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CORPORATE FEATURES 

GENERAL   
Type of Company KFT RT 
Political Stability Good 
Common or Civil Law Civil 
Disclosure of Beneficial Owner No 
Migration of Domicile Permitted No 
Corporate tax 16% 
Solidarity tax 4% 
Language of Name Hungarian 
CORPORATE REQUIREMENTS   
Minimum Number of Shareholders One One 
Minimum Number of Directors One One 
Bearer Shares Allowed No No 
Corporate Directors Permitted No No 
Company Secretary Required No No 
Standard Authorised Share Capital EUR 2k EUR 20k 
LOCAL REQUIREMENTS   

Registered Office/Agent Yes Yes 
Company Secretary No No 
Local Directors No No 
Local Meetings No No 
Government Registry of Directors Yes Yes 
Government Registry of Shareholders Yes Yes/No 
ANNUAL REQUIREMENTS   
Annual Return Yes Yes 
Submit Accounts Yes Yes 
RECURRING GOVERNMENT COSTS   
Minimum Annual Tax/License Fee N/A N/A 
Annual Return Filing Fee N/A N/A 

 
The main intention of this booklet is to provide a brief guide to foreign individuals or 
entrepreneurs considering establishing a holding company in Hungary. 
 
This booklet gives a short introduction to Hungary, its economy and explains the 
requirements for setting up companies and their use for international tax planning. 
 
This booklet has been prepared primarily for the non-tax specialist and every effort has been 
made to make the subjects clearly understandable. However, we advise clients considering 
investment into Hungarian companies to take appropriate professional advice. Clients and 
their professional advisors are always invited for an initial, free consultation prior to 
incorporation. 
 
Note: Exchange rates on April14th  2008: 
 
 1 USD  =  HUF 159,93 
 1 EUR  = HUF 252,36 
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1.  HUNGARY - GENERAL INFORMATION 
 
 
1.1 GEOGRAPHY 
 

The Republic of Hungary is situated in Central Europe and has borders with Austria, 
Slovenia, Croatia, Serbia and Montenegro, Romania, the Ukraine and Slovakia. Its 
climate is temperate, and the country is predominately flat. Lake Balaton, Central 
Europe's biggest lake is the main tourist attraction. The Danube passes through 
seven countries as it flows from Germany to the Black Sea. 

 
 
1.2 HISTORY 
 

The Magyars arrived from Central Asia in AD 896 and occupied Hungary's present 
territory. They established themselves as a European nation with close links with their 
neighbours. During the second half of the millennium, Hungary was occupied by 
Turks and Austrians, and after the First World War it gained independence in 1918. 

 
Hungary found itself occupied by Russian troops at the end of World War II, as 
unfortunately it entered war on the side of Germany.  

 
After 45 years of occupation, the first truly free elections since World War II were held 
in 1990. Hungary became an associated member of the European Union in 1993 and 
applied for full membership in 1994. Hungary also became member of NATO in 1999. 
On May 1, 2004 Hungary became full member of European Union. 

 
 
1.3 POLITICAL - LEGAL SYSTEM 
 

Hungary is a civil law jurisdiction, based on written laws enacted in accordance with 
the Constitution, which was rewritten in 1989. All major obligations and rights of 
corporations and citizens are based on Acts of Parliament. Multiparty parliamentary 
elections are held in every four year, with the next elections due in 2010. 
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1.4 ECONOMY 
 

Hungary began its transition to a market driven economy in the 1970`s. Although the 
population of Hungary is small (10.3 million) compared to the neighbouring countries, 
Hungary has more than 200.000 companies, all of which were registered since 1989 
and more than 700.000 private entrepreneurs. 

 
The Hungarian authorities are keen to encourage foreign investment, so Hungary 
now serves as a hub for western investment into Eastern Europe. More and more 
western companies are setting up joint ventures, manufacturing, logistics and service 
centres with the aim of providing Eastern Europe with goods, capital and expertise. 

 
Hungary has been successful in attracting foreign investment, with a total inflow of 
USD 21 billion in the last five years.  

 
The Hungarian commercial banking and financial system is the most advanced in the 
region and foreign banking representation includes:  

 
 - Banca Intesa 
 - Banque Nationale de Paris 

- Bayerische Landesbank  
- Citigroup 
- Commerzbank 
- Credit Lyonnais         
- Deutsche Bank 
- Dresdner Bank 
- Erste Bank 
- HVB Bank  
- ING 
- Korean Development Bank 
- Raiffeisen Bank  

 
These institutions are all represented either by wholly or partly foreign-owned 
subsidiaries. 
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2. MOST COMMONLY USED BUSINESS ENTITIES 

 
The amended Companies Act (No.IV) of 2006 regulates all legal forms of business 
entities. The most commonly used companies are the Limited Liability Company (Kft) 
and the Corporation (Rt). 

 
Foreign companies are allowed to set up companies, branches and representative 
offices. 

 
 
2.1 THE LIMITED LIABILITY COMPANY (KFT) 
 

The Hungarian Kft is very similar to the German GmbH. Most inward foreign 
investment to date has been channelled through this type of company.  

 
It gives limited liability to all of its members. Kft is an ideal company form if the 
number of members is low. 

 
Kft can be established with a minimum registered capital of HUF 500,000.- 
(approximately EUR 2,000.-), of which at least 50 percent must be paid up at the time 
of incorporation. If a Kft is incorporated with only one member the whole amount of 
the registered capital shall be deposited and all contributions in kind must be put at 
the company's disposal by the member before the application for company 
registration. The remaining balance must be paid in 365 days. The company has no 
issued shares. The business shares of the members represent the ownership of the 
company. The nominal value of each business share is at least HUF 100,000.- and 
must be divisible by HUF 10,000.-  

 
Statutory audit is required for all Kfts unless the average net sales revenues and the 
average number of employees did not exceed HUF 100 million and 50 people 
respectively, in the past two years preceding the business year. In case of a newly-
founded Kft. the estimated sales revenues for the first business year has to be taken 
into account. 

 
A Kft must have at least one director who can only be a natural person. They are 
elected by the members' meeting for a specified period of not more than five years 
and might be reappointed after this specific period. Annual General Meeting shall be 
held at least once a business year, but no personal attendance is required. 
 
A Supervisory Board shall be elected by the members if the Kft. has more than 200 
full-time employees in a business year. The Supervisory Board consists of 3-15 
members. 
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2.2 THE CORPORATION (RT) 
 

The Hungarian Corporation is not used as often as a Kft, although large scale foreign 
investments are typically channelled through an Rt. 

 
It gives limited liability to all of its shareholders, and it is well suited for cases where 
the number of shareholders is higher or shares will be listed in the Stock Exchange.  

 
The minimum amount of share capital is HUF 5 million (approximately EUR 20,000.-), 
of which at least 25 percent must be paid up at the time of incorporation.  

 
Statutory audit is required for Rts where shares subscribed by the public, otherwise 
the same rules apply as for the Kfts. If contribution-in-kind is provided, then it must be 
valued by an independent auditor other than the statutory auditor. 

 
At the time of incorporation, an Rt must appoint the Board of Directors and the 
Supervisory Board, with at least 3 natural persons as members in each Board or must 
elect a General Director instead of the Board of Directors. Annual General Meeting 
shall be held at least once a business year, but no personal attendance is required. 
 
The business share of the Rt. might be encumbered with mortgage.  
 

 
2.3  INCORPORATION DETAILS 
 

The incorporation process with the Company Registry shall be finished within 15 
working days. 

 
The following information is available for public inspection at the Registry: 

 
·  names and addresses of shareholders  
·  names and addresses of directors 
·  registered office address 
·  main activities of the company 
·  share capital. 

 
 
2.4 DOCUMENTS TO BE PROVIDED TO THE OWNERS 
 

After registration of the company, the owners will be supplied with the following 
documentation, if necessary, properly translated to English: 

 
 
·  Certificate of Incorporation 
·  Memorandum and Articles of Association 
·  List of directors 
·  Address of the company's registered office 
·  Notarised specimen of signature of directors 
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 Legalisation of the above documents is available upon request. 
 
 
3.  TAXATION OF INDIVIDUALS AND COMPANIES 
 
 
3.1  INDIVIDUAL TAXES AND OTHER PAYROLL TAXES 
 

Hungarian resident individuals are taxed on their world-wide income, while non-
residents are taxed on their Hungarian-source income only. The personal income tax 
rates are as follows: 

 
 

Taxable income between HUF Tax on column 1 Percentage on excess 
0 1,700,000 - 18 

1,700,001 - 306.000 36 
 

Expatriates employed by Hungarian companies outside Hungary do not pay tax on 
the whole of their salaries, and are not required to pay social security contributions – 
provided that they are not residing in Hungary. 

 
Capital gains tax is paid on the sale of different securities at 25 percent.  

 
A withholding tax of 25 percent and 35 percent applies to dividends paid to resident 
shareholders. This withholding tax can be reduced by the double-taxation treaties.  

 
Various payroll taxes, social security and unemployment contributions apply to 
salaries paid to resident employees. 

 
 
3.2 TAXATION AND ACCOUNTING OF ORDINARY COMPANIES 
 

Accounting rules are based on internationally accepted accounting principles, and 
they follow the EU Directives in all relevant aspect. The expenses, which are 
deductible form the income of the company during the calculation of the net profit 
shall be evidenced by invoices meeting several requirements. On the invoices, inter 
alia, (i) the name, tax number and address of the seller/service provider, (ii) name 
(address) of the buyer, (iii) description of service, (iv) date and amount of payment 
shall be indicated. Without the proper background of the invoices the accounts of the 
company could not be prepared. The invoices could be in any language (an English 
or Hungarian translation for the bookkeepers is required) but in case of tax 
investigation the Tax Authority has the right to request official translation of the 
invoices. 
 
In September 2006 a new concept of “minimum corporate tax base” is introduced to 
the corporate income tax system. The corporate income tax base may not be less 
than 2% of the annual income minus the cost of goods sold during the financial year. 
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If the corporate tax base is less than 2% of the above than the corporate tax is levied 
on the “minimum corporate tax base”. 
 
Arm's length standards in related-party transactions were introduced at the beginning 
of 1992. As of 2004, taxpayers other than “small enterprises,” i.e. enterprises with 
less than 50 employees and net revenue or total asset value less than EUR 10 
million, have to prepare transfer pricing documentation. 
 
Since the beginning of 1997, payments for services where no real economic activity 
takes place are not tax-deductible. 

 
Hungary operates a self-assessment tax system, meaning that the taxpayer must 
calculate its tax liability, file the tax return and must pay its taxes by itself without a 
formal official tax assessment. The tax year is usually the calendar year, but 
deviations are allowed in special circumstances. 

 
The thin capitalisation ratio is 3:1. Interest expanses related to the loan exceeding the 
triple of the own capital of the company are not deductible. This rule does not apply to 
loans granted by financial institutions. 
 

3.2.1 Corporate tax 
 

The corporate income tax rate was reduced to 16 percent with effect of 2004. The 
corporate tax base is the adjusted accounting profit, based on world-wide profits of 
the company. 
 
Dividends received are exempt from corporate tax unless the dividends are paid by a 
controlled foreign company (“CFC”). A company is deemed as a CFC if the registered 
seat of the company or the permanent establishment is located in a jurisdiction where 
the corporate tax obligation is substantially lower than in Hungary. The corporate tax 
rate is deemed substantially lower if it is under 10.6 percent. CFC rule is not 
applicable for EU and OECD countries and countries that concluded double tax treaty 
with Hungary. 
 
Generally, no distinction is made between capital gains and other types of income. 
However, as of September 1 2006 a participation exemption rule was introduced to 
the corporate income tax system. If a Hungarian company owns more than 30% of 
the share capital of a Hungarian or foreign body corporate for minimum of one year 
then capital gains realized on the disposal of such shares are free of corporate tax 
provided that the taxpayer applies for tax free status within 30 days following the 
purchase of such shares (registered participation) and the subsidiary is not 
considered as a controlled foreign corporation (“CFC”). 
 
Fifty percent of received royalties are exempt from corporate tax. 
 
For companies other than “small enterprises”, 50 percent of the balance of received 
and paid interest from related parties are tax exempt. 
 
Fifty percent of the positive balance of capital gains realised on acknowledged 
markets are exempt of corporate taxation. Deductions based on the last three types 
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of exemption together cannot exceed 50 percent of the profit before tax. 
 

3.2.2. Withholding tax 
 

As of January 1, 2006 dividend payments to legal entities and foreign individuals are 
exempt of withholding tax. Interest and royalty payments to foreign entities are 
exempt as of 2004 – which opens new dimensions in tax planning. 

 
3.2.3. Local business tax 
 

Local business tax is levied by local municipalities. It can be set at maximum 2 
percent. However, we can find locations where the local business tax is only 0.2 
percent. Local business tax is based on gross profit (revenues minus cost of goods 
sold and subcontractor fees). Royalty income is exempt from local business tax. 
Local business tax is double deductible from the corporate tax, provided that the 
company has no outstanding tax liabilities. 

 
3.2.3. Innovation contribution 
 

The innovation contribution is 0.2%, and its base is the same as the local business 
tax base. 

 
3.2.3. Solidarity tax 
 

Solidarity tax is levied on adjusted profits of the company at the rate of 4%. The 
assessment of the solidarity tax base is similar to that of the corporate income tax 
base but the scope of deductible items are more limited. Dividends and capital gains 
from participating holdings are exempt of solidarity tax.



1 

 

 

 

 

 

Cystal WorldWide is member of the International Tax Planning Association –- www.itpa.org 

 

HUNGARY Page 10 of 13 

 
4. THE ROLE OF DIRECTORS AND SHAREHOLDERS  
 
4.1  REPRESENTATION OF THE COMPANY; DIRECTORS  

 
 
According to the Hungarian Law the director of the company can only be a natural 
person. If the company is managed by non-Hungarians the residence of the foreign 
director may create a permanent establishment abroad – which could lead to the loss 
of tax benefits – therefore, we strongly recommend Hungarian directors. 
 
As strict legal prescriptions apply for a company’s directors, Crystal can only provide 
professional directors with the following criteria: 
 
·  The director delegated by Crystal controls or co-controls all bank accounts 
·  Crystal arranges for the bookkeeping and preparation of the annual return 
·  No general powers of attorney is issued. 

 
4.2  SHAREHOLDERS 

 
Although it is possible to incorporate a company with one single shareholder, it is 
advisable to incorporate it with at least two owners. The incorporation procedure can 
be easier and quicker. 

 
Shareholders’ name is public information at the Hungarian Company Registry. 
However, if confidentiality is a point, we can provide nominee shareholders in 
Hungarian companies. 
 
 

5. ADVANTAGES AND POSSIBLE USES OF ESTABLISHING BUS INESS 
IN HUNGARY  

 
Hungary has treaties on the avoidance of double-taxation with the following 64 
countries amongst which you can find some unique ones. Nearly all the treaties 
provide for a reduced withholding tax of 5% or 10 percent on dividends paid out to 
foreign shareholders. 
 

Albania Macedonia 
Australia Malaysia 
Austria Malta 
Belgium Moldova 
Belorussia Mongolia 
Bosnia-Herzegovina Morocco 
Brazil Norway 
Bulgaria Pakistan 
Canada Poland 
China Portugal 
Croatia Romania 
Cyprus Russian Federation 
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Czech Republic Serbia and Montenegro 
Denmark Singapore 
Egypt Slovakia 
Estonia Slovenia 
Finland South Africa 
France South Korea 
Germany Spain 
Greece Sweden 
Iceland Switzerland 
India Thailand 
Indonesia The Netherlands 
Ireland The Philippines 
Israel The United Kingdom 
Italy Tunisia 
Japan Turkey 
Kazakhstan Ukraine 
Kuwait Uruguay 
Latvia USA 
Lithuania Vietnam 
Luxembourg Yugoslavia.   

  
The treaty with Spain and Italy allows withholding of zero percent on interest and 
royalty payments – making Hungary a top jurisdiction to structure investments in 
Southern Europe. According to the Hungarian – Japanese treaty payments of cultural 
royalties from Japan to Hungary exempt from withholding tax. However the treaty 
between Hungary and USA is under re-negotiation the treaty in force does not 
conclude “limitation of benefits” clause. This fact and the zero percent withholding rate 
on interest and royalty payment from USA to Hungary creates some good tax 
planning opportunities.  
 
Examples for treaty based tax planning:  
 
 
Example 1 - Royalties, licences 
 
Most Hungarian treaties prescribe 0% withholding tax at source on royalties paid to 
Hungary. 
 
This advantage opened up many interesting tax-planning opportunity for royalties, 
e.g.: 
 
1. A BVI company is the owner of an intellectual property. 
 
2. A Hungarian holding company is formed by an individual or a corporation, than 

the patent is licensed to the Hungarian company for worldwide distribution. 
This license agreement may set out that 5 percent of the received royalty shall 
be the profit of the Hungarian company, while 95 percent shall be transferred 
to the BVI company as license fee.  
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3. The Hungarian company licenses the patent to the end-user, for example to 
USA. There is no withholding tax on royalties when they flow from USA to 
Hungary and there is no limitation on benefit clause in the treaty. 

 
4. Based on the agreement between the BVI company and the Hungarian 

company 95 percent of the received royalty is forwarded to the BVI company. 
The remaining 5 percent suffers 8 percent corporate tax in Hungary. The after 
tax profit could be channelled out from Hungary as dividend suffering no 
withholding tax at all. By structuring royalty payments this way the effective 
taxation of the structure is less than 1 percent.  

 
Please note that we do not expect that the double tax treaty between the USA 
and Hungary will be amended in this respect in the near future. 

 
 Example 2 – Financing conduit  
 
 

An Israeli investor uses a Hungarian company to invest in the Czech Republic, mainly 
through granting a loan instead of providing equity. As 10 percent withholding tax 
must be deducted from the interest in the Czech Republic, if paid to Israel, it is 
advisable to channel the investment through Hungary. With no withholding tax on 
interest this way, tax savings can be considerable. 
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7.  FORMATION AND ANNUAL COSTS 
 
7.1  FORMATION FEES 
 Total formation costs for a Kft with a share capital of  

HUF 500.000,-, including all the applicable legal,  
notarial and professional fees, filing fees,   

 capital duty and translation costs, bank account opening,  
company seal, but not including the actual share capital 
 EUR 1.800.- 

  
 
7.2  ANNUAL FEES  

 
Provision of registered office 

 EUR 1.000.- 
Secretarial services according to work involved 
but the minimum fee is 

 EUR    500.- 
 
7.3  ADDITIONAL ANNUAL FEES  

 
Provision of one nominee shareholder 

  EUR 1.000.- 
Provision of one nominee director 

    EUR 2.000.- 
 
Accounting according to work involved but the  
minimum fee  
(including 100 book keeping entries / year)  

 EUR 1.000.- 
  
7.4 ADDITIONAL SERVICE FEES 
 
 Notarisation/Apostilling per documents 

   EUR      100.-  
Further consultations per hour 

    EUR      100.- 
Provision of facsimile and mail-forwarding service 

 EUR      600.- 
 
Fees for additional services are available upon request. 
 
The 20 percent VAT is not included in the above fees. 
 
 


