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Highlights of the Private Foundation 
A private foundation is an atypical form 
of a foundation that is mainly established 
in order to prevent the fragmentation 
of private property and to ensure 
proper asset management. Private 
foundations are generally considered to 
be outstanding legal structures and asset 
management instruments for companies 
and high-net-worth individuals. Especially 
in the case of high-net-worth individuals, 
private foundations are created by 
founders who grant certain assets to 
realize the purpose of the foundations 
and determine how the assets shall be 
managed both while they are alive and 
after their deaths. Private foundations 
may have named beneficiaries and, as 
such, may prove to be a great tool against 
fragmentation of family estates through 
inheritance. A founder’s intention to 
provide for the integrity of his or her 
private wealth may, however, also prove 
to be legitimate during the founder’s 
lifetime, should the founder not want 
to be engaged in the operation of the 
assets to the extent he or she was before, 
but, for instance, allocate more time to 
other life time activities.

In essence, a private foundation is a 
legal entity, separate from its founder and 
from its administrating officers, of which 
the founder may be a dominant member. 
It is also separate from the beneficiaries, 
who may receive various types of financial 
benefits from the private foundation 
in a regulated way as provided for by 
the founder. The right to revoke a 
foundation and to transfer the assets back 
to the founder as well as the founder’s 
capability to become a beneficiary are 
also ensured. Without reference to certain 
tax provisions with attractive benefits for 
founders and beneficiaries, the concept 
of the private foundation provides 
considerable incentives for funds to be 
transferred into the domestic economy.

Capital Requirements  
and Capital Control
Although the procedure to establish 
a private foundation is similar to that 
for the establishment of a non-private 
foundation, there are some differences. 
In Hungary, there is a minimum capital 
requirement of HUF 600 million 
(approximately EUR 1,775,000). These 
assets, which can be provided either 
in cash or in kind, have to be defined 
in the statutes in sufficient detail to 
enable their individual identification.

In order to provide the greatest 
safety for the founder’s assets, there 
are several control and monitoring 
mechanisms required by law, and 
further protective functions and 
procedures can be detailed in the 
statues. Most importantly, a Private 
Foundation must safeguard the assets 
provided by the founder. This provision 
ensures that the funds are preserved 
and managed so that their value does 
not fall under the level of the minimum 
capital; thus, providing appropriate 
protection by requiring the board of 
foundation to exercise due diligence 
during the administration of funds. 

Monitoring the Management of Assets 
An important aspect of the establishment 
of a private foundation is the obligation to 
draft an investment policy, describing the 
portfolio and its risk-management  
and decision-making mechanisms 
regarding envisaged investments in 
detail. This way, the founder can specify 
the way he or she wishes the assets 
to be managed and shape their future 
management. All in all, the investment 
policy ensures that the assets are guarded 
and used by the private foundation 
according to the will of the founder. 

Hungarian Private Foundation  
Act: Future Prospects
Since the entry into force of the 
Hungarian Private Foundation Act, the 
private sector has shown considerable 
interest in this legal construct. The 
possibility of establishing a private 
foundation enables the safe and 
successful transfer of private wealth 
by lowering or eliminating the risk 
of fragmentation or the effects of 
mismanagement. The concept of 
private foundations is appropriate to 
fulfil their designated role by providing 
various safeguards. Even though 
the minimum capital requirement is 
considered slightly high, there is a 
strong intention on the legislator’s side 
to significantly reduce this amount, 
which would give an even greater boost 
to the success of this legal instrument. 
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In the few months since Hungary’s Private Foundation 
Act came into force on March 29, 2019, it has already 
significantly grown in terms of financial importance.

Introduction to the Hungary’s 
Private Foundation Act

www.kcgpartners.com

Flat Corporate Income Tax 
Re-energizes Hungary’s 
Business Scene

The corporate tax rate, lowered  
to 9% in January 2017, is not only 
making the country look more 
attractive to business investors; it 
has also been warmly welcomed 
by enterprises already active in the 
Hungarian market. However, some 
industries are still burdened by 
sectoral taxes that can make that 
sentiment bittersweet.

“Introducing the 9% corporate tax rate was 
a very positive step,” Ákos Burján, partner 
at PwC Hungary, tells the Budapest 
Business Journal.

“We need to distinguish between two 
entities: the bigger ones, the Hungarian 
subsidiaries of multinational companies, 
for example, and the middle-sized 
Hungarian companies. Even before the 
reduction to 9%, the tax rate had been 
very preferential, such as 10% above a 
certain bracket. Therefore, this is not 
necessarily a massive step for all bigger 
companies. However, for mid-sized 
companies the new rate is a great step 
forward,” Burján adds. 

When Hungary unified its corporate 
tax at 9%, it made it the lowest in the 
European Union. “It definitely encourages 
investments coming from abroad. Also, 
it would make sense to increase the 
Hungarian tax base to optimize the tax 
position at the group level,” says Lajos 
Bagdi, head of tax advisory services at 
Niveus Consulting Group.  

“Hungarian companies have  
welcomed the 

9% 
tax rate. 

As a result, the corporate income tax is 
not a significant tax burden anymore; 
rather, it is the employer social securities 
and the local business tax that are 
painful,” he explains. 

PwC Hungary’s Burján is also a board 
member of the American Chamber of 
Commerce in Hungary, which had long 
called for a bold step over corporate 
income tax. He agrees that the business 
sentiment is “great” and businesses 
welcomed the lowered rate.  

“The corporate income tax is the lowest 
in the EU, and even globally is among 
the lowest. This is a very competitive tax 
rate. Partly because of this, the Hungarian 
system has its specialties. To counter 

it, for instance, the consumption-based 
taxes are very high [eg. the general value 
added tax VAT rate is at 27%]. There still 
are sectoral taxes, such as those imposed 
on the energy, pharmaceutical and telco 
industries, for example. [….] Altogether, 
profit taxes are still somewhat high for 
certain industries,” Burján adds. 

This environment is still a driver for 
foreign direct investment, however. 

“Due to Hungary’s attractive  
investment incentives and the tax 
benefits – the flat 9% CIT rate,  
which can be reduced even up  
to 1% by the incentives in connection 
with R&D activity, for example – an 
increasing number of foreign companies 
choose Hungary for their future 
investments,” says Dániel Bajusz,  
senior manager and attorney  
at EY Law Hungary. 

“Also, according to the calculations 
of Hungary’s EU Convergence Program 
2019-2023, the investment activity of 
domestic households and companies 
also increased by 22% in 2018.  
The increasing investment activity is a 
result of the exceptionally low CIT rate 
and the various tax measures introduced 
in 2019 and 2020,” Bajusz adds. 

CHRISTIAN KESZTHELYI

“The 9% can look good and 
most companies do enjoy it, 
even if there are industries 
that have additional 
sectoral taxes where the 
burden is higher. Overall, 
the 9% is an excellent tool 
for luring over investment 
and FDI, however.”
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Nowadays, one of the hottest topics 
of the international financial world 
is the succession of the private 
companies funded and managed 
by Generation Xers. According to 
professionals, in the United States 
alone, approximately USD 50,000 
billion in wealth will be inherited by 
Millennials and Post-millennials from 
Baby Boomers and Generation Xers in 
the next 5-20 years.

Unlike many regions of the world, 
Hungary has a very high proportion  
of family-owned businesses,  
with only a few dozen companies 
listed on the stock exchange. Many 
successful businesses are still run by 
first-generation founders and their 
wealth is often managed by family 
executives. As these businesses  
are mature and already have 
economies of scale, there is an 
increasing need to organize and 
protect basic business assets and  
the personal wealth of families.

Ownership of family-owned 
businesses will be an important part 
of inheritance, transfer of wealth 
between generations, and wealth 
diversification. In the years following 
the last crisis, family businesses have 
also achieved significant growth 
in Hungary through two cycles of 
EU funding. The global economic 
downturn forecast over the next few 
years and the outflow of EU funding 
will affect the investments and 
income-generating capacity of local 
family businesses.

While the overall trend continues 
to be extremely positive, family 
firms are also increasingly focusing 
on protecting their assets and 
modernizing their asset management 
strategies. 

Long-term family wealth planning 
has not generally been on the agenda 
of Hungarian family businesses, as 
they primarily focus on continuous 
development. However, due to future 
political and economic challenges, 
successful founders and owners need 
to consider inheritance planning, 
meaning protecting financial and other 
assets is becoming an increasingly 
important issue.

The growing interest in fiduciary 
asset management (trusts)  
and the concept of the “family 
office” are proof of the changing 
thinking process.

The introduction in 2014 and the 
recent tax changes of fiduciary asset 
management in Hungary and the 
concept of multi-family offices and 
private trust companies are excellent 
tools for preserving the wealth 
and assets created by successful 
Hungarian families and their 
businesses.

Family office solutions are usually 
created by wealthy families with many 
members to manage their wealth. They 
are different from traditional wealth 
management solutions in that they 
offer a complete, generally outsourced 
solution to the financial, investment 
and other family affairs of a wealthy 
individual or family. 

Family office activities may include 
cost planning and management, 
insurance management, charitable 
management, family business 
management, divorce planning, 
inheritance planning and management, 
and tax services.

One of the 2019 mid-year corporate 
tax changes exempted assets under 
management that were created by 
individuals, have only physical person 
beneficiaries and have only a financial 
type income. In practice, this means 
that, unless there is any other kind of 
return on assets under management, 
no corporation tax is payable on 
the proceeds from the disposal of 
dividends, exchange rate gains,  
interest received or receivables.

A trust fund or trustee may enter 
into a long-term investment contract 
(so called TBSZ) only if both the 
settlor/founder individual and the 
beneficiaries are private individuals.  
If the terms and conditions of TBSZ 
are met, the yield from this contract  
is exempt. The payment of a yield 
from a fiduciary asset management 
or private wealth management 
foundation is, as a general rule,  
taxed at the same rate as dividends.

Due to the new regulations, the 
role of fiduciary asset management in 
preserving, increasing and transferring 
the value of assets may be emphasized.

AIRON TRUST, as a licensed trust  
company, provides full fiduciary asset 
management services. Our colleagues  
have decades of experience in international 
tax planning, where international trust 
agreements have great importance.  
The introduction of the Hungarian “trust” 
has opened a new dimension in the 
field of wealth management and estate 
planning, for which our company provides 
professional services to its clients.
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Millennials vs. Gen Xers: 
Fiduciary Asset Management 
Mutually Fruitful Solution  
to Family Wealth Planning

www.airontrust.hu
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Other Weapons 
However, this improved environment 
comes with some downturns, too. “The 
low [corporate] rate seems good to the 
business at first glance; however, it is 
very telling, actually, that the economic 
policy does not have other weapons, 
since the fundamentals for which the 
high-added value business would come 
to Hungary are missing: top-class 
education, truly open market, flexible 
and helpful regulatory environment 
and authorities, just to name a few,” 
complains says Balázs Kántor, tax 
advisor and lawyer at Lakatos, Köves and 
Partners Law Firm.

“One should also consider all potential 
tax-like payment liabilities from 
sectorial taxes to different authority 
fees,” he adds.

Kántor also notes that, while 
businesses are obviously happy about 
the 9% CIT rate, it is only one of the costs 
element they need to deal with unless 
they are holding companies, for whom it 
is truly attractive.

“The many sectoral taxes as well as the 
local business tax should be unified in 
the corporate income tax, at a possibly 
higher rate, and the many costly 
exemptions and allowances should be  
rationalized,” Kántor adds.

PwC Hungary’s Burján also  
agrees that sectoral taxes spark 
uncertainties among those industry 
players that are burdened, many of 
whom still find these taxes unfair.

“We do not only have the corporate 
income tax; we also have the so-called 
local business tax and innovation 
contribution, which is a 

2.3% 
turnover-based 

tax altogether. With these taxes the 
effective tax rate, if you compare it to your 
profit, can be very significant: due to the 
special tax base calculation method it can 
easily reach 10-20% in certain sectors 
while in others the impact of the local 
business tax is marginal,” Burján says.

“The 9% can look good and most 
companies do enjoy it, even if there 
are industries that have additional 
sectoral taxes where the burden is 

higher. Overall, the 9% is an excellent 
tool for luring over investment and FDI, 
however,” he adds.

Further Easing?
Bagdi of Niveus Consulting Group 
thinks that certain tax reliefs, such as 
the increased volume of R&D tax relief, 
or the tax incentive for energy saving 
investments, could be reconsidered for 
further easing.

Roger Gordon in his 2019 Cambridge 
publication “The Role of the Corporate 
Tax”, argues that corporate tax rates 
lower than personal taxes favor corporate 
activity, as well as retaining earnings 
instead of payouts to employees  
and investors.

“Exactly, it makes sense to invest by 
the entity itself and not to distribute the 
earnings to the owners,” Niveus’ Bagdi 
says. “However, the personal income 
tax rate is also on a moderate level in 
Hungary at a 

flat 

15%, 
as a result, dividend distribution to 
individual owners can be made with a 
reasonable tax burden,” he adds.

“In my experience, whether the 
earnings are paid out or retained 
depends on the management, i.e. on 
the shareholders and their personal 
preference and plans in the end,” Kántor 
says. “Furthermore, since Hungarian 
business life is mainly dominated by 
foreign-owned entities, such decisions 
are not made in Hungary,” he adds.

The Hungarian tax system has 
undergone several important reforms 
recently. Online cash machines, linked 
directly to the national tax authority, were 
introduced; an electronic public road trade 
control system was launched; online and 
automatic invoice data transmission to 
the tax authority went live; a taxpayer 
qualification system (reliable, average and 
risky) was introduced; and the CIT was 
simplified with a flat rate of 9%.

These changes are not only good for 
business but also point toward a healthier 
economy and better tax morale, in which, 
as described on page 13, Hungary did not 
always excel historically.

Ákos Burján

Balázs Kántor


