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Abstract

Regarding the interaction of private and financial law in Hungary, the
burdens levied on interest are analyzed in detail by this paper.
Accordingly, the practice and provisions of the Hungarian personal
income tax system and the health care contribution are in focus. In
order to provide a wider picture, the related problems of the mortgage
debts are also presented together with the new applicable regulation
and financial law measures taken by the government.
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1. CURRENT ISSUES REGARDING INTERACTION OF
PRIVATE AND FINANCIAL LAW IN HUNGARY

1.1 GENERAL OVERVIEW

Many problematic issues can be pointed out regarding the relationship
between private law and financial law in Hungary. Some of these
interactions derive from the principals of the Act XCII of 2003 on the
Rules of Taxation'. Among these, the powers of the tax administration
play an important role regarding the evaluation of the different private
transactions. The revenue office may review the private law contracts,
and is entitled to change the taxation consequences thereof.” From this
point of view, even the invalid contracts and other transactions shall
be taken into account from the tax point of view, if they have or carry
any economic results. Similarly, the transactions of affiliated
companies may be changed from the tax point of view by the tax

' About the relationship between the Act XCII of 2003 on the Rules of
taxation and the Act CXL of 2004 on the General Rules of Administrative
Proceedings, see Bencsik, A.: A fogyasztovédelem alapelveinek tiikrozédése
a Nemzeti Fogyasztovédelmi Hatdsag eljarasaban, in: Bencsik, A. et al (eds):
Jogdsz Doktoranduszok II. Pécsi Taldlkozdja, Pécs: Pécsi Tudomdnyegyetem
Allam- és Jogtudomanyi Karanak Doktori Iskoldja, 2012, p. 344, ISBN 978-
963-642-405-3, pp. 59-60.

* According to Paragraph 7 of Article 1 of the Act on the Rules of Taxation,
"Contracts, transactions and other similar operations shall be judged in
accordance with their true content. For the purposes of taxation, an invalid
contract or any other transaction of the like shall be considered to have any
bearing to the extent of the apparent economic results it carries.’
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administration, taking into account the market price,’ and dismissing
the possible tax avoidance measures used through transfer pricing.

Another major field of the relation* between civil law and financial
law is the matter of public-private partnerships. Such developments
are commonly used in Hungary on the field of education, logistics,’
and health care, furthermore in recent years on the field of criminal
management. The type of these investments and projects has been
strongly debated, because they seem not to achieve the goals thereof.
For instance, many prisons (so called private prisons) are run and
operated by private companies, which do not reach the aim of
providing better service and higher standard of living (for instance
bigger place for the convicted felons, nicer facilities, etc). Obviously
the state did not have to finance these investments totally at once, but
the running service fee shall be provided in certain instalments by the
annual budgets, therefore the investment can be financed from
different sources and by different budgets through many years.’

However, the most debated matter regarding the interaction between
private and financial law is related to banking, the area of bank
contracts and transactions. Many Hungarian citizens took foreign
currency loans (mostly based on Swiss franc, because the interest rates
on these currencies were lower than the interest rates on the
Hungarian forint), the repayment of which has not happened to date,
and due to the dramatic change of the exchange rates (weakening
HUF), the monthly instalments of repayment increased significantly.
Thus the government has taken many measures, in order to offer
possible solutions for the debtors, whose burdens have increased
significantly.

? According to Paragraph 8 of Article 1 of the Act on the Rules of Taxation,
"The transactions of affiliated companies shall be recognized at fair market
prices for taxation purposes irrespective of whether or not the underlying
contracts are concluded at fair market prices. This provision shall not apply if
the conduct of the affiliated companies is consistent with market practices
that could reasonably be expected from independent parties under the given
circumstances.’

* Kecskés, A.: Tanulminy a gazdasigi maginjog interdiszciplindris
szemléletéért, in: Unnepi tanulmianyok Kecskés Ldszl6 professzor 60.
sziiletésnapja tiszteletére, Pécs: Pécsi Tudoményegyetem Allam- és
Jogtudomdnyi Kar, 2013, p 615, ISBN 9789636425593, pp. 301-322.

> The first really public-private partnership project was the construction of
motorway no. 6 (M6) from Budapest to Pécs. This was prefinanced by huge
construction companies, and the price to be paid by the users of the
motorway is included in the price of the motorway ticket.

® About the changing of task-sharing between the operators and the state, see
Bencsik, A.: A fogyasztévédelem szakigazgatasi alapjai, in: Lapsanszky, A.
(ed): Kozigazgatasi jog. Fejezetek szakigazgatdsaink korébol. II. kotet.
Gazdasagi kozigazgatds, infrastruktira igazgatds, Budapest: CompLex
Kiad6, 2013, p. 679, ISBN: 9789632953205, pp. 348-351.
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1.2 THE GOVERNMENT MEASURES TO REDUCE RETAIL
MORTGAGE DEBTS

Most of the loans for housing (e.g. loans to finance purchase of real
estate) were taken in foreign currency, and due to the significant and
dramatic change of the exchange rates, many debtors are not able to
pay the increased monthly instalments. This huge amount of debt is a
clear obstacle for state growth, what is more, parallel the state debt has
increased considerably as well in the last eight years. The Hungarian
government, taking into account that the high proportion of foreign-
currency-denominated home loans of the Hungarian population is one
of the most serious economic, financial and social problem of the
state, has been constantly searching for the solution of this matter, and
therefore different measures were taken in the last three years,
affecting civil law relationships with financial law measures.’

A new set of provisions entered into force on 27 November 2010,* in
order to provide aid for the debtors. Accordingly, the middle rate or
the official rate of exchange determined by the Hungarian National
Bank shall be applied by the credit institutions for loan repayments,
the opportunity shall be provided for advance repayment for a small
commission only, and the term of the loan can be prolonged once with
an additional five-year-term in case the debtor is in at least in ninety
days of delay in payment. The credit institutions furthermore may
increase the rate of interest by unilateral decision in compliance with
strict rules, and no further modification of contract may be enforced
unilaterally either.”

" There were obviously measures on other fields of law as well, for instance,
the act on legal enforcement was modified in May 2010 first. The aim of the
new provisions was to prolong the eviction moratorium first until 31
December 2010, then until 15 April 2011, finally until 1 July 2011, then
enacted that no eviction can take place regarding the rightful owners and/or
users between the periods from 1 December to 1 March. Furthermore until 1
July 2011, an auction moratorium was provided as well. Furthermore the
auction of flats, apartments, and family houses has been bound to much
stricter rules, in order to provide social security for the insolvent debtors,
furthermore to prevent the market from to many real property auctions and
the related price fall. These measures prevented that the bankrupt or insolvent
debtors lose their homes and be thrown to the streets, which would have
caused a social disaster.

8 The Act XCVI of 2010 amended the related financial acts, in order to help
the consumers repay their foreign currency mortgages partially or entirely at
fixed exchange rates.

% The loan contract for accommodation may only be modified unfavourably
for the debtor only regarding the rate of interest and in cases specified by the
applicable government decree in force, due to the significant change of the
basic rate of interest determined by the Hungarian National Bank, the
applicable regulation in force, etc.
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In order to reduce the amount of debts of the population, and to make
the debtors able to get rid of their foreign currency loans for a
reasonable amount, the government enacted the possibility of
repayment on a fixed exchange rate. Therefore the main measure was
firstly to fix the exchange rates between the different currencies, in
order to stabilize and make the position of the debtors more
calculable. Hence the loans taken in CHF could be paid back on fixed
exchange rate of HUF 180, the EUR based loans on the fixed
exchange rate of HUF 250, and the JPY on HUF 2.5 for a temporary
period of maximum sixty month.

Additionally, the opportunity for an entire repayment was provided as
well.'” The final repayment opportunity was open for the entire sum of
loans in a single instalment at a fixed exchange rate without any extra
commission from 29 September 2011. From that date the debtors
could apply for a final repayment based on the fixed exchange rates.
The declaration had to be submitted until 31 December 2011, the
existence of the related assets had to be proved until 30 January 2012,
and the total repayment had to be made until 29 February 2012. The
fix exchange rate in that regard was HUF 180/CHF, HUF 250/EUR,
HUF 2/JPY. The employers could even provide financial aid to their
employees for the maximum amount of HUF 7.5 million, for which
tax exemption was provided. According to the data of the Hungarian
Financial Supervisory Authority'', 169, 256 debtors repaid their forint
currency loans of the total amount of 1,354 billion HUF on the fixed
exchange rate, thus the total forint currency loan amount was reduced
with about the quarter thereof.

Since many of the debtors could not use this opportunity to repay their
debts in a reduced amount in one instalment, the deadline was
prolonged to request the fixed exchange rate applied for each monthly
instalment until 30 June 2017 latest. The essence of the method is that
the difference of the effective and fixed exchange rate is financed by a
HUF based loan, the guaranty of which is the same real property that
serves as the guaranty of the basic loan. The state undertook joint and
several liabilities for the difference. Accordingly the capital should be
paid at the market exchange rate, but the interest only on this fixed
rate, and the difference is put on this extra separated account
functioning as a HUF based loan. The amount loaned on this extra
account should be paid back without any interest, since the interest is
born equally by the state and the banks. Above a certain market

10 Act CXXI of 2011 on the Amendment of Certain Acts in connection with
Home Protection.

" This used to be called PSZAF (Pénziigyi Szervezetek Allami Feliigyelete),
but the powers thereof were taken over by the Hungarian National Bank,
since according to the Act CXXXIX of 2013 on Magyar Nemzeti Bank
(Hungarian National Bank) with effect as of 1 October 2013, the Hungarian
Financial Supervisory Authority and the Hungarian National Bank are
integrated into one institution.
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exchange rate the difference is paid by the central budget.'” The
debtor is entitled to offer a higher monthly installment, and
encouraged by the state to find the best solution according to a mutual
agreement by the credit institution. Further advantages are provided
for public servants.

The latest legal step in this regard was that the National Assembly
accepted the act on amending the related legal provisions in order to
provide further aid to the foreign currency loan debtors, which makes
the participation in the fixed exchange-rate program possible to those
clients who are in more than 90 days of delay regarding the repayment
of any instalments."

1.3 THE PERSONAL INCOME TAX REGIME IN HUNGARY
1.3.1 THE DEBATE: PROGRESSIVE TAX VS. FLAT TAX
1.3.1.1 THEORETICAL APPROACH

As professor Antal Addm declared for both the legislator and law
practitioners, the maintainable development and the social fairness'*
shall be part of the main goals of the government."

According to the social fairness, the tax systems shall be fair, as well
as each types of taxes. This means, regarding the personal income
tax'®, that everybody shall contribute to the public expenses according
to their income and wealth situation.'’

The earlier system of personal income tax following the progressive
method was used as follows: the tax payable for revenues creating the
consolidated tax base (calculated tax), if the consolidated tax base did
not exceed 5 million forints, 17 per cent of the consolidated tax base;

"> HUF 270 to CHF, HUF 340 to EUR, HUF 3.3 to JPY
" The eviction moratorium was also prolonged until 30 April.

' Kecskés A. et al: Stock Corporations — A Guide to Initial Public Offerings,
Corporate Governance and Hostile Takeovers, Bécs—Budapest: HVG-ORAC
— LexisNexis, 2013, p. 566, ISBN 978-3-7007-5672-9 Austria, pp. 195-197.

'S Adam, A.: Eszrevételek a magyar alkotményozashoz, in: Jura, 2011/1, HU-
ISSN: 1218-00793, p. 194.

' See Section 1(2) of the Act CXVII of 1995 on Personal Income Tax,
stating that the purpose of the act is to secure -- in due observation of the
principles of proportionality and equity -- the tax revenues necessary for the
fulfilment of state responsibilities, and in special cases, to promote the
implementation of certain social and economic goals.

'7 Musgrave, R. A. et al: Public Finance in Theory and in Practice, New

York: McGraw-Hill Book Company, 1989 (5" ed., international ed.), p. 762,
ISBN-13: 9780070441200, p. 227.
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if the consolidated tax base is higher than 5 million forints, 850,000
forints plus 32 per cent of the amount over 5 million forints."®

The criticism regarding the previous regulation of progressive
personal income tax is that it made an obstacle to revenue and wealth
accumulation and the process of getting richer. In other words, higher
percentage of the income was taken from the wealthier. This raised the
issue of social fairness for the group of society with higher amount of
income: they took a bigger part of building the society and financing
thereof, since they provided a higher amount for the public revenue
both nominally and proportionally. However, they were entitled to
less exemptions and/or credit and received less state transfers and
government subsidies or financial support than the poorer taxpayers,
therefore really they paid the costs of maintaining the society.

Taking into account these arguments, the opponents of progressive
taxation stated that a flat system would be more optimal, since all the
groups and taxpayers of the society take part the same rate in
contributing to public funds irrespectively of their amount of income.
Obviously their nominal contribution differs, and the wealthier pay
more, but the same proportion, which might sound fairer than taking
more proportion of their income. This could lead to a more balanced
and proportionate tax payment system: the taxpayers of higher amount
of income pay more anyway, taking part in contributing to public
funds according to their ability to pay, and receive more indirect
counter services. Furthermore, as another strong reason of the
government that led to the introduction of flat tax, is that the reduction
of the marginal tax rate promotes employment. "

The flat tax provides a stronger motive for the taxpayers to realize
higher amount of income, since they can achieve a higher amount
after tax in case they invest more energy to make higher revenue.
Thus despite their tax due is higher, still a higher amount can be used
as per their sole decision.

In the progressive structure it is not worth to the taxpayer to invest
more energy in obtaining higher amount of income, since the amount
taken as tax is proportionally higher as well. In other words, it
establishes a psychological limit to the activities out of which income
is derived. For instance, there is no another additional job is taken by
the taxpayers, or no other grants are taken by them™ if they get to a

18 See Section 30 of the Act on Personal Income Tax in effect until December
31, 2010.

' Statement by Willy Kiekens, Executive Director for Hungary and Szilard
Benk, Senior Advisor to the Executive Director January 18, 2012 pp. 3-4.
Available at http://www.imf.org/external/pubs/ft/scr/2012/cr1213.pdf (14
September, 2013)

*% Contributions paid to citizens without tax burden have been stopped as of
January 1, 2011. This used to be a revenue type belonging under the
consolidated tax base that also arising from its category had to be considered,
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higher tax bracket accordingly, and have to pay a higher percentage
therefore, and, at the end of the day, because of this deduction, they
take less money home. The higher tax rate increases the level of
redistribution, but decreases the employment rate, and progressive tax
levies a higher rate of tax on the higher income, therefore it seems to
punish the hard working taxpayers.

The theoretical base of progressive income tax is that ‘increasing
income is connected to declining margin of profitableness >
Progressivity obviously favours those with a medium income level
albeit many think it rather enhances justice™, but it undoubtedly
decreases the revenue of those with a high revenue in a higher
proportion. This, on the other hand can be achieved by an appropriate

tax reduction system in a linear system too.

The recognition that progressive income tax has a negative effect on
performance led to the practice of reducing and unifying tax rates, the
relatively low and nearly proportionate income taxation. One of the
most competitive practical forms of these is applying a flat tax rate.

The definition of tax amount in such a way and its codification as a
legal regulation has been present in its current form in the developed
world as a key element of competitiveness and eventually became a
general international trend. I believe this is part of the universality and
unification process™ that has been marked and elaborated by Antal
Addm as ‘some coordinated economic actions of developed countries

when the total revenue was calculated or when the tax base and the calculated
tax were defined. According to these it was deemed as tax paying revenue
with the exception that its tax did not have to be paid — the text of the
personal income tax law Section 34 valid until December 31, 2010 (which
has been outdated by law no. 123 Section 32(14) on January 1, 2011) said
that calculated sum based on regulation on tax amount referring to the total
sum of contributions that were not taxed would decline the calculated tax —
but it could shift taxpayer’s total revenue to a higher level in a progressive
structure and thus the tax payment liability also increased. After the change,
however, such revenues became perfectly and fully tax free (except for
student labour fee, which is a taxable revenue of taxpayer as a revenue from
non-independent activity and it is also part of the contracted tax base, thus it
also enables taxpayer to gain the right to tax reduction, other reductions and
social security contributions as well as counting as work status).

! Streissler, E.: Gazdasdgelméleti kétségek a progressziv jovedelemado
ésszerliségét illetden, in: Kozgazdasigi Szemle, 1990/1, ISSN 0023-4346, p.
79.

> Cf. Heady, C.: The Conflict Between Equity and Efficiency in Designing
Personal Income Tax Systems, in: The Role of Tax Reform in Central and
Eastern European Economies, Paris: OECD, 1991, ISBN: 92-64-13575-8, pp.
87-96.

2 Cf. Addam, A.: A posztmodernitds jogi sajitossdgairdl, in: Térsadalmi
Szemle, 1996/4, ISSN: 0039-971X, p. 19.
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as well as some important and well-designed financial activities of
global or regional financial management concentration stimulators
deserve acknowledgement.”**

The Hungarian tax system including the personal income tax system
was characterized by progressivity and complexity.” The first signs of
the introduction of the flat tax rate were already marked by the trends
of decreasing the number of tax rates, reducing the upper rates and the
extension of the tax base.”® The legislators, observing the examples of
other East-Central European countries (e.g. Slovakia, Estonia, Latvia,
Romania) believed that the goal of tax payment is easier to reach by
defining a wider tax base and lower tax rates, because more people
will be willing or at least become readier to pay tax, thus not only the
constitutional®’ principle of tax payment, but also the basic principle
of the personal income tax law” will be applicable at a much higher
level and government revenues may also increase significantly.

1.3.1.2 PROCEDURAL APPROACH

It is essential that business players react on taxes. High and
progressive taxes cut back performance and will not stimulate
production.” The studies show that Hungarian taxpayers unilaterally
vote against tax rises especially regarding value added tax and the
personal income tax. In connection with the personal income tax
taxpayers have a rather narrow field of options to plan their taxes,
even though many authors represent a counter opinion™. Especially

** Addm, Antal: Bolcselet, vallds, dllami egyhdzjog, Budapest-Pécs: Dialdg
Campus Kiad6, 2007, ISBN: 978-963-7296-09-3, p. 79.

*> Cf. Hauwe, Ludwig van den: German income tax policy between equity
and efficiency, in: European Journal of Law & Economics, 1998/5, ISSN:
0929-1261), pp. 267-268.

*® These trends can be observed in many countries of the region. For the
Polish and Lithuanian example see Dybiec, Kamil: Greening Polish and
Lithuanian Tax Systems, in: Social Transformations in Contemporary
Society, 2013/1, ISSN: 2345-0126, pp. 177-178. Available at
http://stics.mruni.eu/wp-content/uploads/2013/06/173-184.pdf (5 December,
2013)

7 See Section 70/1. (1) of Act XX of 1949 (former Hungarian Constitution).
8 See Section 1(1) of the act on personal income tax.

¥ Streissler, E.: Gazdasigelméleti kétségek a progressziv jovedelemadé
ésszerliségét illetden, in: Kozgazdasigi Szemle, 1990/1, ISSN 0023-4346, p.
79.

%0 Brother Layman says for example that today only 10 per cent is really paid
for personal income tax, and large personal revenues have long been tax free

due to offshore or domestic non-existing accounts, because the actual
revenue, after which personal income tax should be paid, is extracted from
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public sphere employees have an even narrower option to commit tax
fraud.

Although the personal income tax is a central and direct type of tax,
the Hungarian personal income tax system functions as an indirect tax
type considering its operation mechanism. The tax to be paid, i.e. its
foreseeable amount is deducted already by employer, when the salary
is transferred to employee and the tax advance is paid to the tax
authority’’. As a result, taxpayer will only receive the net salary
amount reduced by its tax content together with a certificate, in which
employer states how much has been paid for employee who will
prepare the tax form in accordance with such data. Those who are
involved in this structure have few options to commit tax fraud,
because they have no chance to avoid tax payment or hide income,
due to the burden of proof and documented evidences.

A single linear tax rate will stimulate taxpayers less to hide their
income, or in a given case to use legal, but expensive tax evasion
methods. Beyond not making the pursuing of activities appealing,
high tax rates encourage taxpayers to search for legal and illegal ways
of tax evasion (the back door methods, such as the long-term
investment account32, the calculation of cost invoices for individual
entrepreneurs, or when real estate or other property is sold™). I believe
that tax planning is by no means harmful, but its wide option much
rather promotes that taxpayers accept tax law, because taxpayer is
happy to pay less tax feeling that implicitly he/she received more
money or actually more stayed in his/her pocket. This will mean more
revenue for the state or eventually in terms of the personal income tax
for the central budget or as a final destination for the local
municipalities™, than as if with regard to the high tax payment
obligation or by some tax fraud techniques, such as black or grey
employment, no revenue would flow in or the tax base would be
significantly lower due to hidden incomes.

companies that way. (Layman, B.: Az offshore haldla, Budapest: HVG Kiado
Zrt., 2010, p. 984, ISBN: 9789633040256), p. 331.

3! Since January 1, 2011 the National Tax and Customs Office (NAV) has
authority in personal income tax issues instead of APEH.

32 See Section 67/B. of the Act on Personal Income Tax.

33 The effective law has retained taxpayers’ chance to choose from three cost
types

** Based on the 2011 budget of the Republic of Hungary, i.e. Act no. CLXIX
of 2010, Section 38, (1) local municipalities in total are entitled to 40 per cent
of the personal income tax declared for the year 2009 according to taxpayers’
permanent addresses. 8 per cent of this sum based on administrative areas is
actually going to the local municipality.
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In harmony with this, I believe that a company owner who is also
employee of his enterprise, e.g. a limited liability corporation, can
even morally not be condemned, if he works for a lower salary” and
takes the produced asset from the company as dividend. As
contributions are high in a European comparison, less money is
deducted from him in such a case. If the owner receives this sum as a
salary, then according to the above mentioned rules of tax base
extension the real tax burden is 20.32 per cent for the part of income
exceeding the annual amount of HUF 2,424,000 and 16% for the sum
below that, while if the sum is taken as dividend, it is taxed by the rule
of separately taxed income and the addition of gross amounts will not
increase the tax base and the real calculated tax will be only and
purely 16 per cent of the income. Staying with this very example I
claim that the taxpayer does not commit tax fraud, but reduces the
calculated tax by tax planning, though I do not dispute that it is a
prevalent tax evasion if only the minimum wage income is declared
contrary to the real situation. For the latter case, the IMF pointed out
that the minimum wage hike, introduced by the government, reduce
this type of tax fraud, and therefore shall be deemed good measure.™

The level of compliance with tax law may also rise, if the method of
tax obligations, i.e. the declaration liability is simplified. Preparing a
tax form actually means a serious challenge for the average taxpayer
and the complicated preparation guidelines may even cause problems
for experts, while it may be fully incomprehensible at some points for
lay people.

In practice, the option of tax declaration is open from 2012, which
really simplifies the preparation of a tax form®. From the tax year
2011 taxpayers may fulfil their declaration obligation by this instead
of submitting a proper tax form. An individual can make a tax
declaration according to the personal income tax law Section 11/A, if
he/she has no liability or did not take any benefits that would require
the preparation of a tax statement by employer or a tax form. Besides
that the law highlights three application circles with defining further
conditions®®. The first is that in a tax year the individual’s total income

¥ Kecskés, A.: Theoretical Approach of Executive Compensation in the
United States and Europe, in: ACTA UNIVERSITATIS BOGDAN VODA -
Series OECONOMICA, 2013/16, ISSN: 2582-5205, pp. 61-74.

36 Statement by Willy Kiekens, Executive Director for Hungary and Szilard
Benk, Senior Advisor to the Executive Director January 18, 2012 p. 2.
Available at http://www.imf.org/external/pubs/ft/scr/2012/cr1213.pdf (29
November, 2013)

7 The declaration liability was so far possible through self-declaration
(classical individual tax payment or simplified declaration with authority

assistance) or by employer’s tax statement.

¥ These share the common conditions also with regard to the nature of
revenue types that
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should come from a single employer that also stated the tax advance
and the difference of the deducted tax/fax advance and the real
calculated tax to be paid would not be higher than HUF 1,000 in the
tax year.

The second criterion is that in the tax year the taxpayer may only have
incomes from companies that did not surpass the limit of HUF
100,000 per payment.

The third category is the combination of the first two: if in the tax year
the individual received income from employer(s) that stated the tax
advance in a way that the difference of the of the deducted tax/fax
advance and the real calculated tax to be paid would not be higher
than HUF 1,000 in the tax year, but besides this the individual only
had incomes from other companies that did not surpass the limit of
HUF 100,000 per payment.

1.3.1.3 RECENT EXPERIENCE

Despite the huge criticism that is pointed out in this paper as well, the
Hungarian government still believes that the flat tax personal income
tax regime shall stay in force and, in order to establish a system that is
stable and calculable, shall remain protected by related to qualified
majority vote of the Hungarian Parliament. They stated that the new
regulation achieved its goal; it provided higher budgetary income (a
sum of extra 60 billion HUF together with the health care
contribution), stimulated the economy, and promote employment.®

- individuals have not / will not deduct expenses or a part of
expenses (except for the 10 per cent cost ratio) by a calculation of
item by item;

- deduction, family allowance from revenue or tax allowance or
reduction has been registered with a single employer only, which
also calculates the tax advance and the afore mentioned are
calculated only to the extent as employer had considered them by
its tax advance statement;

- no declaration on voluntary pension fund tax payment or pension
saving statement is prepared;

- tax and advance have been deducted in full amount and

- all his/her revenue in the tax year have not surpassed the limit of
tax allowance or no tax allowance has been or will be registered.

39

http://www.piacesprofit.hu/kkv_cegblog/penz/marad_az_egykulcsos_szja.ht
ml (14. February, 2012)
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However, levying a progressive tax regime may be more
advantageous from the point of fulfilling state obligations. The
projections of both the parliamentary opposition and the International
Monetary Fund show that contrary to the governmental expectations a
huge fall will be experienced in medium-term.” This argument seems
to be correct, if we study the amounts collected from personal income
tax payments. According to the Act CXXXIII of 2011 on the
Execution of the Budget of 2010, 1,767,865 million HUF was
collected from personal income tax payments.*”' In comparison, in the
Act CLXIX of 2010 on the Hungarian Central Budget of 2011* a
revenue plan of 1,362,977 million HUF is indicated, which is
significantly less than fulfilled in 2010, and a sum of HUF 1,574,300
million is planned to be collected for the tax year of 2012 according to
the ﬁg:t CLXXXVIII of 2011 on the Hungarian Central Budget of
2012%.

From the point of view of public finances, the additional argument and
aim was to increase the revenue deriving from consumption taxes,
however, this goal has not been reached yet significantly. Whereas in
2010 an amount of HUF 2,313,582.1 million was collected from VAT
payments, and HUF 856,524 million from excise tax44, these amounts
have not increased significantly in the year of 2011, when the VAT
revenue was supposed to be 2,488,964.1 million HUF, and the excise
tax is HUF 881,132.9 million.” These figures show that the measures
taken by the Hungarian government ‘have led to less than optimal
economic outcomes’*®. According to governmental expectations and
ambitious budget though, the appropriation of 2012, 2,722,000 million
HUF is to be collected from VAT, and 913,850 million HUF from

“ IMF Country Report No. 12/13, p. 31. Available at
http://www.imf.org/external/pubs/ft/scr/2012/cr1213.pdf (10 March, 2012)

* See Appendix 1 of the Act CXXXIII of 2011 on the Execution of the
Budget of 2010.

*2 Please do note that the official figure of the amount collected from
individual income tax in 2011 is not available yet, that will be enacted by the
legislation in the annual accounts of the budget.

* See Appendix 1 of Act CLXXXVIII of 2011 on the Hungarian Central
Budget of 2012.

* Appendix 1 of Act CXXXIII of 2011 on the Execution of the Budget of
2010

*> Appendix 1 of the Act CLXIX of 2010 on the Hungarian Central Budget of
2011

46 See IMF Survey online January 25, 2012

http://www.imf.org/external/pubs/ft/survey/so/2012/NEW012512A.htm (30
January, 2012)

IX-80



excise duties,*” which amounts, if fulfilled within the tax year of 2012,
could prove the success of the modification of the tax system.* In this
regard it shall be pointed out that the consumption taxes have been
increased in the tax year of 2012, out of which the most important
change that affects all taxpayers is the raise of the standard VAT rate
from 25 to 27 percent, which, in my opinion, together with the cut in
personal income tax (e.g. dismissing the tax base extension below the
annual income of HUF 2,424,000) might make the tax system more
just.

It is a fact that the reduction of the tax rate of individual income tax,
as it can be seen from the recent experiences, does not result in a
serious consumption increase (neither in 2011, when the VAT rate did
not change and the wealthier taxpayers earned significantly more,
since the tax burden dropped mostly for those who earned most®, nor
in 2012 and not due to the higher VAT rate), because income owners
will save some of the money that stays with them. It is of course likely
that they would spend and consume more, but their total surplus will
not be spent in its entirety.” The recent results show that consumption
has in fact even radically decreased in the first quarter of 2012,
according to Gfk Hungaria, the technical consumer goods market
index fell radically.”' In accordance with these, the system effective of
January 1, 2011 resulted in rather promoting savings and mostly low
risk small or medium range investments, but did not increase the level
of consumption extensively.

Unlike the previous progressive personal income tax system, this
solution, i.e. the decline of tax rates and competitive taxation and tax

*" 1t can be seen that excise duties are relevant budget revenues in Hungary,
as well as in other states. Cf. Dybiec, K.: Greening Polish and Lithuanian Tax
Systems, in: Social Transformations in Contemporary Society, 2013/1, ISSN:
2345-0126, pp- 179. Available at  http://stics.mruni.eu/wp-
content/uploads/2013/06/173-184.pdf (5 December, 2013)

* Appendix 1 of the Act CLXXXVIII of 2011 on the Hungarian Central
Budget of 2012

* LMP (the Hungarian Green Party, Politics Can Be Different): Budgetary
concept. Available at http://lchetmas.hu/wp-content/uploads/2011/09/Az-
LMP-2012.-%C3%A9vre-sz%C3%B31%C3%B3-

k%C3%B6lts%C3%A9gvet%C3%A9si-javaslata.pdf (4 March, 2012), p. 17.

%% As Dr. Gyérgy Surdnyi highlighted in his presentation on May 19, 2011 at
6 pm at CIB Bank Zrt. headquarters, the rich also have one dinner, therefore
it doesn’t matter if more money stays with them after tax payment, if they
don’t spend it.

' For more details see latest Gfk survey, available at

http://www.gfk.hu/imperia/md/content/gfk_hungaria/pdf/press_2012/press_e
ng/press_2012_03_16_eng.pdf (5 April, 2012)
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amounts™ is on the one hand in harmony with the connecting
international trends, albeit the introduction of flat tax rate is preferably
used by East-Central European states, and hardly used in Western
countries.

The parliamentary opposition emphasizes that the flat individual
income tax is harmful for the fiscal growth and federalism, generates
huge budgetary deficit, furthermore made the existence of millions of
the lower classes much harder and decreased the employment rate,”
and basically this has been established by the International Monetary
Fund as well: Hungary’s design ‘added to bureaucracy, and overly
burdened the most vulnerable’”. The flat tax rate system indeed
favours the rich of society. Considering that in comparison with the
previous 17 per cent lower rate the current tax rate is no real decline,
but there is a significant change against the previous 32 per cent upper
level rate, this statement seems to be justified. This decline produced
serious tax revenue cut on the government budget side, but this was
not balanced by the reduction of allowances, additionally, as the
current study later states in detail, these allowances have even been
extended, although the basic tax allowance has been eliminated, so

‘people pay taxes from the first forint they earn’>.

In this regard it is important to note the solution too that several
employers have used recently. Using the advantages of lower taxation
level the gross salary of employees was reduced and the company
saved some of its business costs. By this method it was not personal
income taxpayers who got into a more favourable situation after the
amendment effective of January 1, 2011, but enterprises and market
players that could take this chance. Therefore, it was not defenceless
employees who enjoyed the advantages of lawmaker’s goal, but due to
work contracts amended by “joint agreement” it was actually
employers that benefited, although they would not have been preferred
by the legal regulation. Naturally the business effect of the personal
income tax decline is undoubtedly positive even by this solution, also
considering that the increase of employment and the decrease of

32 These government moves have been urged by several market players and
analysts for many years. See e.g. Layman, B.: Az offshore haldla, Budapest:
HVG Kiadé Zrt., 2010, p. 984, ISBN: 9789633040256, pp. 272-274.

> See for example http://www.nepszava.hu/articles/article.php?id=464441
and
http://adozona.hu/szja_ekho_kulonado/LMP_tobbkulcsos_adora_van_szukse
g UPU7YH (10 April, 2012)

4 IMF Survey online January 25, 2012
http://www.imf.org/external/pubs/ft/survey/so/2012/NEWO012512A.htm (30
January, 2012)

> IMF Survey online January 25, 2012

http://www.imf.org/external/pubs/ft/survey/so/2012/NEW012512A.htm (30
January, 2012)
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unemployment under the EU average are only feasible by the
reduction of tax and contribution levels.”® These practical solutions
show a good example of the two options used in the European Union:
high personal income tax and low contribution level (see e.g. Danish
model) or lower personal income tax rate for employees and high
contribution burden for employers (e.g. in Germany and France).”’

Based on the above mentioned facts it is obvious that the amount of
personal income tax paid by Hungarians in the same economic
position may greatly differ. The tax base of contracted revenues must
be defined by tax base extension (by adding 27 per cent of the revenue
to it, i.e. creating a gross revenue or as people say in Hungary a
“supergross” revenue for the annual income exceeding the sum of
HUF 2,424,000). Thus, the real tax payment level is 20.32 per cent for
revenues in the consolidated tax base, not respecting whether those
arise from independent or non-independent activities or other sources.
Revenues taxed separately, but are not taxed under this tax base
extension; the real calculated tax of such revenues is 16 per cent of the
income.

Based on the above mentioned, the difference is not only the
accessibility of reductions or the 4.32 per cent in figures, but also the
opportunity to deduct allowances™ and the non-identical status of
other contributions. The lawmaker taxes certain revenue types
differently depending on the actual business activity and taxpayers
have different chances above these to optimize tax payment.

1.3.2 THE CONCEPT AND TYPES OF THE INCOME

The legislator distinguishes between the different types of income
according to the basic definition of the income itself.” In accordance
with this referred provision, there are some types of revenue, in

> The average unemployment rate of the Euro zone was 10 per cent by
surveys in December 2010, while the EU average was 9.6%. This figure in
Hungary has been on the rise since December 2009 and it reached 11.7% by
the December 2010 official survey. (See more in detail: Eurostat
Newsrelease, 2011/18)

7 Cf. Lykketoft, M.: The Danish Model. A European success story, in:
Internationale Politikanalyse, 2009/12, ISBN: 92-64-13575-8, p. 5.

>% Taxpayers can deduct costs in several countries, even if the revenue was
earned by non-independent activity. E.g. in Belgium the revenue can be
declined by a progressive flat amount (see more in detail: Boeijen-
Ostaszewska, O. (ed): European Tax Handbook 2010, Amsterdam: IBFD
Publication BV, 2010, p. 459, ISBN 9789087221935, p. 127.

> The Personal Income Tax defines the concept of revenue in three ways
depending on revenue. Section 4 (1) of the law says that all taxable revenue
received by a private individual from others shall be considered income, or
the portion of such income with the fixed-amount expenses recognized in this
Act deducted, or a given proportion thereof as set forth in this Act.

IX-83



connection with which the related costs may be deducted.  The tax
base of these types of revenue is deductible with the costs occurred
directly in relation to the activity out of which the income derived.®'
These costs can be proven either individually or can be set off by a
lump sum cost amount.”* In other cases only a certain proportion of
the revenue shall be considered as income, therefore the tax base is
narrower than the income. This is the case for instance regarding the
income derived from the sale and purchase of the real property. This
later type of income is taxed separately, and the tax base shall be
detegnined by a decreasing tax base structure, and the amount of tax
due.

This is completely contrary to the horizontal fairness, according to
which taxpayers® with the same income and the source of income
have to be handled equally. Thus, the salaries and other types of
income — in accordance with the Hungarian regulation on Personal
Income Tax contracted and separately taxed revenues — have to be
taxed in the same quantity, measure, and way. Nonetheless, several
contemporary Anglo-American authors reckon that due to its nature,
personal income tax basically distinguishes between the taxpayers®.

The standpoint, which takes into account the double taxation in legal
sense is somewhat contradictory to this consideration, for example:
taxation of an income, which was once already taxed as salary and
produced by it, is not only unfair, but most likely it would be
economically harmful.

% The system of personal income tax in Hungary traditionally separates
income that is to be contracted and income that is taxed individually. These
income types and their subtypes can be well separated also based on the three
income groups defined by law.

®' This is not a possibility regarding interest, except the provisions of
controlled capital market transactions as discussed below.

%2 Any cost can be considered only once, on one occasion and with some
exceptions to the maximum of income. Cost acknowledged without
certificate instead of really spent and justified expenses can be calculated up
to the extent defined by law and such cost shall be deemed as fully
acknowledged in such as case. If a revenue/cost is defined as a flat fee or as a
certain percentage of the income, the revenue cannot be reduced by any other
cost.

3See Sections 62(4) and (6) of Act on Personal Income Tax.

6 Cf. Téth, I. G.. Gyermekek é&s eltartottak figyelembevétele a
jovedelemad6zdsban, in: Semjén, A. (ed.): Adézds, addrendszerek,
adoreformok, in: Szocidlpolitikai Ertesitd — Kiilonszdm, 1993/1-2, Budapest:
MTA Szociolégiai Intézet, 1993, p. 548, ISSN 0236-9834, p. 264.

5t Vosslamber, R.: How Much? Taxation on New Zealanders'
Employment Income 1893-1984, in: New Zealand Journal of Taxation Law
and Policy, 2009/12, ISSN: 1322-4417, p. 302.
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According to the Hungarian personal income tax under the principle
of the ability to pay tax, taxpayers with the same paying capacity are
forced to pay the same, the higher-income taxpayers have to pay
higher amounts.

Whether a tax regime of a country is fair or effective, depends on the
applicability of the principles, proportionality, progressivity, and the
exemptions provided.® Based on the ability to pay principle, thus
higher tax is levied on the taxpayers realizing higher income, and the
same amount shall be paid by the taxpayers of similar payment
abilities.

1.3.3 DEDUCTIONS AND EXEMPTIONS WITHIN
PERSONAL INCOME TAX

Some countries consider taxpayer’s family composition, when
personal income tax is calculated.”” Thus besides personal taxation
(where taxpayers are individual income earners) the opportunity of
common tax payment (where taxpayer is a family unit) is given as part
of the fiscal sovereignty. The majority of countries provide some kind
of personal income tax reduction for families with children, because
the lawmaker respects the social necessity and advantages of children
as well as the burdens they mean for families.®®

Although there are various methods and countries choose different
policies, families with children are usually wholly or partly subsidized

% Dedk, D.: Igazsigos-e a magyar adérendszer? (Egy torvényhozdsi
csapdahelyzet elemzése), in: Jogtudomanyi kozlony, 1997/7-8, ISSN 0021-
7166, p. 317.

%7 Some countries treat children and spouse separately (e.g. Austria, where
children and spouse are taxed separately), other countries may pay special
attention to children and spouse in a combined way. In France, for example,
which I believe is one of the best examples of family taxation, the personal
income tax is levied on households and not on husband and wife individually.
Married taxpayers get the chance to submit separate forms only in special
cases determined by law. (See Boeijen-Ostaszewska, O. (ed): European Tax
Handbook 2010, Amsterdam: IBFD Publication BV, 2010, p. 459, ISBN
9789087221935), p. 273.

% As the number of children grows, the allowances grow in Belgium, Greece
and Italy. The contrarian solution is, when the incomes of children are wholly
or partly added to parents’ tax base (see in detail e.g. the Netherlands;
Vording, H. et al: The rise and fall of progressive income taxation in the
Netherlands (1795-2001), in: British Tax Review, 2007/3, ISSN 0007-1870,
pp. 255-279). In the majority of countries (e.g. Belgium, France) children
living in the same household are also differentiated by marital status. If the
child in question has already got married, a smaller allowance can be applied
after him/her, e.g. regarding the limit of allowance the total contracted
income maximum is relevant for the married child (a vital difference is that
Hungarian law connects this issue to the point of getting capacity to exercise
rights).
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financially through the tax system.” I believe that this is an important
subsidy method, but not satisfactory enough, because taxpayers will
not have more children in order to get more tax reduction and tax or
tax base reductions will not stimulate couples to get more children. It
is easy to understand that generally these reductions cannot be used by
lower layers of society, because their income does not reach the taxed
level, it is around the minimum wage or hardly reaches the minimum
of subsistence or social minimum.

The Hungarian regulation also works like this. Those with higher
revenue can apply more allowances and get greater advantage to use
the subsidy opportunities offered by laws. Despite, the amended
Hungarian system also received the name ‘family taxation’, because
the new provisions brought new features in terms of family
allowances.” 1 believe it is a positive initiative of the legislator that
for the first time since the introduction of family allowance in 1988
now it can be used after a single child too and regardless of income
amount. This tax base allowance (instead of the previous tax
allowance) can be used by married couples that are entitled to family
benefit together as well, if they both earn an income. The family
allowance — depending on the number of children in the family — will
be HUF 62,500 per child and month, if the family has one or two
children and HUF 206,250, if it has three or more children.”!

The amount of allowance, I think, is to be criticized, because the
principle of economies of scale’ is valid for families too, therefore the
much higher amount implicit contribution to families with three or
more children will not reach the goal of the legislator had in mind due
to all conditions; furthermore the higher allowance for the third child
can not be applied for families realizing lower level income. It is to be
welcomed in the new regulation, though, that taxpayers who receive a
disabledness contribution can also use the tax base allowance after
themselves as subjects preferred by the law.

% Bencsik, A.: Gazdasigigazgatis — gazdasigi versenyjog, in: Bencsik,
Andrds (ed): Kozigazgatdsi jog. Kiilénds rész, Budapest-Pécs: Dialdg-
Campus Kiadé, 2012, p. 232, ISBN: 978-963-9950-82-5, p. 53.

7 Since its introduction in 1988 the Hungarian personal income tax system
went through serious amendment and development also in this respect. That
time such reductions were available to a very limited extent only. Taxpayer
had to have min. three children under 14 (or under 25, if that child was a
regular higher education student) and the tax base reduction was HUF 12,000
per year per child.

! See personal income tax law Section 29/A. § (2).

> Mieszkowski, P. M. et al: Is a Negative Income Tax Practical?, in: Yale
Law Journal, 1967/1, ISSN 0044-0094, p. 8.
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1.4 BURDENS ON INTEREST

Since 1 August, 2013, a new type of tax burden is applied for interest.
Above the 16% personal income tax (as analyzed above), a 6% health
care contribution is levied on income deriving from interest. This
amount shall be deducted from the interest to be credited on the
owner’s account. The Act LXVI of 1998 on Healthcare
Contributions” states that it was adopted by Parliament, in order to
ensure financial cover for health care services provided on the basis of
the principle of solidarity and, furthermore, with a view to enforcing
the principle of equal tax treatment. Accordingly, it is necessary to
pay the specified health care contribution, which is a tax-like payment
obligation determined as a percentage, in order to supplement the
funds required to finance the health care services specified in the
effective regulation.

Thus the aim of the regulation is to enforce the principle of
proportionate contribution to public needs, furthermore to provide the
funds necessary for the health care services of those who are entitled
for such services according to principle of solidarity.

Such contribution regarding interest is an extremely new piece of
regulation in Hungarian law, since no financial burden was applicable
in the legal system earlier for such types of income; such
contribution’* was payable and due mainly in connection with income
that is part of the consolidated tax base (e.g. 27% for wages and
similar remuneration).” The types of income, which do not belong to
the consolidated tax base and shall be taxed separately or individually
(e.g. the amount of specific defined benefits other than non-wage
benefits, dividends and entrepreneurial dividend base, capital gains
income, and income from real estate rental in excess of one million
forints) were only burdened 14% of health care contribution until the
aggregate amount of health insurance contributions in kind and in

7 By this act a new element of financing health care occurred in the
Hungarian system, which used to be financed mostly from the central budget.
It is an interesting phenomenon that the act, which aimed to be part of the
reform or transformation of the health care and social security system,
entered into force on 1 January 1999, when similar measures from the
financial point of view were taken is Poland. Cf. Pieprzyk, P.: The Polish
Health Care System’s Endless Journey to Perfection — A Never Ending Story,
in: Social Transformations in Contemporary Society, 2013/1, ISSN 2345-
0126, p. 39. Available at http://stics.mruni.eu/wp-
content/uploads/2013/06/34-44.pdf (5 December, 2013)

™ The percentage health care contribution as defined in Act XCII of 2003 on
the Rules of Taxation is paid by the employers or payers (together hereinafter
referred to as the payer) on the income paid to resident private individuals as
defined under Act LXXX of 1997 on the Eligibility for Social Security
Benefits and Private Pension and on Funding Such Services.

" According to Paragraph (1) of Article 3 of the Act LXVI of 1998 on
Healthcare Contributions.

IX-87



money paid and the percentage healthcare contribution paid upon
these types of income reaches four hundred and fifty thousand forints
for the year in question.”®

According to the new provisions set forth in Section 3/A of the Act
LXVI of 1998 on Healthcare Contributions, the resident private
individuals covered by the social security or, if the responsibility to
pay income tax is delegated upon the payer under the personal income
tax act, the payer shall be liable to pay 6% health care contribution on
interest income (excluding interest income or interest exempted under
the personal income tax act) comprising part of the tax base;
furthermore on the time deposit interest defined by the personal
income tax act,” if the term deposit under the long-term investment
contract is interrupted before the last day of the three-year term
deposit.

However, exemption is provided from health care contribution for
interest income, if the tax rate is zero per cent;”® interest income
earned in connection with interest or dividend paid on debt securities
issued by any EEA Member State covered by the Personal income tax
act (denominated in forints, or interest income earned upon the
redemption, repurchase or transfer of such securities); interest income
earned in connection with interest or dividend paid on collective
investment instruments, or interest income earned upon the
redemption, repurchase or transfer of such collective investment
instruments, if detailed conditions apply.”

It is important that, in compliance with the relevant provisions," the
amount paid accordingly, shall be spent only on health care services,
so what is generated from these payments can not be used differently,
health care contributions shall comprise the revenue of the Health
Insurance Fund (hereinafter referred to as the Health Fund).
Accordingly, these funds are excluded from the state budget,®' and the

" According to Paragraph (3) of Article 3 of the Act LXVI of 1998 on
Healthcare Contributions.

" As per Section 67/B of the Act CXVII of 1995 on Personal Income Tax.
"8 In accordance with Section 84/G of the personal income tax act.

" See Point c¢) of Paragraph (2) of Article 3/A of the Act LXVI of 1998 on
Healthcare Contributions.

% According to Paragraph (3) of Section 12 of Act LXVI of 1998 on
Healthcare Contributions,

8 Similar approach is taken in that regard in many other countries, for
instance in Poland. Cf. Pieprzyk, P.: The Polish Health Care System’s
Endless Journey to Perfection — A Never Ending Story, in: Social
Transformations in Contemporary Society, 2013/1, ISSN 2345-0126, p. 39.
Available at http://stics.mruni.eu/wp-content/uploads/2013/06/34-44.pdf (5
December 2013)
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detailed regulations on the appropriation of such revenues are laid
down in another act. The tax authority shall transfer payments of
health care contributions to the Health Fund on a continuous basis.

Despite the new provisions take into account some of the counter
arguments against flat personal income tax rates, the new regulation is
still criticized heavily. The most important element of this criticism is
that the new provisions might cause confusion. It is obvious that no
health care contribution may be related to interest, so the new total
burden should be included in the personal income tax act. In fact, the
confusion is not a practical matter, it is purely and simply just a
theoretical issue. Since the personal income tax and the health care
contribution are deducted from the interest by the credit institutions
(e.g. account keeping banks) the taxpayer has no obligation to assess
neither the income, nor the amount of tax and health care contribution.
When the interest is credited on the account by the credit institution,
the total amount of burden is deducted automatically and
simultaneously, so practically only the net amount of interest is
credited on the account. The deductions are indicated on the bank
statements, which serve also as proof for having paid the necessary
amounts. The taxpayer does not even have to indicate the interest and
the aglount of paid burdens in his tax return to be filed after the tax
year.

For a lay person, the new provisions would not trigger the technical
background of the credit institutions. However, due to the complexity
of the new regulation, the credit institutions had to modify their IT
systems dramatically. Since different provisions shall be applied for
the different investments (e.g. bank accounts, bonds, etc.), the credit
institutions had to order additional elements for their IT systems, in
order to be able to comply totally with the new rules. This resulted in
huge amounts paid to IT services for developing the technical system,
the testing took a lot of time and effort, and that triggered a lot of extra
work for the employees as well. This expenditure of the credit
institutions will be paid back indirectly by the taxpayers, since the
bank fees have increased notably.

Besides, the credit institutions realized extra revenue from the
transactions triggered by the new regulation. As discussed below,
many long-term investment contracts were concluded and many long-
term investment accounts were opened due to the new provisions, in
order to avoid the payment of health care contribution. Furthermore
the new transactions in connection with long-term investment
accounts are necessary to be done, because entry and other kinds of

%2 The Hungarian personal income tax system, similarly to other countries,
operate as an indirect tax, since the employer, as well as the payer deducts the
amount of tax leveed on the income and issues a certificate on the deduction,
according to which the taxpayer is not obliged to pay the amount of tax to the
revenue office (irrespectively of the fact whether this amount was really paid
by the employer to the revenue office). However, regarding most types of
income the data of this certificate shall be indicated on the tax return.
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securities, other managed funds and bonds cannot be simply
transferred to the long-term investment account, but they have to be
sold first and then bought back on the new account. This definitely
generates a high amount of commission for the credit institution. The
long-term investment account, in order to achieve the goal of tax
exception for the year 2013 as well , had to be created until 31 July
2013 (the health care contribution shall not be applied for the accounts
opened until that date, irrespectively whether they are terminated
within the first three years), and the related transactions shall be made
until 31 December 2013.

Another consequence of the new set of rules is that the bank contracts
and the regulation thereof might be slightly changed in the new
Hungarian Civil Code which is being recodified and will enter into
force on 15 March 2014. For instance, the provisions on modification,
termination and cancellation of the loan contracts will be bound to
stricter rules.

14.1 TAXPLANNING

As referred to above, there is a chance and opportunity for tax
planning. The provisions provide exceptions for the interest credited
upon contracts concluded before 1 September 2006. Furthermore
certain amount of interest are also exempted from tax, for instance the
interest received by a foreign resident taxpayer. Furthermore, in order
to increase the proportion of the internal financing of state debt
government securities and investment certificates are also totally
exempt from tax.

It is important to note that both the personal income tax and the health
care contribution on interest are levied on the income derived from
‘interest’, thus similar remuneration, which is regulated elsewhere and
does not qualify as interest according to the personal income tax act is
exempt from tax as well.

The long-term investment account is a kind of savings account which
can be opened for investments and savings that is not effected by any
transactions within three or five years after the opening year. Thus the
year of opening qualifies as year no. 0, within which all the amounts
should be credited (amounts transferred, securities, funds and bonds
bought) until 31th December. After that the term starts and if no
transaction is made for five years, total tax exemption is provided for
both the personal income tax and the health care contribution.

The other deadline is related to a three-year-term, because after three
years one transaction is permitted without the termination of the
account, and the amount can be utilized with reduced rates of taxes:
10% personal income tax, and 0% of healthcare contribution is levied
on the transaction. However, in case any transaction is made within
the first three year period, the account is terminated automatically
according to the law, and both the personal income tax and health care
contribution shall be paid in full amount.
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The other possibility to reduce the amount of tax to be paid is the
controlled capital market transactions.* However, this possibility may
be used for the tax year of 2013, but the referred provisions will not be
effective from 1 January, 2014.

SUMMARY

The Hungarian personal income tax system used to be a progressive
scheme since its introduction, and turned into a flat tax rate system
from the tax year of 2011 in order to follow the trends of the region
and primarily to keep Hungarian economy competitive. The
amendment aimed to promote employment, to raise government
income by decreasing the level of black market, and to generate
production through extending consumption. These could imply and
effect higher level of employment, as well as more state revenue
deriving from additional consumption taxes and corporate income tax
payments™.

The set of rules result a completed tax burden, since in addition to
16% of personal income tax an additional 6% health care contribution
shall be paid. The reason for the method of regulation might be that
the government sticks to the flat personal income tax regime despite
the huge criticism, however, due to some of the arguments and
reasons of fairness, the real tax burden on capitals is increased. In
other words, the flat personal income tax system remains in force,
however with an additional payment obligation the different types of
income are taxed differently in reality from the economic point of
view.

It is understandable that every amendments of a type of tax affects the
entire tax system, and therefore should be handled accordingly,
furthermore that all the outcomes of such modifications can be judged
properly only in a long run. At this stage it is clear, that according to
the recent results and the described critiques, the goals mentioned
above have not been achieved yet through the new structure. In spite
of this, it is also unquestionable that some of the changes -- such as
the reduction of tax amount and the taxation level, as well as the
simplification of due tax performance -- offer many advantages for

83 See Subsection 65(5) of the personal income tax act.

% This projection of the Hungarian government can be seen in the budgetary
act of 2012 (Appendix 1 of the Act CLXXXVIII of 2011 on the Hungarian
Central Budget of 2012 indicates that in detail), in which the planned amount
to be collected from corporate income tax is 356,200 million HUF, so much
higher than in the previous years (an amount of 323,369.9 million HUF
central budget revenue derived in 2010 according to Appendix 1 of Act
CXXXII of 2011 on the Execution of the Budget of 2010, which was
reduced significantly to HUF 288,020.9 million in 2011 according to Act
CLXIX of 2010 on the Hungarian Central Budget of 2011, so the tax cut of
individual income tax was not compensated by the increase of the corporate
income tax revenue either in 2011).
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taxpayers, which can be used mainly by those who realize higher
levels of income.

Therefore I do believe that further measurements and amendments are
required by taking into account the other types of taxes, as well as
fiscal matters. Despite the tax to be paid after labour income has
dropped, with regard to the provisions of tax base extension it
remained higher than the tax of capital revenues, and many taxpayers
contribute more than they were obliged to. Taking into account the
Hungarian characteristics and special features of personal income tax
operation in Hungary, but also analysing international experiences, the
system would be worth correcting, and in order to establish an optimal
structure, a greater emphasis should be laid on the investigation of
levels of compliance, the potential techniques of tax evasion, and
primarily the operation of the entire tax system also from fiscal point
of view.
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