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Above a certain company size –
especially in the case of complex
businesses operating more than
one division – the need to sepa-
rate business divisions from the
core activity can often arise for
various reasons. This process is
called a carve-out. The reasons
for a carve-out can include the
declining prospects of a given
business division, an ad-hoc
opportunity for selling the divi-
sion under favourable condi-
tions, as well as just a simple
portfolio restructuring. What-
ever the case, separating a busi-
ness division at growing com-
panies is usually done in pre-
paration for the potential sale
of the division.

In a legal and business sense, a carve-out is a simple procedure that typically occurs through a sepa-
ration, more often than not with a spin-off, but business division transfers are also popular solutions.
Either way ensures that the business division, constituting an integral part of a company so far,
henceforth functions as a separate legal entity, independent of the owners of the company. In the
case of a spin-off, this is realised by establishing a new company, while the sale of a division leads
to a merger with another legal entity. 

From an operative point of view though, this can be somewhat more complicated depending on
the internal processes, resource needs and administrative tasks of the division to be carved out.
Another significant aspect is whether the separation happens as a prerequisite for a transaction
already in progress or because of a prospective sale in the future.  
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Dear Readers,

Before I sat down to write this
week’s introduction to the News-
letter, I thumbed through our last
edition and read that we urged you
to relax until we got going again in
January. I have no idea if you can still
remember putting your feet up, but
recharged batteries were definitely
in demand to start this January. 
What new things has 2019 brought
already?
If we start the list close to home, we
must begin with a great piece of
news: we are happy to welcome our
colleague Szabolcs Szeles as a new
partner from 1 January 2019.  It is
also good news that our short
image video has been produced
and released on our website as well
as on our social media platforms.
You can watch the video here.
But steering away from self-praise, 
I strongly recommend this month’s
professional articles to you. Whether
you read our piece on the account-
ing aspects of separating business
divisions, or on the conditions of
deducting mediated services from
local business tax, or on the contri-
bution-free framework for the em-
ployment of pensioners drawing a
direct pension, I am sure you will
find a lot of useful information. 
All that remains is for me to say I
hope you enjoy reading it. And don’t
forget, you can contact us any time if
you need help with regard to tax,
law or accounting. 

Zoltán Lambert
managing partner www.wtsklient.hu    1

Key cornerstones of a carve-out

→ creating a carve-out strategy based on 
thorough and comprehensive prepara-
tions 

→ preparing financial plans, seeking 
potential buyers, conducting negotiations

→ preparing for complete independence, 
concluding missing contracts, selecting 
service providers, preparing for launch 
of the new structure

→ implementing the strategy, interim 
management until set-up of final 
structure, transition to final structure

https://youtu.be/8uKXxz70NXI
https://wtsklient.hu/en/2017/03/08/transformation-companies/
https://wtsklient.hu/en/2017/03/08/transformation-companies/
https://wtsklient.hu/en/2018/08/07/business-division-transfer/
https://wtsklient.hu/en/2019/01/25/new-partner-at-wts-klient-hungary/
https://wtsklient.hu/en/2019/01/25/new-partner-at-wts-klient-hungary/


wts klient newsletter  | January 2019

Carve-out strategy

In many cases it is difficult to define precisely which functions
need to be transferred to or shared with the newly-established
business entity. It is much more straightforward with a decen-
tralised structure than with a centralised one. Even if we assume
the division operated relatively independently up until the point
of separation, there are certain tasks where all rational arguments
advocate centralisation, as long as the operation is incorporated
in a legal entity or is within a group. These are typical adminis-
trative areas without which an independent unit is unable to
conduct its activity in the long run, or even in the short run for
that matter. 

The carve-out strategy has to identify such areas and define the
ways these tasks shall be carried out.  

Separating a business division

Based on the provisions of the carve-out strategy, a solution for
the temporary lack of resources and infrastructure at the carved-
out division needs to be drawn up until a permanent solution is
identified. If the separation is due to a sale that is not immediate,
it is worth keeping certain functions temporarily at the “parent
company”, i.e. assigning such functions to the parent, since they
have the required knowledge and resources to operate the sepa-
rated division properly. In such cases the term, scope and form of
settlement between the parties in relation to such services must
be incorporated in a contract. 

If a carve-out has to be conducted quickly, much depends on the
capacities available at the party taking over the division. If neces-
sary, it is recommended to entrust certain functions, such as
accounting, tax or HR, to an external service provider, even if only
temporarily. 

It is also important to review all existing contracts. Besides con-
cluding new contracts for crucial services, it is also inevitable to
identify the services for which no contractual relationship was
transferred to the carved-out business division. It is important for
the separated division to contract a service provider that is suit-
able given the structure, size and needs of the newly-established
entity. 
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Financial advisory 

Separating business divisions due to market processes
puts a substantial burden on the company’s employees.
It requires the design of new procedures and an app-
roach vastly different from the everyday routine, all while
carrying out day-to-day tasks. Under our restructuring
management services, WTS Klient Hungary can advise
you on the strategic considerations of separating a busi-
ness division and the operational issues involved, i.e. on
the entire carve-out procedure. And with our interim
management services we provide active support to
solve temporary problems related to a lack of resources.

Szabolcs Szeles
partner
+36 1 887 3723
szabolcs.szeles@wtsklient.hu

You can listen to the radio interview 
about this topic by clicking here:

wtsklient.hu/2019/01/10/uzletag-levalasztasa/
Please note that the conversation is available only in Hungarian.

Csaba Baldauf
senior manager
Telephone: +36 1 887 3792
csaba.baldauf@wtsklient.hu
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https://wtsklient.hu/en/services/financial-advisory-services/restructuring-management/
https://wtsklient.hu/en/services/financial-advisory-services/restructuring-management/
https://wtsklient.hu/en/services/financial-advisory-services/interim-management/
https://wtsklient.hu/en/services/financial-advisory-services/interim-management/
https://wtsklient.hu/2019/01/10/uzletag-levalasztasa/
https://wtsklient.hu/en/2018/08/21/mergers/
https://wtsklient.hu/en/2018/05/29/ifrs-16/
https://wtsklient.hu/en/2018/02/27/financial-diagnostics/
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In Hungary, local business tax is levied based on net sales reve-
nues which can be decreased by certain items, and thus by me-
diated services. You should be careful though because if the
amount deducted on these grounds does not comply with the
legal definition of mediated services, the tax authority of the
local government may find a tax shortfall or set a tax penalty.

Definition of the value of mediated services

Mediated services are defined by several laws in Hungary, so we
find this term in the Act on VAT as well as in the Act on Accounting.
Nevertheless, for local business tax Act C of 1990 on Local Taxes
sets its own category. Accordingly, the value of mediated services
means the value of a service purchased by the taxpayer in its own
name, and resold (reinvoiced) under the terms and conditions in
a written contract with a third party (customer), in part or in
whole as agreed in the contract, but in an unaltered state. With
mediated services the taxpayer is both the buyer and seller of
the service; the taxpayer mediates the purchased service, in part
or in whole, with the prospect of mediation clearly derived
from the contract with the customer, and the actual mediation
verified on the invoice, i.e. showing that the taxpayer – in addi-
tion to its own services – also provides services it has purchased,
in an unaltered state but not necessarily at the same price.

What else should you look out for? 

Although the definition in Hungarian law represents a rather
complicated and complex system of conditions, the issued legal
interpretations and judicial practice include additional require-
ments on mediated services, which at first sight might not neces-
sarily seem evident. For example, such requirements include that
the incoming invoice issued to the taxpayer should not follow
but rather precede the invoice issued (re-charged) by the taxpayer
to its customer. The mediation is only evident from the invoice
issued to the customer if own and mediated services are indi-
cated in separate rows on the invoice. 

As emphasised already, it is important for the taxpayer and its
customer to conclude a written contract that clearly shows the
possibility for mediation. The Hungarian regulation does not pre-
scribe any specific form for the contract between the customer
and the taxpayer, so theoretically even a contract for services or
any other atypical contract can facilitate a tax base cut. Please
note, however, that some argue consignment contracts comply
with this legal condition the best (the consignee assumes an
obligation to conclude a contract in its own name on behalf of
the principal in connection with the service). Although the laws
and regulations do not specify this either, it is also justified to set
up an appropriate system of records for both outgoing and
incoming invoices.                                                               continued on page 4
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Mediated services in connection with local business tax

www.wtsklient.hu    3

In respect of mediated services,
among other things the follow-
ing is definitely required:

→ invoices clearly verifying the mediation

→ contracts showing the possibility of 
mediation

→ the inclusion of own and mediated 
services in separate rows on the invoice 

Tax consulting
Should you have any questions regarding the inclusion
of mediated services in your company’s local business
tax returns, we would be happy to assist you. Over the
past twenty years we have prepared or reviewed the
local business tax returns of hundreds of companies. Our
tax consulting team looks forward to hearing from you
by email, or just give us a phone. 

Tamás Gyányi 
partner
+36 1 887 3736
tamas.gyanyi@wtsklient.hu

https://wtsklient.hu/en/2017/08/22/the-local-business-tax/
https://wtsklient.hu/en/2017/02/22/local-business-tax/
https://wtsklient.hu/en/services/tax-consulting/
https://wtsklient.hu/en/services/tax-consulting/
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What can we do to mitigate the risk? 

Recently we have seen that mediated services have often been a
focal point for the tax authorities of Hungarian local govern-
ments. So it makes sense to review and inspect the local business
tax returns of previous years and their underlying documenta-
tion, and to ascertain whether reducing the tax base on the
grounds of mediated services was in line with Hungarian laws
and regulations. If an inspection is just about to start with you, or 

Author: Marianna Fodor   
marianna.fodor@wtsklient.hu

There is a very important change from 1 January 2019 regarding
the contributions payable by employees who are pensioners
drawing a direct pension. The essence of the change is that starting
from this year, employees who are pensioners drawing a direct
pension will not have to pay contributions, and their employers
will not have to pay the social contribution tax. In this article we
summarise the essence of the new regulation.

is already in progress, it is recommended that you contact an
expert as soon as possible. 

Who are deemed pensioners drawing a direct pension?

Firstly, in order to apply the new Hungarian regulation properly it
has to be specified who can be considered a pensioner drawing
a direct pension from the perspective of social security. 

According to Section 4 f) of Act LXXX of 1997 on the Eligibility for
Social Security Benefits and Private Pensions and the Funding for
These Services (hereinafter: the “Social Security Benefits Act”)
pensioners drawing a direct pension are people who:

→ by applying the Act on Social Security Pension Benefits (Act 
LXXXI of 1997) and an international treaty, draw a direct pen-
sion as defined in Section 14 (3) a) (old-age pension), dis-
ability pension aid (in pension), a pension from an ecclesias-
tical entity or an increased old-age/disability allowance,

→ by applying EU regulations on the coordination of social 
security systems and the implementation thereof, and the 
legal regulations of the EEA, receive an old-age pension,

→ qualify as pensioners drawing a direct pension according to 
the previous two paragraphs, and according to the Hungarian 
Labour Code are employed even if payment of the pension is 
suspended.

From 2019, employees who are pensioners drawing a direct pension do not have to pay
contributions in Hungary

“The exemption from 
contributions is only permitted

if the pensioners drawing a
direct pension earn money

under an employment 
framework in accordance with

the Hungarian Labour Code.”

You can listen to the radio interview 
about this topic by clicking here:

wtsklient.hu/2019/01/17/kozvetitett-szolgaltatasok-erteke/
Please note that the conversation is available only in Hungarian.

dr. Tamás Felsmann
tax law specialist
Telephone: +36 1 881 0621
tamas.felsmann@wtsklient.hu
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https://wtsklient.hu/en/2018/04/17/electronic-communication/
https://wtsklient.hu/en/2018/04/17/electronic-communication/
https://wtsklient.hu/2019/01/17/kozvetitett-szolgaltatasok-erteke/
https://wtsklient.hu/en/2018/07/31/default-penalty/
https://wtsklient.hu/en/2018/06/26/tax-penalty/
https://wtsklient.hu/en/2018/04/03/appeals-in-tax-cases/


Based on the above definition, pensioners drawing a direct pen-
sion are essentially people who have reached retirement age
and people drawing the preferential pension for women.

The following people do not qualify as pensioners drawing a
direct pension:

→ those whose pension was not disbursed as a pension from 
1 January 2012 but as a pre-retirement benefit or service 
allowance; 

→ those for whom a pre-retirement benefit or service allowance
was determined after 31 December 2011,

→ those whose disability or accident-related disability pension 
is disbursed from 1 January 2012 as a rehabilitation or inva-
lidity benefit, or their benefit for a reduced capacity to work 
was determined from this date.

When are pensioners drawing a direct pension exempt from
paying contributions?

Based on Section 25 of the Social Security Benefits Act “pensioners
drawing a direct pension who are employed (excluding those
employed according to the Hungarian Labour Code and qualify-
ing as pensioners drawing a direct pension) shall pay an in-kind
health insurance contribution and a pension contribution on
their income underlying the contribution base. If disbursement
of the pension is suspended, employed pensioners drawing a
direct pension shall pay a health insurance contribution in cash.”

So based on the above Hungarian law, pensioners drawing a
direct pension who are employed according to the Hungarian
Labour Code and qualify as employees will not have to pay the
10% pension contribution and the 4% in-kind health insurance
contribution on their income in 2019. It also means that pen-
sioners drawing a direct pension who work based on an employ-
ment contract only have to pay the personal income tax (15%).

So in 2019, pensioners drawing a direct pension, who are em-
ployed according to the Hungarian Labour Code, will not be en-
titled to healthcare services as employees, but will be entitled
based on Section 16 (1) b) of the Social Security Benefits Act as
domestic pensioners covered by the central budget.

It is very important that the exemption from contributions and
the lack of insurance will only be permitted if the pensioners
drawing a direct pension earn money under an employment
framework. Pensioners drawing a direct pension who work in a
public service type job, or work under an engagement contract
for example, will continue to be insured based on their legal sta-
tus, and on the basis of this activity they will have to pay a health
insurance contribution and a pension insurance contribution.

One important consequence of this change is that due to the lack
of contribution payment the 0.5% pension increase shall not be
applicable to pensioners drawing a direct pension.

Task for employers in connection with change in rules 

According to Section 3.2 of Schedule 1 to Act CL of 2017 on Rules
of Taxation, employers have to report the end of the insured 
status of the people affected to the National Tax and Customs
Administration within eight days on form no. T1041.
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Payroll 

Our article does not fully cover the regulation on the con-
tribution payments of employees who are pensioners
drawing a direct pension, it only tries to outline the most
significant changes. Feel free to contact our payroll staff
if you have any specific questions regarding the amended
act.

Marianna Fodor
payroll services – director
+36 1 887 3766
marianna.fodor@wtsklient.hu

Marianna Fodor
payroll services – director
Telephone: +36 1 887 3766
marianna.fodor@wtsklient.hu
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https://wtsklient.hu/en/services/payroll/
https://wtsklient.hu/en/2018/09/04/social-contribution-tax/
https://wtsklient.hu/en/2018/05/22/employers/
https://wtsklient.hu/en/2018/01/23/fringe-benefit-system/
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This WTS information does not constitute advice and it serves only to provide general information about selected topics. 

Any information contained herein shall thus not be considered exhaustive, and nor may it be relied upon instead of advisory services
in individual cases. We accept no liability for the accuracy of the content. 

Should you have any questions regarding the above or any other professional issues, please do not hesitate to get in touch with your
WTS advisor or use any of the contact details below.

Services of the WTS Klient Hungary: You can request for our You can sign up for our 
online offer by one single click: newsletter by one single click:

» Tax consulting
» Financial advisory
» Legal consulting
» Accounting
» Payroll

Online offer > Sign up > 

WTS Klient Hungary 
1143 Budapest • Stefánia út 101-103. • Hungary
Telephone: +36 1 887 3700 • Fax: +36 1 887 3799
info@wtsklient.hu • www.wtsklient.hu 

WTS Klient Tax Advisory Ltd.
Registered seat:
H-1143 Budapest, Stefánia út 101-103. 
Company registration number: Cg.01-09-978231

WTS Klient Ltd. 
Registered seat:
H-1143 Budapest, Stefánia út 101-103.
Company registration number: Cg.01-09-930353
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