PART A OF THE CINEMA STUDY
REPLIES TO THE LEGAL QUESTIONNAIRE FOR HUNGARY

Member State: HUNGARY
Re: Follow Up Reply
Date: 22 December 2006

(...)

In response to your emails of yesterday and of November 26, regarding question 1)
please find attached the completed Part B for

(i) the Hungarian Cultural Fund (Nemzeti Kulturalis Alap), and in relation to this also
attached are:
- Act 23 of 1993 on the Hungarian Cultural Fund in Hungarian, as of

December 31, 2005;

Act 23 of 1993 on the Hungarian Cultural Fund in Hungarian, as of January
1, 2006;

NKOM Decree of the Ministry of the Hungarian Cultural Heritage No 13/1999
on the execution of Act 23 of 1993;

NKOM Decree of the Ministry of the Hungarian Cultural Heritage No 9/2006,
repealing NKOM Decree No 13/1999;

(ii) the Broadcasting Fund (Misorszolgaltatasi Alap), and in relation to this also
attached are:
- Act CXVII of 2004 on the 2005 budget of the National Radio and Television
Board;
- Act 1 of 1996 on radio and television broadcasting.

In respect of question 2), we confirm the we were not able to track down any
published/reported relevant judicial practice in relation to any of the funding schemes.

In respect of question 3), we note that all the texts of the co-production
conventions/agreements have been enacted by the Hungarian parliament, therefore
in case of any conflict or inconsistency, such conflict is between two pieces of
Hungarian legislations. Act XXXII of 1989 on the Constitutional Court (the “Act”)
regulate who may turn to the Constitutional Court for a decision on inconsistency with
an international agreement (i.e. the piece of legislation promulgating such
agreement) and what consequences the Constitutional Court may apply. Accordingly,
the below persons may initiate the proceedings of the Constitutional Court:

a) the Parliament, its committee or any member of Parliament,
b) the president of the Republic of Hungary,

c) the government or any member thereof,

d) the president of the Hungarian State Audit Office,

e) the president of the Supreme Court,

f) the Attorney General.

In court proceedings, the judge may, through the Supreme Court, turn to the
Constitutional Court to seek a decision in this regard.




Under section 45 of the Act if the Constitutional Court establishes that a piece of
legislation in the hierarchy of legislation lower than or equal with the piece of
legislation promulgating the international agreement is in conflict with the
international agreement, then the Constitutional Court shall annul in whole or in part
the piece of legislation in conflict with the international agreement.

Under section 46 of the Act if the Constitutional Court establishes that a piece of
legislation in the hierarchy of legislation higher than the piece of legislation
promulgating the international agreement is in conflict with the international
agreement, then the Constitutional Court shall call upon the sate organ/person
concluding the international agreement and/or the organ issuing the piece of
legislation to resolve the conflict. Such person and/or organ is obliged to act
accordingly.

(...)

| Attachments to e-mail of 22 December 2006

- Act 23-1993-Hun- on cultural fund-as of December 31-2005.doc

- Act 23-1993-Hun- on cultural fund-as of January 1-2006.doc

- Act CXVII of 2004 on the budget of Radio&TV Board.doc

- Act| of 1996 - as of December 31-2005.doc

- CG Legal Questionnaire 160906 - HUNGARY - direct subsidy- ORTT
(Musorszolgaltatasi Alap).doc

- CG Leg-Question- HUNGARY - direct subsidy- NKA Cultural Fund.doc

- NKOM Decree - 9-2006 Hun - as of May 17-2006.doc

- NKOM Decree - 13-1999 Hun - as of December 31-2005.doc



Attachment to e-mail of 22 December 2006:
CG Legal Questionnaire 160906 - HUNGARY - direct subsidy- ORTT
(Musorszolgaltatasi Alap).doc

PART B

FUND SPECIFIC QUESTIONS

Please only cover funding schemes, including tax incentive schemes, that were operated at the
national, regional (excluding EU schemes, e.g. the Media programme)’ or local level in your
country during the reference period from 1 January 2001 to 31 December 2005, and that
disposed of an annual budget of State aid dedicated to pre-production, production, post-
production, marketing, distribution and promotion of independent cinematographic and
audiovisual works of at least € 1 million per year.”

Please use for each funding scheme a separate form.

IDENTIFICATION OF THE FUNDING SCHEME

B.1

B.2

B3

Country/region: HUNGARY

Name of the funding scheme: Miisorszolgaltatasi Alap (in English: Broadcasting
Fund)(direct funding scheme)

1052 Budapest, Vaci utca 16/B. (Fontana Irodahaz B torony)
Tel.: 327-2020

Fax: 267-5151

Website: http://alap.ortt.hu

Annual budget of state aid in 2005:
For public service broadcast: HUF 656,000,000 (approx. EUR 2,624,000)
For public service program: HUF 1,354,000,000 (approx. EUR 5,415,000)

For the definition of public service broadcast and public service program please see
B.13.

Name and address of the funding scheme’s administration and supervisory authority:
The Broadcasting Fund is a legal entity and is managed by

Orszagos Radio és Televizio Testiilet (in short ORTT, in English: National Radio and
Television Board)

1088 Budapest, Reviczky u. 5.

Regional schemes mean both, schemes operated within your country and schemes to which your country is a
party among other countries, e.g. the Nordic Film- and TV Fund (see
http://korda.obs.coe.int/web/display_fonds.php?fonds_id=28 ).

“Independent” means that the cinematographic and audiovisual works are produced and distributed by
entities that are legally independent from broadcasters.



http://alap.ortt.hu/
http://korda.obs.coe.int/web/display_fonds.php?fonds_id=28

B.4

Tel.: 429-8600, 267-2590
Fax: 267-2612
Website: www.ortt.hu

List the titles of the laws and regulations that govern this funding scheme as of 31
December 2005 (in the original language and in an English working translation), and
indicate

1. - a radidzasrol és a televizidzasrol szol6 1996. évi 1. torvény
- Act I of 1996 on radio and television broadcasting
Entry into force: - February 1, 1996

2. —az Orszagos Radio és Televizid Testiilet 2005. évi koltségvetésérdl szolo 2004.
évi CXVIL. torvény
- Act CXVII of 2004 on the budget of year 2005 of the National Radio and Television
Board

Entry into force: January 1, 2005

- whether these laws and regulations were amended during the period from 2001 to
2005 (if so and if the amendments were significant, indicate their dates of entry in
force),

There were no significant amendment in respect of the provisions regulating the
Broadcasting Fund in the reference period.

and provide a copy of these laws and regulations in the version as of 31 December
2005 (in the national language only).

TERRITORIAL CONDITIONS]

Explicit territorial conditions

B.S

If yes,

Does the scheme impose any explicit obligation on independent film and audiovisual
project proposals that they must spend a minimum proportion of the production budget
in the Member State/Region to qualify for State aid or to receive the maximum
amount of State aid available (consider the situation as of 31 December 2005 and,
only in case of significant changes, the situation before this date during the period
from 2001 to 2005)?

Yes/ No

Any requirement/incentive that some of the development, production or post-production activities must take
place in the country or region offering the State aid, either for the audiovisual work to be eligible for State
aid or affecting the amount of State aid available to the audiovisual work.


http://www.ortt.hu/

B.6

B.7

B.8

B.9

Quote (in the national language and in an English working translation) the provisions
requiring territorialisation that are contained in the rules (legislation and internal
regulations) listed under Answer B.4 (provide quotes of the current version of the
rules as of 31 December 2005 and, only in case of significant changes, of former
versions of territorialisation clauses that were in force before this date during the
period from 2001 to 2005):

Describe how these territorialisation requirements are implemented, including the

minimum proportion required and the maximum (provide a description with respect to
the current version of the territorialisation requirements as of 31 December 2005 and,
only in case of significant changes, with respect to former versions of territorialisation
requirements that were in force before this date during the period from 2001 to 2005).

Describe how territorialisation requirements that apply to this scheme are interpreted
and implemented in the context of the co-production agreements listed under answer
A.3 (provide a description with respect to the current version of the territorialisation
requirements as of 31 December 2005 and, only in case of significant changes, with

respect to former versions of territorialisation requirements that were in force before

this date during the period from 2001 to 2005):

Quote and summarize judicial and administrative practice (case law and guidelines)
and legal commentaries addressing the implementation of territorialisation
requirements that you quoted and described under answers B.6 to B.8 (provide a quote
and summary with respect to the current version of the territorialisation requirements
as of 31 December 2005 and, only in case of significant changes, with respect to
former versions of territorialisation requirements that were in force before this date
during the period from 2001 to 2005):

Implicit or de facto territorial conditions

B.10

If yes,

B.11

Does the scheme provide any scope for territorial conditions to be applied implicitly or
de facto? - For example, do the selection criteria imply that proposals are more likely
to be selected for funding if they would create employment in the region/Member
State, use local professionals, or generally promote interest in the region/Member
State (please cover the situation prevailing as of 31 December 2005 and, only in case
of significant changes, the situation that prevailed before this date during the period
from 2001 to 2005)?

Yes/No

Please describe the implicit or de facto territorialisation requirements that are practised
by this funding scheme (as of 31 December 2005 and, only in case of significant
changes, before this date during the period from 2001 to 2005):



ICULTURAL CLAUSES|

B.12  Quote the legal provisions of your jurisdiction (in the national language and in an
English working translation) expressing cultural policy goals (e.g. promotion of
cultural identity and cultural diversity) that could legitimate the explicit or implicit
territorialisation requirements mentioned under answers B.6, B.7 and B.11 and that are
currently in force:

SELECTIVE SCHEMES|

B.13 If this scheme distributes aid selectively, please list the qualitative criteria that were
applied as of 31 December 2005 and, only in case of significant changes, before this
date during the period from 2001 to 2005:

Yes, aid distribution is selective. Such selection is based on the criteria set forth in Section 2,
item 18 and 19 of Act I of 1996:

§2. 18. Kozszolgalati miisor: az a miisor, melyben a kdzszolgalati miisorszdmok meghatarozo
szerepet jatszanak, ¢és amely a miisorszolgaltatd vételkorzetében €16 hallgatokat,
nézoket rendszeresen tajékoztatja kozérdeklddésre szamot tartd kérdésekrol.

19. Kozszolgalati miisorszdm: a misorszolgaltatd vételkorzetében (orszagos, korzeti, helyi)
¢16 hallgatok, nézdk tajékozodasi, kulturdlis, allampolgari, életviteli sziikségleteit,
igényeit szolgdld miisorszam, igy kiilonosen:

a) a milvészeti alkotds, az egyetemes, a magyar és a magyarorszagi nemzeti és etnikai
kisebbségek kulturajat, valamint a magyarorszdgi nemzeti és etnikai kisebbségek
¢letét, a kisebbségi allaspontokat bemutatd kozlés,

b) oktatasi, képzési célu ismeretek kozzététele,

¢) tudomanyos tevékenység és eredmények ismertetése,

d) a vallasszabadsag megvalosulasat szolgal6, valamint az egyhazi és a hitéleti tevékenységet
bemutatd miisorok,

e) a gyermek- ¢&s ifjusagi misorok, valamint a gyermekvédelem céljait szolgalo
ismeretterjesztd, felvilagosité miisorok,

f) a mindennapi ¢€letvitelt segitd, az allampolgarok jogi és kozéleti tajékozdodasat szolgalo, az
egészséges ¢letmodot, a kornyezetvédelmet, a természet- ¢és t4jvédelmet, a
kozbiztonsagot, a kozlekedésbiztonsagot eldsegitd ismeretek terjesztése,

g) az ¢életkoruk, testi, szellemi vagy lelki allapotuk, tarsadalmi koriilményeik kovetkeztében
sulyosan hatranyos helyzetben 1év6 csoportok szamara készitett miisorszam,

h) a hirszolgaltatas.

In unofficial English translation:
18. Public service broadcast: a broadcast in which public service programmes play a decisive

role, and which regularly informs the listeners and viewers living in the area of
reception of the broadcaster of issues deserving the attention of the public.

*  Selective funding schemes grant State aid based on an evaluation of each project and following qualitative

criteria. In contrast, automatic schemes grant State aid if certain quantitative criteria such as box office
results of previous works are met.



19. Public service programme: a programme serving the informational, cultural, civic and
lifestyle needs of the (national, regional, local) listeners and viewers living in the area
of reception of the broadcaster, in particular:

a) artistic work or communication presenting universal and Hungarian culture and the culture
of the national and ethnic minorities living in Hungary, the life of the national and
ethnic minorities living in Hungary, and the viewpoints of minorities,

b) dissemination of information serving educational and training purposes,

¢) providing information on scientific activities and results,

d) broadcasts serving the realization of the freedom of religion, and presenting church and
religious activities,

e) children and youth programs, and educational and general information programs on child
protection,

f) dissemination of information making every-day life easier, serving to provide legal and
public life information for the citizens, and promoting healthy lifestyles, the protection
of the environment, the protection of nature, public security and the safety of traffic,

g) programmes created for groups at a serious disadvantage due to their age, physical, mental
or psychological state or social circumstances,

h) dissemination of news.

ICONTACT DETAILS|

B.14 Name, function and contact information (postal address, phone and email) of the
liaison person at the funding scheme:

Ms. Antonia Kapocsi, at the address of the Broadcasting Fund (see above)
kapocsi@alap.ortt.hu

We note that the inclusion of Ms. Kapocsi in your study as reference person is still subject to
further confirmation.

Name of the lawyer and law firm in charge of the data collection:
Tamas Tercsak
Gyorgy Bacsatyai

Szabo, Kdvari, Tercsdk and Partners Attorneys

Date of the data collection and processing:

4-15 December, 2006



Attachment to e-mail of 22 December 2006:
CG Leg-Question- HUNGARY - direct subsidy- NKA Cultural Fund.doc

PART B

FUND SPECIFIC QUESTIONS

Please only cover funding schemes, including tax incentive schemes, that were operated at the
national, regional (excluding EU schemes, e.g. the Media programme)’ or local level in your
country during the reference period from 1 January 2001 to 31 December 2005, and that
disposed of an annual budget of State aid dedicated to pre-production, production, post-
production, marketing, distribution and promotion of independent cinematographic and
audiovisual works of at least € 1 million per year.’

Please use for each funding scheme a separate form.

IDENTIFICATION OF THE FUNDING SCHEME

B.1

B.

B.3

B.4

Country/region: HUNGARY
Name of the funding scheme: Direct funding scheme

Name and address of the funding scheme’s administration and supervisory authority:
Nemzeti Kulturalis Alap (in English: National Cultural Fund)

Address: H-1085 Budapest, Gyulai Pal utca 13, Hungary
Phone: (36-1) 327-4444 or (36-1) 327-4445

Fax: (36-1) 327-4470

e-mail: elnok@nka.hu

website: www.nka.hu

President: Laszl6 Harsanyi dr.

Director: Pal Perlik

List the titles of the laws and regulations that govern this funding scheme as of 31
December 2005 (in the original language and in an English working translation), and
indicate

- a Nemzeti Kulturalis Alaprol sz616 1993. XXIII. térvény
- Act XXIII of 1993 on the National Cultural Fund’, entry into force: April 1, 1993

Regional schemes mean both, schemes operated within your country and schemes to which your country is a
party among other countries, e.g. the Nordic Film- and TV Fund (see
http://korda.obs.coe.int/web/display_fonds.php?fonds_id=28 ).

“Independent” means that the cinematographic and audiovisual works are produced and distributed by
entities that are legally independent from broadcasters.

7 We note that the National Cultural Fund (,,Fund”) was an independent central budgetary fund between 1993

and 1999. Between 1999 and up to December 31, 2005 the Fund was operated by and integrated into the
budget of the Ministry of National Cultural Heritage. As of January 1, 2006 the Fund is independent again.

8



mailto:elnok@nka.hu
http://www.nka.hu/
http://korda.obs.coe.int/web/display_fonds.php?fonds_id=28

- 13/1999 (VIIL 27.) NKOM rendelet a Nemzeti Kulturalis Alaprél szolé 1993. évi
XXIII. torvény végrehajtasarol

- 13/1999 (VII1.27.) NKOM, decree of the Ministry of National Cultural Heritage on
the execution of Act XXIII of 1993 on the National Cultural Fund®

- whether these laws and regulations were amended during the period from 2001 to
2005 (if so and if the amendments were significant, indicate their dates of entry in
force): significant amendment of the Act, entry into force: January 1, 1999, see also
footnote 3.

and provide a copy of these laws and regulations in the version as of 31 December
2005 (in the national language only).

TERRITORIAL CONDITIONS/

Explicit territorial conditions

B.5

If yes,

B.6

B.7

Does the scheme impose any explicit obligation on independent film and audiovisual
project proposals that they must spend a minimum proportion of the production budget
in the Member State/Region to qualify for State aid or to receive the maximum
amount of State aid available (consider the situation as of 31 December 2005 and,

only in case of significant changes, the situation before this date during the period
from 2001 to 2005)?

Yes / No

Quote (in the national language and in an English working translation) the provisions
requiring territorialisation that are contained in the rules (legislation and internal
regulations) listed under Answer B.4 (provide quotes of the current version of the
rules as of 31 December 2005 and, only in case of significant changes, of former
versions of territorialisation clauses that were in force before this date during the
period from 2001 to 2005):

Describe how these territorialisation requirements are implemented, including the

minimum proportion required and the maximum (provide a description with respect to
the current version of the territorialisation requirements as of 31 December 2005 and,
only in case of significant changes, with respect to former versions of territorialisation
requirements that were in force before this date during the period from 2001 to 2005).

¥ This decree was replaced by 9/2006. (V.9.) NKOM rendelet a Nemzeti Kulturalis Alaprél szolo 1993. évi
XXIII. térvény végrehajtasardl (in English: 9/2006. (V.9.) NKOM, decree of the Ministry of National
Cultural Heritage on the execution of Act XXIII of 1993 on the National Cultural Fund, entry into force:
May 17, 2006)

Any requirement/incentive that some of the development, production or post-production activities must take

place in the country or region offering the State aid, either for the audiovisual work to be eligible for State
aid or affecting the amount of State aid available to the audiovisual work.



B.8  Describe how territorialisation requirements that apply to this scheme are interpreted
and implemented in the context of the co-production agreements listed under answer
A.3 (provide a description with respect to the current version of the territorialisation
requirements as of 31 December 2005 and, only in case of significant changes, with
respect to former versions of territorialisation requirements that were in force before
this date during the period from 2001 to 2005):

B.9  Quote and summarize judicial and administrative practice (case law and guidelines)
and legal commentaries addressing the implementation of territorialisation
requirements that you quoted and described under answers B.6 to B.8 (provide a quote
and summary with respect to the current version of the territorialisation requirements
as of 31 December 2005 and, only in case of significant changes, with respect to
former versions of territorialisation requirements that were in force before this date
during the period from 2001 to 2005):

Implicit or de facto territorial conditions

B.10  Does the scheme provide any scope for territorial conditions to be applied implicitly or
de facto? - For example, do the selection criteria imply that proposals are more likely
to be selected for funding if they would create employment in the region/Member
State, use local professionals, or generally promote interest in the region/Member
State (please cover the situation prevailing as of 31 December 2005 and, only in case
of significant changes, the situation that prevailed before this date during the period
from 2001 to 2005)?

Yes/No
If yes,

B.11 Please describe the implicit or de facto territorialisation requirements that are practised
by this funding scheme (as of 31 December 2005 and, only in case of significant
changes, before this date during the period from 2001 to 2005):

On a no-name basis we inquired over the phone regarding the practice of the Fund, and we
received the following information:

The Fund grants monetary support/aid on the basis of applications, and although it is not
specifically stated in the relevant sources of law and/or the any rules issued by the Fund, the
practice of the Fund is that grants are normally awarded to Hungarian-related-
projects/professionals/artists, for example, Hungarian script writer graduates, Hungarian
registered film production companies, operation and promotion of chain of Hungarian art-
cinemas and/or art films, Hungarian film publications, periodicals, professional teams.

Regarding the supporting practice of the fund, we were told that non-Hungarian person and/or
entities, other than the few exceptions of applicants from outside of Hungary but with

Hungarian origin from the neighboring countries, do not apply for grants.

The application rules, however, allow non-Hungarian private or legal persons to file
applications, but in this case, according to the website of the Fund:

10



“Natural and legal entities as well as business organizations without incorporation may
apply for supports from the Fund. Applicants without Hungarian citizenship need an assistant
executive (organization, a legal entity registered in Hungary to act on their behalf.”

Once again, we emphasize that the above information was received on a no-name basis over
the phone. Therefore, the inclusion of this information in the study, in our view, is subject to
the consent of the relevant person on behalf of the Fund. We note that at your request, we will
seek such consent.

ICULTURAL CLAUSES|

B.12  Quote the legal provisions of your jurisdiction (in the national language and in an
English working translation) expressing cultural policy goals (e.g. promotion of
cultural identity and cultural diversity) that could legitimate the explicit or implicit
territorialisation requirements mentioned under answers B.6, B.7 and B.11 and that are
currently in force:

§1 of the Act on the National Cultural Fund as of December 31, 2005:

“A nemzeti és egyetemes értékek létrehozasanak, megérzésének, valamint hazai és hataron

tuli terjesztésének tdmogatasaval kapcsolatos feladatokat ... a nemzeti kulturdlis 6rokség

minisztere a Nemzeti Kulturalis Alapprogram keretei kozott latja el.”

Unofficial English translation:

“The tasks related to the creation and preservation of Hungarian and universal cultural values
and their propagation domestically and abroad are exercised by the minister (of the national
cultural heritage) through the operation of National Cultural Fund.

SELECTIVE SCHEMES|

B.13 If this scheme distributes aid selectively,' please list the qualitative criteria that were
applied as of 31 December 2005 and, only in case of significant changes, before this
date during the period from 2001 to 2005:

Grants are awarded to the applicants on the decision of the supporting body made by way of
applications or by evaluating an individual request. Such criteria vary as they are set out in the
requests for applications.

ICONTACT DETAILS|

B.14 Name, function and contact information (postal address, phone and email) of the
liaison person at the funding scheme:

The secretary of the Motion Picture section of the National Cultural Fund:

Viktoria Bitskey

1% Selective funding schemes grant State aid based on an evaluation of each project and following qualitative

criteria. In contrast, automatic schemes grant State aid if certain quantitative criteria such as box office
results of previous works are met.

11



Tel.: +36-1-327-4316
viktoria.bitskey(@nka.hu

We note again that we inquired over the phone from Ms. Bitskey regarding the funding
practice of the Fund, therefore her inclusion as reference person in the study, in our view, is
subject to her confirmation.

Name of the lawyer and law firm in charge of the data collection:
Tamas Tercsak

Gyorgy Bacsatyai

Kovari Tercsak Salans Attorneys

Date of the data collection and processing:

December 15, 2006

12



Member State: HUNGARY
Re: Follow Up Question
Date: 26 November 2006

(...)

Please provide us your replies to the follow-up requests for clarification as follows so
that we can integrate them into our final report on your jurisdiction:

1) Is our understanding correct that there are two additional funding schemes in your
jurisdiction that are not relevant for our study because they have annual budget of
State aid of less than Euro 1 million during the reference period from 2001 to 2005,
i.e. the National Cultural Fund of Hungary (NKA), National Radio and Television
Commission (ORTT)? — If this is not the case, please cover them in your replies.

2) Is our understanding correct that there is no relevant judicial practice reported in
your jurisdiction (question B.8)? — If this is not the case, please summarize this
practice.

3) With respect to your reply to question B.8 we assume that, in case of aconflict or
an inconsistency between the rules on territorialisation contained in your national or
internal legislation on State aid to cinema and the rules contained in conventions on
co-production agreements to which you country is a party, the latter rules prevail over
the former, i.e. international agreements prevail over national or internal law. Should
this principle exceptionally not apply in your jurisdiction to the concrete case of
territorialization requirements, please let us know via email, and please provide us
with a short description of the legal mechanism addressing such conflicts or
inconsistencies as applied in your jurisdiction.

(...)

13




Member State: HUNGARY
Re: Follow Up Question
Date: 09 November 2006

(...)

We have the follow-up questions and requests for clarifications as follows:

1)  With respect to your reply to question B.8 we assume that, in case of a conflict
or an inconsistency between the rules on territorialization contained in your national
or internal legislation on State aid to cinema and the rules contained in conventions
on co-production agreements to which you country is a party, the latter rules prevail
over the former, i.e. international agreements prevail over national or internal law.
Should this principle exceptionally not apply in your jurisdiction to the concrete case
of territorialization requirements, please let us know via email, and please provide us
with a short description of the legal mechanism addressing such conflicts or
inconsistencies as applied in your jurisdiction.

2) Please provide us information about judicial practice (question B.8).

(...)

14




Member State: HUNGARY
Re: Follow Up Question
Date: 13 October 2006

(...)

With respect to your reply to question B.8 we assume that, in case of a conflict or an
inconsistency between the rules on territorialization contained in your national or
internal legislation on State aid to cinema and the rules contained in conventions on
co-production agreements to which you country is a party, the latter rules prevail over
the former, i.e. international agreements prevail over national or internal law. Should
this principle exceptionally not apply in your jurisdiction to the concrete case of
territorialization requirements, please let us know via email, and please provide us
with a short description of the legal mechanism addressing such conflicts or
inconsistencies as applied in your jurisdiction.

(...)
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Member State: HUNGARY
Re: Reply
Date: 12 October 2006

(...)

Please find attached hereto:
- a completed questionnaire regarding direct state aid (with Part A),
- a completed questionnaire regarding indirect state aid,

- the point system for the classification of the Hungarian nationality of films
effective on December 31, 2005 in working English and original Hungarian

- the point system for the classification of the Hungarian nationality of films
effective after April 1, 2006 in working English and original Hungarian

- Act Il of 2004 (the "Film Act"), effective on December 31, 2005 in original
Hungarian

- the currently effective Film Act in original Hungarian

- Decree No 14/ 2004. (VI.9.) NKOM-PM issued jointly by the Ministry of
National Cultural Heritage and the Ministry of Finance, effective since
November 1, 2005, in the original Hungarian,

-Act No LXXXI of 1996 on corporate tax and dividend tax, in which the relevant
provisions are effective since November 23, 2004, in the original Hungarian,
and

- a short description in English prepared by the Hungarian Film Office as
information material regarding the corporate income tax incentive.

We note that all English translations are unofficial and therefore serve
information purposes only.

| Attachments to e-mail of 12 October 2006

- CG Legal Questionnaire 160906 - HUNGARY - direct subsidy.doc

- CG Legal Questionnaire 160906 - HUNGARY - indirect subsidy.doc
- Corporate Tax Act.doc

- Decree - procedure of film office - effective since.doc

- FILM Act - currently effective.doc

- FILM Act - Dec 31 2005.doc

- Point System after April 1 - 2006.doc

- Tax_relief_System_In_the Film_Industry.doc

- The Point System effective on December 31 2005.doc
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Attachment to e-mail of 12 October 2006:
CG Legal Questionnaire 160906 - HUNGARY - direct subsidy.doc

QUESTIONNAIRE ON STATE AID TO CINEMA AND TERRITORIALISATION
REQUIREMENTS
(Version of 15 September 2006)

PRELIMINARY REMARK

This questionnaire is divided in two parts. Part A concerns general questions and part B
specific questions related to State aid for independent film and television production,
including State aid based on co-production agreements, in the context of
territorialisation requirements.

Some information that could be relevant for this questionnaire is available on-line, e.g.:
- the data from Korda and IRIS Merlin at:

http://www.obs.coe.int/db/index.html (in particular the information by Korda

on funding schemes at: http://korda.obs.coe.int/web/recherche fonds.php and

the information on co-production agreements by IRIS Merlin at:
http://merlin.obs.coe.int/search.php )

- the links to regulating, control and funding bodies in the audiovisual sector (cinema
and broadcasting) at:

http://ec.europa.eu/comm/avpolicy/info_centre/links/index_en.htm

- the information on co-production agreements on the Council of Europe website and,
e.g. for France and the United Kingdom, on the websites of the Centre National de la
Cinématographie and the UK Film Council:

http://www.coe.int/T/E/Cultural_Co-operation/Eurimages/

http://www.cnc.fr/Site/Template/A2.aspx?SELECTID=35&1d=36

http://www.ukfilmcouncil.org.uk/usr/ukfcdownloads/42/Co production.pdf

However, please consider that this information may not be exhaustive, fully accurate or
up-to-date, and may therefore require to be completed for the purposes of this study.

When filling in this questionnaire, please specify in brackets your sources of information
at the end of each of your answers.

Please deliver your replies in word format (font type: times new roman; font size: 12).
PART A
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GENERAL QUESTIONS

Please use only one form per Member State.

OVERVIE

A.1  Country / region: HUNGARY

A.2  Names of funding schemes with an annual budget of State aid dedicated to pre-
production, production, post-production, marketing, distribution and promotion of
independent cinematographic and audiovisual works'' of at least € 1 million in 2005
(this includes any kind of support, e.g. direct subsidies, fiscal advantages, etc., to pre-
production, production, post-production, marketing, distribution and promotion):

Funding schemes may be divided into direct or indirect forms of support:

Direct support provided through the following agencies, organizations:

In 2005:

- Ministry of Cultural Heritage (according to the Act on Hungarian Budget)
- Motion Picture Public Foundation of Hungary — HUF 3,739,000,000,
- Hungarian History Film Public Foundation — HUF 500,000,000

- National Cultural Fund (Motion Picture purposes)- HUF 355,000,000

In 2006: (projection)

- Ministry of Cultural Heritage (according to the Act on Hungarian Budget)
- Motion Picture Public Foundation of Hungary — HUF 6,200,000,000,
- Hungarian History Film Public Foundation — HUF 100,000,000

- National Cultural Fund (Motion Picture purposes)- HUF 399,000,000

Indirect support is provided in the form of film production incentive in the corporate income
tax.

ICOPRODUCTION AGREEMENTS|

A.3  List the conventions on co-production agreements to which your country is currently a
party, indicate the date of the entry into force of each convention, and indicate the
name and address of the authority in charge of their administration and supervision:

1. European Convention on Cinematic Co-production, entry into force of the governmental
decree promulgating the convention is 31 January, 1998, but the Convention itself is
applicable as of 1 February, 1997. Based on the Convention, the Hungarian Film Office is in
charge of issuing certificates entitling for support. Administration is done by the Ministry of
Culture and Education.

2. According to the information of the Hungarian Film Office, a co-production agreement is
being prepared with Italy. Italy, however, has also ratified the European Convention.

"' “Independent” means that the cinematographic and audiovisual works are produced and distributed by

entities that are legally independent from broadcasters.
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Based on the verbal information from the Hungarian Film Office we note that there are
agreements the effectiveness of which is uncertain.

We note also that we contacted the Ministry of Foreign Affairs with this matter. Ms. Gabriella
Nemes (works at the Registrar of Agreements of the Legal Department of the Ministry of
Foreign Affairs for the Republic of Hungary) is responsible for updating the Registrar.
According to her the Registrar contains three agreements:

- Agreement between Hungary and France on co-production and exchange of films,
concluded February 17, 1970, date of entry into force: July 19, 1970, promulgated
by 1970. évi 33. tvr.,

- Agreement between Italy and Hungary co-production of films, concluded on
January 21, 1982, date of entry into force: November 2, 1984, promulgated by
1985/1 Nemzetk6zi Szerzddés,

- Hungary and Canada, an agreement co-production of films, concluded on May 7,
1985, it did not enter into force and therefore never got promulgated.

Contact details of the Ministry of Foreign Affairs:
Tel.: (36-1) 458-1000

Fax: (36-1) 212-5918

For more information:

http://www .kulugyminiszterium.hu

‘NATIONALITY CERTIFICATION PROCEDURES‘

A.4  Describe the formal procedure, if any, to assess and certify the nationality of an
independent film or television production in your country by indicating the authority
in charge of this procedure, the criteria of eligibility, and the scope of this certification
procedure in relation to public funding schemes in your jurisdiction:'*

The film industry is making different types of films. From the point of view of the industry
(i.e. not from artistic or genre) the film pieces can be divided into two categories:

1. Works made on order:

Where the ordered film piece or parts of it are made upon commission from the rights owner
(typically foreign) and with his exclusive financing. The participants of the industry
contributing to the implementation will have no other rights with regards to the production
beyond their work fee.

Productions falling into this category, the so-called service jobs will not receive direct state
support (subsidies) and the participants of the industry contributing to the implementation will
under no circumstances become owners of rights of the completed production.

2. Works not made on order:

Where the industry participants (typically production companies or creators) implement the
production in collaboration with each other, with various state or other foundations or funds
perhaps with foreign co-production partners, mutually ensuring the financial means for the

1> E.g. the French “Procédure d’agrément”.
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production. In this case the parties will become owners of rights of the film piece typically
based on their participation.

Productions falling into this second category may qualify for direct support. In order to be
able to apply for indirect state subsidy, the nationality of a film is, upon the request of the
producer, established by the Hungarian National Film Office on the basis of a point system
(“Point System™)"? that is set forth in Section 3 of the Act II of 2004 on motion picture, the
“Film Act”):

- Hungarian film — at least 75 points

- Co-production works with Hungarian participation — at least 30 points based on the Point
System and the share of the film’s budget to be borne by the Hungarian film producer
reaches twenty per cent bilateral co-production or ten per cent in the case of
multilateral co-production unless otherwise provided by a bilateral or multilateral
international agreement

- Other films with Hungarian participation — at least 15 points.
- Other films — not exceeding 15 points

Effective as of April 1, 2006, the Film Act was amended to be in line with the principles set
out in the Commission Communication COM (2001)534 final, 26.09.2001, e.g. as a general
rule maximum intensity of state aid (direct and indirect together) may not exceed 50%).
According to Section 13 (6) of the Film Act, direct state subsidy may be granted to (i)
Hungarian movies, (ii) Co-production works with Hungarian participation, (iii) Other films
with Hungarian participation and (iv) Other films, provided that such film is produced with a
minority share of a Hungarian producer and such film is qualified as a European co-
production on the basis of a international agreement/convention. The level of Hungarian
participation is taken into consideration when granting direct state subsidy. In case of a film
production with minority Hungarian participation, and which qualifies as a European co-
production, the direct state subsidy may not exceed the degree of the Hungarian producer’s
participation (in the budget of the film) calculated according to the level of nationality
established on the basis of the Point System.

As a general rule, the intensity of the direct and indirect state subsidy altogether may not
exceed 50% of (prior to April 1, 2006 this figure was 80%) the production costs in the case of
Hungarian movies, and, in the case of co-productions with Hungarian participation, of the
participation of the Hungarian producer in the production costs.

The Film Act also allows for deviation from this general rule in cases of the so-called
“difficult and /or low-budget films”, thus providing support on cultural grounds. The detailed
rules of deviation are set forth in Section 13 (2) — (5).

As already mentioned the support system is based on two types of state support: (a) direct
support and (b) indirect support (through tax incentive).

In case of direct support the Film Act explicitly determines a minimum percentage (60 %) of
the subsidy that has to be spent in the territory of Hungary. The Hungarian Motion Picture

'* The Point System was also amended, effective as of April 1, 2006. Please find attached two charts, one with
the Point System in effect as of December 31, 2005 and the other in effect as of April 1, 2006.
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Public Foundation, the organization (agency) that is giving the support may determine this
amount in a higher level, but it may not exceed 80 % of the granted support in any case.
(Nevertheless the supporting organization may also give an exemption from the general rule
and it may allow to spend maximum 60 % of the support in other countries.)

Prior to April 1, 2006, that is also at date of December 31, 2005, the Film Act provided that
“The supporting body may require that the supported party must spend no more than 80 % of
the subsidy granted in Hungary.”

We note that the granting of direct subsidy is administered and decided by the Motion Picture
Public Foundation of Hungary. The Hungarian National Film Office, as a authority,
establishes the level of nationality of a film production, and keeps track of all the state
subsidy, direct and indirect, granted to a film production.

[EXPECTED DEVELOPMENTS|

A.5  Indicate whether new co-production agreements are to be expected in your jurisdiction
as of 1 January 2007, indicate the contemplated date of the entry into force of each
convention, and indicate the name and address of the authority in charge of their
administration and supervision

Please see our response to A.3

A.6  Indicate whether new funding schemes containing territorialisation requirements
entered into force or are to be expected to enter into force in your jurisdiction as of 1
January 2006,'* and indicate the name and address of the administration of these

. 1
funding schemes:"

No expected developments.

[REFERENCES TO LOCAL STUDIES

A.7  Provide the references of studies, reports or other relevant materials on
territorialisation requirements, on co-production agreements and on legal aspects of
the promotion of film related cultural identities and cultural diversity in your
jurisdiction (author, title, place, date of publication, and, if available, internet link):

www.hungarianfilm.com — regularly publish a newsletter

http://film.lap.hu/ - extensive collection of websites, both Hungarian and English, related to
film industry

www.nemezetifilmiroda.hu — website of the regulatory and administrative agency of the
Hungarian government, certifying eligibility for tax incentive

www.szakma.film.hu - e-market place for film producers

Any requirement/incentive that some of the development, production or post-production activities must take
place in the country or region offering the State aid, either for the audiovisual work to be eligible for State
aid or affecting the amount of State aid available to the audiovisual work.

E.g. in Germany, there will be a new funding scheme on the federal level containing a territorialisation
clause as from 2007.
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www.filmvilag.hu/linktar.php#magyar — this link is a list of links to all the Hungarian film
magazines

www.nemzetifilmiroda.hu/webitems/film_angol.pdf - brochure titled: Hungarian Film

22


http://www.nemzetifilmiroda.hu/webitems/film_angol.pdf

PART B

FUND SPECIFIC QUESTIONS

Please only cover funding schemes, including tax incentive schemes, that were operated at the
national, regional (excluding EU schemes, e.g. the Media programme)’® or local level in your
country during the reference period from 1 January 2001 to 31 December 2005, and that
disposed of an annual budget of State aid dedicated to pre-production, production, post-
production, marketing, distribution and promotion of independent cinematographic and

audiovisual works of at least € 1 million per year.

17

Please use for each funding scheme a separate form.

IDENTIFICATION OF THE FUNDING SCHEME

B.1

B.

B3

B.4

Country/region: HUNGARY
Name of the funding scheme: Direct funding scheme

Name and address of the funding scheme’s administration and supervisory authority:
Hungarian Motion Picture Public Foundation

Address: Budapest, 1068 Varosligeti fasor 38.

Tel.: (+36 1) 4611-300; 4611-310; Fax: (+36 1) 352-8789

E-mail: info@mmka.hu

Website: www.mmka.hu

List the titles of the laws and regulations that govern this funding scheme as of 31
December 2005 (in the original language and in an English working translation), and
indicate

- amozgdképérdl szolo 2004. évi 1. torvény

18
-new development

Regional schemes mean both, schemes operated within your country and schemes to which your country is a
party among other countries, e.g. the Nordic Film- and TV Fund (see
http://korda.obs.coe.int/web/display_fonds.php?fonds_id=28 ).

“Independent” means that the cinematographic and audiovisual works are produced and distributed by
entities that are legally independent from broadcasters.

Magyar Mozgokép Kozalapitvany — Tamogatasi Szabalyzata, - By-laws on providing subsidies, as adopted
by the Hungarian Motion Picture Public Foundation, - August 28, 2006 (officially promulgated in the
ministerial “Cultural Journal”. Please note that the By-laws is considered to be an internal set of rules of the
Public Foundation.
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Act II of 2004 ,The Film Act, as earlier defined and as amended from time to time,

- the dates when these laws and regulations entered into force,
- April 1, 2004

- whether these laws and regulations were amended during the period from 2001 to
2005 (if so and if the amendments were significant, indicate their dates of entry in
force),

and provide a copy of these laws and regulations in the version as of 31 December
2005 (in the national language only).

TERRITORIAL CONDITIONS"

Explicit territorial conditions

B.S

If yes,

B.6

Does the scheme impose any explicit obligation on independent film and audiovisual
project proposals that they must spend a minimum proportion of the production budget
in the Member State/Region to qualify for State aid or to receive the maximum
amount of State aid available (consider the situation as of 31 December 2005 and,

only in case of significant changes, the situation before this date during the period
from 2001 to 2005)?

Yes / No

Quote (in the national language and in an English working translation) the provisions
requiring territorialisation that are contained in the rules (legislation and internal
regulations) listed under Answer B.4 (provide quotes of the current version of the
rules as of 31 December 2005 and, only in case of significant changes, of former

versions of territorialisation clauses that were in force before this date during the
period from 2001 to 2005):

As said earlier, Section 13 (4) of Film Act provided on December 31, 2005:
“(4) A tamogato szervezet eldirhatja, hogy a nyujtott tamogatds legfeljebb 80%-at a
tamogatott Magyarorszagon kételes elkolteni.”

in unofficial English translation:
The supporting body may require that the supported party must spend no more than 80 % of
the subsidy granted in Hungary”
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Any requirement/incentive that some of the development, production or post-production activities must take

place in the country or region offering the State aid, either for the audiovisual work to be eligible for State
aid or affecting the amount of State aid available to the audiovisual work.
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B.7  Describe how these territorialisation requirements are implemented, including the
minimum proportion required and the maximum (provide a description with respect to
the current version of the territorialisation requirements as of 31 December 2005 and,
only in case of significant changes, with respect to former versions of territorialisation
requirements that were in force before this date during the period from 2001 to 2005).

Tenders are offered for available subsidies. Applications must contain a detailed budget, all
the items of which are thoroughly examined, even prior to approving the subsidy, from
feasibility point of view. Then subsidies are granted in the framework of a support agreement.
Subsequently, territorialisation requirements, that is whether certain percentage of the given
subsidy has been spent in Hungary is controlled on the basis of original invoices. In addition
to the By-laws on granting the subsidies, the Hungarian Motion Picture Public Foundation
also has a Controlling By-laws as well. The Film Act and these By-laws set out the detailed
rules of this procedure.

B.8  Describe how territorialisation requirements that apply to this scheme are interpreted
and implemented in the context of the co-production agreements listed under answer
A.3 (provide a description with respect to the current version of the territorialisation
requirements as of 31 December 2005 and, only in case of significant changes, with

respect to former versions of territorialisation requirements that were in force before
this date during the period from 2001 to 2005):

As already mentioned, this is related to both intensity and territorialisation requirements. In
both cases the key figure was 80% as of December 31, 2005. In other words, up to 80% of the
production costs could come from direct and indirect subsidies altogether in the case of
Hungarian films, or in the case of co-productions this percentage applied to the Hungarian
portion of the production budget. In addition, 80 % of the direct subsidy was to be spent in
Hungary.

Direct subsidies are processed by the Hungarian Motion Picture Public Foundation. "With
respect to the other amounts an organizations indicated under A2 they provide funding in
accordance with their own by-laws. Such funding also qualifies as state aid. In case there is
funding available from various (direct and/or indirect) sources, then a controller/auditor of
one of the organizations administering the funding procedure also monitors the level of state
aid granted.

B.9  Quote and summarize judicial and administrative practice (case law and guidelines)
and legal commentaries addressing the implementation of territorialisation
requirements that you quoted and described under answers B.6 to B.8 (provide a quote
and summary with respect to the current version of the territorialisation requirements
as of 31 December 2005 and, only in case of significant changes, with respect to
former versions of territorialisation requirements that were in force before this date
during the period from 2001 to 2005):

Please see above.
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Implicit or de facto territorial conditions

B.10 Does the scheme provide any scope for territorial conditions to be applied implicitly or
de facto? - For example, do the selection criteria imply that proposals are more likely
to be selected for funding if they would create employment in the region/Member
State, use local professionals, or generally promote interest in the region/Member
State (please cover the situation prevailing as of 31 December 2005 and, only in case
of significant changes, the situation that prevailed before this date during the period
from 2001 to 2005)?

Yes/No
If yes,
B.11 Please describe the implicit or de facto territorialisation requirements that are practised

by this funding scheme (as of 31 December 2005 and, only in case of significant
changes, before this date during the period from 2001 to 2005):

ICULTURAL CLAUSES|

B.12  Quote the legal provisions of your jurisdiction (in the national language and in an
English working translation) expressing cultural policy goals (e.g. promotion of
cultural identity and cultural diversity) that could legitimate the explicit or implicit
territorialisation requirements mentioned under answers B.6, B.7 and B.11 and that are
currently in force:

4. § E torvény célja

a) a magyar mozgoképkultara értékeinek széles kdrben vald hozzaférésének, a nézdszam
emelkedésének biztositasa;

b) a magyar mozgdképkultira értékeinek megdrzése €s gyarapitasa, a filmalkotasok
létrehozasanak, valamint a mozgdképpel kapcsolatos miivészeti, tudomanyos €s oktatasi
tevékenységek tamogatdsan keresztiil;

c) a megfeleld jogi hattér és pénziigyi eréforrasok biztositasa ahhoz, hogy a magyar
filmgyartas sikeresen helyt tudjon allni a nemzetkdzi, kiilondsen az eurdpai audiovizualis
piacon;

d) olyan szakmai struktiira megalkotdsa, amely a rendelkezésre 4ll6 koltségvetési és egyéb
er6forrasok hatékony felhasznalasaval képes biztositani szinvonalas hazai audiovizualis
alkotdsok létrejottét és terjesztését, valamint a hazai mozgdképipari infrastruktira fejlesztését;
e) a hazai mozgoképszakma miikodés¢hez sziikséges hatdsagi €s egyéb allami feladatok
megallapitasa;

f) meghatarozni a nemzeti filmvagyon megdrzésének €s hasznositasanak intézményi kereteit,
ezzel Osszefliggésben az allamot illetd vagyoni jogok egységes rendezését;

g) a nemzetkozi, kiilondsen az eurdpai mozgoképszakmai kapcsolatok kiépitésének
eldsegitése ¢és fejlesztése.

5. § (1) Az e torvényben meghatarozott célok elérése érdekében a torvény meghatarozza a

magyar mozgoképkultira és mozgdképipar hazai és nemzetkozi szerepének betoltéséhez
szlikséges mérteki koltségvetési és koltségvetésen kiviili forras biztositdsanak modjat.
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(2) E torvény alkalmazasa soran gy kell eljarni, hogy a magyar mozgoképszakma torvényben
meghatarozott forrdseloszto- és intézményrendszerének szakmai és miivészeti fliggetlensége
ne sériiljon.

(3) Az e torvényben meghatarozott dllami tAmogatéasi rendszer miikddtetése soran térekedni
kell a kozpénzek hatékony és eredményes felhasznalasara, tovabba ugy kell eljarni, hogy az
allami tdAmogatédsok felhasznélasa atlathato és ellendrizhetd legyen.

(4) E torvény alkalmazasa, illetve a térvényben meghatarozott allami tamogatési rendszer
mikodtetése soran tigy kell eljarni, hogy az segitse a kiillonboz6 tarsadalmi kisebbségekhez
tartozd, valamint a fogyatékkal ¢l6 emberek tarsadalmon beliili esélyegyenldségének
megteremteését.

(4) A tamogato szervezet eldirhatja, hogy a nyujtott tdimogatas legfeljebb 80%-at a timogatott
Magyarorszagon kdteles elkolteni.

The purpose and principles of the Act

Section 4
The purpose of this Act is:

a) to ensure wide-range access to the values of Hungarian motion picture culture and to
increase the number of viewers;

b) to preserve and enhance the values of Hungarian motion picture culture by supporting
the creation of films and artistic, scientific and education activities related to motion pictures;

c) to provide an appropriate legal background and financial resources for Hungarian film
production to be successful in the international and, in particular, in the European audio-visual
market;

d) to create a professional structure that is able to ensure the production and distribution
of high-standard domestic audio-visual works and the development of the Hungarian motion
picture industry infrastructure by efficiently using the budgetary and other resources
available;

e) to determine the statutory and other state tasks required for the functioning of the
domestic motion picture industry;

f) to determine the institutional framework for preserving and utilising national film
assets, and in connection with this, to set a uniform framework for settling the rights of
property value that belong to the state;

g) to assist and promote the establishment of international and in particular European
relations in the motion picture industry.

Section 5

(1) In order to achieve the objectives determined in this Act it defines the method for
providing the budgetary resources and resources outside of the budget that are required for the
Hungarian motion picture culture and motion picture industry to play its domestic and
international role.
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(2) In the course of applying this Act procedures shall be conducted in a way so that the
professional and artistic independence of the resource distribution and institutional system of
the Hungarian motion picture industry defined in the Act should not be infringed.

(3) In the course of operating the state support system defined in this Act efforts must be
made to use public funds efficiently and effectively, and procedures must be such that they
shall ensure that the use of state subsidies is transparent and controllable.

(4) For the purposes of applying this Act and operating the state support system defined by
the Act procedures must be such that they promote the creation of equal opportunities for
those who belong to different minorities of society and people living with disabilities within
society.

SELECTIVE SCHEMES|

B.13  If this scheme distributes aid selectively,?® please list the qualitative criteria that were
applied as of 31 December 2005 and, only in case of significant changes, before this
date during the period from 2001 to 2005:

The Film Act defines the selective subsidy as follows: that is granted to the film producer,
film distributor or any other applicants under the Film Act based on the decision of the
supporting body made by way of applications or by evaluating an individual request
subject to the characteristics of the film (in particular script, budget, artistic value, the
identity of the authors, producers, and actors of the film) or the nature of another
objective to be supported.

ICONTACT DETAILS|

B.14 Name, function and contact information (postal address, phone and email) of the
liaison person at the funding scheme:

Hungarian Motion Picture Public Foundation

Address: Budapest, 1068 Varosligeti fasor 38.

Tel.: (+36 1) 4611-300; 4611-310; Fax: (+36 1) 352-8789
E-mail: info@mmka.hu

Website: www.mmka.hu

Name of the lawyer and law firm in charge of the data collection:
Tamas Tercsak

Gyorgy Bacsatyai

Szabo, Kdvari, Tercsak and Partners Attorneys

Date of the data collection and processing:

6-10 October, 2006

2 Selective funding schemes grant State aid based on an evaluation of each project and following qualitative

criteria. In contrast, automatic schemes grant State aid if certain quantitative criteria such as box office
results of previous works are met.
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Attachment to e-mail of 12 October 2006:
CG Legal Questionnaire 160906 - HUNGARY - indirect subsidy.doc

PART B
FUND SPECIFIC QUESTIONS

Please only cover funding schemes, including tax incentive schemes, that were operated at the
national, regional (excluding EU schemes, e.g. the Media programme)*’ or local level in your
country during the reference period from I January 2001 to 31 December 2005, and that
disposed of an annual budget of State aid dedicated to pre-production, production, post-
production, marketing, distribution and promotion of independent cinematographic and
audiovisual works of at least € 1 million per year.

Please use for each funding scheme a separate form.

IDENTIFICATION OF THE FUNDING SCHEME

B.1  Country/region: HUNGARY
B. Name of the funding scheme: Indirect funding scheme

B.3  Name and address of the funding scheme’s administration and supervisory authority:
Hungarian National Film Office
Address: 1075 Budapest Wesselényi u. 16.
Tel: 327 70 70, 327 02 20 Fax: 321 92 24
E-mail: info@filmoffice.hu
Website: www.nemzetifilmiroda.hu

B.4  List the titles of the laws and regulations that govern this funding scheme as of 31
December 2005 (in the original language and in an English working translation), and

indicate

1. a mozgOképérdl sz016 2004. evi II. Térveny,

2. 14/2004. (V1.9.) NKOM-PM egyiittes rendelet a Nemzeti Filmiroda szervezetének,
miukddésének €s eljarasanak részletes szabalyairol,

3. a tarsasagi adorol és osztalekadordl szolo 1996. évi LXXXI. térvény

1. Act II of 2004 ,The Film Act, as earlier defined and as amended from time to time,

2l Regional schemes mean both, schemes operated within your country and schemes to which your country is a

party among other countries, e.g. the Nordic Film- and TV Fund (see
http://korda.obs.coe.int/web/display_fonds.php?fonds_id=28 ).

* “Independent” means that the cinematographic and audiovisual works are produced and distributed by

entities that are legally independent from broadcasters.
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2. Decree No 14/ 2004. (V1.9.) NKOM-PM issued jointly by the Ministry of National
Cultural Heritage and the Ministry of Finance, (“Decree”),

3. Act No LXXXI of 1996 on corporate tax and dividend tax (“Tax Act”)
- the dates when these laws and regulations entered into force:

- the Film Act entered into force on April 1, 2004
- the Decree entered into force on June 9, 2004
- the relevant sections of the Tax Act entered into force on November 23, 2004

- whether these laws and regulations were amended during the period from 2001 to
2005 (if so and if the amendments were significant, indicate their dates of entry in
force),

and provide a copy of these laws and regulations in the version as of 31 December
2005 (in the national language only).

TERRITORIAL CONDITIONS*

Explicit territorial conditions

B.5  Does the scheme impose any explicit obligation on independent film and audiovisual
project proposals that they must spend a minimum proportion of the production budget
in the Member State/Region to qualify for State aid or to receive the maximum
amount of State aid available (consider the situation as of 31 December 2005 and,

only in case of significant changes, the situation before this date during the period
from 2001 to 2005)?

Yes/ No
If yes,

B.6  Quote (in the national language and in an English working translation) the provisions
requiring territorialisation that are contained in the rules (legislation and internal
regulations) listed under Answer B.4 (provide quotes of the current version of the
rules as of 31 December 2005 and, only in case of significant changes, of former
versions of territorialisation clauses that were in force before this date during the
period from 2001 to 2005):

From the Tax Act:

4. § E torvény alkalmazaséban

36. filmiroda altal kiadott tAmogatasi igazolas: olyan okirat, amelyet a Nemzeti Filmiroda (a

tovabbiakban: Filmiroda) a mozgdképrol szolo 2004. évi I1. torvény (a tovabbiakban: Mktv.)

2. § 23. pontja szerinti megrendelésre késziilt filmalkotas vagy az Mktv. 2. § 24. pontja

szerinti nem megrendelésre késziilt filmalkotas timogatdja részére allit ki, és amely

tartalmazza a timogatast nytjté adoz6 megnevezését, székhelyét, adoszamat, illetve a

2 Any requirement/incentive that some of the development, production or post-production activities must take

place in the country or region offering the State aid, either for the audiovisual work to be eligible for State
aid or affecting the amount of State aid available to the audiovisual work.
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kedvezményre jogositd tamogatas 0sszegét. A Filmiroda altal egy filmalkotashoz kiadott,
kedvezményre jogositod tAmogatasi igazolasok Gsszértéke nem haladhatja meg az Mktv. 2. §
25. pontja szerinti, a Filmiroda altal jovahagyott kdzvetlen, Magyarorszagon felmeriil6
filmgyartési koltségek 20 szazalékat, azzal, hogy nem allithato ki igazolas, ha a filmalkotast
az Mktv. 21. §-a szerinti V. kategoridba kell sorolni.

8. § (1) Az adozas elbtti eredményt noveli:

n) az adoévben visszafizetési kotelezettség nélkiil adott tamogatés, juttatds, véglegesen atadott
pénzeszkoz és térités nélkiil atadott eszkdz kdnyv szerinti értéke, az atvevo altal meg nem
téritett altaldnos forgalmi ado, valamint az ad6z6 éltal atvallalt kotelezettségnek az adoévi
adozas elotti eredmény terhére elszamolt 0sszege, az adoévben térités nélkiil nyujtott
szolgéltatas bekertilési értéke, figyelemmel a (4) bekezdésben foglaltakra, kivéve, ha

nf) az ad6z6 a tAmogatast filmalkotashoz juttatta, a Filmiroda altal a részére kiadott
tdmogatasi igazolasban szerepld Osszegig, feltéve, hogy a filmalkotdst nem kell az Mktv. 21.
§-a szerinti V. kategdriaba sorolni,

22.§ (1) Az ad6z6 a 4. § 36. pontja szerinti, részére kiadott tdmogatési igazolasban szerepld
Osszegig - dontése szerint - a timogatas juttatasanak adoéve és az azt kdvetd harom addév
addjabol adokedvezményt vehet igénybe.

In case of indirect support Act No LXXXI of 1996 on corporate tax and dividend tax
provides:

Section 4, item 36

36. Support certificate issued by the film office: a document issued by the National Film
Office (hereinafter: Film Office) for supporters of a film produced on order according to Para
23, Section 2 of Act II of 2004 on motion picture (hereinafter: Motion Picture Act), or a film
produced not on order according to Para 24, Section 2 of the Motion Picture Act, which shall
contain the name, registered office and tax number of the tax payer who granted the support
as well as the amount of support that grants entitlement to the benefit. The value of subsidy
certificates issued by the Film Office for one film, which grant entitlement to the benefit, may
not exceed 20 per cent of the direct costs of producing the film incurred in Hungary approved
by the Film Office in accordance with Para 25, Section 2 of the Motion Picture Act, in respect
of the given film, with the proviso that no certificate may be issued if the film has to be
classified into category V according to Section 21 of the Motion Picture Act.”

Section 8 (1) Profit before tax shall be increased by:

n) the book value of subsidies, remuneration granted without a repayment obligation, liquid
assets provided for final and assets transferred free of charge, value added tax not refunded by
the recipient during the tax year, and the amount of liabilities assumed by the tax payer
deducted from the profit before tax for the tax year, the purchase cost of services provided
free of charge during the tax year, with regard to the items set out in para (4), except if]

“nf) the tax payer has provided the support to film up to the amount set out in the support
certificate issued by the Film Office for the tax payer, provided that the film does not have to
be classified into category V according to Section 21 of the Motion Picture Act.

Section 22 (1) Tax payers may apply a tax relief up to the amount included in the support
certificate issued to the tax payer according to para 36, Section 4 — at the taxpayer’s discretion
— from the tax for the tax year of granting the subsidy and the tax of the three subsequent tax
years.
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B.7  Describe how these territorialisation requirements are implemented, including the
minimum proportion required and the maximum (provide a description with respect to
the current version of the territorialisation requirements as of 31 December 2005 and,
only in case of significant changes, with respect to former versions of territorialisation
requirements that were in force before this date during the period from 2001 to 2005).

In case of indirect support we can talk about only indirect territorial conditions. The main
principle of the tax incentive system is that only those production costs can be accounted as
basis of the tax incentive that were spent in Hungary. The maximum amount of the indirect
support (tax incentive) is 20 % of the production costs spent in Hungary. The indirect support
has no maximum amount. The higher the production costs spent in Hungary are the higher is
the indirect support (20 %).

B.8  Describe how territorialisation requirements that apply to this scheme are interpreted
and implemented in the context of the co-production agreements listed under answer
A.3 (provide a description with respect to the current version of the territorialisation
requirements as of 31 December 2005 and, only in case of significant changes, with

respect to former versions of territorialisation requirements that were in force before
this date during the period from 2001 to 2005):

Both for B7 and this section of B8, please find attached hereto a short description called “Tax
Relief System in the Film Industry.”

B.9  Quote and summarize judicial and administrative practice (case law and guidelines)
and legal commentaries addressing the implementation of territorialisation
requirements that you quoted and described under answers B.6 to B.8 (provide a quote
and summary with respect to the current version of the territorialisation requirements
as of 31 December 2005 and, only in case of significant changes, with respect to
former versions of territorialisation requirements that were in force before this date
during the period from 2001 to 2005):

Please see above.

Implicit or de facto territorial conditions

B.10 Does the scheme provide any scope for territorial conditions to be applied implicitly or
de facto? - For example, do the selection criteria imply that proposals are more likely
to be selected for funding if they would create employment in the region/Member
State, use local professionals, or generally promote interest in the region/Member
State (please cover the situation prevailing as of 31 December 2005 and, only in case

of significant changes, the situation that prevailed before this date during the period
Sfrom 2001 to 2005)?

Yes/No

If yes,
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B.11 Please describe the implicit or de facto territorialisation requirements that are practised
by this funding scheme (as of 31 December 2005 and, only in case of significant
changes, before this date during the period from 2001 to 2005):

ICULTURAL CLAUSES|

B.12  Quote the legal provisions of your jurisdiction (in the national language and in an
English working translation) expressing cultural policy goals (e.g. promotion of
cultural identity and cultural diversity) that could legitimate the explicit or implicit
territorialisation requirements mentioned under answers B.6, B.7 and B.11 and that are
currently in force:

4. § E torvény célja

a) a magyar mozgoképkultara értékeinek széles kdrben vald hozzaférésének, a nézdszam
emelkedésének biztositasa;

b) a magyar mozgdképkultira értékeinek megdrzése €s gyarapitasa, a filmalkotasok
létrehozasanak, valamint a mozgdképpel kapcsolatos miivészeti, tudomanyos €s oktatasi
tevékenységek tamogatdsan keresztiil;

c) a megfeleld jogi hattér és pénziigyi eréforrasok biztositasa ahhoz, hogy a magyar
filmgyartas sikeresen helyt tudjon allni a nemzetkdzi, kiilondsen az eurdpai audiovizualis
piacon;

d) olyan szakmai struktiira megalkotdsa, amely a rendelkezésre 4116 koltségvetési és egyéb
er6forrasok hatékony felhasznalasaval képes biztositani szinvonalas hazai audiovizualis
alkotdsok létrejottét és terjesztését, valamint a hazai mozgdképipari infrastruktira fejlesztését;
e) a hazai mozgoképszakma miikodés¢hez sziikséges hatdsagi €s egyéb allami feladatok
megallapitasa;

f) meghatarozni a nemzeti filmvagyon megdrzésének €s hasznositasanak intézményi kereteit,
ezzel Osszefliggésben az allamot illetd vagyoni jogok egységes rendezését;

g) a nemzetkozi, kiilondsen az eurdpai mozgoképszakmai kapcsolatok kiépitésének
eldsegitése ¢és fejlesztése.

5. § (1) Az e tdrvényben meghatarozott célok elérése érdekében a torvény meghatarozza a
magyar mozgoképkultira és mozgdképipar hazai és nemzetkozi szerepének betoltéséhez
szlikséges mérteki koltségvetési és koltségvetésen kiviili forras biztositdsanak modjat.

(2) E torvény alkalmazasa soran gy kell eljarni, hogy a magyar mozgoképszakma torvényben
meghatarozott forrdseloszto- és intézményrendszerének szakmai és miivészeti fliggetlensége
ne sériiljon.

(3) Az e torvényben meghatarozott dllami tAmogatéasi rendszer miikddtetése soran térekedni
kell a kozpénzek hatékony és eredményes felhasznalasara, tovabba ugy kell eljarni, hogy az
allami tdimogatédsok felhasznélasa atlathato és ellendrizhetd legyen.

(4) E torvény alkalmazasa, illetve a térvényben meghatarozott dllami tamogatési rendszer
mikodtetése soran tigy kell eljarni, hogy az segitse a kiilonb6z6 tarsadalmi kisebbségekhez
tartozod, valamint a fogyatékkal ¢él6 emberek tarsadalmon beliili esélyegyenldségének
megteremteését.

(4) A tamogato szervezet eldirhatja, hogy a nyujtott tdimogatas legfeljebb 80%-at a timogatott
Magyarorszagon kdteles elkolteni.
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The purpose and principles of the Act

Section 4
The purpose of this Act is:

a) to ensure wide-range access to the values of Hungarian motion picture culture and to
increase the number of viewers;

b) to preserve and enhance the values of Hungarian motion picture culture by supporting
the creation of films and artistic, scientific and education activities related to motion pictures;

c) to provide an appropriate legal background and financial resources for Hungarian film
production to be successful in the international and, in particular, in the European audio-visual
market;

d) to create a professional structure that is able to ensure the production and distribution
of high-standard domestic audio-visual works and the development of the Hungarian motion
picture industry infrastructure by efficiently using the budgetary and other resources
available;

e) to determine the statutory and other state tasks required for the functioning of the
domestic motion picture industry;

f) to determine the institutional framework for preserving and utilising national film
assets, and in connection with this, to set a uniform framework for settling the rights of
property value that belong to the state;

2) to assist and promote the establishment of international and in particular European
relations in the motion picture industry.

Section 5

(1) In order to achieve the objectives determined in this Act it defines the method for
providing the budgetary resources and resources outside of the budget that are required for the
Hungarian motion picture culture and motion picture industry to play its domestic and
international role.

(2) In the course of applying this Act procedures shall be conducted in a way so that the
professional and artistic independence of the resource distribution and institutional system of
the Hungarian motion picture industry defined in the Act should not be infringed.

(3) In the course of operating the state support system defined in this Act efforts must be
made to use public funds efficiently and effectively, and procedures must be such that they
shall ensure that the use of state subsidies is transparent and controllable.

(4) For the purposes of applying this Act and operating the state support system defined by
the Act procedures must be such that they promote the creation of equal opportunities for
those who belong to different minorities of society and people living with disabilities within
society.

SELECTIVE SCHEMES|
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B.13

If this scheme distributes aid selectively,* please list the qualitative criteria that were
applied as of 31 December 2005 and, only in case of significant changes, before this
date during the period from 2001 to 2005:

No selective criteria under this scheme.

ICONTACT DETAILS|

B.14 Name, function and contact information (postal address, phone and email) of the

liaison person at the funding scheme:

Hungarian National Film Office

Address: 1075 Budapest Wesselényi u. 16.
Tel: 327 70 70, 327 02 20 Fax: 321 92 24
E-mail: info@filmoffice.hu

Website: www.nemzetifilmiroda.hu

Mr. Attila Havasi Balint J.D.

Legal Liaison
balint.havasi@filmoffice.hu

Ms. Krisztina Tamas J.D.
Legal Liaison responsible for international relations.
t.krisztina@filmoffice.hu

Name of the lawyer and law firm in charge of the data collection:
Tamas Tercsak

Gyorgy Bacsatyai

Szabo, Kdvari, Tercsdk and Partners Attorneys

Date of the data collection and processing:

6-10 October, 2006

24

Selective funding schemes grant State aid based on an evaluation of each project and following qualitative
criteria. In contrast, automatic schemes grant State aid if certain quantitative criteria such as box office
results of previous works are met.
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