Changing transfer pricing documentation rules

The Ministry of Finance promulgated the Decree NO. 22/2009 (16.10) Decree in connection
with changing transter pricing documentation rules, effective January 1, 20170.

In this newsletter we would like to draw attention to next year's amendments to the transfer
pricing documentation requlation and obligations.

The goal of new 22/2009 Decree of the Ministry of Finance (‘New Decree’)
The primary aim of the New Decree is to harmonize the Hungarian legislation with
the Resolution of the Council of the European Union dated 27 June 2006 related
to the code of conduct on transfer pricing documentation for associated
enterprises in the EU.

According to the new legislation, effective January 1, 2010, taxpayers have the
possibility to choose between preparing ‘stand-alone documentation’ (or ‘full
documentation’ according to the definition of the effective 18/2003 Decree of the
Ministry of Finance) or ‘EU transfer pricing documentation’ (‘EU TPD’) regarding
intercompany transactions.

Stand-alone documentation
The New Decree does not modify significantly the content of the stand-alone
documentation which should contain at least the following elements:

e identification information for the related companies involved in the
intercompany transaction;

e subject of the contract, date of its conclusion, the date of modifications and the
duration of the contract;

e summary of relevant ongoing or closed juridical or authority processes;

o functional analysis;

o definition and characteristic of the market;

o the method applied and the reasons for the method selection;

e comparable data and the sources of data, benchmarking study;

e reason and method of the adjustments required on the comparable data.

o date of preparation and modification of the documentation;
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EU Transfer Pricing Documentation

EU TPD consists of two main components: a ‘Masterfile’ and ‘Country-specific
file(s)'. The Masterfile contains common standardized information relevant for all
EU group members.

The content of the Masterfile according to the New Decree should be at least the
following:

o general description of the company and its business strategy;

e description of the organizational and operating structure of the group;

o list of intercompany transactions with group members operating in the EU;

e general description of the intercompany transactions;

e description of the functions performed and risks shared by the related parties;

e description of the transactions related to intangible assets, received or paid
royalties;

e summary of the group transfer pricing policy;

e description of cost contribution arrangements;

e summary of relevant ongoing or closed juridical or authority processes;

o date of preparation and modification of the documentation.

The other part of the EU TPD is the Country-specific file which should include the
details of the intercompany contracts and contain at least the following elements:

¢ identification data of the related companies involved in the intercompany
transaction;

e general description about the company and its business strategy;

e subject of the contract, date of conclusion, the date of modification of the
contract, the duration of the contract and the transaction value;

e comparable data and the sources of data, benchmarking study;
e description about the implementation of the transfer pricing policy of the group;

o date of preparation and modification.

The New Decree, in line with the international practice, allows taxpayers to
present elements to be included in the Country-specific file, in the Masterfile.
However, this does not limit the substantive requirements.

Preparation of documentations in foreign languages

According to Section 6 Paragraph 6 of the New Decree, transfer pricing
documentation could be prepared languages other than Hungarian. However, the
Tax Authority could oblige the Taxpayer — based on Section 95, Paragraph 2 of
the Act of 2003 on the Rules of Taxation — to translate and present the
documentation in Hungarian.

Changes relating to the simplified documentation concept

The New Decree extends the applicability of the simplified documentation, as
taxpayers will be allowed to prepare simplified documentation for those
transactions where the value does not exceed a 50 million HUF threshold within
the period between the effective date of the contract and the end of the fiscal year.
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Definitions

In order to harmonize the Hungarian legislation to EU legislation, the New Decree
contains some basic definitions such as ‘controlled transaction’, ‘functional
analysis’ and ‘multinational enterprise group’.

If you have any questions about our newsletter or Hungarian transfer pricing
legislation, please contact Mdnika Mindszenti (telephone: 00 36 1 887 7170,
e-mail: monika.mindszenti@kpmag.hu) Mih&ly Gédor (telephone:

00 36 1 887 7340, e-mail: mihaly.godor@kpmg.hu) or your regular

tax advisor at the Tax Department of KPMG.

© 2009 KPMG Tanacsado Kft., a Hungarian limited liability company and a member firm of the KPMG network of
independent member firms affiliated with KPMG International, a Swiss cooperative. All rights reserved.



Partners

Michael Glover

Partner

+36 1 887 7405
michael.glover@kpmg.hu

Gergely Demetrovics

Partner

+36 1 887 7366
gergely.demetrovics@kpmg.hu

dr. Csaba Laszlé
Partner

+36 1 887 7420
csaba.laszlo@kpmg.hu

Philippe Norré

Partner

+36 1 887 7449
philippe.norre@kpmg.hu

Gabor Beer

Partner

+36 1 887 7329
gabor.beer@kpmg.hu

Mergers & Acquisitions Group

dr. Zoltan Kadar
Manager

+36 1 887 7404
zoltan.kadar@kpmg.hu

Indirect Tax Group

Balazs Foldes

Senior Manager

+36 1 887 7232
balazs.foldes@kpmg.hu

dr. Tamas Kosztolanyi
Senior Manager

+36 1 887 7256
tamas.kosztolanyi@kpmg.hu

dr. Zsolt Kovacs
Manager

+36 1 887 7467
zsolt.kovacs@kpmg.hu

Tax Advice for the
Financial Services Sector

Gabor Farkas
Manager

+36 1 887 7415
gabor.farkas@kpmg.hu

Balint Gombkoté

Senior Manager

+36 1 887 7159
balint.gombkoto@kpmg.hu

Balazs Pethé

Senior Manager

+36 1 887 7368
balazs.petho@kpmg.hu

Géza Tomory
Manager

+36 1 887 7199
geza.tomory@kpmg.hu

International Tax
Structures Group
Tamas Mlinarik
Director

+36 1 887 7498
tamas.mlinarik@kpmg.hu

Personal Income Tax Group

Kornélia Mitrik
Senior Manager
+36 1 887 7410
kornelia.mitrik@kpmg.hu

dr. Katalin Boncsér
Manager

+36 1887 7321
katalin.boncser@kpmg.hu

Gabriella Joé
Manager

+36 1 887 6630
gabriella.joo@kpmg.hu

Corporate and International
Taxation Group

Mihaly Gerhat

Senior Manager

+36 1 887 7180
mihaly.gerhat@kpmg.hu

Eniké Vadon

Senior Manager

+36 1 887 7359
eniko.vadon@kpmg.hu

Tibor Jaroli
Manager

+36 1 887 7416
tibor.jaroli@kpmg.hu

Jozsef Zsolt Garabuczi
Manager

+36 1887 7273
jozsef.garabuczi@kpmg.hu

Transfer Pricing Advisory Group

Moénika Mindszenti

Senior Manager

+36 1887 7170
monika.mindszenti@kpmg.hu

Mihaly Godor

Manager

+36 1 887 7340
mihaly.godor@kpmg.hu

The information contained herein is of a general nature and is not intended to address the
circumstances of any particular individual or entity. Although we endeavor to provide accurate and
timely information, there can be no guarantee that such information is accurate as of the date it is
received or that it will continue to be accurate in the future. No one should act on such information
without appropriate professional advice after a thorough examination of the particular situation.

KPMG and the KPMG logo are registered trademarks of KPMG International, a Swiss cooperative.

© 2009 KPMG Tan&csado Kft., a Hungarian
limited liability company and a member firm of
the KPMG network of independent member
firms affiliated with KPMG International, a
Swiss cooperative. All rights reserved.




