HCA is the authority to carry out all the duties delegated by European Union law to the competence of the
competition authorities of the member states.

p, Brief Introduction of Competition Law

The Hungarian law of competition is in compliance with European Competition Law. The provisions of
Hungarian competition law and European Competition Law shall be taken into consideration in conjunction with
pach other. This chapter focuses solely on the Hungarian regulations.

The Competition Act identifies the following areas that fall under the supervision of the HCA.

4) Prohibition of Unfair Competition and Unfair Manipulation of Business Decisions

The Competition Act contains a general rule on the prohibition of competing unfairly. Based on these
provisions, it is prohibited to engage in unfair economic activities or to deceive trading parties in economic
competition. Accordingly, all kinds and forms of unfair behaviour falls within this scope and may be gualified as
unfair commercial practice.

b) Prohibition of Agreements Restricting Economic Competition (Cartels)

The Hungarian competition regulations sanction not only the strictly interpreted cartels, i.e. horizontal
agreements restricting competition, but shall be applied to horizontal (between competitors on the same market(s})
and vertical (between undertakings that operate at different levels of the production and the distribution chain)
restrictive agreements, as well.

According to the Competition Act, any agreement restricting competition is null and void. There are certain
exceptions and exemptions from this general ule, as follows.

+ Agreements of minor importance shall not be prohibited. Agreements shall be deemed to be of minor
importance if the joint share of the participating undertakings (and undertakings not independent of them) coes not
gxceed 10% on the relevant market, except if its object is to fix purchase or sale prices between competitors, or to
share markets between competitors.

* An agreement is exempted from the prohibition, provided that it contributes to a more reasonable
organisation of production or distribution, the promotion of technical or economic progress, or the improvement
of competitiveness or of the protection of the environment; and it allows final trading parties a fair shara of the
esulling benefit; and the concomitant restriction or exclusion of competition does not exceed the extent necessary

:::::a[n economically justified common goals; and it does not enable the exclusion of competition in respect of a
tantial proportion of the goods concerned,

of a' Hungarian competition regulations - in line with European competition regulations — also exempt group
51_‘mEzﬂﬂ:::ﬂl1'||aﬂts from the general prohibition based on group exemption regulations, e.g. vertical agreements,
B salion agreements, research and development agreements, etc.

rohibition of Abuse of a Dominant Position

Unj

mn;?t:ﬂ“? Countries — especially in the Anglo-Saxon world — Hungarian Competition Law acknowledges

: 53

6s a My behaviour on the side of an enterprise that abuses its dominant position. The Compettion Act
on-exhaustive list of such behaviours, e.g. limiting production, distribution or technical developments

Susiy,
9 damg
9€ lo the final trading parties; influencing the economic decisions of another party in order to gain
T ——

In g

fmal|

16 sysggr o EC Hun
lﬂftump‘.‘ﬂ!i

L id 1 - . i r . . v
ha Barian courts are also responsible for the supervision of competition, but the detailed introduction of the
on regulation would exceed the extent of the present chapter,
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unjustified advantages refusing, without justification, to create or maintain business relations appropriate for the
type of transaction in question, elc.
dy Control of Concentration of Undertakings (Mergers and Acquisitions)

This area regulates the proceedings of concentrations that are not subject to the European Merger regulation,

There are further laws complementing the provisions of the Competition Act. Such laws are, €.9. Act Ng
KLYl of 2008 on the Prohibition of Commercial Practices that Are Unfair 1o Consumers; Act No. XLVIII of 2008 ur;
Essential Conditions and Certain Limitations 10 Business Advertising Activity; Act No. CLXIV of 2005 on Trade; Act
Mo. CXL of 2004 on the General Rules of Public Administrative Procedures and Services; Legislations of the Hey
and HCA's Compelition Council; etc.

c. Measures Regulating Competition
a) Competition Supervision Proceedings

The HCA enforces the legal rules of competition regulation by opening competition supervision proceedingg
upon application or ex afficio, depending on the respective provisions of the Competition Act. '

b) Formal and [nformal Complaints

A formal or informal complaint may be submitted to the HCA by anyone conceming any infringement, which
falls within the competence of the HCA. The proceedings relating to formal or informal complaints shall not formy,
part of the competition supervision proceeding.

¢) Market Analysis and Sectorial Inguiries

With a view to discharging its statutory responsibilities more effectively and efficiently, the HCA may condug
market analyses, in the framework of which the HCA may survey and analyse the operation of particular markets
market processes and development of market trends, etc. '

\Where price movements of other market circumslances indicate that competition is possibly being distoried
or restricted in a market within a specific sector, HCA shall initiate a sectoral inquiry with a view 10 exploring and
assessing the market processes.

d) Private Enforcement of Claims and Public Interest Action

individuals can bring damages actions before Hungarian civil courts for losses resulting from breaches of lne
Competition Act”.

The public interest action can also be used in connection with the breach of competition laws: the HCA may
bring a civil law claim on behalf of consumers against anyone who harms a large number of consumers as a resull
of its activity, which breaches the provisions of the Competition Act.

Sanctions for enterprises in case of breach of the competition laws can be of various types.

H. Tax

a. Tax Regime and Rules

The Hungarian taxation regime is harmonised with EU law and, generally speaking, provides a secure legal
framework for the conduct of business. Despite the seemingly complex tax regime and the somelimes excesshe
red tape, it is worthwhile to invest in Hungary also from a tax perspective, as the low corporate incomeé tax
pase and the broad range of tax incentives (in particular investment and development tax incentives) creale a
accommodating tax environment.

The tax regime is designed to tax income, sales and other transactions, rather than capital. Companies 4

required to pay corporate income tax, regardless of their legal form. Domestic sales are usually subjected 10 ve
added tax (generally 27%: the highest in the EU).

b. Main Categories and Rates of Tax
Taxation in Hungary is divided into central and local levels, While central taxes constitute the revenues of
central budget, local taxes are due to local municipalities. -
Central taxes may be categorised as general or special taxes, based on their intended purpose. GEW@' it
include traditional taxes {corporate income tax, value added tax, personal income tax) while special taxes I
taxes levied on specific industries/sectors (income tax of energy utilities, levies on financial organiﬁﬂt:::;wi
credil institutions, credit institution contribution, energy tax, public utility tax, telecommunication tax, adve oreld?
tax, public health product tax, etc). The current government often uses such sectoral laxes 10 squeezs out #

(I) For initiating this aclion, it 15 nol necessary for the HCA o reach a prior infringement decision.
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stors with an aim to nationalise/re-privatise those sectors.
From a company taxation perspective, the following taxes have major relevance: corporate income lax, local
ysiness 1ax and value added tax.

jnve

b
]Cﬂﬂ-'“mte Income Tax
a

The income of companies is subject to taxation, which is based on profit before tax.
pursuant to Act LXXXI of 1996 on Corporale Tax and Dividend Tax (the "Corporate Tax Act’), resident taxable
sons include business associations such as |imited liability companies (in Hungarian: "korlatolt feleldsségi
53599" or "kft."), unlimited parinerships (in Hungarian: “kézkereseti tarsasag” or "kkt."), limited partnerships
Ijér Hungarian: “betéti tarsasag” or "bt."), private companies limited by shares (in Hungarian: “zartkorien mikodd
" vénytarsaség" or “zrt.”) and other organisations (e.g. foundations, associations). In addition, non-resident
'éﬂblﬂ persons with a place of business management in Hungary are also considered as taxable persons.
'ﬁaﬁﬂw corporate tax rate is 10% of the positive tax base up to HUF 500,000,000 (approx. EUR 1,600,000} and
for the part above HUF 500,000,000.
Dividends and interest are exempt from withholding tax. A special tax regime applies to income from royalties,
nder which 50% of the general tax rate may be applicable on royalties (i.e. 5% and 9,5%).
! Tax losses can be carried forward indefinitely without the tax authority's approval.
pursuant to Hungarian laws, group taxation is not permitted.

16%

p) Local Business Tax

#s empowered by law and at maximised values, local governments have the right to levy local taxes within
iheir jurisdiction. These may include the following: property tax, ulility tax, tourist tax and local business tax.

Local business lax is imposed by the local municipality where the company has its registered seal. The base
of the local business tax is the net sales revenue. The maximum rate of the iocal tax is 2%, depending on the
decision of the local municipality; certain municipalities, however, do not levy such tax.

Local business tax is payable in 2 instalments per year. The annual local tax return is due an the last day of
ihe 5th month following the relevant year.

Mo local business tax is payable on dividends, interests and royalty.

¢) Value Added Tax

Value added tax, the most significant indirect tax for the majority of companies is regulated by Act CXXVII of
2007 on the Value Added Tax (the "VAT Act"), which is based upon the framework of EU directives. The standard
VAT rate is 27% for goods and services. Reduced 18% rate applies to essential food products, such as milk, dairy
products, bread and other bakery products, whilst 5% rate applies to certain products and services, such as goods
and services related to medical treatment, as well as books and newspapers.

Depending on the turnover, companies are required to submit a VAT report once per year, quarterly or
monthly. Companies with EU VAT |D are to submit a VAT report al least quarterly.

Banking and insurance services and certain other business activities are exempted from VAT,

¢. Tax Declaration and Preference
) Declaration of Tax

As a general rule, taxpayers pay their taxes on a self-assessment basis, meaning that companies are required

o register, determine their tax obligation, file their tax returns and make the appropriate payments by the official

::B date withaut receiving any formal notice from the tax authority, make corrections to the tax returns as needed,

®P records and supply information, as required by law.

;:& tax authority randomly examines tax returns to enforce the self-assessment system.

hmm’“{:‘:”t to Act C of 2000 on Acmunting (the “Acc{.:nunting Act"), and Act XCIl of 2003 on the order of

or s b: lDrdar of Taxat_mn Act"), companies ara ra:qmred to file an annual corporate tax return every year

ﬂﬂlﬂndars ness year) until 31 May of the year fuilln'mng the tax year. Generally, thedlax year -:‘:urrespnmi!s,_ to

0N the gne 5f&ar. However, pursuant _l:c the Accounting Act, taxable persons may exercise discretion in deciding

Peration of a financial year differing from the calendar year, especially if it is made reasonable by the

Aracterict 3
lasy g > O OPeration. In such case, the tax return shall be filed until the last day of the fifth month following
8y of the financial year,

Paymen of Tax

Deg, "
{ *Pending on
X, EUR

ooy whether or not the company's tax liability for the previous tax year reaches HUF 5,000,000
Nual y,

16,000, it is required to pay corporate tax advance on a monthly or on a quarterly basis. If the

Moy
Fof the company for the year preceding the current year reached HUF 100,000,000 (approx. EUR



. B30 - Legal Environment Report of the "Belt and Road” Counlries { Volume 1) —— 0

320,000), the company is required lo pay a corporate lax top-up and file a return form on that. This advange
corporate tax payment is designed to make up for the amount calculated as ihe tax liability of the company for thg

relevant year.

¢) Avoidance of Double Taxation

Hungary has entered into treaties on avoidance of double taxation with more than 75 countries and regiong
including all EU members, Canada, China, South-Korea, India, Japan and the US. A unilateral tax wilhhuldiné
shall be applied to income taxes paid or payable abroad, limited lo 90% of the foreign tax and may not exceed thg
amount determined according to the Hungarian rules.

d) Tax Allowances

Among others, tax allowances can be obtained with regard to certain types of investments, such as invesimen
in preferential locations, environmental protection investments, investments related to production of films apg
investments promoting the creation of jobs. In addition, further (very significant; actually totally eliminating the fy)
tax payment obligations plus providing an exira bonus) tax allowance may be obtained by sponsoring certain team
sports, such as football or basketball.

1. Securities

a. Brief Introduction of Securities-related Laws and Regulations

The applicable legislation an securities is as follows:

Act CXX of 2001 on the Capital Market (the “Capital Market Act"), which has been adopted by the Hungarian
Parliament in order to promote the development of the Hungarian capital market, to ensure lransparency, 1o
improve investor's protection and the efficiency of the supervision of capital markets.

Act CHXXVIN of 2007 on Investment Firms and Commodity Dealers, and on the Regulations Governing their
Activities (the “Investment Services Act”), which gsiablishes a regulatory regime for the supervision of marke
participants and regulates the legal status and powers and authorisations of the Hungarian National Bank, as the
supervisory authority.

Aot CXXXIX of 2013 on the Hungarian National Bank (the “National Bank Act"), which provides the legal
framework for the Hungarian National Bank to perform its supervisory and consumer protection tasks.

The Civil Code, which also provides a general legal framework for financial transactions.

b. Supervision and Regulation of Securities Market

According to the applicable laws, the Hungarian National Bank exercises continuous supervision over the
antities and persons covered by laws on the financial sector.

The Hungarian National Bank therefore monitors the activities of financial and capital market institutions,
funds, investment firms, insurance companies and institutions of the financial infrastructure (regulated market,
clearing house and central depository), both an-site and off-site, using the tools of prudential supervision (Le.
gupervision investigating the business soundness), as well as market surveillance and consumer protection todls,
and, if necessary, it takes measures.

The Hungarian National Bank monitars the activities of financial institutions in relation to preventing and
combating money laundering and the financing of terrorism, as weill as performs T supervision. If immediate action
is required, it will conduct targeted or topical investigations.

The Hungarian National Bank also takes actions to protect the rights of customers using financial services,
and divert the service providers towards a responsible and fair behaviour. During its consumer protection tests, "‘“
Hungarian National Bank places system-level consumer protection defects affecting a wide range of consumers ¥
the centre of its attention.

Besides the Hungarian National Bank, a financial arhitration board operates, which is a pmfessiﬂﬂii“f
independent alternative forum for resolving disputes. The board provides a faster and more cost-efficient solul
than court proceedings for financial disputes requiring a civil procedure between consumers and the finand
service providers under contract with them.

¢. Requirements for Engagement in securities Trading for Foreign Enterprises
a) Foreign Enterprise Acting as an Investor

renﬁ“ﬁ

If a foreign enterprise acts as an investor in the Hungarian market, there are no additional legal requi (a8 ©

and the general legal regulations are applicable to such investor, which, as a general rule, is therefor®
invest into securities in Hungary.
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o F oreigh Enterprise Acting as Financial (Investment) Service Provider
pccording to the relevant provisions of the Investment Services Act, only financial (investment) firms and
it institutions may engage in investment service aclivities.
Westment service activities may be carriad out and ancillary services may be provided subject to an
porisation by the Hungarian National Bank,
g An investment firm established in another EEA Member State may engage in operations in the territory of
in the form of cross-border services,
An investment firm established in a third country shall be allowed lo provide services or perform ils activities
- Hungary through the establishment of a branch. Such non-resident investment firm may engage in investment
ice activities or provide ancillary services through a branch if authorised by the competent supervisory
hority of the country where it was established for these activities.
a The Hungarian National Bank shall refuse to grant autherisation to engage in investment services activities if
cant has close ties with a person or body established in a third country where there are legal impediments
prevent the Hungarian National Bank from the effective exercise of its supervisory functions over the
i westment firm, or there are difficulties involved in their enforcement.

1. preference and Protection of Investment

jnvestment in this context means the purchase, creation and production of a tangible asset, commissioning
of 8 purmaﬂ'ﬂd tangible asset, the activities performed up to the time when the asset is placed into operation; any
gperation for the expansion, conversion, transformation of an existing tangible asset or to increase the useful life
andlor capacity of an existing tangible asset shall also be included in this category. Investments are accounted for
ot the lower of cost and market value,

The cost of the investments is the purchase price, which should also include the option price or commission
paid for acquisition, if no goodwill or negative goodwill is required to compute upon acquisition, i.e. acquiring less
ihan a qualified majority of a company. Upon acquisition of a qualified majority of a company, the investment
should be recorded at the market value of the assels less the value of the liabilities of the company concemed,
proportionate 1o the shareholding acquired and the difference should be recorded separately as goodwil or

negative goodwill.
a. The Structure of Preference Policies

The Hungarian government encourages investments in both manufacturing and high-value added seclors,
such as research and development centres, manufacturing facilities and (shared) service centres. The government
also considers that significant opportunities exist in biotechnology, the pharmaceutical industry, informetion
and communications technology, software development, the automotive industry and tourism. Considerable
governmental efforts have been made to promote the expansion of small and medium sized entarprises and
startups in information and communication technology.

b. Support for Specific Industries and Regions

Hungary has a well-developed incentive system for investors and it is compatible with the relevant EU
regulations. Investors are eligible for EU subsidies, which primarily are distributed through government schemes
and agencies. The government also maintains a number of incentive programs funded from the central budget

Both refundable and non-refundable incentives are provided for foreign investors. These incentives can be
Cash subsidies, tax incentives, low interest loans or land provided for free or discounted price.

_T“B incentives are focused on investors establishing manufacturing facilities, logistics facilities, regional
$evice centres, R&D facilities, bioenergy facilities, or tourism industry investments.

ol :n';rﬂﬂsimum avallal?m am_uunls_ of regional incentives are based .m a regional aid intan?ily map. For fhe
(0g, EIEIHS-LEI Udapest, the intensity ratm will be _U% _for investrment subsidies, as in other capital cities in the region
The ma"'f'* Prague), whilst the intensity ratio will be 50% for the less developed areas.

Millign), EOUI‘:'H';Um a\fﬂllﬂ.hlﬁ ald_ intensity decreases if the investment is a large investment (exceeds EUR 50
i it E;;ha maximum aid intensity determined in the regional aid map is available for that part of the

en EUR 50 million and 100 milion, while 34% of the maximum aid intensity for that part of the
egiong| lm::;’::“ EUR 100 million. When calculating the maximum available amount of regional incentives, all
_ PO tag s Inac_ludmg cash subsidies, development tax incentive, etc. — need to be taken into accounl.
Vestmants in incentives, among others, thay can be obtained with regard to environmental protection
€. Spq » 'vestments related to the production of films and investments promoting the creation of jobs.

“ial Economic A
reas

P lo 10 ;
% foreign ownership is permitted with some exception of certain strategic areas, such as defense-
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related industries. In addition, the government is highly determined in obtaining and maintaining the statg
ownership in certain industries, such us public utilities (gas, electricity, water and waste management) or energy

According to the relevant laws, only private Hungarian citizens or EU citizens resident in Hungary witp, &
minimum of 3 years of agriculture related work experience or having appropriate {agricultural related) univergj,
degree can purchase land (agricultural or forestry land), but with limitations, up to 300 hectares (741 acres), Al
others may only lease land.

d. Investment Protection

There are significant protections for property and investment.

The Fundamental Law of Hungary states that the Hungarian state ray only expropriate property in exceptiong
cases, where there is a public interest, that any such expropriations must be carried out in a lawful way, and thay
the Hungarian government is obliged to make immediate and full restitution for any expropriated property withg,,
any additional stipulations or conditions.

In addition, Act XXIV of 1988 on the Investment of Foreigners in Hungary (the "Foreign Investment Am']
grants full protection to the investments and businesses of non-Hungarian resident investors and guaraniees
non-Hungarian investors will be {reated in the same manner, as Hungarian investors. The Foreign Investment Act
also contains a repatriation guarantee under which foreign investors are free lo remit profits and investment capjiy
to their home country in the avent of parfial or complete termination of their enterprise.

Additional laws, such as the Civil tode also protect foreign investment in Hungary, provide equal treatmeny
under Hungarlan laws and enable profit repatriation. Institutions and procedures are in place lo ensure Compliancg
with legislation and competition rules without differentiating between domestic and foreign investors, theumﬂm?
treating all investors equally.

Hungary accepts international arbitration in cases where the disputes between the investor and the stai
cannot be settied in other ways. There are domestic arbitration bodies from which the one attached to the
Hungarian Chamber of Commerce is the most commonly used one.

Hungary is a member state 1o the International Centre for Settlement of Investment Disputes (ICSIp
Convention) and is the signatory to the convention on the Recognition and Enforcement of Foreign Arbitral Awards
(1958 New York Convention).

Hungary has bilateral investment treaties with a number of countries, including: Australia, Canada, China,
Croatia, Germany, India, Indonesia, Russian Federation, Singapore, South Korea, Thailand, United Kingdom or

Vietnam.

Ill. Trade

A. Departments Supervising Trade

a. Hungarian Trade Licensing Office: Department of Trade Affairs

The main principles of trade policy are regulated at EU level, however, national authorities are in charge of
their application. The Hungarian Trade Licensing Office ("Nemzeti Kereskedelmi Engedélyezesi Hivatal®) is the
Hungarian authority responsible for coordinating, controlling and licensing export-import and domestic trade-
Within the organization of the Office, the Department of Trade Affairs is countrywide responsible for authorizind
export and import transactions and licensing trading aclivities. Each time commodities cross the Hungarian
from a non-EU member state, authorization of the Department is required.

As a principle, products may be imported and exported freely to and from the EU pursuant the respective e
regulations, nevertheless, some restrictive measures may regulate the international trade aclivities.

Under Hungarian law, Government Decree No 52/2012 on the Trade of Goods, Services and ﬂiﬂhlﬁ""
Material Value Traversing the State and Customs Frontier (Trade Decree) stipulates the full list of goods
require import, export, re-export authorization, Conditions of giving authorization and procedural rules, as
the official forms for requesting license are laid down in the Decree. The exceptions in the Trade Decre€ _a"ﬂ
based on the grounds of protection of public securily. As an example, the following goods require special L
from the Trade Office: explosives and pyrotechnical items for civil purposes, safely protective gunﬂs:ﬂ'm‘“
radioactive materials, recyclable or harmful waste, parts or derivatives of endangered animal and Piﬂ"t_smde:
devices used in surveillance, and military engineering defence technology and protected alive EPB“““EM
species of fauna,

As for agricultural products, the Hungarian authorization procedure complies with th .
Agricultural Policy (CAP). Accordingly, the import of certain agricultural products requires an import et gw#
called 'AGRIM'. Regulation of the European Parliament and the Council No. 1308/2013 determines ﬂ";tws#
which require import certificate such as cereals and rice, olive oll, beef and veal, sugar, alcohal. An im

e EU's cmnl‘l'l'w
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ihe Hungarian Trade Licensing Office is to issue import licenses of the above mentioned goods.
This authorization does not affect customs obligation; customs must be paid when goods cross the frontier,
oW gver, the application for an export or import llcense has to precede the customs procedure.

,, National Transport Authority

The Mational Transport Authority is the sole entity execuling administrative and supervisory activities related
transpurlat'ron, As the central institution of transport administration, the Authority supervises and manitors the
ket partjc'rpanls' operation. The main activity of the Authority is autherizing, controlling and regulating in the
e of road transport, civil aviation, state aviation, railways management and shipping. Export and import licences

fthese type of commodities are also issued by the Authority.
o

8 prief Introduction of Trade Laws and Regulations

Act CLXIV 2005 on Trade
a.

The Trade Act regulates the main rules of trading activities and the control system thereof.

The Act applies to both retail and wholesale activities. Recent amendmenls significantly reduced the
minisll‘a“"’a burden for starting a business in Hungary, by abolishing the former costly and time-consuming
thorization procedure, and introducing a one-step notification system. Therefore, any person who wishes

g age in trading activities in the territory of Hungary shall only notify the competent authority of trade and
w E:.?m in advance thereof. Consequently, as a general rule, there is no need lo obtain an operating license
for pursuing trading activities. The Act appoints the local administrative body as the competent authority of the
notification system, who maintains the official record of aclive traders of the given territory.

Although notification is the general rule, there are a few exceptional activities, which require the authorization
of the Trade Licensing Office. Government Decree No. 210/2008 sets out these activities with a view of public
safety, public health, and environment protection. Few examples are the distribution of tobacco, weapons, dye and
pesticides. i : i i e

according to the Trade Act, traders have full right to choose the business forms of their trading activities within
existing legal framework. Although forms can be chosen according to individual business intentions, the Trade
Act provides an exemplifying, non-compulsory list of the possible means of business forms, like in-store trading
activities, shopping centre, direct sale, street sale, retail via mall, supply of goods by means of transport.

The Act also lays down several provisions protecling the interest of consumers that should be respected while
performing trading activities. The Trade Licensing Office is in charge of monitoring the application of these rules,
and has the right to impose fine, suspend or close the operation if the requirements are not met.

The application of the rules of Consumer Protection Act is controlled by the Hungarian Authority for Consumer
Protection.

b. Act LXXXVII 1990 on Prices

In Hungary prices are market-determined, consequently traders are entifled to freely set the prices of their
products and services. According to the Price Act, however, the Hungarian Government still has the right to set
prices on some few exceptional products. The goods and services on which government price control remains are
lobacco, electricity, postal services and public transportation.

C. Trade Management

3. Hungarian Chamber of Commerce and Industry

ﬂnln;rhu Hungarian Chamber of Commerce and Industry is the main body promoting the activity of businesses and
ﬂ::ahiurs. Apart from governmental legislation, trade activity is regulated by self-governance means issued by
s Hnlrl?i 3r SEH-gwalrnanoa regulations sm.llch as recommendations and opinions are soft-law instrumenls, whlf:h
Wﬁctlmgr; ing on businesses, however, it is highly recommended to apply these rules in order to comply with
n ddl'fimemaal laws.
*ﬁﬂ‘mryan[ :'Um llhe Ghsfmhar FII'IEJ"-"HE’E efficient help to traders, among others, it maintains an online up-to-date
Mganizeg r&::fhng bu_’éiﬂ&&ses.l l;gUeﬁ templates for contracts, advises on tax and public procurement questions,
IE R bﬂr rrjeal.mgs, exhibitions and vocational trainings.
- Dertaie' highlighted ?hat businesses and enlrepreneurs are obliged lo register as a member of the
b, chlnn{:h ning to the business operation as of the commencement of their business.
Chinac_:: Hungary
"8se ang HT Is a nnnl—governmantal body promoting trade between Hungary and China. Its members are
Marian private companies, as well as Hungarian small and medium-sized businesses.
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The aim of the ChinaCham Hungary is to enhance the trading, economic and cultural relationships h“hﬁfean
the two countries, as well as to promote the business interests of the members. It assists member enterprises With
counseliing in building up or develop their foreign trade activities, especially by providing information about the
possible business and investment opportunities of the two countries.

Its services include conducting market research and drawing market studies, organizing conferenceg
seminars and trainings with the aim of promoting entrepreneurial initiatives that target the exchange ulr
commodities between Hungary and China or even other third countries.

The Chamber's highly appreciated work includes monitoring the aconomic and financial environment in both
countries and informing political, prafessional and media decision-makers on economic issues and of b“ﬂlerm

relations.
D. The Inspection and Quarantine of Import and Export Commodities

CUSTOM DECLARATION: All export and import goods crossing Hungarian custom frontier shall be notifig d
electronically to the regional customs office competent at the importer's geographical location in the form g
a so-called "Customs Declarations for Goods" (hereinafter. Custom Declaration) through an official customg
representative. Therefore, importers must turn to and entrust an official customs representative who is availablg 4
the custom frontier and is entitled to carry aut a customs procedure. The importer shall present all the necess
official documents (e.g. authorization) to import particular goods by the time goods are presented to customs, |t j
possible to lodge a Customs Declarstion within 30 days prior 1o the expected arrival of the goods to customs, Thy
Customs Declarations complying with the conditions will be accepted by the customs authorities iImmediately afg
that goods indicated in the declaration have been presented 1o customs.

CUSTOM EXAMINATION: All the handling necessitated by a random check or itermized examinatign
of the goods, such as taking any samples or inspecting the means of transport are assisted by the customg
representative under the supervision of the customs authority. Custom examination usually takes only a few hourg
in the custom frontier. After the goods leave the customs frontier, post clearance inspection procedure may take
place, however, this procedure always starts with a prior written notice.

Third country goods can be placed in temporary slorages from the moment they are presented to customs i
they do not comply with the customs regulation (e.g. the importer does not have the necessary documents.).

DETERMINATION OF THE AMOUNT OF IMPORT AND EXPORT DUTY: The amount of import or export duty
payable is usually proposed primarily by the entrusted customs representative in line with the common custom
tariff: the amount of the proposed customs duty is either accepted or altered by the customs authority.

Particular products are granted relief from import duty or enjoy favorable tariff treatment. Please note that the
transport of pollutant waste for the purpose of disposal is prohibited in Hungary.

PENALTY: The customs authority may impose fines in case of the viclation of the relevant regulations related o he
pracedure of custom examination, custom procedure, the procedure of lodging custom declaration or duty refief.

DUTY PAYABLE: The amounts of import or export duty are imposed based on commen custom tariff and mus
be paid by the declarant importer immediately but no later than 6-7 days in cash, by wire transfer or by providing
a so-called guarantee to cover the duty. Besides the custom duty, import VAT, excise duty (import of mineral ol,
wine, beer), and other special duty {environmental protection products charges) may have to be paid as well In
case of any delay in customs payment, late interest must be paid, Custom debt shall be paid primarily from e
guarantee. If there were no guarantee given, collection note will be initiated by the customs authority towards thé
imparter.

“RELEASE FOR FREE CIRCULATION PROCEDURE"; Third country goods intended to be put on HU"'EP‘“:
and on the European Union market are placed under the procedure of a so-called “release for free circulain

procedure upon the declarant importer's request by lodging the Custom Declaration. Customs duties 5_"
determined by the commen custom tariff in this procedure as well. Release for free circulation will confer on
country goods the customs stalus of Union goods.

E. Customs Management

The European Union is a single trading area; goods circulate freely within the EU. Internal tariff and "ﬁ
parriers within the EU were abolished, therefore no customs apply in relation to the member states 0

European Union. (Custom Union).

L
The Regulation (EL) No. a52/2013 of the European Parliament and of the Council of 9 October Eﬂﬁﬁ
down the Union Customs Code which serves as the new framework regulation on the rules and Pfﬂ“"? P""‘
customs throughout the EU. It sets out the general rules and procedures that must be applied to goods !

into or exported out of the EU.
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The Combined Nomenclalure is the tariff and slatistical nomenclature of the Customs Union. The Common
sloms Tariff is the external tariff applied to products imported into the European Union. The Integrated Tariff of
guropean Unian is referred to as Tariff, It incorporates all EU customs tariff, agricultural and trade measures
the ed to goods imported into and exported out of the EU and also available online. The European Commission
apP! ! F:“..“-tsil::nle for its computerized management and daily update. It adopts a regulation annually reproducing
: mplete version of the Combined Nomenclature and Common Customs Tariff duty rates. The regulation is
:u pﬁshﬂd in the Official Journal no later than 31 October every year and it applies from 1 January of the following

j5 e

?Ear'm line with the EU Regulation No. 952/2013, Act XIIl of 2016 on the implementation of European Custom Law
accepted in Hungary, The detailed regulation can be found in the Decree 11/2016. (IV. 29.) of the competent
ister. The national laws and regulation aim to support the digitalized administrative procedures required by the
it reguiation. These new customs regulations introduced a variety of simplification measures in which imporier
v ny can achieve cost savings and will be able to communicate with the authority electronically. According to
current plans, these new electronical platiorms will be gradually developed until 2020,
o national Tax and Customs Authority (Nemzeti Adé-és Vamhivatal, NAV) is the competent national authority
ith ;ag|0i'bﬂ| offices responsible for the custom and for taxation in Hungary. NAV is responsible for the entire
" toms management in the framework of which it carries out the inspection of data contained in customs
e ments and customs procedures for customs and statistical purposes, including any correclions made on thesa
j::mani. maoreover, il performs post-clearance inspections and follow-up audits prescribed in customs, tax and

plher [Egulaﬂoﬁs.

V. Labour
A. Brief Introduction of Labour Laws and Regulations

in order to increase competitiveness, the Hungarian legislator had set the goal of creating one of the most
fleaible labour markets in Europe, thus It adopted Act | of 2012 on the Labour Code (hereinafter referred to as
«_abour Code”) as the primary tool of the labour market, which entered into force on July 1, 2012, This new
Labour Code provides a wide range of opporiunities to achieve flexibility in employment relationships by means
of (i) allowing the parties to derogate from the provisions of the Labour Code to the benefit of the employee,
(i} collective agreements may derogale to the benefit of the employer in the case of a number of provisions, and
{iii) the new Labour Code has reduced statutory regulations compared to the previous legal regime, which is also
beneficial to companies in general,

The employment contract must be concluded in writing. Signing an employment contract has also become
more flexible, since the only obligatory content in an employment contract to be specified by the parties s a
persanal base wage and a job description: anything else can be left to be regulated by the Labour Code. Generally,
empioyers use a full-ledged employment contract regulating all aspects of the employment relationship, with the
related information sheets and company policies attached as well,

The daily working time in full-time jobs is eight hours; employees are enlitled to two rest days a week: in a
general work schedule, these rest days are Saturday and Sunday. It is possible to launch a ‘banking' system of
working hours, and working time is arranged in a schedule for each day, with the schedule covering a longer perod
(9., two weeks): in this way, the employer may better harmaonise the working shifts of employees. In this system,
@ schedule may generally cover a period of maximum four months or sixteen weeks.

"'ployers may order employees to work overtime; the yearly limit on overtime work per employee Is 250
ma“-n :‘*’I?fﬂﬂ‘l_ra work must be compensated by a rest period of equal length and/or wage supplements. The base

. m;na Is 20 days per year, which increases in proportion with the age of the employer (25 days at the age

Tlh-a m":uan 30 dayls n:ﬁ.rar the age of 45). .

EUR 363, u"' atory minimum base wage payable to full-time employees is HUF 111.000,00 (approximately
 USD 400) gross. There exists a complex system of tax and social insurance regulations which applies
. mﬁ;;a;;ng the net wage or the employer’s costs. Without any further specific conditions, an employee with
“age is 1r 14;?; receives HUF 73.815,00, while the total cost of employing a person for the minimum base
ﬁmpln‘,rm. 5,00 {appmfcimate!y EUR 4@5; LISD 515). _ . o
8 Notic Eﬂf rsratlonsmp may be terminated by mutual consent, by notice or by immediate dismissal
o Mty mnﬂpe@- Depending on the agreement of the parties, if an employment relationship is terminated
8 o i M. it is much more difficult for any party to challenge the validity of the termination. Employers
TSt ey rﬂlﬂlagTdE a reasoning when unilaterally terminating the employment relationship, and the reasons
the employee's behaviour in connection with the employment relationship, his/her abilities or
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¢. Labour Law Disputes

As a general rule, statements of claim are to be submitted within 30 days from the notification of the disputgy
statement or event, while the objective Imitation period is 3 years under Hungarian labour law. The Hungarian Civil
Procedure Code provides special rules that applies to labour lawsuits. In Hungary, the adminisirative and labgy,
courts have jurisdiction to proceed in labour disputes, whereas the jurisdiction is based on the registered sea
the given employer or the employer’s permanent establishment where the employee is or has been employgy
based on his employment contract,

V. Intellectual Property

A. Introduction on IP Laws and Regulations

Hungarian IP laws and regulations are fully harmonized with European Union law. The sector specific ryje,
contain the rules relating to the following rights protected:

« copyrights,

- neighboring rights;

« patent;

« trademark;

- plant variety protection;

- utility model protection;

- geographical Indications;

« design protection;

- topography protection.

Besides the compatibility with EU legislation, Hungary is a member of most of the WIPO-Administersd
Treaties, so the establishment of IP rights, the limitations to their protection and the available redress are in closg
line with the international regulations.

Copyright protection is directly finked to the individual author, therefore the copyright is not-transferable
cannot be pledged or waived. However, its commercial exploitation can be licensed to a third party, The pa[an'l
awner is the individual inventor or an employer and they are entitled to license to third parties the exploitation
rights of the patent through a license contract. Once the patent is registered, it becomes a transferable asset and
can serve as collateral. The same is valid for trademarks as they are considered to be transferable assets, thelr
exploitation can be regulated in licence contract and they also can be pledged as securities. The software and the
principle, concept, procedure, method of operation or mathematical operation on which the software interface is
based are also under copyright protection. All the IP rights pertaining to software are transferable.

B. Copyright Protection

The Hungarian copyright rules are regulated by the Act L¥XVI of 1999 on Copyright (hereinafter referred loas
“Copyright Act"). The Copyright Act does not contain an explicit listing on the protected works, but rather opens the
fisld for protection stating that all literary, academic, scientific and artistic works are protected by copyright. Work
or creation is entitled to copyright protection on the basis of its individualistic and original nature deriving from hé
intellectual activity of the author. Copyright prolection does not depend on guantitative, qualitative or a
characteristics or any subjective judgment of the quality of the work.

The author is entitled to copyright protection from the time a work is created. As a consequeance, there B
no need for official process for the recognition of the protection as il arises automatically by law. The H““'#_’"
copyright law provides economic and moral rights to the authors. Authors have the right to request the desig
of their name on the work or lo use a pseudonym or publish it anonymously. Authors have the right o
whether their works can be published or should be kept confidential and they also have a right to withdra¥
permission for publication. The main economic right of the author is to exploit its works in whole or any ide o
part or authorize to use it to a third person through licensing agreements, Economic rights are fimited in ime 3
therefore, the protection lasts during the life time of the author and sevenly years after the year of the ol
the author. Free use is strictly limited to the aims specified by the law, e.g. cultural, educational, scien
informative purposes together with the generally accepted private use by individuals.

C. Patent Application

The Hungarian legal framework by patent application is regulated by the Act XX of 1995 on Wlati’"
Protection of Inventions (hereinafter referred to as “Patent Act") which is in line with the international
The Patent Act, following the definition of the European Patent Convention, provides a clear definition o7
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nighlights that any novel invention that involves an inventive activity and is industrially applicable can be
ntable in any area of technology. Moreover, the Patent Act indicates some exceptions that are clearly not
pate table: (i) discovery, scientific theory, anc mathematical methods; (i) esthetic works, (iii) a plan, rule or
F'ﬂtgn gre relating to intellectual activity, games, business management, as well as computer programs; (iv) any
F'fa ay of information.
For granting national patents, the Hungarian Intellectual Property Office (hereinafter referred to as “Intellectual
Office”) Is responsible. The Intellectual Property Office is a government office responsible for the
o oction of intellectual property rights regulated by the Patent Act. The administrative proceeding of granting
¢ tent typically lasts for 3-4 years, mainly due to phase of novelty search. Obtaining patent administrative
... fees must be paid for the application. The involvement of patent agents is only mandatory if the applicant
*.33 foreign person. If the patent application and the invention to which it relates satisfy all the requirements of
ae;amina!iun described in the Patent Act (e.g. filing and search fee is paid, prior art exists, successful novelty
ch is conducted etc.) the Intellectual Property Office will grant a patent the subject matter of the application and
562 a patent certificate to the patentee. However, there are certain types of inventions which are expressively
issuﬁjemd as unacceptable and those cannot be granted to the patent. These are inventions which are conlrary
Eluic order or morality and the Patent Act also contains an explicit listing (e.g. processes for cloning human
to P uses of human embryos for industrial or commercial purposes, etc.). When the patent is granted, definitive
w:;';}nn is applicable with retroactive effect to lhe date of application. The term of definitive patent protection can
; fwenlty years frorn the date of application. The patent application can be published in the official journal of the
Tr:alfﬂﬂmal Property Office after 18 months from the date of the application.

p, Tradema rk

The trademark protection in Hungary is regulated by the Act XI of 1997 on the Protection of Trademarks and
Geographical Indications (hereinafter referred to as "Trademark Act”), which is in line with the Madrid Agreement
and the Madrid Protocol. According to the definition, any mark which can be graphically represented and is suitable
for distinguishing goods and services from other goods and services can be protected by trademark.

Atrademark may consist of any of the following marks:

» a word, combination of words including personal names and slogans; letters, numerals; designs, graphics;

+ flat or three-dimensional figures including the shape of the goods or packaging; a color; a combination of
colors; a light signal; a hologram; a sound, as well as

« the combination of the marks listed above.

Although the Trademark Act gives a wide range of opportunity for using marks as a trademark, there are also
marks which cannot fall under the trademark protection. These exceptions can be classified into two main groups.
Absolute grounds for refusal are typically enforcad by the public interest (e.q. if the mark is in conflict with public
order or moral standards or it was submitted for registration in bad faith etc.). The relative grounds of refusal are
mainly based on the protection of another trademark owner’s interests. The mosl important relative grounds are
eilher when the mark with later priority is identical to an earlier trademark and is to be registered for identical goads
or services as the earlier trademark, or when the mark with later priority to be registered for different goods or
services is identical or similar to an earlier trademark enjoying high recognition on the domestic market. Absolute
grounds can be examined ex officio by the Intellectual Property Office; relative grounds can be examined based on
the objection of a third party within three months from the publication date of registration of a trademark.

Thﬂ. owner of a trademark may be any natural or legal person. The trademark protection starts retroactively
with registration by Intellectual Property Office and the protection lasts for ten years which can be renewed for
® periods of ten years. The trademark prolection is applicable for the territory of Hungary. The registration
Process usually lasts for 6-7 months but there is a possibility to request an accelerated procedure.

En'-'sa D;elhe registered trade mark has to be initiated within 4 years after registration otherwise the statutory
N will be lost,

E. Measures for IP Protection

::;“f:mm against the infringement of the IP rights is provided through civil, criminal and in some cases
inary iﬂfUnnig.g. by unfair market competition) proceedings. Remedies under general civil law include
“‘Hinlﬁngamam a'ﬂﬂs. da@ges. surrendering the unjust enrichment, declaration of infringement, termination of
. Fﬂmedi:d resturatron. of th? status quo, prohibition to continue the infringing activity.
Gl 1P [y, : tan be claimed mdap:qnd.amry or in combination.
" disclogy g R inl:mf\"lde further remedies for rights holders facing a breach of the IP rights:
Ormation on parties taking part in the manufacture and trade of infringing goods;
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+ the seizure of the infringing goods and the withdrawal of them from commercial circulation or toty
destruction of the infringing goods;

+ indemnification for material and non-material damage.

For serious infringement of certain intellectual property rights criminal law sanctions can be applicable as wey
in these cases, imprisonment up to 10 years and penalty payment can be imposed for the following crimes: :

* plagiarism;

« infringement of copyright and neighboring rights related lo copyright;

- circumvention of technological measures used to protect copyrighted works;

« tampering with the integrity of copyright management information;

« infringement of industrial design rights.

V1. Environmental Protection

Hungary's accession to the European Union opened a new chapler in the legislation of envimnman
protection, with a number of related provisions fundamentally readdressed and reformulated since then. l

A. Department Supervising Environmental Protection

There is a two-tier system of authorities that are responsible for environment protection in genera):
Departments of Environment and Nature Protection of the County Government Offices on the regional leve|, ang
the National Inspectorate for Environment and Nature Protection on the national level; most cases are initiajg,
at the County Government Offices, and the National Inspectorate is the authority of second instance, if y,
administrative resolution of first instance is appealed.

The relevant statutory provisions on the competence and jurisdiction of environmental authorities designajs
other agencies or organisations for certain specific tasks related to environment protection as well; for examplg
National Park Directorates supervise activities that may endanger, pollute or damage protected areas (such g
national parks), while municipalities and notaries of local municipaliies handle cases related to, for instancy
protected areas of local importance. '

B. Brief Introduction of Laws and Regulations of Environmental Protection

The legal system of environment protection covers all related areas, including - for example — keeping
environment-related records, land development, waste management, chemicals, water management, climate and
air, noise and nuclear protection. The primary source of legal regulations on environment protection is Act LIl o
1995 on the General Rules of Environment Protection.

a. Procedures

For investors, with regard to authorisation process of proposed, future activities, the following administralive
procedures are of primary importance: (i) preliminary assessment procedure, (ii) prior consultation,
(iii) environmental impact assessment procedure, (iv) single environmental authorisation procedure, and
{v) environmental audit.

a) Preliminary Assessment Procedure

The objective of a preliminary assessment procedure s to decide whether the proposed activity is expected
place such a burden on the environment that a much more detailed and thorough procedure (i.e., an environmend
impact assessment procedure or a single environmental authorisation procedure) is necessary. Based 0"
Government Decree 314/2005. (XIL 25.), such activities include, for example, launching and operating bae?
factories, shipbuilding factories, railcar factories, animal carrion disposal sites etc. The law also prescribes fu
specific cases (e.g., petroleum drilling) where a preliminary assessment procedure cannot be avoided.

'mpact 355555'“'”*

Polluters may request the authorities to conduct prior consultations, if an environmental |
procedure is necessary in order to launch the proposed activity, and it is an administrative body other ¥
environmental authority that decides on the case because of specific legal regulations. A prior m”su'mm.n jivé
also be requested, if the proposed activity is subject to a single authorisation procedure only. Tha Db.an
of prior consultations is for the environmental authority to provide its apinion on the polluter’s appllca.;:‘hr'rﬁ
an environmental impact assessment procedure or a single authorisation procedure, as well as 1@ g8
observations to specific, competent authorities and to the general public. Prior consultations aré not © ataf

yet they can be beneficial to the applicant, since the opinion of the environmental authority may fun

by Prior Consultation
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Lence the final outcome of the authorisation process,
£ m,i,-onmentnl Impact Assessment Procedure
0

if the propesed activities may have a significant impact on the environment, an environmental impact
sment procedure must be carried out before starting such activities. Government Decree 314/2005. (XI1.
# jists the activities that are legally presumed to have a significant impact on the environment (for examole,

" iing @ blast furnace, processing hazardous waste, any plants processing nuclear fuel), thus making the
upﬂ-::nmanta' impact assessment procedure obligatory in these cases. If the environmental authority decides —

: g preliminary assessment procedure — that a more detailed environmental impact assessment procedure is
wih 4, it cannot be avoided either.

IEﬁ‘i::E'!‘r.i‘!;. procedure is initiated at the request of the polluter-applicant. The opinions or administrative resolutions
jssued during the preliminary assessment procedure and the prior consultation must also be attached to the
muﬁﬁ:‘ne authority approves of the applicant’s request, the environmental impact assessment procedure is

uded when the environmental licence is issued by the authority. Also, if an environmental impact assessment
cedure is mandatory, the given activity may be started only in possession of the environmental licence. In
zaral. environmental licences are valid for at least five years. The licenced activity — or at least the necessary
reliminary construction work — must be started within five years after the licence is issued and becomes effective;
otherwise the environment authority revokes the licence.

dj Sin

The objective of single environmental authorisation procedures is to specify the best available technologies
in order to prevent environment pollution and minimize or avoid harmful emissions into - and any damage to — the
environment. Government Decree 314/2005. (XII. 25.) lists the activities that require this procedure; for example,
a number of activities related to the energy indusiry, metallurgy, construction products, chemical industry, waste
management, food industry and mining can be staried only in possession of a single environmental authorisation,

If the authority approves of the applicant's request, the single environmental authorisation procedure is
concluded when the single environmental authorisation is issued by the authority,

Itis to be noted, however, that for certain activities both an environmental impact assessment procedure and
a single environmental authorisation procedure are necessary. In this case, at the request of the applicant, these
two mandatory procedures may be consolidated and handled together as one complex process, thus making
the whole authorisation process simpler. However, in the absence of the applicant's request, the two procedures
cannot be consolidated.

¢} Environmental Audit

gle Envirenmental Authorisation Procedure

The purpose of environmental audits is to examine the environmental impact of certain activities as well as
1o determine whether the requirements of environment protection are satisfied. Environmental audits must be
conducted whenever any activity, operation or technology is started, pursued, renewed, restored or abandoned, if
such aclivity affects the environment or poses imminent pollution threats to the environment, including any related
construction works and preparations. The environmental authority may also order an environmental audit in case
any damage to the environment is detected, or if certain activilies cause — or threaten to cause — environmental
damage to protected areas (e.g., natural parks, conservation areas, protective zones of water resources elc.).
b In case the environmental licence previously issued is about to expire, and the polluter would like to continue
activity beyond the expiry date, the licence may be renewed in the course of an environmental audit.
Dnvlrlln“;z :!uthnritv_.r appruuesl of the activities in question, the environmental audit is concluded when lhfa
esraing su*“ Operaling permit is EssLuad_hy the authority. In case the authority finds the given activity illegsln. it
O the &;ar;;&nds or hang th.e activit}.r Ijn its administrative rasolutiF-n: furtharmu_re. it may even impose restrictions
L of ownership, in case it is necessary for the protection of the environment,
| lity, Fines, Charges and Fees
'ﬁﬁclr;v::ngam ane of th
™8 matgriggg, "0
HmEnt:E& wheney
B, dyrag are sanctj
: 0N and fre
¢ the @mount g

e most definitive rules regarding environment protection is the “palluter pays” principle,
e liability of the party producing pollution for the damage caused to the environment.
Br a person infringes legal regulations aiming at the protection of the environment: such
oned by the obligation to pay an environmental fine that is consistent with the gravity,
quency of the pollution and environmental damage caused. Specific sectoral provisions
f fines in the case of each type of infringement, ranging from insignificant amounts to
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significant ones. For example, breaching the provisions on the distribution of batteries may be sanctioned wity a
fine of HUF 2,000,000.00 {approximately usD 7,220.00), or damages caused to protected living organisms .
be sanctioned with a fine of up to HUF 1,000,000.00 (approximately USD 3,610,00) per specimen, depending o
the species. Paying the fine does not exempt the polluter from criminal liability or liability for damages, or frg,
having to restore the environment as it was prior to the damage caused.

If a person lawfully conducts an activity that is legally presumed to place a burden on the environment,
user of the environment must pay charges. Such aclivities are listed in sectoral provisions. Such charges inclyg,
for instance, environment load charges (in exchange for air, water or soil pollution), utilization contributions {fn;
wasle storage), product charges (e.g., batteries, tyres) and mining royalties.

The procedures conducted by environment authorities are subject to administrative service fees.

C. Evaluation of FEnvironmental Protection

As has been mentioned, much of Hungary's legislation on environment protection has been redrafted sineg
the country's accession to the European Union. As a result of harmonising the relevant Hungarian legal Provisigng
with those of the European Union, the level of the protection of the environment and nalure is NOW comparabjg y,
that of other member states of the EU.

Since environment protection is a very specific field, itis advised that investors should seek the help of locg
advisors or experts with significant experience in this field of law to provide advice and to represent them in frony
environmental authorities,

VIl. Dispute Resolution

A. Methods and Bodies of Dispute Resolution

a. Methods of Dispute Resolution

In Hungary, legal disputes regarding business transactions are usually resolved through informal and forma
methods of dispute resolution. The most common informal method is resolution through bilateral negotiations
petween the parties to the dispute, which may be assisted by a mediator intending to facilitate communication
between the parties but without taking any party's side in the process. Formal dispute resolution may either laks
the form of traditional litigation in front of ordinary courts or arbitration. These formal processes end with a decision
handed down by the court or the arbitral iribunal, which may be enforced after it becomes final and binding.

u) Litigation

Prior to initiating a lawsuit in front of an ordinary court in Hungary, economic operators with legal personality
(e.g., companies) must, as a rule of thumb, first attempt amicable settlement of their disputes with each other.

In cases where Hungarian courts have jurisdiction, a lawsuit may be initiated by a party to the dispute by
submitting a statement of claim to the court with appropriate jurisdiction and territorial competence. Depending
on the circumstances of the case, the party may ask for temporary measures (similar 1o injunctive relief) in the
statement of claim,

Generally, first instance courts set a hearing in the case within a few months of receiving the statement of
claim. At the hearing, the parties may make various types of statements and may offer evidence to support
claim or defense (e.g., documentary evidence, witnesses, initiate the appointment of an expert by the court).
before and after hearings, parties usually have the apportunity to submit written briefs to the court.

All judgments and some types of orders brought by a first instance court may be appealed and @ 599"‘“
instance court decides whether to uphold, amend or vacate the first instance judgment or court crder depend™
on the request set out in the appeal. As an extraordinary procedure, once a final and binding second instan®
decision is handed down, it is {heoretically possible to ask the Curia for a revision after the sacond inst
decision is recelved. No further appeal can be filed against a decision by the Curia, s

Special rules apply to small claims and extraordinarily large claims, in both cases with the aim of F'm“"‘ﬁ"g
fast track resolution of the dispute. and

Costs relating to litigation include court fees usually payable upfront by the claimant, fees of expert® [t
reimbursable costs of witnesses, as well as attorneys’ fees. As a rule of thumb, courts order the losing P-gnﬂ‘l'
cover the costs of the whole procedure (including attorneys’ fees of the winning party). In case @ party P.‘ra,’w claim
partially, costs are usually split in proportion to the amount the prevailing party won compared 10 its origin?

In case a foreign (non-EU domiciled) individual or entity initiates a lawsuit in Hungary as claimant, m_e cosls: In
may demand that it makes a security deposit to the court in an amount that will likely cover the jitigatio”
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ihe claimant loses (even partially) the lawsuit, this deposit can be used for covering the litigation costs the
e 4 order such claimant to pay.

In our experience, lawsuits in front of ordinary courts in Hungary can last for several years depending on the
Eui'l‘ip"a“iw of the matter and the number of appeals and other similar ancillary procedures.

ernati\'i-‘ Dispute Resolution
)

; itration

g;,::; to commercial disputes are entitled to submit their dispute to arbitration either before the dispute arises

gerwards as long as they mutually agree on choosing this method of dispute resolution. If the parties submit
of a;bill'ﬂtiun' the arbitral tribunal becomes the only forum for resolving the given dispute and no party can turn to
Wﬂ. ary courts. Parties are generally permitted to choose arbitration institutions as their forum or seek resolution

::d hoG arbitral tribunals. The parties are free to agree on the rules of procedure, although most arbitral
jutions accept disputes only if conducted under their own rules.
According to the most commonly used procedural rules in Hungary, arbitration starts with a party submitting

mtﬂment of claim to the arbitral institution or panel agreed earlier in an arbitration agreement (either as part of
i riginal commercial ransaction or afterwards). It is common that the arbitration agreement calls for a three-
fe Gbar tribunal to resolve the dispute in which case one party nominates one member, the other party another
mambg{ and the two members agree on the person of the chairman of the tribunal. This way, each party takes part
mamﬁing up the tribunal. It is important to note, however, that even party appointed members are required to be
" F;a:ﬂjal adjudicators throughout the proceedings. Arbitration is private and neither the procedure nor the award is
lnTadB public without the parties’ consent.

The arbitral tribunal usually receives written legal briefs from the parties and holds al leasl one hearing where
further evidence may be taken (including documentary evidence, witness and expert statements) and, after
giving ample opportunity for each side to present their case, the tribunal renders its arbitral award. Arbitrel awards
rendered in Hungary or foreign arbitral awards recognized by Hungarian courts have the same legal effect as a
court judgment and may be enforced essentially the same way. It is worth noting in this respect that Hungary is a
party to the New York Convention on the Recognition and Enforcement of Arbitral Awards, Under Hungarian law,
arbitral awards cannot be appealed but may be annulled by ordinary courts on extremely limited grounds.

(i) Mediation

Mediation is an alternative dispute resolution method, where the negotiating parties aim to resclve their
dispute by mutual agreement. For this reason, parties involve a neulral, unbiased third party (the mediator), for the
purpose of facilitating their negotiations. The result of mediation is usually a written agreement which, however,
does not preclude the parties from enforcing their claims in court. Mediation is considered quicker and more
flaxible than litigation. This kind of proceeding is not public and the involved mediator is bound by a confidentiality
clause. Mediation is considered cheaper than virtually all other form of dispute resolution. Business entities are
free to commence mediation in connection with disputes with other companies, or in connection with employment
disputes.

{iii) Consumer Protection Procedure

The consumer has the right to submit its dispute with the vendor of the product or service to the mediation
boards operating attached to the regional chambers of commerce and the vendor is under a legal obligation to
fespond. A special mediation board is available for consumer finance disputes. The result of the procedures of
“*ESIB mediation boards may either be a non-binding recommendation or (if the vendor submitted itself to the
HM_“Q uling of the mediation board) a binding ruling. A binding resolution may be challenged in court and a non-

"9 recommendation does not preclude the parties from resolving their dispute in court.
b-Bodies of Dispute Resolution

%) Nationg| Courts
Wﬂ:?:l:urgaﬁa“ court system has two levels, however, in some very specific cases a third court level might
Public adm?n?sylrra{' the Curla, According to the subject matter or the value of the claim a district court, a court of
Morg high ation and labor, or a general court proceeds in the first instance. In case of an appeal the general
(1) Disiey - " ©f @ppeal proceeds in the second instance. The Curia is the highest court in Hungary.
. ct Courts nérasmnjsag]
0l or g 23:3 Proceed in every kind case in the first inslance except those, which are delegated to the general
() Coyryg ; F?f Public administration and labor.
Administyqg; ublic Administration and Labor (kézigazgatasi- és munkaiigyi birésag)
V@ resolutions of administrative bodies may also be challenged in court. These actions fall within

insti
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the jurisdiction of Courts of public administration and iii. The Court is also competent in legal actions arising fron,
employment and other employment related matters.

{iil) General Courts/Regional Court (torvényszék)

General courts proceed in the first instance when a) the subject matter is valued over thirly million for,,
(approx. USD 100.000), b) the case relates to contracts for the international carriage of goods and fm'""'ﬂldinu
contracts, c) corporate actions, d) actions in connection with the legal relationship arising from securities, ang
e) other specific cases.

General courls proceed in the second instance when the case was adjudicated by a district courl in the firg
instance.

{iv) High Courts of Appeal (itélotabla)

High courts of appeal proceed in the second instance in connection with appeals submilted againg; the
general courts’ first instance judgements.

{v) Curia (Kdria)

The Curia may proceed in the extraordinary revision of the second instance judgment if the very limite q
grounds are met.

b) Arbitral Institutions

(i) Hungarian Chamber of Commerce and Industry

The biggest arbitral institution in Hungary operates within the framework of the Hungarian Chambe, of
Commerce and Industry. The Court of Arbitration is entitled to proceed in international disputes too. This coyy o
arbitration proceeds with its own rules, which fit in the general procedure principles of internaticnal treaties ang
model laws.

{ii) Parmanent Court of Arbitration on Money and Capital Markels

The Permanent Court of Arbitration on Money and Capital Markets is located in Budapest and handles only
banking and investment matters.

(iii} Ad Hoc Tribunals

In case of an ad hoc tribunal, the proceeding is administered independently of any organization,

The parties are free to agree with the members of the tribunal about the rules of procedure, costs, fees ang
honorarium and other procedural mattars.

B. Application of Laws

Generally, contracting parties in Hungary are free to stipulate the application of any laws to their contract. If no
law is stipulated in a transaction with international elements, Hungarian courts look at the EU and Hungarian rules
of international private law to determine the applicable law.

If Hungarian law applies, this primarily entails that courts will first look at the statutory law. There are multiple
levels of legislation in Hungary with higher levels prevailing over lower level legislation in the case of a conflict. The
highest level is represented by Acts of Parliament. Courts tend to look at various forms of earlier court judgments
for further guidance. It must be noted, however, that previous court judgments in individual cases are not binding
on courts in subsequent cases; there is no rule of precedent in Hungary. However, the Suprema Court has the
power {o issue binding interpretations that lower courts are obliged to follow,

VIIl. Others

A. Anti-commercial Bribery

Hungary is signatory to the OECD Anti-Bribery Convention, so the international anti-bribery tocls and tasks 8%
valid for Hungary, too. Anti-bribery provisions relevant to investors are laid down in the Hungarian Criminal Gﬂdﬂaﬂa"
C of 2012) and relate to both the public and the private sector and both the offerar and the recipient. Hung law
law does not differentiate between bribery and facilitation payments or bribery and anti-commercial briber. The
specifies anti-commercial bribery as one type of the criminalised corruplion crimes.

a. Brief Introduction of Anti-commercial Bribery Laws and Regulations

\ ud.
The Hungarian Criminal Code in its corruption related chapter prohibits extortion, abuse of officé: "-a
trading in influence and money laundering. It is illegal to give or receive a bribe in both the public oF he.§
sectors. Bribing a foreign public official and failure to report bribery are also criminalised. tallty may %
In line with the international tendencies, bribes do not have to be monetary, even gifts and hospita
considered illegal depending on the parties’ intent and the benefit obtained or aimed to achieve. o a
Aceording to the law. in case of an active briberv a person aives or oromises an unlawful advantag®
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an for the purpose of breaching the person's duties within the economic organisation the person acts for. The

pe it of the bribery, so the fact the advantage is finally given or not, is unimportant, The promise has to be actual

8> _acific, thus a simple business meal does not count as unlawful advantage.

a passive bribery always lays with the person requesting or receiving the unlawful advantage. The fact that
cequest for or Fha acceplance of unlawful advantage was for self-interest or for a third party, is an unimportant
(at the examination of the merits.

anartmﬂn! Supervising Anti-commercial Bribery
b.

Local police have competence for tasks related to the prevention and discovery of bribery. The National Police
yarters Department for Anti-Bribery is the national organisation of expert professionals for the figh! against

The criminal procedure starts with the police investigation procedure and after its termination it is the public
pri= lor who decides aboul the initiation of a criminal courl procedure or terminate the investigation.

¢, punitive Actions

' penalties for breach of Hungarian bribery laws include imprisonment, in some cases up to 10 years, financial

alties of confiscation of moneys or other material type of unlawful advantage obtained from the bribe.

if the bribery is committed in a criminal organisation, the perpetrator is subject to severe punishment.
The Hungarian Criminal Code automatically applies if the bribery is committed in the territory of Hungary, but it
also regulate offences committed abroad.
Companies have to note that the law explicitly prohibits every type of bribes as business expenses andfor a
crime, and every authority is obliged to report suspicions of bribery to the police. Therefore, penalty can be completely
waived OF reduced with no limitation if the giver or the receiver of the bribery notifies immediately the authorities,
surrenders the received unlawful financial advantage in any form and unvells the circumstances of bribery.

Headd

may

B, Project Contracting

Project contracting is not a definition with clear meaning under current Hungarian law. Its closest possible
interpretation leads to the analysis of the rules on public procurement which provides the applicable measures in
case public bodies, such as ministries, municipalities, public authorities and other public organisations procure
goods, services ar canstruction works. (It is also referred to as "contract awarding process”)

The regulation of public procurements started at the early "90s with the acceptance of the ever first act of this
type in Hungary and the establishment of the institutional system. In 2015 the act was thoroughly modermised in
line with the relevant EU legislation and the changes of the market situation. Key objectives of the new law are
guaranteeing transparency, achieving the best procurement results, simplifying and accelerating procedures,
alleviating adminisirative burdens and increasing the involvement of SME’s. This means in practice that the value
limit for direct invitation procurement procedures seriously lowered or the selection of the winning bid cannot be
based exclusively on pricing factors. The submission of the European Single Procurement Document is 1o be
accapted similarly lo other countries and the simplification of the evaluation process helps the contracting authority
in shortening the time frame. The introduction of electronic public procurement procedures (late 2016 and early
2017) further paves the floor for equal treatment for SME's and large companies regularly taking part in public
precurement processes. Mandatory indication of sub-contractors disappeared from the law.

2. Permission System

; In principle, public procurement procedures are open to any entity of the private sector. No geographical
:‘x:ﬁi;s are set up or no priorities are given lo national applicants. However, some economic operators might be
based on compulsory grounds specified by the law.
b Prohibited Areas

Th i i iti !
&Igenerm rules are that public bodies (Contracting Authorities) may only procure goods, services or

s " Works through transparent and regulated procedures. However, certain types of goods and services
subject to public procurement process.

Theg : .
€ exceptional subjects are — among others — national security and defence procurements (e. g. weapons,

Specia i
€ Inyj fuel for aircrafts of the National Air Forca etc.).
tation to Bid and Bldding

Coy : : ! X 2 f
zm:ummai:tmcl'nﬂ Authority shall publish the contract notice and the invitation to bid either in the Public

( Ment ﬁi::ﬂt?&sa udited by the Public Procurement Authority, or in the official journal of the Public
:: fulyrg Conira ority (both accessible online). These documents include all the necessary information regarding
i ct, the mandatory requirements in connection with the bidders and the deadline of submitting a




. 646 - Legal Environment Report of the “Belt and Road” Countries [ Volumel) —

There are mainly two types of bidding processes. In an open process all economic operators can participg,
In case of a negotiated procedure only the invited economic operators have the opportunity to submit their bidg

The same rules apply to foreign economic operators as to national ones. Foreign companies may submij thej,
application without any special requirements.

After the expiry of the deadline, the Contracting Authority studies all the bids and decides whether they
formally in compliance with the laws and the document of the invitation to bid. The Authority automatically excyyy
the bids that do not comply with the formalities., and notifies the bidders of their exclusion. %

The evaluation of the bids is based on several factors that are set out in the documentation of the invitatigy,
bid. These factors can be — among others — the lowest offered price, the lowest cost or the best "value for Mong
ratio which is the main criteria of these days. /

After the evaluation process is terminated, the Confracling Authority chooses the winner and each t“ddarh
notified of the result and gets a detailed evaluation documentation that provides the reasoning of the final degjg;
After the announcement of the winner, the procurement contract is to be concluded with the awarded tenderg, Inl
accordance with the conditions set out.

If an infringement of any regulations regarding the public procurement during the contract award prg
or the conclusion of the contract is experienced, a procedure may be initiated before the Public Pmc“’ﬁ"ﬂam
Arbitration Board (hereinafter referred to as: Arbitration Board). The Arbitration Board — an indepﬂndEm
organization with countrywide jurisdiction - completes an administrative procedure in which it can establigp the
existence of an infringement and null the contract, additionally it might also impose a penalty.

The procedure of the Board can be inftiated ex officio or by any bidder or other interested parties whose
or legitimate interests are threatened or infringed by the unlawful decision or practice of the Contracting Authurity,

The Public Procurement Authority is an independent organisation subordinated to the Parliament and its ro,
is the enhancement of the lawiful public procurement behaviour in Hungary. It is the competent body for the contry
of the contractual performance of contracts awarded and the prevention of illegal contract modifications thg
would lead to breach of contract or delayed performance thereof. The control activity primarily based on checking
documents, however, on-the-spot checks can also be performed if they are required. The assessment of hg
suitability of the measures taken in the context of the self-cleaning process (when an economic operator proves i
reliability) is also within its competence.

EU-wide electronic tools of the internal market are available in Hungary as well. The inlernal marke|
information system (IMI) is the electronic instrument which is the tool for exchanging information amang the
competent bodies while e-Certis helps the applicant in understanding the certificates and attestations frequenty

requested in the various EU member states.



