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Dear Clients and Partners,

Considering that many regulations used frequently in business life have been modified recently and the latest amendments of the Act on Companies and the Act on Business Associations will also enter into effect within a few days we would like to draw your attention to the followings:

On 1st September 2007 the latest modifications of the Act on Companies (Act V of 2006) and of the Act on Business Associations (Act VI of 2006) will enter into effect. 

On 7th July 2007 new modifications of the liquidation and insolvency procedure and the provisions of the Civil Code applicable to the construction agreement have also come into force. 

I. Changes of the Act on Companies

Registration of the quota pledge into the court of registry

Regarding the limited liability companies (Kft.) the company registry will contain whether the quota of the business association is encumbered by pledge. 

The registration may be initiated by both the pledgee and the pedgor. 

For the registration of the quota pledge the original copy of the pledge agreement or the extraction thereof and – if the registration is initiated by the pledgee – also the approval of the pledgor shall be attached. 

Upon the deletion of the pledge the pledgee’s approval to the deletion of the pledge shall be enclosed. 

Provision of the Civil Code applicable to the establishment of pledge (section (1) of paragraph 268) has been amended so that if the right and obligation is certified by public registry then the pledge shall come into existence upon the registration thereof. Consequently the quota pledge shall come into existence upon its registration into the company registry. 

We would like to suggest for our Clients, for benefit of whom a quota pledge has been established as collateral in the past,  to apply for the registration of the quota pledge before the court of registry in order to increase their legal certainty and security. Of course we are happy to assist you in the performance of the related legal tasks. 



Name and seat of the company

The requirement providing that the company name shall reflect the character of the company’s activity has been deleted. Accordingly any word or phrase can be indicated as company name with the restriction that beyond the head word the company name shall be in conformity with the rules of the Hungarian spelling. 

The new rules of law provides expressly that the seat shall be deemed to be the postal address of the company and the take over, receipt, registration and keeping place of documents shall be exercised under that address. It is possible to designate the place of seat and the place of central management (decision-making) under different address in the articles of association of the company and accordingly the place of seat and the place of central management will be registered under different addresses. 

The regulation providing that the company shall prove the right of use of the real property serving as the seat or site of the company – which proved to be very problematic in practice -  has been deleted. 

The newly introduced modification of the Act expressly provides that the business association registered in Hungary is entitled to provide its primary business activity in any other member state of the European Union.

Other provisions related to the court registration procedure

In the future the submission of the signature specimen of the company’s representative is not obligatory any more. 

The signature specimen may be prepared by lawyers as well but only for the purpose of the court registration procedure and only if the company’s articles of association or the amendment thereof is prepared and countersigned by the lawyer. Nevertheless we would like to emphasize that the signature specimen prepared by the lawyer may be used exclusively for the purpose of the court registration procedure therefore in every other case (e.g. certifying the signature before banks or other institutions) the electronic signature specimen or the signature specimen signed before the public notary shall be used. 

The designation of delivery agent for the companies having seat in abroad or for natural persons not having a Hungarian address is not obligatory in the future.  If no delivery agent has been designated then the documents shall be deemed to be delivered 5 days after the publication of the document in the official company gazette. 

The company registry will be available in English, German, French and Russian as well. The company may apply that its data will be registered in one of the official language of the European Union. For that the company shall submit the official translation of the company documents to the court of registry in the respective language. 

The business associations may fulfill their duty of disclosure via publishing the information on their own website instead of the official company gazette. The company may do so if it operates its website constantly and it has submitted the address of the website to the company registry. Thereby the different company transformation processes can be exercised faster but at the same time higher attention towards the business partners is also suggested. 

Court registration procedure

After 1st July 2008 all the company documents and applications shall be submitted to the court of registry in electronic form and they will be kept registered in electronic form as well. 

II. changes of the Act on Business Associations
General provisions applicable to every company
The executive officers may render their tasks within employment relationship again.

The members shall be entitled to bring their decisions - including the acceptance of the annual report prescribed by the accountancy act – in written form without holding a meeting. 

The new deadline for harmonizing the articles of association with the new company act is 1st July 2008 instead of 1st September 2007.

Limited liability company (Kft.)
The minimum equity capital necessary for the establishment of a limited liability company has been reduced to 500.000,- HUF from 3.000.000,- HUF. In case of a sole member company the deed of foundation may provide so that the founder shall pay only 100.000,- HUF cash contribution to the company. However the rule that the remaining amount shall be paid within 1 year of the registration of the company has remained unchanged. 

Except where the equity capital is reduced – if the company provides payment to the member on the basis of its membership in the company from the company’s capital, the managing director shall issue a written declaration towards the members’ meeting that the payment does not endanger the solvency of the company and the interest of the creditors. The declaration of the managing director shall be submitted to the court of registry within 30 days. 

The above described obligation results increased liability of the managing directors because if he/she omitted to make such a declaration or made an untrue declaration, the managing director shall be liable for such damages in conformity with the general rules applicable to the liability for damages. 

Company limited by shares

Private companies limited by shares can be established with a minimum equity capital of 5.000.000,- HUF, however the minimum equity capital necessary for the establishment of a public company limited by shares will remain 20 million HUF.

In case of a sole member company limited by shares only the contribution in kind shall be paid to company in 100% upon the establishment of the company.  Consequently the member shall pay only 25% of the contribution in cash as it is provided by the general rules of law.

III. Civil Code

In conformity with the new regulations applicable to the construction contracts the contractor shall be entitled to a mortgage up to the amount of the contractor’s fee on the real property owned by the principal and on which the works shall be implemented. This is an obligatory rule so any alteration from that shall be null and void. The mortgage shall come into existence by its registration to the land registry upon the initiation of the registration by the contractor and subject to the fact of the conclusion of the construction agreement. If the principal fully paid the contractor’s fee the contractor shall give its approval to the deletion of the mortgage. 

If the real property is owned by an entity in which the principal has a control interest or if the owner of real property has a control interest in the principal or where the owner and principal are controlled by the same entity the real property shall be deemed to be owned by the principal so the mortgage shall encumber that real property as well.

The above regulation indicates several problems in the practice and leaves a lot of questions open in connection with the registration of this statutory mortgage into the land registry. 

IV. Bankruptcy law act

Bankruptcy procedure

The new regulations provide that during the bankruptcy procedure the debtor may request a moratorium of 60 to 120 days from the creditor.

Liquidation procedure

The regulations applicable to the determination of insolvency have been changed in conformity with the followings: 

If the debt has not been reimbursed within 15 days calculated from the expiry of the payment deadline and the debtor is entitled to raise an objection against the debt only till the receipt of the written notice of the creditor. If the debtor does not object the debt before the written notice of the creditor the debt shall be deemed to be undisputed in respect of the liquidation procedure.

The court shall also determine the insolvency of the debtor if the debtor or the receiver declares in the application for the liquidation of the company that the company is insolvent and it was not able to reimburse its debt within the payment deadline or it is expectable that it will not be able to reimburse them.

Except of a narrow exception the negative discrimination of the debtor’s members has been deleted regarding the announced claims, therefore the claims of the member against the company shall be registered in accordance with the general rules as well. 

We would like to lay emphasis on the fact that the above summary is only for information purposes, and it does not introduce all of the modifications of the new rules compared to the previous regulations. 

Should you have any question or comment concerning the above, please do not hesitate to contact us. 

Best regards,

Bihary, Balassa and Partners Attorneys at Law Firm
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