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Do you own a permanent establishment in Hungary? 

Find out what are your tax obligations! 

Thanks to the value added tax harmonized system between the EU member states and the valid 

conventions signed with more than 80 countries, cross-border services can flow without hindrance and 

the significant part of the activities can be carried out in Hungary without any permanent establishment, 

just in the possession of a Hungarian tax number. Thereby, there are a huge number of foreign 

companies in Hungary, which carry out (economic) activity under the Hungarian tax number but without 

creating permanent establishment according to the corporate law. However, due to a nearly 30-year-old 

Hungarian legislation, it is still not fully cleared which activities can be performed without permanent 

establishment, mere in the possession of a tax number in Hungary. In the present newsletter we try to 

draw your attention to the legal controversies that surrounded this topic.  

Basic definitions  

First of all, the definition of the permanent 

establishment and the establishment of business 

should be clarified. Unfortunately, there is not a 

unified glossary amongst the Hungarian laws 

which can serve as a base for some precise 

descriptions in laws. In the lack of such glossary, 

there is no other solution, but to respect the 

separate legislations’ own terminology in case of 

all regulation. In most cases, the legislations 

include the definitions in respect of the most 

important notions occurring in them, where not, 

there is a need to consider whether any other 

act considers to be the former background in law 

and if it includes the definition of the notion in 

question. If not, the secondary legislations will 

remain. 

So the permanent establishment and 

establishment of business concepts should not 

be (just) examined in corporate law perspective 

but also from corporate income tax and value 

added tax point of view as well. 

Permanent establishment 

According to point 33, paragraph 4 of the Act 

LXXXI of 1996 on Corporate Income Tax 

(hereinafter referred to as Act on CIT) 

permanent establishment is a permanent 

business location, device or equipment, where 

and/or with which the taxpayer is engaged in 

business activities in whole or in part, regardless 

of the title under which the taxpayer is using it.  

 

 

The term of permanent establishment includes 

especially the place of management, 

representative established with domestic seat, 

the office, the factory, the facility, the workshop, 

the mine, the oil or gas well, or facilities used for 

natural resource exploration, exploitation. The 

legal definition clearly highlights that the 

permanent establishment does not depend on 

the title of use, which is may be owned by the 

undertaking, but it can be rented as well. 

Consequently, if the foreign company is in the 

possession of an office in Hungary, or has even 

just a rented, hidden work desk where it carries 

on business activity with the purpose to achieve 

corporate profit, this fact alone rises a 

permanent establishment and causes corporate 

income tax registration and payment obligations 

on behalf of the foreign company. 

Of course, all rules must be applied in the light 

of international conventions. Thus, if there is a 

tax treaty to avoid double taxation between the 

state of foreign company and Hungary, then the 

contained provisions of permanent 

establishment should be applied. Here we note 

that the wording of permanent establishment 

recommended by the OECD Model Convention 

is almost completely identical to the one 

included in the Act on CIT. 
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Tax ID request 

According to point 2, paragraph 259 of the Act 

CXXVII of 2007 on Value Added Tax 

(hereinafter referred to as Act on VAT) 

permanent establishment is a geographically 

isolated area established outside of the 

headquarters established to economic activity 

for an extended period of time, where other 

conditions required for the stand-alone 

continuation of the economic activity – 

independently from the seat - are actually 

available. Thus if the company is in the 

possession of above mentioned physically 

existing place, then it will have registration 

obligation (also) according to the Act on VAT, 

i.e. a tax number should be requested in 

Hungary. 

However the VAT is specialized in the sense 

that there are cases when the foreign company 

must obtain for a tax number in Hungary, 

despite the fact that there is no permanent 

establishment from VAT point of view. The 

reason is that VAT liability can not only arise in 

connection of permanent establishment, but 

simply regard the nature of single transactions 

(due to the place of performance). 

We note that even the structure of the tax 

numbers can be different depending on the fact 

if they were requested in connection with 

permanent establishment determined by the Act 

on VAT or Act on CIT (or both). While the last 

two digits of tax number requested by taxpayers 

only having permanent establishment under Act 

on VAT, is in each case "51" (KAIG), the tax 

number of taxpayers having permanent 

establishment under Act on CIT, contains the 

site code of the relevant territorial tax authority. 

However, in the last case only if the permanent 

establishment exists physically and not only due 

to the so-called “virtual permanent 

establishment” because of dependent agents. 

It is evident that both the Act on VAT and the Act 

on CIT and all the tax treaties define the cases 

when a foreign company should apply for a tax 

number in Hungary. 

After done, we could stop… we might think. 

Unfortunately, no. This picture is tinged 

(overshadowed) by the Act XXIV of 1988 on the 

investments of foreigners in Hungary 

(hereinafter referred to as “Inv. of for. in Hun.”).  

Foreigners’ economic establishment 

Point c, paragraph 2 of the Inv. of for. in Hun. 

aligns, which cases are specified by the law. 

Accordingly, foreigners’ economic establishment 

in the territory of Hungary means the facilities, 

premises, office, shop or other places, 

equipment or means of fixed equipment used to 

perform  economic activity carried out effectively 

and durable, independently, commercial scale – 

regularly, to achieve profits beside economic 

risk-taking. 

Under the law, determined in point 1, paragraph 

3, foreigners may carry out independent, 

business-like economic activity in the territory of 

Hungary only in one of the following forms: 

 self-employed, private enterprise, as a 

sole proprietorship or self-employment, 

 through a branch or representative 

office, 

 through a domestic-based company, 

association or cooperative, the foreign 

company holds shares in. 

Accordingly, in principle economic activity can 

be performed only in form of any type of 

establishment prescribed by the law. 

However, the same paragraph (2) includes 

some exceptions to the general rule.  

In case the foreigner does not employ employee 

inland (which exposure is valid also for the 

employment of foreign employees’ secondment 

or posting to Hungary), then the following 

activities can be carried out without the 

obligation of creating a Hungarian form of 

business: 

 educational and research activities at 

educational institutions, at training 

institutions, at higher education 

institutions; 
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 performing arts activities; 

 professional sporting activity; 

 sale of a product or provision of services 

limited to activities that are domestically 

and which the foreign earned abroad, if 

it can be performed without personal 

presence; 

 exploitation of property and natural 

resources against consideration, 

transfer of rights related to intangible 

assets and natural resources against 

consideration, or sale and handover 

them as contribution in kind. 

 

Under certain conditions it is possible to 

continue economic activity without permanent 

establishment, however the conditions are even 

limited. As mentioned above, if the activities 

carried out by a foreign company in Hungary 

cannot be categorized into any of the activities 

listed above , then in principle the foreign 

company must be settled in Hungary, regardless 

of whether it has an employee in Hungary or not. 

International conventions 

Of course, this legislation should also be applied 

in accordance with the relevant international 

conventions, as stated in paragraph 6. Thus if it 

is provided otherwise by the applicable 

international treaty or the general effective, 

directly applicable legal act of the European 

Union, the provisions contained therein should 

be valid. 

Therefore, the permanent establishment defined 

by the relevant tax treaty on avoiding double 

taxation must be examined in each case, 

because it is feasible that although according to 

the Inv. of for. in Hun. settlement obligation 

arises for the foreign firm, the activity performed 

does not create a permanent establishment in 

Hungary according to the tax treaty. But more 

interesting is the case when according to the tax 

treaty permanent establishment arises for the 

foreign company, since in this case it also must 

be examined whether according to the Inv. of 

for. in Hun. also arises permanent establishment 

obligation. It cannot be stated that if a foreign 

company has a permanent establishment under 

the tax treaty in Hungary, then its activity will 

consider as durable and long lasting performed 

also according to the Inv. of for. in Hun. In fact, 

even if it is considered as durable and long 

lasting performed, further investigation is 

needed as the activity could belong to one of the 

exceptions. However, the assessment is 

complicated by the general interpretation, which 

according to if an activity causes permanent 

establishment according to the tax treaty, then it 

cannot be treated as temporary and is to be 

considered as sustained and regular according 

to the Inv. of for. in Hun. as well. Assuming, but 

not allowing the correctness of this 

interpretation, we realize the contradiction that 

applying related rules of the tax treaty and Rules 

of Taxation, there is a theoretical possibility to 

fulfill the corporate income tax obligation in the 

possession of a tax number but without the 

presence according to the Hungarian company 

law, however, due to the strict rules of the Inv. of 

for. in Hun. such cases are virtually 

inconceivable. As a typical example let’s 

imagine a construction which  exceeds one year. 

In this case the majority of the tax treaties of 

Hungary considers the building site as 

permanent establishment which is then 

automatically considered as a permanent 

establishment by economic reasons also 

according to the Inv. of for. in Hun, and it does 

not belong to the exceptions. But even if it would 

belong to the exceptions, it is hard to imagine 

that the foreign company does not delegate at 

least one employee to Hungary to supervising 

the work and ensure the quality. 

Thus the case when according to the tax treaty 

permanent establishment arises but according to 

the Inv. of for. in Hun. not, beyond the exception 

cases, is only be imaginable if the latter act does 

not consider the activity as systematic, durable 

and long lasting continued. However, this cannot 

be stated safely in any cases and because of 

this there is no common practice regarding the 

treatment of such cases, therefore it cannot be 

always clearly decided in connection of 

continuing the specific activity whether the 

permanent establishment in Hungary of the 

foreigner is needed or not. Moreover, it raises 
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the question whether our national legislation is in 

line with the EU principle of free movement of 

the services or not. 

The above shows that the three legislations 

define separate definitions of permanent 

establishment. However, while the Act on CIT 

and the Act on VAT allows the continuation of 

the activities after tax registration but without 

having permanent establishment, the Inv. of for. 

in Hun. includes clear rules on what activities 

can be performed only in the possession of tax 

number, without having establishment according 

to the (company) law. 

If you like our writing, please share it. Please 

feel free to contact our tax advisors in further 

permanent establishment related issues. 

Disclaimer 

Please note that our publications have been prepared for general guidance on the matter and do not represent a 

customized professional advice. Furthermore, because the legislation is changing continuously, some of the 

information may have been modified after the publication has been released. Accace does not take any responsibility 

and is not liable for any potential risks or damages caused by taking actions based on the information provided 

herein. 
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Contact  

Gábor Kertész 

Tax Manager 

E-Mail: gabor.kertesz@accace.com 

Tel: +36 141 235 47 

About Accace  

With more than 330 professionals and branches in 7 countries, Accace counts as one of the leading 

outsourcing and consultancy services providers in Central and Eastern Europe. During past years,             

while having more than 1400 international companies as customers, Accace set in motion its strategic 

expansion outside CEE to become a provider with truly global reach.   

Accace offices are located in Czech Republic, Hungary, Romania, Slovakia, Poland, Ukraine and 

Germany. Locations in other European countries and globally are covered via Accace’s trusted partners 

network. 

More about us on www.accace.com  

http://accace.com/?utm_source=Website_Link_Click&utm_medium=PDF&utm_campaign=English_Language_News_Flash
https://www.facebook.com/Accace
https://twitter.com/Accace_Global
https://plus.google.com/+AccaceGlobalBratislava
https://www.linkedin.com/company/accace

