Act CXX of 2001

on the Capital Market

With a view to promoting the development of the capital market, to improving its transparency, to fostering international competitiveness, to improving regulations pertaining to actors of capital markets, to improving the security of investments and to protecting investors and clients, and to ensuring sound supervisory arrangements with regard to the capital markets, Parliament has adopted the following Act:

PART ONE
INTRODUCTORY PROVISIONS
Chapter I
SCOPE
Section 1

Unless provided by international agreement to the contrary, this Act shall apply to:

a) securities issued in the Republic of Hungary as part of a series as well as to the offering of such securities by a Hungarian issuer in a foreign country and the listing of securities issued as part of a series on a stock exchange operating in the territory of the Republic of Hungary;

b) the acquisition of a participating interest in the capital of any public limited company that has a registered office in the Republic of Hungary, or whose shares are admitted to trading on a Hungarian regulated market;

c) investment fund management services provided by the foreign branch of an investment fund management company that has a registered office in the Republic of Hungary;

d) investment fund management services provided in the Republic of Hungary;

e) any cross-border services provided by an investment fund management company that has a registered office in the Republic of Hungary;

f) the activities of any exchange market, central depository, clearing house, central counterparty, that has a registered office in the Republic of Hungary;

g) the cross-border services provided by an organization engaged in the activities of exchange markets, the central depository, clearing house, or acting as a central counterparty, that has a registered office in the Republic of Hungary;

h) the Investor Protection Fund, and to the insurance facilities it provides;

i) the supervisory activities of the relevant Hungarian authorities as laid down in this Act;

j) the supervision of outsourcing service providers under the provisions of this Act;

k) companies and mixed-activity holding companies, other than investment firms, that have close link with investment firms or financial holding companies which are subject to supervision on a consolidated basis;

l) companies and mixed financial holding companies, other than investment firms, that have close links with investment firms or mixed financial holding companies which are subject to supplementary supervision;

m) any investment recommendation produced and/or disseminated by a person or organization that is established or has a registered office in the Republic of Hungary;

n) venture capital fund management activities performed in the Republic of Hungary as specified in this Act, and to the foundation, establishment, operation and control of venture capital funds and venture capital fund management companies in the Republic of Hungary in accordance with this Act;

o) venture capital fund management activities performed by any foreign branch of a venture capital fund management company that has a registered office in the Republic of Hungary;

p) cross-border venture capital fund management services provided by venture capital fund management companies with a registered office in the Republic of Hungary;

q) securities lending and/or borrowing operations performed by investment firms, investment fund management companies, investment funds, bodies providing clearing or settlement services, the central depository, central counterparty, financial institutions, insurance companies, voluntary mutual insurance funds, private pension funds and institutions for occupational retirement provision in the Republic of Hungary as governed in this Act.

Section 2

This Act shall not apply to:

a) the marketing of cooperative shares, checks, bills of exchange, compensation notes, warehouse warrants, and the private offering of government securities;

b) financial holding companies whose subsidiaries include at least one credit institution.

Section 3

(1) Section 355 and the part governing personnel criteria in Schedule No. 11 shall not apply to investment fund management companies incorporated as branches, Sections 307-310 and 355-357 shall not apply to exchanges incorporated as branches, Sections 355-357 shall not apply to bodies providing clearing or settlement services incorporated as branches and to central counterparties, and Sections 342 and 355-357 shall not apply to central depositories incorporated as branches.

(2) Part Six shall not apply to transactions conducted by the Government, the MNB, the ÁKK Zrt., the European System of Central Banks, or any other officially designated body, or by any person acting on their behalf with a view to managing foreign exchange reserves or relating to monetary, exchange-rate or public debt management policy operations.

Chapter II
INTERPRETATIVE PROVISIONS
Section 4

The abbreviations of legal regulations referred to in this Act are contained in Schedule No. 1.

Section 5

(1) For the purposes of this Act and other legal regulations implemented by authorization of this Act:

1. ‘progressive issue’ shall mean a method of offering debt securities to the public where the underlying securities of the same maturity are sold within a time frame designated by the issuer;

2. ‘offeror’ shall mean:

a) for the purposes of Chapters IV, LIII and LVI of this Act, any person who offers securities that were previously issued privately for sale to the public,

b) for the purposes of Chapter VII of this Act, any person who makes a bid for the acquisition of interest in the capital of a public limited company;

3. ‘allocation’ shall mean a procedure conducted by an issuer or a dealer in securities based on predetermined allotment principles upon closing the subscription procedure or the auction in the event that the number of shares applied for or the number of purchase offers exceed the number available;

4. ‘parent company’ shall mean:

a) with the exception set out in Paragraph b), any company that fits the definition contained in the Accounting Act,

b) for the purposes of Chapters XIX/A and XIX/B, any company that effectively exercises a dominant influence over another company;

5. ‘auction’ shall mean a method of placing, where the issuer provides an opportunity - subject to specific conditions - to prospective buyers to make an offer, and where the takeover bid received are assessed under certain criteria;

6. ‘government securities’ shall mean debt securities issued by the Hungarian or a foreign government, by the MNB, the European Central Bank or the central bank of any Member State of the European Union;

7. ‘commodity’ shall mean any goods of a fungible nature that are capable of being delivered, including natural resources that can be utilized as capital goods, exclusive of financial instruments;

8. ‘banking sector’ shall mean a sector comprised of credit institutions, financial institutions and ancillary services companies;

9. ‘investment recommendation’ shall mean an analysis, proposal or any other information relating to financial instruments and/or exchange-traded instruments, and their issuers, that is published or made available to the public in some other way, and hence it is suitable to have an effect on the investor’s decision to invest and risk his own money and/or other assets, or that of others, for the purpose of making a profit subject to developments in the financial market;

10. ‘investment fund’ shall mean a legal entity that issues investment units, public or private, operated by an investment fund management company by investing the capital collected from the investors on behalf and for the benefit of the investors;

11. ‘investment fund management activities’ shall mean the operation of an investment fund by the fund management company in accordance with predetermined investment principles, and trading in the individual components in the investment fund’s portfolio (financial instruments or real estate) by decision of the fund management company consistent with the said predetermined investment principles;

12. ‘investment fund management company’ shall mean a limited company or a branch authorized to engage in investment fund management activities;

13. ‘investment fund’s own capital’ shall mean the sum of the nominal value of investment units multiplied by their quantity; the amount of own funds may not fall below the total net asset value of the investment fund;

14. ‘investment credit or loan’ shall have the meaning defined in the IRA;

15. ‘investment unit’ shall mean transferable securities issued as part of a series in the name of an investment fund (for it and on its behalf) - subject to the form and content requirements laid down in this Act - that carry financial and certain other rights;

16. ‘continuous marketing of investment units’ shall mean an operation where the investment units of an open-ended investment fund are continuously offered and redeemed in the name of the investment fund;

17. ‘investment services sector’ shall mean a sector comprised of investment firms;

18. ‘investment advice’ shall have the meaning defined in the IRA;

19. ‘investment firm’ shall have the meaning defined in the IRA;

20. ‘investor’ shall mean any person who has entered into a contract with an investment fund management company or another investor to invest and risk his own money and/or other assets, or that of others, for the purpose of making a profit subject to developments in the financial market, regulated market or the stock exchange;

21. ‘qualifying interest’ shall have the meaning defined in the IRA;

22. ‘acquisition of a participating interest’ shall mean the acquisition of voting shares or voting rights in the offeree company, including a purchase option or repurchase option for shares to which voting rights are attached, the call option on a future purchase agreement or the exercise of voting rights through the right of use or beneficiary ownership, furthermore, if control is acquired by any conduct other than an outright bid submitted by the buyer, such as succession or by way of a resolution of the public limited company that affects the voting rights of shareholders or that alters the voting percentages, or through the recovery of voting rights, or upon the cooperation of persons acting in concert aiming for this particular purpose;

23. ‘insurance company’ shall mean an insurance company within the meaning of Point 10 of Subsection (1) of Section 3 of the Insurance Act; for the purposes of Chapter XIX/B a third-country insurance company within the meaning of Point 23 of Subsection (1) of Section 3 of the Insurance Act shall also be considered an insurance company;

24. ‘insurance services sector’ shall mean a sector comprised of insurance companies, reinsurance companies, and insurance holding companies;

25. ‘offeree company’ shall mean a public limited company that has a registered office in the Republic of Hungary, or whose shares are admitted to trading on a Hungarian regulated market, the securities of which are the subject of a bid;

26. ‘swap’ shall have the meaning defined in the Accounting Act;

27. ‘group’ shall mean a group of companies which consists of a parent company, its subsidiaries and the entities in which the parent company or its subsidiaries exercise dominant influence or hold a participating interest;

28. ‘delta’ shall mean the index indicating any change in an option price as a proportion of any change in the unit price (exchange rate) of the instrument, commodity or currency underlying the option;

29. ‘dematerialized securities’ shall mean an electronic instrument identifiably containing all material information of securities, which are recorded, transmitted and registered electronically as defined in this Act and in specific other legislation;

30. ‘resident’ shall mean:

a) a natural person who has a valid personal identification document (personal identity card) issued by the competent Hungarian authority or, for persons under the age of fourteen, an official certificate that contains the personal identification number, whether or not one has actually been issued (hereinafter referred to collectively as “personal identification document”),

b) a company or organization if established in Hungary, including the independent enterprises of foreign nationals in Hungary (private entrepreneurs, including sole proprietorships, and self-employed individuals),

c) the owner, executive officer, supervisory board member and employee of the company or organization specified in Paragraph b), acting in their official capacity, in respect of their legal transactions and the other actions performed in the name and on behalf of the company or organization if, pursuant thereto, the company or organization acquires a right or incurs an obligation, shall qualify as a resident even if otherwise construed as a non-resident,

d) the Hungarian branch of a foreign-registered company, not including free zone companies,

e) representative offices in foreign countries;

31. ‘non-resident’ shall mean:

a) a natural person who does not have a valid personal identification document issued by the competent Hungarian authority, and is not entitled to hold one,

b) a company or organization, regardless of its legal form, if established abroad, and the branches of resident companies and organizations,

c) the representative office of a non-resident in Hungary,

d) free zone companies,

e) the Hungarian branch of a foreign-registered company, if the branch has been established or is operating in a free zone;

32. ‘endowment capital’ shall mean the capital provided permanently and without restrictions or encumbrances for the foundation and operation of a branch;

33. ‘specific risk’ shall mean the risk of a price change related to any specific attributes of the underlying securities or derivative instruments;

34. ‘dominant influence’ shall have the meaning defined in the CIFE;

35. ‘controlled company’ shall have the meaning defined in the Companies Act;

36. ‘settlement system’ shall mean a designated scheme for processing transactions in funds and securities, comprising positions under uniform and common rules agreed by the clearing members;

37. ‘clearing house’ shall mean a specialized credit institution providing services related to the settlement and performance of money and financial market transactions conducted in a stock exchange or another similar market;

38. ‘EU parent investment firm’ means a parent investment firm in a Member State in which a credit institution authorized in any Member State, or an investment firm or a financial holding company set up in any Member State does not have a dominant influence;

39. ‘EU parent financial holding company’ means a parent financial holding company in a Member State in which another credit institution authorized in any Member State, or an investment firm or a financial holding company set up in any Member State does not have a dominant influence;

40. ‘supervisory authorities concerned’ shall mean:

a) the national authorities of the Member States which are empowered to supervise regulated entities in a financial conglomerate, or

b) the coordinator appointed in accordance with Section 181/S, or

c) other supervisory authorities concerned designated by the authorities referred to in Paragraphs a) and b), if the market share of the regulated entities of the conglomerate in the Member State of the authority concerned reaches five per cent, and the importance in the conglomerate of any regulated entity authorized by this authority is significant;

41. ‘relevant person’ shall mean any natural or legal person producing or disseminating investment recommendations in the exercise of his profession or the conduct of his business;

42. ‘securities’ shall mean financial assets which are treated as securities according to the national law of the country where issued;

43. ‘securities code’ shall mean the ISIN code assigned for the identification of a securities series;

44. ‘securities lending and securities borrowing’ shall mean the conveyance of securities where the lender transfers securities to the borrower subject to a commitment that the borrower will return equivalent securities in terms of quantity and series at some future date stipulated by contract or when requested to do so by the transferor, to the transferor or to a third party designated by the transferor;

45. ‘securities series’ shall mean - unless prescribed by this Act to the contrary - the total quantity of securities of identical type in terms of production, representing identical rights issued at a fixed date, or the total quantity of securities issued at different dates but representing identical rights at a specific date in the future;

46. ‘securities account’ shall mean a set of records on dematerialized securities and other related rights maintained on behalf of the owner of the securities;

47. ‘dividend’ shall mean a share of the capital increment, which, according to the management protocol, the investment fund management company is required to pay on the investment units;

48. ‘supervisory authority’ shall mean the foreign authorities supervising the activities of foreign investment firms, commodity dealers, financial institutions, investment fund management companies, regulated markets, exchange markets, central depositories and bodies providing clearing or settlement services and central counterparties;

49. ‘continuous issue’ shall mean a system of offering the debt securities and investment units of an open-ended investment fund sold over a sixty-day period, where the term of maturity of the securities begins on the day of sale;

50. ‘marketing’ shall mean the initial offer of making available securities for establishing ownership;

51. ‘dealer in securities’ shall mean an investment firm or credit institution participating in the marketing of securities;

52. ‘head office’ shall mean the place where the central decision making occurs in connection with business operations;

53. ‘independent financial expert’ shall mean an auditor, a person licensed to provide investment advice or a dealer in securities who was not contracted within the three-year period preceding the publication of the takeover bid neither by the offeror, the offeree company affected by the purchase offer nor by a person holding any participating interest in the offeror or in the offeree company;

54. ‘collateral account’ shall mean an account containing money and/or securities and managed by a clearing house in security for the settlement of transactions conducted on the financial market;

55. ‘third country’ shall mean any country that is not a member of the European Union;

56. ‘average residual maturity’ shall mean, in the case of fixed-rate instruments, the weighted average of the period remaining until maturity by the ratio of the price of the bond discounted by the yield calculated for the entire maturity period. In the case of variable-rate instruments the average residual maturity shall be the same as the duration remaining until the next payment of interest;

57. ‘debt securities’ shall mean all securities in which the issuer (debtor) acknowledges that a certain amount of money has been placed at its disposal and that it commits itself to repaying the amount of the principal (loan) as well as, in the case of interest-bearing securities, the agreed interest or other returns calculated as specified or its other yields (hereinafter referred to collectively as “interest”) as well as to performing any other predetermined services, when applicable, to the holder of the securities (the creditor) on the date and in the manner stipulated;

58. ‘long position’ shall mean all positions where any increase in the price of the underlying instrument results in future gains in terms of value;

59. ‘index-driven investment fund’ shall mean an investment fund using an investment policy to follow the index of a recognized (regulated) market, or another index offered to potential investors subject to approval by the Authority;

60. ‘institutional investor’ shall mean:

a) credit institutions, financial institutions, investment firms, investment funds, investment fund management companies, venture capital funds, venture capital fund management companies, insurance companies, voluntary mutual insurance funds, private pension funds, the health insurance administration agency and the pension insurance agency empowered to manage the National Pension Insurance Fund,

b) all non-residents who can be regarded as such under their own national laws;

61. ‘ISIN code’ shall mean an international identification code comprising letters and numbers assigned by the central depository to securities of the same type and to exchange products, or a combination of such codes;

62. ‘ancillary services company’ shall mean a company that engages, exclusively or primarily, in activities auxiliary to the business profile of one or more investment firms, bodies providing clearing or settlement services, central depositories, central counterparties or investment fund management companies; such auxiliary activities shall, for example, include real estate management, data processing, transport of money, and security and communication services;

63. ‘subscription’ shall mean an unconditional and irrevocable statement made by a prospective buyer wishing to invest in and acquire a particular security, which constitutes his acceptance of the offer and his commitment to provide the consideration therefor;

64. ‘subscribed capital’ shall have the meaning defined in the Accounting Act, including endowment capital;

65. ‘affiliated company’ shall mean the company’s parent company and subsidiary, a subsidiary of the company’s parent company, a shareholder with a qualifying interest in the company or any other company in which the company or the owner, supervisory board member, managing director of the company or one of their close relatives has a qualifying interest;

66. ‘issue program’ shall mean an operation in which an issuer publicly issues a series of debt securities or investment units of a closed-ended investment fund at certain intervals, the basic conditions of which are announced by the issuer or the fund management company when the program is initiated, and where the issuer or the fund management company specifies the individual characteristics and particulars of each issue;

67. ‘issuer’ shall mean legal persons and business association lacking the legal status of a legal person which are committed to perform the obligations embodied in securities in their own names;

68. ‘outsourcing’ shall mean an arrangement of any form between an exchange market, a clearing house, central depository, or a central counterparty and a third party (outsourcing service provider) by which that service provider performs a process, a service or an activity which would otherwise be undertaken by the exchange market, the clearing house, central depository, or the central counterparty itself;

69. ‘small and medium-sized enterprises’ shall mean companies, which, according to their last annual or consolidated accounts, meet at least two of the following three criteria:

a) the average number of employees during the financial year is less than two hundred and fifty,

b) the balance sheet total shall not exceed forty-three million euro or its equivalent in forints translated according to the official MNB exchange rate in effect on the accounting date,

c) the annual net turnover shall not exceed fifty million euro or its equivalent in forints translated according to the official MNB exchange rate in effect on the accounting date;

70. ‘clearing’ shall mean the procedure that includes the processing, matching and confirmation of payment orders and orders for the settlement of money and financial market transactions and transfers - not including the clearing transactions governed under the CIFE, and the creation of the underlying final position of settlement prior to actual performance (gross or net);

71. ‘venture capital fund’ shall mean a body of assets vested with legal personality and created and operated for the private placing of venture capital certificates, that is managed by a venture capital fund management company on behalf and for the benefit of the investors;

72. ‘venture capital fund management company’ shall mean a limited company or branch licensed to engage in venture capital fund management activities;

73. ‘venture capital fund management activities’ shall mean the operation of a venture capital fund by the venture capital fund management company in accordance with predetermined investment principles, and the management and investment of the venture capital fund’s assets by decision of the venture capital fund management company consistent with the said predetermined investment principles as laid down in the venture capital fund’s management protocol;

74. ‘venture capital certificate’ shall mean transferable securities issued as part of a series in the name of a venture capital fund (for it and on its behalf) - subject to the form and content requirements laid down in this Act - that carry financial and certain other rights;

75. ‘consolidated annual report’ shall have the meaning defined in the Accounting Act;

76. ‘collective investment instruments’ shall mean:

a) investment units, and

b) bearer or registered instruments underlying participation in a foreign institution whose objective - as stipulated in its articles of association - is to invest in securities and other instruments and which operate on the principle of risk spreading;

77. ‘collective investment trust’ shall have the meaning defined in the IRA;

78. ‘close relative’ shall mean the persons defined in the Civil Code, including domestic partners;

79. ‘central register of securities’ shall mean a register maintained by the central depository containing the particulars of securities issued domestically in a retrievable set of records;

80. ‘central securities account’ shall mean a register maintained by the central depository containing records of dematerialized securities broken down by series;

81. ‘central credit information system’ shall have the meaning defined in the CIFE;

82. ‘central counterparty’ shall mean a business association entitled to undertake commitments in connection with contracts traded within one or more financial markets, in regulated markets as specified by law, and in connection with over-the-counter transactions;

83. ‘central counterparty activities’ shall mean the commitments of clearing houses and central counterparties made in connection with contracts traded within one or more financial markets and in connection with over-the-counter transactions;

84. ‘indirect holding and indirect control’ shall mean when shares in the capital or the voting rights of a company are controlled through the shares or voting rights held by another company in that company (hereinafter referred to as ‘intermediary company’). The extent of indirect holding and indirect control shall be determined by multiplying the share or voting right held in the intermediary company by the share or voting right - whichever is greater - held by the intermediary company in the offeree company. If the share or voting right in the intermediary company is higher than fifty per cent, it shall be treated as a whole;

85. ‘direct investment recommendation’ shall mean an investment recommendation offering an express suggestion for the purchase, sale or investment in financial instruments or exchange-traded instruments, or to make an investment decision of the like;

86. ‘non-resident investment firm’ shall mean a foreign-registered company that is licensed under the laws of the country where established to engage in activities which are compatible with the investment service activities and ancillary services defined in Section 5 of the IRA;

87. ‘subsidiary’ shall mean any company over which another company effectively exercises a dominant influence. All subsidiaries of subsidiary companies shall be considered subsidiaries of the parent company;

88. ‘custodianship’ shall have the meaning defined in the IRA;

89. ‘safe custody services’ shall have the meaning defined in the IRA;

90. ‘liquid assets’ shall mean cash, repurchase agreement with a credit institution for government securities that can be terminated on demand and without restrictions, transferable government securities that can be converted to cash on demand and without restrictions, and any bank deposit that can be terminated on demand and without restrictions;

91. ‘secondary security’ shall mean a transferable security issued as part of a series by a custodian to the owner (ultimate beneficiary) of the secondary security, by which to exercise control over the principal security or the rights afforded by the securities;

92. ‘qualified investor’ shall mean:

a) legal entities which are authorized or regulated to operate in the financial markets by the competent supervisory authority of the Member State where registered, including: credit institutions, financial enterprises, investment firms, insurance companies, investment funds, investment fund management companies, voluntary mutual insurance funds, private pension funds, commodity dealers, as well as all other legal persons whose corporate purpose is solely to invest in securities or other financial instruments,

b) national and regional governments, central banks, international and supranational financial institutions,

c) economic operators other than small and medium-sized enterprises,

d) any natural person so authorized by the Authority or the competent supervisory authority of the Member State where the natural person is a resident, upon the request by the natural person in question, provided that said natural person is listed in the register maintained by the competent supervisory authority of the Member State of domicile,

e) any small and medium-sized enterprise so authorized by the Authority or the competent supervisory authority of the Member State where the small and medium-sized enterprise is a resident, upon the request by the small and medium-sized enterprises in question, provided that it is listed in the register maintained by the competent supervisory authority of the home Member State;

93. ‘net asset value’ shall mean the value of the assets in the portfolio of the investment fund - including the receivables from lending arrangements − less the total of liabilities charged to the portfolio, including accrued expenses and deferred income;

94. ‘offer of securities to the public’ shall mean a communication to any and all investors concerning securities, presenting sufficient information on the terms of the offer and the securities to be offered, so as to enable an investor to decide to purchase or subscribe to these securities;

95. ‘public offering’ shall mean when securities are offered to any investors by means other than private offering;

96. ‘takeover bid (bid)’ shall mean a public offer (other than by the offeree company itself) made to the holders of the securities of a company to acquire all or some of those securities, which follows or has as its objective the acquisition of control of the offeree company, or to increase its existing influence;

97. ‘data subject’ shall have the meaning defined in the CIFE;

98. ‘free delivery’ shall mean a transaction of transferable securities where the delivery of the securities and the remittance (transfer) of payment is accomplished at different times;

99. ‘open-ended investment fund’ shall mean an investment fund engaged in the trading of redeemable investment units on a regular basis;

100. ‘persons acting in concert’ shall mean natural or legal persons, or business association lacking the legal status of a legal person who cooperate on the basis of an agreement aimed either at the acquisition of a participating interest in the capital of the offeree company or acquiring control of the offeree company or at frustrating the successful outcome of a bid;

101. ‘money market instruments’ shall mean instruments issued as a series, which are liquid and normally dealt in on the money market;

102. ‘financial sector’ shall mean the banking sector, the investment services sector, the insurance services sector, and mixed financial holding companies;

103. ‘financial instruments’ shall have the meaning defined in the IRA;

104. ‘financial holding company’ shall have the meaning defined in the CIFE;

105. ‘portfolio’ shall mean the collection of instruments entrusted to an institution that offers portfolio management, or the collection of instruments comprising various investments selected by those managing the portfolio;

106. ‘portfolio management’ shall have the meaning defined in the IRA;

107. ‘position netting’ shall mean the conversion of a spot foreign exchange or securities transaction, a derivative, repurchase agreement or reverse repurchase agreement, or the conversion of liabilities and receivables from securities lending and/or borrowing, from any other arrangement concerning collateral security or some other financial transaction as a single net liability or receivable by any offsetting method recognized in the market of the financial instrument in question, executed under agreement by the parties in the event of non-performance of the contract or upon the occurrence of any event stipulated by the parties serving grounds for termination, in consequence of which the liability or receivable shall represent only the resulting net amount;

108. ‘reference data’ shall have the meaning defined in the CIFE;

109. ‘reference data provider’ shall mean a body licensed to engage in investment lending operations, and/or in securities lending and securities borrowing operations (investment firm, investment fund, investment fund management company, body providing clearing or settlement services, central depository, financial institution, voluntary mutual insurance fund, private pension fund, insurance company);

110. ‘repurchase agreement’ and ‘reverse repurchase agreement’ shall mean any agreement for the transfer of securities or commodities or guaranteed rights relating to title - to securities or commodities where that guarantee is issued by a recognized exchange which holds the rights to the securities or commodities - and the agreement does not allow the seller to transfer or pledge a particular security or commodity to more than one counterparty at one time, or for another transaction. The agreement also contains a commitment of the seller to repurchase and a commitment of the buyer to resell the securities in question at a specified price on a future date specified, or to be specified, by the transferor. The agreement between the parties may also contain a clause that the securities or commodities to which the agreement pertains and that are pledged in collateral may be substituted by securities or commodities of the same description. Such transaction shall be regarded as a repurchase agreement for the person selling the securities or commodities and a reverse repurchase agreement for the person buying them;

111. ‘participation’ shall have the meaning defined in the CIFE;

112. ‘short position’ shall mean all positions where any decrease in the price of the underlying instrument results in future gains in terms of value;

113. ‘securities issued as part of a series’ shall mean, unless otherwise prescribed by law, securities representing the rights and obligations arising from the underlying relationship divided into a number of identical parts (face value) of equal value;

114. ‘regulated market’ shall mean the exchange market or another regulated market of any Member State of the European Union that satisfies the following criteria:

a) functions as a multilateral system operated and/or managed by a market operator,

b) brings together or facilitates the bringing together of multiple third-party buying and selling interests in financial instruments - in the system and in accordance with its non-discretionary rules - in a way that results in a contract,

c) authorized by the competent supervisory authority of the country where registered,

d) functions regularly and operates at specific hours,

e) must be included in the lists of regulated markets available on the official website of the European Commission;

115. ‘regulated entity’ shall mean a credit institution, an investment firm or an insurance company;

116. ‘regulated information’ shall mean a summary report, and all information which are to be supplied under regular and extraordinary disclosure requirements, and those relating to any acquisition of participating interest and inside information;

117. ‘derivative instrument’ shall mean an instrument whose value depends on the value of the underlying financial instrument, foreign exchange, commodity or reference rate (reference product) and which may itself be traded;

118. ‘close link’ shall have the meaning defined in the CIFE;

119. ‘shares giving a right to participate in company capital’ shall mean all certificates carrying voting rights, right to the company’s profits and certain specific other rights in exchange for a specific amount of money or in exchange for in-kind assets whose value is expressed as a specific sum of money;

120. ‘settlement’ shall mean an act to eliminate an existing balance of payments (position) among clients of bodies providing clearing and settlement services, clients of the central depository, and among clients of central counterparties or - in the context of transactions concluded under commitment of the central counterparty - among the clients of the body acting as the central counterparty and the body acting as the central counterparty; settlement also refers to the transfer (delivery) of assets to discharge existing claims between clients;

121. ‘approved instruments’ shall mean the instruments admitted for trading on the exchange market under the rules laid down in its internal regulations and under equal conditions;

122. ‘stock exchange’ shall mean a venue where exchange-traded instruments are bought and sold under fixed rules to improve the efficiency of the movement and evaluation of capital, to spreading the risks related to prices and other factors, and promoting the free development of prices;

123. ‘stock exchange information’ shall mean the offers made by exchange dealers on exchange-traded instruments and sorted by the trading system, also information related to prices and rates on completed transactions and reference indices calculated and published by the exchange management;

124. ‘listed securities’ shall mean securities admitted to the official stock exchange listing;

125. ‘exchange dealer’ shall mean a person licensed to engage in trading in a stock exchange;

126. ‘exchange-traded instrument’ shall mean financial instruments and commodities traded on the stock exchange;

127. ‘identification procedure’ shall mean a procedure conducted by the central depository, with operators of securities accounts participating, aiming to establish the identity of holders of dematerialized securities;

128. ‘client’ shall mean a person who engages in any of the services governed under this Act;

129. ‘group of connected clients’ shall have the meaning defined in the CIFE;

130. ‘client account’ shall mean an account operated by an investment firm, credit institution or commodity dealer on behalf of a client, containing the financial assets of the client;

131. ‘company’ shall mean a legal entity or business association lacking the legal status of a legal person, branch or private entrepreneur engaged in for-profit business activities. When in doubt, it is to be presumed for such operating as a company;

132. ‘mixed financial holding company’ shall mean a parent company, other than a regulated entity, which together with its subsidiaries, at least one of which is a regulated entity that has its head office in any Member State of the European Union, and other entities, constitutes a financial conglomerate;

133. ‘mixed-activity holding company’ shall mean a parent company other than a credit institution, investment firm, a financial holding company or a mixed financial holding company, the subsidiaries of which include at least one investment firm;

134. ‘executive employee’ shall mean:

a) the executive officers and supervisory board members of a company,

b) in the case of branches, the person appointed by the foreign-registered company to lead the branch, and his deputy, and

c) any person so designated in the company’s articles of association, charter document, memorandum of association, or organizational and operational procedures;

135. ‘closed-ended investment fund’ shall mean an investment fund engaged in the issuing and trading of non-redeemable investment units, with the exception of maturity.

136. ‘controlled company’ shall mean any company

a) in which a person has a majority of the voting rights;

b) of which a single shareholder has the right to appoint or remove a majority of the company’s decision-making, management or supervisory body;

c) of which a person alone controls a majority of the voting rights pursuant to an agreement entered into with other shareholders or members of the company in question; or

d) over which a person has the power to exercise, or actually exercises, dominant influence or control as stipulated in its charter document or under an agreement.

137. ‘trading day’ shall mean any working day, except for those that the regulated market has declared a non-trading day in advance;

138. ‘transfer of listed securities between trading venues’ shall mean the operation when securities that have been admitted to trading on a stock exchange are excluded from that official stock exchange listing and transferred to another trading venue, or admitted to trading in another stock exchange at the same time,

139. ‘delisting’ shall mean the practice of removing exchange-traded instruments from the stock exchange, provided that they are not traded elsewhere.

(2) For the purposes of this Act:

1. ‘OECD’ shall mean the Organization for Economic Cooperation and Development;

2. ‘ÁKK Zrt.’ shall mean the Államadósság Kezelő Központ Zártkörűen Működő Részvénytársaság (Government Debt Management Company);

3. ‘MNB’ shall mean the Magyar Nemzeti Bank (National Bank of Hungary);

4. ‘Authority’ shall mean the Pénzügyi Szervezetek Állami Felügyelete (Hungarian Financial Supervisory Authority);

5. ‘credit institution, bank, specialized credit institution, cooperative credit institution, financial institution’ shall have the meaning defined in the CIFE;

6. ‘branch’ shall have the meaning defined in the FCA and in the CRA;

7. ‘foreign company’ shall have the meaning defined in the FCA;

8. ‘IOSCO’ shall mean the International Organization of Securities Commissions (Értékpapír Felügyeletek Nemzetközi Szervezete).

(3) For the purposes of this Act and other legal regulations implemented by authorization of this Act, the terms “European Union”, “Member States of the European Union” and “Member State” shall be understood as the European Economic Area and States who are parties to the Agreement on the European Economic Area.

PART TWO
FORMS OF ISSUE AND MARKETING OF SECURITIES
Chapter III
FORMS OF ISSUE OF SECURITIES
General Provisions
Section 6

(1) Securities may be issued to represent a share or other interest in property of the issuer evidenced by printed certificate, or in the form of dematerialized securities.

(2) Securities issued as part of a series may be issued only in a registered form.

(3) Only registered and, with the exception of government securities, dematerialized securities may be offered to the public.

(4) All securities issued as part of a series must be of the same class and of the same face value.

(5) No certificate may be printed subsequently for dematerialized securities, nor in connection with securities that were dematerialized.

Issue of Dematerialized Securities
Section 7

(1) Any printed presentation of dematerialized securities must clearly indicate that it is not a financial instrument.

(2) The issuer of dematerialized securities shall attach a single written document - that is not treated as a financial instrument - with each security, that is to contain:

a) all material particulars of the security as is prescribed by law, with the exception of the name of its holder;

b) the instruction for issue;

c) the aggregate face value of the entire series in issue;

d) the number and face value of the securities issued; and

e) the authorized signature of the issuer, or the signatures of two board members of the issuing corporation in respect of shares.

(3) Dematerialized securities are registered instruments with no serial number, where the name and other identification information of the holder is contained in the securities account.

Section 8

(1) If the data specified in Paragraphs c) and d) of Subsection (2) of Section 7 is altered in consequence of the issuer’s decision to issue additional securities within the same series, the original written instrument is to be retired and a new one shall be issued.

(2) If issue is accomplished through subscription, the issuer is to provide the document specified in Subsection (2) of Section 7 on the day immediately following the date of closing the subscription. If allocation is introduced after the closing of the subscription procedure, the document shall be provided on the day immediately following the date of closing the allocation. In the event of any other form of marketing, the document is to be issued immediately following the day when the quantity of securities in issue is finalized.

(3) When issue is accomplished without a subscription procedure, meaning the issued instruments are sold directly to investors, the issuer shall specify the upper limit for the aggregate value of securities in issue and shall furnish the written instrument specified in Subsection (2) of Section 7 on the business day preceding the initial date of sale, and shall register any changes in the quantity of securities sold in a new written instrument submitted daily to the central depository.

Section 9

(1) The issuer shall deposit the document specified in Subsection (2) of Section 7 in the central depository, and at the same time shall order the central depository to produce the security to which it pertains.

(2) In respect of the issue of dematerialized securities, upon commencement of the holder’s entitlement to receive the security, the issuer shall forthwith inform the central depository based on the outcome of the allocation procedure and shall communicate the name of the securities intermediary maintaining the securities accounts of the holder, along with the number of securities to be credited under the central securities account. By instruction of the issuer the central depository shall open the central securities account as consistent with the written instruments specified in Subsection (2) of Section 7 and with the issuer’s notice by crediting the corresponding securities.

(3) The securities intermediary - upon receipt of notice from the central depository on the opening of the central securities account - shall credit securities with the same transaction date to the securities account he maintains, and shall notify the account holder accordingly. The transaction date on new issues of dematerialized securities may not be retroactive.

(4) It is the central depository’s responsibility to ensure that the quantity of securities issued in the same series corresponds with the quantity shown under the central securities accounts at any given time. If the quantity of securities registered in the central securities accounts differs from the quantity issued as part of a series, the central depository shall promptly investigate the reason and shall take measures to eliminate the discrepancy.

Conversion of Securities
Section 10

(1) If an issuer converts printed securities into dematerialized securities, the holders of such securities shall be notified to surrender their securities; notification shall be made within thirty days of the date on which the decision is made by way of the means specified under Subsection (4) of Section 34 as well as in the Cégközlöny (Companies Gazette) if the conversion pertains to shares.

(2) The notification shall specify the venue where the said securities are to be surrendered, as well as the date of commencement and the length of the conversion procedure, which may not be less than sixty days. However, if all the securities have been surrendered the procedure may be ended before the sixtieth day.

(3) When surrendering securities the holder must specify the investment firm or credit institution contracted to maintain his securities account. Failure to provide the name of such investment firm or credit institution shall be treated as failure to surrender.

(4) The surrendering of securities shall be administered by a custodian. The securities deposited in the central depository at the time the conversion takes place shall be regarded as surrendered, provided the holder has a securities account.

Section 11

(1) The operative date of conversion shall be the business day immediately following the last day specified by which to surrender the securities. On this day the issuer shall issue the document specified in Subsection (2) of Section 7.

(2) The custodian shall record the securities received in securities deposit accounts until the time of conversion. On the day of conversion, the central depository shall credit the holder’s central securities account with a quantity of dematerialized securities that is the same as the printed securities certificates received. Next, the securities intermediary shall promptly record the said amount of dematerialized securities in the holder’s securities account.

(3) Effective as of the day of conversion, the central depository shall record any securities that are part of the converted series and for which the corresponding printed securities were not surrendered in the issuer’s securities account; title of ownership of such securities recorded in the account shall be held by the last owner of the printed securities, also taking into account the provisions of Subsection (2) of Section 12.

(4) With regard to securities placed in a blocked account, the securities intermediary is to ensure that the received dematerialized securities are placed in a blocked account under the same terms and conditions and in continuation of the previous account.

Section 12

(1) Effective as of the time of conversion, the issuer shall retire the converted securities series and register them as dematerialized securities. The serial numbers of the securities certificates that were not surrendered for conversion are to be registered. Concerning the conversion of debt securities and investment units, the holder of such printed securities - upon surrendering them and upon specifying the name of the investment firm or credit institution keeping his securities account - may request that the dematerialized securities be credited to his securities account until the maturity of the securities and/or until the termination of the investment fund that issued the investment units. In respect of shares and other equity securities, the issuer shall sell such converted securities within six months of the date of conversion through an investment firm or a credit institution. The issuer shall publish the rules of the sales procedure in the notification on conversion. If the sales procedure fails, the issuer shall decrease the share capital at the first general meeting held after the deadline for sale has expired.

(2) Retired securities cannot be negotiated. However, the holder of such securities may demand his certificates be replaced by dematerialized securities, or if the sales procedure has been completed, or following the maturity period of debt securities or the termination of the investment fund if it concerns investment units, the holder may demand the price of the dematerialized securities if sold, or the redemption price due upon maturity. The issuer shall keep the price received for the securities or the redemption price due upon maturity in a deposit account opened at a credit institution until claimed by the rightful owner. Any holder of securities who did not surrender the certificates in due time shall be liable to cover the costs incurred up to the time at which the securities are redeemed. Concerning the term of limitation, any arising money claim shall be treated as would a claim for surrendering the security that it replaces.

Chapter IV
OFFERING OF SECURITIES AND THEIR ADMISSION TO TRADING ON A REGULATED MARKET
Section 13

(1) For the application of the provisions of this Chapter:

a) ‘equity securities’ shall mean shares and other transferable securities equivalent to shares in companies, as well as any other type of transferable securities giving the right to acquire any of the aforementioned securities as a consequence of their being converted or the rights conferred by them being exercised, provided that securities of the latter type are issued by the issuer of the underlying shares or by an entity belonging to the group of the said issuer;

b) all types of securities, other than those defined in Paragraph a), shall be governed by the provisions relating to debt securities.

(2) The provisions contained in this Chapter and in Section 52/A - with the exception of those contained in Sections 44-46 - shall apply in conjunction with Commission Regulation (EC) No. 809/2004.

Section 14

(1) It shall be construed as a private offering (hereinafter referred to as “private offering”) when:

a) securities are offered only to qualified investors;

b) securities are offered to less than one hundred persons in each Member State, and if these persons are not considered as qualified investors;

c) securities are offered to investors, each purchasing for at least fifty thousand euro, or its equivalent in any other currency, from the securities offered;

d) the face value of the securities offered is at least fifty thousand euro, or its equivalent in any other currency; or

e) the par value of all securities offered shall not exceed one hundred thousand euro, or its equivalent in any other currency, within twelve months from the date of announcement of the offer;

f) a limited company is created by the transformation of a cooperative society and its shares are offered only to the members and shareholders of the predecessor.

(2) In the case of privately offered securities, they shall be considered as placed privately, where:

a) an issuer issues substitute securities of the same class and type as the securities it has issued previously, and these new substituted securities will not result, as a consequence, in the increase of the issued equity capital;

b) when equity securities are offered in payment for acquiring any participating interests in a limited company within the framework of a public takeover bid;

c) when equity securities are offered for payment underlying the merger of companies;

d) when a limited company provides shares to its shareholders free of charge from its assets other than from the share capital, or provides securities in payment of dividend of the same class and type as the ones upon which the dividend is paid;

e) when the issuer or its affiliated company offers, sells or provides securities to their employees, executive officers, supervisory board members, or to their former employees, executive officers, or supervisory board members, provided that the issuer already has other securities admitted for trading on a regulated market.

(3) The sums referred to in Subsection (1) shall be translated by the official MNB exchange rate in effect on the day when the decision for offering has been adopted.

(4)

Section 15

The private offering of debt securities must take place through an investment firm or credit institution authorized to engage in providing the services specified in Paragraph f) and g) of Subsection (1) of Section 5 of the IRA (for the purposes of this Chapter hereinafter referred to as “investment service provider”), with the exception if:

a) a credit institution or investment firm offers its self-issued securities, or if government securities are offered by the issuer himself;

b) a non-resident credit institution or a non-resident investment firm offers its self-issued securities by way of its branch.

Section 16

In connection with the private offering of securities the issuer or the dealer must ensure that information shall be provided to all investors to enable them to make an informed assessment of the market position, the assets and liabilities, financial position, profit and losses, the legal status and of any foreseeable future developments and the prospects of the issuer and of the rights attached to such securities, including the information that may have surfaced during private discussion with the investors.

Section 17

(1) The issuer shall notify the Authority concerning the private offering of securities within fifteen days following the conclusion of the procedure.

(2) Where any securities have been offered by ways other than public offering, the Authority may request the issuer or the offeror to supply additional information to determine as to whether the offering should be considered a private offering in accordance with what is contained in Section 14.

(3) Any contract for the purchase of securities shall be null and void if the securities were offered by ways other than public offering, and it fails to conform to the conditions prescribed for private offering. The issuer and the dealer shall be subject to joint and several liability for any damages caused to investors.

Section 18

All written correspondence created in connection with the private offering of securities must clearly indicate that they are offered privately.

Section 19

(1) Natural persons and small and medium-sized enterprises may submit an application to the Authority to be considered as qualified investors within the meaning of Section 14. The Authority shall admit these applicants to the register of qualified investors for a period of one year.

(2) A natural person may be considered a qualified investor and admitted into the Authority’s register if a Hungarian citizen or if having resided in Hungary for at least one year, and if this person meets at least two of the criteria set out in Paragraphs a)-c) below:

a) the investor has carried out transactions, worth at least fifty thousand euro each or its equivalent in another currency as translated by the official MNB exchange rate in effect on the day of transaction, on securities markets at an average frequency of, at least, ten per quarter over the previous four quarters;

b) the size of the investor’s securities portfolio exceeds five hundred thousand euro or its equivalent in another currency as translated by the official MNB exchange rate;

c) the investor works or has worked for at least one year in the financial sector in a professional position at any of the legal persons referred to in Paragraph a) of Point 92 of Subsection (1) of Section 5 which requires knowledge of securities investment.

(3) The Authority shall make available the register of qualified investors to issuers upon request.

(4) Any person listed in the register of qualified investors may request at any time to be removed from the register.

(5) The Authority shall implement any changes in the register by preserving the previous status quo.

Public Offering of Securities
Section 20

(1) Any marketing of securities by ways other than private offering shall be subject to the regulations on public offering.

(2) As regards the offering of privately issued securities for sale to the general public, and the admission of such securities to trading on a regulated market the provisions on the public offering of securities shall be observed.

(3) The public offering of the shares of a private limited company, or their admission to trading on a regulated market shall be subject to the decision of the general meeting concerning the amendment of the charter document.

(4) Following the offering of privately issued securities for sale to the general public, or the admission of such securities to trading on a regulated market, such subscribed capital shall be treated as publicly offered securities.

(5) The provisions on the public offering of securities shall apply to the public offering in the domestic market of securities issued by a non-resident issuer abroad, and to the admission of such securities to trading on a regulated market, following which they shall be treated as publicly offered securities.

Section 21

(1) Unless otherwise prescribed in this Act, the issuer, the offeror or the person requesting admission to trading on a regulated market shall publish an issue prospectus (hereinafter referred to as “prospectus”) in connection with the public offering of securities or their admission to trading on a regulated market and a notice referred to in Article 31 of Commission Regulation (EC) No. 809/2004 (hereinafter referred to as “notice”).

(2) A prospectus or a notice is not required:

a) in connection with the offering of money market instruments with an original maturity of less than twelve months;

b) in connection with the offering of investment units of an open-ended investment fund;

c) in connection with the admission to trading on a regulated market of the following types of securities:

ca) shares representing, over a period of twelve months, less than two and half million euro, or its equivalent in another currency, in total issue value, and

cb) shares of the same class already admitted to trading on the same regulated market;

d) in the case referred to in Section 22.

(3) In the cases defined in Subsection (2), the issuer shall inform the Authority concerning the placement of securities within fifteen days following the conclusion of the procedure. The Authority shall have powers to check the procedure to determine as to whether it was conducted in compliance with Subsection (2).

(4) A notice shall not be published in connection with the public offering of securities on the basis of a prospectus or a base prospectus authorized by the competent supervisory authority of any Member State, and if publication of a notice is not mandatory in this Member State.

Section 22

(1) A prospectus and notice shall not be published in connection with the public offering of securities where:

a) an issuer issues substitute shares of the same class and type as the shares it has issued previously, and these new substituted shares will not result, as a consequence, in the increase of the issued equity capital;

b) securities are offered in payment for acquiring any participating interests in a limited company in connection with a takeover, and the requirements set out in Subsection (2) are satisfied as pertaining to the securities;

c) securities are offered for payment underlying the merger of companies, and the requirements set out in Subsection (2) are satisfied as pertaining to the securities;

d) shares are offered free of charge to existing shareholders, and dividends paid out in the form of shares of the same class as the shares in respect of which such dividends are paid;

e) the issuer or its affiliated company sells or provides securities to their employees, executive officers, supervisory board members, or to their former employees, executive officers, or supervisory board members, provided that

ea) the issuer already has other securities admitted for trading on a regulated market, and

eb) information concerning the number and type of securities and the reasons and circumstances in which such securities have been sold or provided are available.

(2) In the cases described in Paragraphs b)-c) of Subsection (1) above, a prospectus or public notice is not required if a document containing information relating to the offered securities or the issuer of such securities that is deemed equivalent by the Authority with those contained in the prospectus, has already been made available to the investors concerned.

(3) In the cases described in Paragraphs d)-e) of Subsection (1) above, the issuer shall disclose to the Authority and make available to the investors affected information concerning the number and type of securities and the reasons and circumstances in which such securities are to be sold or provided.

(4) A prospectus is not required for the admission of securities to trading on a regulated market:

a) where securities of the same class and type have already been admitted to trading in the same regulated market, and within twelve months the quantity of securities to be admitted shall not exceed ten per cent of the quantity of securities previously admitted to the regulated market;

b) where securities issued to substitute securities of the same class and type have already been admitted to trading in the same regulated market, and if these substituted securities will not result, as a consequence, in the increase of the issued equity capital;

c) where securities are offered in payment for acquiring any participating interests in a limited company in connection with a takeover, and the requirements set out in Subsection (5) are satisfied as pertaining to the securities;

d) where securities are offered for payment underlying the merger of companies, and the requirements set out in Subsection (5) are satisfied as pertaining to the securities;

e) where shares are offered free of charge to existing shareholders, and dividends paid out in the form of shares of the same class as the shares in respect of which such dividends are paid, provided that these securities have already been admitted to trading in the same regulated market;

f) where the issuer or its affiliated company sells or provides securities to the employees, executive officers, supervisory board members of the issuer or its affiliated company, or their former employees, executive officers, supervisory board members, provided that securities of the same class have already been admitted to trading in the same regulated market;

g) in connection with the admission of shares derived from the conversion of certain securities, or from the exercise of rights afforded by such securities, provided that securities of the same type or class have already been admitted to trading in the same regulated market;

h) relating to securities have already been admitted to trading in another regulated market, provided:

1. that these securities or securities of the same series have been admitted to trading in another regulated market at least eighteen months previously,

2. that a prospectus has already been published in accordance with the laws of another Member State,

3. that the requirements for keeping the securities in circulation are duly satisfied,

4. that the person applying for admission to trading on a regulated market publishes an executive summary referred to in Subsection (1) of Section 27 in Hungarian, by way of the means specified in Section 34. The executive summary shall contain an indication of the venue where the last issue prospectus and the most recent financial information published under the obligation of regular disclosure is made available to the investors for review.

(5) In the cases described in Paragraphs c)-d) of Subsection (4) of this Section, a prospectus is not required if a document containing information relating to the offered securities or the issuer of such securities that is deemed equivalent by the Authority with those contained in the prospectus, has already been made available to the investors concerned.

(6) In the cases described in Paragraphs e)-h) of Subsection (4) above, the issuer or the person applying for admission to trading on a regulated market shall disclose to the Authority and make available to the investors affected information concerning the type and quantity of the securities to be issued, and the reasons and circumstances in which such securities are to be offered.

(7) The Authority shall open proceedings to adopt a decision within fifteen days as to whether the information contained in the document referred to in Subsections (2) and (5) is considered equivalent with those contained in the prospectus. If the Authority fails to adopt a decision within fifteen days, or fails to request additional information, the information contained in the said document shall be construed as equivalent with the information contained in the prospectus.

Section 23

(1) The issuer or the offeror shall contract the services of an investment service provider for the organization and conduct of the procedure for the public offering of securities, unless:

a) the public offering takes place by admission to trading on a regulated market;

b) government securities are offered by the issuer himself;

c) a credit institution or investment firm offers to issue its own securities; or

d) a non-resident credit institution or a non-resident investment firm offers its self-issued securities by way of its branch.

(2) Debt securities may also be offered to the public within the framework of an issue program. An issue program may be devised to offer various types of debt securities using various types of placement methods.

Section 24

(1) An investment service provider or a central depository that is authorized to undertake subscription guarantees and to provide safe custody services for securities, or to provide securities account management services may issue secondary securities - under an agreement with the issuer - on the securities in their possession, and when so instructed by the owners of the securities that were issued as part of a series.

(2) Secondary securities shall contain:

a) the name of the issuer;

b) all components of the underlying principal securities;

c) the securities code of the secondary securities;

d) the place and date of issue of the secondary securities;

e) the aggregate face value of the entire series in placement;

f) the quantity of securities in placement; and

g) the signature of the issuer of printed securities.

(3) During the life of secondary securities no rights may be exercised through the underlying principal securities.

Section 25

(1) The subscription of securities, including the purchase contract, that were offered - subject to the exception set out in Section 21 - in the absence of a prospectus approved by the Authority and without having published a public notice, and - with the exception laid down under Subsection (1) of Section 23 - without the involvement of an investment service provider, shall be null and void. Furthermore, the subscription of securities, including the purchase contract, shall be null and void where the shares of a private limited company are offered publicly or presented for admission to trading on a regulated market in the absence of a decision by the general meeting for the company’s transformation.

(2) In the case specified in Subsection (1), the issuer and the offeror, or the person requesting admission of the securities to trading on a regulated market and the dealer shall be subject to joint and several liability for any and all damages sustained by the investors.

Section 26

(1) The prospectus shall contain all information which is necessary to enable investors to make an informed assessment of the market position, the assets and liabilities, financial position, profit and losses, the legal status and of any foreseeable future developments and the prospects of the issuer and of any guarantor, and of the rights attached to such securities.

(2) All data, information, statements and analysis contained in a prospectus for public offering, or in a notice published in relation to such a prospectus or the securities to which it pertains, must be true and correct, and shall be sufficient to achieve the objective defined in Subsection (1) above.

(3) The prospectus or the public notice must not contain any misleading information, nor any statement and/or analysis likely to draw a misconclusion, and must not conceal any fact that might jeopardize the objective described in Subsection (1).

(4) Each prospectus shall consist of a registration document, a securities list and the executive summary. The prospectus may also be prepared in a single consolidated document (consolidated prospectus).

(5) It is not necessary to include an executive summary in a prospectus that is made in connection with the admission of debt securities to trading on a regulated market where the nominal value of these securities is at least fifty thousand euro, or its equivalent in any other currency translated by the official MNB exchange rate in effect on the day of placement, not including when the securities are planned for admission to trading on a regulated market in Hungary as well and the prospectus is prepared in a language other than Hungarian.

Section 27

(1) The executive summary shall contain concise information in a clear and understandable fashion, in the original language of the prospectus, concerning the issuer or the person who has provided guarantees for the commitments embodied in securities, and concerning the key characteristics and main risks of the securities. The executive summary shall also contain an indication:

a) that the executive summary is the introductory part of the prospectus;

b) that investment decisions should be made in full knowledge of the prospectus;

c) if any action is filed in connection with the information contained in the prospectus, national laws of the Member State may require that the plaintiff bears the costs of the translation of the prospectus before the judicial proceedings; and

d) that the person undertaking responsibility for the contents of the executive summary, or the person translating the executive summary shall be subject to liability for damages sustained by the investor, if the executive summary is misleading or inaccurate, or if it is not in harmony with other segments of the prospectus.

(2) If the quantity or the final offer price of the securities offered cannot be disclosed in the prospectus, then:

a) the maximum price of the securities must be indicated along with the criteria or conditions, based upon which the quantity or final offer price of the securities offered is determined; or

b) the investor shall be given the opportunity to withdraw his offer for the purchase of securities within two working days following disclosure of the final offer price or the quantity of securities offered.

(3) The final offer price of the securities or the quantity of securities offered must be made available to the public by way of the means specified in Subsection (3) of Section 34, of which the Authority shall be informed without delay.

(4) In connection with the public offering of debt securities, including option warrants, within the framework of an issue program, or the placement of mortgage bonds by way of progressive issue, also if the issuer intends to offer mortgage bonds of the same type and class at least twice within a twelve-month period, a base prospectus may be prepared in place of the prospectus specified in Section 26.

(5) The base prospectus shall contain all information for the issue program on the whole, for the entirety of all placements made by way of progressive issue, and that pertains to all offers proposed to be made within a twelve-month period in a single document.

(6) As regards the various segments of an issue program conducted under a base prospectus, the issuer shall submit a list containing the final conditions for offering (such as the aggregate face value of the issue, the maturity of securities, redemption date, yield and any other proceeds, the type and the venue of placing, and the code of new securities issued as part of a series) to the Authority before the initial date of listing, and shall make the listing particulars available to the public.

(7) The Authority may authorize to leave out certain information from the prospectus, if:

a) publishing the information in question is against public interest;

b) publishing the information in question is likely to cause serious harm to the issuer and leaving it out is not misleading in terms of the assessment of the issuer, the offeror or the person who has provided guarantees for the commitments embodied in securities, or for the assessment of the rights afforded by such securities;

c) the information is insignificant for the purposes of offering and it has no bearing concerning the assessment of the financial position of the issuer or the person who has provided guarantees for the commitments embodied in securities.

(8) Where information that is prescribed mandatory by law cannot be construed with respect to the issuer’s scope of activities or the securities, the prospectus shall contain information that is similar and is able to reflect special characteristics of the issuer or the securities.

Section 28

(1) The prospectus may contain the necessary information by way of reference. Reference may only be made to documents that have been approved by or notified to the Authority, and that have been published previously or simultaneously with the prospectus. Where any part of the information is incorporated in the prospectus by reference, a cross-reference list must be provided in order to enable investors to clearly identify specific items of information.

(2) The executive summary shall not incorporate information by reference.

Section 29

(1) The issuer and the dealer in securities (or the dealer acting as the syndicate leader where applicable), the person who has provided guarantees for the commitments embodied in securities, the offeror or the person requesting admission of the securities for trading on a regulated market, shall be subject to liability for any and all damage caused to an investor by supplying misleading information or by concealing material information in connection with the offering of securities. The prospectus shall contain specific information concerning the person who/that is held liable for the contents of the prospectus or any part of it, including the name and address of this person and his role in the offering procedure. The liability of any person shall cover all information contained in the prospectus, as well as the lack of any necessary information.

(2) A signed declaration of liability shall be annexed to the prospectus by all persons held liable under Subsection (1) of this Section. The declaration shall stipulate that all data and information in the prospectus are true and correct, and that it contains all information necessary for investors to make an informed assessment of the issuer or the person who has provided guarantees for the commitments embodied in securities and the securities to which it pertains.

(3) No civil liability shall attach to any person solely on the basis of the executive summary, including the translation thereof into any language, unless it is misleading, inaccurate or inconsistent when read together with the other parts of the prospectus.

Section 30

The person referred to in Subsection (1) of Section 29 shall be subject to the liability defined under Section 29 for five years from the publication of the prospectus or notice to which it pertains. This liability cannot be validly excluded or limited.

Section 31

(1) The prospectus shall remain valid for twelve months. The securities may be offered to the public or admitted to trading on a regulated market within twelve months from the date of publication of the prospectus inside the validity period of the prospectus.

(2) A base prospectus published within the framework of an issue program shall remain valid for twelve months. In connection with the placement of mortgage bonds by way of progressive issue, or if they are offered at least on two occasions within a twelve-month period, the base prospectus shall be valid until the conclusion of the entire offering procedure, with the exception that the last procedure for placement must commence within twelve months.

(3) The registration document shall remain valid for twelve months if the issuer is in compliance with the obligation of disclosure specified in Subsection (1) of Section 52/A.

(4) If the issuer has a registration document that has been approved within the previous twelve months, it is sufficient to publish the securities list and the executive summary for the public offering of securities. In this case the securities list shall indicate all changes of importance that took place pertaining to the issuer since the approval of the registration document, and which may have any bearing on the assessment of the issuer. The registration document accompanied by the securities list and the executive summary authorized in a separate procedure shall be considered to constitute a valid prospectus.

Section 32

(1) If the Authority receives information concerning any material fact or circumstance between the time of authorization for publication and the closing of the marketing procedure, or the trading of securities in a regulated market that warrants any supplement to the prospectus or the base prospectus, the Authority shall order them to be supplemented upon a hearing with the issuer and the dealer in securities.

(2) The issuer, the offeror, the person requesting admission of the securities to trading on a regulated market and the dealer must take immediate measures for supplementing the prospectus or base prospectus upon receiving any information concerning any material fact or circumstance between the time of authorization and the closing of the marketing procedure, or the commencement of trading with the securities in a regulated market that warrants any supplement to the prospectus or to the base prospectus.

(3) The publication of any supplement to the prospectus or the base prospectus shall be subject to authorization by the Authority. Authorization of the publication of these supplements shall be subject to the provisions for the authorization of publication of the prospectus, with the exception that the Authority shall adopt a decision concerning the application within seven working days.

(4) The issuer and the dealer in securities shall promptly notify the public concerning the supplement of the prospectus as authorized by the Authority under the provisions governing the publication of prospectuses.

(5) Where Subsection (1) and (2) applies, the Authority may order the suspension of the marketing procedure until the supplement is published.

Section 33

(1) If any supplement is added to the prospectus during the marketing procedure or prior to the commencement of trading in a regulated market, any investor who has entered into an agreement to subscribe or purchase securities before the supplement was made available to the public shall be entitled to withdraw his declaration of acceptance or to avoid the agreement. The investor may exercise the right of avoidance within fifteen days from the date when the supplement was published. In the event of cancellation the issuer, the offeror, the person requesting admission of the securities to trading on a regulated market, and the dealer in securities shall be under joint and several liability to compensate the investor for all costs and damages sustained in connection with the subscription or purchase. An allocation procedure may not be initiated for a period of fifteen days following the publication of the supplement.

(2) Where any offer of securities is rendered contingent on certain minimum quantitative criteria by legal regulation or by the issuer or the offeror, and the entire quantity specified is not covered by commitments by the closing day of the marketing procedure, the issuer, the offeror and/or the dealer in securities must refund in full the moneys received - without interest - within seven days from the closing date of the marketing procedure under the terms and conditions stipulated in the prospectus.

(3) In the event that the Authority’s authorization for the publication of the prospectus is revoked, the issuer, the offeror, the person requesting admission of the securities to trading on a regulated market, or the dealer in securities must refund all moneys received for subscription or purchase within fifteen days from the date when the authorization was revoked. The issuer and the offeror, or the person requesting admission of the securities to trading on a regulated market and the dealer in securities shall be under joint and several liability to compensate the investor for all costs and damages sustained in connection with the subscription or purchase.

Section 34

(1) In possession of the Authority’s consent, the prospectus shall be published before the opening of the placement procedure, or before the commencement of trading on a regulated market, in one or more of the mediums referred to in Subsection (3).

(2) Where a securities series is offered to the public at the time of issue and the duration of the marketing procedure is less than six working days, the prospectus shall be published at least six working days before the conclusion of the marketing procedure.

(3) The prospectus shall be made available to the public in its entirety at the time specified in Subsections (1)-(2):

a) in a medium defined under Subsection (4); or

b) it shall be distributed free of charge at all points of sale, at the issuer’s registered office or in the designated areas of a regulated market.

(4) Publication shall take place:

a) in one or more daily newspaper of nationwide circulation; or

b) on the website of the issuer, and of the dealer in securities, if applicable; or

c) on the website of the regulated market where the securities in question are traded; or

d) on the Authority’s website, if the Authority provides such service in compliance with the obligation of publication prescribed in this Act.

(5) If the issuer publishes the prospectus in accordance with Paragraph b) of Subsection (3), or Paragraph a) of Subsection (4), the Authority may order the issuer to display the prospectus also on its website as referred to in Paragraph b) of Subsection (4).

(6) With respect to the publication referred to in Paragraph a) of Subsection (4), the prospectus shall be published in all Member States where the securities are offered publicly, or presented for admission to trading on a regulated market, in at least one daily newspaper of broad circulation.

(7) Where a prospectus is published through electronic channels, the issuer, the offeror, the person requesting admission of the securities to trading on a regulated market, or the dealer in securities shall supply a printed version as well, free of charge, upon the investor’s request.

(8) When published by way of electronic means, easy access to the prospectus must be ensured until the securities to which it pertains are in circulation.

(9) If the prospectus is comprised of separate documents, or it contains any reference, these documents and the information may be published separately in accordance with Subsection (3). In this case each document shall contain an indication as to the place where the other documents or the entire prospectus is available for review.

(10) The prospectus and the amendments of the prospectus must be published as authorized by the Authority in terms of content and form, inside the validity period of the prospectus specified in Subsection (1) of Section 31.

(11) The Authority shall display on its website the information it has received from the persons subject to the obligation of publication concerning their means of compliance with the obligation of publication.

Section 35.

(1) Any information conveyed in advertising or by some other means - other than a prospectus, abridged prospectus or a public announcement - relating to an offer to the public of securities published by the issuer, the offeror, an investment firm or credit institution functioning as a dealer or underwriting subscription guarantees, or by the person requesting admission of the securities to trading on a regulated market for the information of investors, shall be considered a commercial communication.

(2) The information contained in the commercial communication must be consistent with the information contained in the prospectus.

(3) All advertisements transmitted in connection with the public offering of securities shall be clearly recognizable as such.

(4) The advertisements referred to in Subsection (3) shall state that a prospectus relating to an offer to the public of securities has been or will be published and indicate where investors are or will be able to obtain it.

(5) The draft of all commercial communication shall be submitted to the Authority at least five working days before the conclusion of the marketing procedure or before the commencement of trading on a regulated market. The Authority may ban the publication of the commercial communication if it contains any information that is in contrast with the draft version of the prospectus submitted and approved for publication, as well as any information that is misleading, or that falls within the scope of unfair business-to-consumer commercial practices according to the UCPA.

(6) The Authority’s failure to respond within five working days following submission of the draft version of the commercial communication shall be construed as approved for publication under the legal provisions governing the powers and jurisdiction of the Authority.

Section 36

(1) With the exceptions set out under Subsections (2)-(3), publication of the prospectus specified in Section 26, or the base prospectus specified in Subsection (4) of Section 27, as well as the public notice, shall be subject to authorization by the Authority.

(2) The Authority’s authorization is not required for the publication of a prospectus or public notice if it has been authorized by the competent supervisory authority of another Member State of the European Union, and if they provide proof to the Authority that the prospectus or base prospectus is in compliance with the regulations of the European Union.

(3) An issuer that has a registered office in Hungary may submit the prospectus or base prospectus for authorization to the competent supervisory authority of another Member State of the European Union, if:

a) it pertains to debt securities with a nominal value of at least one thousand euro, or its equivalent in any other currency translated by the official MNB exchange rate in effect on the day of placement; or

b) it pertains to debt securities giving the right to acquire any securities or money as a consequence of their being converted or the rights conferred by them being exercised, provided that the issuer of these securities and the issuer of the securities to be obtained is not the same, or that the issuers do not belong to the same group of companies.

(4) Within the meaning of Subsection (3), the issuer, the offeror or the person requesting admission of the securities to trading on a regulated market may file for authorization for the publication of a prospectus or base prospectus in the Member State in which the securities are planned to be offered to the public, or in which their admission to trading on a regulated market is requested.

Section 37

(1) Upon the request of an issuer that has its head office in a third country, the Authority may authorize publication of a prospectus if it pertains to securities planned to be offered to the public in Hungary, or requesting admission to trading on a regulated market in Hungary, and if the prospectus:

a) is in compliance with the regulations of the European Union; or

b) is in compliance with standards set by international organizations, including the IOSCO disclosure standards and

the requirements concerning the information contained in the prospectus, including information of a financial nature, are equivalent to the requirements under this Act.

(2) The Authority’s authorization granted under Subsection (1) shall be subject to the provisions of Sections 40-41.

Section 38

(1) An application for authorization shall have the following enclosed:

a) a draft version of the prospectus;

b) a draft of the transcript of the public notice;

c) a draft of the subscription sheet, if placement takes place by subscription;

d) a draft of the auction sheet, if placement takes place by auction;

e) a draft of the transcript of the securities, or a draft of the document on dematerialized securities;

f) proof of payment of administration fees and service charges;

g) if the issuer is a business association or a cooperative society, the charter documents;

h) the issuer’s resolution on the public offer;

i) in connection with the public offering of the shares of a private limited company, or their admission to trading on a regulated market, the resolution of the general meeting concerning the amendment of the charter document relating to the company form;

j) the contract between the investment service provider hired to organize and execute the marketing procedure and the issuer, or a draft agreement, or the contracts between the various investment service providers participating in the marketing procedure.

(2) When requested by the Authority, the issuer, the offeror, the person requesting admission of the securities to trading on a regulated market and the dealer in securities, furthermore, the auditors and executive officers of these persons, their owners holding a controlling interest, or the legal person in which the issuer, the offeror, the person requesting admission of the securities to trading on a regulated market, and the dealer in securities holds a controlling interest, must provide proof in the form of data and documents to verify the information contained in the prospectus.

(3) The Authority shall have powers to inspect the documents of the dealer in securities, the issuer, the offeror and the person requesting admission of the securities to trading on a regulated market underlying the prospectus, to request copies of such documents or to have them analyzed by an independent expert.

(4) Where investment in any particular security carries higher-than-average risks from the investors point of view, in particular if the issuer of debt securities operates for less than one year, if following the issue of debt securities the amount of credit liabilities of the issuer is in excess of the issuer’s equity capital, or if the liability of the issuer, the offeror, the person requesting admission of the securities to trading on a regulated market and the broker/dealer is not joint and several, the Commission shall instruct the issuer, the offeror or the person requesting admission of the securities to trading on a regulated market to expressly indicate such exposure in the beginning of the prospectus and in all announcements and commercial communications.

(5) The issuer, the offeror, the person requesting admission of the securities to trading on a regulated market and the dealer in securities must forthwith notify the Authority in the event of receiving information concerning any fact or circumstance during the authorization procedure that facilitates corrections (revision, amendment) to be made in the draft prospectus submitted.

(6) The Authority shall refuse to grant authorization if the prospectus is not in conformity with the provisions of this Act, with other legislation adopted for the implementation of this Act, or with the provisions of the UCPA, or if the intended purpose of the placement is to misuse some right, or if the dealer in securities or the issuer fails to comply with the supervisory measures specified in Subsections (2)-(4).

Section 39

(1) The Authority may forward an application for authorization to the competent supervisory authority of another Member State subject to approval by the competent supervisory authority of that other Member State. The Authority shall inform the applicant concerning the transfer of his application for authorization within three working days following the date of its decision.

(2) The Authority may authorize publication of a prospectus or base prospectus upon an application submitted to the competent supervisory authority of another Member State when requested by the competent supervisory authority of that other Member State. The time limit for adopting a decision for the granting or refusal of the authorization shall commence on the day when the competent supervisory authority of the other Member State notifies the applicant concerning the transfer of his application.

Section 40

(1) The Authority shall provide an official certificate at the request of the applicant to the competent supervisory authority of another Member State to verify that the prospectus or base prospectus specified in Sections 26-27 of this Act it has authorized for publication within the preceding twelve months is in compliance with the regulations of the European Union. Together with the official certificate the Authority shall also send to the competent supervisory authority of the other Member State the prospectus and - if required by the regulations of that Member State - the executive summary the applicant has submitted translated into another language.

(2) If the Authority has authorized to leave out any information from the prospectus in accordance with Subsection (5) of Section 27, this shall be indicated - including the reasons - in the official certificate.

(3) The Authority shall send the official certificate to the competent supervisory authority of another Member State within three working days from the date of receipt of the request, or if the request was submitted together with the application for authorization of the prospectus for publication, on the business day that follows the date of authorization of the prospectus for publication.

(4) The provision contained in Subsections (1)-(3) shall be applied with respect to all supplements to the prospectus.

Section 41

(1) The Authority’s authorization of a prospectus or base prospectus for publication, including their amendments, shall empower the applicant to offer the securities to the public or to having them admitted to trading on a regulated market in any Member State of the European Union. Securities may be offered to the public or admitted to trading on a regulated market in another Member State only upon the Authority sending the official certificate referred to in Section 40 to the competent supervisory authority of that other Member State.

(2) If the Authority receives information concerning any new material fact or circumstance between the time of authorization of the prospectus or base prospectus for publication and the date of request made by the applicant according to Subsection (1) of Section 40 that warrants any supplement to the prospectus or the base prospectus, the Authority shall order the applicant to supplement the prospectus accordingly. Supplements to the prospectus may also be requested by the competent supervisory authority of the other Member State.

Section 42

The Authority shall display on its website the prospectuses and base prospectuses specified in Sections 26-27 of this Act it has authorized for publication, or a list of prospectuses and base prospectuses as specified in Sections 26-27 of this Act it has authorized for publication. If the Authority posts on its website the list of authorized prospectuses and base prospectuses, it shall also provide, if applicable, a hyperlink to the prospectus published on the website of the issuer, or on the website of the regulated market.

Section 43

(1) Where an applicant that has its registered office in Hungary or in a third country intends to offer securities to the public or to request admission to trading on a regulated market only in Hungary, the prospectus shall be prepared in a language approved by the Authority.

(2) Where an offer to the public is made or admission to trading on a regulated market is sought in one or more Member States excluding Hungary, the prospectus shall be drawn up either in a language accepted by the competent supervisory authorities of those Member States or in a language customary in the sphere of international finance, at the choice of the applicant.

(3) If, in the application of Subsection (2), the applicant chooses a language that is considered customary in the sphere of international finance, an executive summary must be submitted to the Authority translated into the language of the Member State concerned, if it is required according to the regulations in effect in that Member State.

(4) In connection with its proceedings referred to in Subsection (2), the Authority may prescribe that the prospectus shall also have to be drawn up in a language accepted by the Authority or in a language customary in the sphere of international finance, at the choice of the applicant.

(5) Where an offer to the public is made or admission to trading on a regulated market is sought in Hungary and in any other Member State of the European Union, the prospectus shall also have to be drawn up in a language accepted by the Authority, plus either in a language accepted by the competent supervisory authority of the Member State affected or in a language customary in the sphere of international finance, at the choice of the applicant.

(6) Where an offer to the public is made in Hungary and the issuer draws up the prospectus in a language other than Hungarian, the executive summary must be prepared in Hungarian as well. If the issuer, the offeror, or the person requesting admission of the securities to trading on a regulated market publishes the prospectus in Hungary by authorization of the competent supervisory authority of another Member State, the executive summary must be prepared in Hungarian as well.

(7) Where admission to trading on a regulated market is sought with respect to debt securities whose nominal value is at least fifty thousand euro, or its equivalent in any other currency translated by the official MNB exchange rate in effect on the day of placement, the prospectus shall be drawn up in a language accepted by all competent supervisory authorities concerned or in a language customary in the sphere of international finance. Where admission to trading on a regulated market is sought in Hungary and the prospectus is drawn up in a language other than Hungarian, the executive summary must be prepared and published in Hungarian as well.

Section 43/A

Special Provisions Relating to Certain Specific Securities
Section 44

(1) In connection with the offering of government securities - other than those issued by a third country - or securities guaranteed by a Member State of the European Union to the public or their admission to trading on a regulated market, if they are offered or admitted to trading on a regulated market only in Hungary, in the stead of the prospectus specified in Sections 26-27 a public-offer prospectus and public offer as illustrated in Schedule No. 2 may be published.

(2) The public-offer prospectus is to contain the terms and conditions concerning the marketing and trading of government securities. For information purposes, the public-offer prospectus shall be submitted to the Authority in advance. The public-offer prospectus shall be published in its entirety in accordance with the provisions laid down in Subsection (3) of Section 34 and shall be posted at points of sale for inspection by the investors.

(3) The public offer shall contain the terms of conditions for the sale of securities and the listing particulars of the securities. The issuer shall publish the public notice - jointly with the investment service provider when one is involved in the marketing procedure - within three working days prior to the initial date of subscription in accordance with the rules governing publication by way of the means referred to under Subsection (4) of Section 34. The issue price - if specified in advance - shall be indicated in the public offer or shall be published in the same manner as the public notice no later than on the business day preceding the initial date of subscription.

(4) Government securities may also be offered to the public within the framework of an issue program. An issue program may be devised to offer various types of government securities using various types of placement methods.

(5) In the event that the issuer intends to alter the rights embodied in the securities in issue or to make any changes in the public-offer prospectus underlying the public offering, a draft of the changes shall be sent to the Authority at least three working days before their proposed date, and it shall be published by way of the means specified in Subsection (3).

Section 45

(1) In connection with the offering of debt securities to the public or their admission to trading on a regulated market by the international financial institutions referred to in Schedule No. 23, or by any public international bodies to which one or more Member States of the European Union belong, if they are offered or admitted to trading on a regulated market only in Hungary, in the stead of the prospectus specified in Sections 26-27 a public-offer prospectus drawn up in accordance with Schedule No. 7 and approved by the Authority may be published by way of the means specified in Section 34.

(2) In connection with the offering of debt securities issued by credit institutions to the public or their admission to trading on a regulated market, if they are offered or admitted to trading on a regulated market only in Hungary, in the stead of the prospectus specified in Sections 26-27 a public-offer prospectus drawn up in accordance with Schedule No. 7 and approved by the Authority may be published by way of the means specified in Section 34, with the exception that the data specified in Points 3-14 and 17-19 of Schedule No. 7 shall be notified to the Authority and published in accordance with what is contained in Subsection (6) of Section 27:

a) in the case of similar securities offered within the framework of an issue program, if these securities:

1. are not subordinated, convertible or exchangeable;

2. do not give a right to subscribe to or acquire other types of securities and that they are not linked to a derivative instrument;

3. constitute reception of repayable deposits; and

4. are covered by a deposit guarantee scheme of the National Deposit Insurance Fund;

b) in the case of similar securities offered within the framework of an issue program, if the issue price of all securities offered remains below fifty million euro within a twelve-month period following the initial offering, or its equivalent in another currency as translated by the official MNB exchange rate in effect on the day when the decision for offering has been adopted, and these securities:

1. are not subordinated, convertible or exchangeable;

2. do not give a right to subscribe to or acquire other types of securities and that they are not linked to a derivative instrument.

(3) The public-offer prospectus shall remain in effect for twelve months from the date of the Authority’s approval.

Section 46

In connection with the offering of debt securities issued by the local government of a community or by the regional or local authorities of any Member State of the European Union or securities guaranteed by the regional or local authorities of any Member State of the European Union to the public or their admission to trading on a regulated market, if they are offered or admitted to trading on a regulated market only in Hungary, in the stead of the prospectus specified in Sections 26-27 the issuer may draw up the prospectus in accordance with Schedule No. 4. This prospectus may be published upon authorization by the Authority by way of the means specified in Section 34.

Marketing Procedures and General Regulations
Section 47

(1) Any offer that is rendered subject to some condition shall be null and void. A purchase offer made by an investor for the acquisition of securities shall be considered valid only if made in writing, whether on a printed form or in an electronic document executed by a qualified electronic signature, or if made through a trading system that is authorized by the Authority. The purchase offer shall expressly stipulate that it was made under the investor’s entire understanding of the contents of the related prospectus (base prospectus or public-offer prospectus).

(2) A written purchase offer for dematerialized securities shall be accepted only if made by a person who has a securities account and has provided in the purchase offer the identification data of the securities intermediary operating his securities account as well as the number of the account. A purchase offer for the acquisition of securities that contains any data or information that is false or untrue shall be considered null and void.

(3) Unless instructed by the issuer or the offeror to the contrary, each point of sale shall report to the issuer or the offeror each day throughout the entire duration of the marketing procedure of the contracts concluded.

(4) Written offers for the purchase of securities shall be accepted only under the conditions stipulated in the public-offer prospectus, in the prospectus or in the base prospectus to which it pertains (meaning at the authorized points of sale, under the period approved for marketing, during business hours).

(5) Any personal data supplied by an investor to the issuer, the offeror or the dealer in securities cannot be used - in the absence of the express written consent of the investor - for purposes other than in connection with the marketing of the securities.

(6) The consent provided by an investor referred to in Subsection (5) may not comprise a part of a purchase offer made for the acquisition of securities.

(7) Any payment made by an investor in the course of the marketing procedure to the issuer, the offeror or the dealer in securities shall be placed in a deposit account maintained in a credit institution. Any person receiving money on behalf of the issuer or the dealer in securities in the course of a marketing procedure must place such moneys in the deposit account without delay. The sums placed in a deposit account cannot be used until the refund specified under Subsection (2) of Section 33 is settled or until it is resolved that no such refund applies.

Section 48

(1) In an allocation procedure the persons who made a written purchase offer for securities during the first three days of the placement procedure shall receive the same treatment, irrespective of the time when the offer was made.

(2) If the offer for the purchase of any particular securities cannot be accepted in full or in part for the reasons specified in the prospectus, the issuer or the offeror and the dealer in securities shall refund any and all payments made in connection with such securities within seven days following the conclusion of the placement procedure.

(3) Prior to allocation the dealer in securities must check to make sure that the securities account number indicated in the purchase offer for the acquisition of securities really exists.

(4) The dealer in securities or the issuer shall notify the Authority concerning the outcome of the placement procedure within five days of its conclusion, and shall publish it by way of the means specified in Subsection (4) of Section 34.

Section 49

(1) A subscription procedure must be conducted if prescribed by law, or if the public offering is rendered contingent on certain minimum quantitative criteria.

(2) The approved period of subscription shall be determined by the issuer or the offeror, however, it may not be less than three working days in the case of public offering.

(3) Subject to the provisions laid down in Subsection (2) above, the issuer or the offeror may close out the subscription procedure before the designated closing date, if the entire quantity of issue is subscribed and if the prospectus contains a clause permitting early closure.

Section 50

(1) Where the issuer or the offeror, and/or the dealer in securities has specified a minimum or maximum price, it must be communicated to the authorized dealers before the beginning of the auction by the same means as prescribed for the publication of the prospectus (base prospectus, public-offer prospectus).

(2) Bids made in auctions must be unconditional, and shall be irrevocable after the bidding deadline.

(3) Bids - and their acceptance - shall be considered valid only if made in writing or in an electronic document executed by a qualified electronic signature, or if made through a trading system that is recognized by the Authority.

(4) The results of the auction shall be determined by the issuer, the offeror or the dealer in securities within two working days following the bidding deadline.

Section 51

During the issue period the issuer shall be entitled to change the issue price of securities offered by way of progressive issue.

Chapter V
OBLIGATION TO PROVIDE INFORMATION RELATING TO PUBLICLY OFFERED SECURITIES
Section 52

(1) The provisions of this Chapter shall apply to the publication of information relating to securities that have been offered to the public:

a) in connection with debt securities and shares of a nominal value of one thousand euro or less, or the equivalent in another currency translated according to the official MNB exchange rate in effect on the day of placement, if the issuer is registered in any Member State of the European Union and has its registered office in Hungary, or if the issuer is registered in a third country and the offering of his securities to the public has been authorized by the Authority;

b) in connection with the securities of an issuer who has selected Hungary as his home Member State.

(2) The provisions of this Chapter shall not apply to investment units of an open-ended investment fund, or to investment units acquired or disposed of in such an investment fund.

(3) The provisions of this Chapter shall not apply to the Government, to public international bodies to which one or more Member States of the European Union belong, to the ECB and the central banks of Member States.

Section 52/A

Section 53

(1) With the exceptions set out in Sections 44-46, the issuer of securities that have been admitted by authorization of the Authority to trading on a regulated market shall send a summary report to the Authority once a year, indicating all information it has published within the period of twelve full calendar months before disclosing the summary report, such as information relating to corporate events, information prescribed by law for issuers of securities admitted to trading on a regulated market or required to be disclosed by the bylaws of the regulated market, and information published in the course of discharging the obligations prescribed by accounting regulations. If the summary report contains any reference, it shall also contain an indication as to the place where the information in question can be obtained. The summary report shall be made available to the public by way of the means specified in Section 56.

(2) The requirement referred to in Subsection (1) above shall not apply to debt securities with a nominal value of at least fifty thousand euro, or its equivalent in any other currency translated by the official MNB exchange rate in effect on the day of placement.

Regular Disclosure of Information
Section 54

(1) Issuers of securities that have been offered to the public must disclose essential details to the public on a regular basis of their financial position and the general course of their business. Issuers shall, at the same time, file that information with the Authority as well.

(2) Issuers shall comply with the requirement of regular disclosure of information in the form of:

a) half-yearly report;

b) annual report;

c) interim management report for issuers of publicly offered securities.

(3) Local governments of communities and issuers engaged exclusively in the issue of debt securities to the public are not required to prepare a half-yearly report where the nominal value of these securities is at least fifty thousand euro, or its equivalent in any other currency translated by the official MNB exchange rate in effect on the day of placement.

(4) The issuer shall make public its annual report at the latest four months after the end of each financial year and shall ensure that it remains publicly available for at least five years. Local governments of communities are required to make available to the public their annual reports by the deadline prescribed in the relevant legal regulation.

(5) The issuer of shares or debt securities shall make public a half-yearly report covering the first six months of the financial year as soon as possible after the end of the relevant period, but at the latest two months thereafter. The issuer shall ensure that the half-yearly financial report remains available to the public for at least five years.

(6) Exemptions from half-yearly reporting shall be provided in the case of:

a) credit institutions whose shares are not admitted to trading on a regulated market and which have, in a continuous or repeated manner, only issued debt securities provided that the total nominal amount of all such debt securities remains below one hundred million euro, or its equivalent in any other currency translated by the official MNB exchange rate in effect on the day of placement, and that they have not published a prospectus in connection with the public offering of the said securities;

b) issuers already existing at 1 July 2005 which exclusively issue debt securities unconditionally and irrevocably guaranteed by the home Member State.

(7) An issuer whose shares are admitted to trading on a regulated market shall make public an interim management report during the first six-month period of the financial year and another interim management report during the second six-month period of the financial year. Such statement shall be made in a period between ten weeks after the beginning and six weeks before the end of the relevant six-month period.

(8) Issuers which publish quarterly financial reports in accordance with the requirements prescribed for half-yearly reports shall not be required to make public the interim management report.

(9) Issuers shall make public on the last day of each calendar month the number of voting rights attached to their and the amount of their capital.

(10) The detailed regulations concerning the regular disclosure of information shall be decreed by the minister.

Extraordinary Disclosure of Information
Section 55

(1) Issuers of securities that have been offered to the public must disclose to the public without delay or within the following business day any information that concerns, directly or indirectly, the value or yield of their securities issue, and which may have any bearing on the reputation of the issuer. Issuers shall, at the same time, file that information with the Authority as well.

(2) Issuers shall make available to the public - and the Authority - without delay, or within two calendar days at the latest, the information they have received according to Section 61.

(3) The detailed regulations concerning the extraordinary disclosure of information shall be decreed by the minister.

Common Provisions on Regular and Extraordinary Disclosures
Section 56

(1) Issuers are required to disclose regulated information in a manner ensuring fast access to such information on a non-discriminatory basis, and may not charge any specific cost for providing the information.

(2) Regulated information shall be disseminated in a manner ensuring that it is capable of being disseminated to as wide a public as possible, and as close to simultaneously as possible in the home Member State, the host Member State, and in the other Member States.

(3) Issuers are required to send regulated information to the officially appointed information storage mechanism. These mechanisms for the central storage of regulated information should comply with minimum quality standards of security, certainty as to the information source, time recording and easy access by end users and shall be aligned with the electronic filing procedure.

(4) Issuers shall, simultaneously with the disclosures of regular and extraordinary information, send that information to the Authority by way of electronic means, and the Authority shall publish such information on its official website.

(5) The detailed regulations concerning the dissemination of information, the information storage mechanism and the procedure for the filing of regulated information to the Authority shall be decreed by the minister.

Section 57

(1) The issuer shall be liable for any and all damage caused by his failure to meet the obligation of disclosure of regulated information.

(2) If any false or untrue information that is made available to the public on the issuer is likely to have some degree of impact on the value or yield of his securities in issue, the issuer must forthwith make public the necessary corrections. The issuer’s statement of correction must be made available to the public as specified in Section 56 and also in the medium where the false or untrue information was published.

(3) Where the obligation of disclosure, regular and extraordinary, concerns a liquidation or dissolution proceeding it shall be satisfied by the liquidator or the receiver.

Sections 58

(1) Where securities are offered to the public only in Hungary, regulated information shall be disclosed in a language accepted by the Authority.

(2) Where securities are offered to the public in Hungary, functioning as the home Member State, and in one or more host Member States, regulated information shall be disclosed:

a) in a language accepted by the Authority; and

b) depending on the choice of the issuer, either in a language accepted by the competent supervisory authorities of those host Member States or in a language customary in the sphere of international finance.

(3) Where securities are offered to the public in one or more host Member States, but not in Hungary, regulated information shall, depending on the choice of the issuer, be disclosed either in a language accepted by the Authority, or by the competent supervisory authorities of those host Member States or in a language customary in the sphere of international finance.

(4) The information referred to in Section 61 may be disclosed or made public in a language customary in the sphere of international finance as well.

(5) Where debt securities with a nominal value of at least fifty thousand euro, or its equivalent in any other currency translated by the official MNB exchange rate in effect on the day of placement, are offered to the public in one or more host Member States, the relevant regulated information shall, depending on the choice of the issuer, be disclosed either in a language accepted by the Authority, or by the competent supervisory authorities of those host Member States or in a language customary in the sphere of international finance.

(6) If an action concerning the content of regulated information is brought before a court or tribunal in a Member State, responsibility for the payment of costs incurred in the translation of that information for the purposes of the proceedings shall be decided in accordance with the law of that Member State.

Termination of Disclosure Obligations
Section 59

The obligation of disclosure of information, regular and extraordinary, of an issuer of publicly offered securities shall terminate:

a) upon maturity of the securities to which it pertains;

b) upon the Authority’s authorization referred to in Section 60 in connection with the issue of public shares;

c) upon the repurchase of all securities before maturity.

Section 60

(1) Any issuer who provides proof of having been reorganized to operate as a private limited company shall be entitled to request the Authority for exemption from the requirement to disclose information to the public with respect to the securities series to which the requirement relates.

(2) Simultaneously upon submitting the above-specified request, the issuer is to inform the holders of the said securities in the form of an extraordinary disclosure by way of the means specified in Section 56 concerning his request and the reasons therefor.

(3) The Authority shall decide whether to grant authorization or to reject the request after thirty days and before the forty-fifth day following the date of publication of the disclosure. The Authority may reject the request only if the criteria specified in Subsection (1) above is not satisfied.

(4) As of the effective date of the Authority’s authorization, the issuer shall be exempted from the obligation to disclose regular or extraordinary information concerning the securities series to which the requirement relates.

(5) The issuer shall be required to publish the Authority’s authorization by way of the means specified under Section 56.

Notification and Disclosure of Voting Rights
Section 61

(1) Holders of shares or voting rights in a public limited company (for the purposes of this Section hereinafter referred to as “shareholder”) shall notify the issuer and the Authority at the time of reaching or exceeding the threshold specified in Subsection (3) relating to voting rights, or shares to which voting rights are attached, held directly or indirectly, including when such holdings of shares or voting rights fall below the said threshold without delay, but not later than within two calendar days, the first of which shall be the day after the date on which the shareholder:

a) learns of the acquisition or disposal of shares carrying voting rights or of the possibility of exercising voting rights, or on which, having regard to the circumstances, should have learned of it, regardless of the date on which the acquisition, disposal or possibility of exercising voting rights takes effect; or

b) is informed by the issuer’s notice concerning changes in the quantity of shares to which voting rights are attached in accordance with the issuer’s charter document.

(2) In connection with own shares, the notification required under Subsection (1) shall be satisfied by the issuer.

(3) The notification of holdings as required under Subsection (1) applies to the following percentages: five, ten, fifteen, twenty, twenty-five, thirty, thirty-five, forty, forty-five, fifty, seventy-five, eighty, eighty-five, ninety, ninety-one, ninety-two, ninety-three, ninety-four, ninety-five, ninety-six, ninety-seven, ninety-eight and ninety-nine.

(4) The voting rights shall be calculated - irrespective of any provisions for restrictions on voting rights - on the basis of all the shares to which voting rights are attached according to the issuer’s charter document. In determining the proportion referred to in Subsection (1), in addition to the shares held by the shareholder, the voting rights described in Subsections (5) and (6) shall also be taken into account.

(5) In determining the proportion referred to in Subsection (1), voting rights attached to shares shall be recognized as the voting right of the applicant in any of the following cases, where the voting right:

a) is exercised by the shareholder and a third party under an agreement, which permits the concerted exercise of the voting rights for the parties to the agreement;

b) is exercised by the shareholder under an agreement providing for the temporary transfer of the voting rights in question;

c) is exercised by the shareholder, in the case of voting rights attaching to shares which are lodged as collateral, under an agreement which provides for the exercise of such voting rights;

d) is exercised by the shareholder under the right of beneficial interest;

e) is exercised by the shareholder’s controlled company within the meaning of Paragraphs a)-d);

f) is exercised by the shareholder, if functioning as a custodian, at its discretion in the absence of specific instructions from the depositor;

g) is exercised by a third party in its own name on behalf of the shareholder, under an agreement with the applicant;

h) is exercised by the shareholder, if functioning as a proxy, at its discretion in the absence of specific instructions from the principal.

(6) In determining the proportion referred to in Subsection (1), the voting rights of:

a) any fund management company, if the fund management company is controlled by the shareholder and if able to exercise the voting rights attached to the securities it manages,

b) any investment firm or credit institution, if the investment firm or credit institution is controlled by the shareholder and if able to exercise the voting rights attached to the portfolio it manages

under direct or indirect instructions from the shareholder or another controlled company of the shareholder, or in any other way.

(7) In determining the proportion referred to in Subsection (1), voting rights held by any investment fund management company, management company engaged in the management of UCITS, investment firm or credit institution that is controlled by the shareholder, if the investment fund management company, management company engaged in the management of UCITS, investment firm or credit institution is authorized to provide portfolio management services, and it is permitted to exercise the voting rights attached to the portfolio it manages:

a) under instructions received on paper or by way of electronic means,

b) independently from the shareholder.

(8) In addition to what is contained in Subsection (7):

a) the shareholder is required to send to the Authority the name of the investment fund management company, management company engaged in the management of UCITS, investment firm, credit institution it controls and the name of the competent supervisory authority supervising them;

b) the shareholder shall provide a statement to the Authority to the effect that:

ba) the voting rights attached to the portfolio it manages are exercised by the investment fund management company, management company engaged in the management of UCITS, investment firm or credit institution it controls independently from the shareholder, and

bb) it neither intervenes in the management of the investment fund management company, management company engaged in the management of UCITS, investment firm or credit institution it controls nor exerts any influence on them by way of direct or indirect instructions in their exercise of such voting rights;

c) the shareholder and its controlled companies shall established written policies and procedures reasonably designed to prevent the distribution of information between them in relation to the exercise of voting rights.

(9) The requirement of notification described in Subsection (1) shall apply to any person who, directly or indirectly, is in possession of any financial instruments specified in the IRA - including futures and options contracts -, provided that they result in an entitlement to acquire, on the holder’s own initiative alone or under a formal agreement, shares of an issuer to which voting rights are attached.

(10) The shareholder shall not be required to comply with the obligation of notification under Subsection (1), if the notification requirement is satisfied by its parent company, or if the parent company is controlled by others, by that parent company.

(11) In connection with shares shown in the trading book, the credit institution and the investment firm shall not be required to comply with the obligation of notification under Subsection (1), if:

a) they ensure that the voting rights attaching to shares held in the trading book are not exercised,

b) they are not involved in the decisions relating to the appointment and removal of members for the issuer’s decision-making, management or supervisory bodies, and

c) the voting rights held in the trading book do not exceed five per cent.

(12) Market makers shall not be required to comply with the obligation of notification under Subsection (1), if:

a) they ensure that the voting rights attaching to shares held in the trading book are not exercised,

b) they notify the Authority in advance of the commencement and termination of market making activities,

c) they keep separate accounts on the shares and financial instruments required for market making activities.

(13) Where the market maker has concluded a market-making agreement with the stock exchange and/or the issuer, this agreement shall be presented to the Authority upon request.

(14) In the event of non-compliance with the obligation of notification as prescribed in this Section, the person affected may not exercise his voting rights in the company in question until the notification is submitted.

(15) The Authority shall post on its website the calendar of trading days of regulated markets.

Chapter VI
PROVISIONS RELATING TO PUBLIC-INTEREST ENTITIES
Section 62

(1) Issuers of securities admitted to trading on a regulated market shall have installed an audit committee comprised of at least three members, elected by the supreme body of the issuer.

(2) At least one member of the audit committee shall be independent and shall have competence in accounting and/or auditing. Any board member who is engaged with the issuer under contract of employment may not be elected to serve on the audit committee.

(3) The audit committee shall:

a) monitor the financial reporting process;

b) monitor the effectiveness of the company’s internal control, internal audit where applicable, and risk management systems;

c) monitor the statutory audit of the annual and consolidated reports;

d) review and monitor the independence of the statutory auditor or audit firm, and in particular the provision of additional services by the said statutory auditor or audit firm to the issuer, apart from auditing the annual report and the consolidated annual report of the issuer;

e) make a recommendation concerning the registered statutory auditor or audit firm.

(4) The statutory auditor or audit firm shall report to the audit committee in writing on key matters arising from the statutory audit of the annual report or the consolidated annual report, and in particular on material weaknesses in internal control in relation to the financial reporting process.

(5) The provisions laid down in Subsection (1) of this Section shall not apply to any issuer of securities that have been admitted to trading on regulated market, that has a body whose members are in compliance with the conditions set out in Subsection (2) and that performs the functions set out in Subsection (3) above. In such a case the issuer shall disclose on the Authority’s official website, and on its own website as well, which body carries out these functions set out in Subsection (3) and how it is composed.

(6) Within the meaning of this Section, managers of investment funds shall be treated as issuers of investment units.

Sections 63-64

PART THREE
ACQUISITION OF MAJOR HOLDING IN PUBLIC LIMITED COMPANIES
Chapter VII
GENERAL PROVISIONS
Section 65

(1) The provisions of this Part shall apply to:

a) any acquisition of a participating interest by way of securities which have been offered in Hungary to the public but not admitted to trading on a regulated market; and

b) any acquisition of a participating interest by way of securities which have been admitted to trading on a regulated market in Hungary.

(2) The provisions of this Part shall not apply to any acquisition of a participating interest:

a) in collective investment trusts operating as business associations according to the relevant national laws; and/or

b) in the national banks of Member States.

(3) Where publication, publication obligation or submission for publication is prescribed in this Chapter, it shall be carried out by way of the means specified in Subsection (4) of Section 34.

Section 65/A

(1) In determining the extent of interest, direct and indirect control [Point 84 of Subsection (1) of Section 5], the interest held by persons acting in concert and the interest of close relatives shall be applied on the aggregate.

(2) In determining the extent of interest, where:

a) voting right is exercised by a third person in his own name but on a shareholder’s behalf, it shall be recognized as the voting right of the shareholder in question;

b) voting rights of a shareholder received on the basis of shares pledged in security for a contract shall be recognized as the voting right of the beneficiary of the security, unless there is an agreement to the contrary.

(3) By way of derogation from Paragraph a) of Subsection (2), where a third party acts in his own name but on a shareholder’s behalf and has registered himself in the register of shareholders as a shareholder and not as a nominee in accordance with Subsection (1) of Section 151 and Section 152, it shall be treated as acquisition of a participating interest by such third party.

(4) Members of a group [Point 27 of Subsection (1) of Section 5] shall be treated as persons acting in concert regardless of the objective.

Competent Supervisory Authority and Applicable Law
Section 66

(1) If the offeree company’s securities are admitted to trading on regulated markets in more than one Member State, the authority competent to supervise the bid shall be that of the Member State on the regulated market of which the securities were first admitted to trading.

(2) If the offeree company’s securities were first admitted to trading on regulated markets in more than one Member State simultaneously, the offeree company shall determine which of the supervisory authorities of those Member States shall be the authority competent to supervise the bid by notifying those regulated markets and their supervisory authorities on the first day of trading.

(3) The offeree company shall make public without delay the name of the supervisory authority vested under Subsection (2) with competence to supervise the bid by way of the means referred to in Subsection (4) of Section 34.

(4) If the Authority has competence to supervise the bid of the offeree company, and the offeree company has its registered office in another Member State and not in Hungary:

a) the limits in terms of the percentage of voting rights which confers control for mandatory bids, and the method of its calculation of the extent of control;

b) the disclosure of information to the employees; and

c) the operations of an exceptional nature which the management body of the offeree company may engage in upon learning about the bid,

shall be governed by the laws of the Member State in which the offeree company has its registered office.

Section 67

Acquisition of a Major Holding by way of Statutory Public Takeover Bid
Section 68

(1) Any acquisition of a participating interest in the offeree company shall be subject to a takeover bid, that is to be approved by the Authority in advance:

a) for the acquisition of more than twenty-five per cent of the voting rights, if there is no shareholder in the company, other than the buyer, holding more than ten per cent of the voting rights; or

b) for the acquisition of more than thirty-three per cent of the voting rights.

(2) If a participating interest is acquired in excess of the percentages specified in Subsection (1):

a) by any conduct other than an outright bid submitted by the buyer;

b) by way of exercising a purchase option or repurchase option, or a call option on a forward purchase agreement;

c) within the framework of a procedure conducted by a government holding company as defined by law; or

d) upon the collaboration of persons acting in concert;

the bid shall be presented within fifteen days from the date of publication specified in Subsection (2) of Section 55.

(3) When a participating interest is acquired by persons acting in concert, all parties to the agreement shall be subject to present the bid jointly, unless the parties agreed to confer powers upon a particular party to submit the bid. An agreement to designate a party to submit the takeover bid shall not relieve the parties from the obligation to make a takeover bid.

(4) All deals for the acquisition of a participating interest by way of a takeover bid shall be handled by an investment firm or credit institution authorized to engage in providing the services specified in Paragraph d) of Subsection (2) of Section 5 of the IRA (for the purposes of this Chapter hereinafter referred to as “investment service provider”).

Section 69

(1) The offeror and the investment service provider commissioned in accordance with Subsection (4) of Section 68 shall submit the takeover bid to the Authority for approval; they shall simultaneously send the bid and the relevant documents to the management body or the board of directors of the offeree company and submit the takeover bid - as it is filed for approval - for publication. The publication shall expressly indicate that the Authority’s authorization for the takeover bid is pending or, where applicable, that the offeror has filed for competition oversight proceedings.

(2) All takeover bids shall contain:

a) the offeror’s name (corporate name) and residence or business address;

b) the percentage of participating interest (direct or indirect) held in the company by the offeror or by all persons acting in concert, and also by any close relative of the offeror, and the quantity and the series of shares held by such persons;

c) the monetary value of the consideration offered for the shares and the composition of such consideration (ratio of cash and securities and the description of securities if any offered, etc.), and the formula for the calculation and the terms of settlement of the consideration, including a reference to the regulations specified under Subsections (6)-(8) of Section 74;

d) the deadline of the validity of the takeover bid;

e) the designated place and method for accepting the takeover bid (hereinafter referred to as “declaration of acceptance”), and the conditions under which a proxy or an intermediary may be involved;

f) the name and address of the participating investment service provider commissioned according to Subsection (4) of Section 68;

g) the venue where the program of operation defined in Subsection (4) and the report of the business operations of the offeror is deposited for inspection;

h) if the bid is submitted jointly, the ratio of distribution of the shares specified in the declaration of acceptance among the offerors;

i) a statement for reserving the right to withdraw the takeover bid for the event if, pursuant to the declarations of acceptance, the participating interest to be acquired is less than fifty per cent;

j) a description of the offeror’s relation to the offeree company;

k) the compensation offered for the rights which might be removed as a result of the breakthrough rule laid down in Section 76/C, with particulars of the way in which that compensation is to be paid and the method employed in determining it;

l) the likely repercussions on employment;

m) the applicable law and the court vested with competence for any dispute between the shareholders and the offeror, arising out of or in connection with the sales agreement concluded upon acceptance of the takeover bid; and

n) all the conditions of import to which the bid is subject.

(3) No takeover bid shall be phrased or arranged so as to breach the principle of equal treatment relative to the declaration of acceptance in respect of shareholders.

(4) The offeror shall be required to submit a program of operation that is to contain the compulsory elements specified in Schedule No. 8 concerning the future of the target company, and a business report if the offeror is an economic operator, whether resident or non-resident.

(5) A written declaration of liability shall be supplied by the offeror and the investment service provider commissioned according to Subsection (4) of Section 68 enclosed with the offeror’s business report. The declaration shall stipulate that all data and information contained in the business report is true and correct and that it contains all of the information necessary to make an informed judgment of the offeror and the takeover bid to which it pertains. The offeror and the investment service provider commissioned according to Subsection (4) of Section 68 shall be subject to joint and several liability for any and all damages resulting from they having supplied any misleading information in the business report or concealed material information in connection with the business report.

(6) The offeror and the investment service provider commissioned according to Subsection (4) of Section 68 shall enclose the following with the application for approval of the takeover bid:

a) the program of operation and the business report;

b) proof of the offeror having sufficient funds available to cover the consideration payable for the shares to which the takeover bid pertains; and

c) if the takeover bid is submitted by persons acting in concert and it is not submitted by the parties jointly, the agreement that stipulates the party empowered to submit the bid;

d) if the takeover bid is submitted in the manner defined in Subsection (2) of Section 68, the contract for the purchase or repurchase option, or for the call option on the forward purchase of shares;

e) a statement for the exercise of the buy option, if applicable, where the bid is for acquiring up to ninety per cent of the voting rights of the offeree company.

(7) The takeover bid may stipulate payment:

a) in cash;

b) in government securities issued by any Member State of the European Union or the OECD;

c) by bank guarantee issued by a credit institution that is established in any Member State of the European Union or the OECD.

(8) No provisions are required for shares held by persons acting in concert if they provide a statement declaring that they will not accept the offer, and that they will not alienate their shares during the period to which the bid pertains and during the following two years, nor will they enter into an agreement therefor.

Section 70

(1) The Authority shall resolve the application for approval of a takeover bid within fifteen days from the date when submitted, or if the application is incomplete or insufficient, shall request the missing or additional information to be submitted within maximum five days. The Authority shall adopt a decision in connection with such updated applications within five days.

(2) The Authority shall not refuse approval if the takeover bid and its appendices are in compliance with the requirements laid down in this Act. If the Authority fails to introduce its decision concerning an application within fifteen, or within five days if updated, approval shall be considered granted.

(3) The Authority shall be required to convey its decision to the offeror and to the board of directors of the target company.

(4) The offeror shall submit the Authority’s decision and the takeover bid for publication forthwith upon receipt of the decision or upon the expiration of the deadline prescribed for approval, in which to indicate the first and last day of the period within which the declaration of acceptance is to be introduced.

(5) The period within which the declaration of acceptance of the takeover bid is to be introduced shall be minimum thirty and maximum sixty-five days, including any extension. The first day of the period within which the declaration of acceptance is to be introduced shall not precede the second day following the publication defined in Subsection (4) and shall not be later than the fifth day following publication. At the offeror’s justified request, the Authority may extend the time limit for acceptance as specified in the takeover bid on one occasion, by an additional fifteen days maximum. The requesting party shall publish the extension before the original time limit expires.

(6) If a takeover bid is published at various times by way of various mediums, the deadlines regarding the takeover bid shall apply from the date of last publication.

(7) The offeror and the persons acting in concert - in respect of natural persons, their close relatives holding any participating interest in the offeree company - and their affiliated companies (hereinafter referred to collectively as “affiliated persons”) cannot engage in any deal for the transfer, alienation or encumbrance of the shares to which the takeover bid pertains between the day of submission of the takeover bid to the Authority for approval and the last day of the period within which the declaration of acceptance is to be introduced, with the exception of a share transfer agreement concluded within the framework of the bid. The investment service provider commissioned according to Subsection (4) of Section 68 cannot engage in any deal on his own account concerning the shares to which the bid pertains until the last day of the period within which the declaration of acceptance is to be introduced, with the exception of a share transfer agreement concluded within the framework of the bid.

(8)

Section 71

(1) The takeover bid shall be presented for all shares of the target company to which voting rights are attached, and to all shareholders having voting rights.

(2) The offeror may modify the bid price quoted in the takeover bid until the last day of the period stipulated for acceptance on condition that the new price expressed in monetary terms is higher than the price quoted in the takeover bid and that the offeror publishes it. The new price also applies to the declarations of acceptance made before the modification was published.

The Offer Price
Section 72

(1) The consideration quoted in the takeover bid for the shares in question cannot be less than:

a) in respect of securities admitted to trading on a regulated market:

aa) the volume weighted average stock market price for the one-hundred-and-eighty-day period preceding the date when the bid was submitted to the Authority for approval, also in consideration of what is contained in Subsections (2)-(4),

ab) the highest price contracted for the transfer of the offeree company’s shares by the offeror and affiliated persons within the one-hundred-and-eighty-day period preceding the date when the bid was submitted,

ac) if available, the volume weighted average stock market price for the three-hundred-and-sixty-day period preceding the date when the bid was submitted to the Authority for approval, also in consideration of what is contained in Subsections (2)-(4),

ad) the aggregate of the contracted call price and the commission for a purchase or repurchase option exercised by the offeror and affiliated persons within the one-hundred-and-eighty-day period preceding the date when the bid was submitted,

ae) the aggregate of the contracted call price and the commission for a purchase or repurchase option fixed in an agreement by the offeror and affiliated persons concluded within the one-hundred-and-eighty-day period preceding the date when the bid was submitted,

af) the consideration received for exercising the voting rights fixed in an agreement by the offeror and affiliated persons concluded within the one-hundred-and-eighty-day period preceding the date when the bid was submitted, and

ag) the amount of equity capital per share,

whichever is higher;

b) in respect of securities not listed on a regulated market:

ba) the volume weighted average price for the one-hundred-and-eighty-day period preceding the date when the bid was submitted to the Authority for approval, also in consideration of what is contained in Subsections (2)-(4),

bb) the highest price contracted for the transfer of the offeree company’s shares by the offeror and the affiliated persons within the one-hundred-and-eighty-day period preceding the date when the takeover bid was submitted,

bc) the aggregate of the contracted call price and the commission for a purchase or repurchase option exercised by the offeror and affiliated persons within the one-hundred-and-eighty-day period preceding the date when the bid was submitted,

bd) the aggregate of the contracted call price and the commission for a purchase or repurchase option fixed in an agreement by the offeror and affiliated persons concluded within the one-hundred-and-eighty-day period preceding the date when the bid was submitted,

be) the consideration received for exercising the voting rights fixed in an agreement by the offeror and affiliated persons concluded within the one-hundred-and-eighty-day period preceding the date when the bid was submitted, and

bf) the amount of equity capital per share,

whichever is higher.

(2) If, in the case referred to in Subparagraph aa) of Paragraph a) and in Subparagraph ba) of Paragraph b) of Subsection (1), during the period specified therein less than thirty-six deals were concluded, the volume weighted average price shall not be applied. For the calculation of consideration the value calculated according to Subparagraphs aa) and ab) of Paragraph a) of Subsection (1) shall be applied if less than one hundred eighty and more than ninety days lapsed between the first day of trading and the day when the takeover bid was submitted to the Authority.

(3) If the securities of the offeree company are listed on more than one regulated market, from the average prices calculated for each regulated market the highest price shall be taken into consideration, with the exception that the official MNB exchange rate in effect on the day of transaction shall be used for having the price translated to forints.

(4) In determining the price, any deal that was concluded illegally according to a final ruling of the competent supervisory authorities or according to a court decision shall not be taken into account.

(5) Equity capital means:

a) the own funds shown in the last audited annual report, or

b) if the offeree company does not have an audited annual account, the figures contained in the yearly or half-yearly flash report submitted to the Authority shall be applied, with the exception that if the offeree company is required to file consolidated annual accounts in accordance with the Accounting Act, equity capital means the consolidated own funds.

Section 73

If before the publication of the takeover bid as specified under Subsection (1) of Section 69, the management body of the offeree company - upon the offeror’s request - has provided any information to the offeror or his proxy concerning the operations of the company, the offeror, his proxy, and the investment service provider commissioned according to Subsection (4) of Section 68 shall handle such information as strictly confidential in compliance with the regulations on business secrets, securities secrets and insider dealing.

Operations of an Exceptional Nature by the Management Body of the Offeree Company
Section 73/A

(1) If so prescribed in the articles of association of the offeree company, the management body, the board of directors and the supervisory board of the offeree company (hereinafter referred to as “management body”), as of the date of receipt of a takeover bid or - if the management body already had information concerning the takeover bid - as of the date of receipt of this information up to the time limit allowed for the acceptance of the bid - with the exception laid down in Subsection (2) - may not adopt any decision aiming to hinder the offeree company in carrying on its activities for the acquisition of a participating interest (such as to increase the share capital, buy up its own shares, etc.).

(2) The restriction prescribed in the articles of association according to Subsection (1) notwithstanding, the management body of the offeree company may:

a) undertake actions to encourage the launch of a counter-offer in accordance with Section 75; or

b) adopt a decision for the implementation of a resolution the general meeting has passed before the time referred to in Subsection (1), provided that it forms part of the normal course of the offeree company’s business.

(3) It shall not be construed a violation of the restriction prescribed in the articles of association as specified in Subsection (1), where the management body of the offeree company undertakes action in the cases and in the manner specified in a resolution adopted by its general meeting called in due observation of the relevant provisions of the Companies Act after the takeover bid is launched or after receiving information concerning the bid.

(4) The management body of the offeree company shall respond to the takeover bid and communicate such response to the shareholders - at the place where the program of operation and the business report is deposited for inspection - before the first day of the period within which the declaration of acceptance is to be introduced. The statutory components of the response of the management body are specified in Schedule No. 9. If the Authority approved the takeover bid with some modification, the management body may revise its response if deemed necessary.

(5) With the exception of the acquisition of a participating interest under Paragraphs c) and d) of Subsection (2) of Section 68, the management body of the offeree company shall commission an independent financial expert to assess the bid at the company’s expense. The expert’s assessment shall be published in the same manner as the management body’s response. The management body shall notify the shareholders concerning the publication of the expert assessment by way of posted notice.

(6) The management body of the offeree company shall, upon receipt of the takeover bid, immediately forward it to the representatives of the employees. The opinion of the employees shall be attached to that of the management body of the offeree company, if it is in the management body’s possession at the time of disclosure of its own opinion.

(7) The provisions contained in Subsections (1)-(3) shall not apply where the takeover bid for the acquisition of a participating interest in the offeree company is launched:

a) by a company that does not apply similar regulations when it is itself being the target of a takeover bid; or

b) by a company that is controlled, directly or indirectly, by the company referred to in Paragraph a).

Acceptance of the Takeover Bid
Section 74

(1) Subsequent to the first day of the period within which the declaration of acceptance is to be introduced, any holder of shares to which the takeover bid pertains may declare his intention to transfer all or a fraction of his shares specified in the declaration of acceptance under the terms and conditions set forth in the takeover bid.

(2) The declaration of acceptance can be made in person or by way of proxy. Any and all liability for making the declaration of acceptance by way of proxy or another medium (i.e. postal service) shall lie with the person making the declaration.

(3) The declaration of acceptance cannot be withdrawn.

(4) The offeror must purchase all shares offered, unless the participating interest to be acquired by the offeror in the offeree company would be less than fifty per cent pursuant to the declarations of acceptance, and the bid contains a cancellation clause for this instance. The principle of equal treatment shall apply among shareholders when exercising their right of acceptance of the takeover bid.

(5) A share transfer agreement between the offeror and a shareholder who has filed a declaration of acceptance shall become effective on the last day of the period within which the declaration of acceptance is to be introduced, unless there is a competition oversight proceeding pending on this day, in which case the agreement shall become effective on the day when the competition board’s authorization is granted.

(6) The offeror shall effect payment within five working days following the last day of the period within which the declaration of acceptance is to be introduced, or on the day when the competition board’s authorization is granted in conclusion of a competition oversight proceeding.

(7) If the consideration is not cash, in part or entire, the person filing the declaration of acceptance may request in the declaration for the offeror to pay the consideration in cash only.

(8) If payment is settled after the date specified in Subsection (6) above, the offeror shall be liable to pay a default penalty. If payment is not effected within thirty days following the deadline specified in Subsection (6), the person filing the declaration of acceptance may cancel the contract. If the contract is cancelled by the seller the offeror shall so notify the Authority within two working days. Payment of the default penalty or canceling the contract shall have no effect on the Authority’s powers to impose the sanctions defined in this Act for any violation of the regulations pertaining to payment of the consideration.

Counter-offer
Section 75

(1) Any person shall be entitled to submit another takeover bid before the fifteenth day preceding the period within which the declaration of acceptance is to be introduced (hereinafter referred to as “counter-offer”). Counter-offers shall be subject to the provisions on takeover bid, with the exception specified in Subsections (2)-(4).

(2) A counter-offer may be published, and shall be approved by the Authority, if it is more favorable to the shareholders as compared to the takeover bid or a previous counter-offer. A counter-offer is deemed more favorable if the consideration quoted in monetary terms is at least five per cent higher. If another counter-offer is submitted it shall be deemed more favorable if the consideration quoted in monetary terms is at least another five per cent higher than that quoted by the previous counter-offer.

(3) If a new counter-offer differs from the previous offer (counter-offer) only in terms of the consideration quoted, the Authority shall decide on its approval within three days.

(4) When the counter-offer is approved and published according to Subsection (4) of Section 70, the previous offer (counter-offer) and the relevant declaration of acceptance shall be considered invalid.

Conclusion of a Takeover Bid
Section 76

The offeror and the investment service provider appointed under Subsection (4) of Section 68 shall notify the Authority concerning the outcome of the takeover bid within two calendar days following the last day of the period within which the declaration of acceptance is to be introduced and shall simultaneously publish it in accordance with the regulations on the publication of takeover bids. The offeror shall notify the Authority regarding settlement or non-settlement of payment of the consideration within two calendar days of the payment deadline; the notification shall include an explanation in the case of non-settlement or partial settlement.

Breakthrough
Section 76/A

(1) The articles of association of the offeree company may prescribe that, during the time allowed for acceptance of the bid:

a) any restrictions on the transfer of securities provided for in the articles of association of the offeree company shall not apply vis-à-vis the offeror; and

b) any restrictions on the transfer of securities provided for in contractual agreements between the offeree company and holders of its securities, or in contractual agreements between holders of the offeree company’s securities entered into after the adoption of the amendment of the articles of association accordingly, shall not apply vis-à-vis the offeror.

(2) The articles of association of the offeree company may prescribe that, at the general meeting of shareholders which decides on any defensive measures in accordance with Section 73/A:

a) restrictions on voting rights provided for in the articles of association of the offeree company shall not have effect, unless the restrictions on voting rights are compensated for by specific pecuniary advantages;

b) restrictions on voting rights provided for in contractual agreements between the offeree company and holders of its securities, or in contractual agreements between holders of the offeree company’s securities entered into after the amendment of the articles of association accordingly, shall not have effect, unless the restrictions on voting rights are compensated for by specific pecuniary advantages; and

c) multiple-vote securities shall carry only one vote each, unless it is provided as equitable compensation for any loss suffered by the holders of some other rights.

(3) The provisions set out in the articles of association of the offeree company and those contained in Subsections (1)-(2) shall not apply - subject to authorization by the general meeting of the offeree company - where the takeover bid for the acquisition of a participating interest in the offeree company is launched:

a) by a company that does not apply similar regulations when it is itself being the target of a takeover bid; or

b) by a company that is controlled, directly or indirectly, by the company referred to in Paragraph a);

provided that the authorization was granted within eighteen months before the takeover bid was communicated.

(4) The provisions contained in Subsections (1)-(3) shall not apply if the Hungarian State holds any preference shares in the offeree company.

Section 76/B

(1) The articles of association of the offeree company may prescribe that, where, following a bid, the offeror holds seventy-five per cent or more of the capital carrying voting rights, the offeror shall have the right to convene a general meeting of shareholders of the offeree company in order to amend the articles of association or to remove or appoint board members, management body members and supervisory board members.

(2) In the general meeting held in accordance with Subsection (1):

a) the restrictions referred to in Subsections (1) and (2) of Section 76/A or any extraordinary rights of shareholders concerning the appointment or removal of board members, management body members and supervisory board members shall not apply; and

b) multiple-vote securities shall carry only one vote each, unless it is provided as equitable compensation for any loss suffered by the holders of some other rights.

(3) In compensation for the loss of rights explained in Subsection (1) above, the shareholders shall have the right of sell-out vis-ŕ-vis the offeror, which may be exercised within ninety days from the date of publication - in accordance with Subsection (2) of Section 55 - of the acquisition of voting rights reaching or exceeding seventy-five per cent.

(4) The shareholders exercising their right of sell-out as referred to in Subsection (3) above shall offer their shares at the price quoted in the takeover bid. If any shareholder convening the general meeting has purchased any shares during the past period at a higher price, the shares shall be offered at that price.

(5) The provisions contained in Subsections (1)-(4) shall not apply where the takeover bid for the acquisition of a participating interest in the offeree company is launched:

a) by a company, or a company acting in concert, that does not apply similar regulations when it is itself being the target of a takeover bid; or

b) by a company that is controlled, directly or indirectly, by the company referred to in Paragraph a).

(6) The provisions contained in Subsections (1)-(4) of this Section shall not apply if the Hungarian State holds any preference shares in the offeree company.

Section 76/C

(1) Where a holder of preference shares with prior voting rights did not or could not have had knowledge of the potential restriction - as specified in Section 76/A and in Subsections (1) and (2) of Section 76/B - of the voting rights carried by such securities at the time the shares were acquired, and the shareholder suffered any loss in consequence, the offeror or the person or body carrying out the breakthrough shall be liable to pay compensation to the shareholder affected.

(2) The minimum amount of compensation shall be fixed in the articles of association of the offeree company. The minimum amount of compensation specified in the articles of association may not exceed the value of the offeree company’s equity multiplied by the number of voting rights the preference share carries.

(3) In accordance with Subsection (2) above, the compensation shall be paid by the offeror in money, not later than by the eighth business day preceding the date of the general meeting convened according to Section 76/A or Section 76/B.

Purchase Option and Right of Sell-out
Section 76/D

(1) If the offeror:

a) declared, according to Paragraph e) of Subsection (6) of Section 69, his intention to exercise his purchase option in the application for approval of the takeover bid (voluntary bid);

b) controls ninety per cent or more of the voting rights within three months from the date of closure of the successful bid (voluntary bid) in the offeree company; and

c) is able to verify of having sufficient financial means to cover the purchase of the securities to which his option pertains,

he may exercise his purchase option within three months from the date of closure of the takeover bid (voluntary bid) the remaining shares of the offeree company.

(2) The offeror shall notify the Authority within the deadline given in Subsection (1) and shall simultaneously publish notice of its intention to exercise the purchase option. The notification and the notice shall indicate:

a) the place and time and the procedure for the delivery of the shares;

b) the price; and

c) the terms and conditions of payment.

(3) At the time of notification of its intention to exercise the purchase option, the offeror shall deposit the funds to cover the price referred to in Paragraph b) of Subsection (2) in an account opened in a credit institution established in a Member State of the European Union to the benefit of the shareholders of the offeree company.

(4) The price payable for the shares obtained by way of exercising the purchase option shall be the price quoted in the takeover bid (voluntary bid) or the amount of equity capital per share, whichever is higher. Equity capital means the own funds shown in the last audited annual report, with the exception where the issuer is required to file consolidated annual reports in accordance with the Accounting Act, equity capital means the consolidated own funds.

(5) The offeree company shall retire the shares which were not delivered in due time, and shall issue new shares in their stead, and shall make them available to the offeror as part of the purchase option.

(6) If the offeror’s holding in the offeree company exceeds ninety per cent of the voting rights when closing out the takeover bid, the offeror must purchase the remaining shares if so requested in writing by the owners of these shares within ninety days following the day on which the notice was published as specified in Subsection (2) of Section 55. The minimum amount of consideration payable under such purchase obligation shall be defined in accordance with Subsection (4).

Section 77

(1) Where a participating interest is acquired by ways other than what is defined in Sections 68-76/D of this Act and in Subsection (3) of Section 82 of Act L of 2001, voting rights in the offeree company cannot be exercised and the party acquiring such interest must terminate its interest acquired by way of evasion or circumvention of the regulations governing the acquisition of participating interest within sixty days of the date of acquisition or receipt of the resolution of the Authority.

(2) The party acquiring the voting rights may not exercise any right in the offeree company until the obligation specified in Subsection (1) is satisfied.

Section 78

If in consequence of the takeover bid not all shares bid for are transferred, yet the offeror has acquired a participating interest in the measure specified in Subsection (1) of Section 68, the offeror is not required to submit another bid if proceeding to acquire additional interest. If in consequence of the takeover bid the participating interest acquired is below the measure specified in Subsection (1) of Section 68, the offeror is required to submit another bid if proceeding to acquire additional interest in excess of the measure specified in Subsection (1) of Section 68.

Acquisition of a Major Holding by way of Voluntary Takeover Bid
Section 79

(1) Participating interest may be acquired by way of takeover bid if it is not rendered mandatory (hereinafter referred to as “voluntary takeover bid”). The acquisition of any participating interest by way of voluntary takeover bid shall be subject to the provisions on statutory takeover bid, with the exception that the provision on the prescribed measure of takeover bid laid down in Section 71 and the rule stipulated in Subsections (4) and (5) of Section 73/A shall not apply, and no counter-offer may be submitted. The offeror, any company in which the offeror has a qualifying holding, and the persons acting in concert with the offeror, or a third party acting on behalf of either of the aforementioned parties may not present another voluntary takeover bid within six months following the conclusion of the original voluntary takeover bid.

(2) If the number of shares offered in the declarations of acceptance is greater than the number to which the takeover bid pertains, the shares transferred must be commensurate with the face value of the shares.

(3) No voluntary takeover bid may be submitted after the publication of a statutory takeover bid as defined in Subsection (1) of Section 69 and before the last day of the period within which the declaration of acceptance is to be introduced.

Section 80

(1) Any derogation from the provisions of this Chapter shall be made only if permitted by law.

(2) The obligation of notification and publication prescribed in this Chapter shall not affect the obligation of notification and publication specified in the Companies Act.

(3) Acquisition of listed shares may be rendered conditional upon additional requirements stipulated in the bylaws of the stock exchange as approved by the Authority.

Cooperation of Supervisory Authorities
Section 80/A

(1) If the offeree company’s securities are admitted to trading on regulated markets in more than one Member State, the Authority shall communicate its decisions concerning any acquisition of participating interest and takeover bid to the supervisory authorities of the Member States affected within two working days from the date the resolutions are adopted.

(2) At the request of the competent supervisory authorities of Member States, the Authority shall forthwith supply the information requested concerning any particular acquisition of a participating interest. If unable to provide the information requested, the Authority shall inform the requesting competent supervisory authority concerning the reasons.

(3) Where the Authority is convinced that any actual or alleged breaches of the rules governing the acquisition of participating interest are being or have been committed in another Member State of the European Union, the Authority shall notify the competent supervisory authority accordingly.

(4) Concerning the processing, disclosure and forwarding of data by the Authority, the provisions of Sections 392-394 of this Act and the provisions of specific other legislation shall apply.
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TRADING OF SECURITIES ON ACCOUNT
Transfer of Title to Dematerialized Securities
Section 138

(1) Whenever title to dematerialized securities (for the purposes of this Chapter hereinafter referred to as “securities”) is transferred it must take place through securities accounts.

(2) Unless evidenced to the contrary, the holder of a security shall be the person on whose account it is registered.

Central Securities Account
Section 139

(1) The central depository shall operate a separate account for each securities intermediary. The central depository shall keep the central securities account in the name of the issuer for securities that have been submitted for conversion but not yet received.

(2) When a securities intermediary makes a transfer of securities from a securities account it maintains, to the credit of a securities account maintained by another securities intermediary, the transaction shall contain an indication of the central securities account number to which it is credited.

(3) At the time the transaction is carried out through the central securities account, the securities intermediary maintaining the destination securities account shall record the securities transferred with the same date as it is recorded on the central securities account.

Securities Account
Section 140

(1) Securities accounts for holders of securities shall be maintained by investment firms and credit institution, while securities accounts to record the securities held by the persons specified in Subsection (1) of Section 335/A shall be maintained by the central depository (hereinafter referred to collectively as “securities intermediary”).

(2) A securities account shall be deemed operative when the underlying securities account contract is executed. A securities account contract is to stipulate the securities intermediary’s commitment to the administration of securities owned by the other party (the account holder) under the securities account as contracted, to execute the account holder’s legitimate instructions, and to keep the account holder informed concerning all transactions to and from the account, as well as on the balance of the account.

Section 141

(1) The securities account shall contain:

a) the number and description of the account;

b) the data prescribed in specific other legislation for the identification of the account holder;

c) the codes of securities (ISIN code), their type and quantity; and

d) reference to any attachment of the securities.

(2) The account holder’s name cannot be replaced by a number or code, a pseudonym or any other reference suitable to conceal the identity of the account holder.

Section 142

(1) The securities intermediary shall record all transactions to and from a securities account in a statement and shall send this confirmation to the account holder as prescribed in the standard service agreement. The securities intermediary shall supply an account statement indicating the transactions in the securities account whenever one is requested by the account holder.

(2) The account statement shall evidence ownership of securities to third parties as effective on the statement date. Account statements are not negotiable and cannot be ceded by endorsement.

Section 143

(1) A securities account may be controlled by the account holder of record, or by a person duly authorized by the account holder. A power of attorney supplied to the securities intermediary shall be accepted only if made out in the form and if containing the information specified in the standard service agreement.

(2) Control of jointly owned securities recorded on a securities account shall be exercised by the owners jointly, or by a common representative elected by the owners and notified to the securities intermediary.

(3) Control of a securities account whose holder is adjudicated in bankruptcy or liquidation, or is undergoing dissolution can be exercised only by the bankruptcy trustee, the receiver or the liquidator, as the case may be. Following the announcement of the bankruptcy, liquidation or dissolution proceedings in an official journal the securities intermediary must accept instructions solely from such persons. The account holder must notify the name of the bankruptcy trustee, the receiver or the liquidator to the securities intermediary within three days from the date of appointment.

(4) The signature specimen of authorized signatories shall be supplied to the securities intermediary in the manner stipulated in the standard service agreement.

(5) Instructions concerning a securities account must be made on a prescribed form where so specified by legal regulation.

Attachment of Securities Accounts
Section 144

(1) The securities intermediary shall transfer all securities to a subsidiary account, which are under attachment by virtue of law, court order, administrative measure or contract, underlying some right of a third person, or if so instructed by the account holder.

(2) The subsidiary account shall indicate the grounds for attachment, such as collateral security, lien, court deposit, action of replevin, judicial enforcement, and the person named as the beneficiary.

(3) The securities intermediary shall send the account statement issued on a subsidiary account to the account holder and to the person under whose name the attachment is registered, and also to the court, bailiff or other authority to whom it pertains. The same procedure shall apply when the attachment is cancelled.

(4) The attachment of securities placed on a subsidiary account may be cancelled, or another attachment may be implemented if the grounds for attachment are terminated as it is declared and notified by the appropriate person. In this case the securities intermediary shall forthwith reinstall the securities in question into the securities account.

(5) If the account holder is permitted to alienate any securities under attachment, the securities intermediary shall transfer such securities, with an indication of the attachment, to the subsidiary account of the new owner of the securities opened under his securities account.

(6) If the beneficiary of attachment is able to verify as to having obtained title of ownership of the securities in question, the securities intermediary shall forthwith transfer those securities to the securities account specified by the new owner.

Termination of Securities Account
Section 145

(1) A securities account contract may be terminated by the account holder of record at any time without notice, however, it shall take effect only if transferred to another securities intermediary, with the exception if the account has been depleted.

(2) The securities intermediary may terminate a contract subject to a thirty-day notice period, if he retires from the activity in question, or in the event of the account holder’s failure to settle any outstanding debts following repeated notices. The securities intermediary, in its notice of termination, shall advise the account holder to designate a new securities intermediary. If a new securities intermediary is not specified the rules of responsible custody shall apply.

(3) Termination notices must be communicated in writing.

(4) When a securities account is depleted it shall not automatically constitute termination of the securities account contract.

System of Accounts
Section 146

The detailed regulations on the operation of securities accounts and securities custody accounts are laid down in specific other legislation.

Chapter XIV
CLIENT ACCOUNT
Section 147

(1) With the exception specified in Section 148, investment firms, credit institutions and commodity dealers shall maintain client accounts. Investment firms and commodity dealers are to record the earnings of the account holders on these accounts, and shall settle payments charged to the account holder from the client account. Investment firms must have client account contracts with all clients to whom they provide portfolio management, custodianship and safe custody services.

(2) Unless prescribed by law to the contrary, investment firms, credit institutions and commodity dealers shall place all funds of their clients held on client accounts in safe custody accounts.

(3) The opening and administration of client accounts is governed by specific other legislation.

Section 148

The credit institution that is engaged in investment service activities may transact payments in connection with the investment services it provides to a client through the client’s bank account, if expressly requested by the client.

Chapter XV
Identification procedure, nominees
Identification Procedure
Section 149

(1) In the case of dematerialized securities a procedure to establish the identity of holders of such securities may be conducted at the issuer’s request or if so decided by the Authority. The Authority may order the identification procedure where it is necessary for discharging its duties. The identification procedure shall be conducted according to the central depository’s rules of procedure, concerning the data in effect at the time indicated in the issuer’s request or in the Authority’s resolution.

(2) Where the identification procedure is conducted by decision of the Authority, the securities intermediary shall disclose to the central depository the identification data of holders of securities accounts and the quantity of their shares, who have any dematerialized securities of the type specified in the resolution ordering the identification procedure at the time indicated therein.

(3) Where the identification procedure is conducted at the issuer’s request, the securities intermediary shall disclose to the central depository the identification data of holders of securities accounts and the quantity of their shares, who have any dematerialized securities of the type specified in the request for the identification procedure at the time indicated therein, if they did not prohibit to be registered in the register of shareholders or did not request to be removed from register of shareholders.

Section 150

Shareholder’s Representative (Nominee)
Section 151

(1) A securities intermediary, a custodian, and a clearing house may act as an attorney in fact on behalf of a shareholder (hereinafter referred to as “nominee”) under written authorization signed by the shareholder (for the purposes of this Chapter hereinafter referred to as “authorization”) in order to exercise the shareholder’s rights in limited companies in its own name but on behalf of the shareholder. A non-resident person may also act as a nominee if he is entitled to exercise membership rights in the company in question under the national law of his home state in his own name and on behalf of the shareholder. This shall also apply if membership rights in the company are exercised on the basis of secondary securities on behalf of the owner (ultimate beneficiary) of the secondary security.

(2) A nominee shall have powers to exercise all rights of the principle shareholder for which the authorizing shareholder is entitled. Authorization to act as a nominee can only be granted with respect to shares placed in a securities account that is maintained by the nominee or which are deposited with the nominee.

(3) The above-specified authorization cannot be incorporated into a contract that pertains to the securities account, the safe custody of securities, or any other contract concerning investment services or activities auxiliary to investment services. The authorization shall specifically stipulate the mode of contact between the shareholder and his nominee, the method of requesting and providing instructions, and the method of disclosure.

Section 152

(1) A nominee may represent the principle shareholder of a limited company upon being registered in the relevant register of shareholders in that capacity. It shall also specify the class and quantity of the underlying shares.

(2) When the acquisition of shares in a particular public limited company is subject to approval by the authorities, the nominee must be recorded in the register of shareholders together with the shareholder or with the owner (ultimate beneficiary) of secondary securities issued on the shares of a resident limited company.

Section 153

(1) In his capacity to exercise shareholder’s rights, a nominee shall handle his duties with due care and attention as it is appropriate to best represent the interests of the shareholder. A nominee shall expressly indicate being a representative of the actual owner of the shares. A nominee may be assisted in that capacity only to the extent absolutely necessary.

(2) A nominee must not engage in any unlawful conduct, intended or implied.

(3) When demanded by any shareholder (or the owner of secondary securities), by the limited company or the Authority, the nominee shall be required to reveal the identity of the shareholders he represents and shall produce evidence in support of his capacity as a nominee when demanded by the limited company or the Authority. If the nominee refuses to comply he may not exercise the voting rights relating to the limited company in question.

(4) Any person who is able to substantiate his valid concern shall be entitled to request the Authority to reveal the identity of the shareholders represented by a particular nominee.

(5) Where membership rights are exercised on the basis of secondary securities issued abroad, the non-resident custodian of the secondary security may function as the nominee if in possession of a power of attorney granted for the exercise of shareholder’s rights in accordance with the laws under which the secondary security was issued, and in accordance with the agreement between the issuer and the depository of the secondary security.

Section 154

(1) The nominee shall inform the shareholder in the manner and at the time stipulated in the authorization concerning the limited liability company’s official announcements made in accordance with the Companies Act and with this Act, the resolutions adopted by the general meeting in detail, and of the measures he has taken in his capacity as a nominee and the ramifications of these actions.

(2) The nominee must convey to the shareholder all information that is available to him in connection with the limited company that may be of concern to the shareholder, and shall inform the shareholder concerning any documents he has obtained. The nominee shall provide the shareholder with copies of such documents when so requested.

(3) The nominee must request the shareholder to provide instructions prior to a general meeting. The nominee shall present his request to the shareholder to provide such instructions so as to provide ample time for the shareholder to draw up the instructions.

(4) The above-specified request for instructions shall demonstrate in detail the agenda of the general meeting and the proposals sent by the limited company to the shareholders.

(5) If there are no instructions from the shareholder, with the exception specified in Subsection (6), or if the shareholder’s instructions are not sufficiently explicit, the nominee cannot exercise the shareholder’s voting rights.

(6) If there are no instructions from the shareholder, the nominee may exercise his voting rights attaching to his shares only if:

a) the nominee has disclosed in the request for instructions specified in Subsections (3) and (4) his suggestions for voting, and the explanation of these suggestions, concerning the various items of the agenda, provided that

b) the authorization granted to the nominee expressly confers general powers to the nominee that can be revoked by the shareholder at any given time, to the extent that in the event of the shareholder’s failure to respond to the request for instructions, this shall be construed to be understood as his consent concerning the voting strategy suggested by the nominee.

(7) When voting in a general meeting the nominee must weigh any disagreement in the instructions received from different shareholders.

Section 155

(1) When the authorization received from a shareholder to exercise shareholder’s rights terminates, the nominee shall forthwith notify the limited company concerned to that effect, if registered in the register of shareholders as a nominee.

(2) The nominee shall take measures forthwith to have his name removed from the register of shareholders if so instructed by the shareholder in writing.

(3) The activities of non-resident nominees in the domestic territory shall be subject to the provisions of this Chapter; as regards his liability toward non-resident clients, the relevant national legislation shall be observed.

(4) For subjects not regulated in this Act regarding the agreement between a shareholder and a nominee and the exercise of shareholder’s rights by the nominee, the provisions of the Civil Code on agency shall apply.

Chapter XVI
REGULATIONS ON INVESTMENT SERVICES ACTIVITIES
Investment Lending
Section 156

(1) Any person who provides investment loans shall have adopted and apply internal lending regulations - subject to approval by the executive body - in which to lay down guidelines for the soundness and transparency of exposures, and for the assessment, control and reduction of risks.

(2) All contracts for investment loans must be made out in writing. Oral agreements must be confirmed in writing within two working days.

(3) Investment loans may not be provided:

a) for the purchase of shares which are issued by the lender;

b) for the purchase of shares which are issued by a single member limited liability company owned by the lender;

c) to a company in which the lender holds an interest of ten per cent or more.

(4) Prior to the granting of an investment loan the lender must ascertain the existence, value and enforceability of the necessary collaterals and securities. The documents substantiating such decision must be attached to the contract for the transaction.

Provisions for the Supply of Data to and Data Processing in the Central Credit Information System
Section 157

(1) The reference data provider shall supply to the financial institution operating the central credit information system (hereinafter referred to as “KHR”) the reference data specified in Points 1.1 and 1.3 of Chapter II of Schedule No. 3 of the CIFE of any natural person who provides any false information when entering into a contract related to investment lending arrangements or to securities lending and/or borrowing, or uses any forged or falsified document for these contracts, and if there is documentary evidence to this effect.

(2) The reference data provider shall supply to the financial institution operating the KHR the reference data specified in Points 1.1-1.2 of Chapter II of Schedule No. 3 of the CIFE of any natural person who fails to comply with the payment obligation agreed upon in a contract related to investment loan arrangements or to securities lending and/or borrowing in a manner where the amount of any overdue and unpaid debt for which he is liable exceeds the prevailing monthly minimum wage in effect at the time of default, and this delay in excess of the prevailing minimum wage is sustained for over ninety days. In connection with a contract for securities lending and/or borrowing the amount of unpaid debt shall be determined in accordance with Section 169.

(3) The simultaneous breach of several contracts as explained under Subsection (2) by the same person shall be taken into consideration separately for each contract.

(4) The reference data provider shall supply to the financial institution operating the KHR the reference data specified in Points 2.1 and 2.2 of Chapter II of Schedule No. 3 to the CIFE of the companies referred to in Point 4 of Chapter V of Schedule No. 2 to the CIFE in connection with their investment loan contracts and contracts for securities lending and/or borrowing.

(5) The financial institution operating the KHR - subject to the exceptions set out in Subsections (3)-(4) of Section 130/I of the CIFE - shall process reference data for a period of five years from the date referred to in Subsection (6). Upon expiry of the five-year period the financial institution operating the KHR shall irretrievably erase the reference data from its records.

(6) The time limit referred to in Subsection (5) shall commence:

a) on the date of transfer of data in the cases specified in Subsections (1) and (3);

b) at the time when the overdue debt is satisfied in the case specified in Subsection (2);

c) on the date of termination of the contract in the case specified in Subsection (4).

(7) The financial institution operating the KHR and the reference data provider are both required to keep records on any data supplied in either direction, including the date and time and the type of data disclosed. These records shall be processed within the time limit specified in Subsection (6) pertaining to records on reference data.

(8) Reference data providers shall forthwith disclose reference data they process to the financial institution operating the KHR. The obligation of reference data providers to disclose data also applies to changes in the reference data they have provided, of which they have knowledge.

(9) Apart from the reference data indicated in the data request relating to the data subject specified in Point 1 of Chapter V of Schedule No. 2 to the CIFE, no other information may be supplied from the KHR to the reference data provider. Data requests for the reference data of natural persons may be used exclusively in connection with a decision for entering into an investment loan contract or a contract for securities lending and/or borrowing, or for the provision of information specified in Subsection (3) of Section 130/J of the CIFE.

Section 157/A

(1) In the application of the provisions contained in Subsection (2) of Section 157, the duration and the amount of any overdue and outstanding debt shall be calculated continuously even if the liability originating from the contract to which the data disclosure pertains is transferred to another reference data provider.

(2) The reference data provider transferring the liability originating from the contract shall also provide all documents and information to the transferee reference data provider to the extent necessary to fulfill its responsibilities.

(3) The financial institution operating the KHR shall affix the note “transfer to reference data provider” upon all reference data it has received, and shall indicate the particulars of the transferee reference data provider if the reference data provider has transferred the liability originating from the contract to which the data disclosure pertains to another reference data provider.

Client Protection
Section 157/B

(1) The reference data provider shall supply information in writing to natural persons indicating the purpose of disclosure, the type of data that may be disclosed, the legal remedy available, and indicating, furthermore, that the financial institution operating the KHR has the right - following the transmission of data to the KHR - to disclose the reference data to other reference data providers for the reasons specified in Subsection (4) of Section 130/A of the CIFE:

a) prior to the conclusion of the contract, the data subject shall be notified that his data may be recorded in the KHR in the case specified in Subsection (1) of Section 157, also indicating the specific reasons;

b) prior to the conclusion of the contract, the data subject shall be notified that his data may be recorded in the KHR in the case specified in Subsection (2) of Section 157;

c) thirty days before the planned transmission of data, the data subject shall be notified that his data may be recorded in the KHR in the case specified in Subsection (2) of Section 157 in the event of his failure to satisfy his contractual obligations; and

d) within eight days from the date of transmission of data, the data subject shall be notified that the transmission has been completed.

(2) The reference data provider shall supply information in writing to companies indicating the purpose of disclosure and the type of data that may be disclosed, and indicating, furthermore, that the financial institution operating the KHR has the right - following the transmission of data to the KHR - to disclose the reference data to other reference data providers for the reasons specified in Subsection (4) of Section 130/A of the CIFE, prior to the conclusion of the contract, that their reference data may be recorded in the KHR in the case specified in Subsection (4) of Section 157.

(3) The provisions contained in Subsections (6)-(9) of Section 130/A of the CIFE, Subsections (3)-(4) of Section 130/I of the CIFE, Subsections (3)-(6) of Section 130/J of the CIFE, Sections 130/K-130/O of the CIFE and in Schedules Nos. 2 and 3 to the CIFE shall apply mutatis mutandis.

Deferred Financial Settlement
Sections 158-160

Chapter XVII
Sections 161-167

Chapter XVIII
SECURITIES LENDING AND/OR BORROWING
Section 168

(1) Investment firms, investment fund management companies, investment funds, bodies providing clearing or settlement services, the central depository, financial institutions, voluntary mutual insurance funds, private pension funds and insurance companies shall notify the Authority in advance of their intention to engage in securities lending and/or borrowing operations. The notification shall have attached a KHR membership certificate if securities lending and/or borrowing is performed to persons other than reference data providers.

(2) As a precondition for securities lending, the lender must have unrestricted control of the securities involved in any lending transaction. Any security that is non-transferable or is subject to any restrictions in terms of marketing, or that is subject to any right of preemption, purchase or repurchase, and that is pledged in security for a collateral or lien cannot be involved in lending or borrowing transactions. Registered certificates of printed securities may be lent only with blank endorsement.

(3) Upon the lending of securities the title of ownership shall be conveyed to the borrower.

(4) Securities lending agreements must be concluded for specific terms.

Section 169

If the borrower is unable to return the securities at the date of expiration agreed upon in the lending agreement, the minimum amount of monetary compensation payable to the lender shall be based upon the price in effect on the date of lending or on the date of expiration, whichever is higher.

Section 170

(1) Securities lending and/or borrowing may be transacted only in possession of a securities lending and/or borrowing framework contract with the owners of such securities, or a securities lending contract. Securities lending and/or borrowing framework contracts and securities lending contracts cannot be incorporated into any other contract made between the owner of securities and the borrower of the securities.

(2) Securities lending and/or borrowing framework contracts and securities lending contracts must contain:

a) the description, ISIN code and the series of the securities lent or proposed to be lent;

b) the quantity of the securities lent or proposed to be lent;

c) with respect to framework contracts, the period to which the securities lending contract pertains;

d) the duration of lending;

e) the amount of lending charges;

f) a clause stipulating that the lender shall not be entitled to exercise the right carrying to the securities in question under the life of the contract; and

g) in connection with shares, an agreement of the parties for the exercise of voting rights.

(3) When securities are lent under a framework contract, the investment firm or credit institution participating in the transaction shall notify the owner of the securities that his securities have been transferred under lending arrangements, indicating the quantity and the duration. Any investment firm or credit institution that fails to abide by the restrictions stipulated by the owner of the securities in question (the lender in fact), shall be subject to unlimited liability for damages caused by such negligence.

Section 171

The provisions of the Civil Code on financial loans shall apply to all matters not regulated in this Act that regard to the lending of securities.

Chapter XIX
MANAGEMENT OF RISKS INHERENT IN INVESTMENT SERVICES AND COMMODITY EXCHANGE SERVICES
Section 172

Section 172/A

Section 173

Section 174

(1) Investment firms shall regularly evaluate and assess their outstanding investment loans and other credits under deferred arrangements based on the rules and regulations drafted in compliance with the requirements prescribed in specific other legislation, a copy of which has been deposited with the Authority.

(2) To compensate for any - individually rated - lending and investment risk and country risk, the investment firm shall apply value adjustments and readjustments, as appropriate, and shall create, use and release provisions as appropriate, as defined in specific other legislation. The investment firm shall record such value adjustments and readjustments and provisions under other operating charges.

Sections 175-177

Section 177/A

(1) Investment firms shall have in place sound, effective and complete strategies and processes to assess and maintain on an ongoing basis the amounts, types and distribution of internal capital that they consider adequate to cover the nature and level of the risks to which they might be exposed.

(2) The strategies and processes referred to in Subsection (1) shall be subject to regular internal review - at least on an annual basis - to ensure that they remain comprehensive and proportionate to the nature, scale and complexity of the activities of the investment firm concerned.

(3) Parent investment firms in a Member State, parent financial holding companies in a Member State, EU parent investment firms and EU parent financial holding companies shall comply with the conditions set out under Subsections (1) and (2) of this Section on a consolidated basis together with the companies referred to in Subsection (2) of Section 181/A.

(4) If an investment firm is subject to dominant influence or if a company holds any participation in such investment firm and this investment firm maintains dominant influence or holds any participation in a credit institution, financial institution, investment firm, investment fund management company or ancillary services company that is established in a third country, this investment firm shall comply with the conditions set out under Subsections (1) and (2) of this Section on a consolidated basis as well together with the companies referred to in Subsection (2) of Section 181/A.

Section 178

Disclosures
Section 178/A

Section 179

Sections 180-181

Chapter XIX/A
SUPERVISION ON A CONSOLIDATED BASIS
Supervision of Investment Firms on a Consolidated Basis
Section 181/A

(1) Every investment firm

a) that has a credit institution, financial institution or investment firm as a subsidiary or that holds a participation in such institutions, or

b) whose parent company is a financial holding company

shall be subject to supervision on a consolidated basis.

(2) Supervision on a consolidated basis shall apply to any investment firm that is subject to supervision on a consolidated basis and:

a) to the credit institutions, financial institutions, investment firms, investment fund management companies and ancillary services companies specified under Paragraph a) of Subsection (1) in which the aforementioned investment firm has a dominant influence or participation;

b) to any financial holding company under Paragraph b) of Subsection (1) and to any credit institution, financial institution, investment firm, investment fund management company and ancillary services company in which it has a dominant influence or participation.

Section 181/B

(1) The Authority shall have competence, pursuant to Subsection (1) of Section 181/A, to exercise supervision over Hungarian investment firms on the basis of their consolidated financial situation.

(2) The Authority shall not be required to play a supervisory role in relation to the prudent operation of a financial holding company, mixed-activity holding company, foreign investment firm, financial holding company and mixed-activity holding company standing alone.

(3) The Authority may decide at the request of the investment firm referred to in Subsection (1) of Section 181/A that a credit institution, financial institution, investment company or auxiliary company need not be included in the consolidation if:

a) it is situated in a third country in which there are legal impediments to the transfer of the necessary information;

b) it would be inappropriate or misleading (for example, if the dominant influence or participation is likely to be held for less than one year);

c) it is of negligible interest as far as the objectives of the consolidated supervision of credit institutions are concerned if the balance-sheet total and the sum of off-balance sheet items, calculated according to Subsection (6) of Section 101 of the IRA, of the company that should be included is below one per cent of the balance-sheet total of the parent company or the company that holds the participation, or two billion five hundred million forints, whichever is less.

(4) If several companies together reach the smaller of the two amounts specified in Paragraph c) of Subsection (3), yet they failed to do so on their own accord, they shall no longer be treated as of negligible interest and shall be included in the supervision on a consolidated basis exercised by the Authority.

(5) If the Authority finds any evidence in documents or in the course of any on-site inspection to substantiate a close link, it may declare any investment firm registered in Hungary subject to supervision on a consolidated basis or may decide to extend consolidated supervision to any company.

(6) The Authority may authorize an investment firm that is not included in the scope of supervision on a consolidated basis under Subsection (1) of Section 181/A to satisfy capital adequacy requirements and the criteria for the control of large exposures in compliance with the provisions of this Chapter, whether or not on a consolidated basis with a subsidiary of the investment firm’s parent company that is registered in Hungary and that is under the dominant influence of the parent company or in which the parent company has a participation.

Prudent Operation of Investment Firms Subject to Supervision on a Consolidated Basis
Section 181/C

(1) The investment firm subject to supervision on a consolidated basis [Paragraph a) of Subsection (1) of Section 181/A] or the financial holding company [Paragraph b) of Subsection (1) of Section 181/A] shall be responsible to ensure the prudent operation of the companies it controls, including compliance with the requirements for capital adequacy and for the control of large exposures.

(2) The management body of an investment firm or financial holding company that is subject to supervision on a consolidated basis may instruct the management body of the credit institution, financial institution, investment firm and auxiliary company in which it has a dominant influence to observe and enforce the regulations pertaining to supervision on a consolidated basis, and the management body in question must follow these instructions.

(3) The management body of an investment firm that is subject to supervision on a consolidated basis must indicate the executive member appointed to oversee the prudent operation of the companies in which it has a dominant influence.

(4) The supervisory board of an investment firm that is subject to supervision on a consolidated basis shall provide for the proper operation of the internal control system of any credit institution, financial institution and investment firm it controls.

Exposure and Capital Adequacy of Investment Firms Subject to Supervision on a Consolidated Basis
Section 181/D

(1) The investment firm subject to supervision on a consolidated basis shall, together with the companies referred to in Subsection (2) of Section 181/A, comply on a consolidated basis with the companies referred to in Section 101 of the IRA with the restrictions concerning large exposures.

(2) Investment firms that are subject to supervision on a consolidated basis and the companies referred to in Subsection (2) of Section 181/A shall have sufficient own funds combined to satisfy the capital requirements specified in Subsections (1), (2) and (5) of Section 105 of the IRA, as calculated on a consolidated basis. The methodology for the calculation of own funds on a consolidated basis is contained in specific other legislation.

(3) Calculations for meeting the requirements for capital adequacy and for the control of exposures on a consolidated basis shall be made by the investment firm or financial holding company that is subject to supervision on a consolidated basis. The financial holding company must furnish the calculations to the investment firm subject to supervision on a consolidated basis. The subsidiary investment firm of a financial holding company that is subject to supervision on a consolidated basis shall isolate the records of data used for the calculations on a consolidated basis and shall not use them for any other purpose.

(4) Where an investment firm is under a dominant influence or if a company holds a participation in an investment firm that has a dominant influence or participation in another credit institution or in a financial institution, investment firm or auxiliary company (hereinafter referred to as “multiple dominant influence or participation”), calculations on a consolidated basis concerning the requirements for capital adequacy and for the control of exposures must be made separately by each investment firm and financial holding company that is subject to supervision on a consolidated basis.

(5) In the case of multiple dominant influence or participation, the Authority may authorize that only the highest-level investment firm or financial holding company that is subject to supervision on a consolidated basis shall calculate compliance on a consolidated basis with capital adequacy requirements and the risk exposure requirements.

(6) The Authority shall grant the authorization referred to in Subsection (5) if all of the following conditions are satisfied:

a) the highest-level Hungarian-registered investment firm or financial holding company has a dominant influence or participation in the Hungarian investment firm that is to be exempted;

b) the highest-level investment firm or financial holding company involves the investment firm to be exempted in the calculations on consolidated exposure and capital adequacy;

c) the own funds of the companies under multiple dominant influence or participation is properly distributed among the companies involved;

d) for credit institutions, financial institutions, investment firms, investment fund management companies or ancillary services companies established in a country other than a third country, in which

da) the investment firm referred to in Subsection (4) has a dominant influence, or

db) the financial holding company referred to in Subsection (4) has dominant influence or holds a participation.

Methods Admissible in Connection with Compliance on a Consolidated Basis with the Regulations on Prudent Operations
Section 181/E

(1) The methods set out in the Accounting Act shall be used for the calculations required to ascertain the consolidated risk exposure and capital adequacy data. With respect to records and the definition of data and to methods of inclusion, Subsection (4) of Section 10 of the Accounting Act shall be disregarded.

(2) The Authority may authorize a parent company to include any of its subsidiaries in the calculation for consolidated compliance with capital adequacy and risk exposure requirements according to the regulations contained in the Accounting Act on the consolidation of joint companies in the ratio of their capital share, if a contract guarantees that the parent company’s liability is limited to its ownership share and if the financial position of the co-owners is satisfactory.

(3) Every credit institution, financial institution, investment firm or auxiliary company that holds a participation shall be included in the calculation for consolidated compliance with capital adequacy and risk exposure requirements according to the regulations contained in the Accounting Act on the consolidation of joint companies if it is controlled by an investment firm that is subject to supervision on a consolidated basis jointly with one or more other companies that are not subject to supervision on a consolidated basis and if its liability is limited to its ownership share.

(4) Credit institutions, financial institutions, investment firms and auxiliary companies that hold participations shall be included in the calculation for consolidated compliance with capital adequacy and risk exposure requirements according to the regulations contained in the Accounting Act on the consolidation of associated companies subject to the exceptions set out in Subsections (2) and (3).

(5) Where dominant influence is exercised without any capital involvement, the method of consolidation shall be determined by the Authority.

(6) When calculating own funds on a consolidated basis, the book value of the participation in a company exempted under Subsection (3) of Section 181/B shall be deducted as well as the book value of any subordinated loan capital provided to such a company.

Section 181/F

(1) Credit institutions, financial institutions, investment firms and auxiliary companies in which an investment firm or financial holding company that is subject to supervision on a consolidated basis has a dominant influence or participation shall be required to supply - unless otherwise prescribed by legal regulation - to the investment firm or financial holding company all data and information necessary for consolidated supervision. The investment firm or financial holding company that is subject to supervision on a consolidated basis shall process such data and information separately and in compliance with the regulations on data protection.

(2) The Authority shall be authorized to request data and information on the credit institutions, financial institutions, investment firms and auxiliary companies in which an investment firm or financial holding company that is subject to supervision on a consolidated basis has a dominant influence or participation, to the extent necessary to exercise supervision on a consolidated basis.

(3) In connection with its functions relating to supervision on a consolidated basis, the Authority shall be authorized to request information from the persons indicated below, whether directly or through the investment firm that is subject to supervision on a consolidated basis, and such persons shall be required to supply such information unless otherwise prescribed by legal regulation:

a) persons with a close link to the investment firm that is subject to supervision on a consolidated basis;

b) persons with a close link to the parent company of the investment firm that is subject to supervision on a consolidated basis or with other persons having a participation in the investment firm; and

c) any credit institutions, financial institutions, investment firms and auxiliary companies exempted under Subsection (3) of Section 181/B.

(4) The investment firms and financial holding companies that are subject to supervision on a consolidated basis shall have sufficient information systems for providing the data and information required for exercising supervision on a consolidated basis and internal control systems that ensure the reliability of the disclosed data and information.

(5) If the parent company of an investment firm that is subject to supervision on a consolidated basis is a mixed-activity holding company, the transactions between this mixed-activity holding company and the companies to which supervision on a consolidated basis also applies shall be supervised by the Authority. The investment firm that is subject to supervision on a consolidated basis shall have adequate risk management processes and internal control mechanisms, including accounting and reporting procedures, in order to identify, measure, monitor and control transactions as provided for above, which shall be subject to supervision by the Authority. If the transactions are a threat to the financial position of the investment firm that is subject to supervision on a consolidated basis, the Authority shall take the necessary measures.

Notification Requirement
Section 181/G

(1) Any investment firm and financial holding company that is subject to supervision on a consolidated basis shall be required to forthwith notify the Authority concerning the close link referred to in Subsection (2) of Section 181/A and Subsection (3) of Section 181/F, including all changes therein.

(2) The notification requirement under Subsection (1) may be satisfied by the foreign financial holding parent company of a Hungarian-registered investment firm through its investment firm that is subject to supervision on a consolidated basis.

Supervisory Control
Section 181/H

(1) The Authority shall have powers to conduct inspections, on site or otherwise, at the companies referred to in Subsections (1) and (2) of Section 181/A for compliance with the provisions set out in Sections 181/A−181/G.

(2) The Authority shall have powers to conduct inspections, on site or otherwise, at the persons referred to in Subsection (3) of Section 181/F to check the authenticity of the reports, data and information disclosed in connection with supervision on a consolidated basis.

Cooperation Between the Authority and the Supervisory Authorities of Other Member States in Connection with Exercising Supervision on a Consolidated Basis
Section 181/I

(1) At the request of a supervisory authority of a third country, the Authority, having considered the availability of reciprocity or on the basis of a valid supervision cooperation agreement, may supply reports, data and information to the extent necessary for exercising supervision on a consolidated basis to the supervisory authority of a third country if it is able to guarantee legal protection for the processing of such information that is equal to or better than the protection afforded under Hungarian law.

(2) At the request of the supervisory authority of a third country, the Authority, having considered the availability of reciprocity, may conduct the inspections specified in Section 181/H, or, if there is a valid supervision cooperation agreement, it may give its consent to the supervisory authority of the third country requesting consent or to an auditor or other expert designated by it to conduct the inspections.

Section 181/J

(1) An investment firm that is a parent company shall be supervised on a consolidated basis by the competent supervisory authority of the Member State of the European Union in which the investment firm is established.

(2) If the parent company of an investment firm is a financial holding company, supervision on a consolidated basis shall be exercised by the competent supervisory authority of the Member State in which the investment firm is established.

(3) If a Hungarian investment firm and an investment firm established in another Member State are subsidiaries of the same financial holding company, supervision on a consolidated basis shall be exercised - with the exception set out in Subsection (4) - by the supervisory authority of the Member State in which the financial holding company is registered.

(4) If a Hungarian investment firm and an investment firm established in another Member State:

a) are subsidiaries of the same financial holding company and neither is authorized in the Member State in which the financial holding company is registered, or

b) are subsidiaries of several financial holding companies which are established in different Member States, and the investment firm subsidiary is authorized in each of these Member States,

supervision on a consolidated basis shall be exercised on the basis of the agreement between the supervisory authorities of the Member States concerned, including the one in which the financial holding company is registered. In the absence of an agreement, supervision on a consolidated basis shall be exercised by the supervisory authority supervising the investment firm with the largest balance sheet total or, if the balance sheet total is the same, by the supervisory authority supervising the investment firm first authorized.

(5) Supervisory authorities may derogate from the provisions of Subsections (2)-(4) subject to an agreement between them, in this case however, the financial holding company shall be consulted before the agreement is reached.

(6) An agreement concluded under Subsections (4) and (5) must ensure the flow of information for the objectives of supervision on a consolidated basis as well as collaboration between the supervisory authorities involved.

(7) Where supervision on a consolidated basis is not exercised by the supervisory authority of the company that is a parent company, the supervisory authority of the parent company shall supply the supervisory authority exercising supervision on a consolidated basis with the information required for supervision on a consolidated basis.

(8) The Authority shall cooperate with the supervisory authorities of other Member States in exercising supervision on a consolidated basis.

(9) The Authority may supply reports, data and information to the supervisory authorities of other Member States to the extent necessary for the objectives of supervision on a consolidated basis.

(10) At the request of the supervisory authority of another Member State, the Authority may conduct the inspections specified in Section 181/H, and it may give its consent to the supervisory authority requesting consent, or to an auditor or other expert designated by it to conduct the inspections.

(11) If the Authority exercises the supervision of an EU parent investment firm or EU parent financial holding company on a consolidated basis, the requirement of cooperation with the competent supervisory authorities shall, in addition to what is contained in Subsections (7)-(9):

a) also cover the coordination of functions pertaining to control and supervisory review,

b) ensure the flow of information for the objectives of supervision.

(12) The Authority shall provide the competent supervisory authorities of Member States with all relevant information:

1. concerning identification of the ownership structure of investment firms subject to supervision on a consolidated basis, as well as of the competent supervisory authorities of the aforesaid investment firms,

2. concerning procedures for the collection of information from the investment firms subject to supervision on a consolidated basis, and the verification of that information,

3. concerning adverse developments in credit institutions, investment firms, financial institutions, investment fund management companies or ancillary services companies, which could seriously affect the investment firms,

4. concerning the imposition of an additional capital charge under regulatory review and the imposition of any limitation on the use of the advanced measurement approach for the calculation of the own funds requirements, and

5. that has any impact on the prudential treatment of an investment firm that is supervised by the competent supervisory authority of another Member State.

(13) Upon request, the Authority shall provide, apart from the information referred to in Subsection (12), all information the competent supervisory authority of another Member State deems essential or relevant for the exercise of its supervisory functions.

(14) If the Authority exercises supervision of the subsidiary of an EU parent investment firm or EU parent financial holding company that is established in another Member State, and if it needs information which has already been given to the supervisory authority of the EU parent investment firm or EU parent financial holding company, the Authority shall contact this supervisory authority first.

(15) If the Authority exercises supervision of an investment firm that is subject to supervision on a consolidated basis, and where an emergency situation arises which potentially jeopardizes the stability of the financial system in any of the Member States:

a) where any credit institution, investment firm, investment fund management company or financial institution in which the investment firm in question maintains a dominant influence is established, or

b) where any credit institution, investment firm, investment fund management company or financial institution, in which the investment firm in question holds any participation is established,

the Authority shall promptly inform the central government, competent supervisory authority and central bank of the Member State affected.

Section 181/K

For the purposes of this Chapter and Paragraphs f) and g) of Section 391, and Point 1. m) of Schedule No. 10, ‘person’ shall mean any natural or legal person and business association lacking the legal status of a legal person.

Chapter XIX/B
SUPPLEMENTARY SUPERVISION
Financial Conglomerates
Section 181/L

(1) Under this Act, a financial conglomerate means a group [Point 27 of Subsection (1) of Section 5] that meets the following conditions:

a) at the head of the group:

1. is an investment firm; or

2. is a non-regulated entity, and the group’s activities mainly occur in the financial sector within the meaning of Subsection (3); and

b) at least one of the entities in the group is within the insurance sector and at least one is within the banking or investment services sector; and

c) the consolidated and/or aggregated activities of the entities in the group within the insurance sector and the consolidated and/or aggregated activities of the entities within the banking or the investment services sector are both significant within the meaning of Subsection (4) or (5).

(2) The entity at the head of the financial conglomerate:

a) is a parent company in which none of the entities in the same financial conglomerate exercises a dominant influence or holds a participating share;

b) is a parent company with the largest balance sheet total if the financial conglomerate contains several parent companies that meet the criteria set out in Paragraph a);

c) is an entity with the largest balance sheet total of the entities in which none of the entities in the same financial conglomerate exercises a dominant influence or holds a participating share, and if none of the entities in the financial conglomerate qualifies as a parent company that meets the criteria set out in Paragraph a);

d) is an entity with the largest balance sheet total if none of the entities in the financial conglomerate meets the requirements set out in Paragraphs a)-c).

(3) The activities of a group in different financial sectors shall be deemed significant if the balance sheet total of the regulated and non-regulated financial sector entities in the group as a whole exceeds forty per cent of the combined balance sheet total of the group.

(4) Activities within a financial sector shall be deemed significant, if:

a) the average of the ratio of the balance sheet total of that financial sector to the balance sheet total of the financial sector entities in the group, and

b) the average of the ratio of the capital requirements of the same financial sector to the total capital requirements of the financial sector entities in the group

exceeds ten per cent within the insurance sector and within the banking and investment services sector as well. For the purposes of these calculations the banking sector and the investment services sector shall be treated as a single sector.

(5) Cross-sectoral activities within the financial sector shall be deemed significant within the meaning of Subsection (4) if the balance sheet total of the smallest financial sector in the group exceeds one thousand six hundred billion forints.

(6) The Authority, in its capacity as the appointed coordinator, may - in agreement with the competent supervisory authorities concerned - regard a group as a financial conglomerate, and may apply the provisions contained in Sections 181/Q-181/R, if:

a) the size of its smallest financial sector exceeds five per cent:

1. relative to the average ratio calculated under Subsection (4), or

2. relative to the ratio of the balance sheet total of that sector to the balance sheet total of the financial sector as a whole, or

3. relative to the ratio of capital requirements of that sector to the total capital requirements of the financial sector as a whole; or

b) the market share exceeds five per cent in Hungary, measured in terms of the balance sheet total in the banking or investment services sectors and in terms of gross premiums written in the insurance services sector.

(7) If the ratios referred to in Subsections (3)-(5) fall below the thresholds specified therein, however, the limit specified in Subsection (3) reaches thirty-five per cent, the limit specified in Subsection (4) reaches eight per cent, and the limit specified in Subsection (5) reaches one thousand three hundred billion forints, then the group shall remain to be regarded a financial conglomerate for three consecutive years.

(8) If the Authority functions as the coordinator, it may decide - with the agreement of the competent supervisory authorities concerned - to terminate the supplementary supervision anytime during the three-year period referred to in Subsection (7).

(9) The calculations regarding the balance sheet shall be made on the basis of the aggregated balance sheet total of the entities of the group. For the purposes of this calculation, the entities of the group in which a participating share is held by another entity of the group shall be taken into account in accordance with the Accounting Act, as regards the amount of their balance sheet total corresponding to the aggregated proportional share held by the group. In the case of dominant influence the consolidated accounts shall be used.

(10) For the purposes of this Chapter:

a) capital requirements of an investment firm shall mean:

aa) the total of the capital requirement specified in Subsections (1)-(2) of Section 76 of the CIFE, and

ab) the amount by which the limits are exceeded as specified in Point 16 of Schedule No. 5 to the CIFE;

b) investment firms shall be subject to the capital requirement defined in Subsections (1), (2) and (5) of Section 105 of the IRA;

c) the capital requirement of insurance companies shall be the minimum capital requirements referred to in Subsection (3) of Section 121 of the Insurance Act or the minimum guarantee fund referred to in Section 126 of the Insurance Act, whichever is higher;

d) the capital requirements of third-country regulated entities shall cover the minimum subscribed capital prescribed for authorization according to the laws of their home country.

(11) Where a financial conglomerate is a subgroup of another financial conglomerate, the provisions of this Chapter shall not apply to the financial conglomerate that is a subgroup.

Supplementary Supervision
Section 181/M

(1) The objective of supplementary supervision is to exercise prudential supervision of financial conglomerates. Accordingly, the Authority, in exercising supplementary supervision, shall oversee the exposures, intra-group transactions, capital adequacy, internal control mechanisms and risk management processes of financial conglomerates at the group level.

(2) Supplementary supervision shall apply to every investment firm that is at the head of a financial conglomerate:

a) if it exercises dominant influence or holds a participating share in any of the regulated entities, at least one of which is an insurance company; or

b) the parent company of which is a mixed financial holding company which has its head office in the European Union; or

c) if it exercises dominant influence in a company of the insurance services sector.

(3) Supplementary supervision shall include:

a) every company in the financial conglomerate;

b) every investment firm in the financial conglomerate, the parent company of which is a regulated entity that has its head office in a third country;

c) every investment firm in the financial conglomerate, the parent company of which is a mixed financial holding company that has its head office in a third country.

Section 181/N

(1) If - in accordance with this Chapter - the Authority identifies an investment firm it has authorized as being an entity or member of a group which may be a financial conglomerate, supplementary supervision shall apply to this entity and group.

(2) In the interest of identifying a group as a financial conglomerate in accordance with Subsection (1), the Authority shall:

a) routinely examine the investment firms it has authorized to establish whether they are a member of a group which may be a financial conglomerate;

b) cooperate closely with the supervisory authorities of the regulated entities in the group;

c) inform the competent supervisory authorities concerned, if it is of the opinion that a regulated entity that has a registered office in Hungary is a member of a group which may be a financial conglomerate.

Section 181/O

(1) The Authority shall provide for the supplementary supervision of the investment firm referred to in Subsection (2) of Section 181/M and Paragraphs b) and c) of Subsection (3) of Section 181/M, that have a registered office in Hungary.

(2) The Authority is not required to play a supervisory role in relation to mixed financial holding companies, third-country regulated entities in a financial conglomerate or unregulated entities not belonging to the financial sector, on a stand-alone basis.

(3) Where the Authority discovers the existence of a close link, whether on its own accord or in cooperation with the competent supervisory authorities concerned on the basis of documents or inspections, it may subject an investment firm that is registered in Hungary to supplementary supervision, or may extend supplementary supervision to an entity.

(4) The Authority may, by common agreement with the competent supervisory authorities concerned:

a) exclude an entity - that has been exempted by the coordinator under Subsection (5) of Section 181/Q - from the calculations specified under Subsections (3)-(5) of Section 181/L at the request of the coordinator; or

b) take into account compliance with the thresholds envisaged in Subsections (3) and (4) of Section 181/L, at the request of the coordinator, for three consecutive years, and may disregard compliance with the thresholds if there are significant changes in the group’s structure; or

c) for the application of Subsections (3) and (4) of Section 181/L, may, in exceptional cases, replace the criterion based on the balance sheet total with parameters based on the income structure or off-balance-sheet activities or add one or both of these parameters, if it is of the opinion that these parameters are of particular relevance for the purposes of supplementary supervision.

Prudential Operation of Investment Firms Subject to Supplementary Supervision
Section 181/P

(1) Investment firms subject to supplementary supervision and mixed financial holding companies shall be responsible for ensuring the prudent operation of the entities they control, including compliance with the provisions on exposures and capital requirements.

(2) Investment firms subject to supplementary supervision and mixed financial holding companies may instruct the entities in the financial sector in which they have a dominant influence to observe and enforce the regulations pertaining to supplementary supervision, and they must follow these instructions.

(3) The management body of an investment firm that is subject to supplementary supervision shall indicate the name of its member appointed to oversee the prudential operation of the entities in the financial sector in which it has a dominant influence.

Concentration of Exposures, Intra-Group Transactions and Capital Adequacy of Investment Firms Subject to Supplementary Supervision at the Level of the Financial Conglomerate
Section 181/Q

(1) Investment firms subject to supplementary supervision are required to ensure that own funds are available at the level of the financial conglomerate which are always at least equal to the capital adequacy requirements and to have adequate capital adequacy policies at the level of the financial conglomerate.

(2) The type of data and information required under Subsection (9) for risk concentration and intra-group transactions shall be defined and calculations for supplementary capital adequacy requirements shall be carried out at least once a year, either by the investment firms subject to supplementary supervision or by the mixed financial holding company. The results of the calculation and the relevant data for the calculation shall be submitted to the coordinator by the investment firm which is at the head of the financial conglomerate or by the mixed financial holding company.

(3) Where the financial conglomerate is not headed by a regulated entity, or by a mixed financial holding company, the results of the calculation and the relevant data for the calculation referred to in Subsection (2) above shall be submitted to the coordinator by the investment firm in the financial conglomerate identified by the Authority, in its capacity as the appointed coordinator, after consultation with the other relevant authorities and with the financial conglomerate.

(4) The mixed financial holding company shall hand over the calculations to the investment firm subject to supplementary supervision. Any investment firm that is subject to supplementary supervision and is a subsidiary of a mixed financial holding company shall be required to process the data necessary for the calculations separately, and may not use them for any other purpose.

(5) The Authority, in its capacity as the appointed coordinator, may decide not to include a particular entity in the scope of its supervision when calculating the supplementary capital adequacy requirements in the following cases:

a) if the entity is situated in a third country where there are legal impediments to the transfer of the necessary information; or

b) if the inclusion of the entity would be misleading with respect to the objectives of supplementary supervision; or

c) if the entity is of negligible interest with respect to the objectives of the supplementary supervision.

(6) Prior to the decision of exclusion under Paragraph b) of Subsection (5), the Authority, in its capacity as the appointed coordinator, shall - with the exception of urgent cases - consult the competent supervisory authority concerned.

(7) If several entities are to be excluded separately pursuant to Paragraph c) of Subsection (5) above, they must nevertheless be included in the calculation of supplementary capital adequacy requirements when collectively they are of non-negligible interest.

(8) In the case of an investment firm excluded under Paragraphs b) and c) of Subsection (5) above, the competent supervisory authority of the Member State in which that investment firm is situated may ask the entity which is at the head of the financial conglomerate for information which may facilitate their supervision of the investment firm.

(9) The Authority, in its capacity as the appointed coordinator, after consultation with the other relevant competent supervisory authorities, shall identify the type of intra-group transactions and risk concentration to take into account for the calculations under Subsections (2)-(4) above. In these consultations they shall take into account the specific group and risk management structure of the financial conglomerate. In order to identify significant intra-group transactions and significant risk concentration, the Authority, in its capacity as the appointed coordinator, after consultation with the other relevant competent supervisory authorities and the conglomerate itself, shall define appropriate thresholds based on regulatory own funds and/or technical provisions.

(10) Insofar as no definition of the thresholds referred to in Subsection (9) above has been drawn up, an intra-group transaction shall be presumed to be significant if its amount exceeds at least five per cent of the total amount of capital adequacy requirements at the level of a financial conglomerate.

(11) The formulas for calculations of capital adequacy requirements at the level of a financial conglomerate are contained in specific other legislation.

Risk Management Processes and Internal Control Mechanisms of Investment Firms Subject to Supplementary Supervision at the Level of the Financial Conglomerate
Section 181/R

(1) Investment firms subject to supplementary supervision shall be required to have adequate risk management processes and internal control mechanisms in place at the level of the financial conglomerate.

(2) The risk management processes shall include:

a) sound governance and management based on the policies and strategies at the level of the financial conglomerate with respect to all risks they assume;

b) adequate capital adequacy policies in order to anticipate the impact of their business strategy on risk profile and capital requirements;

c) adequate procedures to ensure that their risk monitoring systems are well integrated into their organization and that all measures are taken to ensure that the systems are consistent so that the risks can be measured, monitored and controlled at the level of the financial conglomerate.

(3) The internal control mechanisms shall include:

a) adequate mechanisms as regards capital adequacy to identify and measure all significant risks incurred and to appropriately relate own funds to risks;

b) procedures to identify, measure, monitor and control the intra-group transactions and the risk concentration.

(4) All investment firms included in the scope of supplementary supervision shall have adequate facilities for the production of any data and information which would be relevant for the purposes of the supplementary supervision, as well as means of security and internal control mechanisms to protect such facilities.

The Coordinator
Section 181/S

(1) The Authority, as the competent supervisory authority, shall cooperate with the competent supervisory authorities of other Member States of the European Union in selecting a competent supervisory authority to coordinate and exercise supplementary supervision of entities of financial conglomerates (hereinafter referred to as “coordinator”).

(2) The Authority shall exercise the tasks of the coordinator if authorization to the investment firm that is at the head of the financial conglomerate was granted by the Authority.

(3) The Authority shall exercise the tasks of the coordinator if the financial conglomerate is not headed by a regulated entity and:

a) the parent company of the investment firm authorized by the Authority is a mixed financial holding company; or

b) where more than one regulated entity with a head office in a Member State of the European Union has as their parent the same mixed financial holding company with a head office in Hungary, and one of the investment firms in the financial conglomerate has its head office in Hungary; or

c) the financial conglomerate does not include an investment firm that has been authorized in the Member State where the head office of the mixed financial holding company is located, the most important financial sector in the financial conglomerate is the banking sector and the investment services sector considered together, and the investment firm with a head office in Hungary has the largest balance sheet total.

(4) The Authority shall exercise the tasks of the coordinator, if:

a) the financial conglomerate is headed by more than one mixed financial holding company with a head office in different Member States of the European Union and there is a regulated entity of the financial conglomerate in each of these States; or

b) the financial conglomerate is not headed by a parent company, and the most important financial sector in the financial conglomerate is the banking sector and the investment services sector considered together, and the investment firm with a head office in Hungary has the largest balance sheet total within the financial conglomerate.

(5) By way of derogation from Subsections (2)-(4) above, the Authority may exercise the tasks of the coordinator by common agreement with the competent supervisory authorities concerned, and appoint a different competent supervisory authority as coordinator, taking into account the structure of the financial conglomerate and the relative importance of its activities in different countries. Before taking its decision, the Authority shall give the conglomerate an opportunity to state its opinion on that decision.

Tasks of the Coordinator
Section 181/T

(1) The tasks to be carried out by the Authority in the capacity of the coordinator shall include:

a) supervisory overview and assessment of the financial situation of a financial conglomerate;

b) gathering of data and information pertaining to the entities in a financial conglomerate and forwarding them to the competent supervisory authorities concerned;

c) assessment of compliance with the rules on capital adequacy and of risk concentration and intra-group transactions within the financial conglomerate as set out in Section 181/Q;

d) assessment of the financial conglomerate’s structure, organization and internal control system as set out in Section 181/R;

e) planning and coordination of supervisory activities in cooperation with the relevant competent supervisory authorities involved;

f) other tasks, measures and decisions assigned to the coordinator and which are necessary in order to achieve the objectives of supplementary supervision;

g) notification of the entity that is at the head of the financial conglomerate, the competent supervisory authorities concerned, the supervisory authority of the Member State where the mixed financial holding company is established and the European Commission when identifying a group as a financial conglomerate and of the appointment of a coordinator.

(2) In order to facilitate and establish supplementary supervision, the Authority, in its capacity as the coordinator, and the other relevant competent supervisory authorities, and where necessary other competent supervisory authorities concerned, shall have coordination arrangements in place.

Cooperation between Competent Supervisory Authorities
Section 181/U

(1) The Authority shall cooperate closely with the competent supervisory authorities concerned for supplementary supervision of entities in a financial conglomerate. The Authority shall provide data and information which is essential or relevant for the exercise of supplementary supervision to the other competent supervisory authorities concerned.

(2) Cooperation with the competent supervisory authorities concerned shall cover the following items:

a) identification of the group structure of the financial conglomerate, as well as of the competent supervisory authority exercising supervision of the regulated entities in the group;

b) monitoring the financial conglomerate’s strategic policies and objectives;

c) monitoring the financial situation of the financial conglomerate, in particular on capital adequacy, intra-group transactions, risk concentration and profitability;

d) identification of the major shareholders with qualifying interest and executive employees of the entities in the financial conglomerate;

e) monitoring the organization of the financial conglomerate, risk management and internal control systems at the financial conglomerate level;

f) procedures for the collection of information from the entities in a financial conglomerate, and the verification of that information;

g) monitoring adverse developments in regulated entities of the financial conglomerate which could seriously affect the regulated entities;

h) information on major sanctions and exceptional measures taken by the competent supervisory authorities.

(3) The Authority may also exchange information to the extent necessary for the performance of supplementary supervision with the central banks of Member States of the European Union, the European Central Bank and the European System of Central Banks.

(4) The Authority shall, prior to its decision, consult the competent supervisory authorities concerned with regard to the following items, where these decisions are of importance for other competent supervisory authorities’ supervisory tasks:

a) changes in the shareholders and/or executive employees, which require the authorization of the Authority;

b) major sanctions or exceptional measures.

(5) By way of derogation from what is contained in Subsection (4), the Authority may decide not to consult in cases of urgency or where such consultation may jeopardize the effectiveness of the decisions. In this case, the Authority shall, without delay, inform the other competent supervisory authorities concerned.

(6) The Authority, in its capacity as the coordinator, may contact the competent supervisory authority of the country where the entity that is at the head of the financial conglomerate is established to exchange data and information concerning such entity.

Disclosure of Information
Section 181/V

(1) Regulated and non-regulated entities within a financial conglomerate, and the natural persons involved shall supply all data and information which would be relevant for the purposes of calculations in the interest of supplementary supervision to the entity at the head of the financial conglomerate. The entity at the head of the financial conglomerate shall process such data and information separately, with due observation of data protection regulations.

(2) The Authority may approach the competent supervisory authorities concerned for data and information which would be relevant for the purposes of supplementary supervision.

Verification
Section 181/W

(1) The Authority may verify, on site or otherwise, the data and information supplied by the entities in a financial conglomerate to the extent necessary for the purposes of supplementary supervision.

(2) The Authority may ask the competent supervisory authorities of other Member States of the European Union to have the verification carried out.

Section 181/X

(1) If the financial conglomerate includes an investment firm referred to in Paragraphs b) and c) of Subsection (3) of Section 181/M, the competent supervisory authorities shall appoint the coordinator disregarding the third country parent company that is at the head of the financial conglomerate.

(2) The Authority, if serving as coordinator according to Subsection (1), shall examine as to whether the laws of that third country are in conformity with the provisions laid down in Directive 2002/87/EC of the European Parliament and of the Council. The Authority shall consult the competent supervisory authorities concerned, taking into account any applicable guidance prepared by the Financial Conglomerates Committee. Following consultations the Authority, in its capacity as the coordinator, shall make a decision regarding conformity.

(3) If the laws of the third country are in conformity with the provisions laid down in Directive 2002/87/EC of the European Parliament and of the Council, supplementary supervision of the financial conglomerate that is headed by the third country parent company of an investment firm referred to in Paragraphs b) and c) of Subsection (3) of Section 181/M shall not be exercised by the Authority.

(4) If the laws of a third country are not in conformity with the provisions laid down in Directive 2002/87/EC of the European Parliament and of the Council, the Authority, in its capacity as the appointed coordinator, shall take over to exercise supplementary supervision, and shall take all appropriate measures at its disposal.

Chapter XX
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PART SIX
INSIDER DEALING AND MARKET MANIPULATION
Chapter XXI
PROHIBITION OF INSIDER DEALING AND MARKET MANIPULATION
Section 199

The provisions of this Part shall apply to all actions relating to financial instruments:

a) that were committed in the territory of the Republic of Hungary;

b) that were committed in another country, however, it may have an impact in the Republic of Hungary.

Prohibition of Insider Dealing and Market Manipulation
Section 200

Insider dealing and market manipulation is prohibited.

Insider Dealing
Section 201

(1) ‘Insider dealing’ shall mean:

a) when an insider person transacts any deal, directly or indirectly, using inside information involving financial instruments to which the inside information pertains, or commissioning the services of others to transact such deals;

b) the conveyance of inside information by an insider person to others;

c) when an insider person makes a suggestion to another person to engage in dealing with any financial instrument to which the inside information pertains;

d) the conduct of any person as specified in Paragraphs a)-c) who knows, or ought to have known under normal and reasonable circumstances, that the information possessed is inside information.

(2) ‘Insider person’ shall mean:

a) the executive officers and supervisory board members of an issuer;

b) any legal person or business association lacking the legal status of a legal person, including their directors, executive officers and supervisory board members, in which the issuer holds a share or voting rights, directly or indirectly, of twenty-five per cent or more;

c) any legal person or business association lacking the legal status of a legal person, including their directors, executive officers and supervisory board members, that holds, directly or indirectly, a share or voting rights of ten per cent or more in an issuer;

d) any organization, including its director, executive officer or supervisory board member, that has, in any way or form, been engaged in the placement of securities or the arrangement of a takeover bid as specified under Chapter VII, as well as any employee of the issuer or an organization participating in the issuing and marketing operations, who has had access to insider information during his employment, for a period of one year after being placed on the market;

e) any natural or legal person holding a share, directly or indirectly, of ten per cent or more in the capital of an issuer;

f) any credit institution, including its executive officers, supervisory board members and directors, in which the issuer has an account;

g) any person obtaining inside information as part of his job or when discharging his usual duties in an official capacity, or in any other way relating to work performed under contract of employment or otherwise;

h) any person who obtained inside information through criminal activities;

i) any person living under the same roof with the persons referred to in Paragraphs a)-h), or his close relative;

j) any legal person or business association lacking the legal status of a legal person, including any person acting on their behalf, in which an insider person referred to in Paragraphs a)-i) has a qualifying interest.

(3) ‘Inside information’ shall mean:

a) information of a precise nature relating to financial instruments, other than commodity derivatives:

aa) which has not been made public,

ab) relating, directly or indirectly, to one or more issuers of financial instruments or to one or more financial instruments, and

ac) which, if it were made public, would be likely to have a significant effect on the prices of those financial instruments;

b) for persons charged with the execution of orders concerning financial instruments, ‘inside information’ shall also mean information which is of a precise nature, in addition to what is contained in Paragraph a), conveyed by a client and related to the client’s pending orders;

c) in relation to derivatives on commodities, ‘inside information’ shall mean information of a precise nature:

ca) which has not been made public,

cb) relating, directly or indirectly, to one or more such derivatives,

cc) which are to be communicated to market operators in accordance with accepted market practices,

cd) and which market operators would expect to receive on a regular basis.

(4) Information shall be deemed to be of a precise nature if it indicates a set of circumstances which exists or may reasonably be expected to come into existence, or an event which has occurred or may reasonably be expected to do so and if it is specific enough to enable a conclusion to be drawn as to the possible effect of that set of circumstances or event on the prices of financial instruments.

(5) ‘Information which, if it were made public, would be likely to have a significant effect on the prices of financial instruments’ shall mean information a reasonable investor would be likely to use as part of the basis of his investment decisions.

Section 201/A

The following persons shall not be allowed to enter into any transaction involving the securities issued by their employer:

a) executive employees of the issuer:

aa) from the balance sheet date of the year of issue until the publication of the annual report in accordance with Section 56 (except if the securities are offered to the public),

ab) within a fifteen-day period preceding the date of publication of the half-yearly report, if the issuer prepares one,

ac) within a fifteen-day period preceding the date of publication of the quarterly report or interim management report, if the issuer prepares one,

ad) within a three-day period preceding the publication of contracting subject to the obligation of extraordinary disclosure of information;

b) the administrator, the temporary administrator, the liquidator or the receiver involving securities issued by the person adjudicated in the proceeding under their control, with the exception of the activities conferred under their competence;

c) employees of the issuer and the persons specified in Paragraph c) of Subsection (2) of Section 201:

ca) from the balance sheet date of the year of issue until the publication of the annual report in accordance with Section 56 (except if the securities are offered to the public), if they partake in the preparation of the annual report,

cb) within a fifteen-day period preceding the date of publication of the half-yearly report, if they partake in the preparation of the half-yearly report,

cc) within a fifteen-day period preceding the date of publication of the quarterly report or interim management report, if they partake in the preparation of such reports.

Section 201/B

(1) The following persons must forthwith notify the Authority of any transaction in which they are involved:

a) the insider persons referred to in Paragraph a) of Subsection (2) of Section 201, and:

aa) their domestic partner,

ab) their close relatives, and

ac) any company in which the insider person has a qualifying interest; and

b) the insider persons referred to in Paragraphs b)-c) of Subsection (2) of Section 201;

whether carried out by himself or by an agent, concerning any shares in connection with which he is considered an insider, or concerning any financial instruments whose value is contingent upon the value or price of such shares.

(2) The notification referred to in Subsection (1) shall contain the name of the person subject to the obligation of notification, the reason of notification, the name of the issuer affected, a description of the financial instruments to which the transaction pertains, their quantity and price, the type of transaction (buy or sell), the date and place of transaction, and the name of the investment firm or credit institution carrying out the transaction.

(3) The insider persons referred to in Paragraph a) of Subsection (2) of Section 201 shall publish the information notified to the Authority immediately following this notification by way of the means specified in Section 56.

(4) The insider person referred to in Paragraph a) of Subsection (2) of Section 201 shall not be required to make public his transactions if the total value of these transactions does not exceed one million forints within a calendar year. The total value of transactions shall include the transactions conducted by:

a) the insider person; and

b) his domestic partner;

c) his close relatives;

d) any company in which the insider person has a qualifying interest.

Section 201/C

(1) Issuers of securities that were admitted to trading on a regulated market shall publish any inside information that relate to them by way of the means specified in Section 56, and on their website without delay.

(2) In discharging the requirement set out in Subsection (1) above, the issuer may not install any commercial message concerning its activities among the inside information he is required to publish.

(3) Any issuer who provides inside information to a third party shall simultaneously post the same information in its entirety on his official website as well.

(4) Any person who provides inside information to a third party in the name or on behalf of an issuer shall simultaneously notify the issuer thereof and the issuer shall post the same information in its entirety on his website as well immediately upon receiving such notice.

(5) The provisions of Subsections (3)-(4) shall not apply if the person to whom the information has been conveyed is subject to an obligation of confidentiality, regardless of whether this obligation is prescribed by law, or conferred under a charter document or a contractual agreement.

Section 201/D

(1) In order to enhance the control of insider dealing by the supervisory authorities, issuers, or persons acting on their behalf or for their account, shall draw up a list of those persons working for them, under a contract of employment or otherwise, who have access to inside information, and they shall transmit this list to the Authority whenever requested in connection with discharging its duties referred to in Paragraph i) of Section 378.

(2) Where any person who is required to draw up the list referred to in Subsection (1) has access to inside information relating one or more issuers while acting on behalf and for the account of others, such person shall draw up a list separately for each issuer.

(3) The list of persons who have access to inside information shall contain:

a) concerning natural persons:

aa) surname and forename (birth name), married name, where applicable,

ab) home address,

ac) place and date of birth,

ad) nationality,

ae) mother’s birth name,

af) for non-resident natural persons, of the data referred to in Paragraphs aa)-ae), the ones available in their identification document, and their place of abode in Hungary;

b) concerning legal persons and business associations lacking the legal status of a legal person:

ba) name, abbreviated name,

bb) registered office, or the address of the Hungarian branch of foreign companies,

bc) number of identification document; and additionally inter alia

c) the reason for admission into the list;

d) the date when the original list was drawn up and the date of any update.

(4) The person who is required to draw up the list referred to in Subsection (1) shall enter any person in the list who is working for him, under a contract of employment or otherwise, immediately upon allowing such person to gain access to inside information.

(5) Where a person who has been admitted to the list ceases to have access to inside information for any reason, this person must be removed from the list immediately upon the termination of access.

(6) The person referred to in Subsection (1) as having access to inside information shall supply the information specified in Paragraphs a)-b) of Subsection (3) without delay when so requested by the person required to draw up the list, and shall subsequently provide such information in writing as well. The persons admitted to the list shall notify the entity required to maintain the list of any changes in their particulars under Paragraphs a)-b) of Subsection (3) within five working days.

(7) The entities required to maintain the list shall adopt regulations:

a) to determine:

aa) the rules for the appointment of persons to maintain the list acting on their behalf or for their account,

ab) the person appointed to maintain the list,

ac) the rules of admission to and removal from the list; and

b) to inform the persons acting on their behalf or for their account:

ba) concerning legal and administrative obligations relating to the list, and

bb) concerning the consequences for any misuse of inside information and for any irregular disclosure of such information.

(8) The entities required to maintain the list shall provide the regulations referred to in Subsection (7) to the persons having access to inside information prior to the disclosure of data.

(9) The entities required to maintain the list shall notify the persons admitted to or removed from the list of this fact immediately upon the admission or removal.

(10) When being admitted to the list and when the list is updated the person having access to inside information shall - for the purpose of confirmation - present:

a) concerning natural persons:

aa) for residents - a personal identification document and official address card, or passport and official address card, or driver’s license card and official address card,

ab) for foreign nationals - a passport, personal identification document or valid residence permit;

b) for legal persons and other, business association lacking the legal status of a legal person, a document issued within thirty days to date, to verify:

ba) if a resident economic operator, that it has been registered by the court of registry, or that the application for registration has been submitted; if a private entrepreneur, that he has a tax number, or that the application for registration has been submitted to the tax authority,

bb) for other resident legal persons whose existence is subject to registration by an authority or the court, the document of registration or the document proving that the application for registration has been submitted,

bc) for non-resident legal persons and other business associations lacking the legal status of a legal person, the document proving that the person or organization has been registered under the law of the country in which it is established;

c) the articles of incorporation (charter document, articles of association) of legal persons and other business associations lacking the legal status of a legal person that have not yet been registered by the competent court of registry, court or appropriate authority.

(11) When the list is updated, the data contained in the list immediately preceding the last update shall be retained for five years following the last day of the year when updated.

Market Manipulation
Section 202

‘Market manipulation’ shall mean:

a) transactions or orders to trade which give, or are likely to give, false or misleading signals as to the supply of, demand for or price of, financial instruments;

b) transactions or orders to trade which secure the price of one or several financial instruments at an abnormal or artificial level;

c) transactions or orders to trade which employ fictitious devices or any other form of deception or contrivance; or

d) dissemination, publication and open announcement of rumors and false or misleading news, where the person who made the dissemination knew, or ought to have known under normal and reasonable circumstances, that the information was false or misleading.

Exceptions
Section 203

(1) The following shall not be deemed as insider dealing:

a) any transaction performed under an agreement that was concluded before the time of gaining access to inside information;

b) the disclosure of inside information by an insider person as part of his job or when discharging his usual duties in an official capacity, or in any other way relating to work performed under contract of employment or otherwise.

(2) In connection with Paragraphs a)-b) of Section 202, it shall not be deemed as market manipulation:

a) if the person transacting the deal or the person who gave the order is able to establish that his reasons for entering into such transactions or issuing orders to trade were legitimate, and

b) that the transactions and orders to trade were in conformity with accepted market practices on the regulated market concerned.

(3) The provisions governing insider dealing and market manipulation shall not apply to transactions conducted under a buy-back program or to transactions conducted for the stabilization of financial instruments, if performed in compliance with Commission Regulation (EC) No. 2273/2003.

(4) Issuers, in order to protect their legitimate interests, shall be permitted to delay public disclosure of inside information at their own risk, if:

a) the delay does not result in misleading the public;

b) the issuer notifies the Authority concerning the delay immediately; and

c) the issuer ensures that the inside information in question is kept confidential.

(5) The detailed regulations for the delay of public disclosure of inside information under Subsection (4) above shall be laid down in specific other legislation.

(6)

Section 204

(1) For the purposes of this Part, ‘accepted market practices’ shall mean the entirety of procedure and actions which are known to and employed by the market operators and that are reasonably expected in a financial market in accordance with guidelines adopted.

(2) The Authority shall form its opinion concerning the practices referred to in Subsection (1) above and in Section 202 taking into consideration all relevant circumstances, where the circumstances to be considered are defined in specific other legislation.

(3) Accepted market practices shall apply to all information that is to be disclosed to market operators, and:

a) that is at the disposal of the market operators according to everyday practice; or

b) that is to be published on regulated markets according to the law, market regulations, market customs, or under contractual obligation.

(4)

(5) For the purposes of this Part, ‘financial instruments’ shall mean:

a) financial instruments, other exchange-traded instruments and any other instrument that has been admitted to trading on a regulated market or for which a request for admission to trading on such a market has been made;

b) instruments which have not been admitted to trading on a regulated market, however, its value depends on the value or price of any of the instruments referred to in Paragraph a);

c) securities offered to the public until the obligation of the disclosure of information, both regular and extraordinary, terminates.

(6) Within the meaning of this Part, managers of investment funds shall be treated as issuers of investment units.

Notification of Suspicious Transactions Suggesting Insider Dealing or Market Manipulation
Section 205

(1) In the event of noticing any information, fact or circumstance that may suggest insider dealing or market manipulation, the persons engaged in investment services, activities auxiliary to investment services, and commodity exchange services (hereinafter referred to as “person subject to the obligation of notification”), shall report it to the Authority immediately upon gaining knowledge of such. If the notification was made by ways other than in writing, it shall be filed in writing within five working days.

(2) The notification referred to in Subsection (1) shall contain:

a) a description of the transaction, including the type of order and the name of the market where it was transacted;

b) a brief description of the information, fact or circumstance suggesting insider dealing or market manipulation;

c) data for the identification of the person issuing the order or the person conducting the transaction as indicated below for natural persons:

ca) surname and forename (birth name), married name, where applicable,

cb) home address,

cc) place and date of birth,

cd) mother’s birth name,

ce) nationality;

d) the position or involvement of the notifier;

e) any other data and information that may be of relevance to the investigation of transactions suggesting insider dealing or market manipulation.

(3) If any of the information referred to in Subsection (2) above is not available at the time the notification is filed, the notification shall elaborate the reasons and the grounds for suspicion, suggesting insider dealing or market manipulation. All other information shall be conveyed to the Authority immediately upon their becoming available.

(4) Persons subject to the obligation of notification shall, depending on the structure of the organization, appoint one or more persons (hereinafter referred to as “liaison officer”) to forward the notification prescribed in Subsection (1) to the Authority without delay. The persons subject to the obligation of notification are required to notify the Authority within five working days concerning the appointment of the liaison officer, including the name and the position of such officer, and any subsequent changes therein.

(5) The person subject to the obligation of notification, including the liaison officer, shall not disclose any information regarding the performance of the notification obligation, the contents thereof, and the identity of the person filing the report to any third person or organization, including the client - except the authorities conducting criminal proceedings and the court - and shall ensure that the filing of the notification, the contents thereof, and the identity of the person filing the notification remain confidential.

(6) If a notification is filed in good faith, the person subject to the obligation of notification or the liaison officer shall not be held liable if the notification eventually proves to be unsubstantiated.

(7) The person subject to the obligation of notification shall provide facilities for employees to be educated concerning the legal provisions on insider dealing and market manipulation, to learn to recognize business relations and transactions that enable or constitute insider dealing or market manipulation, and to be able to proceed properly in cases in which insider dealing or market manipulation is suspected.

(8) The Authority shall not disclose the identity of the person subject to the obligation of notification or the liaison officer, or that a notification has been filed in accordance with Subsection (1) to any third person, except the authorities conducting criminal proceedings and the court, or a foreign supervisory authority under legal authorization.

(9) The Authority shall be empowered to use the information it has obtained by way of the notifications under Subsection (1) solely for the purposes of combating insider dealing and market manipulation and in connection with discharging its duties, and shall retain these data for three years using a system that has facilities to display the dates of changes and to archive the data before the changes.

(10) With a view to the objective referred to in Subsection (9) above, upon receiving any notification of suspicious transactions the Authority shall transmit the information contained in the notification within two working days to the competent authorities of the regulated markets concerned.

Chapter XXI/A
INVESTMENT RECOMMENDATION
Section 205/A

The provisions of this Chapter shall apply to persons, other than analysts, in connection with direct investment recommendations only, and to natural persons who perform work for analysts under contract of employment or under any other work-related legal relationship.

Section 205/B

(1) Investment recommendations shall clearly and prominently disclose:

a) the name and address of the natural or legal person, body lacking the legal status of a legal person or private entrepreneur producing the investment recommendation; and

b) the name and job title of the individual who took part in the preparation of investment recommendation.

(2) Where the person responsible for the production of the investment recommendation is an investment firm or a credit institution, in addition to what is contained in Subsection (1), the investment recommendation shall also disclose the name of the competent supervisory authority.

(3) Where the relevant person is neither an investment firm nor a credit institution, but is a member of a self-regulatory organization and is subject to self-regulatory standards or codes of conduct issued by this organization, the investment recommendation shall - in addition to what is contained in Subsection (1) - also contain a reference to those standards or codes of the self-regulatory organization.

Section 205/C

(1) Relevant persons shall take reasonable care in the process of producing or disseminating investment recommendations.

(2) Relevant persons shall ensure that any investment recommendation can be substantiated as reasonable, upon request by the Authority.

(3) Investment recommendations shall contain:

a) facts as they are clearly distinguished from interpretations, estimates, opinions and other types of non-factual information;

b) an indication of the rating of the reliability of sources; and

c) an indication of all projections, forecasts and price targets that are clearly labeled as such and the material assumptions made in producing or using them.

(4) Where an investment recommendation is produced by an analyst or any related legal person, or a natural person working for them under a contract of employment or otherwise, it shall - in addition to the requirements set out in Subsection (1) - contain:

a) an indication of all material sources used for producing the investment recommendation;

b) an indication as to whether the investment recommendation has been disclosed to the issuer and amended following this disclosure based upon the issuer’s observations;

c) a summary of the data or methodology used to evaluate a financial instrument or an issuer of a financial instrument, or to set a price target for a financial instrument;

d) the time horizon of the investment to which the recommendation relates, risk factors and any appropriate warning as to their type or gravity;

e) reference to the planned frequency, if any, of updates of the investment recommendation and to any major changes in the data and information used or contained in the investment recommendation; and

f) the date at which the investment recommendation was first released for distribution indicated clearly and prominently, as well as the relevant date and time of any price mentioned in the investment recommendation.

(5) Where the investment recommendation differs from an investment recommendation concerning the same financial instrument or issuer, issued by the relevant person during the twelve-month period immediately preceding its release, this change and the date of the earlier investment recommendation must be indicated clearly and prominently.

Section 205/D

(1) Investment recommendations shall indicate:

a) all of the relevant person’s relationships and circumstances that may reasonably be expected to impair the objectivity of the investment recommendation, in particular where the relevant person has a significant financial interest in one or more of the financial instruments which are the subject of the investment recommendation; or

b) any legal dispute between the relevant person and the issuer, and the nature and subject-matter of the dispute.

(2) Where the relevant person is not a natural person, the requirements set out in Subsection (1) shall apply:

a) to any person who was involved in preparing the investment recommendation; and

b) to any legal person related to the relevant person.

(3) Where Subsection (2) applies, the investment recommendation shall indicate any information that may reasonably be expected to impair the objectivity of the investment recommendation, that is accessible to the persons involved in the preparation of the investment recommendation, as well as any other data that is known to any person who could reasonably be expected to have access to the investment recommendation prior to its dissemination.

(4) Where the relevant person is an analyst or any related legal person, the investment recommendation shall clearly and prominently disclose:

a) any major shareholdings that exist between the relevant person or any related legal person on the one hand and the issuer on the other hand, when shareholdings exceed five per cent of the total issued share capital;

b) any significant financial interests held by the relevant person or any related legal person in relation to the issuer;

c) any share held by the relevant person or any related legal person in the financial market indicated in the investment recommendation;

d) a statement as to whether the relevant person or any related legal person has participated over the previous twelve months before the investment recommendation was issued in any publicly disclosed offer of financial instruments of the issuer; and

e) where applicable:

ea) a statement that the relevant person or any related legal person has been a party to any other agreement with the issuer relating to the provision of investment services over the previous twelve months before the investment recommendation was issued, or as to whether any compensation has been paid under a previous agreement,

eb) a statement that the relevant person or any related legal person is party to an agreement with the issuer relating to the production of the investment recommendation.

(5) Where the relevant person is an investment firm or a credit institution, the investment recommendation shall contain effective organizational and administrative arrangements set up for the prevention and avoidance of conflicts of interest with respect to investment recommendations, including information barriers.

(6) Where the relevant person is an investment firm or a credit institution, the investment recommendation shall indicate as to whether the remuneration of such persons as referred to in Paragraph a) of Subsection (2) is tied to any transactions performed by the investment firm or credit institution or any related legal person on their own account. Where those natural persons referred to in Paragraph a) of Subsection (2) receive or purchase the shares of the issuers prior to a public offering of such shares, the price the natural person has paid for the shares, the date of acquisition and the quantity acquired shall also be disclosed in the investment recommendation.

(7) Investment firms and credit institutions shall disclose, on a quarterly basis, in the investment recommendation:

a) the proportion of all investment recommendations that are “buy”, “hold”, “sell” or equivalent terms; and

b) in the breakdown referred to in Paragraph a), the proportion of investment recommendations corresponding to issuers to whom the investment firm or the credit institution has supplied investment services over the previous twelve months.

Section 205/E

In connection with the dissemination of an investment recommendation produced by a third party, the investment recommendation shall indicate clearly and prominently the identity of the person disseminating it, and also the address if disseminated by a legal person, body lacking the legal status of a legal person or a private entrepreneur.

Section 205/F

(1) Where an investment recommendation produced by a third party is substantially altered within disseminated information, that information shall clearly indicate the substantial alteration in detail. The provisions of Sections 205/B-205/C and Subsections (1)-(3) of Section 205/D shall also apply to the altered segments, as well as Subsections (4)-(7) of Section 205/D if disseminated by an investment firm or credit institution.

(2) Legal persons and bodies lacking the legal status of a legal person who disseminate a substantially altered recommendation shall have adopted adequate internal regulations to ensure that the persons to whom the investment recommendation is disseminated may be directed to where they can have unrestricted access to the identity of the producer of the investment recommendation and to any other data and information specified in Section 205/D.

(3) In case of dissemination of a summary of an investment recommendation produced by a third party, the relevant persons disseminating such summary shall ensure that the summary is clear and not misleading, mentioning the source document and where the disclosed information under Sections 205/B-205/D can be directly and easily accessed.

Section 205/G

(1) In addition to the obligations laid down in Sections 205/E-205/F, whenever the relevant person is a natural person working for an investment firm or a credit institution under a contract of employment or otherwise, and disseminates investment recommendations produced by a third party, the name of the competent supervisory authority of the investment firm or credit institution must be clearly and prominently indicated.

(2) In the case referred to in Subsection (1) above the provisions of Subsections (4)-(7) of Section 205/D shall apply to the disseminator of investment recommendations, if the producer of the investment recommendations did not disclose the information referred to in Subsections (4)-(7) of Section 205/D.

Section 205/H.

(1) Where the relevant person disseminates investment recommendations by means other than printing, the data and information specified in Paragraph b) of Subsection (1) and Subsections (2)-(3) of Section 205/B, in Subsections (4)-(5) of Section 205/C, and in Subsections (1)-(2), Paragraphs b)-e) of Subsection (4) and Subsections (5)-(7) of Section 205/D may be disclosed on an appropriate website that can be directly and easily accessed by the public, provided that it is clearly and prominently indicated in the investment recommendation along with the internet link.

(2) Disclosure of the requirements set out in Paragraphs a)-d) of Subsection (4) of Section 205/C and in Subsections (1)-(2) and (5)-(7) of Section 205/D in the investment recommendation may be waived solely for reasons of space and only if there has been no change in the methodology or basis of valuation used, and if posted on the website referred to in Subsection (1) of this Section.

(3) The provisions contained in Subsections (1)-(2) above shall not pertain to information concerned with any significant financial interest of the relevant person in one or more of the financial instruments which are the subject of the investment recommendation.

Chapter XXII
COOPERATION WITH OTHER SUPERVISORY AUTHORITIES
Section 206

(1) The Authority shall promptly comply with the requests of the competent supervisory authorities of Member States for information concerning insider dealing and market manipulation. The Authority, if unable to provide the information requested, shall inform the requesting competent supervisory authority concerning the reasons.

(2) The Authority may refuse to act on a request of a foreign competent supervisory authority for information concerning insider dealing and market manipulation where:

a) communication might adversely affect the sovereignty, security or public policy of the Republic of Hungary;

b) judicial proceedings have already been initiated in respect of the same actions; or

c) a final judgment has already been delivered for the same actions.

(3) In the event of refusal of the request referred to in Subsection (2) above, the Authority shall notify the requesting competent supervisory authority on the proceedings referred to in Paragraph b) of Subsection (2) or the judgment referred to in Paragraph c) of Subsection (2).

(4) Where the Authority is convinced that acts relating to insider dealing and/or market manipulation are being, or have been, carried out on the territory of another Member State of the European Union, it shall give notice of that fact to the competent supervisory authority of the other Member State.

(5) Concerning the processing, disclosure and forwarding of data by the Authority, the provisions of Sections 392-394 of this Act and the provisions of specific other legislation shall apply.

PART SEVEN
PROTECTION OF INVESTORS
Chapter XXIII
REGULATIONS ON THE PROTECTION OF INVESTORS
Section 207

Section 208

Protection of Clients’ Funds
Section 209

(1) Investment service providers and commodity dealers are to use their clients’ funds and assets, with the exception defined in Section 148, only as instructed by the clients. Investment service providers and commodity dealers may not use the funds and assets of their clients as their own in any way or form. Investment service providers and commodity dealers must have adequate facilities to ensure that their clients have access to their investment instruments, exchange-traded instruments and liquid assets at any given time.

(2) Investment firms and commodity dealers shall keep separate records of their clients’ liquid assets and shall handle them separately from their own liquid assets. Investment firms must keep liquid assets recorded on the client accounts referred to in Section 147 in accounts opened at banks or at clearing houses operating as specialized credit institutions, whereas the provisions on handling clients’ liquid assets from that of their own applies in this case as well.

(3) Investment service providers and commodity dealers shall handle their clients’ investment instruments and exchange-traded instruments from their own investment instruments and exchange-traded instruments.

(4) Client accounts and securities accounts shall contain separate columns for receivables and liabilities arising in connection with spot transactions, options and forward transactions.

(5) The clients’ receivables referred to in Subsections (2) and (3) cannot be used for settling the debts of the investment service providers or the commodity dealers owed to creditors.

Chapter XXIV
INVESTOR PROTECTION FUND
Section 210

(1) An Investor Protection Fund has been established to attend to the duties prescribed in this Act (hereinafter referred to as “Fund”) whose members comprise the economic operators (not including private entrepreneurs) licensed to engage in the activities defined under Paragraphs a)-d) of Subsection (1) of Section 5 of the IRA and Paragraphs a) and b) of Subsection (2) of Section 5 of the IRA (hereinafter referred to as “insured activities”). These economic operators shall be hereinafter referred to as “bodies engaged in insured activities”.

(2) Organizations engaged in insured activities must enroll as members of the Fund prior to receiving authorization for the activities specified in Subsection (1) of this Section.

(3) The commodity dealers engaged in the activities defined in Paragraphs a)-c) of Subsection (1) of Section 5 of the IRA may also join the Fund. Any commodity dealer who did not join the Fund shall clearly indicate in its standard service agreement and in the client account contract that the client’s funds placed in a client account are not covered by the Fund’s protection.

(4) Foreign branches of organizations engaged in insured activities that have their registered office in the territory of the Republic of Hungary shall be covered by the deposit insurance services provided by the Fund, unless the laws of the country in which the branch is established do not permit it. The branches of organizations engaged in insured activities that have their registered office in the territory of the Republic of Hungary in any Member State of the European Union may voluntarily join the deposit insurance scheme of the host country in order to obtain supplementary cover. Upon notifying the Authority concerning their intent to set up a branch, organizations engaged in insured activities shall notify the Fund when joining the deposit insurance scheme of the host country, whether compulsorily or voluntarily, including the conditions for joining, immediately upon gaining knowledge of such or when the application is lodged.

Section 211

(1) The branches of organizations engaged in insured activities established in another Member State of the European Union shall not be required to join the Fund if they are registered under an investor-compensation scheme prescribed in Directive 97/9/EC of the European Parliament and of the Council.

(2) Subject to authorization by the Authority, the branch of a third-country organization engaged in insured activities shall not be required to join the Fund if it has its own investor protection system, which is recognized by the Authority as being equivalent to the investor-compensation scheme prescribed in Directive 97/9/EC of the European Parliament and of the Council.

(3) The Authority shall decide whether an investor protection scheme referred to in Subsection (2) above is equivalent, based on the following criteria:

a) the scope of claims of investors it covers;

b) the scope of clients to whom protection is offered;

c) the amount of coverage provided for the claims of clients;

d) the length of time required for the settlement of claims as specified in the investor protection scheme;

e) the procedure for handling clients’ claims;

f) the opinion of the Investment Protection Fund.

(4) If a branch is not required to join the Fund pursuant to Subsections (1) and (2) above, it may voluntarily join the Fund in order to obtain the supplementary cover referred to in Subsection (7) of this Section if it is able to meet the Fund’s requirements for membership.

(5) The Fund may enter into cooperation agreements with foreign investor protection schemes and with foreign supervisory authorities, and may exchange information from the records on investors covered by the investor protection schemes and on the insured accounts, and for the settlement of compensation claims. The various investment protection schemes shall inform each other of the amount of compensation they are liable to pay to any given investor.

(6) Any branch of an organization engaged in insured activities established in another Member State of the European Union that is not covered by an investor-compensation scheme in accordance with Directive 97/9/EC of the European Parliament and of the Council must join the Fund in order to obtain the supplementary cover referred to in Subsection (7) of this Section. If, in the opinion of the Authority, the branch of a third-country organization engaged in insured activities does not have its own investor protection system, which is recognized by the Authority as being equivalent to the investor-compensation scheme prescribed in Directive 97/9/EC of the European Parliament and of the Council, it shall join the Fund in order to obtain full insurance coverage.

(7) If the maximum amount guaranteed by the investor protection scheme provided by the Fund, the scope of investments covered or the extent of coverage exceeds the maximum amount guaranteed, the scope of investments covered and the extent of coverage afforded by an investor protection scheme that covers the branch of an organization engaged in insured activities, the Fund shall, at the request of the branch, provide supplementary cover if the branch meets the Fund’s requirements concerning membership. Supplementary compensation may be claimed if the competent supervisory authority of the country in which the head office of the branch is located notifies the Fund about the occurrence of events warranting compensation. Other aspects of supplementary compensation claims shall be governed by the provisions of Sections 216-220.

(8) Settlement for a claim shall be provided once; apart from supplementary compensation, no additional compensation may be demanded from the Fund on top of the compensation received by a branch from the investor protection scheme of its home country.

The Fund’s Legal Background
Section 212

(1) The Fund is vested with legal personality.

(2) The Fund has its seat in Budapest.

(3) The Fund shall be exempt from corporate and local taxes and duties on its own funds, revenues and income.

(4) The Fund’s liquid assets may not be extended, nor used for payments to any member of the Fund on any grounds. The Fund’s liquid assets may be used only for the purposes laid down in this Act.

(5) The Fund’s equity capital cannot be diversified.

(6) The Fund shall be represented in the court and before the authorities by the chairman of the management body or by the managing director.

Duties of the Fund
Section 213

(1) The Fund shall be responsible to compensate investors for losses in the amount defined in Subsection (2) of Section 217.

(2) Compensation shall be paid only if the underlying claim is based on a commitment secured by a contract concluded by and between an investor and a member of the Fund following 1 July 1997 pertaining to an insured activity, and it concerns the settlement of assets (securities, moneys) that were entrusted to the Fund member and are recorded in the investor’s name (insured claim). The insurance provided by the Fund shall cover only the agreements concluded during the period of membership.

(3) The scope of coverage specified in Subsection (2) above also applies to claims lodged against a foreign branch of a Fund member that is registered in Hungary, unless it is not allowed under the laws of the country in which the branch is located.

(4)

Section 214

(1) For administration purposes the Fund may demand its members to supply information to the extent necessary for its records, and may inspect members’ compliance with the obligations arising from their membership on location. Within this scope the Authority and the MNB shall furnish information to the Fund from their respective records. The Fund shall notify the Authority of any unlawful conduct it detects in its official capacity.

(2) When authorized by the investors entitled to receive compensation, the Fund shall represent such investors in composition negotiations and during any liquidation proceeding.

(3) Members of the Fund shall be required to provide investors with readily intelligible information in Hungarian concerning the extent of protection offered by the Fund and the conditions of settlement.

(4) It is prohibited to use any information relating to investor protection or to the Fund for the purpose of soliciting more investments holdings, in particular for advertisements.

Section 215

(1) Coverage provided by the Fund is not available to

a) the state;

b) budgetary agencies;

c) business associations under one hundred per cent of state holding;

d) local authorities;

e) institutional investors;

f) compulsory or voluntary deposit insurance, institution and investor protection funds, Pension Guarantee Funds;

g) extra-budgetary funds;

h) investment companies, members of the stock exchange and commodity dealers;

i) financial institutions falling within the scope of the CIFE;

j) the MNB;

k) the executive employees of Fund members, employees of Fund members whether by contract of employment or under some other form of legal relationship, and their close relatives; furthermore

l) any economic operator or natural person having a direct or indirect holding of five per cent or more in the capital of a Fund member carrying voting rights, and any company they control, as well as the close relatives of natural persons;

and the foreign equivalents of such investments.

(2) For the purposes of Paragraphs k) and l) of Subsection (1), no compensation shall be paid if it applies to a Fund member in connection with which the settlement procedure is in progress in any extent for the period between the date on which the contract underlying the claim was executed and the date on which the claim for compensation is lodged.

(3) Coverage provided by the Fund shall not apply to claims in connection with any transaction that was financed by funds of criminal origin, as declared by final court verdict.

(4) Coverage provided by the Fund shall not apply to claims in connection with any transaction that is denominated in a currency other than euro or the legal tender of a Member State of the European Union or the OECD.

Settlements Paid by the Fund
Section 216

(1) The Fund’s liability of indemnification shall commence upon a court order for the liquidation of a Fund member.

(2) Any Fund member that is adjudicated in liquidation shall forthwith notify the Fund to that effect and shall compile all data and information required for processing and evaluating potential claims, and supply said data and information to the Fund in the prescribed from and manner without delay. The Fund shall be entitled to demand direct access to any data held by a Fund member affected that it deems necessary for the assessment of potential indemnification claims.

(3) The Fund is required to post a notice on the Authority’s official website, and also on its own website within fifteen days from the date when the court order of liquidation has been communicated, notifying the investors concerned on the conditions to seek compensation. The notice shall specify the date from which claims are accepted, the form in which claims are to be lodged, and the name of the paying agent. The first day specified for filing the claims must fall within a thirty-day period from the date when the court order of liquidation has been communicated.

Section 217

(1) Compensation to eligible investors shall be paid upon application. The Fund may specify formal requirements for the applications. Investors may submit an application within one year from the first day specified for filing the claims. If an investor was unable to lodge his claim for some excusable reason, he may submit the application within thirty days when such reason is eliminated.

(2) The Fund shall compensate investors entitled to compensation for claims up to a maximum amount of six million forints per person and per Fund member on the aggregate. The amount of compensation paid by the Fund is 100 per cent up to one million forints, and for amounts over the one-million forint limit, one million forints and ninety per cent of the amount over one million forints.

(3)

(4) For the purposes of determining the extent of indemnification, all of the insured claims of an investor and the claims not released by the Fund member are to be consolidated.

(5) If an insured claim pertains to a security entitlement, the amount of compensation shall be determined based on the average price achieved during the one-hundred-and-eighty-day period immediately before the liquidation proceedings on the stock exchange or over-the-counter trading. If the securities in question had not been traded in the reference period, the Fund’s directors shall determine a price based on which to calculate the amount of compensation. The price shall be established to permit a situation as if the investor had sold the securities at the time of commencement of the liquidation proceedings.

(6) In respect of the amount limit referred to in Subsection (2) and of claims denominated in foreign currency, the amount of compensation to be paid in a foreign currency and the amount limit specific in Subsection (2) shall be calculated, regardless of the date of payment, at the official MNB rate of exchange in effect on the starting date of the liquidation proceedings.

(7) Where a Fund member has any claim from a client in connection with investment services that is overdue or is scheduled to expire before payment of indemnification, it shall be deducted from the investor’s claim when determining the amount of compensation.

(8) The Fund provides compensation only in money.

(9) The indemnification limit specified in Subsection (2) above shall apply separately to all of the persons contained in the records of the Fund member who are eligible for compensation in connection with securities owned by several persons. The amount of compensation shall be divided equally among the investors, unless there is a contract clause to the contrary. The amount of compensation paid on jointly owned securities shall be added to the compensation payable for the claimant’s other claims.

Section 218

Compensation for claims by clients of branches of third-country investment firms, credit institutions and investment fund management companies may be paid only up to the amount insured by the Fund.

Section 219

(1) Upon the claimant supplying the contract underlying the insured claim along with all information required to verify his eligibility, and if the records maintained by the respective Fund member are also available, the Fund shall be required to process the investor’s application for compensation within ninety days from the date when the application was submitted.

(2) If the contract supplied by the investor underlying his claim for compensation and the records maintained by the relevant Fund member are in harmony, the Fund shall verify compensation to the extent substantiated by such documents and shall proceed to pay the compensation at the earliest possible time within a ninety-day period. In justified cases the settlement date may be extended - subject to prior approval by the Authority - once, by maximum ninety days. The date of payment of settlement shall be the first day when the investor actually had access to the funds provided in compensation.

(3) Under the conditions set out in this Act, the Fund shall be liable to pay compensation if an investor’s eligibility cannot be verified under Subsection (2) above, however, accompanied by a final court ruling in which the investor has been awarded the claim in question. In this case the investor may file his application within ninety days from the operative date of the court’s decision, with the court ruling in question attached.

(4) If the Fund is compelled to borrow funds in order to meet the settlement date for the payment of compensation as specified above, the Government shall provide surety facilities for the Fund to obtain a loan for the said purpose in accordance with Subsection (3) of Section 33 of the PFA.

Reimbursement of Settlements
Section 220

(1) Any Fund member, or the successor of a Fund member on whose account the Fund has paid any compensation shall be liable to reimburse the Fund in the amount of settlement paid out along with all related costs and expenses. This obligation shall also apply in respect of the members whose membership in the Fund has terminated in the meantime.

(2) Up to the extent of settlement paid by the Fund a client’s claim shall devolve upon the Fund.

(3) The Fund shall seek satisfaction of its claim described in Subsections (1) and (2) above in the liquidation proceedings. As to the sequence of satisfaction in the liquidation proceedings, the Fund shall assume the position of the investor whose claim it has appropriated.

Joining the Fund
Section 221

(1) Prior to applying for authorization to engage in an insured activity, the applicant economic operator shall submit to the Authority a statement filed to the Fund’s executive board proclaiming its intent to join the Fund and shall submit payment of affiliation fees (intent of affiliation).

(2) The statement of affiliation shall be filed in the form prescribed and published by the Fund. The Fund shall not render membership conditional.

(3) Membership shall commence on the operative date of the authorization issued by the Authority to engage in an insured activity. In connection with voluntary affiliation (commodity dealers, branches), membership shall commence upon the day when the statement of affiliation is submitted and the affiliation fees are paid. The Fund shall publish a notice concerning the effective date of affiliation on the Authority’s official website, and on its own website as well.

Membership Fees
Section 222

(1) Before admission new Fund members must pay the prescribed affiliation fee. The affiliation fee shall be one-half per cent of the joining economic operator’s subscribed capital, or minimum five hundred thousand forints and maximum three million forints.

(2) Members of the Fund shall be liable to pay annual membership dues to the Fund for each calendar year. The Fund’s executive board shall determine the date on which the membership dues are payable.

(3) Annual membership dues shall be calculated on the basis of the average value of all funds deposited by investors with the Fund member during the previous calendar year, in the form of liquid assets or securities, to which the Fund’s protection applies. Membership dues with respect to liquid assets and securities deposited by an investor shall be paid by the Fund member that is liable to release the deposits on the basis of a contract concluded with the investor for performing insured activities.

(4) The Fund’s executive board shall determine the amount of annual dues corresponding to the above-specified base and to the number of insured investors. When providing supplementary cover, the investments for which supplementary cover is provided shall be taken into consideration when determining the annual fee, along with the cover afforded by the investor protection scheme of the country in which the branch’s home office is located.

(5) The annual fees payable by a Fund member may not exceed three thousandths of the base amount; they may not, however, be less than five hundred thousand forints (minimum fee). The Fund’s executive board may set the amount of the minimum fee above five hundred thousand forints; however, the minimum fee must not exceed two million forints under any circumstances. A Fund member whose investors did not file any claims for compensation during the subject year and during the preceding calendar year cannot be charged more than the legal minimum. Apart from the cases in which annual dues are established in minimum fees, the annual dues of members are calculated by the same percentage rates based upon the formula defined above.

(6) Upon request, the Fund’s executive board may reduce the annual dues payable by a member if the risks inherent in the insured activity in which the member in question is engaged are below average. The executive board shall specify the conditions for reducing annual dues in executive regulations.

(7) The Fund’s executive board may order payment of extraordinary dues if the Fund’s assets are insufficient to cover current and/or potential settlement claims. Extraordinary payment of dues may be ordered also if the Fund is unable to meet its loan repayment liabilities when due, whether it concerns principal or interest payments. Extraordinary payments are to be remitted in the manner and in the time prescribed by the Fund’s executive board. Extraordinary payments shall be calculated on the same basis as annual dues, however, the extraordinary payments demanded in the course of a calendar year must not exceed the amount of annual dues last established.

(8) If the Authority has suspended all insured activities of a Fund member, and if the length of suspension covers the entire period remaining from the authorization granted by the Authority, the Fund member in question shall not be charged any fees for the period of suspension. If the Fund member’s license is not revoked, the fees applicable for the period of suspension shall be due and payable after the suspension is lifted.

(9) Affiliation fees, annual dues and extraordinary payments paid by Fund members to the Fund shall be recorded under other operating charges.

(10) Where a Fund member falls in default in terms of payment of membership fees required under the regulations that the Fund’s executive board has adopted within the framework of this Act, the Fund may request the Authority to take action.

Organizational Structure of the Fund
Section 223

(1) The Fund is governed by a seven-member executive board.

(2) The executive board shall be comprised of:

a) one member delegated each by the exchange, the central depository and the MNB;

b) two persons delegated by the relevant trade organizations on behalf of Fund members;

c) a person appointed by the Authority;

d) the managing director of the Fund.

(3) The term of office of board members shall be three years.

(4) If filling a vacant spot falls within the right of several organizations and they fail to reach an agreement concerning the appointment of the new member of the executive board, it shall be filled by way of drawing a name from a pool of candidates for which each eligible organization shall be entitled to delegate one person.

(5) When the term of a member of the executive board is terminated, the appropriate organization shall delegate or appoint a new member within thirty days.

(6) Membership in the executive board shall terminate:

a) upon expiration of the term referred to in Subsection (3);

b) upon being recalled or discharged, or in the case of the managing director upon dismissal from the office of managing director;

c) upon death; or

d) upon resignation, with the exception of the managing director.

(7) Every two years, the executive board shall elect one of its members, other than the managing director, for the office of chairperson.

(8) The executive board shall convene at least quarterly. An executive session shall be called in the event of any imminent situation entailing settlements payable by the Fund, or if ordered by the Authority. Meetings of the executive board are called by the chairperson.

(9) A representative of the Authority shall attend the board meetings in an advisory capacity.

(10) A meeting of the executive board shall have a quorum when at least five members are in attendance. The executive body shall adopt its resolutions by simple majority voting.

Duties of the Executive Board
Section 224

(1) The executive board shall have powers:

a) to adopt the Fund’s rules and regulations;

b) to appoint and discharge the Fund’s managing director, and to determine his duties and remuneration;

c) to lay down the procedural regime of the Fund;

d) to prescribe the contents of reports to be filed by the Fund’s members so as to satisfy their obligations arising from membership, and the frequency in which they are to be filed;

e) to establish the Fund’s annual budget, and shall approve the Fund’s annual report;

f) to control and monitor the Fund’s financial management and other activities;

g) to convey quarterly reports to Fund members and to the Authority concerning the current status and appropriation of the Fund’s finances;

h) to draw up a yearly report on its operations by 31 May of the following year, and shall send it to its members and to the Authority;

i) to carry out other duties prescribed in this Act.

(2) The Fund’s operations are directed by the managing director. The superior officer of the managing director is the chairperson of the executive board in all matters other than what is described in Paragraph b) of Subsection (1).

Section 225

(1) The Fund’s executive board shall adopt regulations in which to lay down the rules:

a) pertaining to fees charged to members, in particular to the method and formulas for determining the base amount and the amount of fees payable, including the procedures for payment methods and orders and payment dates;

b) pertaining to the Fund’s administration;

c) governing payments made by the Fund; and

d) to define the agenda of the executive board.

(2) The Fund’s bylaws shall not contain any provisions to impose any obligation upon its members, with the exception specified in Paragraph a) of Subsection (1). They may not contain any provisions to violate the principle of equal treatment among Fund members, and must not jeopardize the prudent and efficient management of the Fund.

(3) The Fund shall publish its bylaws, rules and regulations, and the board’s resolutions that are classified public on the Authority’s official website, and on its own website as well. The Fund may forego the publication of the regulations referred to in Paragraph d) of Subsection (1).

Revenues of the Fund
Section 226

The Fund’s revenues shall comprise:

a) the affiliation fees;

b) annual dues;

c) extraordinary payments;

d) yields from the Fund’s assets;

e) moneys borrowed by the Fund;

f) part of the fines imposed by the Authority in the extent specified in this Act; and

g) other income.

Accounts and Financial Management of the Fund
Section 227

(1) The MNB shall operate the current account of the Fund.

(2) The Fund’s free liquid assets must be kept in cash or government securities.

(3) The State Audit Office shall supervise the Fund’s financial operations.

(4) The Fund may obtain loans.

(5) The Fund shall pay settlements from its accumulated assets, and from the balance remaining from the Fund’s annual revenues following deduction of the yearly operating expenses approved by the executive board.

Termination of Membership in the Fund
Section 228

(1) Membership in the Fund is terminated when the Authority’s authorization for all insured activity in which the member is engaged is withdrawn. Regarding voluntary affiliation (commodity dealers, branches) membership in the Fund may be cancelled at any time, in which case it shall terminate on the day when the member in question submits a statement for the termination of membership to the Fund, in the format prescribed by the Fund. When membership of any Fund member is terminated, the Fund shall publish the effective date of termination on the Authority’s official website, and on its own website as well.

(2)

(3) Termination of membership shall have no effect on the obligation of the payment of fees applicable to the economic operator in question. The fees paid under the period of membership shall not be refunded, whether in part or in full, on the grounds of termination.

PART EIGHT
INVESTMENT FUNDS
Chapter XXV
GENERAL PROVISIONS CONCERNING INVESTMENT FUND MANAGEMENT COMPANIES
Section 229

(1) Investment fund management companies may engage only in the following activities by authorization of the Authority:

a) investment fund management;

b) securities lending and/or borrowing;

c) taking and forwarding orders in connection with the investment units of the investment funds they manage;

d) portfolio management;

e) investment advice.

(2) Investment fund management companies must engage in the activity specified in Paragraph a) of Subsection (1) above.

(3)

Section 230

(1) The Authority shall grant authorization for the activities defined in Subsection (1) of Section 229 separately, or shall issue a single authorization for several activities.

(2) The activity specified in Paragraph a) of Subsection (1) of Section 229 may only be performed by investment fund management companies.

(3) Applicants for the authorization of the activities defined under Paragraph a) of Subsection (1) of Section 229 must have:

a) the necessary personnel, equipment and facilities as specified in Schedule No. 11;

b) operating regulations prepared according to the layout illustrated in Schedule No. 12;

c) procedural regulations as defined in Schedule No. 13.

(4) With the exception set out in Section 247 of the Companies Act, the operations of an investment fund management company shall be directed by at least two executives under contract of employment.

(5) The application of an investment fund management company to engage in the activity defined in Paragraph a) of Subsection (1) of Section 229 shall have the following attached in addition to the documents verifying compliance with what is contained in Subsection (3):

a) organizational structure;

b) the names of executive employees;

c) scheme of operations.

(6) When an applicant applies for authorization to engage in portfolio management activities, the application shall have attached the certificate of the Investor Protection Fund in proof of having submitted an application for admission and in proof of payment of the affiliation fee.

(7) The procedures, systems and solutions adopted by the investment fund management company shall be sufficient to permit administration of the records and accounts of securities, liquid assets, exchange-traded instruments and real estate properties contained in the various funds and portfolios separately from the investment fund management company’s own securities, liquid assets, exchange-traded instruments and real estate properties, and the investment fund management company shall have sufficient facilities for the retrieval of information on previous transactions (subject, date and time, name of the other party to the contract).

(8) The accounting, registration and information systems of investment fund management companies must have sufficient facilities:

a) to provide information on their financial situation on a daily basis;

b) to provide information at any given time concerning the balance of investment instruments, liquid assets, exchange-traded instruments and real estate properties held under the various funds and portfolios;

c) to continuously monitor compliance with legal provisions and with their own internal regulations, and

d) to keep records of data disclosed as prescribed by law.

(9) Investment fund management companies shall report without delay any changes to the Authority in their executive personnel.

Section 231

In the course of authorizing the operations of an investment fund management companies, the Authority shall contact the competent supervisory authority of another Member State of the European Union if:

a) the applicant investment fund management company is a subsidiary of an investment firm, credit institution, investment fund management company or insurance company that is established in that other Member State of the European Union;

b) the applicant investment fund management company is a subsidiary of a parent company of an investment firm, credit institution, investment fund management company or insurance company that is established in that other Member State of the European Union;

c) a natural or legal person holding a dominant influence in the applicant investment fund management company also has a qualifying holding in an investment firm, credit institution, investment fund management company or insurance company that is established in that other Member State of the European Union.

Section 232

(1) The Authority’s authorization referred to in Subsection (1) of Section 230 is not required for the management of an investment fund created upon the adaptation of the rules laid down in Council Directive 85/611/EEC by the host country, or for engaging in the activities specified in Paragraphs d) and e) of Subsection (1) of Section 229 and in Paragraphs a) and b) of Subsection (1) of Section 242/A by an institution that is established in another Member State of the European Union, nor for setting up a branch upon the adaptation of the rules laid down in Council Directive 85/611/EEC by the host country, if the institution or branch in question is authorized in compliance with the said directive by the competent supervisory authority of the country where established.

(2) In respect of the establishment of branches by resident investment fund management companies for the management of European investment funds in other Member States of the European Union, or for engaging in the activities specified in Paragraphs d) and e) of Subsection (1) of Section 229 and in Paragraphs a) and b) of Subsection (1) of Section 242/A, and for providing these services across the border, the provisions of Subsections (4)-(9) of Section 27 of the IRA shall apply, noting that any reference made in legal regulation to investment firms, or to investment services and ancillary services and investment activities shall be understood, respectively, as investment fund management companies and the activities of investment fund management companies.

(3) Branches of third-country investment fund management companies may not engage in the management of European investment funds and may not provide asset management services to private pension funds.

Section 233

(1) The Authority shall decline to grant authorization if the applicant fails to comply with the requirements laid down in this Act and in other legal regulations, or if the applicant fails to provide sufficient proof of compliance with such requirements, or if any information supplied by the applicant is misleading or untrue.

(2) The Authority shall refuse to grant authorization if there is a close link between the investment fund management company and another person situated in a third country where there are legal impediments that would prevent the Authority from the effective exercise of its supervisory functions over the investment fund management company in question. The information necessary for controlling the conditions specified in this Subsection must be supplied to the Authority.

(3) In respect of branches, the Authority shall refuse to grant authorization if:

a) there is no valid and effective international cooperation agreement, based on mutual recognition of supervisory authorities which covers the supervision of branches, between the Authority and the supervisory authority competent for the place where the applicant is registered;

b) the country in which the applicant is established does not have legal regulations on money laundering that conform to the requirements prescribed under Hungarian law;

c) the applicant does not have adequate data management regulations that conform to the requirements prescribed under Hungarian law;

d) the applicant fails to supply a statement in which it offers full guarantees for the liabilities incurred by its branch under its corporate name;

e) the applicant fails to submit the permit for the foundation of a branch issued by the supervisory authority competent for the place where he is registered, and/or its declaration of approval or acknowledgment;

f) the legal system of the country where the applicant is established fails to guarantee the prudent and sound management of fund management companies;

g) the applicant’s main office is not in the country where he is established.

Section 234

(1) The Authority shall revoke the license it has issued to authorize operations if:

a) the conditions and requirements based on which it was issued are no longer satisfied, and cannot be remedied within a reasonable period of time;

b) the investment fund management company fails to pay to holders of investment units any of its undisputed debts within three days of the date on which they are due, or its holdings (assets) do not provide coverage for satisfying the known claims of creditors;

c) the authorized operator fails to commence within twelve months the activities to which the authorization pertains, or it has not engaged in such activities for more than six consecutive months;

d) the authorized operator retires from the activity to which the authorization pertains;

e) the authorized operator repeatedly or seriously violates the provisions laid down in this Act and in specific other legislation regarding the activity to which the license pertains;

f) the authorization of the founder of a branch has been revoked by the supervisory authority responsible for the place where the founder is established;

g) the investment fund management company fails to comply with any recapitalization obligations within the deadline prescribed by the Authority;

h) the authorization was obtained by misleading the Authority or through any other illegal conduct;

i) it learns of a close link between the investment fund management company and a natural or legal person situated in a third country where there are legal impediments that would prevent the Authority from the effective exercise of its supervisory functions over the investment fund management company in question and the close link is not terminated within the time limit prescribed.

(2) In the cases referred to in Paragraphs d) and e) of Subsection (1) the Authority shall withdraw the authorization it has issued to authorize operations when the authorized operator has settled all undisputed debts owed to clients, or if his contractual liabilities are carried forward by commitment from another investment fund management company. The Authority may stipulate certain conditions and requirements, which must be satisfied before the investment fund management company is permitted to terminate operations.

(3) The Authority may suspend the authorization it has issued to authorize operations for a specific time if the conditions and requirements based on which it was issued are no longer satisfied, however, they can be remedied within a reasonable period of time.

Section 235

(1) An investment fund management company may operate exclusively in the form of a limited company or set up as a branch.

(2) In respect of investment fund management companies incorporated as limited companies the provisions of the Companies Act, and in respect of investment fund management companies set up as branches the provisions of the FCA shall apply subject to the exceptions laid down in this Act.

(3) With the exception specified in Subsection (4) of this Section and in Section 242/C, the minimum amount of subscribed capital prescribed for investment fund management companies is one hundred million forints.

(4) If the private pension fund assets managed by an investment fund management company is two billion forints or more, its equity capital must be at least two hundred and fifty million forints plus one per cent of the sum that is in excess of the managed two billion forints of private pension fund assets. If the equity capital of the investment fund management company is at least one billion forints, any increment in the managed private pension fund assets shall not be compensated by increasing its own funds.

(5) As regards the investment fund management companies operating as branches, subscribed capital shall be understood to mean endowment capital.

(6) All investment fund management companies must have a main office in Hungary from which to direct their operations.

(7)

(8) The endowment capital requirement shall not apply to the branch of an investment fund management company established in another Member State of the European Union.

Section 236

(1) The special rules relating to operations of investment fund management companies shall be laid down in the fund management protocol - subject to the Authority’s approval - as illustrated in Schedule No. 16, which contains the standard terms and conditions of service between the investors and the fund management company. When purchasing investment units, investors shall supply a statement of acknowledgement of the terms and conditions contained in the fund management protocol.

(2) Fund management companies shall, at all times, proceed in the client’s best interest in compliance with legal provisions and with their own internal regulations, and as stipulated in the fund management protocol.

(3) Investment fund management companies shall act under the principle of equal treatment with respect to investors. However, any diversity in the rights and obligations embodied in investment units among any series of such investment units, and the fund manager’s actions taken as a consequence, in accordance with the relevant legal regulation and the investment fund’s management protocol, shall not be considered a violation of this principle.

(4) The fund management protocol shall contain all information necessary for investors to make an informed judgement of the operation, investment strategy and management of the investment fund.

(5) Fund managers shall be permitted to unilaterally amend the terms contained in the prospectus of public funds and in their fund management protocol, subject to the Authority’s consent. The Authority’s authorization is not required if the amendment:

a) entails the reduction of costs charged to clients;

b) concerns the opening or closing of points of sale, if a new dealer in securities is already authorized by the Authority for such activity;

c) is made to comply with new legal regulations, if it does not effect the fund’s investment strategy or exposure factor;

d) is for updating market information or balance sheet figures;

e) is meant to reflect any changes among the executive employees of the fund manager or the custodian, or any changes in the dealer or real estate appraiser, or in their corporate particulars;

f) has already been authorized by the Authority where it is required.

Section 237

(1) Investment fund management companies shall be entitled to charge handling and administration fees in connection with their services related to fund management.

(2) A fund management company may not charge handling and administration fees to a public investment fund if the fund’s own capital on the average did not reach fifty per cent of the mandatory minimum of initial capital over a period of three months until the amount of own capital for the average of the last three months reaches fifty per cent of the mandatory minimum of initial capital. Handling and administration fees for the exempt period cannot be charged to the fund subsequently.

Section 238

(1) An investment fund management company shall conduct all of its activities in the name of the fund with the exception contained in Subsection (2).

(2) Any transaction conducted by an investment fund management company for the transfer of investment instruments and/or real estate properties of clients may involve the instruments or real estate properties of several clients or of a single client.

Section 239

(1) Any investment fund management company may create and operate several separate investment funds, and shall have powers to decide for the offering of investment units of different series in any one investment fund.

(2) The investment fund management company must handle and keep records of the assets of the fund and clients separately from its own assets.

(3) The assets which comprise part of a portfolio managed by an investment fund management company shall not be construed as the property of the fund manager.

(4) Investment fund management companies shall keep records of the assets of each investment fund and each client separately.

(5) An investment fund management company may not acquire any holding in an issuer for the benefit of the funds it manages to an extent entailing any future purchase obligation.

(6) As regards real estate funds, the investment fund management company must maintain comprehensive insurance coverage for all of the (insurable) properties that are part of the fund’s portfolio, with the fund named as the beneficiary covering all risks.

Section 240

(1) An investment fund management company may transfer an investment fund only to another investment fund management company.

(2) A public investment fund may be transferred only if authorized by the Authority subject to a public notice. As regards the transfer of private investment funds the provisions of the Civil Code on the assumption of debts shall apply.

(3) An investment fund management company may outsource any part of investment fund management operations only to a subcontractor that is authorized to engage in portfolio management and investment fund management activities, if it is established in Hungary, or if it is a foreign-registered company, a subcontractor holding an authorization granted for similar activities by the authorities of any Member State of the European Union or the OECD.

(4) The investment fund management company shall be subject to full and unlimited liability for the investment fund management services provided by third parties. Any clause or stipulation to the contrary shall be null and void.

Section 240/A

Investment fund management companies may apply the provisions of the IRA pertaining to outsourcing, noting that any reference made in legal regulation to investment firms or to investment services and ancillary services and investment activities shall be understood, respectively, as investment fund management companies and the activities of investment fund management companies.

Section 241

(1) An investment fund management company acting on behalf of an investment fund may guarantee the capital invested and the earnings (capital and yield guarantee). The yield guarantee incorporates a guarantee to preserve the capital invested. The capital and yield guarantee offered by an investment fund management company acting on behalf of an investment fund shall be accompanied by a bank guarantee.

(2) An investment fund management company acting on behalf of an investment fund may pledge to preserve the capital invested and make a pledge for earnings (capital and yield protection). The yield promise incorporates a pledge to preserve the capital invested. The investment fund management company acting on behalf of an investment fund shall ensure that its pledge for the protection of capital and yield is secured by a sound investment strategy relating to financial instruments and exchange-traded instruments, of which the client must be informed in detail.

Conflict of Interest
Section 242

(1) The executive officers of investment fund management companies, those of their employees engaged in the decision-making and execution process in connection with investments, and persons employed by investment fund management companies under any other form of employment relationship may not, whether by contract of employment or under some other form of legal relationship, be in the employment of:

a) a custodian referred to in Subsection (1) of Section 295;

b) a person involved in the implementation of investment-related decisions, such as an investment firm, credit institution, real estate appraiser, real estate broker, or another investment fund management company; or

c) a client of the investment fund management company;

who is engaged in a field directly associated with investment fund management.

(2) Any person who falls within the scope of incompatibility as defined above must forthwith notify the Authority, and shall terminate the grounds of incompatibility without delay.

Special Provisions Pertaining to Managers of European Investment Funds
Section 242/A

(1) Managers of European investment funds governed under Chapter XXIX of the CMA may engage, in addition to the activities defined in Subsection (1) of Section 229, in the following activities subject to authorization by the Authority:

a) safekeeping and administration of collective investment instruments;

b) safe custody services for collective investment instruments.

(2) Managers of European investment funds must apply the provisions laid down in Chapter IX of the IRA, noting that any reference made in legal regulation to investment firms shall be understood as investment fund management companies.

(3) Managers of European investment funds shall be authorized to engage in the activities defined in Paragraphs a) and b) of Subsection (1) above and in providing investment advice only if they are authorized to engage in portfolio management activities.

(4)

(5) When a manager of a European investment fund applies for authorization to perform the activities specified in Paragraphs a) or b) of Subsection (1) of this Section, the application shall have attached the certificate of the Investor Protection Fund in proof of having submitted an application for admission and in proof of having paid the affiliation fee.

(6) Managers of European investment funds shall adopt regulations to govern, within the framework prescribed by law, the notification requirement with respect to the transactions of its employees involving the fund manager’s securities and the records system to be maintained by the fund manager.

(7)

Section 242/B

Section 242/C

(1) If the amount of assets managed by a manager of a European investment fund is 60 billion forints or more, its own funds shall be at least one hundred million forints plus 0.02 per cent of the amount in excess of the said threshold of 60 billion forints of the net value of the assets of the funds it manages. If the own funds of the fund manager is 2.5 billion forints or more, its equity capital need not be further increased.

(2) Where Subsection (1) of this Section and Subsection (4) of Section 235 apply jointly, the higher capital requirement shall be satisfied.

(3) In the application of Subsection (1), the investment funds managed by the investment fund management company’s subcontractors shall also be taken into consideration; however, the investment funds managed by the fund manager under subcontract agreement need not be taken into consideration.

Section 242/D

(1) In order to maintain continuity in its operations and protect its investors, the manager of a European investment fund shall have sufficient own funds to cover any and all risks associated with its activities, which may not be less than:

a) the amount specified in Subsections (3)-(4) of Section 235 and in Section 242/C;

b) 25 per cent of the operating expenses of the previous fiscal year at any given time.

(2) The own funds of the manager of a European investment fund that is engaged in the activity specified in Paragraph b) of Subsection (1) of Section 229 must not be allowed to fall below the aggregate of the capital requirement, the extent of which is specified in specific other legislation, for the market risk of the positions and exposures listed in the trading book, for large exposures, and foreign exchange risks on the authorized activity as a whole as well as the risks inherent in lending operations and country risks.

(3) The own funds of the manager of a European investment fund must be at least the maximum amount specified under Paragraphs a)-b) of Subsection (1) and under Subsection (2) at any given time.

(4) In the event of any major change in the operations of a manager of a European investment fund, as compared with the previous fiscal year, the Authority may order the fund manager to review its own funds determined according to Paragraph b) of Subsection (1).

Section 242/E

A manager of a European investment fund may not purchase for any portfolio it manages investment units issued by other investment funds it manages, unless the client expressly agrees in advance.

Section 242/F

(1) Managers of European investment funds shall notify the Authority when engaging a subcontractor under Subsection (3) of Section 240 within thirty days of the conclusion of the subcontract agreement.

(2) Engaging a subcontractor:

a) may not constitute any impediment in the effective exercise of supervisory functions over the manager of a European investment fund;

b) must not jeopardize the interests of investors; and

c) shall not prevent the manager of a European investment fund to give instructions to the subcontractor in the interest of investors, nor shall it impede the manager’s ability to terminate the contract with immediate effect.

(3) An agreement between a manager of a European investment fund and its subcontractor shall contain sufficient facilities for the fund manager to regularly monitor the subcontractors’ activities.

(4) Subcontractors of managers of European investment funds must operate in observation of the fund manager’s fund management protocol. A subcontractor managing European investment funds may not function as the custodian of the investment fund, nor shall its interest be permitted to contradict with the interest of holders of investment units.

Section 242/G

(1) Managers of European investment funds shall be required to adopt risk management procedures with sufficient facilities to permit the continuous monitoring and analysis of position risks and their percentage in the whole risk structure of the investment fund. Managers of European investment funds shall be required to operate a regime with sufficient facilities to permit the continuous monitoring and analysis of risks inherent in over-the-counter derivative transactions. Managers of European investment funds shall inform the Authority on the limitations pertaining to transactions involving derivative instruments and on the methods employed to evaluate the risks in such transactions. Risks shall be evaluated in consideration of the other party’s risks, expected market trends and the time left until the position closes.

(2) At the request of any investor, additional information shall be provided on risk management procedures as well as on developments in the risks and yields of investment instruments.

Investment Units
Section 243

(1) All investment units must contain the following information:

a) name of the investment fund and the designation of the investment unit series;

b) type of the investment fund (closed-ended or open-ended), mode of placement (public or private), maturity;

c) face value, securities registration code and serial number;

d) the owner’s name;

e) the rights of the owner or the holder attaching to investment units, as stipulated in the investment fund’s management protocol;

f) date of issue;

g) corporate name and address of the investment fund management company;

h) authorized signature of the investment fund management company.

(2) The information specified in Paragraphs c) and d) of Subsection (2) of Section 7 are not required for the written instruments issued for dematerialized investment units.

(3) An investor shall be entitled to a dividend on his investment units belonging to a specific series, divided according to the fund’s management protocol for the series in question, as commensurate for the aggregate of the face value of the investment units in his possession relative to the aggregate face value of all investment units in circulation in that series.

Issue and Marketing of Investment Units
Section 244

(1) The issue and marketing of investment units of an open-ended investment fund, and the related prospectuses and summary prospectuses, shall be governed by the provisions contained in Part Two of this Act, with the exceptions set forth in this Chapter.

(2) The issue and marketing of investment units of closed-ended investment funds, and the related prospectuses and summary prospectuses, shall be governed by the provisions contained in Part Two of this Act, and with the provisions set out in this Chapter relating to investment funds.

(3) Concerning the marketing of investment units of closed-ended investment funds, the provisions contained in Part Two of this Act shall apply in conjunction with the common provisions of this Chapter relating to funds, and with the provisions set out in Chapter XXVI relating to closed-ended investment funds.

(4) Dematerialized investment units are registered and withdrawn under the investment fund management company’s instructions, including the date, by the central depository. In the case of dematerialized investment units issued by open-ended investment funds, the central depository shall register and withdraw them on a daily basis when so instructed by the fund manager.

(5) Holders of investment units of an open-ended investment fund shall not have the right of cancellation referred to in Subsection (1) of Section 33 in any period other than the subscription period.

(6) All investment units issued under the name of an investment fund must comprise one or more series and must be of the same face value and must have the same rights attached in any one series. Series of investment units of the same fund may differ only in the following aspects:

a) the rates of fees, charges and commissions;

b) the face value of investment units, the currency in which they are offered;

c) type of offering, place of offering and the place where they can be obtained, the minimum quantity to be sold;

d) rules concerning the assessment and payment of capital increments and dividends.

(7) A subscription procedure is not required for the public offering of a new series of investment units by an open-ended investment fund that has already been registered.

Section 245

(1) Investment units of open-ended investment funds may be offered to the public only if the fund manager has published prior to the placement procedure a public-offer prospectus made out according to the layout illustrated in Schedule No. 17 and approved by the Authority, or a fund management protocol containing the information specified in Schedule No. 16 and a summary prospectus and a public notice containing the information specified in Schedule No. 18 by way of the means specified in Subsection (3) of Section 34, where the public notice shall also be published by way of the means referred to under Subsection (4) of Section 34. The public notice shall contain:

a) the number and date of the Authority’s authorization for the publication of the related prospectus;

b) a description of the securities offered and the name of the issuer;

c) the quantity of securities offered, their face value and selling price or the applied pricing method;

d) the approved duration of the marketing procedure and the locations where the securities can be subscribed;

e) the method of offering and the terms of payment; and

f) information as to where the prospectus is published or circulated, including the date indicating when and the medium where inserted.

The public-offer prospectus shall remain valid throughout the life of the investment fund.

(2) Investment units may be placed privately only if the fund manager has made available the fund management protocol containing the information specified in Schedule No. 16 to the potential investors.

(3) Any one of the documents referred to in Subsection (1) may be published in a consolidated format for several funds operated by the same fund management company.

(4) The open-ended fund’s management protocol and the summary prospectus shall be supplied free of charge to any new investor when buying the fund’s investment units, and the fund’s prospectus and its most current annual and semi-annual report shall be furnished to the investor upon request free of charge.

(5) In connection with public funds created by the same fund management company of the same type [Paragraph b) of Subsection (1) of Section 243] and - as regards securities funds - of the same class of securities funds [Subsection (3) of Section 253], if the management company or the custodian of these funds is the same, and if the methods of offering and issue and the rights attached to investment units are the same, these funds shall be considered to comprise a fund series. In connection with funds belonging to the same series, the fund management company may request the Authority to proceed according to the provisions contained in Subsection (4) of Section 389 concerning the approval of the public-offer prospectus, fund management protocol and summary prospectus of these funds, and also the authorization of public offering. The fund manager may present this request when launching the first fund of the series, in its application for authorization for offering the first fund belonging to the fund series to the public, containing an indication of the particulars and plans related to setting up the funds which are planned to comprise a part of the proposed fund series.

Continuous Issue of Investment Units by Open-Ended Investment Funds
Section 246

(1) The sale of investment units shall be mediated by a dealer between the investors and the fund management company.

(2) A dealer may employ agents for selling investment units. The dealer shall be subject to full and unlimited liability for the services provided by its agents.

Section 247

(1) In the case of public and open-ended investment funds, during the life of the fund, fund management companies - through a dealer - shall honor all requests for the purchase and redemption of investment units at the net asset value per unit of investment units in effect on the transaction date defined in the fund management protocol (for the purposes of this Chapter the prior hereinafter referred to collectively as “continuous issue of investment units”), on all days designated for trading, except when closure is authorized by the Authority and when trading has been suspended or discontinued, that will not be treated as official business days. In terms of the settlement of orders received before the authorization for the closure or suspension or discontinuation of trading is granted, when calculating the time limit for settlement as specified in the fund’s management protocol the above-mentioned time durations shall not be taken into account. As regards fixed-term funds, the final day for the acceptance of orders shall be determined so as to allow ample time for the accounting of orders received on this day and for payment before the fund’s term expires.

(2) Any day that is considered a business day at the points of sale for any particular series of the fund shall be treated as a business day for trading the series in question, except for the cases described in Subsections (1) and (4).

(3) The duration between the day of acceptance of orders for the redemption of the investment units of public and open-ended funds and the day of settlement shall be limited at three business days concerning securities funds - subject to the exception set out in Subsection (4) - or ninety business days for real estate funds. The process to determine the transaction date, the procedure for the settlement of orders and for determining the net asset value per certificate, including the date of payment, shall be laid down in the fund’s management protocol.

(4) As regards public and open-ended, and private and open-ended investment funds investing in other investment funds and derivative instruments and offering capital guarantee and capital protection, the duration between the day of acceptance of orders for the redemption of the investment units and the day of settlement shall be limited at thirty-one working days. The management protocol of these funds may prescribe a designated day for the settlement of purchase and redemption orders received within a specific (maximum one calendar month) period, predetermined as the transaction date. Unless otherwise prescribed, the last business day of the period shall be considered as the transaction date for settlement.

(5) Where an investment fund invests more than twenty-five per cent of its assets in another investment fund, it may choose to employ the same marketing rules as the fund that comprises over twenty-five per cent of its portfolio, in which case the duration between the day of acceptance of orders for the redemption of the investment units and the day of settlement may be more than thirty-one days.

(6) The par value of open-ended investment units shall be calculated based on the net asset value that applies to one investment unit. In respect of continuous issue, the investor may be charged a sales or redemption (repurchase) commission payable - in part or in full - to the fund, the dealer or the fund manager. The investor shall be notified in advance concerning the rates of such commissions.

(7) The sale and the redemption of investment units, and the payment of dividends shall be handled by the dealer. Sales are the sole liability of the dealer.

Section 248

Investors investing in a continuous issue of investment units shall be provided with the fund’s summary prospectus and the regular prospectus, the fund’s management protocol, half-yearly or yearly reports, and the most current portfolio report free of charge; furthermore, in relation to verbal offers and electronic commerce, investors must be advised as to the place at which the above-specified documents can be reviewed.

Section 248/A

(1) Where the fund manager stipulates in the prospectus and in the management protocol of an open-ended investment fund the maximum number of investment units to be offered (issue limit), the continuous issue of investment units shall be suspended when this limit is achieved based upon the number of investment units in circulation. Unless otherwise prescribed by law, the redemption of investment units may not be limited when the continuous issue of investment units is suspended. An issue limit may also be stipulated for the offering of investment units of an open-ended investment fund by way of a subscription procedure.

(2) The prospectus or summary prospectus shall contain allocation information for the event of reaching the issue limit, the closing date of the allocation procedure and method of notification concerning the results of the allocation, and specific details upon which continuous issue may be restored.

(3) A notice shall be published in the fund’s official means of notification when the issue limit is reached, continuous issue is suspended or continuous issue is restored.

Suspension of the Continuous Issue of Investment Units
Section 249

(1) The fund management company may suspend the continuous issue of investment units of a specific series of an open-ended investment fund, of which the Authority must be notified without delay, only if precipitated by reasons beyond its control and only if it is in the best interests of the investors, under the following extraordinary circumstances:

a) the fund’s net asset value for the series in question cannot be determined, in particular if the trading of the given securities of the fund is suspended and these securities represent more than ten per cent of the fund’s own capital; or

b) if the technical requirements for trading are not satisfied in at least half of the points of sale.

(2) Trading must be continued when the above-specified reasons are terminated or when so instructed by the Authority.

(3) Of the suspension referred to in Subsection (1), the fund management company must forthwith notify the competent supervisory authorities of all Member States in which the investment units in question are offered.

Section 250

Continuous issue of investment units may be suspended if permitted in the Authority’s authorization for the termination or merger of the investment fund.

Section 251

(1) The Authority may - for a specific period of time but not more than ten days - order the suspension of the continuous issue of investment units of a particular series if the fund management company has failed to comply with the obligation of disclosure of information.

(2) At the request of the investment fund management company the Authority may suspend the continuous redemption of the investment units issued by the investment fund for a specific period of time of not more than one hundred and eighty days when deemed necessary to protect the investors’ interests, such as in particular if:

a) the total value of investment units redeemed or presented for redemption over a period of ten consecutive business days reaches ten per cent of the investment fund’s net asset value in effect on the first day of the period in question, where the investment units presented for redemption but not yet redeemed shall be taken into account at the net asset value in effect on the day when the request for redemption is booked;

b) the number of investment units in circulation dropped by ten per cent over a period of twenty consecutive business days; or

c) the ratio of liquid assets reserved for the redemption of investment units dropped in consequence of the volume of units redeemed below fifteen per cent of the investment fund’s own funds.

The investment fund management company may submit the request for the suspension of the continuous redemption of the investment units within five business days following the occurrence of either of the conditions specified in Paragraphs a)-c).

(3) The Authority shall have powers to terminate the suspension of the continuous redemption of the investment units - when this is in the interest of investors - at its own discretion inside the time limit referred to in Subsection (5), with the first day of redemption indicated. The Authority shall order the termination of suspension where it is requested by the fund management company affected within the time limit specified in Subsection (5).

(4) The Authority shall adopt a decision relating the requests submitted in accordance with Subsections (2) and (3) within two business days.

(5) Where the length of the period of suspension ordered on the basis of either of the conditions defined in Paragraphs a)-c) of Subsection (2) above reaches one hundred and eighty days, the Authority shall order the dissolution of the investment fund affected by way of a resolution.

Offering and Continuous Issue in the Domestic Territory of Open-Ended Collective Investment Instruments Offered Abroad
Section 252

(1) The public offering and trading in the domestic territory of collective investment instruments issued by an investment fund created abroad or by a collective investment trust, and their admission to trading on a regulated market - with the exception of the collective investment instruments offered by a European investment fund established in another Member State of the European Union, or by a collective investment trust of the like - shall be subject to authorization by the Authority. The authorization procedure shall be governed by the provisions relating to the public offering of investment units subject to the exceptions set out in Subsections (2)-(10).

(2) Minimum ten working days before the initial day of offering the issuer shall submit - in addition to the information referred to in Subsection (3) - a public-offer prospectus in the layout illustrated in Schedule No. 17, the fund management protocol containing the information specified in Schedule No. 16 and a summary prospectus containing the information specified in Schedule No. 18, and their official Hungarian translation, to the Authority together with its authorization issued by the competent supervisory authority of the country where established.

(3) The public-offer prospectus shall specify the method by which to provide information to Hungarian investors, the place and date where and when such information will be available, description of points of sale, and any tax liability incidental to the securities, information relating to the risks inherent in the investment, and to practices relating to the fund or the collective investment trust by way of derogation from this Act.

(4) If the issuer has a prospectus that has been approved for publication by the competent supervisory authority of the state in which it is established, the prospectus for the offering in the domestic territory is to be prepared consistent with the said prospectus, complete with information pertaining to the local market, such as in particular the details referred to in Subsection (3) above.

(5) The Authority shall grant the authorization referred to in Subsection (1), if:

a) the foreign issuer provides proof to the Authority of having satisfied the requirements prescribed for the marketing of such instruments by the law of the country where he is registered, or - if marketing is subject to authorization according to the laws of his country - the authorization and its official Hungarian translation;

b) there are adequate safeguards for investors to enforce their rightful claims against the issuer;

c) the issuer meets the criteria prescribed for the public offering of investment units in the domestic territory;

d) the country in which the issuer is established has legal regulations on money laundering that conform to the requirements prescribed by Hungarian law.

(6) Under international treaty or international cooperation agreement the Authority shall approve a prospectus if it satisfies the conditions required by the competent supervisory authority of a foreign country and authorized for publication in that country.

(7) The public offering and trading in the domestic territory of collective investment instruments issued by foreign issuers shall be permitted with the participation of a dealer registered in a Member State of the European Union.

(8) The prospectus drawn up by the foreign issuer, and authorized or approved by the Authority, shall be published in the Hungarian language.

(9) Foreign investment funds and collective investment trusts must satisfy the requirements of disclosure and publication set out in Subsection (4) of Section 245, Sections 248, 289, 290 and 293, including the structure and content requirements, and the regular publication of prospectuses prepared for continuous issues. Information to Hungarian clients must be made available in the Hungarian language.

(10) The Authority may suspend the continuous issue of foreign-issued collective investment instruments to the public if it fails to comply with the requirements laid down in Subsections (1) and (9) of this Section. The Authority may ban the continuous issue if compliance with the legal requirements is not restored within thirty days from the order of suspension, or if suspension is warranted for the second time.

Offering of Investment Units Issued by Open-Ended Investment Funds in Hungary and their Admission to Trading on a Regulated Market Abroad
Section 252/A

(1) The offering of investment units issued by open-ended investment funds in Hungary and their admission to trading on a regulated market abroad shall be notified to the Authority.

(2) The notification referred to above shall have enclosed the draft version of the prospectus required by the law of the country where offered.

Creation of Investment Funds
Section 253

(1) An investment fund shall be deemed established when registered by the Authority upon the fund manager’s request. The application for registration shall have attached a certificate issued by a custodian stating that the investors have deposited the capital specified in the prospectus and in the fund’s management protocol or that the documents pertaining to the conveyance of title to real estate properties have been placed at the fund’s disposal in respect of real estate funds. When the fund’s initial capital has been deposited as due, the fund manager must proceed without delay to have the investment fund registered. Where investment units are issued in more than one series, the requirement of minimum initial capital as prescribed by law and the fund’s management protocol shall be considered satisfied if the sums paid up in connection with approved subscriptions for investment units of various series, and the combined total of the paid up contributions in connection with the conveyance of title to real estate properties, reaches this capital amount.

(2) If an investment fund fails to gather the initial capital within the timeframe stipulated in the fund’s management protocol the dealer shall refund all moneys received from prospective investors within five days following the aforementioned time limit.

(3) Investment funds may be open-ended or closed-ended, may invest in securities or real estate, and may be offered publicly or privately. When investing in securities, there may be special funds, European investment funds, investment funds investing in other funds, investment funds investing in derivative instruments and index-driven investment funds.

Section 254

(1) The minimum initial capital of public investment funds shall be:

a) two hundred million forints when investing in securities;

b) one billion forints when investing in real estate.

(2) The minimum initial capital of private investment funds shall be:

a) one hundred million forints when investing in securities;

b) five hundred million forints when investing in real estate.

(3) The investment units of private real estate funds may be purchased in exchange for real estate property. The properties to be accepted shall be elaborately defined in the fund’s management protocol. The value of the properties pledged shall be determined jointly by the fund’s auditor and real estate appraiser. The total value of properties must not exceed fifty per cent of the fund’s initial capital.

Termination of Investment Funds
Section 255

An investment fund shall be deemed terminated when removed from the Authority’s register. The Authority shall remove a fund from the register:

a) the next day upon receipt of a notice of dissolution at the end of the fund’s fixed term, provided the fund’s own capital is positive;

b) the next day upon receipt of a notice of dissolution when the fund is terminated, provided the fund’s own capital is positive;

c) when the proceeds from the sale of the fund’s assets are paid in full upon its termination, if the fund’s own capital is negative;

d) on the day of merger when merging with another investment fund;

e) the next day following the day when the last investment unit is redeemed in connection with an open-ended investment fund.

Section 256

(1) A fund must be terminated when its manager is terminated without a successor, or if the fund manager’s authorization is withdrawn and it is taken over by another fund manager.

(2) When the capital of an open term investment fund is positive, the fund manager may terminate it upon the Authority’s consent.

(3) A public open-ended investment fund must be terminated by its manager if the fund’s own capital remains below twenty million forints on the average over a period of three months.

(4) A fund shall be terminated by resolution of the Authority if the fund’s own capital is negative.

(5) When an investment fund is terminated under Subsections (1)-(4), the fund manager or the custodian shall publish it within two working days following receipt of the Authority’s resolution on termination, or following the period specified in Subsection (3).

(6) Subsequent to the date of publication referred to in Subsection (5) redemption and sale of open-ended investment units must be suspended.

(7) Following the publication referred to in Subsection (5), the fund’s creditors must present their claims to the custodian within thirty days from the date of publication. No claims shall be accepted thereafter.

(8) If a fund’s capital becomes negative on account of the claims lodged in accordance with Subsection (7) under the dissolution procedure, the custodian must forthwith notify the Authority accordingly.

Section 257

(1) Unless otherwise prescribed by law, the duties related to the termination of a fund shall be carried out by the fund’s management company, or if the management company is unable to attend to such duties and in the case of undergoing liquidation, by the custodian.

(2) In the cases referred to in Paragraphs a)-c) of Section 255, the real estate properties which are part of a portfolio shall be sold within twelve month, or within one month in respect of other assets.

(3) If the capital of an investment fund is positive, the sale of investment instruments may be performed by the fund management company itself. In other cases an investment service provider shall be commissioned to sell the investment instruments in question, where the underlying commissions shall be charged to the fund under dissolution expenses.

(4) If the capital of real estate fund under dissolution is positive, the sale of real estate properties may be performed by the fund management company itself. In other cases a real estate broker firm shall be commissioned to appraise and sell the properties in question. The fees and commissions charged by the real estate broker shall be paid by the fund under dissolution expenses.

(5) The deadline referred to in Subsection (2) above may be extended once, by maximum six months in the case of real estate properties or by three months in the case of other assets, if authorized by the Authority.

(6) If the sale of real estate properties contained in the portfolio of a real estate fund is not achieved at the price stipulated by the real estate appraiser company within the time limit referred to in Subsections (2) and (5) of this Section, these properties shall be sold by way of public auction. The auction notice shall be published through the fund’s official communication channels at least thirty days prior to the scheduled date of the auction.

(7) After the assets of the investment fund are sold off and when all these assets are paid for, and after the deadline specified in Subsection (7) of Section 256 has passed, a notice of dissolution shall be prepared and submitted to the Authority within five days, or within fifteen days for real estate funds, and shall be made available to the investors by way of the means specified in Subsection (3) of Section 34. After that the custodian shall proceed to pay out the funds available to the investors within ten days. The notice of dissolution, apart from the requirements laid down in Schedule No. 19, must also contain the mandatory information prescribed for the annual account. A special announcement shall be published in notification of the commencement of payment.

(8) The proceeds from the sale of the investment fund’s assets, if any capital remains after the fund’s debts and liabilities are deducted, shall be distributed among the investors according to the aggregate of the face value of the investment units held by an investor as compared to the aggregate face value of all investment units in issue.

(9) The custodian shall deposit the funds earmarked for payment to the investors in a tied-up account until payment is remitted, or until the term of limitation.

Section 258

(1) The termination of a fund whose capital is negative shall be conducted by a public-benefit organization established by the Authority under the CIFE.

(2) After the assets of an investment fund are sold off and when all these assets are paid for, the aforementioned public-benefit organization shall satisfy the creditors’ claims in the sequence prescribed under the Bankruptcy Act.

Special Regulations and Exceptions Concerning the Termination of an Investment Fund Management Company
Section 259

(1) The termination of investment fund management companies shall be governed by the provisions of the Bankruptcy Act, with the exceptions set out in this Act. The liquidator of an investment fund management company shall be appointed by the court and it must be a public-benefit organization established by the Authority according to the CIFE.

(2) The assets which comprise part of a portfolio managed by an investment fund management company shall not be construed as the property of the fund management company, and cannot be used for settling the debts of the investment fund management company.

Transformation of Investment Funds
Section 260

(1) Any modification in the class, type and/or term of an investment fund shall be treated as transformation.

(2) With the exception of real estate funds, an open-ended investment fund may not be transformed into a closed-ended investment fund.

(3) A public investment fund may be transformed into a closed-ended investment fund only if approved by all investors concerned.

(4) A closed-ended fixed term investment fund may not be transformed into a closed-ended open term investment fund.

(5) A European investment fund may not be transformed into non-European investment fund.

(6) The fund management company shall submit a reference summary to the Authority for approval, explaining the reasons, the date and the particulars of transformation. Upon receipt of the Authority’s approval the fund management company shall announce the transformation in the investment fund’s periodical of official announcements at least thirty days in advance.

(7) The Authority may prescribe specific conditions for the transformation of an investment fund when it deems it necessary for the protection of the investors.

(8) The transformation of a private investment fund shall be subject to the amendment of its fund management protocol that is to be achieved as specified in Subsection (3) of Section 265. Upon the conversion of a private fund into a public fund proof of the existence of the minimum initial capital on the day of transformation, as required under Subsection (1) of Section 254, shall be provided to the Authority.

(9) Where an open-ended public real estate fund is converted into a closed-ended public real estate fund, the fund management company shall submit the reference summary mentioned in Subsection (6) to the Authority and shall simultaneously inform the holders of investment units in a well documented manner on the reasons, the proposed date and the particulars of transformation.

(10) An open-ended public real estate fund may be converted into a closed-ended public real estate fund following the redemption of investment units presented on the day immediately preceding the day of transformation.

(11) The Authority shall be entitled to withdraw the authorization granted for the conversion of an open-ended public real estate fund into a closed-ended public real estate fund when deemed necessary to protect the investors’ interests.

Merger of Investment Funds
Section 261

(1) For the merger of a public investment fund the fund management company shall submit a merger notice to the Authority for approval, and shall publish it when approved.

(2) Investment funds shall be permitted to merge if they are of the same class and type and have similar investment strategies. A European investment fund may only merge with another European investment fund. The investment strategy of the acquired European investment fund shall be considered similar to that of the successor fund if they both invest in the same instruments specified in Paragraphs a)-d) of Subsection (1) of Section 267 and if the type of assets in the portfolio of the acquired fund is consistent with the investment strategy of the acquiring fund.

(3) The merger agreement shall specify the surviving investment fund. An open-ended public investment fund may not merge into a closed-ended investment fund.

(4) If the surviving fund is of fixed term, the maturity period remaining after the date of merger cannot exceed the term of the acquired fund, and it may not be less than one calendar year.

(5) Private investment funds shall be allowed to merge only upon the prior written consent of all investment unit holders concerned.

Section 262

(1) The merger notice shall demonstrate the reasons for merger, the investment strategies of the merging funds, the effective date of merger, the terms and conditions of the merger and instructions to holders of investment units in connection with the merger, and - for each investment unit series - trends of net asset value of the funds on the whole and in units of certificates, the valuation methods and conversion rates. The merger notice shall contain the surviving investment fund’s management protocol prescribed in this Act in its entirety.

(2) The manager of the surviving investment fund shall publish the merger upon receipt of the Authority’s authorization in the investment fund’s periodical of official announcements at least thirty days before the date of merger.

(3) On the effective date of merger the net asset value of each series of investment units of the acquired investment fund shall be fixed - as translated into the face value of the surviving investment fund’s investment units - in units of certificates. The fund management company and the dealer in securities shall record the surviving investment fund’s investment units, in the net asset value of units of certificates, in the securities account maintained by the dealer in securities on behalf of the holders of the investment units of the acquired investment fund.

(4) The manager of the surviving investment fund shall draw up a report on its portfolios effective for the day of merger of the investment funds, and shall submit it to the Authority and post it on the website of the dealer of the surviving investment fund within eight working days following the merger. The report shall also be made available to the investors in the points of sale of the investment units of both the surviving and the acquired investment fund. The report shall contain an itemized list of the assets which are part of the portfolios and their value, furthermore, the aggregate net asset values for each series of investment units, the quantity of investment units, the net asset value per investment unit, and the conversion rate. The report shall be signed by the custodian and the auditor of the surviving investment fund.

Chapter XXVI
SPECIAL REGULATIONS CONCERNING SPECIFIC INVESTMENT FUNDS
Closed-ended Investment Funds
Section 263

(1) The investment units of closed-ended investment funds may not be redeemed before the expiry of the term of the investment fund.

(2) In the case of closed-ended public investment funds the fund manager shall apply for the official listing of the investment units within one month after the investment fund is established, or the offering of a new series by an investment fund that is already registered, or after it is made public.

(3) Investment units of a closed-ended investment fund may also be offered to the public within the framework of an issue program.

Special Provisions Pertaining to Private Investment Funds
Section 264

When the investment units of an investment fund are offered in conformity with any of the conditions set out in Paragraphs a)-e) of Subsection (1) of Section 14 it shall be construed as a private offering.

Section 265

(1) When a private investment fund is established the fund’s management company shall draw up the fund’s management protocol. The mandatory layout of a private investment fund’s management protocol is illustrated in Schedule No. 16. The fund management company shall attach the fund management protocol with application for registration of the private investment fund submitted to the Authority, together with the custodian’s certificate in proof of the availability of own funds in the amount specified in the fund management protocol, based on which the Authority shall register the private investment fund.

(2) The fund management protocol shall be made available to the potential investors listed in the fund’s management protocol at least seven days prior to the commencement of the offering procedure.

(3) If the fund’s management protocol is amended, a copy of the amended management protocol shall be sent to the Authority for information purposes five days after it goes into effect.

(4) The fund management company may stipulate to render any amendment of the fund’s management protocol contingent upon the approval of the majority of holders of investment units comprising a series, where majority is calculated according to the instructions laid down in the management protocol.

(5) Investment units of private issue may only be traded among the persons specified in the fund’s management protocol before the fund goes public, and may be sold only to the persons specified in the case of open-ended investment funds, in all cases within the framework referred to in Paragraphs a)-e) of Subsection (1) of Section 14.

(6) The manager of a private investment fund may derogate from the provisions laid down in Sections 266, 289-290 regarding its obligation of disclosure of regular and extraordinary information to the investors and in connection with net asset value in the fund’s management protocol.

(7) By way of derogation from Subsection (2) of Section 358, the management company of a private investment fund shall not be required to have the fund’s annual report reviewed by an auditor. This, however, shall be expressly indicated in the fund’s management protocol.

Chapter XXVII
EVALUATION AND INVESTMENT REGULATIONS CONCERNING INVESTMENT FUNDS
Calculation and Publication of Net Asset Values
Section 266

(1) The net asset value of an investment fund shall be established by the custodian.

(2) The net asset value for each series of investment units shall be determined using the latest market price indices relating to the fund’s assets, following the instructions set out in the fund’s management protocol.

(3) The net asset value of an open-ended investment fund and the net asset value per unit of investment units shall be established and published by way of the means specified under Subsection (4) of Section 34 for each business day, and shall be made available to the investors at all points of sale.

(4) The net asset value of a closed-ended investment fund and the net asset value per unit of investment units shall be established and published by way of the means specified under Subsection (4) of Section 34 at least weekly, or at least monthly for closed-ended real estate funds.

(5) The net asset value of an investment fund and the net asset value per unit of investment units shall be established and published daily by way of the means specified under Subsection (4) of Section 34 if the fund’s portfolio contains any derivative instruments.

(6) The net asset value of a public investment fund and the net asset value per units of investment units shall be published within two working days after it is established.

(7) The fund management company shall supply documents to the custodian, which are required to determine the investment fund’s net asset value without undue delay, consistent with the frequency of determining the fund’s net asset value.

(8) In the event of any error in the calculation of the net asset value of an investment fund, the erroneous net asset value shall be corrected at the time of the next assessment of net asset value with retroactive effect to the time when the error was made. In the correction process the erroneous net asset value shall be replaced with the correct value for each day for which the net asset value was calculated, and that was affected by the error.

(9) If any investment units had been marketed on the erroneous net asset value, the difference between the erroneous and the correct net asset value must be settled with the investor affected within thirty days, except if:

a) the difference between the price of one investment unit calculated based on the erroneous net asset value and the correct price is less than one thousandth of the price calculated based on the correct net asset value or the value stipulated in the fund’s management protocol, if this is lower;

b) the amount to be settled on account of the difference in price calculated based on the erroneous and the correct net asset value is less than one thousand forints for each investor, or less than the amount stipulated in the fund’s management protocol, if this is lower; or

c) the fund manager has installed a clause in the management protocol according to which the investors shall not be liable to repay any difference in the price of investment units resulting from any error in the calculation of net asset value.

(10)-(12)

Section 266/A

(1) The manager of a real estate fund shall appoint for a maximum period of five years a real estate appraiser individual or a body of real estate appraisers - naming the employee appointed to carry out the actual appraisal - to establish the value of the fund’s real estate properties on a regular basis. The custodian’s consent [Subsection (1) of Section 215 of the Civil Code] and the Authority’s approval are required for the appointment of the said real estate appraiser.

(2) Real estate appraiser individuals and bodies shall carry professional indemnity insurance covering liability in connection with their activities, representing at least 250 million forints applying to each claim and in aggregate 375 million forints per year for all claims. The Authority shall grant the aforementioned approval if the real estate appraiser individual or the real estate appraiser company provides proof of having contracted the aforesaid liability insurance coverage.

(3) The minimum content requirements for the liability insurance contracts of real estate appraiser individuals and real estate appraiser companies shall be decreed by the Government.

(4) The real estate appraiser individuals appointed according to Subsection (1) must satisfy the following requirements:

a) shall have no prior criminal record;

b) shall not be subject to a final court judgment barring them from practicing their profession;

c) shall have the education, professional qualifications and experience prescribed in specific other legislation;

d) shall not have a qualifying holding specified in this Act in the fund management company; and

e) shall not have any debt toward the fund management company.

(5) A real estate appraiser individual may provide appraisal services under the relationships referred to in Subsection (1) for maximum five investment funds at any given time.

Section 266/B

(1) The appraisal of properties held by real estate funds shall be carried out by the following techniques:

a) market comparison approach;

b) income calculation approach; or

c) replacement cost approach;

with a reasoned explanation attached for the selection of any particular appraisal method that shall be used for the real estate property in question for all future periods.

(2) If in the opinion of the real estate appraiser the appraisal method selected according to Subsection (1) is no longer acceptable to determine the market value of the property in question, and switching to another method promises more accurate results, the appraisal method shall be changed for the real estate property in question with a reasoned explanation attached in the professional property appraisal.

Section 266/C

(1) In accordance with Subsection (1) of Section 266/A, the real estate appraisers shall determine:

a) the highest price the real estate fund can pay for a particular real estate property;

b) the lowest amount for which a property can be sold;

c) the market value of the properties held by the real estate fund; and

d) the value of buildings under construction, and he shall monitor compliance with the construction plans;

e) in the event of mutual transfer of title of properties (exchange):

ea) the minimum trade-off value for the property transferred by the real estate fund,

eb) the maximum trade-in value for the property transferred to the real estate fund.

(2) The real estate appraiser shall establish the value of the properties held by the real estate fund at least every three months, and the value of those under construction at least every month.

(3) The real estate appraiser shall draw up an appraisal report as defined in Subsection (4) of the procedure set out in Subsection (2):

a) at least semi-annually for buildings under construction;

b) at least annually for other properties.

(4) In the appraisal report the real estate appraiser shall:

a) specify, with control facilities, the data used and their sources, and shall indicate if any information that is deemed necessary for the assessment of any circumstances that may have an impact on the valuation of the property is not available;

b) elaborate, with control facilities, the procedures of the appraisal method and the calculations performed;

c) provide a description of the property from the real estate register (including a summary of any lodgment pending registration, indicated as an indexed deed), including a description of the property’s geographical and economic environment and - with supporting data and information - the current standing of the real estate market;

d) convey the property’s technical specifications; and

e) annex a duplicate of the property’s title deed made out in accordance with Section 68 of Act CXLI of 1997 on Real Estate Registration within thirty days to date, plus copies of all agreements and documents which are necessary to determine the legal status of the real estate property, or that were taken into consideration for the purposes of the appraisal, irrespective of whether or not they were required for the purpose of registration of the property.

(5) To support any valuation of a real estate property during the periods between the preparation of the appraisal reports referred to in Subsection (3) the real estate appraiser may draw up a simplified report containing clear and identifiable reference to the findings and conclusions of the latest appraisal in connection with the attributes, data and documents standing unchanged since the last appraisal report.

Section 266/D

The fund management company shall promptly notify the real estate appraiser of any changes that may have an impact on the value of the properties held by the fund, including those under construction.

Chapter XXVIII
GENERAL INVESTMENT REGULATIONS
Section 267

(1) The capital of an investment fund must be kept in the following instruments:

a) investment instruments;

b) bank deposits;

c) foreign exchange;

d) real estate.

(2) Real estate may be acquired by real estate funds only.

Section 268

(1) An investment fund may not acquire, directly or indirectly, a share of over ten per cent in the capital of any issuer, nor securities carrying over ten per cent voting rights.

(2) Unless otherwise prescribed by this Act, securities and other money market instruments from the same issuer may not exceed twenty per cent of the investment fund’s own funds, with the exception of government securities issued by Member States of the European Union or OECD Member States, and debt securities issued by international financial institutions.

(3) An investment fund may not acquire more than twenty per cent of all debt securities and other money market instruments issued by a single issuer, with the exception of government securities issued by Member States of the European Union or OECD Member States, and debt securities issued by international financial institutions.

(4) The combined total value of government securities of the same series of Member States of the European Union or OECD Member States and debt securities issued by international financial institutions held by an investment fund may not exceed thirty-five per cent of the fund’s own capital, with the exception laid down in Subsection (8) of Section 285/A.

Section 269

(1) Compliance with the investment regulations stipulated in this Act must be achieved at the time of purchase, with a view to the market value of the various portfolio components on the transaction date as compared to the fund’s own capital available on that date.

(2) It is the fund management comapny’s responsibility to take the appropriate measures to restore compliance with the investment regulations within thirty days, if they cannot be enforced for reasons unforeseeable at the time when the securities in question are offered.

(3) If the ratio of any component of a portfolio of an open-ended investment fund significantly exceeds the prescribed limits (by more than twenty-five per cent) due to any changes in valuation prices or due to redemption in regular investment funds, the fund management company must reduce the ratio of the portfolio component to the prescribed limits within thirty days in the case of securities or within one year in the case of real estate.

Section 270

(1) The fund management company may not invest the fund’s own capital into investment units issued by the fund itself.

(2) If in investment fund invests its own funds in securities issued by a collective investment trust that is managed by the same fund management company, or another fund management company that has a close link to the said fund management company (including when the fund management company in question is engaged as a subcontractor), sales or redemption commission may not be charged to the purchasing investment fund in connection with the investment or when liquidating the investment.

Section 270/A

(1) A fund management company may not purchase for any investment fund it manages:

a) securities of its own issue;

b) securities issued by any affiliated company of the fund management company, with the exception of securities whose price is listed publicly, including those to be admitted for trading on an exchange.

(2) A fund management company may not place its own investment instruments into any fund it manages, nor may it purchase investment instruments for any fund it manages.

(3) A fund management company may not place any investment instruments owned by any of its affiliated companies into any public fund it manages, with the exception of securities whose price is listed publicly and government securities with a maturity of less than six months, including those admitted for trading on a regulated market.

(4) In connection with any deals involving the exempted investment instruments mentioned in Paragraph b) of Subsection (1) and in Subsection (3) above, as well as any deals by and between funds and/or portfolios managed by the same fund management company, the market value in effect at the time of contracting must be documented.

Borrowing, Encumbrance of Assets
Section 271

(1) Subject to the exceptions set out in Subsections (2)-(8), a fund management company may not pledge any assets contained in the investment fund’s portfolio as security for a lien or in any other manner, nor may it issue bonds or debt securities in the name of the investment fund.

(2) The manager of an open-ended investment fund shall be entitled to borrow money in the name of the fund for the redemption of the fund’s investment units, not to exceed ten per cent of the fund’s own capital and for a maximum term of thirty days. The fund manager shall be entitled to pledge, in the name of the fund, the assets of the investment fund in collateral for the aforementioned loan.

(3) The fund management company may transfer the securities of the fund, not to exceed thirty per cent of the fund’s own capital, under a securities lending agreement in the name of the fund, subject to the conditions prescribed in this Act.

(4) The fund management company shall be entitled, in the name of the fund, to pledge the assets of the investment fund:

a) as security for transactions involving derivative instruments; and

b) as security for real estate purchases made under deferred payment arrangements for a real estate fund if the security is pledged on condition that the seller grants consent for registration of the title under the fund’s name at the time it receives the security.

(5) A fund management company may be permitted to borrow securities only if the fund it manages invests in derivative instruments, or it is a closed-ended fund. The fund management company shall be entitled to pledge, in the name of the fund, the assets of the investment fund as cover for the securities borrowed.

(6) The manager of a real estate fund may borrow funds in the name of the fund, for the purpose of financing the purchase of new properties or the development of properties, secured by mortgage or collateral security up to fifty per cent of the value of properties the fund has purchased or the value on the basis of which the net asset value of specific real estate projects is calculated, provided this is consistent with the general provisions of the fund’s management protocol. Apart from:

a) the property insurance purchased for the mortgaged property,

b) assigning the proceeds of the property and transferring them to the creditor bank,

c) collateral security, or

d) mortgage,

the fund shall not be permitted to supply any additional security for the loan.

(7) The manager of a real estate fund shall have authority to participate in open tenders for the purchase of real estate properties in the name and on behalf of the fund and to provide earnest money, collateral security or a bank guarantee - where it is required in the tender document - to the benefit of the contracting entity if the property offered can be purchased for the fund in accordance with the general provisions of the fund’s management protocol. The amount of earnest money or collateral security payable as explained above may not exceed twenty per cent of the property’s market value estimated by the real estate appraiser.

(8) The fund management company shall be entitled to authorize registration of a mortgage charged to the buyer relating to property held by the investment fund that has been sold under a valid sales contract, if registration of the mortgage is requested in advance and in writing by a credit institution to secure its loan provided to the buyer to settle the remainder of the purchase price in full and if the credit institution transfers the loan covering the remainder of the purchase price directly to the fund’s bank account operated by a custodian. The fund management company shall be authorized, on the basis of a valid deed of sale, to approve the registration of a purchase or repurchase option or preemption right on the fund’s property.

(9) A fund management company shall not be permitted to provide any loan from the fund’s assets and may not undertake any guarantees for third persons, with the exception of the purchase of debt securities and other money market instruments and with the exception referred to in Subsection (3) above.

(10) The securities pledged as collateral or transferred under lending arrangements, which are otherwise treated as liquid assets, shall not function as liquid assets underlying the redemption of investment units.

(11) When calculating the ratio of specific securities as projected to the fund’s own capital, the securities transferred in the fund’s name under a lending arrangement shall be included; however, borrowed securities must not be included.

(12) The manager of a fund may not sell any securities or money market instruments that are not owned by the fund.

Derivative Instruments
Section 272

(1) A fund management company may engage in the investment fund’s name in any derivative transaction involving investment instruments, currencies or real estate solely for the objectives stipulated in the fund’s management protocol.

(2) The fund management company may engage in derivative transactions in the name and on behalf of the investment fund it manages only if:

a) it reduces the risks inherent in specific investments (hedging);

b) it improves the cost efficiency relating to setting up a portfolio in line with the fund’s investment strategy (efficient portfolio management);

c) generates profits without any risk (arbitrage); or

d) for the purpose of closing a pending derivative transaction.

(3) The term of an over-the-counter transaction involving derivative instruments may not exceed the remaining term of the fund.

(4) Investment restrictions shall apply to the net position of securities as specified in Section 273.

(5) In terms of compliance with investment restrictions, futures transactions involving securities and index-driven instruments shall be taken into consideration based on the market price of the underlying instrument, or in respect of options on the market value of the option multiplied by its delta.

(6) Combined derivative transactions shall be administered as broken down to its constituents.

(7) Futures transactions conducted on the exchange markets or on over-the-counter markets shall be treated according to the funds transferred, whether fictitious or real, in relation to the underlying instruments.

(8) The positions denominated in a currency other than forints shall be translated into forints by the rate of exchange stipulated in the fund’s management protocol.

Section 273

(1) Net position of currencies, securities representing identical rights, and of forward transactions for the same currency or investment instruments and for the same maturity, options and option warrants shall mean the difference between long (short) positions of the investment instrument as opposed to short (long) positions.

(2) The investment fund management company may offset by netting the fund’s long (short) non-derivative positions in currencies or investment instruments by short (long) derivative positions in the same currencies or investment instruments, as well as the long and short derivative positions in the same assets against one another.

(3) Positions in the same underlying securities may be offset by netting if all of the criteria specified below are satisfied:

1. the issuers of the securities, nominal interest rates and their maturity period are the same, and

2. if the securities are denominated in the same currency.

(4) Positions in convertible securities may not be offset by an opposite position in securities, to which the underlying securities can be converted.

(5) The net position of an investment fund shall be determined for each type of currency. Net open currency position shall mean the total of the following constituents:

a) positions from non-derivative transactions;

b) net futures position (difference between the receivables and liabilities in connection with forward currency transactions, including the capitalized sums of forward currency transactions and currency swaps conducted on the exchange);

c) contingent and fully collaterized income and liabilities;

d) net delta risk of options for the same currencies. (Net delta risk shall mean the difference between the absolute values of positive and negative delta risks. The delta risk of an option transaction is the market value of the underlying currency multiplied by the option’s delta);

e) the market value of other options denominated in foreign currencies.

(6) An index-driven derivative instrument may be offset against securities listed under the same reference index, if comprising at least eighty per cent of the securities listed under the reference index in question.

(7) A short position that involves any commitment for delivery or an option for such commitment cannot be offset against a long position that does not involve delivery.

(8) Securities pledged in security for a loan or transferred under a lending agreement cannot be offset against derivative short positions.

Section 274

(1) With the exception set out in Section 278, a fund management company may not conduct any transaction on behalf of the investment fund that would result in a short net position in accordance with the netting arrangements specified in Section 273, other than the short net positions committed under Subsection (6) of Section 273 to cover specific risks of securities.

(2) Investment funds shall, at all times, have liquid assets of sufficient offset value to cover the entire balance between all contract prices of derivative long positions and existing variable deposits, in addition to the liquid assets reserved for the redemption of investment units. The offset value shall be the same as the sum held in a bank deposit, whether payable on demand or tied up for no more than thirty days; or eighty-five per cent of the market value of other liquid assets.

(3) A fund management company may engage in a derivative transaction - specified in Paragraphs b) and c) of Subsection (2) of Section 272 - in the fund’s name that is based on bonds or interest rates, if the fund’s management protocol contains any restrictions concerning the maximum average residual maturity of the fund’s portfolio. The average residual maturity of the fund’s portfolio may not exceed the limit stipulated in the fund’s management protocol, with the derivative instruments included.

(4) The combined market value of derivative instruments that were not offset by netting, calculated in accordance with the fund’s management protocol, may not exceed thirty per cent of the fund’s own capital.

(5) The limit referred to in Subsection (4) shall not apply to:

a) derivative transactions concluded to reduce foreign exchange risks;

b) repurchase agreements concluded with credit institutions relating to government securities.

Chapter XXIX
SPECIAL REGULATIONS AND EXEMPTIONS CONCERNING PUBLIC INVESTMENT FUNDS INVESTING IN SECURITIES
Section 275

(1) The capital of public investment funds investing in securities must be kept in the following instruments comprising those specified in Subsection (1) of Section 267:

a) securities listed on the stock exchange or on another regulated market;

b) securities whose issuer has undertaken a commitment to introduce the securities in question on either of the markets referred to in Paragraph a) within one year following the date of issue, and whose listing is not subject to any obstacle, legal or otherwise;

c) equity securities, which are not conform with the requirements specified in Paragraphs a) and b), for which at least two investment firms publicly announced a purchase price entailing an irrevocable commitment within thirty days prior to the date of purchase;

d) debt securities which are not conform with the requirements specified in Paragraphs a) and b), having an average residual maturity of maximum two years;

e) government securities;

f) collective investment instruments;

g) bank deposit;

h) foreign exchange;

i) derivative instruments;

j) money market instruments.

(2) The own funds of an investment fund may only be invested in money market instruments if the market price of such instruments is readily available every day in a reliable and controlled fashion.

Section 276

(1) The combined total value, relative to the fund’s own capital, of the securities issued by a single issuer that are listed on the stock exchange or another regulated market and the securities referred to in Paragraph b) of Section 275 may not exceed the value specified on row “b” of the table contained in Schedule No. 20 for the type of fund in question, with the exception of government securities issued by Member States of the European Union or OECD Member States, and debt securities issued by international financial institutions, the bonds referred to in Subsection (8), and the case specified in Subsection (2).

(2) With the exception of government securities issued by Member States of the European Union or OECD Member States, debt securities issued by international financial institutions and the bonds referred to in Subsection (8), the combined total value of the adequately liquid securities that are held by a fund and listed on the stock exchange or another regulated market and issued by a single issuer may not exceed the value, relative to the fund’s own capital, as specified for the type of fund in question on row “a” of the table contained in Schedule No. 20. The securities listed on a stock exchange or traded on a regulated market shall be considered adequately liquid if traded in a value of more than one hundred million forints on a daily average during the last calendar quarter.

(3) The combined total value of the securities referred to in Subsection (2), if in excess of the limits specified in Subsection (1), held by a fund may not exceed the value, relative to the fund’s own capital, specified in row “d” of the table contained in Schedule No. 20.

(4) With the exception of government securities issued by Member States of the European Union or OECD Member States and debt securities issued by international financial institutions, the combined total value of the securities and other money market instruments held by a fund that are not listed on the stock exchange or on another regulated market and are issued by a single issuer may not exceed the value, relative to the fund’s own capital, as specified for the type of fund in question in row “c” of the table contained in Schedule No. 20.

(5) The combined total value of the securities and other money market instruments referred to in Subsection (4) may not exceed the value, relative to the fund’s own capital, as specified for the type of fund in question in row “e” of the table contained in Schedule No. 20.

(6) The combined total value of collective investment instruments may not exceed the value, relative to the fund’s own capital, as specified for the type of fund in question in row “f” of the table contained in Schedule No. 20.

(7) The combined total value of government securities of the same series issued by Member States of the European Union or OECD Member States and debt securities of the same series issued by international financial institutions may not exceed the limit, relative to the fund’s own capital, as specified for the type of fund in question in row “g” of the table contained in Schedule No. 20.

(8) The investment made by an investment fund in mortgage bonds issued by a single mortgage company that has its head office in Hungary or in bonds issued by a single issuer that is established in another Member State of the European Union upon the adoption of the rules laid down in Article 22 (4) of Council Directive 85/611/EEC by the host country must not exceed 25 per cent of its own funds.

(9) In the application of Subsections (1)-(6), publicly offered open-ended collective investment instruments shall be subject to the investment regulations pertaining to listed securities.

(10) The aggregate percentage of holdings in the securities referred to in Paragraph b) of Section 275 may not exceed thirty per cent of the fund’s own capital.

(11) The rules governing over-the-counter securities shall obtain for the securities referred to in Paragraph b) of Section 275 if they are not admitted to trading on a market referred to under Paragraph a) of Section 275 within one year of the date on which the issuer made a commitment to do so.

(12) In the case of open-ended and publicly offered securities-based collective investment instruments, the securities of the fund and those in collective investment trusts shall be disregarded for the purposes of the limits specified in Subsections (1)-(5), (7) and (8).

Special Regulations Pertaining to Funds Investing in Other Investment Funds
Section 277

(1) Any investment fund with an investment strategy to place at least eighty per cent of its own funds into collective investment instruments shall be treated as an investment fund investing in other investment funds, which shall be clearly indicated in the relevant prospectuses and summary prospectuses.

(2) Open-ended and publicly offered securities-based collective investment instruments which are part of the portfolio of a public investment fund investing in other investment funds shall be exempt from the provisions laid down in Subsections (1) and (2) of Section 268 and in Section 276.

(3) If an investment fund investing in other investment funds intends to place twenty-five per cent or more of its capital into a single investment fund or a collective investment trust, the investment strategy of the fund in question and the costs for the fund that is liable shall be illustrated in the fund’s management protocol.

(4) The prospectuses and summary prospectuses of an investment fund investing in other investment funds shall contain an indication of the ceiling on handling charges to be charged to the fund or the collective investment trust in which the fund has made an investment, and the maximum amount of handling charges charged to the fund or the collective investment trust in which the fund has made an investment shall be indicated in the fund’s annual report.

(5) The manager of a fund investing in other investment funds may conduct derivative transactions in the name and on behalf of the fund only if they are in compliance with what is contained in Paragraphs a), c) and d) of Subsection (2) of Section 272.

Special Regulations Pertaining to Investment Funds Investing in Derivative Instruments
Section 278

(1) The name of an investment fund investing in derivative instruments shall have the designation “derivative fund” incorporated.

(2) The manager of an investment fund investing in derivative instruments may conduct derivative transactions based on exchange-traded commodities in the name and on behalf of the investment fund (for it and on its behalf) in addition to the instruments listed in Section 267. Such transactions, however, may not be concluded by physical delivery or by conveyance of any warehouse warrant.

(3) The provisions of Subsection (10) of Section 271, Subsections (2)-(3) of Section 272, Subsection (7) of Section 273 and Subsections (1)-(4) of Section 274 shall not apply to investment funds investing in derivative instruments.

(4) The total absolute value of the net positions defined under Subsection (1) of Section 273 for an investment fund investing in derivative instruments may not exceed the limits calculated as specified below:

a) twice the amount of the fund’s own capital taking into consideration the net positions of the derivative instruments adjusted according to Schedule No. 3;

b) eight times the amount of the fund’s own capital taking into consideration the net positions of the derivative instruments without the adjustment specified in Schedule No. 3.

(5) An investment fund investing in derivative instruments may assume net sales positions by way of derivative instruments or by selling borrowed securities.

(6) In the case of an investment fund investing in derivative instruments, if the ratio of any component of a portfolio significantly exceeds the prescribed limits (by more than twenty-five per cent) due to any changes in valuation prices or due to redemption in regular investment funds, the fund management company must reduce the ratio of the portfolio component to the prescribed limits within three days.

(7) The investment restrictions specified in this Act shall apply to the absolute values of net sales positions.

Special Regulations Concerning Index-driven Investment Funds
Section 279

(1) The name of an index-driven investment fund shall have the designation “index-driven fund” incorporated.

(2) The provisions of Sections 268 and 276 shall not apply to index-driven investment funds with respect to the assets listed under the relevant reference index.

(3) With the exception of government securities, an index-driven investment fund may only contain securities listed under the relevant reference index and derivative instruments whose underlying index or securities are listed under the relevant reference index.

(4) The weighted average of the securities contained in the portfolio of an index-driven investment fund may deviate from the index-weighted average of the same securities by a maximum of five percentage points. For determining the weighted average, the positions in derivative instruments are to be taken into consideration. The summary prospectus and the fund’s management protocol shall specify the permissible deviation from the index-weighted average of securities.

(5) An index-driven investment fund shall be managed so as to ensure that the fund’s portfolio remains consistent in terms of performance at all times with the reference index stipulated in the fund’s management protocol.

(6) An index-driven investment fund may be established only if using an index that has been published on a regular basis for at least one year. If the underlying index is no longer published on a regular basis the index-driven investment fund shall be terminated or transformed within ninety days. This deadline may be extended once, by maximum sixty days if authorized by the Authority.

Section 279/A

(1) An open-ended and public index-driven investment fund, or a series of such funds may be issued if all of the conditions set out below are satisfied:

a) the fund management company may designate subscription packets each containing a specific number of investment units for the purposes of subscription or continuous issue, and in the first round of issue investors may purchase investment units in any number of such subscription packets on any one occasion, and they will have to be redeemed in these packets;

b) the compensation (price or redemption price) payable for the subscription packets referred to in Paragraph a) may be satisfied by providing a securities package in a composition specified by the fund management company in exchange, where the difference between the total price of the investment units - corresponding in number to the subscription packets purchased or redeemed - and the aggregate price of the securities package shall be provided in cash; and

c) the fund management company may limit the first round of issue to institutional investors only for the purchase or redemption of investment units in the subscription packets referred to in Paragraph a), in this case, however, the fund management company is required to take measures within thirty days from the date the fund is registered for the admission of the given series of the fund for trading on a regulated market.

(2) For the purposes of Subsection (1), the fund management company is required to specify the composition of the securities package that may be accepted in exchange for the subscription packets referred to in Paragraph a) of Subsection (1) on any given day of trading. In connection with continuous issue, the publication of this information and the net asset value shall be carried out in accordance with Subsection (3) of Section 266. Marketing shall take place at the frequency fixed by the fund management company in the fund’s management protocol, but at least on one business day each month.

(3) In connection with the index-driven investment funds referred to in Subsection (1), payment of the subscription price shall be understood as the provision of consideration for subscription.

Special Regulations Concerning Real Estate Funds
Section 280

(1) Apart from real estate properties, the portfolio of a real estate fund may comprise only call or fixed bank deposits, government securities issued by Member States of the European Union or OECD Member States and debt securities issued by international financial institutions, and collective investment instruments issued by a collective investment trust investing in real estate and managed by another fund management company - including the repurchase of these securities -, and derivatives for covering foreign exchange losses in connection with income from and costs of real estate deals made under a fixed exchange rate and for covering the foreign exchange and interest risks of loan financing transactions. The ratio of collective investment instruments held in the portfolio of the real estate fund may not exceed twenty per cent of the real estate fund’s own capital.

(2) Public and open-ended real estate funds shall keep at least fifteen per cent of their own funds in liquid assets.

(3) Sales contracts concerning real estate properties and mortgage loan contracts concerning the encumbrance of real estate properties must be countersigned by the custodian. The custodian’s capacity only extends to the legal aspects of transactions. The custodian is neither required nor entitled to evaluate the fund management company’s decision from the point of view of business considerations.

Section 280/A

(1) For the conveyance (sale or purchase) of real estate properties, real estate funds may conclude sales and exchange contracts, and other contracts that involve a sale in some form, such as the contracts named under the “Special Modes of Sale” in the Civil Code; real estate funds may also conclude contracts that are conditional.

(2) Sales contracts concerning real estate properties and contracts concerning the encumbrance of real estate properties must be countersigned by the custodian. The custodian’s capacity only extends to the legal aspects of transactions. The custodian is neither required nor entitled to evaluate the fund management company’s decision from the point of view of business considerations.

Section 281

(1) The portfolio of a real estate brokerage trust must not contain any property that is valued at over twenty per cent of the trust’s own capital.

(2) The value of buildings under construction for a real estate brokerage trust may not exceed twenty-five per cent of the trust’s own capital.

Section 282

(1) Real estate development trusts may only function in the form of closed-ended funds.

(2) The portfolio of a real estate development trust must not contain any property that is valued at over thirty per cent of the trust’s own capital.

(3) The value of buildings under construction for a real estate development trust may not exceed sixty per cent of the trust’s own capital.

Section 283

(1) In the application of investment regulations, any property registered in the real estate register under a single topographical lot number (sub-number), that is marketable in itself shall qualify as one property.

(2) In respect of a contiguous parcel of land that is to be subdivided into independent tracts by decision of the competent building authority or as prescribed under the relevant Land Use Framework Plan, each subdivided parcel of land shall be treated as an independent property for the purposes of investment regulations.

(3) In respect of a building containing several condominium units, for which the condominium association’s charter document has been submitted to the real estate supervisory authority, each unit shall be treated as an independent property for the purposes of investment regulations.

(4) A parcel of land or building under development or construction, respectively, shall mean a project being developed by a real estate fund, if the construction journal has been opened and the underlying building permit is issued in the fund’s name and solely at its own risk, and for which no occupancy permit has been issued yet. Subject to the exception set out in Subsection (5), the fund may engage in the development of a property where the criteria specified in Subsection (1) are satisfied upon completion of construction and occupancy.

(5) The fund may conduct construction activities on public domain that is deemed functionally adjacent to or adjoining the properties of the fund, if it is so prescribed in the building permit issued for the fund’s real estate properties or if these works are required to ensure the proper use of the fund’s real estate properties.

Special Regulations Concerning European Investment Funds
Section 284

Managers of European investment funds are required to commission custodianship services for the fund they manage from an investment firm or credit institution that is established in Hungary and is authorized to engage in the safe custody services defined in Paragraph b) of Subsection (2) of Section 5 of the IRA, or from the branch of an investment firm or credit institution that is established in another Member State of the European Union.

Section 285

(1) European investment fund means a public open-ended fund whose own funds can be invested only in the instruments specified in Paragraphs a), b) and e)-j) of Section 275 in accordance with the provisions contained in Subsections (2)-(6).

(2) The own funds of a European investment fund may only be placed in money market instruments that can be liquidated, according to market trends, at market price at any given time and whose market price is readily available every day in a reliable and controlled fashion, and it is:

a) traded on a regulated market; or

b) issued in a regulated and controlled environment; or

c) issued or guaranteed by an establishment subject to prudential supervision; or

d) issued or guaranteed by a central, regional or local authority or central bank of a Member State; or

e) issued or guaranteed by the European Central Bank, the European Union or the European Investment Bank or by a public international body to which one or more Member States belong; or

f) issued by a company any securities or money market instruments of which are traded on a regulated market.

(3) The own funds of a European investment fund may be placed only in the collective investment instruments of a European investment fund or a similar fund established in another Member State of the European Union, or in the collective investment instruments of a collective investment trust:

a) whose securities are offered to the public and can be redeemed at any time and that places the assets received from investors into investment instruments;

b) whose activities are duly authorized and supervised;

c) whose regulations ensure the segregation of managed assets and the reduction of risks in compliance with the provisions of this Act;

d) that publishes annual and semi-annual reports;

e) whose management rules restrict the investment of its own funds into the collective investment instruments of a collective single investment trust at ten per cent.

(4) The own funds of a European investment fund may only be placed in short-term bank deposits that can be terminated on demand in credit institutions established in a Member State of the European Union or in credit institutions of third countries whose regulatory and supervisory system is able to ensure the prudent and safe operation of the credit institution.

(5) The manager of a European investment fund may only invest in derivative instruments for the purpose of efficient portfolio management or for reducing foreign exchange and interest-rate risks if it is in compliance with the investment rules laid down in the management rules.

(6) The fund management company may engage in derivative transactions on behalf of a European investment fund only if it satisfies the following requirements:

a) the underlying investment instrument is an instrument in which the own funds of the European investment fund can be invested (in accordance with this Act and the fund’s management protocol), an index, interest rate, foreign exchange rate or foreign currency;

b) the daily value is readily available every day in a reliable and controlled fashion;

c) the position can be closed or terminated by the fund management company at market price at any given time;

d) with respect to over-the-counter transactions, the other party is an establishment subject to prudential supervision.

Section 285/A

(1) With the exceptions set out under Subsections (3)-(13) and in Section 285/B, a European investment fund may invest a maximum of ten per cent of its own funds in securities and other money market instruments issued by a single issuer.

(2) In respect of securities and other money market instruments of the same issuers held in a quantity constituting over five per cent of the own funds of the European investment fund, the combined total value of such securities and other money market instruments may not exceed forty per cent of the own funds of the European investment fund.

(3) With the exception set out in Subsection (4), a European investment fund may invest a maximum of thirty-five per cent of its own funds into securities or other money market instruments issued or guaranteed by a Member State of the European Union or by an international body to which one or more Member States of the European Union belong.

(4) A European investment fund may invest more than thirty-five per cent of its own funds in the securities and other money market instruments referred to in Subsection (3) if its own capital is placed into securities or other money market instruments of at least six different issues and there are no securities or other money market instruments of a single issue in excess of thirty per cent of the fund’s own capital. The fund’s management rules, the prospectus and all announcements must specify those Member States and international bodies in whose securities and other money market instruments it has invested or plans to invest more than thirty-five per cent of its own capital.

(5) A European investment fund may invest a maximum of twenty-five per cent of its own funds into:

a) mortgage bonds (that have been reported to the European Commission) issued by a single mortgage company that has its head offices in Hungary; or

b) bonds issued by a single issuer established in another Member State of the European Union upon the adoption of the rules laid down in Article 22 (4) of Council Directive 85/611/EEC in the legal system of the host country, provided that the type of the bond and the type of the issuer have been notified to the European Commission.

(6) If a European investment fund holds bonds issued by a single issuer, as specified in Subsection (5), in excess of five per cent of its own funds, the combined total value of these bonds may not exceed eighty per cent of the own funds of the European investment fund.

(7) The combined total value of collective investment instruments issued by a body other than a European investment fund or a similar fund established in another Member State of the European Union may not exceed thirty per cent of the own funds of the European investment fund.

(8) A maximum of twenty per cent of the own funds of a European investment fund may be deposited in a single credit institution.

(9) The exposure of a European investment fund to a single client in connection with any single over-the-counter derivative transaction may not exceed:

a) ten per cent of the fund’s own funds if the client is a credit institution;

b) five per cent of the fund’s own funds in all other cases.

(10) None of the exposures of a European investment fund in connection with over-the-counter derivative transactions may exceed the fund’s own funds.

(11) The investments referred to in Subsections (3), (5), (8) and (9) shall be disregarded concerning the restrictions specified under Subsection (2).

(12) The combined total value of exposure of a European investment fund to a single client:

a) under Subsections (1), (2), (8) and (9) may not exceed twenty per cent of the own funds of the European investment fund;

b) under Subsections (1)-(6), (8) and (9) may not exceed thirty-five per cent of the own funds of the European investment fund.

(13) For the purposes of investment restrictions any company that is required to file consolidated accounts under the Accounting Act shall be treated as a single client or a single issuer.

Section 285/B

(1) With the exception set out in Subsection (2) of this Section, a European investment fund may invest a maximum of twenty per cent of its own funds into shares or debt securities issued by a single issuer if it is established as an index-driven investment fund under the conditions set out in Section 279.

(2) An index-driven European investment fund established for using an index in which the weight of the shares or debt securities issued by a single issuer exceeds twenty per cent, the threshold limit referred to in Subsection (1) above may be increased to thirty-five per cent by decision of the fund management company in the case of any one security.

Section 286

(1) The manager of a European investment fund may not acquire shares carrying voting rights in the portfolio of the European investment fund it manages to such an extent as to constitute a major holding in the issuer.

(2) A European investment fund may acquire maximum ten per cent of the shares of an issuer without voting rights.

(3) A European investment fund may acquire maximum ten per cent of the debt securities issued by the same issuer.

(4) A European investment fund may acquire a maximum of ten per cent of the money market instruments issued by a single issuer.

(5) A European investment fund may acquire a maximum of twenty-five per cent of the collective investment instruments issued by a single collective investment trust.

(6) The limit specified in Subsections (3) and (4) above shall not apply to government securities and securities issued under state guarantees, and to securities and other money market instruments issued or guaranteed by a public international body to which one or more Member States of the European Union belong.

Section 287

(1) The investment units of a European investment fund can be offered in all European Union Member States. The fund management company shall ensure that appropriate locations are available in another Member State of the European Union for the sale and redemption of investment units, and for making payments to holders of such investment units.

(2) The manager of a European investment fund shall ensure that the fund’s management protocol, the prospectus and summary prospectus published by the manager of the European investment fund and the annual and semi-annual reports are made available to investors in any of the official languages of the countries concerned or in a language recognized by the competent supervisory authorities of the countries concerned.

(3) When a European investment fund intends to offer its investment units in another Member State of the European Union, the investment fund management company shall notify the Authority and the competent supervisory authority of the Member State concerned. The competent supervisory authority of the other Member State concerned shall be supplied with:

a) the Authority’s certificate stating that the investment fund in question is a European investment fund;

b) the fund’s management protocol;

c) the prospectus and the summary prospectus;

d) if available, the latest annual account and the subsequent half-yearly report; and

e) copies of the marketing agreements underlying the offering of the investment units in the Member State in question.

(4) A European investment fund may commence offering its investment units in another Member State of the European Union after two months following submission of the notification referred to in Subsection (3) above, unless the competent supervisory authority of the Member State in question officially declared the investment units non-conforming.

(5) If the investment units of a European investment fund are also offered in another Member State of the European Union, or if a manager of a European investment fund opens a branch in another Member State of the European Union, the Authority and the competent supervisory authorities of the Member States concerned shall exchange information concerning the ownership and management of the investment fund management company in question that is likely to facilitate supervision of the fund management company. The Authority and the competent supervisory authorities shall cooperate to ensure that the competent supervisory authority of the host Member State collect the particulars for the purposes of supervision in compliance with the regulations of the host Member State.

(6) If an investment fund management company that is authorized in another Member State of the European Union establishes a branch in the territory of Hungary, the Authority shall provide that the competent supervisory authority of the home Member State may, after having first informed the Authority, conduct an on-the-spot verification of the information referred in Subsection (5) above. The Authority shall carry out the verification process at the request of the competent supervisory authority of the other Member State of the European Union.

Section 288

(1) A European investment fund established in another Member State of the European Union, or an equivalent collective investment trust may offer its collective investment instruments in Hungary upon notifying the Authority in advance. In this case the provisions of Section 252 shall not apply.

(2) Within the scope of Subsection (1), the issuer must provide and maintain sufficient and appropriate conditions for trading, and shall ensure that the fund’s management protocol, its prospectus and its disclosures, regular and extraordinary, are made available to the investors in the language approved by the Authority. The issuer shall inform the Hungarian investors concerning the conditions for trading by way of a posted notice, and shall verify of having maintained the appropriate conditions for trading to the Authority.

(3) The Authority may impose a ban on the commencement of trading within two months following receipt of the aforementioned notification, if it finds the conditions of trading unsatisfactory, such as in particular the lack of sufficient information to investors.

(4) If the Authority declares in a resolution within the two-month time limit referred to in Subsection (3) above that conditions of trading are satisfied, the applicant may commence trading of its collective investment instruments following delivery of the resolution on compliance, irrespective of whether the two-month time limit referred to in Subsection (3) has expired or not.

(5) The Authority may suspend the continuous public offering if the offering process fails the requirements laid down in Subsection (2). The Authority may ban the continuous offering if compliance with the legal requirements is not restored within thirty days from the order of suspension, or if suspension is warranted for the second time.

Chapter XXX
MANDATORY DISCLOSURE OF INFORMATION
Regular Disclosure
Section 289

(1) Fund management companies shall prepare biannual and annual reports in accordance with the provisions of Schedule No. 21 within forty-five days - or sixty days for foreign investment fund management companies - and one hundred and twenty days, respectively, at the end of the current six-month period (fiscal half-year) or the end of the current year (fiscal year) for each fund they manage. Fund management companies shall send such reports to the Authority and shall concurrently publish them by way of the means specified in Subsection (3) of Section 34.

(2) Fund management companies shall be required to report monthly on the portfolios of the open-ended investment funds they manage, indicate the net asset value of the portfolios as recorded for the last business day of the month, send such information to the Authority and post the report at the points of sale and in its own headquarters as of the tenth business day following the date on which it was recorded. The report shall separately indicate the various investment instruments contained in the portfolio, any other category stipulated in the fund’s investment policy, the fund’s own capital and the net asset value per unit of investment units.

(3) The provisions of Chapter V shall not apply to investment units, with the exception set out in Subsection (4) below.

(4) The provisions of Section 56 shall apply to the investment units of a closed-ended public investment fund.

Section 289/A

In addition to the information contained in Subsections (1)-(2) of Section 289, the managers of public real estate funds shall include the information specified in Schedule No. 24 in their half-yearly and yearly reports.

Extraordinary Disclosure
Section 290

(1) Fund management companies must send to the Authority and, by way of the means specified under Subsection (4) of Section 34, post the following in relation to the funds they manage, and they must make them available at the dealer offering the fund’s investment units:

a) announcements concerning transformation and merger, within thirty days prior to the effective date of the transformation or merger;

b) any changes in investment regulations, within thirty days prior to the effective date of the change to which it pertains;

c) when an open term is changed to fixed maturity and when a fixed period is reduced, within thirty days prior to the effective date of the change to which it pertains;

d) any changes in the charges on the redemption of investment units, within five days of its effective date;

e) any amendment in the fund’s management protocol on or before the effective date;

f) if the fund management company’s authorization is revoked, within two working days;

g) when management of the investment fund is transferred, within fifteen days before it takes effect;

h) the date and the manner of payment of capital and dividends (if the fund’s management protocol does not stipulate automatic payment of dividends), on or before the due date;

i) any suspension of trading of the investment units, and when trading is restored, within two working days;

j) if the fund management company is adjudicated in liquidation, within two working days;

k) the notice of dissolution if the investment fund is terminated, at the same time when it is sent to the Authority;

l) the net asset value of each certificate (except when dividends are paid) as compared to the previous net asset value, and, if a significant (more than twenty per cent) drop occurs within three days if evaluated daily, an explanation for such a decline, within two working days from the time of occurrence;

m) the means of publication employed in compliance with the obligation of publication within two working days;

n) any change in the list of points of sale, on or before the business day immediately preceding the effective date of the change; and

o) any change in the list of agents, on or before the working day immediately preceding the effective date of the change if the list is extended, or within two working days following the effective date of the change if the list is reduced;

p) any changes in the rules pertaining to the redemption of investment units if they entail any increase in the redemption period referred to in Subsection (4) of Section 247, within thirty days prior to the effective date of the change.

(2) In terms of the obligation of an investment fund concerning the disclosure of information in its capacity as an issuer, for the purposes of Paragraph b) of Subsection (4) of Section 34 the issuer’s website shall be understood as the fund management company’s website.

(3) The fund management company of a foreign investment fund that offers its collective investment units in Hungary shall publish the announcement concerning the changes listed under Paragraphs a), b) and c) of Subsection (1) of Section 290 immediately after it is approved by the supervisory authority of the state of issue; such announcement shall be made available at the dealer offering the fund’s investment units.

Disclosures to the Authority
Section 291

(1) Apart from extraordinary disclosures, a fund management company shall be required to notify the Authority:

a) when opening or closing a place of business and/or a branch in the domestic territory or abroad, as applicable;

b) when any of their shareholder acquires an interest in excess of five percent of the fund’s capital, as well as any subsequent acquisition or disposal of interest by such a shareholder;

c) concerning any variations in the criteria stipulated in the Authority’s authorization or in the fund’s management protocol;

d) when a loan is obtained by the fund management company on behalf of the investment fund it manages;

e) when the redemption of investment units is temporarily suspended in relation to open-ended investment funds.

(2) The notifications referred to in Subsection (1) above shall be conveyed in the case of Paragraph a) within two days following the decision, in the case of Paragraph b) within two days from the date of the relevant contract, in the case of Paragraph c) within two days from the effective date of the change in question, and in the cases of Paragraphs d) and e) immediately.

Section 292

The requirements concerning the content and form of the notifications to be sent to the Authority, and the manner of disclosure are decreed in specific other legislation.

Miscellaneous Provisions on Disclosure
Section 293

(1) The obligation of an investment fund concerning the disclosure of information in its capacity as an issuer, shall be satisfied in the fund’s name by the fund management company.

(2) The draft of all commercial communication that in any way or form pertains to public offering or trading of investment units in relation to an investment fund or a fund management company, and which are targeted at the investors shall be submitted to the Authority five days in advance, before it is made available to the investors.

(3) The Authority may ban the publication of a commercial communication if it contains any information that is in contrast with the draft version of the prospectus submitted and approved for publication, as well as any information that is misleading, or that falls within the scope of unfair business-to-consumer commercial practices according to the UCPA.

(4) Investment fund management companies shall proceed according to the principles laid down in Schedule No. 15 regarding the calculation and publication of any profit earned.

(5) It is forbidden to communicate any data that deviates from what is contained in the prospectus and in the fund’s management protocol, and to make any pledge concerning any profit or capital increment, with the exception described in Section 241.

Section 294

Chapter XXXI
CUSTODIAN
Section 295

(1) Investment fund management companies are required to commission custodianship services for the fund they manage from an investment firm or credit institution that is established in Hungary and is authorized to engage in the safe custody services defined in Paragraph b) of Subsection (2) of Section 5 of the IRA (for the purposes of this Chapter hereinafter referred to as “custodian”). The agreement for safe custody services shall be subject to the Authority’s approval.

(2) The custodian shall provide its services solely in view of the benefit of the investors, independent of any outside influence.

(3) The securities account and the bank account for investment-related financial transactions in connection with a particular fund and portfolio must be managed by the same custodian.

(4) The custodian shall perform the following as part of the services provided to an investment fund:

a) determine the net asset value of the investment fund on the aggregate and for each certificate;

b) publish the investment fund’s aggregate and per unit net asset value, and/or communicate them to the investors;

c) monitor the investment fund management company’s compliance with investment regulations laid down in legal regulation and in the fund’s management protocol;

d) provide facilities to ensure that all proceeds relating to transactions involving the fund’s assets and to the trading of investment units are conveyed to the fund within a reasonable time frame.

(5) All securities held by an investment fund must be deposited with the custodian or recorded on the accounts opened by the custodian, with the exception of collaterized securities. Any collateral that was not called must be delivered to the custodian or transferred to an account opened by the custodian.

(6) When the contract of a custodian is cancelled, the new custodian must be appointed subject to the approval of the Authority.

(7) The custodian shall be required to notify the fund management company and the Authority in writing concerning any deviation in the course of his official capacity from legal regulations and/or from the fund’s management protocol, and also when the fund’s own capital becomes negative.

(8) The custodian must reject any instruction of the investment fund management company that is in violation of the law and/or the fund’s management protocol, and shall demand the investment fund management company to restore the legitimacy of operations. If the investment fund management company fails to make all efforts necessary to restore compliance with the relevant legal regulations and with the fund’s management protocol, the custodian shall forthwith notify the Authority.

Section 296

(1) The custodian shall be held liable for any damage caused by his failure to perform the obligations specified in this Act, and any clause or stipulation to the contrary shall be null and void.

(2) A custodian may involve a subcontractor for any part of custodian services subject to full and unlimited liability for any and all conduct of the subcontractor. The subcontractor must be another custodian who meets the requirements set out in this Act, or an equivalent organization of foreign origin.

PART EIGHT/A
VENTURE CAPITAL FUNDS
Chapter XXXI/A
VENTURE CAPITAL FUND MANAGEMENT COMPANIES
Section 296/A

(1) A venture capital fund management company may commence operations in possession of the Authority’s authorization granted under this Act.

(2) Venture capital fund management companies may engage exclusively in the following activities:

a) venture capital fund management as specified in this Act;

b) consulting relating to the activity referred to in Paragraph a).

Section 296/B

(1) Venture capital fund management companies and venture capital funds may not acquire any share in any company in which:

a) an executive officer, supervisory board member, auditor of the venture capital fund management company;

b) an executive officer, supervisory board member or auditor of the owner of the venture capital fund management company; or

c) any close relative of the persons referred to in Paragraphs a)-b) living in the same household;

own a share.

(2) The executive employees of venture capital fund management companies shall be permitted to hold executive positions in not more than three venture capital fund management companies, funded in accordance with this Act, at any given time. Venture capital fund management companies shall inform the investors of the venture capital fund they manage where any of their executive employees fall within that category.

(3) The executive employees of venture capital fund management companies may not hold any executive office in a business association that provides investment services or auxiliary investment services to the venture capital fund management company in which they are employed.

(4) Venture capital fund management companies may not commission for the valuation of assets of the venture capital fund the services of any asset appraiser in which a direct or indirect ownership interest is held:

a) by the venture capital fund management company;

b) by an executive employee of the venture capital fund management company or his close relative living in the same household; or

c) in the venture capital fund management company.

(5) Venture capital fund management companies must have at least one executive officer with five years of professional experience.

(6) In the application of Subsection (5) above, the criteria of experience may be satisfied by involvement:

a) in companies registered in Hungary or elsewhere that are engaged in the investment of capital, or in companies providing consulting or asset management services closely related to these activities (venture or private capital management, consulting, investment or holding company) in the capacity of an owner, executive officer or employee;

b) in a company that is a target for the capital investment made by a company referred to in Paragraph a), by designation of a company referred to in Paragraph a), in the capacity of an executive employee.

Section 296/C

(1) The provisions of the Companies Act shall apply to venture capital fund management companies, and the provisions of the FCA shall apply to branches, subject to the exceptions set out in this Act.

(2) Venture capital fund management companies may operate only in the form of limited companies or set up as branches. The subscribed capital of venture capital fund management companies must be paid up in cash only.

Section 296/D

(1) Applications for authorization to engage in venture capital fund management activities shall have attached the following:

a) the memorandum of association (charter document) and any amendments;

b) documents verifying the payment in full and availability of subscribed capital;

c) a copy of the register of shareholders;

d) the organizational and operational procedures;

e) the name(s) of the business association(s) in which it holds an interest, including the extent thereof;

f) proof of payment of the administrative service fee as specified in specific other legislation;

g) the auditor’s name and license number;

h) the auditor’s confirmation stating that the computer system, accounting policy and bookkeeping system of the applicant is suitable for determining the company’s financial standing at any given time;

i) evidence of having no criminal record for executive employees and documents in proof of degree of higher education of the person responsible for the management of the venture capital fund;

j) the scheme of operations; and

k) other documents verifying conformity with the provisions of this Act.

(2) The Authority may refuse to grant authorization only if the applicant:

a) fails to meet the requirements prescribed in this Act, and fails to provide any missing information upon being requested to do so; or

b) has provided misleading or false information during the procedure.

(3) The Authority shall withdraw the authorization of a venture capital fund management company in the event that:

a) the conditions and requirements based on which the venture capital fund management company’s authorization was issued are no longer satisfied, and cannot be remedied within a reasonable period of time; or

b) the authorized operator fails to commence within six months the activities to which the authorization pertains, or it has not engaged in such activities for more than six consecutive months;

c) the authorized operator retires from the activity to which the authorization pertains;

d) the authorized operator repeatedly or seriously violates the provisions laid down in this Act and in specific other legislation regarding the activity to which the authorization pertains;

e) the authorization was obtained by misleading the Authority or through any other illegal conduct.

Section 296/E

(1) The designations “venture capital fund management company” or “venture capital fund” may be used solely by companies authorized in accordance with the provisions of this Act or by funds registered in accordance with this Act.

(2) The provisions of Subsection (1) above shall not apply to foreign-registered business associations and other legal entities if such are authorized to use the designation “venture capital fund management company” or “venture capital fund” according to the relevant national laws.

Section 296/F

(1) A venture capital fund management company shall be entitled to establish and manage one or more venture capital funds.

(2) Venture capital fund management companies shall manage and keep the assets of venture capital funds separately from its own, and from the assets of other venture capital funds.

(3) Venture capital fund management companies shall be entitled to charge the fees specified in the fund’s management protocol for management services rendered.

(4) A venture capital fund management company may not terminate its corporate existence by voluntary dissolution during the life of a fund it manages.

(5) The liquidator of a venture capital fund management company appointed by the court must be a public-benefit organization established by the Authority according to the CIFE.

(6) The assets which comprise part of a portfolio managed by a venture capital fund management company shall not be construed as the property of the venture capital fund management company, and cannot be used for settling the debts of the venture capital fund management company.

(7) A venture capital fund management company shall be allowed to transfer the right of management of a venture capital fund only to another venture capital fund management company, subject to the approval of seventy-five per cent of the holders of venture capital fund certificates in question. Where authorized under the fund’s management protocol, approval may be granted by majority vote of the holders of such certificates, in which case the Authority’s consent is also required for the transfer of the venture capital fund.

(8) Where a venture capital fund management company is undergoing liquidation and the venture capital fund it manages is not transferred to another venture capital fund management company, the Authority shall take measures to have the venture capital fund stricken from the records.

Chapter XXXI/B
VENTURE CAPITAL FUNDS
Section 296/G

(1) Venture capital funds shall be deemed established upon being registered by the Authority, and shall be terminated upon being removed from the register. Venture capital funds may only be established for fixed periods by the private offering of non-redeemable venture capital fund certificates.

(2) The venture capital fund certificates issued for a particular fund may be of different face value and may carry different rights.

(3) The placement of venture capital fund certificates and the obligations of the issuer shall be governed by the provisions contained in Part Two of this Act subject to the exceptions set out in this Chapter.

(4) The subscribed capital of a venture capital fund shall not be less than two hundred and fifty million forints.

(5) The subscribed capital of a venture capital fund may be increased or decreased during the fund’s original term, however, the subscribed capital may not be allowed to drop below two hundred and fifty million forints in any case. Investors may not redeem their venture capital fund certificates during the original term of the venture capital fund, however, in the cases defined by the fund’s management protocol, the fund management company may authorize reduction of the fund’s subscribed capital by way of retiring venture capital fund certificates or temporary venture capital fund certificates. The procedures for settlement with holders of temporary venture capital fund certificates in connection with the reduction of the venture capital fund’s subscribed capital are laid down in the fund’s management protocol.

(6) The subscribed capital of venture capital funds shall consist of cash contributions only.

(7) At least ten per cent of the venture capital fund’s subscribed capital, or not less than two hundred and fifty million forints, must be paid up at the time of subscription of the venture capital fund certificates. The balance remaining shall be paid up according to the conditions laid down in the venture capital fund’s management protocol, not later than within six years from the date of foundation.

(8) Venture capital funds shall take measures within thirty days following their registration to produce venture capital fund certificates of a face value sufficient to cover the amount of capital contributions prescribed in the management protocol for the venture capital fund certificates subscribed before the aforesaid registration of venture capital funds, or the minimum subscribed capital amount prescribed in Subsection (4) above. Venture capital funds shall issue venture capital fund certificates or temporary venture capital fund certificates, in accordance with the fund’s management protocol, for any amount of capital contribution paid in excess of the minimum subscribed capital prescribed in Subsection (4).

(9) Temporary venture capital fund certificates are treated as securities, and they are subject to the provisions on venture capital fund certificates, with the exception that the amount of capital contribution paid up shall be indicated on the temporary venture capital fund certificates. When the capital contribution is paid up in full, the venture capital fund management company shall invalidate the temporary venture capital fund certificates according to the procedure laid down in the fund’s management protocol, and replace them with venture capital fund certificates.

(10) Where a holder of temporary venture capital fund certificates fails to provide the capital contribution as agreed upon at the time of subscription according to the conditions laid down in the venture capital fund’s management protocol, the venture capital fund management company shall demand payment within a thirty-day deadline. The notice shall contain a warning that any further failure to comply shall result in the forfeiture of rights attached to the temporary venture capital fund certificates.

(11) In the event of non-compliance with the thirty-day time limit specified in Subsection (10), the rights attached to the temporary venture capital fund certificate shall terminate on the following day, of which the venture capital fund management company shall notify the member affected in writing.

(12) In the event of non-compliance with the thirty-day time limit specified in Subsection (10), the venture capital fund management company shall settle accounts with the former holder of temporary venture capital fund certificates according to the fund’s management protocol.

Section 296/H

(1) Transformation of a venture capital fund shall mean the merger (takeover, fusion) and demerger (division, separation) of venture capital funds. The venture capital fund established upon the transformation of a venture capital fund shall be its legal successor.

(2) Venture capital funds shall be allowed to merge only upon the prior written consent of all holders of venture capital fund certificates of the funds participating.

(3) The venture capital fund management company managing the successor venture capital fund shall submit a document containing the reasons for, the date and the conditions of the merger to the Authority for approval.

(4) The net asset value per venture capital fund certificate of the venture capital funds participating in the merger shall be determined for the transaction date of the merger.

(5) The information document supplied for the merger referred to in Subsection (3) shall indicate the successor venture capital fund. The successor venture capital fund shall issue venture capital fund certificates to be distributed among the holders of venture capital fund certificates of the venture capital funds participating in the merger in the effective net asset value of units of certificates.

(6) The manager of the surviving venture capital fund shall draw up a report on its portfolios effective for the day of merger, and shall submit it to the Authority within eight working days following the merger. The report shall contain an itemized list of the assets which are part of the portfolios and their value, furthermore, the aggregate net asset value, the quantity of venture capital fund certificates, the net asset value per venture capital fund certificate, and the conversion rate. The report shall be signed by the manager and the auditor of the surviving venture capital fund.

(7) The provisions of Subsections (2)-(6) shall also apply mutatis mutandis to the division of venture capital funds.

Section 296/I

(1) Venture capital funds may only be established for a specific duration of not less than six full calendar years.

(2) Venture capital fund management companies may extend the term of the venture capital fund, if so allowed by the venture capital fund’s management protocol, by a period of time not to exceed the original term.

(3) When changing the term of a venture capital fund the provisions of Subsections (1)-(5) of Section 296/K shall apply.

Section 296/J

(1) All venture capital fund certificates must contain the following information:

a) the name of the venture capital fund and the designation of the venture capital fund certificate series;

b) the original term of the venture capital fund;

c) the face value, securities registration code and serial number of the venture capital fund certificate;

d) the owner’s name;

e) the rights of the owner or the holder attaching to venture capital fund certificates, as stipulated in the venture capital fund’s management protocol;

f) the date of issue;

g) the name and address of the venture capital fund management company; and

h) the authorized signature of the venture capital fund management company.

(2) The information specified in Paragraphs c) and d) of Subsection (2) of Section 7 are not required for the written instruments issued for dematerialized venture capital fund certificates.

(3) Venture capital fund certificates may also be produced in consolidated denominations, or may be subsequently converted into consolidated denominations upon the request and at the expense of the holder of the venture capital fund certificates. Consolidated denomination venture capital fund certificates may be broken up into consolidated denomination venture capital fund certificates of lower face value or converted back to the original face value upon the request and at the expense of the holder of venture capital fund certificates.

(4) The issue of venture capital fund certificates derogating in any way from the provisions prescribed in this Act shall be null and void.

(5) Venture capital fund management companies shall maintain records with facilities for the identification of the holders of venture capital fund certificates and temporary venture capital fund certificates, the amount paid for their respective venture capital fund certificates and temporary venture capital fund certificates and for the identification of the venture capital fund certificates themselves.

(6) The venture capital fund management company, upon the venture capital fund having been registered by the Authority, shall issue a temporary venture capital fund certificate verifying the amount the investor has paid for the venture capital fund certificates, covering the entire period until the contribution for the venture capital fund certificates are paid up in full. The investor shall be able to exercise his voting rights until the contribution is paid up in full on the strength of the temporary venture capital fund certificates issued by the venture capital fund management company.

(7) The venture capital fund’s management protocol may restrict the transfer of venture capital fund certificates or temporary venture capital fund certificates, making it subject to the approval of the venture capital fund management company and the consent of all or the majority of the other investors. The venture capital fund’s management protocol may prescribe additional requirements for such transfers.

Section 296/K

(1) Prior to the placement of venture capital fund certificates the venture capital fund management company shall draw up the fund’s management protocol and submit it to the Authority for approval. The mandatory layout of a venture capital fund’s management protocol is illustrated in Schedule No. 26.

(2) The venture capital fund’s management protocol, when approved by the Authority, shall be made available to the potential investors having provided a letter of intent for obtaining venture capital fund certificates at least fifteen days prior to the date of subscription or receipt.

(3) A venture capital fund shall be registered upon request made by the venture capital fund management company if able to prove - by way of a statement made out by the credit institution maintaining the account opened for collection of the venture capital fund’s subscribed capital - that the investors have paid up the sum specified in Subsection (7) of Section 296/G.

(4) Any amendment of the venture capital fund’s management protocol is subject to the Authority’s approval and, where so prescribed in the management protocol, to the consent of all or the majority of the holders of venture capital fund certificates. The fund’s management protocol may contain provisions to prescribe the consent of holders of venture capital fund certificates with respect to the entire regulations or to certain specific segments of it, and may require a majority of various degrees for the various segments.

(5) Where the amendment of the venture capital fund’s management protocol is made subject to the prior consent of the holders of venture capital fund certificates, the fund management company shall submit the approval to the Authority for the purpose of notification. Where the amendment of the fund’s management protocol concerns the extension of the venture capital fund’s term, it shall be submitted to the Authority six months before the original term of the venture capital fund expires.

Section 296/L

(1) A venture capital fund shall be allowed to pay dividends only from the fund’s own assets. Dividends may not be paid from sources acquired by loan or by way of the issue of debt securities.

(2) No dividends may be paid if in consequence the venture capital fund’s own capital drops below the paid up portion of the venture capital fund’s subscribed capital as calculated in accordance with accounting regulations.

Section 296/M

A venture capital fund shall be deemed terminated when removed from the Authority’s register. The Authority shall remove a venture capital fund from the register:

a) on the next day upon receipt of a notice of dissolution when the venture capital fund is terminated, provided the fund’s own capital is positive;

b) when the proceeds from the sale of the venture capital fund’s assets are paid in full upon its termination, if the fund’s own capital is negative;

c) on the day of transformation when transformed into another form of venture capital fund; or

d) on the day of merger when merging with another venture capital fund.

Section 296/N

(1) A venture capital fund must be terminated when its management company is terminated without succession, or if the fund management company’s authorization is withdrawn and the venture capital fund is not taken over by another venture capital fund management company.

(2) The termination or removal from the register of a venture capital fund shall be ordered by the Authority by way of a resolution.

(3) When a venture capital fund is terminated under Subsections (1)-(2), the venture capital fund management company shall publish it within two working days following receipt of the Authority’s resolution on termination.

(4) Following the publication referred to in Subsection (3), the venture capital fund’s creditors must present their claims to the venture capital fund management company within thirty days from the date of publication. No claims shall be accepted thereafter.

(5) If a venture capital fund’s capital becomes negative on account of the claims lodged in accordance with Subsection (4) under the dissolution procedure, the venture capital fund management company must forthwith notify the Authority accordingly.

Section 296/O

(1) Unless otherwise prescribed by law, the duties relating to the termination of a venture capital fund shall be carried out by the venture capital fund management company, or if the venture capital fund management company is unable to attend to such duties and in the case of liquidation of the fund management company, by the public-benefit organization established by the Authority according to the CIFE.

(2) In the cases referred to in Section 296/M, the assets which are part of the venture capital fund’s portfolio shall be sold within eighteen months. This time limit may be extended once, by maximum six months, if authorized by the Authority. The securities owned by the venture capital fund, which are listed on a regulated market, may be distributed among the holders of venture capital fund certificates in due observation of the rules laid down in the venture capital fund’s management protocol.

(3) After the assets of the venture capital fund are sold off and when all these assets are paid for, and after the deadline specified in Subsection (3) of Section 296/N has expired, a notice of dissolution shall be prepared and submitted to the Authority within five days, and shall be made available to the holders of venture capital fund certificates. After that the venture capital fund management company shall proceed to pay out the funds available to the investors within ten days. A special announcement shall be published in notification of the commencement of payment.

(4) A notice of dissolution shall inter alia indicate the following information:

a) the book value of the assets of the venture capital fund at the end of the term of operation;

b) proceeds from the sale of the fund’s assets;

c) any additional revenues (e.g. interest);

d) costs incurred upon final settlement;

e) the amount of capital to be distributed among the holders of venture capital fund certificates, and the guidelines for distribution; and

f) the amount payable per venture capital fund certificate.

(5) The proceeds from the sale of the venture capital fund’s assets, if any capital remains after the venture capital fund’s debts and liabilities are deducted, shall be distributed among the investors according to the aggregate of the face value of the venture capital fund certificate held by an investor as compared to the aggregate face value of all venture capital fund certificates in circulation. Settlement with investors shall be carried out separately for each securities series, consistent with their respective capital contribution.

(6) The venture capital fund management company shall deposit the funds earmarked for payment to the investors in a tied-up account until payment is remitted, or until the term of limitation.

Section 296/P

(1) The termination of a venture capital fund whose capital is negative shall be conducted by a public-benefit organization established by the Authority under the CIFE.

(2) After the assets of a venture capital fund are sold off and when all these assets are paid for, the aforementioned public-benefit organization shall satisfy the creditors’ claims in the sequence prescribed under the Bankruptcy Act.

Provisions on Investment and Lending Operations
Section 296/Q

(1) The share acquired by a venture capital fund in any one company, and on the aggregate in any other company controlled by that company, financed from the assets of the venture capital fund, may not exceed twenty per cent of the subscribed capital of the venture capital fund.

(2) A venture capital fund may not purchase real estate properties from its assets.

(3) The restrictions set out in Subsection (2) above shall not apply to real estate property acquired by the venture capital fund through bankruptcy, liquidation or winding-up proceedings, or judicial enforcement proceedings. The venture capital fund shall alienate any real estate property acquired in this fashion within two years of the date of acquisition, or shall contribute it to the capital of a company in which the venture capital fund holds a ten per cent or higher interest.

(4) A venture capital fund management company shall not arrange contracts between the funds it manages, which involve the obligation of financial liability for the venture capital funds, with the exception of investments made jointly by several funds.

(5) A venture capital fund may acquire securities which have been listed on a regulated market only if it has holdings of at least ten per cent in the issuer’s capital within twelve months from the date of first acquisition. The securities obtained in this manner may not be alienated within six months.

(6) Where the securities of a company that comprises part of the venture capital fund portfolio are admitted for trading on a regulated market, they may remain in the venture capital fund’s holding.

(7) A venture capital fund may lend money only to companies in which it has a qualifying holding.

(8) The amount of any loan a venture capital fund has granted to a company, or the aggregate amount if lent to other companies controlled by this company, may not exceed double the amount of the capital the venture capital fund has invested in that company or in other companies it controls.

(9) The amount of any loan a venture capital fund has granted to a company, or the aggregate amount if lent to other companies controlled by this company, plus the amount of the capital the venture capital fund has invested in that company or in other companies it controls may not exceed twenty-five per cent of the subscribed capital of the venture capital fund.

(10) The aggregate amount of all loans provided by a venture capital fund - including the issue of debt securities - may not exceed fifty per cent of the subscribed and paid up capital of the venture capital fund.

(11) The maturity of any loan may not exceed the remaining term of the venture capital fund as of the date of lending.

(12) The venture capital fund’s free liquid assets must be kept in government securities issued by Member States of the European Union or OECD Member States, or in bank deposits.

(13) At the request of the Authority venture capital fund management companies shall furnish to the Authority in the Hungarian language their accounting records, regulations, the proposals of their executive and supervisory board and the general meeting, including the relevant minutes, internal control reports and records, and the written statements of the auditor.

PART NINE
EXCHANGE MARKETS
Chapter XXXII
EXCHANGE MARKET OPERATIONS
Section 297

(1) Exchange market operations shall mean for-profit activities involving the buying and selling of exchange-traded instruments in an organized fashion under standardized rules.

(2) Only an exchange shall be permitted to engage in exchange market operations.

(3) In respect of exchange markets the provisions of the Companies Act, and in respect of exchange markets operating as branches the provisions of the FCA shall apply, subject to the exceptions laid down in this Act.

Section 298

(1) With the exception specified under Subsection (4) of Section 335, an exchange may only engage in exchange market operations, and in other activities which are related to such operations.

(2) Activities related to exchange market operations are:

a) clearing house services;

b) training services;

c) information technology services;

d) publication and distribution of periodicals;

e) data and information supply.

Chapter XXXIII
AUTHORIZATION OF EXCHANGE MARKETS
Section 299

(1) An exchange may be established in possession of the Authority’s authorization.

(2) An exchange may be established in the form of a limited company holding dematerialized shares only, or set up as a branch of a foreign exchange.

(3) Exchanges for the trading of commodities, foreign currencies and forward interest-rate agreements must have at least one hundred and fifty million forints in registered paid-up capital (subscribed capital) or, when trading in other exchange-traded instruments, at least five hundred million forints.

Section 300

(1) An application for authorization of the foundation of an exchange shall have the following attached:

a) the charter document of the exchange;

b) name of the owners participating in its foundation, and their respective shares of ownership;

c) a document in proof of payment of the subscribed capital by the founders;

d) drafts of the exchange’s organizational and management structure, decision-making and control mechanisms, and its organizational and operational procedures, if they are not contained in the charter document in sufficient detail;

e) drafts of contracts to secure settlements;

f) if the applicant is non-resident, a statement concerning the applicant’s agent for service of process, who must be an attorney or a law firm registered in Hungary;

g) a statement on having a main office in Hungary from which to direct operations.

(2) If any of the founding members intends to acquire a qualifying interest in the exchange under foundation, the following shall also be attached with the application for authorization, in addition to the requirements specified under Subsection (1):

a) the company’s charter document;

b) a certificate of incorporation issued within three months to date, and for foreign companies the original certificate of incorporation and an official Hungarian translation, or proof that the company has been registered in the companies (economic) register;

c) identification data of any person holding a qualifying interest, and for natural persons, a certificate of no criminal record issued within thirty days to date, or a similar document that is deemed equivalent under the national law of the applicant’s country of origin;

d) proof of having no prior criminal record in respect of natural persons;

e) in respect of the persons participating in the foundation, documents issued within thirty days to date to verify of having no outstanding debts owed to the tax authority, the customs authority, or the social security system;

f) a declaration, substantiated with the proper documents, stating that money required for the subscribed capital is from the founders’ legitimate income;

g) the audited annual accounts of the business association for the previous three calendar years;

h) a statement declaring any and all contingent liabilities and commitments, by definition of the Accounting Act;

i) a detailed explanation of a founder’s ownership structure and other circumstances on account of which he is considered affiliated to certain entities, and the consolidated annual account of the principal company for the previous year, if the principal company is required to prepare consolidated accounts;

j) a statement fixed in a private document of full probative force from all persons indicated in the application in which to grant consent, verifying the authenticity of the documents attached to the application for authorization as having been checked by the Authority by means of the appropriate agencies it has contacted.

(3) If any of the founding members is a foreign-registered financial institution, an insurance institution or an investment firm, and it intends to acquire a qualifying interest in the exchange under foundation, a certificate or statement from the competent supervisory authority of the country where such a member is established, stating that the company operates in compliance with the regulations on prudent management, shall also be attached, in addition to the requirements specified under Subsections (1) and (2).

(4) Activities in connection with the establishment of an exchange may be performed under an authorization of foundation.

Section 301

(1) In addition to the requirements specified under Paragraphs a)-f) of Subsection (1) of Section 300, the following shall also be attached with the application for authorization of the foundation of an exchange set up as a branch:

a) the charter document of the foreign exchange;

b) a certificate from the supervisory authority of the country where the foreign exchange is established, verifying that it operates as a regulated market in that country;

c) documents issued within thirty days to date to verify that the foreign exchange has no outstanding debts owed to the tax authority, the customs authority, or to the social security system, neither in the country where established nor in Hungary;

d) a certificate from the competent supervisory authority stating that the applicant’s head office from which its operations are directed is in the country where it is established;

e) the audited annual accounts of the foreign exchange for the previous three fiscal years;

f) a detailed explanation of the founder exchange’s ownership structure and other circumstances on account of which the founder exchange is considered affiliated to certain entities, and the consolidated annual account of the principal company for the previous year, if the principal company is required to prepare consolidated accounts;

g) a statement fixed in a private document of full probative force from all persons indicated in the application in which to grant consent, verifying the authenticity of the documents attached to the application for authorization as having been checked by the Authority by means of the appropriate agencies it has contacted;

h) the scope of decision-making powers of the executive officer or officers of the exchange set up as a branch, and the bodies of the applicant, the approval of which is required in order for certain decisions to be valid;

i) a certificate from the competent supervisory authority stating that, in relation to executive officers of nationality other than Hungarian, there are no disqualifying factors for holding such office.

(2) The Authority shall authorize the foundation of the exchange set up as a branch if the requirements laid down in Subsection (1) of this Section and in Subsection (1) of Section 300 are satisfied, and if:

a) there is a valid and effective international cooperation agreement, based on mutual recognition of supervisory authorities, which covers the supervision of branches between the Authority and the supervisory authority competent for the place where the applicant is registered;

b) the country in which the applicant is established has legal regulations on money laundering that conform to the requirements prescribed under Hungarian law;

c) the foreign applicant has adopted the internal regulations prescribed by this Act;

d) the applicant provides a statement in which it offers full guarantees for the liabilities incurred by its branch under its corporate name;

e) the applicant has submitted the permit for the foundation of a branch issued by the supervisory authority competent for the place where it is registered, and/or its declaration of approval or acknowledgment;

f) the legal system of the country where the applicant is established guarantees the prudent and sound management of the applicant.

(3) With regard to branches, subscribed capital shall be understood to mean endowment capital.

Section 302

(1) The Authority’s authorization is not required for the foundation of a branch by an exchange that is established in another Member State of the European Union.

(2) If the exchange to be established is a subsidiary of an exchange, credit institution or investment firm that has a registered office in another Member State of the European Union, the provisions of Section 29 of the IRA shall apply.

(3) For the foundation of a branch by an exchange, that has a registered office in Hungary in another Member State of the European Union, the provisions of Section 123 of the IRA shall apply.

(4)

Requirements for the Authorization of Exchange Market Operations
Section 303

(1) An exchange market may commence operations in possession of the Authority’s authorization. The Authority’s authorization shall cover specific exchange-traded instruments individually or a group of exchange-traded instruments.

(2) Authorization to engage in exchange market operations shall be granted only to an applicant who is able to satisfy the following requirements:

a) must be able to ensure access to the trading system in a non-discriminatory way;

b) must have the necessary personnel, equipment, technical and security facilities;

c) must have sufficient facilities for the settlement of exchange transactions;

d) must have a scheme of operations drawn up for a minimum period of three years in which to outline the background for sound and prudential management;

e) must have a set of internal regulations, which satisfy the requirements laid down in this Act and approved by the Authority;

f) must have professional indemnity insurance representing at least one hundred million forints applying to each claim and in aggregate one hundred and fifty million forints per year for all claims.

(3) With respect to Paragraphs b) and c) of Subsection (2), the Authority shall inspect the level of conformity of the proposed trading and settlement systems with the prescribed requirements.

(4) An exchange may commence operations upon receipt of the Authority’s authorization.

Section 304

Applications for authorization to engage in exchange market operations shall contain the following enclosures:

a)

b) detailed description of the proposed exchange market operations, in particular a list of the instruments planned to be traded, types of transactions, trading mechanisms, settlement systems and mechanisms, data processing and records, and data protection solutions;

c) within the scope of Paragraphs b) and c) of Subsection (2) of Section 303, a detailed description of the equipment and technical means available or planned to be purchased, and if the proposed trading system is computerized, the results of test runs to substantiate:

1. that the applicant’s trading system has sufficient facilities to ensure equal treatment to all exchange dealers in connection with the same services provided as part of trading operations,

2. that the applicant’s trading system enhances a fair and reliable background for trading and ensures that transparency of transactions and prices is achieved, permitting the continuous monitoring of market trends and the implementation of measures by the exchange and the Authority, as specified in Sections 325-329,

3. that the applicant has sufficient means to record and archive offers and transactions, and to make exchange information available to the public,

4. that the applicant’s data management system satisfies the requirements of reliable data protection,

5. that the applicant’s computer system has sufficient facilities for the settlement of exchange transactions (if settlement of exchange transactions are not performed within the exchange, an agreement with a body providing clearing or settlement services or a central depository is to be submitted);

d) internal regulations;

e) scheme of operations for the first three years of operations;

f) liability insurance policy;

g) a statement on the proposed date for commencing operations;

h) a list of the executive officers, along with all documents, instruments and certificates to evidence their compliance with the requirements set out in Section 311 and Section 356.

Section 305

The Authority shall recognize an exchange that has been authorized to engage in the trading of any type of financial instrument as a regulated market.

Section 306

The Authority shall withdraw the authorization it has issued to authorize exchange market operations if:

a) it was obtained by misleading the Authority or through any other illegal conduct;

b) the conditions and requirements based on which it was issued are no longer satisfied, and cannot be remedied within a reasonable period of time;

c) the exchange fails to commence within twelve months the activities to which the authorization pertains, or has not engaged in such activities for more than twelve months;

d) the exchange retires from the activity to which the authorization pertains;

e) the exchange repeatedly or seriously violates the provisions laid down in this Act and in specific other legislation regarding the activity to which the authorization pertains;

f) under the prevailing circumstances the exchange’s activities constitute substantial hazard or injury in respect of the interests of investors and exchange dealers, or it impedes the smooth operation of the money and capital markets;

g) the authorization of the founder, if a branch, has been revoked by the supervisory authority responsible for the place where the founder is established.

Chapter XXXIV
REGULATIONS PERTAINING TO EXCHANGE OWNERS AND TO ACQUISITION OF HOLDING IN AN EXCHANGE
Section 307

(1) The maximum number of votes to be held by a single person may be prescribed in the charter document of an exchange incorporated as a private limited company.

(2) Any shareholder of an exchange referred to in Subsection (3) shall have sufficient qualifications and credentials to direct the exchange in an unbiased and non-discriminating manner and in accordance with overall market conditions, must be capable to ensure the sound and prudential management of the exchange in terms of professional and financial aspects to whom none of the disqualifying factors listed under Section 357 apply.

(3) Any acquisition of shares in an exchange upon which the direct or indirect holding of a single shareholder reaches thirty-three, fifty, sixty-six, seventy-five or one hundred per cent shall be subject to the Authority’s prior authorization. The permission of the Authority for the acquisition shall not constitute the authorization of the Hungarian Competition Authority in any way or form.

(4) Any shareholder of an exchange - with a holding specified in Subsection (3) - shall be entitled to exercise the rights and the benefits attached to his share or voting right subject to the Authority’s authorization, to the extent stipulated in the authorization.

(5) An application for the authorization defined in Subsection (3) shall contain the following:

a) the applicant’s name, or corporate name if a legal person;

b) the extent or percentage of share to be acquired;

c) the memorandum of association, charter document, articles of association, and a certificate of incorporation issued within thirty days to date if the applicant is a legal person;

d) for any executive officer of the applicant, all data and information to determine the disqualifying factors specified in Subsection (1) of Section 357 and a statement regarding the criminal proceedings specified in Subsection (3) of Section 357;

e) a declaration, substantiated with the proper documents, stating that money required for the acquisition of shares is from legitimate sources;

f) a list of any other companies in which the applicant has a direct or indirect holding;

g) proof of having no prior criminal record in respect of natural persons.

(6) The Authority’s authorization for the acquisition of shares shall remain valid for thirty days and it may be extended once, for another thirty days in justified cases.

(7) When the voting right of an owner of an exchange is terminated by law, the votes of such person shall not be included for the purposes of quorum.

Section 308

(1) Any shareholder of an exchange - with a holding specified in Subsection (3) of Section 307 - shall be required to notify the Authority and the exchange within two days if:

a) he has disposed of his qualifying interest in its entirety, or

b) he has disposed of his share to an extent whereby his share or voting right has dropped below the thirty-three, fifty, sixty-six, seventy-five or one hundred per cent threshold.

(2) The notification, if it pertains to Paragraph b) of Subsection (1) above, shall indicate the share or voting right that remains in the holding of the person in question.

(3) The person referred to in Subsection (1) shall notify the Authority concerning the appointment of a new executive officer at the same time when reporting to the court of registration.

Section 309

(1) Any acquisition and disposal of shares under Subsection (3) of Section 307 shall be notified to the exchange concerned within seven days.

(2) The exchange shall notify the Authority within five working days if it gains knowledge of any acquisition or disposal of shares relative to the limits specified under Subsection (3) of Section 307, and shall simultaneously publish it on the Authority’s official website, and on its own website as well.

Section 310

(1) The Authority shall decline authorization for the acquisition of shares in an exchange, or for the exercise of the rights and the benefits attached to any share or voting right that is subject to the limits specified in Subsection (3) of Section 307, if the applicant’s (including any owner or executive officer of the applicant):

a) conduct or influence in the exchange endangers the independent, sound and prudent management of the exchange, or

b) business activities or relations, or direct or indirect holding or holdings in other companies are of such a nature as to obstruct proper supervision.

(2) The conduct of the applicant, or of any owner or executive officer of the applicant, or their influence in the exchange shall be considered to endanger the independent, sound and prudent management of the exchange, if:

a) its financial and economic situation is deemed insufficient in view of the magnitude of the share to which the offer pertains, or

b) the legitimacy of the funds used for the acquisition of shares is not proven, or that of the authenticity of the particulars of the person indicated as the owner of such funds, and

c) the disqualifying factors listed under Subsection (1) of Section 357 apply, if it concerns a natural person.

(3) If the applicant is a legal person and there are no grounds upon which to decline authorization, yet if any owner holding a qualifying interest or any executive officer of the applicant is indicted in criminal proceedings as referred to in Subsection (3) of Section 357, the Authority shall suspend the authorization procedure until the conclusion of the criminal proceedings. The Authority shall continue the authorization procedure following the definitive conclusion of the criminal proceedings.

(4) In order to verify the criterion specified under Subsections (1) and (2), the Authority shall be entitled to demand any data and information by virtue of authorization granted by law from the persons referred to in Subsections (1) and (2).

(5) In the event of an owner failing either of the requirements for authorization, the Authority may suspend the voting right of the person in question until the unlawful situation is terminated or until new evidence is furnished concerning such requirements.

Chapter XXXV
CONFLICT OF INTEREST
Section 311

(1) No person employed by an exchange nor the close relatives of such a person who live under the same roof may hold an executive or administrative position with an owner of the exchange or an exchange dealer.

(2) No person employed by an exchange nor the close relatives of such a person who live under the same roof may hold an executive or administrative position with an issuing house that are listed on that exchange, other than the securities or government securities issued by the stock exchange itself.

(3) No person employed by an exchange nor the close relatives of such a person may have any direct holding in a commodity dealer.

Chapter XXXVI
EXCHANGE OPERATIONS
Trading
Section 312

(1) Authorization to function as an exchange dealer shall be granted to a person:

a) who is authorized by the Authority or another authority for trading in at least one of the instruments traded on the exchange in question;

b) who meets the conditions laid down in the exchange’s internal regulations;

c) who has a contract with the exchange in which he agrees to observe the requirements laid down in the exchange’s internal regulations;

d) who has a valid contract with an organization for the settlement of exchange transactions or with a clearing member by whom to execute settlements.

(2) The exchange shall pass a decision concerning a contract offer within thirty days and shall execute the contract with the applicant accordingly.

(3) The exchange shall be required to enter into a contract with an applicant who satisfies the requirements laid down in Subsection (1).

(4) No limits shall be imposed concerning the number of exchange dealers.

Section 313

Section 314

(1) The terms and conditions for dealing rights shall be laid down in the internal regulations of the exchange.

(2) An exchange dealer may engage in the trading of specific instruments only if authorized by the competent authority to engage in the trading of such instruments.

(3) The dealing rights of an exchange dealer may be restricted by a body providing clearing or settlement services and by the central counterparty in the cases stipulated in their internal regulations.

(4) The authorization of a competent authority referred to in Paragraph a) of Subsection (1) of Section 312 and in Subsection (2) of this Section shall mean an operating license issued by the Authority, or by another authority, Hungarian or otherwise, where it is required by law for dealing in specific exchange-traded instruments.

Section 315

(1) The exchange shall be entitled to request dealers to supply information on their activities on the exchange or that may have any influence on such activities, and to keep records of such information.

(2) The exchange shall be entitled to monitor the activities of exchange dealers on the exchange and to inspect any data and records pertaining to such activities.

(3) The exchange shall be required to notify the Authority in advance concerning the inspection referred to in Subsection (2) above of the reason for and the estimated duration of the inspection.

(4) The exchange shall inform the exchange dealer when commencing the inspection referred to in Subsection (2) above of the reason for and the estimated duration of the inspection.

(5) Based on the findings of an inspection referred to in Subsection (2) above, the exchange shall be entitled to take the measures stipulated in its internal regulations.

(6) The exchange shall notify the Authority of any unlawful conduct it detects in its official capacity.

Termination of Dealing Rights
Section 316

(1) Dealing rights on the exchange shall be terminated:

a) upon the dissolution or death of the exchange dealer;

b) upon the expiry of the exchange trading agreement;

c) when the exchange trading agreement is cancelled; or

d) when the license of the exchange dealer to engage in trading on the exchange is revoked by the competent authority.

(2) The exchange shall be entitled to cancel its contract with an exchange dealer upon the exchange dealer’s failure to abide by his obligations laid down in the exchange’s internal regulations for which he has already been sanctioned. The exchange dealer whose contract has been cancelled shall have the right to contest it in court within thirty days from the date when the decision therefor was delivered. Failure to observe this deadline shall constitute forfeiture of right. Having an action filed shall have no suspensory effect on the cancellation.

Internal Regulations of the Exchange
Section 317

(1) Within the framework prescribed by law, an exchange shall define the general rules regarding its operations in internal regulations, as well as the rights and obligations of exchange dealers and issuers.

(2) Approval of an amendment of the exchange’s internal regulations falls within the exclusive jurisdiction of its management body. Concerning the approval or amendment of the internal regulations specified in Paragraphs c) and e) of Subsection (4) the management body must consult with the exchange dealers in advance, or if the regulation referred to in Paragraph d) pertains to securities which are included in its official listing, it must consult with the issuers of such securities or their trade organization.

(3) The exchange’s internal regulations are to be devised to provide sufficient background for the transparency and for the supervision of exchange market operations and trading in general, including the records of such activities, as consistent with prevailing market conditions, thus to facilitate equal opportunity and equal treatment to traders and to enhance the objective market protection of investors.

(4) The exchange’s internal regulations shall contain:

a) the requirements for receiving entitlement for dealing, the grounds for suspension and termination, and the related rules of procedure;

b) the disciplinary actions concerning the persons to whom the internal regulations apply, as well as any legal recourse available;

c) the rules for trading;

d) the rules for the admission of exchange-traded products, their transfer between trading venues and their delisting, and the related rules of procedure;

e) the rules for the suspension of trading, and the related rules of procedure;

f) the manner of publication of prices and other information relating to the exchange;

g) the information to be disclosed by exchange dealers and issuers of listed securities, the method of disclosure and the related control procedures;

h) the rules for the settlement of transactions conducted on the exchange (if they are performed by the exchange itself);

i) rules of conflict of interest in respect of the executive officers and employees of the exchange;

j) the fees charged for services provided by the exchange.

(5) The exchange’s internal regulations may not contain any provisions in contradiction of the principle of equal treatment among the exchange dealers and issuers.

(6) The exchange shall publish its internal regulations and any amendments thereto following approval by the Authority on the Authority’s official website, and on its own website as well. The exchange may forego the publication of the regulation referred to in Paragraph i) of Subsection (4).

(7) The exchange’s internal regulations shall be subject to litigation by the exchange dealers, issuers and investors in court, if it contains any provisions that violates the provisions of this Act or any other legal regulation.

(8) Regulated markets shall apply:

a) the provisions contained in Chapter V of Commission Regulation (EC) No. 1287/2006 in connection with Paragraph d) of Subsection (4);

b) the provisions contained in Chapter IV of Commission Regulation (EC) No. 1287/2006 in connection with Paragraph f) of Subsection (4).

Section 318

(1) The exchange’s internal regulations, apart from the one referred to in Paragraph j) of Subsection (4) of Section 317, shall be subject to the Authority’s approval.

(2) The Authority shall not approve any regulation that violates the provisions of this Act or any other legal regulation, or that fails to conform with other regulations of the exchange or with the regulations of the body providing clearing and settlement services.

(3) The exchange’s internal regulations, and any amendments therein, may be applied following their publication as specified in Subsection (6) of Section 317.

Chapter XXXVII
EXCHANGE TRANSACTIONS
Section 319

(1) An exchange transaction shall mean a contract concluded by a dealer on an exchange market for the instruments and in the manner prescribed in the internal regulations of that market.

(2) An exchange transaction may be a spot, forward or options transaction, or any combination of the above.

(3) An exchange transaction shall be deemed valid if all related data and information are recorded according to the instructions contained in the exchange’s internal regulations, and if confirmed by the clearing house if it is a futures or options transaction.

Section 320

If an exchange transaction entails a commitment for the physical delivery of its object without having defined the term and conditions and the date of settlement, such a commitment shall be performed in the manner and in the time specified in the exchange’s internal regulations (spot transaction).

Section 321

(1) By agreement of the parties, an exchange transaction may stipulate delivery of its object at a future date specified in the exchange’s internal regulations (forward transaction). In this case the exchange transaction shall be deemed operative under the settlement conditions fixed in the exchange’s internal regulations when it is registered and confirmed by the clearing house. The commitment agreed upon in the forward transaction registered by the clearing house shall be performed by the entity acting as a central counterparty on behalf of both parties, in the manner stipulated by the internal regulations of the entity acting as a central counterparty.

(2) The settlement of a forward transaction may be in the form of delivery of the object to which it pertains, by delivery of a warehouse warrant or by cash payment. Physical delivery of the object of the transaction may be subject to full or partial restriction under the relevant clearing and settlement regulations.

Section 322

(1) When the right to purchase specific exchange-traded instruments is granted to a person, such a person shall have the option to exercise this right and purchase the instrument in question (call option). When the right to sell specific exchange-traded instruments is granted to a person, such a person shall have the option to exercise this right and sell the instrument in question (put option).

(2) An option agreement shall specify the exchange-traded instrument to which it pertains, the exercise price, the option premium and the option period (exercise date).

(3) An option may not extend beyond five years from the transaction date. The option may be stipulated to be implemented on a specific date within five years from the transaction date. Any option that is stipulated for a duration of over five years, or for a date beyond five years, or if the term of the option is not fixed shall be null and void. The exchange’s internal regulations may prescribe the duration and the date of an option as consistent with the specific transaction to which it pertains.

(4) An option transaction shall be deemed operative when it is registered and confirmed by the clearing house. The commitment agreed upon in the option transaction registered by the clearing house shall be performed by the entity acting as a central counterparty on behalf of both parties, in the manner stipulated by the internal regulations of the entity acting as a central counterparty.

(5) An obligor of an option transaction cannot be relieved from his contractual commitments by court order.

Section 323

An exchange transaction may be concluded regardless of whether or not the object of the transaction is not owned by the seller. An option or preemption right stipulated in an exchange transaction is transferable, and it may be inherited.

Chapter XXXVIII
SETTLEMENT OF EXCHANGE TRANSACTIONS
Section 324

(1) Settlement of exchange transactions may be carried out by the exchange itself or by independent bodies providing clearing or settlement services or by the central depository.

(2) If settlement is not carried out in the exchange, the exchange must engage the services of a body providing clearing or settlement services or the central depository under contract.

Suspension of Trading on the Exchange
Section 325

(1) An officer empowered in the exchange’s internal regulations may suspend the trading of specific exchange-traded instruments for a maximum period of ten business days, if further trading is not ensured under smooth, transparent and fair conditions, if there is any suspicion that the issuer is in violation of the provisions concerning public disclosure, or if the settlement of transactions in such instruments is not guaranteed. When trading in specific securities is suspended the issuer of such securities shall be notified.

(2) Any suspension ordered by an officer empowered in the exchange’s internal regulations for over three business days shall be subject to the Authority’s prior consent.

Section 326

(1) An officer empowered in the exchange’s internal regulations may suspend the trading of specific types and classes of instruments or all trading activities for maximum one business day, of which the Authority must be advised immediately, if continued trading endangers the rightful interests of investors, the equilibrium of the market or the operation of the exchange.

(2) The Authority may suspend the trading of specific types and classes of instruments or all trading activities for a specific period of time if the prevailing overall financial, economic or political situation does not support order and transparency in trading and continuous and fair trading on the exchange cannot, as a consequence, be maintained.

Section 327

(1) The management of the exchange or the Authority may suspend the trading of specific instruments for maximum thirty days if continued trading is not ensured under transparent and fair conditions, if it endangers the equal treatment and rightful interests of investors, the equilibrium of the market, or if the settlement of transactions in such instruments is not guaranteed. Suspension by the management of the exchange is subject to the Authority’s prior approval if it exceeds three days.

(2) The management of the exchange or the Authority may order the extension of suspension described in Subsection (1), on maximum two additional occasions of thirty days each, if the reasons for suspension have not been eliminated.

(3) The Authority shall suspend the trading of any securities on the exchange as long as the infringement prevails, where the issuer is in violation of the provisions concerning the public offering of securities and public disclosure.

Section 328

The approval of the minister in charge of the money, capital and insurance markets (hereinafter referred to as “minister”) is required for the suspension of all trading on the exchange for a period of over ten business days.

Section 329

(1) The exchange and the Authority shall forthwith notify each other when ordering the suspension of trading and when trading is restored, and shall post a notice to that effect on the Authority’s official website, and on the exchange’s own website as well.

(2) When the reason for suspension is terminated the party ordering the suspension shall take immediate measures to restore trading. When suspension was ordered by the exchange, and it unjustifiably fails to restore trading, the Authority shall restore trading by resolution.

Chapter XXXIX
EXCHANGE FINANCES, INVESTMENT RESTRICTIONS
Section 330

(1) The exchange may not place its free liquid assets into any instrument that is listed and traded on the exchange, exclusive of government securities and shares issued by the exchange or by a clearing house or central depository performing settlement services for the exchange, or issued by a financial holding company that has an interest in the clearing house or the central depository.

(2) The exchange may not place its free liquid assets into securities issued by any of its shareholders with a holding specified in Subsection (2) of Section 307, exclusive of government securities.

(3) An exchange may purchase real estate properties solely to the extent required for its operations.

(4) For the purposes of Subsection (3) above, the real estate property or part of a real estate property which is indispensable for the exchange’s business activities, uninterrupted and smooth operations or is required for providing the employees with services to improve working conditions shall be construed as required for the exchange’s operations.

(5) An exchange may establish a business association or acquire holding in a business association solely if it serves the purposes of exchange market operations or activities auxiliary to exchange market operations.

(6) An exchange may not acquire any holding in a company and may not be a member in a company whereby to invoke unlimited liability for the debts of the company in question, regardless of its percentage of holding.

Chapter XL
PUBLICITY OF EXCHANGE MARKET OPERATIONS
Section 331

(1) The exchange shall facilitate sufficient publicity of exchange information in order to keep exchange dealers and investors properly informed. Publicity may be accomplished by the exchange itself or by another organization under contract.

(2) The exchange shall be entitled to charge a fee for any supply of exchange information if disclosed within the time specified in its internal regulations, or within maximum twenty minutes. Past the timeframe specified in the internal regulations the exchange information shall be made available to the public free of charge.

(3) Regulated markets shall observe the provisions set out in Chapter IV of Commission Regulation (EC) No. 1287/2006 concerning pre-trade and post-trade transparency requirements.

Section 332

(1) The exchange shall notify the Authority and publish it at the same time on the Authority’s official website, and on its own website as well:

a) when commencing operations;

b) when ordering a day off from trading;

c) the names (corporate names) of its shareholders, and their percentages of holding;

d) any changes in the personnel specified under Sections 307-308 and Section 356;

e) when calling its general meeting, including an indication of the agenda, and the resolutions adopted by the general meeting;

f) the audited annual account when approved, and the auditor’s report;

g) any changes in its particulars recorded in the register of companies;

h) if implicated in a judicial supervisory action;

i) in the event of outsourcing any administrative activity to an independent business association.

(2) The exchange shall satisfy the reporting requirement within five days from the day on which the decision is made or the event occurs.

Chapter XLI
TERMINATION OF EXCHANGE MARKET OPERATIONS
Section 333

(1) A public-benefit organization specified in the CIFE may be appointed by the court exclusively as the liquidator or receiver of an exchange market.

(2) The appointed liquidator or receiver must provide for the continuation of exchange market operations for a period of at least six months from the date of appointment.

(3) Open positions from transactions concluded on an exchange market that is terminating operations may be transferred to another exchange market operating in compliance with this Act under the conditions laid down in the regulations on exchange markets and bodies providing clearing or settlement services.

(4) Exchange dealers shall notify their clients in writing of the closure of the exchange at least forty-five days before the last business day on the exchange market terminating its operations. The costs and expenses arising in connection with the transfer of open positions from transactions concluded on the closing exchange market cannot be charged to the clients.

PART TEN
ACTIVITIES OF CLEARING HOUSES AND CENTRAL DEPOSITORIES
Chapter XLII
CLEARING HOUSES
Section 334

The activities of clearing houses shall cover the following services:

a) clearing;

b) financial settlement of transactions under clearing;

c) settlement of transactions under clearing by means other than money (i.e. goods), not including securities;

d) operating facilities for securities lending and borrowing.

Bodies Authorized to Provide Clearing and Settlement Services
Section 335

(1) Of the activities of clearing houses:

a) a specialized credit institution (hereinafter referred to as “clearing house”) may perform all activities specified under Section 334 as its exclusive activity;

b) a company engaged in exchange operations may perform the activities specified in Paragraphs a), c) and d) of Section 334.

(2) A foreign body may provide clearing and settlement services in Hungary by way of a branch.

(3) Apart from clearing services and functions, a clearing house may only engage in the following activities:

a) central depository services;

b) ancillary services defined in Paragraphs a) and b) of Subsection (2) of Section 5 of the IRA;

c) activities specified in Paragraph c) of Subsection (2) of Section 336;

d) central counterparty functions;

e) financial services defined in Paragraphs b) and d) of Subsection (1) of Section 3 of the CIFE;

f) securities lending and/or borrowing;

g) safekeeping and administration of precious metals;

h) settlement of transactions relating to trading in greenhouse gas emission allowance units and other rights of emission of air polluting substances;

i) activities incidental to clearing services and functions, such as:

ia) information technology,

ib) data disclosure,

ic) keeping the register of shareholders,

id) education,

ie) organization and conduct of general meetings,

if) to act as an attorney in fact on behalf of a shareholder as a nominee.

(4) A clearing house may engage in providing the service referred to in Paragraph d) of Subsection (3) of Section 335 only if it is not authorized to perform the services defined in Paragraphs a) and b) of Subsection (3) of Section 335.

(5) Clearing houses shall be entitled to engage in activities outsourced by a central counterparty.

Services Provided by Bodies Providing Clearing or Settlement Services
Section 335/A

(1) Subject to the exceptions set out in Subsection (2) of this Section and in Paragraph i) of Subsection (3) of Section 335, a clearing house may provide services to:

a) exchanges, including foreign exchanges;

b) other bodies providing clearing or settlement services, including foreign bodies providing clearing or settlement services;

c) central depositories, including foreign central depositories;

d) central counterparties, including foreign entities acting as central counterparties;

e) investment firms, including foreign investment firms;

f) credit institutions, including foreign credit institutions;

g) commodity dealers, including foreign commodity dealers;

h) investment fund management companies, including foreign investment fund management companies, only in connection with the investment units they manage;

i) actors in regulated markets as specified by law;

j) issuing houses, including foreign issuing houses;

k) the Hungarian State;

l) agencies managing public funds (Hungarian State property); and

m) the MNB.

(2) A clearing house shall be allowed to provide the service specified in Paragraph b) of Subsection (1) of Section 3 of the CIFE only for the settlement of transactions it has cleared.

(3) A clearing house shall be allowed to engage in the service specified in Paragraph d) of Subsection (1) of Section 3 of the CIFE only in relation to exchange transactions, over-the-counter securities transactions, securities offering, payments made in connection with securities, investment services, activities auxiliary to investment services, payments based on liabilities embodied in securities and similar services, commodity exchange services, and for settlements relating to services provided to a regulated market as specified by law.

Chapter XLIII
CENTRAL DEPOSITORIES
Section 336

(1) Central depository services shall comprise:

a) operating the central register of securities;

b) issuing ISIN codes;

c) creating, retiring and keeping records of dematerialized securities;

d) issuing written instruments for the offering of securities issued in the domestic territory on foreign markets; and

e) issuing written instruments for the offering of foreign securities in the domestic territory.

(2) Apart from the above-specified central depository services, a central depository may engage only:

a) in the ancillary services defined in Paragraphs a) and b) of Subsection (2) of Section 5 of the IRA;

b) in the activity specified in Paragraph a) of Section 334 in connection with the settlement of over-the-counter securities transactions upon payment;

c) in the activity specified in Paragraph c) of Section 334 in connection with settlement by way of securities;

d) in the clearing services specified in Paragraph d) of Section 334;

e) in the activities incidental to clearing services specified in Paragraphs g) and i) of Subsection (3) of Section 335; and

f) in securities lending and/or borrowing operations.

Chapter XLIV
AUTHORIZATION OF CLEARING HOUSES
Section 337

Section 338

(1) A clearing house may commence operations in possession of the Authority’s authorization. The Authority’s authorization shall cover all of the activities specified in Section 334 to the clearing houses mentioned in Paragraph a) of Subsection (1) of Section 335 and the branches referred to in Subsection (2) of Section 335; and for the activities specified in Paragraphs a), c) and d) of Section 334 to an exchange providing clearing or settlement services as specified in Paragraph b) of Subsection (1) of Section 335.

(2) The authorization to provide clearing services by way of the activities specified in Paragraphs a)-e) and g)-i) of Subsection (3) of Section 335 may be granted in a single procedure with the authorization referred to in Subsection (1).

(3) The provisions of the CIFE shall apply to the foundation, operation and supervision of clearing houses subject to the exceptions set out in this Act.

(4) A clearing house may be established if having at least two billion forints in subscribed capital.

(5) Authorization to provide clearing house services shall be granted only to an applicant who is established in the Republic of Hungary and who is able to satisfy the following requirements:

a) must have professional indemnity insurance representing at least one hundred million forints applying to each claim and in aggregate one hundred and fifty million forints per year for all claims;

b) must have an agreement in principle with at least one exchange market for the services to be provided;

c) must have an agreement in principle with at least one investment firm, credit institution and/or commodity dealer for the services to be provided;

d) must have the necessary personnel, equipment, technical and security facilities; and

e) must have the internal regulations prescribed in Section 345;

f) if not engaged in the functions of a central counterparty, must have an agreement in principle with a central counterparty in connection with the commitments for discharging the stock exchange transactions specified in Subsection (1) of Section 321 and in Subsection (4) of Section 322.

(6) An exchange may be authorized to engage in the clearing services and functions specified in Section 334 if it satisfies the requirements specified in Paragraphs c)-e) of Subsection (4) of this Section.

(7) A branch may be authorized to engage in clearing services if the foreign applicant establishing the branch provides proof of having satisfied the requirements laid down in Subsections (4)-(6) above, and:

a) there is a valid and effective international cooperation agreement, based on mutual recognition of supervisory authorities, which covers the supervision of branches between the Authority and the supervisory authority competent for the place where the foreign company is registered;

b) the country in which the applicant is established has legal regulations on money laundering that conform to the requirements prescribed under Hungarian law;

c) the foreign applicant has adopted the internal regulations prescribed by this Act;

d) the foreign applicant provides a statement in which it offers full guarantees for the liabilities incurred by its branch under its corporate name;

e) the foreign applicant has submitted the permit for the foundation of a branch issued by the supervisory authority competent for the place where he is registered, and/or its declaration of approval or acknowledgment;

f) the legal system of the country where the foreign applicant is established guarantees the prudent and sound management of the applicant;

g) the supervisory authority of the country where the applicant is established provides a certificate confirming that the applicant’s seat and its main office is in that country; and

h) the legal system of the country where the foreign applicant is established as laid down in Directive 98/26/EC of the European Parliament and of the Council on settlement finality in payment and securities settlement systems affords a sound legal framework for the finality of settlements in payment and securities settlement systems.

Section 339

Applications for authorization to provide clearing and settlement services shall have the following attached:

a) the charter document, articles of association and certificate of incorporation issued within three months to date for limited companies;

b) a document in proof of payment of the initial capital;

c) agreements in principle with at least one investment firm, credit institution and/or commodity dealer for services to be provided, and with an exchange market operator if the applicant is not engaged in exchange services;

d) an executive summary of the applicant’s organizational and management structure and decision-making and control mechanisms, if they are not contained in the charter document in sufficient detail;

e) executive summary of the clearing services proposed to be performed, in particular clearing and settlement mechanisms and methods, data processing, archiving and data protection solutions;

f) within the scope of Paragraph d) of Subsection (5) of Section 338, a detailed description of the equipment and technical devices available or planned to be purchased, so as to substantiate:

1. that the applicant’s clearing and settlement system has sufficient facilities to ensure accuracy, reliability and transparency,

2. that the applicant’s data management system satisfies the requirements of reliable data protection (storage, archiving, search);

g) internal regulations;

h) scheme of operations for the first three years of operations;

i) a liability insurance policy;

j) a statement on the proposed date for commencing clearing and settlement operations;

k) a list of the executive officers;

l) an agreement in principle with a central counterparty, if the applicant is not engaged in the functions of a central counterparty.

Section 340

(1) The Authority shall have powers to issue, alter and withdraw authorizations for clearing and settlement services. Authorization procedures are conducted in consultation with the MNB to ensure that the clearing and settlement system functions reliably and efficiently. The role of MNB in its capacity as the competent authority shall be governed by the relevant provisions of the APA.

(2) The financial services provided by clearing houses shall be governed by the relevant provisions of the CIFE, and the activities of bodies providing clearing and settlement services auxiliary to investment services shall be governed under Parts Four and Five of this Act, with the exceptions specified in this Part.

(3) The Authority shall withdraw the authorization it has issued to authorize the operations of clearing houses if:

a) it was obtained by misleading the Authority or through any other illegal conduct;

b) the conditions and requirements based on which it was issued are no longer satisfied, and cannot be remedied within a reasonable period of time;

c) the body providing clearing and settlement services fails to commence within six months the activities to which the authorization pertains;

d) the body providing clearing and settlement services retires from the activity to which the authorization pertains;

e) the body providing clearing and settlement services repeatedly or seriously violates the provisions laid down in this Act and in specific other legislation regarding the activity to which the authorization pertains;

f) the authorization of the founder, if the body providing clearing and settlement services is set up as a branch, has been revoked by the supervisory authority responsible for the place where the founder is established.

(4) The Authority shall withdraw the authorization granted under Paragraph d) of Subsection (3) above if the body providing clearing and settlement services has satisfied all its commitments to clients, and if the settlement service provided to an exchange market has been taken over by another body providing clearing and settlement services.

Chapter XLIV/A
AUTHORIZATION OF CENTRAL DEPOSITORIES
Section 340/A

(1) The Authority shall have powers to issue, alter and withdraw authorizations for central depositories to commence operations. The authorization granted by the Authority shall cover all of the activities specified in Subsection (1) of Section 336.

(2) The Authority shall grant authorization to provide central depository services to an applicant who is established in the Republic of Hungary, who is incorporated as a limited company or a clearing house that is not acting as a central counterparty, with at least one billion forints in subscribed capital, and who is able to satisfy the following requirements:

a) must have professional indemnity insurance representing at least one hundred million forints applying to each claim and in aggregate one hundred and fifty million forints per year for all claims;

b) must have the necessary personnel, equipment, technical and security facilities;

c) must have the internal regulations prescribed in Section 350/B.

(3) Authorization procedures are conducted in consultation with the MNB, functioning as the competent authority, to ensure that the clearing and settlement system operates reliably and efficiently.

(4) The Authority’s authorization to provide central depository services by way of the activities specified in Paragraphs a)-d) of Subsection (2) of Section 336 may be granted in a single procedure with the authorization referred to in Subsection (1) above.

(5) The Hungarian branch of a foreign central depository may be authorized to engage in central depository services in Hungary if:

a) the applicant provides proof of having satisfied the requirements laid down in Subsection (2);

b) there is a valid and effective international cooperation agreement, based on mutual recognition of supervisory authorities, which covers the supervision of branches between the Authority and the supervisory authority competent for the place where the foreign company is registered;

c) the country in which the applicant is established has legal regulations on money laundering that conform to the requirements prescribed under Hungarian law, and the legal system of the country where the foreign applicant is established as laid down in Directive 98/26/EC of the European Parliament and of the Council on settlement finality in payment and securities settlement systems affords a sound legal framework for the finality of settlements in payment and securities settlement systems;

d) the applicant has adopted the internal regulations prescribed by this Act;

e) the applicant provides a statement in which it offers full guarantees for the liabilities incurred by its branch under its corporate name;

f) the applicant has submitted the permit for the foundation of a branch issued by the supervisory authority competent for the place where he is registered, and/or its declaration of approval or acknowledgment;

g) the legal system of the country where the applicant is established guarantees the prudent and sound management of the applicant; and

h) the competent supervisory authority of the country where the applicant is established provides a certificate confirming that the applicant’s seat and its main office is in that country.

Section 340/B

Applications for authorization to engage in central depository functions shall have the following attached:

a) for limited companies established in Hungary:

aa) the charter document, articles of association and certificate of incorporation issued within three months to date,

ab) a document in proof of payment of the initial capital,

ac) agreements in principle with at least one investment firm, credit institution or commodity dealer - belonging to the same settlement system - for services to be provided, and with an exchange market operator,

ad) an executive summary of the applicant’s organizational and management structure, decision-making and control mechanisms, if they are not contained in the charter document;

b) documents in proof of compliance with the requirements set out in Subsection (5) of Section 340/A for the Hungarian branch of a foreign central depository;

c) for the purposes of compliance with the provisions of Paragraph b) of Subsection (2) of Section 340/A, a detailed description of the equipment and technical devices available or planned to be purchased, so as to substantiate:

ca) that the applicant’s settlement system has sufficient facilities to ensure accuracy, reliability and transparency in operating a central register of securities according to Paragraphs a) and c) of Subsection (1) of Section 336, and in producing, retiring and keeping records of dematerialized securities,

cb) that the applicant’s data management system satisfies the requirements of reliable data protection (storage, archiving, search);

d) the internal regulations specified in Section 350/B;

e) scheme of operations for the first three years of operations;

f) a liability insurance policy;

g) a statement on the proposed date for commencing central depository operations; and

h) a list of the executive officers.

Section 340/C

(1) The Authority shall revoke the authorization it has issued to authorize the operations of a central depository if:

a) it was obtained by misleading the Authority or through any other illegal conduct;

b) the conditions and requirements based on which it was issued are no longer satisfied, and cannot be remedied within a reasonable period of time;

c) the central depository fails to commence within six months the activities to which the authorization pertains;

d) the central depository repeatedly or seriously violates the provisions laid down in the relevant legal regulations;

e) the competent supervisory authority responsible for the place where the founder is established has revoked the authorization of the branch to engage in central depository activities, or its declaration of approval or acknowledgment for the foundation of the branch.

(2)

Chapter XLIV/B
AUTHORIZATION OF CENTRAL COUNTERPARTIES
Section 340/D

(1) The functions of a central counterparty referred to in Point 83 of Subsection (1) of Section 5 may be performed only as an exclusive activity, with the exception of clearing houses.

(2) The Authority shall have powers to issue, alter and withdraw authorizations for central counterparty activities.

(3) The Authority shall grant authorization to provide central counterparty services to a business association with legal personality, that is established in the Republic of Hungary, and that has:

a) at least twenty million forints in equity capital;

b) professional indemnity insurance representing at least one hundred million forints applying to each claim and in aggregate one hundred and fifty million forints per year for all claims;

c) an agreement in principle with at least one investment firm, credit institution or commodity dealer, and with a clearing house;

d) the necessary personnel, equipment, technical and security facilities; and

e) the internal regulations prescribed in Section 350/E.

(4) Authorization procedures are conducted in consultation with the MNB, functioning as the competent authority, to ensure that the clearing and settlement system operates reliably and efficiently.

(5) The Hungarian branch of a foreign central counterparty may be licensed to engage in central counterparty activities in Hungary if:

a) the applicant provides proof of having satisfied the requirements laid down in Subsection (3);

b) there is a valid and effective international cooperation agreement, based on mutual recognition of supervisory authorities, which covers the supervision of branches between the Authority and the supervisory authority competent for the place where the foreign company is registered;

c) the applicant provides a statement in which it offers full guarantees for the liabilities incurred by its branch under its corporate name;

d) the applicant has submitted the permit for the foundation of a branch issued by the supervisory authority competent for the place where he is registered, and/or its declaration of approval or acknowledgment;

e) the legal system of the country where the applicant is established guarantees the prudent and sound management of the applicant; and

f) the supervisory authority of the country where the applicant is established provides a certificate confirming that the applicant’s seat and its main office is in that country.

Section 340/E

Applications for authorization to engage in central counterparty activities shall have the following attached:

a) the company’s charter document and certificate of incorporation issued within three months to date;

b) document in proof of payment of the equity capital;

c) an agreement in principle with at least one investment firm, credit institution or commodity dealer, and with a clearing house;

d) the internal regulations specified in Section 350/E;

e) an executive summary of the applicant’s organizational and management structure, decision-making and control mechanisms, if they are not contained in the charter document;

f) description of the equipment and technical devices available or planned to be purchased;

g) a liability insurance policy;

h) a scheme of operations for the first three years of operations;

i) a statement on the proposed date for commencing central counterparty operations.

Section 340/F

(1) The Authority shall revoke the authorization it has issued to authorize the operations of a central counterparty if:

a) it was obtained by misleading the Authority or through any other illegal conduct;

b) the conditions and requirements based on which it was issued are no longer satisfied, and cannot be remedied within a reasonable period of time;

c) the central counterparty fails to commence within six months the activities to which the authorization pertains;

d) the central counterparty ceases the activity to which the authorization pertains;

e) the central counterparty repeatedly or seriously violates the relevant provisions laid down in this Act and in other legal regulations;

f) the competent supervisory authority responsible for the place where the founder is established has revoked the authorization of the parent of a branch set up as a body providing clearing or settlement services.

(2) Under Paragraph d) of Subsection (1), the Authority shall withdraw the authorization it has issued to authorize operations when the central counterparty has discharged all its commitments toward clients, or if its contractual liabilities in connection with the commitments for discharging the stock exchange transactions specified in Subsection (1) of Section 321 and in Subsection (4) of Section 322 are carried forward by another central counterparty or by a clearing house.

Chapter XLV
PROVISIONS CONCERNING THE ACQUISITION OF A PARTICIPATING INTEREST IN A CENTRAL DEPOSITORY
Section 341

(1) Subject to the exception set out in Subsection (2), a participating interest in a central depository may be acquired by:

a) the MNB;

b) other bodies engaged in central depository activities, including foreign central depositories;

c) bodies engaged in exchange operations, including foreign bodies engaged in exchange operations;

d) credit institutions, including foreign credit institutions;

e) investment firms, including foreign investment firms;

f) bodies providing clearing and settlement services, including foreign bodies providing clearing and settlement services;

g) financial holding companies specified in the CIFE.

(2) The Hungarian State, or an economic operator in which the Hungarian State has a majority interest, shall maintain a minimum holding of fifty per cent plus one vote in the central depository.

Section 342

(1) Any person acquiring a qualifying interest in the central depository, or increasing his existing share up to twenty-five, thirty-three, fifty, seventy-five, ninety or one hundred per cent shall, within two working days, notify its acquisition of qualifying interest:

a) to the Authority;

b) to the body providing clearing and settlement services with which the central depository has a live agreement.

(2) Any person holding an interest in the central depository in the measure specified in Subsection (1) above, whose percentage of holding has dropped below the twenty-five, thirty-three, fifty, seventy-five or ninety per cent, or if terminated altogether, shall be required to notify:

a) the Authority;

b) the body providing clearing and settlement services with which the central depository has a live agreement;

within two working days, and shall indicate the percentage of holding remaining at the time of notification.

(3) The central depository shall notify the Authority within two working days if it receives any information concerning any acquisition or disposal of its shares in the measure specified in Subsections (1) and (2) of this Section and simultaneously publish it on the Authority’s official website, and on its own website as well.

Chapter XLVI
CONFLICT OF INTEREST
Section 343

(1) Any person in the employment of the central depository, a body providing clearing and settlement services or a central counterparty under contract or otherwise:

a) may not be in the employment, under contract or otherwise; and

b) may not hold an executive office at an investment firm, credit institution at any client of the central depository, at the clients of bodies providing clearing and settlement services or at any client of a central counterparty, nor at the issuers of securities which are listed on a regulated market, other than the financial holding companies holding a participating interest in a depository, a body providing clearing and settlement services or the central counterparty.

(2) Any person in the employment of a central depository, a body providing clearing and settlement services or a central counterparty under contract or otherwise may not have any direct holding in an investment firm, credit institution, a body providing clearing and settlement services or in a central counterparty, exclusive of the acquisition of securities which are admitted to trading on a regulated market.

Chapter XLVII
PROVISIONS RELATING TO THE SERVICES OF BODIES PROVIDING CLEARING AND SETTLEMENT SERVICES
Service Obligation of Bodies Providing Clearing and Settlement Services
Section 344

(1) A body providing clearing and settlement services shall enter into a contract with a person who:

a) meets the requirements fixed in the internal regulations of the body providing clearing and settlement services in terms of financial stability;

b) agrees to supply data and information as required;

c) has the equipment and technical facilities prescribed in the internal regulations of the body providing clearing and settlement services; and

d) agrees to abide by the internal regulations of the body providing clearing and settlement services.

(2) All contracts for clearing or settlement services must be made in writing.

Rules and Regulations Required for Clearing Operations
Section 345

(1) The clearing and settlement services under Section 334, the services which may be provided in addition to clearing and settlement services under Subsection (3) of Section 335, the ancillary services specified in Paragraph a) of Subsection (2) of Section 336, and the functions of a central counterparty may be provided as governed by standard service agreements and other regulations, which are to be approved by the Authority.

(2) The standard service agreements and internal regulations of clearing houses as referred to in Subsection (1) above shall contain provisions to govern:

a) the commencement and termination of client relationships, and the financial and technical conditions to be satisfied by the clients;

b) clearing and settlement procedures;

c) the criteria and rules concerning money accounts;

d) the lending and borrowing of money and securities;

e) risk management mechanisms;

f) the creation and appropriation of mandatory provisions;

g) the rules for commitments in connection with the settlement of exchange transactions;

h) the procedures for the setting up, use and administration of collateral accounts;

i) the data and information to be disclosed by clients to the clearing house, and the manner in which to provide them;

j) the disciplinary actions to be applied by the clearing house, as well as any legal recourse available;

k) the rules on investment-related activities permitted for the executive officers and employees of the clearing house;

l) the fees charged by the clearing house for services rendered to clients;

m) securities lending and/or borrowing regulations;

n) the requirements set out in Paragraphs b), c) and e) of Subsection (2) of Section 350/B in the case of clearing houses engaged in central depository activities;

o) the requirements set out in Paragraph b) of Subsection (2) of Section 350/E in the case of clearing houses engaged in central counterparty activities.

(3) In connection with the settlement of transactions, a date must be specified in the standard service agreement or in other internal regulations following which an instruction for clearing or settlement cannot be withdrawn.

(4) The standard service agreements and other internal regulations of a body providing clearing and settlement services may not contain any provisions in contradiction of the principle of equal treatment among its clients.

(5) The body providing clearing and settlement services shall present the draft versions of its standard service agreement and other internal regulations for endorsement to the exchange for which it provides settlement services under contract.

(6) The Authority shall have powers to issue, alter and withdraw authorizations for the application of the standard service agreement and other internal regulations of a body providing clearing and settlement services. Authorization procedures are conducted in consultation with the MNB to ensure that the clearing and settlement system functions reliably and efficiently.

(7) The Authority shall refuse to grant authorization if:

a) the standard service agreement or other internal regulation violates the provisions of this Act or any other legislation;

b) the regulation fails to conform with the standard service agreement or with other regulations;

c) the MNB refused to consent in its capacity as the competent authority.

(8) Bodies providing clearing and settlement services shall publish their standard service agreement as well as any amendments thereto following approval by the Authority on the Authority’s official website, and on their own website as well. Bodies providing clearing and settlement services may forego the publication of the regulations referred to in Paragraphs e) and l) of Subsection (2).

(9) The standard service agreement and other internal regulations of bodies providing clearing and settlement services shall enter into effect following their publication as specified in Subsection (6) above.

(10) In justified cases the Authority may postpone the operative date of internal regulations, or their amendments by maximum thirty days from the deadline referred to in Subsection (9).

(11) The internal regulations of the clearing house may be contested in court if they violate the provisions of this Act or any other legal regulation.

Special Regulations Concerning Clearing and Settlement Operations
Section 346

(1) In security for the settlement of transactions the clearing house shall operate a guarantee system - governed by its internal regulations - under which it may demand guarantees in the form of collateral accounts, mandatory provisions and other pledges. According to the procedure laid down in the clearing house’s regulations, where financial collateral is blocked on behalf of the beneficiary, it shall be considered delivered in accordance with Subsection (2) of Section 270 of the Civil Code.

(2) The financial instruments recorded separately on the accounts of clients maintained by the clearing house or the central depository provided in the manner and in the measure stipulated by the regulations of the body providing clearing and settlement services in security for the settlement of transactions, shall serve to ensure the settlement of transactions.

(3) In the event of non-compliance on the part of a client of the body providing clearing and settlement services, all financial instruments recorded by the body providing clearing and settlement services or the central depository as the property of the said client shall serve to cover his transactions. Regarding the creation and appropriation of collateral accounts the provisions on security shall apply.

(4) When the collateral specified in this Section has been enforced, the body providing clearing and settlement services shall advise the client in question to supplement it without delay. Collateral shall be supplemented from any revenues of the client in priority before any other liability.

Section 347

(1) The clearing corporation must handle and keep records of all investment instruments and liquid assets of investment firms, credit institutions and commodity dealers, and those of their clients, separately from one another and from its own assets.

(2)

(3) It is not mandatory for a clearing house to join the National Deposit Insurance Fund or the Investor Protection Fund.

Section 348

(1) A clearing house shall be entitled to operate the collateral accounts created for risk management according to the instructions laid down in its regulations.

(2) Subject to mandatory measures specified in its regulations, a clearing house may finance the full purchase price of shares carrying the right to participate in company capital.

Section 349

A body providing clearing and settlement services may operate a securities lending and/or borrowing system under the rules laid down in its internal regulations. In connection with securities lending arrangements concluded under the system operated by a body providing clearing and settlement services the parties may deviate from the terms and conditions prescribed under Subsections (3) and (4) of Section 168.

Section 350

(1) A body providing clearing and settlement services must create provisions to cover any future losses. The form and extent of such provisions concerning clearing houses shall be governed by the provisions of the CIFE.

(2)

Chapter XLVII/A
PROVISIONS RELATING TO THE SERVICES OF THE CENTRAL DEPOSITORY
Service Obligation of the Central Depository
Section 350/A

(1) A central depository shall enter into a contract with a person who:

a) meets the requirements fixed in the internal regulations of the central depository in terms of financial stability;

b) agrees to supply data and information as required;

c) has the equipment and technical facilities stipulated in the internal regulations of the central depository; and

d) agrees to abide by the internal regulations of the central depository.

(2) All contracts for the services of the central depository must be made in writing.

(3) The central depository shall enter into a contract with any potential client who satisfies the requirements laid down in other legal regulations.

Rules and Regulations Required for the Operations of the Central Depository
Section 350/B

(1) The central depository services referred to in Subsection (1) of Section 336, the activities auxiliary to investment services and other activities listed in Subsection (2) of Section 336 shall be provided as governed by the internal regulations specified in Subsection (2), which are to be approved by the Authority. Any amendment to these regulations shall be made in due observation of the provisions under which they are to be adopted.

(2) The internal regulations of the central depository shall contain provisions to govern:

a) the commencement and termination of client relationships, and the financial and technical conditions to be satisfied by the clients;

b) the criteria and rules concerning central securities accounts;

c) the data and information to be disclosed by clients to the central depository, and the manner in which to provide them;

d) the disciplinary actions to be applied by the central depository, as well as any legal recourse available;

e) the rules under which deposit services are provided;

f) the fees charged by the central depository for services rendered to clients; and

g) securities lending and/or borrowing regulations.

(3) In connection with the settlement of transactions, a date must be specified in the standard service agreement or in other internal regulations following which an instruction for clearing or settlement cannot be withdrawn.

(4) The standard service agreements and other internal regulations of the central depository must ensure compliance with the principle of equal treatment relating to its clients.

(5) The Authority shall have powers to issue, alter and withdraw authorizations for the application of the internal regulations referred to in Subsection (2) above. Authorization procedures are conducted in consultation with the MNB to ensure that the clearing and settlement system functions reliably and efficiently.

(6) The Authority shall refuse to grant authorization if:

a) the internal regulation violates the provisions of this Act or any other legislation;

b) the internal regulation fails to conform with other regulations;

c) the MNB refused to consent in its capacity as the competent authority.

(7) Upon receipt of authorization from the Authority, the central depository shall take measures to have the internal regulations referred to in Subsection (2) published on the Authority’s official website, and on its own website as well.

(8) In justified cases the Authority shall have powers to postpone the operative date of internal regulations, or their amendments by maximum thirty days from the deadline referred to in Subsection (7).

(9) The internal regulations of the central depository may be contested in court if they violate the provisions of this Act or any other legal regulation.

Special Regulations Concerning Central Depository Operations
Section 350/C

(1) In security for the settlement of transactions the central depository may prescribe guarantees in its internal regulations. According to the procedure laid down in the central depository’s internal regulations, where a financial collateral is blocked on behalf of the beneficiary it shall be considered delivered in accordance with Subsection (2) of Section 270 of the Civil Code.

(2) The financial instruments recorded separately on the accounts of clients maintained by the central depository shall serve to ensure the settlement of transactions.

(3) In the event of non-compliance on the part of a client of the central depository, all financial instruments recorded by the central depository or a clearing house as the property of the said client shall serve to cover his transactions.

(4) When the collateral specified in this Section has been enforced, the central depository shall advise the client in question to supplement it without delay. Collateral shall be supplemented from any revenues of the client in priority before any other liability.

Chapter XLVII/B
PROVISIONS RELATING TO THE SERVICES OF CENTRAL COUNTERPARTIES
Service Obligation of Bodies Functioning as Central Counterparties
Section 350/D

(1) The central counterparty shall enter into a contract with a person who:

a) meets the requirements fixed in the internal regulations of the central counterparty in terms of financial stability;

b) agrees to supply data and information as required;

c) has the equipment and technical facilities stipulated in the internal regulations of the central counterparty; and

d) agrees to abide by the internal regulations of the central counterparty.

(2) All contracts for the central counterparty’s services must be made in writing.

Internal Regulations Required for the Activities of the Central Counterparty
Section 350/E

(1) Central counterparty services may be provided as governed by the internal regulations defined in Subsection (2), which are to be approved by the Authority.

(2) The internal regulations referred to in Subsection (1) shall contain provisions to govern:

a) the commencement and termination of client relationships, and the financial and technical conditions to be satisfied by the clients;

b) the rules for commitments in connection with the settlement of transactions;

c) risk management mechanisms;

d) the creation and appropriation of mandatory provisions;

e) the procedures for the setting up, use and administration of collateral accounts;

f) the data and information to be disclosed by clients to the central counterparty, and the manner in which to provide them;

g) the disciplinary actions to be applied by the central counterparty, as well as any legal recourse available;

h) the fees charged for services rendered to clients.

(3) The internal regulations of the central counterparty must ensure compliance with the principle of equal treatment among its clients.

(4) The Authority shall have powers to issue, alter and withdraw authorizations for the application of the internal regulations referred to in Subsection (2) above. Authorization procedures are conducted in consultation with the MNB to ensure that the clearing and settlement system functions reliably and efficiently.

(5) The Authority shall refuse to grant authorization if:

a) the internal regulation violates the provisions of this Act or any other legislation;

b) the internal regulation fails to conform with other regulations;

c) the MNB refused to consent in its capacity as the competent authority.

(6) Upon receipt of the Authority’s authorization, the central counterparty shall take measures to have the internal regulations referred to in Subsection (2) published on the Authority’s official website, and on its own website as well.

(7) In justified cases the Authority shall have powers to postpone the operative date of internal regulations, or their amendments by maximum thirty days from the deadline referred to in Subsection (6).

(8) The internal regulations of the central counterparty may be contested in court if they violate the provisions of this Act or any other legal regulation.

Special Regulations Concerning Central Counterparty Operations
Section 350/F

(1) In security for the settlement of transactions conducted under its guarantees, the central counterparty shall operate guarantee schemes as governed in its internal regulations, under which it may demand guarantees in the form of collateral accounts, mandatory provisions and other pledges. According to the procedure laid down in the central counterparty’s internal regulations, where a financial collateral is blocked on behalf of the beneficiary, it shall be considered delivered in accordance with Subsection (2) of Section 270 of the Civil Code.

(2) The financial instruments shown separately on the accounts of clients maintained by the body providing clearing and settlement services, or by the central depository provided in the manner and in the measure stipulated by the internal regulations of the central counterparty in security for the settlement of transactions, shall serve to ensure the settlement of transactions.

(3) In the event of non-compliance on the part of a client of the central counterparty, all financial instruments recorded by the body providing clearing and settlement services or the central depository as the property of the said client shall serve to cover his transactions. Regarding the creation and appropriation of collateral accounts the provisions on security shall apply.

(4) When the collateral specified in this Section has been enforced, the central counterparty shall advise the client in question to supplement it without delay. Collateral shall be supplemented from any revenues of the client in priority before any other liability.

(5) The central counterparty shall be entitled to outsource the activities connected to its services where information technology is involved. In the event if these duties are outsourced to a person who is able to satisfy the requirements prescribed for the central counterparty, compliance with these requirements shall be monitored at the person liable to perform the outsourced activities.

Chapter XLVIII
INVESTMENT REGULATIONS
Section 351

(1) The body providing clearing and settlement services, the central depository and the central counterparty may not acquire any holding in a company and may not be a member in a company whereby to invoke unlimited liability for the debts of the company in question, regardless of its percentage of holding.

(2) With the exception specified in Subsection (3), the central depository may acquire any direct holding only in connection with its operations:

a) in financial institutions, including foreign financial institutions;

b) in investment firms, including foreign investment firms;

c) in bodies engaged in exchange operations, including foreign exchanges;

d) in bodies providing clearing and settlement services, in other central depositories or bodies acting as a central counterparty, including foreign bodies providing clearing and settlement services or acting as central depositories or as central counterparties;

e) in associated enterprises that may have a participating interest exclusively in financial institutions, investment firms, exchanges, central depositories, clearing houses and exchanges, and bodies engaged in central counterparty activities.

(3) The central depository shall be entitled to acquire ownership of publicly issued securities if it is for the purpose of issuing secondary securities.

(4) The central depository shall alienate any share it has acquired in exchange for a client’s debt to the central depository within one year.

(5) The central depository may invest its free liquid assets from its own capital into:

a) government securities issued by Member States of the European Union or OECD Member States;

b) debt securities issued by credit institutions established in Member States of the European Union or in OECD Member States;

c) deposits placed in the MNB and in credit institutions established in Member States of the European Union or in OECD Member States; and

d) repurchase agreements.

Data Management and Confidentiality
Section 352

(1) In order to attend to their duties prescribed in this Act, the central depository, bodies providing clearing and settlement services and the central counterparty shall be entitled to process personal data in connection with any transaction to which it is a party.

(2) The central depository, bodies providing clearing and settlement services and the central counterparty shall be entitled to exchange personal data which they are authorized to process under this Section to the extent necessary to attend to their duties prescribed in this Act.

(3) In the course of their activities, the central depository, the central counterparty and bodies providing clearing and settlement services shall observe all regulations pertaining to business secrets, bank secrets, securities secrets, insider dealing and market manipulation.

(4) The central depository, the central counterparty and bodies providing clearing and settlement services shall notify the Authority immediately of any conduct they detect in their official capacity, that violates the provisions of this Act and other legal regulations decreed by authorization conferred under this Act.

Outsourcing
Section 352/A

(1) In due observation of what is contained in Subsections (2)-(5) of this Section and in Sections 352/B and 352/C, the central depository, bodies providing clearing and settlement services and central counterparties (for the purposes of Sections 352/A-352/C hereinafter referred to as “firm”) shall be authorized to outsource their activities or services.

(2) Outsourcing shall comply with the following conditions:

a) the outsourcing must not result in the delegation by senior management of its responsibility;

b) the relationship and obligations of the firm towards its clients must not be altered, and the firm’s commitments prescribed in this Act toward its clients must not be undermined; and

c) none of the other conditions subject to which the firm’s authorization was granted in accordance with this Act must be removed or modified.

(3) In connection with the outsourcing to a service provider of any activity governed under this Act, or any critical operational functions, the outsourcing firm must ascertain that the following conditions are satisfied:

a) the service provider must have the ability and capacity, in terms of personnel, equipment and technical facilities, and any authorization required by law to perform the outsourced functions, services or activities reliably and professionally, and have satisfied the prescribed notification requirements;

b) the service provider must introduce adequate organizational arrangements and operating procedures necessary to perform the outsourced functions effectively and manage the risks associated with the outsourcing and must supervise those functions and manage those risks;

c) the service provider must introduce adequate organizational arrangements and operating procedures necessary to ensure the protection of confidential information, obtained and used in connection with performing the outsourced functions, relating to the firm and its clients, and to prospective clients and other parties;

d) the service provider must introduce adequate organizational arrangements and operating procedures and must have the ability and capacity, in terms of personnel and equipment, necessary to supply data and information to the firm that may be required by the competent supervisory authority, in compliance with formal and time requirements; and

e) the service provider must maintain a contingency plan laying down procedures for disaster recovery and periodic testing of backup facilities.

(4) The firm may enter into an agreement for the outsourcing of critical operational functions only with a service provider that is able to satisfy the conditions set out in Subsection (3).

(5) In connection with the outsourcing of the activities or services specified in Subsection (1) to a person or organization located in a third country, the firm must ensure that the prospective service provider is able comply with the requirements set out in Subsection (3) and that the following conditions are satisfied:

a) the service provider must be authorized or registered in its home country to provide that service and must be subject to prudential supervision; and

b) there must be an appropriate cooperation agreement between the Authority and the supervisory authority of the service provider.

(6) In the application of Subsections (3) and (4), an operational function shall be regarded as critical if a defect or failure in its performance would materially impair the continuing compliance of the firm with the obligations of its authorization under this Act, or its financial performance, or the soundness or the continuity of its investment services and activities.

(7) The following functions shall not be considered as critical for the purposes of Subsections (3) and (4):

a) provision of legal advice;

b) the training and continuing education of personnel;

c) billing services;

d) security services provided concerning the firm’s premises and personnel;

e) standardized services, including market information services;

f) the provision of price feeds.

Section 352/B

(1) Outsourcing arrangements must be made in writing.

(2) The outsourcing arrangement shall specify:

a) the duration of outsourcing;

b) the rights and obligations of the parties;

c) the outsourced functions.

(3) The rights and obligations referred to in Paragraph b) of Subsection (2) fixed in the outsourcing arrangement shall inter alia cover:

a) the frequency and methods established for assessing the standard of performance of the service provider of the outsourced activities in accordance with Paragraphs a)-e) of Subsection (3) of Section 352/A;

b) the rules to take appropriate measures to address any deficiencies revealed by the assessment specified in Section 352/C;

c) the procedure concerning the supply of data and information to the firm that may be required by the competent supervisory authority specified in Paragraph d) of Subsection (3) of Section 352/A;

d) the service provider’s obligation to cooperate with the competent supervisory authority; and

e) the procedure for the service provider to disclose any development that may have a material impact on its ability to carry out the outsourced functions in accordance with Paragraphs a)-e) of Subsection (3) of Section 352/A.

Section 352/C

(1) The firm, with a view to ascertain the service provider’s ability to perform the functions specified in the outsourcing arrangement shall:

a) assess on an ongoing basis the service provider’s compliance with the requirements set out in Paragraphs a)-e) of Subsection (3) of Section 352/A; and

b) prepare a report each calendar year, before 31 May of the following year, covering the requirements referred to in Paragraph a), with the contents specified in specific other legislation, and shall send it to the Authority at the same time.

(2) Where the firm finds any breach of the outsourcing arrangement, in consequence of which the requirements set out in Paragraphs a)-e) of Subsection (3) of Section 352/A are not satisfied, the firm:

a) shall advise the outsourcing service provider to carry out the functions as contracted; or

b) shall terminate the outsourcing arrangement in the event of the service provider’s failure to comply.

(3) The firm must be able to terminate the outsourcing arrangement according to Paragraph b) of Subsection (2) without detriment to the continuity and quality of its provision of services to clients.

Chapter XLIX
LIQUIDATION OF BODIES PROVIDING CLEARING AND SETTLEMENT SERVICES, CENTRAL DEPOSITORIES AND ENTITIES ACTING AS CENTRAL COUNTERPARTIES
Section 353

(1) The liquidation of clearing houses shall be carried out in accordance with the provisions on the liquidation of credit institutions, subject to the exceptions set out in Subsections (2)-(3).

(2) The security and collateral referred to in Section 346 and in Section 350/F held by a body providing clearing and settlement services or a central counterparty that are subject to liquidation shall not comprise a part of the assets of the body providing clearing and settlement services or the central counterparty for the purposes of liquidation.

(3) By way of derogation from the provisions of Section 57 of the Bankruptcy Act governing the sequence of the satisfaction of claims, account-related claims against a body providing clearing and settlement services or a central counterparty shall be satisfied following the satisfaction of liquidation costs.

(4) As regards the liquidation of the central depository, the securities deposited by clients with the central depository, and the securities in the clients’ securities accounts and custody accounts shall not comprise a part of the assets of the central depository. Any money claim of a client arising during the liquidation proceeding shall be treated the same as the claim represented in the security, which it replaces. The collateral referred to in Section 350/C held by the central depository that is subject to liquidation shall not comprise a part of the assets of the central depository for the purposes of liquidation.

(5) If any part of the assets of clients referred to in Subsection (4) above cannot be returned to the clients, these claims shall be satisfied from the central depository’s assets following the satisfaction of liquidation charges, by way of derogation from the provisions of Section 57 of the Bankruptcy Act governing the sequence of the satisfaction of claims.

(6) The provisions contained in Subsections (4) and (5) shall not apply in respect to the securities and liquid assets belonging to a person holding a qualifying interest in the central depository or to an executive officer of the central depository.

(7) As regards the administration of secondary securities in a liquidation proceeding, the principal securities shall be treated as if they were deposited by the clients as their own securities, and shall not be included in the liquidation proceedings.

(8) Regarding the liquidation of the central depository, the liabilities arising in connection with any subordinated loan capital and junior subordinated loan capital specified under Schedule No. 5 of the CIFE shall be satisfied after settlement of the debt specified in Paragraph g) of Subsection (1) of Section 57 of the Bankruptcy Act.

Chapter L
SPECIAL REGULATIONS PERTAINING TO THE ACTIVITIES OF CENTRAL DEPOSITORIES
Section 354

(1) The central depository may operate a securities lending and/or borrowing system under the rules laid down in its internal regulations. In connection with securities lending arrangements concluded under the system operated by the central depository the parties may derogate from the terms and conditions prescribed under Subsections (3) and (4) of Section 168.

(2) The ISIN code shall be obtained by the issuer in the case of securities, and in the case of other exchange-traded instruments, by the operator of the exchange market where it is listed.

PART ELEVEN
COMMON PROVISIONS CONCERNING THE OPERATIONS OF BODIES ON THE CAPITAL MARKETS
Chapter LI
REGISTER OF SHAREHOLDERS
Section 355

(1) The management body of the investment firm shall keep a register of shareholders on the shares and shareholders of investment firms, commodity dealers incorporated as limited companies, investment fund management companies, the exchange, bodies providing clearing and settlement services and the central depository that shall inter alia contain the following information:

a) the shareholders’ name, address, mother’s name, and citizenship for natural persons, the registered address for legal persons and business associations lacking the legal status of a legal person;

b) if a share is held by more than one person, the information of the owners and their representative as set forth in Paragraph a);

c) the code, series and face value of the shares;

d) the type of shares;

e) the date of acquisition;

f) the date when recorded in the register of shareholders;

g) the date of overstamping;

h) the date when the share is retired and destroyed; and

i) the registration number and date of the resolution of the Authority related to the acquisition of the holding.

(2) The register of shareholders must be maintained so as to permit easy identification of any and all changes, modifications, deletions or corrections, the name of the person making an entry and the legal title and date of entry.

(3) The register of shareholders of investment firms, exchanges and bodies providing clearing and settlement services shall have an appendix attached in which to record information for future identification of persons having an indirect holding of five percent or more in the investment firm, exchange or body providing clearing and settlement services. Any person having or acquiring an indirect holding in an investment firm, exchange or body providing clearing and settlement services of five per cent or more shall be required to supply all relevant information for identification to notify the investment firm, exchange or the body providing clearing and settlement services concerned regarding the acquisition of such indirect holding, and any changes therein, in the investment firm, exchange or body providing clearing and settlement services.

(4) Any shareholder who fails to comply with the provision laid down in Subsection (3) above shall not be permitted to exercise his voting right for the entire duration of non-compliance by virtue of this Act.

Requirements Concerning Executive Employees and Shareholders with a Qualifying Interest
Section 356

(1) The persons nominated to be elected or appointed as executive officers of investment fund management companies, regulated markets, the exchange, bodies providing clearing and settlement services and of the central depository:

a) must have a college or university degree;

b) must have at least three years of managerial experience in the fields of finance or economics;

c) shall have no prior criminal record;

d) shall not be subject to the disqualifying factors listed under Section 357.

(2) Any person elected an executive employee to effectively direct the business operations of a financial holding company or a mixed financial holding company must satisfy the conditions set out in Subsection (1) of this Section.

Section 357

(1) In the application of Sections 308 and 359 and of Points 1-4 of Schedule No. 11, the following disqualifying factors shall apply to any person who:

a) has or has had a direct or indirect interest of ten per cent or more, or has held an executive office in an institution that falls within the scope of supervision of the Authority and has become insolvent during the previous five years, or that was rescued from insolvency by intervention of the Authority, or if the authorization of such institution has been revoked by the Authority, and who was found personally liable for the above-specified developments by decision of a disciplinary forum;

b) has repeatedly engaged in any serious violation of the provisions of acts and other legal regulations adopted by authorization conferred by such acts governing the duties of the Authority, in consequence of which the Authority or another authority or court has imposed sanctions by final decision or judgment within five years previously, or has been reprimanded by the ethics committee of an exchange or other similar organization for breach of the code of ethics within five years previously;

c) refuses to voluntarily supply the information required for an authorization procedure in connection with his acquisition of a holding, if such information cannot be obtained from the authorities of the country of residence or corporate domicile.

(2) The sanction or penalty referred to in Paragraph b) of Subsection (1) above shall be taken into consideration only if imposed against the same person at least three times within the preceding five-year period.

(3) If a person who falls within the scope of Subsection (1) of this Section has been indicted by the public prosecutor for any criminal conduct specified under Titles VII and VIII of Chapter XV and under Chapters XVII and XVIII of the Criminal Code, or has been indicted by the competent supervisory authority of a foreign country for a property or economic crime that is punishable under Hungarian law, until the conclusion of the criminal proceedings:

a) the person in question shall be suspended from the position he holds under Points 1-4 of Schedule No. 11 at an investment fund management company, regulated market, the exchange or a body providing clearing and settlement services, and such person shall be suspended from any executive office held at an exchange or body providing clearing and settlement services;

b) the Authority shall grant the authorization referred to in Subsection (2) of Section 307 and Subsection (2) of Section 343 with the owner’s voting right suspended, provided if all other requirements are satisfied.

(4) The disqualifying factors specified in Subsections (1)-(3) above shall also apply to the applicant’s activities in foreign countries.

(5)

Audit
Section 358

(1) An investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services or the central depository may only appoint a certified auditor or registered statutory auditor (audit firm) if they satisfy the requirements specified below in addition to the conditions prescribed in the Companies Act pertaining to auditors and:

a) the auditor (audit firm) must have a certificate to audit financial institutions or investment firms;

b) the appointed auditor must not have any direct or indirect holding in the investment fund management company, venture capital fund management company, the exchange, in the body providing clearing and settlement services or in the central depository;

c) the appointed auditor must not have any outstanding debt owing to the investment fund management company, venture capital fund management company, the exchange, the body providing clearing and settlement services or the central depository; and

d) the investment fund management company, venture capital fund management company, the exchange, the body providing clearing or settlement services, the central depository, or any of their owners holding a qualifying interest must not have any direct or indirect holding in the audit firm.

(2) Fund management company must commission the services of an auditor to review the annual account of the investment fund they manage. The auditor commissioned by a fund management company shall also inspect the fund management company’s compliance with the provisions laid down in the fund’s management protocol.

(3) A fund management company may only commission for the duties specified in Subsection (2) above a certified auditor or registered statutory auditor (audit firm) who satisfies the requirements specified below:

a) the auditor (audit firm) must have a certificate to audit financial institutions or investment firms;

b) the appointed auditor must not have any direct or indirect holding in the investment fund management company;

c) the appointed auditor must not have any debt owing to the investment fund management company; and

d) the investment fund management company or any of its owners with a qualifying holding must not have any direct or indirect holding in the audit firm.

(4) The restrictions specified in Paragraphs b)-c) of Subsection (1) and in Paragraphs b)-c) of Subsection (3) shall also apply to the close relatives of the auditors.

(5) The term of the auditor of an investment fund management company, an investment fund, an exchange or a body providing clearing and settlement services, if a natural person, shall be limited to five years, and it may not be renewed. An auditor employed or contracted by an audit firm may audit the books of the same investment fund management company, the same investment fund, and the same exchange or body providing clearing and settlement services for a maximum period of five years.

(6) Above and beyond the provisions of Subsections (1) and (3), an auditor who is a natural person shall be subject to additional restrictions, namely, that such an auditor shall be permitted to audit the books of a maximum of five of the same kind of institution or five investment funds at any given time and, furthermore, that his income (revenue) from any one institution or any one investment fund may not be greater than thirty per cent of his annual income. The income (revenue) of an auditor from credit institutions, financial institutions, investment firms, investment fund management companies, exchanges or bodies providing clearing and settlement services controlled by the same group or his income (revenue) from investment funds managed by managers that are controlled by the same group may not be greater than sixty per cent of his annual income (revenue).

(7) Above and beyond the provisions of Subsections (1) and (3), audit firms shall be subject to additional restrictions, namely, that any auditor in the employ of an audit firm - who satisfies the requirements set out in Subsections (1) and (3) - shall be permitted to audit the books of maximum five institutions of the like or five investment funds at any given time, and its income from any one institution or any one investment fund may not exceed ten per cent of its net annual income. The income of an audit firm from credit institutions, financial institutions, investment firms, investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services or from the central depository controlled by the same group, or from investment funds managed by investment fund management companies controlled by the same group, may not exceed thirty per cent of its net annual revenues.

Section 359

Section 360

(1) The auditor appointed by an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services or the central depository, or commissioned by an investment fund management company to audit the books of the investment fund it manages, shall forthwith notify the Authority - in writing - at the same time that he notifies the audited institution or the fund management company of the results of his audit if he finds facts on the basis of which:

a) the books cannot be endorsed or endorsement can only be granted subject to certain conditions, or he is compelled to refuse endorsement altogether;

b) the auditor notices circumstances that imply a criminal act or any severe violation of the internal regulations of the investment fund management company, venture capital fund management company, the exchange, the body providing clearing and settlement services or the central depository, or of the fund’s management protocol of the investment fund or venture capital fund, or the distinct possibility of these;

c) the auditor notices circumstances that imply infringement of the provisions of this Act and other statutory provisions, or of regulations decreed by the MNB, or of the internal regulations of the exchange, the body providing clearing and settlement services or the central depository;

d) it is deemed that the investment fund management company, venture capital fund management company, the exchange, body providing clearing and settlement services or the central depository is unable to meet its liabilities and commitments, or safeguard the assets entrusted to it;

e) it is deemed that the investment fund management company’s activities or the venture capital fund management company’s activities fail to guarantee the investors’ interest;

f) the auditor ascertains that there are serious deficiencies or insufficiencies in the internal control regime of the investment fund management company, venture capital fund management company, the exchange, body providing clearing and settlement services or in the central depository;

g) a considerable difference of opinion has emerged between the auditor and the management of the investment fund management company, venture capital fund management company, the exchange, the body providing clearing and settlement services or the central depository regarding issues affecting the solvency, income, data disclosure or accounting of the investment fund management company, venture capital fund management company, the exchange, the body providing clearing and settlement services or the central depository, which are essential from the point of view of the institution’s operations.

(2)

(3) Over and above the cases defined under Subsection (1):

a) the auditor shall have the right to consult with the Authority, and to convey the findings of his audit to the Authority;

b) the Authority shall be entitled to demand and receive information from the auditor concerning the findings of his audit.

Section 361

When an auditor fails to comply with his obligations prescribed by legal regulation, the Authority shall be authorized to order the investment fund management company, venture capital fund management company, the exchange, the body providing clearing and settlement services or the central depository concerned to dismiss such an auditor, and to appoint another one who satisfies the requirements laid down in Section 358. When the Authority takes the measures under Paragraph d) of Subsection (1) of Section 400 for the discharge of the auditor of an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services or the central depository, it may also request that the auditor’s certificate to audit financial institutions or investment firms be withdrawn.

Section 362

Section 363

(1) Investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository must send to the Authority their contract concluded with the auditor for auditing the annual report and all of the reports the auditor has prepared regarding the annual report.

(2) Prior to the approval of the annual report, the Authority is entitled, on the basis of the auditor’s report, to instruct the investment fund management company, venture capital fund management company, the exchange, the body providing clearing and settlement services and the central depository to re-examine the annual report that contains incorrect or inaccurate data, implement the necessary corrections and have the corrected data verified by an auditor.

(3) If, after the annual report has been approved, the Authority discovers that the annual report contains any substantial error, the Authority may compel the investment fund management company, venture capital fund management company, the exchange, the body providing clearing and settlement services and the central depository concerned to have the figures revised and verified by an auditor. The investment fund management company, venture capital fund management company, the exchange, the body providing clearing and settlement services and the central depository concerned must present the revised data verified by an auditor to the Authority.

Special Provision Relating to Commercial Messages
Section 364

Any corporation that is engaged in activities governed by this Act must include its license number and an indication of its exchange membership in all business correspondence, documents, advertisements and commercial messages published in a written form (printed or electronic format).

Section 365

Section 366

Section 367

Confidentiality Requirements
Business Secrets
Section 368

(1) For the purposes of this Act, ‘business secret’ shall have the meaning defined in the Civil Code.

(2) The owner or owners of an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services, the central depository and central counterparty, or any person bidding to acquire an interest in such bodies, as well as executive officers and employees of these bodies shall keep confidential any business secrets made known to them in connection with the operation of the aforementioned bodies, indefinitely.

(3) The persons and bodies referred to in Subsection (2) above shall be subject to the relevant provisions of the IRA pertaining to business secrets.

Securities Secrets
Section 369

(1) All data and information that is at the disposal of an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services, the central depository or central counterparty concerning specific clients relating to their personal information, financial standing, business operations and investments, ownership and business relations, and their contracts and agreements with any investment fund management company, venture capital fund management company, the exchange, a body providing clearing and settlement services, the central depository or central counterparty and to the balance and money movements on their accounts shall be construed as securities secrets.

(2) For the purposes of legal provisions pertaining to securities secrets, any person who receives services from an investment fund management company, venture capital fund management company, the exchange, a body providing clearing and settlement services, the central depository or central counterparty shall be considered a client.

(3) The organizations referred to in Subsection (1) above shall be subject to the relevant provisions of the IRA pertaining to securities secrets.

Section 370

Section 371

(1) Any person holding any business or securities secrets shall be subject to the requirement of confidentiality indefinitely, unless otherwise prescribed by law.

(2) All facts, information, solutions or data classified as business or securities secrets may not be disclosed to any third person, other those authorized under this Act, without the consent of the client to whom it pertains, and may not be used for any purposes other than those authorized under this Act.

(3) Any person who is in possession of business secrets or securities secrets may not use them to acquire any advantage, either for himself or for any third party, whether directly or indirectly, or to cause any injury to an investment fund management company, a venture capital fund management company, the exchange, the body providing clearing and settlement services, the central depository or central counterparty, or to their clients.

(4) Any information that is declared by specific other legislation to be information of public interest or public information and as such is rendered subject to disclosure may not be withheld on the grounds of being treated as a business secret.

(5) Any document retrieved from the files of an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services, the central depository or central counterparty that has been terminated without a successor, which document contains any business and securities secrets, may be used for archive research projects after sixty years from the date when they were created.

Sections 372-374

Supply of Data Compilations
Section 375

Unless otherwise prescribed by law, the Authority may supply compilations of data on investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services, the central depository, central counterparty and others, and/or on their activities, to third persons or to any authority only if the identity of such entities cannot be determined by that data.

Chapter LII
MONEY AND CAPITAL MARKETS ARBITRATION TRIBUNAL
Section 376

(1) The trade organizations of the exchange markets, credit institutions and investment firms may jointly establish and operate the Money and Capital Markets Arbitration Tribunal.

(2) In terms of the competencies and the procedures of the Money and Capital Markets Arbitration Tribunal the provisions of the Arbitration Act shall apply, with the exceptions laid down in Subsections (3)-(6) below.

(3) The Money and Capital Markets Arbitration Tribunal shall have jurisdiction in any disputes:

a) in connection with the offering of securities, investment services, activities auxiliary to investment services, and commodity exchange services falling within the scope of this Act;

b) between investors in connection with financial instruments;

c) in connection with shareholders’ rights;

d) in connection with exchange transactions;

e) regarding an investment firm’s or credit institution’s refusal to provide service to a client in connection with financial instruments;

f) in connection with the exchange’s internal regulations;

g) in connection with the articles of association, standard service agreement and internal regulations of bodies providing clearing and settlement services and the central depository;

h) in connection with financial services and activities auxiliary to financial services;

i) in connection with other services provided by investment and financial service providers, if they do not violate any exclusive right, if the parties concerned have stipulated to resort to arbitration in an arbitration agreement and if they are able to freely dispose over the subject of the proceeding.

(4) The Money and Capital Markets Arbitration Tribunal may be called to intervene regardless of whether or not the requirement specified in Paragraph a) of Subsection (1) of Section 3 of the Arbitration Act is satisfied.

(5) The cases defined in Paragraphs a), b) and d)-i) of Subsection (3) may only be conferred for arbitration to the Money and Capital Markets Arbitration Tribunal, including the cases deemed international under Section 47 of the Arbitration Act. Exclusivity obtains only with regard to domestic arbitration tribunals.

(6) Credit institutions and investment firms shall install a clause in the standard service agreement concerning arbitration when it is next amended; however, such amendment must take place by 31 December 2003 in compliance with the regulations of this Section.

(7) The compulsory procedure of the Money and Capital Markets Arbitration Tribunal as specified in this Section shall not affect the validity of any clause stipulating the jurisdiction of the Arbitration Tribunal of the Hungarian Chamber of Commerce and Industry:

a) if the contract was concluded before 1 January 2002, and

b) if contained in the standard service agreement of credit institutions and investment firms before the amendment specified in Subsection (6).

Where these clauses exist, the Arbitration Tribunal of the Hungarian Chamber of Commerce and Industry shall remain to have jurisdiction to settle any legal disputes, unless the parties stipulated otherwise.

(8) Members of the panel of arbitrators of the Money and Capital Markets Arbitration Tribunal shall be appointed for a fixed term by the general meeting of the exchange and the annual meeting of the special interest organizations on the basis of the recommendation of the executive panel of the Exchange Arbitration Tribunal for the first time and by the executive panel of the Money and Capital Markets Arbitration Tribunal thereafter.

(9) The Money and Capital Markets Arbitration Tribunal is a legal person headquartered in Budapest.

(10) The Money and Capital Markets Arbitration Tribunal shall be vested with legal personality on the day its charter document is published in the Pénzügyi Közlöny [Financial Gazette]. Publication is ordered by the minister upon receiving notice from the Money and Capital Markets Arbitration Tribunal with the charter document attached.

(11) The charter document of the Money and Capital Markets Arbitration Tribunal shall specify:

a) the organizational structure of the arbitration tribunal;

b) the rules for appointing the members of the executive panel;

c) the rules for representing the arbitration tribunal;

d) the duties and competence of the executive panel;

e) the amount of the founder’s contribution.

(12) The operation of the Money and Capital Markets Arbitration Tribunal shall be financed from:

a) founder’s contributions;

b) arbitration charges;

c) yield on assets;

d) other revenues.

(13) The Money and Capital Markets Arbitration Tribunal shall consist of a panel of arbitrators, an executive panel of a minimum of three and a maximum of five members elected from the arbitrators, and of the Finance Department.

(14) The executive panel shall function as the general decision-making and management body of the Money and Capital Markets Arbitration Tribunal. The rules governing the appointment and the operation of the executive panel are laid down in the charter document and in the regulations of the Money and Capital Markets Arbitration Tribunal.

(15) The Money and Capital Markets Arbitration Tribunal shall be represented against third parties and before the court and the authorities by members of the executive panel or by persons duly authorized by the executive panel in the manner stipulated in the regulations of the Money and Capital Markets Arbitration Tribunal.

(16) The Money and Capital Markets Arbitration Tribunal shall draw up its own regulations. The procedural rules, which are to contain the provisions concerning costs and charges, shall be published in the Pénzügyi Közlöny [Financial Gazette].

(17) The assets of the Money and Capital Markets Arbitration Tribunal may not be extended and may be used as governed in the charter document solely in connection with conducting and improving arbitration procedures.

(18) The activities of the Money and Capital Markets Arbitration Tribunal shall be limited to functions of arbitration and the related administration; the Tribunal may not engage in economic or business activities.

(19) The Money and Capital Markets Arbitration Tribunal shall invest its liquid assets exclusively in government securities. The only real estate the Money and Capital Markets Arbitration Tribunal may purchase is for its main offices.

(20) The revenues of the Money and Capital Markets Arbitration Tribunal shall not be subject to any corporate and local taxes.

(21) The State Audit Office shall audit the books of the Money and Capital Markets Arbitration Tribunal.

(22) The reporting and accounting obligations of the Money and Capital Markets Arbitration Tribunal shall be laid down in specific other legislation.

(23) The executive panel shall present any motion for the termination of the Money and Capital Markets Arbitration Tribunal to the minister twelve months prior to the proposed date of dissolution. With the notice must be attached proof that all of the creditors’ claims have been settled in full and a schedule for the conclusion of pending arbitration matters. The minister shall publish notification of the dissolution of the Money and Capital Markets Arbitration Tribunal and the date of dissolution in the Pénzügyi Közlöny [Financial Gazette].

PART TWELVE
OVERSIGHT OF CAPITAL MARKETS AND OF THE INSTITUTIONS AND PERSONS PARTICIPATING ON THE CAPITAL MARKETS
Chapter LIII
PROVISIONS Concerning the Authority
Section 377

The scope of authority and the legal status of the State Financial Institutions Authority is defined in another Act.

Section 378

Section 379

Supervision Fee
Section 380

(1) Investment funds, investment fund management companies, venture capital funds, venture capital fund management companies, regulated markets, exchanges, central depositories, central counterparties, and the Hungarian representations of foreign-registered investment firms shall be required to pay a supervision fee to the Authority.

(2) The supervision fee shall comprise the minimum charge calculated according to Subsections (3)-(4), plus the variable-rate fee calculated according to Subsections (1)-(7) of Section 381.

(3) The minimum charge is calculated by multiplying the unit base-rate with the index number specified in Subsection (4). The unit base-rate shall be fifty thousand forints.

(4) The index number:

a) for investment fund management companies, venture capital fund management companies, regulated markets, exchanges, central depositories and central counterparties shall be four;

b) for the Hungarian branches of investment fund management companies, regulated markets, exchanges, central depositories and central counterparties established in another Member State of the European Union shall be four;

c) for the Hungarian representations of foreign-registered investment firms shall be one.

Section 381

(1) The variable-rate fee payable by investment funds and venture capital funds shall be 0.25 ‰ of the net asset value of the investment fund or venture capital fund.

(2) The variable-rate fee payable by investment fund management companies shall be 0.25 ‰ of the value of assets contained in the portfolio managed - not including the management of assets of voluntary mutual insurance funds, the management of assets of private pension funds, and the management of assets of financial institutions and insurance companies -, calculated at market value.

(3) The variable-rate fee payable by central depositories, central counterparties and exchanges shall be 0.2 ‰ of the balance sheet total shown in the annual account of the central depository, central counterparty or the exchange.

(4) The variable-rate fee payable by the Hungarian branches of investment funf management companies established in other Member States of the European Union shall be 0.125 ‰ of the value of assets contained in the portfolio managed - not including the management of assets of voluntary mutual insurance funds, the management of assets of private pension funds, and the management of assets of financial institutions and insurance companies -, calculated at market value.

(5) The variable-rate fee payable by the Hungarian branches of central depositories, central counterparties, regulated markets and exchanges established in other Member States of the European Union shall be 0.1 ‰ of the balance sheet total shown in the annual account.

(6) Any clearing house that also functions as a central depository or a central counterparty, shall not be required to pay the above-specified fee as pertaining to the central depository or central counterparty function.

Sections 382-385

Section 386

Issuers, persons bidding to acquire a holding in a public limited company, persons bidding to acquire a holding in an exchange that is subject to authorization by the Authority, investment fund management companies, investment funds, venture capital fund management companies, venture capital funds, the exchange, bodies providing clearing and settlement services, the central counterparty and the central depository shall be required to pay administrative and service charges for the Authority’s services in accordance with Section 67 of the Duties Act. The types of fees and their amount shall be decreed by the minister.

Section 387

Chapter LIV
AUTHORITY PROCEDURES
Section 388

Section 389

(1)-(2)

(3) In procedures for the authorization of the publication of prospectuses, base prospectuses and public notices, the administrative time limit for the Authority shall be ten working days. Where an issuer offers securities to the public for the first time, the administrative time limit for the Authority shall be twenty working days. In procedures for the authorization of the publication of prospectuses, base prospectuses and public notices the Authority may make any request for missing information within ten working days. The time limits in procedures for the authorization of publication of prospectuses and public notices may not be extended.

(4) As regards the first fund belonging to the fund series referred to in Subsection (5) of Section 245, the administrative time limit for the Authority’s proceedings for the approval of the prospectus, the management protocol and the summary prospectus, and for the authorization of their publication shall be twenty working days, and ten working days for any further funds belonging to the same fund series. In connection with applications for the approval of the prospectus, the management protocol and the summary prospectus, and for the authorization of their publication the Authority may request additional information within ten working days. The time limits in proceedings for the approval of the prospectus, the management protocol and the summary prospectus, and for the authorization of their publication may not be extended.

(5) The Authority shall publish its resolutions to impose any restriction concerning the exercise of shareholders’ rights in the Cégközlöny (Companies Gazette), within eight days.

Section 390

Section 390/A

Authority Records and Registers
Section 391

(1) The Authority shall keep records of the following data and any changes therein:

a) name and address of investment fund management companies, investment funds, venture capital fund management companies, venture capital funds, the exchange, bodies providing clearing and settlement services and the central depository;

b) date of foundation of investment fund management companies, investment funds, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository;

c) scope of activities of investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository;

d) the subscribed capital of investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository;

e) the owner or owners of investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository whose acquisition of interest is subject to authorization or the obligation of notification;

f) the executive officers of investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository;

g)

h) date of commencement of operations of investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository;

i) name, address and activities of any companies owned by investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository;

j) date of foundation of any branches of investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository, and the location of such branches;

k) name, address and branch of the agents of investment fund management companies and venture capital fund management companies;

l) name and address of issuers;

m) date of foundation of issuers;

n) amount of subscribed capital of issuers;

o) name of the executive employees of issuers, their holding of any participating interest in the issuer (including stock options and other rights and guarantees);

p) name (corporate name), address (registered office) of owners of issuers, and their holdings in other companies;

q) particulars of the offering, in the case of investment funds separately for each series of investment units;

r) identification data of insider persons;

s) particulars of owners of public limited companies of which they have gained knowledge, based on the obligation of notification governed under Section 67 as pertaining to the acquisition of a participating interest;

t)

u) the personal identification data of natural persons recognized as qualified investors;

v) the name and address of small and medium-sized enterprises recognized as qualified investors;

x) authorized prospectuses;

y) the means of compliance with the obligation of publication.

(2) The Authority shall keep records:

a) of the data of persons with a close link to any investment firm that is subject to supervision on a consolidated basis or supplementary supervision;

b) of the data of persons with a close link to any parent company of any investment firm that is subject to supervision on a consolidated basis or supplementary supervision;

c) of those data of the parent company - if it is a mixed-activity holding company or a mixed financial holding company - of an investment firm that are necessary for the supervision of that investment firm.

Data Processing by the Authority
Section 392

(1) The Authority is authorized to process data in connection with its duties conferred in this Act, including the personal data specified by this Act.

(2) The data managed by the Authority may be used for statistical purposes if the person to whom it pertains cannot be identified.

(3) The Authority may request electronic data of the type specified in this Act, with the purpose indicated, from other authorities and from providers of electronic communications services when attending to its duties. Any transfer of data shall be documented by the transferor and by the Authority as well.

Section 393

(1) The Authority must provide sufficient technical facilities for the protection of the data it manages to ensure against unauthorized access, disclosure by transmission, alteration or erasure by operating a logically closed system.

(2) In order to facilitate the protection of data, the Authority shall:

a) permit the data subject, unless otherwise prescribed by law, to access his data managed by the Authority or to exercise his right of alteration or erasure, and

b) take measures for the erasure of data that is no longer required, according to legal regulation, or if ordered by the court.

Section 394

(1) In order to perform its duties the Authority shall be authorized to keep records of:

a) the data of executive officers and employees of investment fund management companies and venture capital fund management companies, and of the executive officers and employees of exchange markets, bodies providing clearing and settlement services and the central depository in order to verify the requirements specified in Section 356;

b) the data of persons applying for authorization for the acquisition of a holding in an exchange, and of the owners of the exchange in order to verify the requirements specified in Section 308;

c) the data of the clients of investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository in connection with any pending procedure it conducts;

d) the data of insider persons subject to the obligation of notification;

e) in the course of market surveillance proceedings conducted in accordance with the HFSA, the personal data of clients (surname and forename, birth name, place and date of birth, mother’s birth name, nationality, home address, temporary residence) relating to securities account, client account and bank account transactions, the number of the account to be debited and credited, the holder of such account, the purpose of crediting and debiting, and the code for the identification of the financial transaction, if the Authority is able to provide sufficient evidence to prove that the data requested is essential for clearing up the facts to the fullest extent;

f) in order to monitor compliance with regulations on incompatibility the data of:

1. the executive employees of issuers of securities which are listed on the stock exchange;

2.

3.

4. the officers and employees of the exchange;

5. the executive officers and employees of bodies providing clearing and settlement services and the central depository;

6. agents;

7. the executive officers and employees of bodies providing investment fund management services and venture capital fund management services;

8. the executive officers and executive employees, custodians, real estate appraisers, and real estate brokers providing services directly to corporations engaged in investment fund management services, and of their employees working in any field that is related to investment fund management;

g)

h) the particulars of the owners of public limited companies to control the measure of participating interests acquired;

i) the data of persons with a close link to any investment firm that is subject to supervision on a consolidated basis or supplementary supervision;

j) the data of persons with a close link to any parent company of any investment firm that is subject to supervision on a consolidated basis or supplementary supervision;

k) those data of the parent company - if it is a mixed-activity holding company or a mixed financial holding company - of an investment firm that are necessary for the supervision of that investment firm;

l) the data of natural persons recognized as qualified investors;

m) in the course of market surveillance proceedings the personal data of clients (surname and forename, birth name, home address, temporary residence) relating to the telephone number or other identifier of the subscriber terminal specified in the Act on Electronic Communications, calling and called subscriber numbers, and the date of call or other services provided, if the Authority is able to provide sufficient evidence to prove that the data requested is essential for clearing up the relevant facts of the case. The data specified above shall be made available subject to the district attorney’s prior consent. The district attorney shall refuse to consent if the Authority is unable to provide sufficient evidence for clearing up the relevant facts of the case, or if other legal requirements for data processing are not satisfied.

(2) With respect to Subsection (1) of this Section, Paragraph u) of Subsection (1) of Section 391 and to Subsection (2) of Section 391, the Authority shall process the personal identification data of the persons concerned (surname and forename, birth name, place and date of birth, mother’s maiden surname and forename, nationality) and home address (temporary residence), and in respect of data processed for licensing and supervisory purposes, the information concerning investment, acquisition of holding, vocational training, experience, elected office, position, employment, criminal history and the disqualifying factors defined under Section 357.

(3) Identification data of legal persons and business associations lacking the legal status of a legal person:

a) name, abbreviated name;

b) address (headquarters and branches);

c) number of identification document;

d) name and position of persons authorized to represent the company.

(4) In addition to the identification data referred to in Subsections (2) and (3), the records shall contain the following information as well:

a) in relation to qualifying interest, the percentage of the interest and the contract in which such qualifying interest is stipulated;

b) in relation to a close link, the extent of the close link and the contract in which it is stipulated;

c) the office of executive employees and their positions, subject of the appointment, type of the legal relationship, credentials as well as all measures taken by the Authority regarding the registered person;

d) contents of the application for the issue or return of the license as well as the data of the document attached for evaluation of the application;

e)-i)

(5) The Authority may process data:

a) for five years from the date when the executive officer’s term in office, supervisory board membership, employment or the exchange officer’s mandate is terminated;

b) for five years from the date when the agent terminates his activities;

c) for ten years from the date when a holding in an exchange, a body providing clearing and settlement services or in the central depository is terminated;

d) for ten years from the date of conclusion of a supervisory proceeding in connection with insider dealing or market manipulation or in connection with a client;

e) for five years from the date when participating interests in a public limited company is terminated; and

f) in the cases not mentioned in Paragraphs a)-e), for five years from the date when received.

Notifications and Disclosures
Section 395

(1) Investment fund management companies, venture capital fund management companies, bodies providing clearing and settlement services and the central depository shall be required to notify the Authority, and - with the exceptions contained in Paragraphs i) and k) - publish at the same time:

a) the commencement of an activity for which they are authorized;

b) the name (corporate name) of their shareholders, and their respective holding or percentage of voting rights;

c) any acquisition or disposal of a participating interest in an associated enterprise [Point 54 of Subsection (1) of Section 5];

d) any changes in personnel under Section 356 and in Schedule No. 11;

e) on the conclusion, amendment or termination of contracts with agents;

f) the opening and closure of a branch or representative office;

g) the calling of a general meeting, including the agenda, and the resolutions adopted by the general meeting, including a summary of the key events of the latter;

h) any plans to suspend services to clients;

i) any changes in their corporate data recorded in the company register;

j) if implicated in a judicial supervisory action; and

k)

(2) In addition to the requirements specified in Subsection (1), branches shall be required to notify the Authority, and publish at the same time:

a) the ownership structure of their founders, and any changes therein over five per cent;

b) if a founder or any other branch of such a founder in another state has become insolvent, or is adjudicated in bankruptcy or liquidation proceedings;

c) if the founder or any of its branch has been disciplined or penalized by the supervisory authority competent for the place where the founder is established.

(3) Investment fund management companies, venture capital fund management companies, bodies providing clearing and settlement services and the central depository shall be required to send their audited annual accounts approved by the general meeting and the auditor’s report to the Authority, and they shall simultaneously publish the audited annual account approved by the general meeting and the auditor’s endorsement.

(4) The obligation of disclosure shall be satisfied:

a) within five days following the date the decision was made under Paragraphs a), e), f), g) and h) of Subsection (1);

b) by the 15th day of January of the following year in respect of Paragraph b) of Subsection (1);

c) within five days following the acquisition or disposal of a holding under Paragraph c) of Subsection (1);

d) within five days prior to the appointment or election, or within five days following the termination of employment or the end of the term under Paragraph d) of Subsection (1);

e) within five days following the operative date of the resolution of the competent court of registry under Paragraph i) of Subsection (1);

f) within five days after gaining knowledge under Paragraph j) of Subsection (1);

g) within two days following the date when the loan is contracted under Paragraph k) of Subsection (1); and

h) within fifteen days following approval of the annual report under Subsection (3).

(5) The MNB, the treasury and the ÁKK Zrt. shall be subject to disclose the data specified in Paragraphs a), e), f) and h) of Subsection (1) above.

(6) Investment fund management companies, venture capital fund management companies, bodies providing clearing and settlement services and the central depository shall be required to supply information to the Authority concerning their operations and their transactions subject to the form, content and frequency requirements laid down in specific other legislation, and to the MNB.

(7) As part of the oversight and enforcement of the regulations concerning the acquisition of participating interests in public limited companies, any person exercising shareholders’ rights shall - upon the Authority’s written request - present the agreement concluded for the exercise of such rights, and produce copies of all associated documents for the Authority and shall name the person on behalf of whom he acts.

(8) Any investment firm registered in Hungary shall report if its parent company is transformed into a mixed-activity holding company or a mixed financial holding company, or if such relation is altered or terminated.

Supervisory Review and Evaluation
Section 395/A

Chapter LV
Sections 396-398/B

Chapter LVI
AUTHORITY PROCEDURES AND ACTIONS, SUPERVISION FINES
Authority Measures and Sanctions
Section 399

(1)

(2) The Authority is vested with powers to take measures and to impose sanctions under a cooperation agreement with a foreign supervisory authority for the supervision of companies with entitlement for trading on the exchange, when initiated by the foreign supervisory authority in connection with any violation of the provisions laid down in foreign laws, in the foreign supervisory authorities’ resolutions, as well as in the articles of association and internal regulations of a foreign exchange, and in the articles of association and internal regulations of foreign clearing houses, and in the articles of association of foreign central depositories.

(3) If the Authority finds that an issuer or dealer that is established in another Member State has infringed upon the regulations on public offering, or that the issuer of securities that has been admitted to trading on a regulated market in Hungary has breached the obligations relating to keeping the securities in circulation, it shall notify the competent supervisory authority of the Member State where the issuer or dealer affected is established.

(4) If the issuer or dealer fails to terminate its unlawful conduct in spite of, or in the absence of, any measures taken by the competent supervisory authority of the Member State where the issuer or dealer is established upon the notice referred to in Subsection (3) above, the Authority shall take the measures necessary for the protection of investors. The Authority shall notify the competent supervisory authority of the other Member State prior to taking the measures. The Authority shall notify the European Commission concerning the measures taken.

(5) The Authority shall assess and weight the data and information available and shall take measures and/or impose sanctions consistent with the gravity of the violation, breach or negligence in relation:

a) to the operation of the institution in question;

b) to the clients of the institution; or

c) to the operation of the capital markets.

Section 399/A

Section 400

(1) The Authority shall have powers to take the following measures and/or to impose the following sanctions:

a) issue an official warning to issuers and the organizations under its control, to their executive officers and employees, and to persons acquiring a qualifying holding in the event of any infringement of the relevant statutory provisions, internal regulations and the authorization concerning the offering of securities, compliance with disclosure requirements, investment fund management activities, custodian services, exchange market operations, clearing and settlement activities, central depository operations, and activities associated with the acquisition of holdings in public limited companies for compliance with the said provisions, or - if necessary - shall order compliance within the prescribed deadline;

b) prohibit the conduct of unauthorized investment fund management activities, venture capital fund management services, exchange operations, clearing and settlement operations, and central depository services;

c) demand reimbursement of the costs and expenses incurred in connection with the activities of an expert or a regulatory commissioner delegated by the Authority;

d) initiate the dismissal of an executive employee or the auditor of an investment fund management company, venture capital fund management company, the exchange, a body providing clearing and settlement services or the central depository, or initiate disciplinary action against an employee of such bodies;

e) order the management body of an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services or the central depository to call an extraordinary general meeting, and may specify the mandatory agenda for such sessions;

f) instruct an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services or the central depository to draw up a restoration plan within the prescribed deadline, and submit it to the Authority;

g) order an issuer, offeror, a shareholder with a participating interest of five per cent or more in a public limited company, an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services or the central depository to disclose specific data or information;

h) order the suspension of all or part of investment fund management activities, exchange market operations for a fixed period of time;

i) order the suspension of trading in a specific section of an exchange or all trading operations on the entire exchange for a specific period of time;

j) revoke the authorization of an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services or the central depository;

k) order an investment fund management company or a venture capital fund management company to transfer its pending contractual commitments to another service provider;

l) appoint a regulatory commissioner to an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services or to the central depository;

m) impose fines in the cases and in the measure prescribed by law;

n) suspend the offering and subscription of securities and the trading of financial instruments, and the procedure in connection with the acquisition of participating interests in a public limited liability company by way of public offer;

o) if a shareholder is banned from exercising his membership rights in a limited company by virtue of law, the Authority shall so stipulate it in a resolution and shall suspend ownership rights if necessary;

p) initiate procedures with other competent supervisory authorities;

q)

r) ban, restrict or impose conditions on investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository, in terms of:

1. their payment of dividends,

2. any payment made to an executive officer,

3. their owners to raise loans from the said organizations or that these organizations provide any services to them that involve any degree of exposure,

4. their providing any loan or credit to, or any similar transaction with, companies in which their owners or executive officers have any interest,

5. the extension (prolongation) of deadlines specified in loan or credit agreements,

6. their opening of any new branches, introducing new services and new operations;

s) order investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services and the central depository:

1. to draw up new internal regulations, or to revise or apply the existing regulations along specific guidelines,

2. to provide further training to employees (executives), or to hire employees (executives) with adequate professional experience and expertise,

3. to reduce operating expenses,

4. to set aside adequate reserves;

t) prohibit the exchange from continuing any unlawful activity, order the exchange to draw up new regulations or adopt a new resolution;

u)

v) if before the closing of the marketing procedure the Authority learns about any material fact or circumstance, based on which authorization for the publication of the prospectus should have been rejected or that is of significant injury to the investors’ interests, the Authority shall withdraw its authorization granted for the publication of the prospectus and shall compel the issuer and the dealer to terminate the marketing procedure within the prescribed deadline;

w) in the event of any failure to comply with the obligation of public disclosure as prescribed in this Act, the Authority shall publish the information to which the failure pertains in accordance with Section 40 at the expense of the defaulting party;

x)-y)

(2) If there is a lawsuit filed for the review of the Authority’s decision contained in Paragraphs h), i), n), o,) r), s) and v) of Subsection (1), the court shall deliver a decision in such cases in expedited proceedings. The hearing shall be scheduled on or before the eighth day following the date on which charges are filed at the court, if no other action is required.

(3)

(4) The Authority shall have powers to restrict, for a maximum period of thirty days, the account-holder’s and the proxy’s access to any account operated by a body providing clearing and settlement services or the central depository if it is warranted to enhance the sound and prudent functioning of the capital markets and/or for the protection of investors. If justified, the restriction may be extended on one occasion by thirty additional days.

(5) The Authority may restrict access to an account if:

a) the offering of the securities contained therein took place unlawfully, and there is reasonable cause to retain such securities on the account in order to prevent any injury to third parties;

b) based on the information available there is evidence to suggest that the account is linked to criminal activities;

c) trading on the exchange or on over-the-counter markets has been suspended by the competent person;

d)

e) the quantity of securities recorded on the securities account fails to coincide in the aggregate with the quantity of dematerialized securities issued.

(6) The measures taken by the Authority under Subsection (4) above shall not effect the exchange transactions concluded before the fact.

(7) The Authority may prohibit the outsourcing of an activity if it does not comply with the relevant provisions of the IRA pertaining to outsourcing.

(8) The Authority may impose the measure contained in Point 1 of Paragraph r) of Subsection (1) of this Section if payment of any dividend is likely to jeopardize the compliance of the investment fund management company, the exchange, the body providing clearing and settlement services or the central depository in question with capital requirements.

(9)

Regulatory Commissioner
Section 401

(1) The Authority may appoint one or more regulatory commissioners to oversee the activities of an investment fund management company, a venture capital fund management company, a body providing clearing and settlement services or the central depository, particularly if:

a) it is in a situation where there is imminent danger that it cannot meet its liabilities;

b) its management body or any executive employee is unable to carry out his assigned duties, hence jeopardizing the interests of investors;

c) any discrepancies in its accounting system or internal control regime are of a magnitude whereby it is no longer possible to receive a true and fair view of its financial position.

(2) The situation referred to in Paragraph b) of Subsection (1) shall apply, among other reasons, if:

a) the owners or the founder of the branch fail to increase the equity capital of the investment fund management company, venture capital fund management company, body providing clearing and settlement services or the central depository as prescribed;

b) the management body fails to call a general meeting when it is ordered by the Authority.

(3) The Authority may appoint a regulatory commissioner to a regulated market or an exchange, if the regulated market or the exchange does not have the internal regulations defined under Paragraphs a)-d) and h) of Subsection (4) of Section 317 in place, or if the management body is not elected or the managing director is not appointed within thirty days. The duties and powers of the regulatory commissioner shall be laid down in the resolution on his appointment.

(4) The regulatory commissioner shall convey his report to the Authority within ninety days in which to outline the situation of the corporation in question, including any recommendations for further action. This time limit may be extended on one occasion, if justified, by maximum thirty additional days.

(5) Based on the regulatory commissioner’s recommendations the Authority shall decide within thirty days on any further measures.

Section 402

(1) Until the resolution ordering the appointment of a regulatory commissioner is delivered by service of process, the liability of members of the management body of the investment fund management company, venture capital fund management company, regulated market, the exchange, body providing clearing and settlement services or the central depository concerned shall remain in effect as defined by legal provisions on business associations.

(2) During the period of the regulatory commissioner’s appointment, members of the management body may not perform their tasks and exercise their signatory rights as described in the statutory provisions governing business associations, and the articles of association. For the period of appointment, the regulatory commissioner shall exercise the rights of members of the management body described by law and the articles of association.

(3) By way of derogation from Subsection (2) above, members of the management body and the supervisory board shall have the right to seek remedy against the resolution appointing the regulatory commissioner and the resolution the Authority has adopted against the investment fund management company, venture capital fund management company, regulated market, the exchange, body providing clearing and settlement services or central depository, and to represent the investment fund management company, venture capital fund management company, regulated market, the exchange, body providing clearing and settlement services or central depository in such proceedings or delegate a representative on their behalf.

(4) The regulatory commissioner shall be responsible:

a) to assess the financial situation of the investment fund management company, the venture capital fund management company, the body providing clearing and settlement services or the central depository concerned;

b) to analyze any potential to satisfy the claims of clients;

c) to restore the records of the investment fund management company, the venture capital fund management company, the body providing clearing and settlement services or the central depository to the extent necessary for the actions defined in Paragraphs a) and b); and

d) to operate the investment fund management company, the venture capital fund management company, the body providing clearing and settlement services or the central depository to the extent necessary.

(5)

Section 403

(1) The regulatory commissioner may be held liable for any damage caused in his official capacity only to the Authority, and shall not be subject to any claims for damages directly. If the regulatory commissioner is in the employ of the Authority as a public officer, he shall be held accountable according to the provisions of the CA on damage liability, or according to Section 350 of the Civil Code in other cases.

(2) The name and address of the regulatory commissioner shall be notified to the competent court of registry for registration and publication purposes. The Authority’s address may be indicated in place of the address of the regulatory commissioner.

Supervision of the Branches of Bodies Established in Other Member States of the European Union
Section 404

(1) If the branch of an investment fund management company, a venture capital fund management company, a regulated market, the exchange, a clearing house or central depository that is established in another Member State of the European Union violates any Hungarian regulations, or if the Authority finds any discrepancy in the operation of the branch, the Authority shall advise the branch in question to remedy the situation.

(2) If the branch fails to comply with the aforesaid advise, the Authority shall notify the competent supervisory authority of the Member State concerning the unlawful situation, or shall request the competent supervisory authority to take the actions required.

(3) The Authority shall have powers to take action of its own accord regarding any infringement of Hungarian provisions or if it deems that the unlawful situation poses a substantial threat to the stability of the capital market or to the interests of the clients. The Authority shall inform the European Commission and the competent supervisory authorities of the Member States concerned. The European Commission shall review the Authority’s measures implemented in connection with any violation of prudential requirements and subsequently determine their legality.

Section 404/A

(1) The Authority shall cooperate with the competent supervisory authorities of other Member States. Cooperation shall, in particular, cover the following cases:

a) where the issuer of securities offered in Hungary to the public has offered other types of securities under the authorization granted by the competent supervisory authority of another Member State;

b) where the Authority has forwarded an application for authorization for the publication of a prospectus or public notice to the competent supervisory authority of another Member State, or received an application for authorization for the publication of a prospectus or public notice from the competent supervisory authority of another Member State;

c) where the Authority has suspended or banned trading of specific securities on a regulated market, if the same securities have also been admitted to trading on a regulated market in another Member State as well;

d) where the Authority receives an application for the authorization of publication of a prospectus or public notice relating to a brand new type of securities or rare securities;

e) monitoring compliance with the obligation of disclosure of information in connection with securities offered to the public.

(2) In the cases referred to in Subsection (1) above the Authority shall be authorized to transmit information to the competent supervisory authorities of other Member States in carrying out its duties as prescribed in this Act, or may receive information from the competent supervisory authorities of other Member States relating to the issuer, the securities, or to the special characteristics of the market of another Member State.

Supervision Fines
Section 405

(1) Issuers, offerors, persons violating the regulations on the acquisition of a participating interest in public limited companies, investment fund management companies, venture capital fund management companies, the exchange, bodies providing clearing and settlement services, the central depository, central counterparty and their executive officers and other employees, or persons engaged in insider dealing and/or market manipulation, shall be subject to a fine imposed by the Authority for any infringement, circumvention, evasion, non-compliance or late fulfillment of the obligations set out in this Act and in legal regulations enacted under its authorization, in the MLT, in the resolution of the Authority and in its own internal regulations, as well as if the penalty is proposed by the MNB according to Subsection (2) of this Section or by a foreign supervisory authority under Subsection (2) of Section 399.

(2) The MNB may request that a fine is levied for any violation of the MNB Act, the provisions of legal regulations on financial transactions by an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services, the central depository or the central counterparty.

Amount of the Fine
Section 406

(1) The amount of a fine shall be determined according to the gravity of non-compliance with the requirements laid down in this Act, in specific other legislation and/or in the Authority’s resolutions, or to the weight of negligence and the financial advantage received.

(2) The amount of the fine shall be:

a) between 2,000,000 and 20,000,000 forints for the provision of investment fund management services and venture capital fund management services without authorization;

b) between 200,000 and 4,000,000 forints for any deviation from or non-compliance with the requirements set out in the authorization for investment fund management services, venture capital fund management services, exchange services, central depository, clearing house and central counterparty services;

c) between 200,000 and 10,000,000 forints for any violation of management protocol and operating regulations, or the provisions of Section 222;

d) between 2,000,000 and 100,000,000 forints in the case of insider dealing and market manipulation;

e)

f) between 200,000 and 10,000,000 forints for any violation of the legal regulations referred to in Subsection (2) of Section 405;

g) between 200,000 and 10,000,000 forints for any breach of negligence or partial compliance with the obligations relating to public offerings and prospectuses;

h) between 100,000 and 6,000,000 forints for any failure to comply, or late or insufficient compliance with the obligation of disclosure of information in connection with securities offered to the public;

i) between 1,000,000 and 20,000,000 forints for any failure to comply, or late or insufficient compliance with extraordinary disclosure requirements, if it pertains to insider dealing;

j)

k) in connection with any violation of the provisions governing international securities trading, between ten to one hundred per cent of the current market value of the securities involved, or between 1,000,000 and 20,000,000 forints if this value cannot be established;

l) between 200,000 and 2,000,000 forints for any breach of, negligence or partial compliance with the obligation of notification of insider persons;

m) between 500,000 and 100,000,000 forints for any violation of the regulations on the acquisition of a major holding in a public limited company as defined in this Act;

n) between 2,000,000 and 20,000,000 forints for any involvement in unauthorized exchange market operations, clearing and settlement activities or central depository activities;

o) between 100,000 and 10,000,000 forints for any deviation from or non-compliance with the requirements set out in the authorization of exchange market operations;

p) between 200,000 and 10,000,000 forints for any violation of the exchange market management protocol;

q) between 200,000 and 10,000,000 forints for any infringement of the provisions governing investment fund management and venture capital fund management activities;

r) between 200,000 and 4,000,000 forints for any infringement of the provisions governing custodian services;

s) between 100,000 and 500,000 forints for any breach of the obligations set out in the MLT;

t) between 100,000 and 10,000,000 forints for any infringement of the provisions on clearing and settlement services and central depository services;

u) between 5,000 and 1,000,000 forints if the person or organization that is being investigated according to Section 390 fails to comply with the Authority’s request or impedes the supervisory proceedings.

(3) The fine for any violation of, negligence or late compliance with regulations not mentioned in Subsection (2) shall be between 50,000 and 5,000,000 forints.

(4) The amount of fine to be levied upon an executive officer or employee of an issuer, an investment firm, a credit institution, an investment fund management company, a venture capital fund management company, the exchange, a body providing clearing and settlement services, the central depository or the central counterparty under Subsections (2) and (3) shall be between 500,000 and 20,000,000 forints.

(5) The ceiling of the fine shall be:

a) two hundred per cent of the income obtained, by way of derogation from Paragraphs a) and n) of Subsection (2);

b) four hundred per cent of the income obtained, by way of derogation from Paragraph d) of Subsection (2) and Subsection (4);

if the income can be specifically established.

Chapter LVI/A
PROCEEDINGS IN CONNECTION WITH ANY INFRINGEMENT OF THE REGULATIONS RELATING TO BUSINESS-TO-CONSUMER COMMERCIAL PRACTICES
Section 406/A.

In connection with any infringement of the provisions of this Act and other legislation adopted for the implementation of this Act, relating to business-to-consumer commercial practices and in particular to the disclosure of information to investors, the Authority shall proceed in accordance with the relevant provisions of the UCPA), if the infringement concerns any consumer to whom the definition under Paragraph a) of Section 2 of the UCPA applies.

PART THIRTEEN
Chapter LVII
TRANSITIONAL AND CLOSING PROVISIONS
Entry into Force
Section 407

(1) This Act, with the exceptions set out in Subsections (3) and (4), shall enter into force on 1 January 2002. Its provisions shall apply to pending cases if they comprise more favorable regulations for the client. For the definition of ‘client’ the provisions of the SAPR shall apply.

(2) For the purposes of authorization proceedings, a proceeding shall be deemed pending when the application for authorization was submitted before the date of entry into force in compliance with the formal and content requirements set out in Act CXI of 1996, Act LXIII of 1991 or Act XXXIX of 1994.

(3) Section 59, Subsection (4) of Section 62, Section 64, Subsection (5) of Section 85, Subsection (9) of Section 90, Subsection (5) of Section 91, Subsection (5) of Section 92, Section 94, Sections 102-105, Section 211, Section 218, Section 231, Section 232, Subsection (3) of Section 284, Sections 287 and 288, Section 302, Subsection (3) of Section 313 and Section 404 of this Act shall enter into force simultaneously with the act promulgating the treaty on Hungary’s accession to the European Union.

(4) Section 435 of this Act shall enter into force on 1 January 2003.

(5) The provisions of Act XXXIX of 1994 (hereinafter referred to as “Commodities Act”), Act LXIII of 1991 (hereinafter referred to as “IFA”) and Act CXI of 1996 (hereinafter referred to as “Securities Act”) shall apply if the reason upon which the supervisory action was imposed took place before the entry of this Act into force.

Transitional Provisions
Sections 408-411

Section 412

(1)-(3)

(4) The persons referred to in Points 116-118 of Subsection (1) of Section 5 shall verify of having passed the examination prescribed in specific other legislation to the Authority by 30 June 2007.

Sections 413-414

Section 415

(1) The maximum amount of compensation referred to in Subsection (2) of Section 217 shall be one million forints until 31 December 2004 and two million forints between 1 January 2005 and 31 December 2007. The day of the opening of the liquidation proceedings is to be taken into consideration when determining the maximum amount of compensation.

(2) Between the period commencing on the operative date of the act promulgating the treaty on Hungary’s accession to the European Union and ending on 31 December 2007:

a) any branch established in another Member State of the European Union by an organization that is engaged in insured activities and domiciled in Hungary must join the investor protection scheme of the country in which it is located in order to obtain the supplementary cover;

b) the amount of coverage afforded by the investor protection scheme in respect of the Hungarian branch of organizations engaged in insured activities that are established in other Member States of the European Union shall not exceed twenty thousand euro per person and per securities intermediary.

(3) Section 215 of this Act shall not apply to any claims originating from the preceding period.

(4) The compensation proceedings of the Investor Protection Fund pending at the time of this Act entering into force shall be governed by the legal regulations in force at the time when the claims to which the compensation pertains were frozen.

(5) Any payment of membership fees made in 2001 shall be applied as advance payment of membership fees for 2002 to the extent applicable for 2002.

(6)

Section 416

(1)-(2)

(3) The persons referred to in Points 1-4 of Schedule No. 11 of this Act shall provide proof to the Authority of having passed the examination prescribed in specific other legislation by 30 June 2007.

Section 417

Section 418

(1) A tax exemption of an exchange that operates under this Act with respect to corporate tax and local business tax shall end in the tax year, the last day of which is in 2006.

(2)

Section 419

(1)-(2)

(3) The clearing house that was compelled to provide central depository services under the Securities Act shall continue to provide such services under the conditions set out in the appointment.

(4) Any clearing house that was established prior to the entry of this Act into force, that was transformed in order to operate as a specialized credit institution shall not be subject to the provisions of the CIFE pertaining to foundation, to the issue of foundation permits, and to the authorization of activities that are already authorized.

(5)

(6)

(7) Paragraphs a)-e) of Subsection (3) of Section 450 of this Act shall not apply to the validity of certificates of deposit, treasury bills and bonds issued prior to the date of entry into force or offered according to Subsection (2) of Section 408.

Section 420

(1) The term of the Authority’s chairperson and deputy chairpersons elected and appointed prior to the entry of this Act into force shall terminate on the date indicated on the election or appointment papers.

(2)

Sections 421-423

Sections 424-431

Section 432

(1) The limited company established by transformation of the exchange shall be its legal successor. The rights and obligations of the predecessor exchange shall devolve upon the successor limited company.

(2) Any exchange that is established by way of transformation in accordance with the provisions of this Act shall not be subject to the regulations pertaining to the authorization requirements concerning the foundation and operations of exchanges.

Section 433.

This Act contains regulations that may be approximated with the legislation of the Communities listed in Schedule No. 25.

Section 434

Sections 435-441

Section 442

Section 443

Sections 444-448

Section 449

Any reference made to Act CXI of 1996 or the Securities Act, to Act XXXIX of 1994 or the Commodities Act, or to Act LXIII of 1991 or the IFA in any legal regulation enacted prior to this Act shall be understood as this Act.

Section 450

Authorizations
Section 451

(1) The Government is hereby authorized to decree the following:

a)-b)

c) the personnel and equipment requirements and security facilities required for the provision of clearing and settlement services;

d) the content requirements for securities and the conditions for their issue;

e) the security requirements concerning the production of printed certificates of securities, their handling and physical destruction, and the Authority’s obligation for cooperation relating to the above;

f) the regulations concerning the creation and transfer of dematerialized securities, and the related security requirements;

g) the detailed regulations concerning the opening, operation and administration of securities accounts, central securities accounts, exchange cash accounts, safe custody accounts and client accounts, and the operation of the accounts system, including the regulations on the individual administration of the accounts and on the right of disposition over such accounts;

h)-l)

m) the detailed regulations on the calculation of return on securities, and on the publication of such return;

n) the personnel, equipment and technical requirements and security facilities required for central depository activities;

o)-p)

q) the detailed regulations on the minimum content requirements for the liability insurance contracts of real estate appraiser individuals and real estate appraiser companies.

(2) The minister is hereby authorized to decree the following:

a) the regulations concerning ISIN codes;

b) the type of data to be supplied to the Authority by regulated markets, exchanges and bodies providing clearing and settlement services, and the manner and frequency of such disclosures;

c) the mandatory information to be supplied by regulated markets, exchanges and bodies providing clearing and settlement services, and the manner and frequency of such disclosures;

d) the fees payable for supervisory proceedings and administrative services;

e) the detailed regulations concerning the disclosure requirements in connection with securities offered to the public;

f) the detailed regulations for compliance with capital adequacy requirements and capital requirements on a consolidated basis;

g) the detailed regulations concerning the development and operation of the internal control regime;

h) the provisions relating to the investment rules of investment funds;

i) the provisions for the transfer of exchange-traded products between trading venues and their delisting;

j) requirements concerning investment loans and other credits under deferred payment arrangements;

k) the rules regarding the provisions to be set aside by institutions providing clearing and settlement services, other than clearing houses, and the measure of such provisions;

l) the disclosure obligation of investment fund management companies, the type of data to be supplied concerning their business operations to the Authority, and the manner and frequency in which to supply such data;

m) the detailed regulations on requirements concerning the education, professional qualifications and experience of real estate appraiser individuals;

n) the formal and content requirements concerning the disclosure of information in connection with securities offered to the public;

o) the calculations at the level of the financial conglomerate relating to supplementary supervision, their contents, structure and frequency;

p) the languages accepted by the Authority and those customary in the sphere of international finance;

q) the circumstances with respect to recognizing conduct suggesting market manipulation;

r) the detailed regulations for accepted market practices;

s) the detailed regulations for the delay of public disclosure of inside information on the part of issuers;

t) the data disclosure obligation of venture capital funds and venture capital fund management companies to the Authority in connection with the activities described in this Act, the type of data to be supplied and the manner and frequency in which to supply them;

u) the data disclosure and information obligation of the central depository to the Authority, the type of data to be supplied and the manner and frequency in which to supply them.

Schedule No. 1 to Act CXX of 2001
Abbreviations of legal regulations referred to in this Act
1. RTA: Act XCII of 2003 on the Rules of Taxation,

2. PFA: Act XXXVIII of 1992 on Public Finances,

3. Insurance Act: Act LX of 2003 on Insurance Companies and the Insurance Business,

4. IRA: Act CXXXVIII of 2007 on Investment Firms and Commodity Dealers, and on the Regulations Governing their Activities,

5. Criminal Code: Act IV of 1978 on the Criminal Code,

6. CRA: Act V of 2006 on Public Company Information, Company Registration and Winding-up Proceedings,

7. Bankruptcy Act: Act XLIX of 1991 on Bankruptcy Proceedings and Liquidation Proceedings,

8. FCA: Act CXXXII of 1997 on Hungarian Branch Offices and Commercial Representative Offices of Foreign-Registered Companies,

9. UCPA: Act XLVII of 2008 on the Prohibition of Unfair Business-to-Consumer Commercial Practices (hereinafter referred to as “UCPA”),

10. Companies Act: Act IV of 2006 on Business Associations,

11. CIFE: Act CXII of 1996 on Credit Institutions and Financial Enterprises,

12. Duties Act: Act XCIII of 1990 on Duties,

13. APA: Act CXL of 2004 on the General Rules of Administrative Proceedings and Services,

14. MNB Act: Act LVIII of 2001 on the National Bank of Hungary,

15. PML: Act on the Prevention and Combating of Money Laundering,

16. HFSA: Act CXXXV of 2007 on the Hungarian Financial Supervisory Authority,

17. Civil Code: Act IV of 1959 on the Civil Code of the Republic of Hungary,

18. Accounting Act: Act C of 2000 on Accounting,

19. Arbitration Act: Act LXXI of 1994 on Arbitration.

Schedule No. 2 to Act CXX of 2001
Content requirements of prospectuses and public notices relating to the public offering of government securities
1. All prospectuses prepared for the public offering of government securities must contain the following items:

1. name of the issuer,

2. purpose of issue, reference to the authorization for issue or the decision for offering,

3. class and type of the securities, description of the rights attached to them,

4. formula for determining the price and yield of the securities,

5. any restrictions concerning negotiability,

6. type of offering, and the rules pertaining to the type of offering in question,

7. allocation information,

8. rules on the disclosure of information concerning the outcome of the subscription procedure,

9. payment terms and conditions, bank account number for making payments,

10. rules on the payment of interest and redemption (repayment),

11. name and address of the dealer involved.

2. All public notices prepared for the public offering of government securities must contain the following information:

1. name of the issuer,

2. purpose of issue, reference to the authorization for issue or the decision for offering,

3. class, type and series of the securities, the securities code,

4. quantity planned to be issued, face value of the securities,

5. issue price of the securities, or the date and place when and where it will be published,

6. opening and closing date of subscription,

7. deadline of financial settlement,

8. interest rate, formula for calculating the interest,

9. date of payment of interest and redemption (repayment),

10. information on transfer restrictions, if any,

11. date of publication of the prospectus, means of publication.

Schedule No. 3 to Act CXX of 2001
Multiplication factors for the calculation of net positions from derivative transaction as are necessary 
for the calculation of net positions of derivative funds
	 Investment instruments underlying derivative transactions 

	 index number 


	 a) Foreign exchange
	 0.50

	 b) Bond or interest rate positions with a remaining maturity of more than three years
	 0.25

	 c) Bond or interest rate positions with a remaining maturity of less than three years and more than one year
	 0.15

	 d) Bond or interest rate positions with a remaining maturity of less than one year
	 0.10

	 e) Other investment instruments not classified under Paragraphs a)-d)
	 1.00


Schedule No. 4 to Act CXX of 2001
Content requirements of prospectuses prepared for the issue of bonds by local governments of communities
The prospectuses prepared by local governments must contain the following:

a) Summary page

Name of the issuer, the issuer’s obligations entailed in the public notice relating to the procedure, name of the seller if other than the issuer, name of the dealer involved, description of the commitments relating to the prospectus for public offering and to the public notice, first and last day of subscription or sale, number and date of the authorization for publication of the prospectus.

b) The issuer

1. name,

2. address,

3. place of publication of official announcements,

4. class and type of the securities to be issued,

5. class and type and material information of any previous issues of securities by the local government which are still in circulation, list of issues and results of subscription, commitments of the issuing local government relating to the securities issued,

6. description of the market position and price trends of the securities still in circulation,

7. the issuing local government’s organizational structure,

8. number of employees,

9. particulars of elected officers (mayor, deputy mayor, representatives, committee chairman) and of the executive employees (notary, assistant notary, financial officer, director of the field for the purposes of which the securities are issued) and their professional qualifications, in particular education, trade skills, experience, etc.

c) Description of the local government

(covering at least three years preceding the date of issue)

1. brief overview of the history of the local government,

2. geographical boundaries, size of area,

3. residential, industrial, commercial, agricultural, etc. areas covered in the regional development plan,

4. mandatory and voluntary commitments,

5. history of normative subsidies received in relation to the purpose of the issue, central and local funds available for projects and duties at the time of issue,

6. population of the area governed by the local government, per capita income, statistics concerning age groups, education and skills,

7. number of business associations and licensed self-employed persons registered in the area, broken down per trades,

8. major companies in the local government’s area of jurisdiction,

9. unemployment indices,

10. local taxes levied (tourism, community, land, building, local business taxes),

11. funds received from central taxation sources,

12. budgetary information: summary and prospects of the current budget,

13. list of income and expenses in the annual budget,

14. if the principal and interest of the bonds are covered by a single designated source the nature and potential of this source (fees, taxes, other) must also be indicated,

15. restrictions pertaining to means of debt servicing, if any,

16. any legal ramifications imposing limitations on debt servicing under Subsection (2) of Section 88 of the LGA,

17. current debts and other tangible debts, overdue debts,

18. overdue receivables,

19. major lawsuits.

d) Financial report and related information

1. The prospectus must be accompanied by a simplified statement of holdings, a simplified financial report, a simplified profit and loss account and a simplified statement of remaining assets covering the three-year period preceding the date of issue and prepared in accordance with the legal provisions on accounting.

2. The prospectus shall contain the latest financial information available since the date of closing the last balance sheet. Such latest financial information must be comparable with the figures of the balance sheet compiled according to the legal provisions on accounting.

e) Issue particulars

1. number, contents and date of the decision for offering,

2. name of the person making the offer, if other than the issuer,

3. detailed description of the purpose for offering,

4. name and address of the lead dealer involved,

5. name of the dealers participating in the subscription procedure,

6. name and address of payment and deposit locations,

7. name and address of underwriters of subscription guarantees, indicating the amount guaranteed for subscription,

8. total amount planned to be raised by the issue,

9. costs of the subscription procedure,

10. class and type of securities, description of the rights attached to them,

11. securities codes,

12. pre-emption rights, any restrictions concerning negotiability,

13. quantity of securities issued, their face value, issue price, and formula for determining the issue price,

14. series and serial numbers,

15. first and last day of subscription or sale,

16. payment terms and conditions, bank account number for making payments,

17. procedure for over- or under-subscription, allocation information,

18. draft transcript of the instrument specified under Subsection (2) of Section 7.

f) In connection with the admission of securities series for trading on the stock exchange the listing particulars shall contain:

1. name and address of the investment firm or credit institution who participates in the admission procedure;

2. the number and date of the general meeting (or management body) resolution on the decision for official stock exchange listing,

3. a statement of the issuer declaring that he is not involved in bankruptcy, liquidation or winding up proceedings at the time of submission of the application for the authorization of admission to the Authority, that he has satisfied all payment obligations during the previous two years or, if less than two years, since the commencement of operations, that he has no public debts, and that he has not been condemned by final judgment for any payment default,

4. a statement from the investment firm or credit institution who participates in the admission procedure declaring their joint and several liability with the issuer for the listing particulars being true and correct and that, to the best of his knowledge, the listing particulars do not conceal any material fact or information that is necessary for investors to make an informed judgment of the issuer and the securities series to which the listing particulars pertain,

5. the issuer’s statement that the securities in question are marketable and that he is not aware of any contract or agreement that has the capacity to impede the free movement of the securities series in question;

6. the latest economic, legal and financial information on the issuer if more than six months lapsed from the closing of the public offering procedure until the submission of the application for admission,

7. figures on the over-the-counter trading of the securities from the time of the public offering until the submission of the application for admission (quantity sold, average price with the minimum and maximum price indicated), if the duration is over six months,

8. auditor’s report (attached subsequently) for the last flash report of the issuer before submission of the application for admission,

9. the names of any persons with a holding of over five per cent in the securities series at the time of submission of the application for admission, with the percentages of holding indicated,

10. all other data and information prescribed by legal regulation in force at the time of submission of the application for admission and by exchange regulations as approved by the Authority.

For the purposes of preliminary authorization for the admission of securities issued by an international financial institution into the official listing of a Hungarian stock exchange the term, ‘listing particulars’ shall be understood as ‘prospectus’ as contained in Schedule No. 7.

Schedule No. 5 to Act CXX of 2001
Schedule No. 6 to Act CXX of 2001
Schedule No. 7 to Act CXX of 2001
Content requirements of prospectuses prepared by international financial institutions
All prospectuses prepared for the public offering of securities by an international financial institution must contain the following information:

1. name of the issuer, an introduction,

2. reference to the authorization for issue or the decision for offering, including the number, contents and date of such authorization or decision,

3. quantity planned to be issued,

4. name and address of the dealer,

5. other dealers involved,

6. name and address of payment and deposit locations,

7. designation of the securities, purpose of the issue,

8. class and type of securities, description of the rights attached to them,

9. any restrictions concerning negotiability,

10. quantity of securities issued, their face value, issue price, and formula for determining the issue price,

11. series and serial numbers, securities codes,

12. first and last day of subscription or sale,

13. payment terms and conditions, bank account number for making payments,

14. procedure for over- or under-subscription, allocation information,

15. last fiscal year’s financial figures,

16. the issuer’s last audited balance sheet (prepared according to national law),

17. total amount planned to be raised by the issue and the purpose for which it will be used,

18. name and address of the underwriters of subscription guarantees, indicating the amount guaranteed for subscription,

19. draft version of the transcript of the securities (specimen) or a draft version of the transcript of the written instrument described in Subsection (2) of Section 7 in the case of dematerialized securities.

Schedule No. 8 to Act CXX of 2001
Content requirements of the program of operation and business report to be prepared by the offeror when acquiring a participating interest in a public limited company by way of a takeover bid
I. General information
1. Name and address (residence) of the offeror;

2. identification data of persons acting in concert (birth name, permanent address, place and date of birth);

3. name and address of the offeree company;

4. name and address of the dealer in securities, if applicable;

5. medium of publication of the takeover bid;

6. details of any existing holdings of the offeror, and of persons acting in concert with him/her, in the offeree company;

7. the time allowed for acceptance of the bid;

8. information concerning the financing for the bid;

9. where the consideration offered by the offeror includes securities of any kind, information concerning those securities, including:

9.1. information concerning the last twelve months’ trading (minimum price, maximum price, average price, volume) if the security is listed on a stock exchange;

9.2. the price and the calculation formula of the security as included in the consideration.

II. Program of operation
1. Description of business policy proposed for the future operations of the offeree company;

2. the offeror’s intentions with regard to the future business of the offeree company and, in so far as it is affected by the bid, the offeror company;

3. safeguarding of the jobs of their employees and management, including any material change in the conditions of employment at the offeree company;

4. the offeror’s strategic plans for the two companies;

5. the likely repercussions on employment;

6. the likely repercussions on the locations of the companies’ places of business.

III. Business report
1. Name and address (residence) of the offeror;

2. name and address of the offeree company;

3. brief description of the corporate history of the offeror, and its business profile;

4. brief introduction of the offeror’s executive officers and supervisory board members;

5. details of any agreement between the offeror, or the parties holding an interest in the offeror, and the offeree company, or the parties holding an interest in the offeree company, if the agreement(s) carry any weight regarding the takeover bid;

6. details of any agreements between the offeror, or the parties holding an interest in the offeror, and the offeree company, or the parties holding an interest in the offeree company or the executive employees of the offeree company, if the agreement(s) carry any weight regarding the takeover bid;

7. description of the offeror’s financial position, indicating any changes and fluctuations therein;

8. offeror’s declaration of having sufficient funds to cover the takeover bid, and a description of such funds;

9. declaration of liability for the authenticity of data and information contained in the takeover bid and in the business report.

Schedule No. 9 to Act CXX of 2001
Content requirements of the response of the management body of the offeree company to a takeover bid
1. Name and address of the company;

2. executive summary of the bid, including fundamental terms and conditions (price, period within which the declaration of acceptance is to be introduced, payment terms);

3. a declaration to indicate whether the executive employees of the offeree company hold any executive office or have any participating interests in the offeror, or in the holder of a participating interest in the offeror, or any other relationship between the aforementioned;

4. the offeree company’s ownership structure, list of persons having at least five per cent of the voting rights, number of their shares and the number of their votes;

5. any effect on the offeree company’s employees on account of the acquisition of a participating interests;

6. recommendation of the offeree company’s management body whether to accept or reject the takeover bid, including a detailed explanation; in the event that there is any vote against the recommendation or if a member of the management body did not vote, it shall also be indicated along with an explanation;

7. name of the independent financial expert appointed by the management body of the company, and the expert’s statement to declare that he is immune from any conflict of interest that could affect his ability to proceed unbiased;

8. the employees’ opinion on the takeover bid.

Schedule No. 10 to Act CXX of 2001
Schedule No. 11 to Act CXX of 2001
Requirements concerning the personnel, equipment and technical facilities of bodies providing investment fund management services
Personnel criteria
1. The director of operations must be a person with no prior criminal record, must have at least five years of professional experience, to whom none of the disqualifying factors listed under Section 357 apply.

2. The persons employed for portfolio management and for trading in investment instruments and exchange-traded instruments must have no prior criminal record, must have at least two years of professional experience, to whom none of the disqualifying factors listed under Section 357 apply.

3. The director of the back office must be a person with no prior criminal record, must have at least two years of experience in portfolio management, investment fund management or banking, to whom none of the disqualifying factors listed under Section 357 apply.

4. In the application of Points 1-3, for investment fund management companies, managers of European investment funds and investment firms, time spent in the employ of the department of investments of a credit institution/insurer/pension fund or in the custody department of a credit institution, in the employ of the Magyar Nemzeti Bank, the Authority, the ministry, a regulated market, an exchange, a clearing house, the ÁKK Zrt., and the treasury, furthermore, for real estate fund management companies time spent in the employ of a real estate broker, or the foreign equivalent of these in some form of employment relationship shall be recognized as professional experience.

Equipment requirements
Bodies providing investment fund management services must have sufficient office space available at their disposal, and must have sufficient communications facilities (telephone, fax, e-mail).

Technical requirements
Bodies providing investment fund management services must have:

a) an accounts system with sufficient facilities to satisfy the criteria of separate administration and recording as specified in this Act;

b) a portfolio records system that is serviceable to provide accurate and up-to-date information concerning the assets contained in the various portfolios, and that has facilities for the mandatory disclosure of information, and that conforms with the requirements of internal control and supervision by the Authority.

Schedule No. 12 to Act CXX of 2001
Content requirements of the management protocol of bodies providing investment fund management services
1. Rules for the prevention and handling of any conflict of interest.

2. Rules for the detachment of investment fund management from all other activities in which the investment fund management company is engaged.

3. Rules for separating the functions of the front office and that of the back office.

4. Rules conferring decision-making authority within the organization.

5. Rules for retaining data files.

6. Rules of confidentiality.

7. Rules on communication facilities provided to investors by which to reach the investment fund management company.

Schedule No. 13 to Act CXX of 2001
Content requirements of the procedural regulations of investment fund management companies
1. Rules on the evaluation of assets.

2. Rules on risk management principles.

3. Rules on the principles of outsourcing or delegation of activities.

4. Rules on the means and frequency of disclosure of information to investors.

5. Principles and rules on performance rating.

6. Requirements for the training of employees.

7. Rules on investments by executive officers and employees.

8. Rules on diversification and spreading.

Schedule No. 14 to Act CXX of 2001
Schedule No. 15 to Act CXX of 2001
Rules and principles for the assessment, documentation and disclosure of earnings achieved in a portfolio managed by an investment fund management company
The documents prepared under this Schedule shall not serve to substitute for the reports, which are to be prepared by bodies providing investment fund management services in order to enable their clients to comply with their reporting obligations.

The objective of the internal regulations on the assessment of performance, documentation, disclosure and publication is to assure the investors that the information on earnings is complete and correct. Compliance with these provisions and the uniformity of the yield calculation methods serve the purpose of making the performance of the various portfolios - including the investment funds and the assets of the voluntary mutual insurance funds and of the private pension funds - as comparable as possible. To this end:

1. All data and information, which are necessary to document the results achieved in a portfolio and to perform the prescribed calculations must be compiled and retained on file.

2. All source information for portfolio assessment and the methods employed must be made available to the investors.

3. All portfolios must be evaluated at least monthly.

4. Portfolios must be evaluated on a market value basis.

5. For the evaluation of interest-bearing bonds and all other instruments on which any interest is paid, the amount of interest accrued for a given period must be taken into consideration.

6. Yields on moneys and other similar instruments must be included in the gross earnings.

7. Yields shall be computed on each business day.

8. Unless otherwise prescribed by legal regulation, the yield of portfolios shall be calculated on a capital-weighted monthly average or time-weighted daily average basis.

9. Return must be assessed on the whole, including any and all capital gains and profits, whether realized or not.

10. The earnings of the various periods must be shown in a geometrical sequence.

11. The return achieved in periods of less than one year cannot be computed on an annual basis.

12. Every yield figure must have an indication as to which period it pertains.

13. The costs and expenses of trading shall not be included when rating the efficiency of management.

14. Non-refundable withholding tax on dividends, interest income and capital gains must be deducted from the yield amount. Withholding tax that can be refunded shall be taken into consideration.

15. It shall be indicated whether the yield calculated is net or gross, namely, whether it includes the fees paid by the investor to the portfolio manager or to its affiliated company.

16. Any fact and additional information that may be of importance for making an informed judgement of a portfolio’s performance, or to offer an explanation for the yield calculated shall also be indicated.

17. In terms of efficiency rating, any diversification of capital or use of derivative instruments, and the extent of such, shall be demonstrated in a yield calculation so as to permit the identification of risks.

18. Where a reference index has been made part of a portfolio, in line with the underlying investment policy, the yield of such reference index is to be shown for the same period or periods to which the yield of a portfolio pertains using the same yield calculation methods.

19. When rating the efficiency of an investment fund management company, the yield figures shall cover the past five years or, if less than five years, the full period of their activities, broken down by calendar year.

Schedule No. 16 to Act CXX of 2001
Content requirements of investment funds’ management protocol
I.
1. Name, type and term of the investment fund.

2. Terms and conditions for underwriting guarantees, when applicable.

3. Number and date of resolutions adopted by the Authority and by the fund management company relating to the approval or amendment of the fund’s management protocol.

4. The names and addresses of the fund management company, the custodian and the real estate appraiser, their spheres of activities and key corporate particulars.

5. Name and address of any potential subcontractor, including a brief explanation of the reason for requiring his services.

6. Investment policy of the investment fund, showing separately:

a) investment strategies,

b) potential components of the portfolio and their proposed ratio,

c) maximum, minimum or proposed ratio of the various types of securities, denominated in any currency, or a clear and express indication if there are plans to place more than thirty per cent of the available capital into securities which are denominated in the same foreign currency, exclusive of the securities denominated in the domestic legal tender,

d)

e) potentially targeted derivative instruments or derivative transactions, the objective and conditions under which they will be used, any major risk factors,

f) if the pledge related to the capital invested and to earnings is substantiated based on investment policy of the investment fund, a description of the underlying transaction shall also be included,

g) the regulations for the encumbrance of real estate properties that are part of the portfolio of the real estate fund.

7. Description of the rights attached to investment units.

8. Rules on trading the investment units.

9. Rules pertaining to the suspension of the continuous issue of investment units of an open-ended investment fund by the fund management company.

10. Detailed rules concerning the assessment and payment of capital increments and dividends.

11. An itemized list of all fees and expenses charged to the investment fund, detailed information concerning the amount and calculation method of such fees and charges and their accounting.

12. Sales and redemption commissions and other costs charged directly to the investors.

13. The formula for the calculation of the aggregate net asset values and the net asset value per investment unit, the frequency of calculation and the means, the date and place of its publication, including the procedure for the settlement obligation due to erroneous calculation of net asset value.

14. Formula for the calculation of the selling and redemption price of the investment units of open-ended investment funds.

15. Rules on regular and extraordinary disclosures of information to investors, the means and the place and date of such disclosures.

16. Provisions concerning the termination, transformation or merger of the investment fund.

17. Detailed rules on the evaluation of the individual components of a portfolio.

18. For open-ended investment funds, the minimum quantitative criteria for liquid assets and lines of credit set aside to finance redemption claims.

19. For open-ended investment funds, rules on financing redemption claims from borrowed money.

20. The rules for lending or pledging any investment instruments that belong to an investment fund.

21. For investment funds investing in other investment funds, and if it plans to invest more than twenty-five per cent of its capital into a single investment fund, the investment policy and operating budget of this investment fund shall also be included.

22. The front page of the prospectus, summary prospectus and management protocol of any investment fund that invests in derivative instruments must contain a clear and express notice to advise investors concerning the higher-than-usual risks involved in such operations, indicating separately the maximum permissible margin between the total value of positions from derivatives and the fund’s own capital.

II.
1. In addition to the above, the management protocol of a private investment fund shall also indicate:

a)

b) the first and last day of subscription,

c) the name and address of the potential buyers of the investment units.

2. In respect of a real estate fund, the investment policy of which is designated for a specific real estate project or a group of projects (project fund), a detailed introduction shall be provided concerning the background and conditions for their implementation.

3. In respect of European investment funds that carry higher-than-average risks owing to their investment policies, it shall be clearly indicated.

Schedule No. 17 to Act CXX of 2001
Content requirements of a public-offer prospectus prepared for the public offering of investment units
I.
1. Particulars of the public notice and the offer:

a) brief introduction of the investment fund planned to be established, offered for sale or issuing a new series of investment units;

b) place of subscription;

c) terms and conditions of payment, or terms of subscription of a series of investment units issued for a new fund;

d) subscription price, purchase price; issue price (for any investment fund issuing a new series with a subscription procedure, the issue price in effect on the first day of trading);

e) first and last day of subscription;

f) procedure for over- or under-subscription, where issue is accomplished through subscription;

g) name of supervisory authority, applicable regulations;

h) description of rights attached to the investment units, separately for each series.

2. If the fund management company or the custodian had been adjudicated in bankruptcy within three calendar years prior to the first day of sale of the investment units, the prospectus shall contain information relating to such a proceeding.

3. Information on the underwriter of any explicit guarantee.

4. Name and address of the real estate appraiser and the auditor.

5. Information on the potential markets of investments.

6. Description of the properties offered in exchange for the investment units of a closed-ended real estate fund.

7. Name and particulars of the dealer, and if the dealer is using any agents, a brief description of the procedure.

8. Particulars of the fund management company, including its name, address, date of foundation, registration number, date and place of registration, sphere of activities, term of operation, definition of fiscal year, registered capital, ownership structure, particulars of executive employees and their professional qualifications, essential business information (comparative figures from the balance sheets of the previous three years, market position, number of employees), description of any other investment funds it manages (starting date, investment policy, extent, annual yield achieved), duties.

9. Particulars of the custodian, including his name, address, date of foundation, registration number, date and place of registration, sphere of activities, term of operation, definition of fiscal year, registered capital, ownership structure, particulars of executive employees and their professional qualifications, essential business information (balance sheets of the previous three years, number of employees), duties.

10. Particulars of the real estate appraiser, including his name, address, date of foundation, registration number, date and place of registration, sphere of activities, term of operation, definition of fiscal year, registered capital, ownership structure, particulars of executive employees and their professional qualifications, essential business information (balance sheets of the previous three years), number of employees, duties.

11. The fund’s management protocol compiled on the basis of Schedule No. 16 must be annexed to the public-offer prospectus.

II.
Additional information to be supplied in the prospectuses of European investment funds:

1. Name and address of any potential subcontractor.

2. The investment fund’s past performance and yield.

3. Description of investors for whom the investment fund is recommended.

4. Brief description of the tax regulations pertaining to the investment fund and affecting investors.

5. Name and description of the counsel and the key elements of the contract he has concluded with the investment fund management company, except the clauses pertaining to his remuneration.

6. Any office or employment relation the executive officers have in other companies.

III.
1. If the particulars of the fund management company, the custodian and the real estate appraiser are furnished in the respective company’s annual report, they shall not be incorporated into the prospectus.

2. The rules on the evaluation of the individual components of portfolios may be supplied to the investors, apart from the fund’s management protocol.

Schedule No. 18 to Act CXX of 2001
Content requirements of summary prospectuses
1. The intended purpose of a summary prospectus is to provide the investors with an extract of the issue prospectus or fund management protocol, to contain essential information only. A simplified prospectus may not be older than fifteen months.

2. The summary prospectus must clearly contain the following information:

1. Purpose of the investment fund, the investment objective fixed in the investment policy;

2. Name and particulars of the fund management company;

3. Name and particulars of the dealer;

4. Name and particulars of the custodian;

5. Name of the fund’s auditor;

6. Name and particulars of the investment counselor;

7. Description of the risks related to the fund’s investment policy;

8. Direct and indirect costs charged to the investors;

9. Investor protection scheme: guarantees and security components;

10. Previous yields achieved by the fund;

11. Means of publication of information supplied by the fund.

3. All summary prospectuses must contain the following message:

The fund’s past history of operations concerning yield and earnings shall not automatically guarantee the same in future investments.

4. Additional information to be supplied in the summary prospectuses of European investment funds:

1. Date on which the investment fund was created and its home country;

2. Name of the competent supervisory authority;

3. Name and address of any potential subcontractor;

4. Description of investors for whom the investment fund is recommended;

5. Term of the investment fund, if it is closed-ended fund;

6. Method of purchasing and selling investment units;

7. Sales and redemption commission and other costs broken down according to cost bearers;

8. Information concerning the publication and availability of net asset value;

9. Brief description of the tax regulations pertaining to the investment fund and affecting the investors;

10. Date on which the prospectus is published;

11. The past performance of the investment fund;

12. Date and method of yield payment, if any.

5. The summary prospectuses of European investment funds shall contain a brief notice to the effect that the prospectus as well as the annual and biannual reports will be made available, before and after contracting, to investors free of charge upon request.

The summary prospectuses of European investment funds shall indicate the contact person (name, department, office hours) for requesting further information.

Schedule No. 19 to Act CXX of 2001
Content requirements of notices of dissolution
A notice of dissolution must indicate the following information:

a) the book value of the assets in the portfolio upon maturity, separately for each asset;

b) the price received for an asset that has been sold;

c) any additional revenues;

d) an itemized list of costs and fees charged upon final settlement;

e) the amount of capital to be distributed among the investors;

f) the amount payable per investment unit; and

g) the first day and place of payment.

Schedule No. 20 to Act CXX of 2001
	 
	 Type of fund

	 
	 publicly offered open-ended security
	 publicly offered closed-ended security

	 Limit per issuer in percentage of equity capital

	 a) listed securities with sufficient liquidity
	 15%
	 20%

	 b) other listed securities, the securities referred to in Paragraph b) of Section 275, public open-ended collective investment instruments
	 10%
	 10%

	 c) unlisted securities
	 2%
	 10%

	 Aggregate limit in percentage of equity capital

	 d) listed securities with sufficient liquidity if exceeding the limit specified in row “b”
	 40%
	 60%

	 e) unlisted securities
	 10%
	 30%

	 f) collective investment instruments, excluding public open-ended collective investment instruments
	 5%
	 20%

	 Other limits in percentage of equity capital

	 g) government securities of the same series
	 35%
	 35%


Schedule No. 21 to Act CXX of 2001
Content requirements of half-yearly and yearly reports to be prepared in connection with publicly offered investment units
Yearly and half-yearly reports are to be prepared so as to permit investors to make an informed assessment of the fund, the risks and the potential results.

Yearly and half-yearly reports must contain the following information:

1. name of the investment fund, its type and term;

2. name and address of the fund management company, the dealer and the custodian involved;

3. name and address of the auditor and the real estate appraiser;

4. composition of the investment instruments or real estate properties, broken down per class and type, or according to the categories laid down in the investment policy and - for real estate properties - in accordance with Schedule No. 23, at the beginning and at the end of the fixed term;

5. number of investment units in circulation at the beginning of the period, the quantity sold and redeemed during the period and the quantity in circulation at the closing of the period, the net asset value of the portfolio in the aggregate and the net asset value per investment unit;

6. conditions of a loan received by the fund;

7. changes in the fund’s capital and in the net asset value per certificate during the period to which the report pertains, shown at least on a monthly basis, as well as the amounts of yield paid out;

8. in the reporting period, yield figures of the fund and its reference yield index for the past five years or, if less than five years, the full period of their activities, broken down by calendar year according to the instructions contained in Schedule No. 15;

9. changes in the fund management company’s operations, and a description of the major factors having an impact on the investment policy;

10. for yearly reports, the fund’s audited balance sheet;

11. for yearly reports, the auditor’s report concerning the investment fund in question;

12. for yearly reports:

a) income from investments,

b) other income,

c) fees paid to the fund management company,

d) fees paid to the custodian,

e) other charges and taxes,

f) paid out and reinvested income,

g) value adjustment in respect of invested assets,

h) any other changes having an effect on the value of assets;

13. for yearly reports:

a) the last aggregate net asset value of the fund calculated in the calendar year and the net asset value per certificate in the last three years, not including the subject period,

b) information on derivative transactions.

Schedule No. 22 to Act CXX of 2001
Schedule No. 23 to Act CXX of 2001
For the purposes of this Act and other legal regulations implemented by authorization of this Act the following shall be construed as international financial institutions:

1. the African Development Bank;

2. the Inter-American Investment Corporation;

3. the Inter-American Development Bank;

4. the Asian Development Bank;

5. the European Investment Fund;

6. the European Investment Bank;

7. the European Community;

8. the Council of Europe Development Bank;

9. the European Bank for Reconstruction and Development;

10. the Nordic Investment Bank;

11. the Black Sea Trade and Development Bank;

12. the Caribbean Development Bank;

13. the Central American Bank for Economic Integration;

14. the Multilateral Investment Guarantee Agency;

15. the Bank for International Settlements;

16. the International Finance Corporation;

17. the International Bank for Reconstruction and Development;

18. the International Monetary Fund.

Schedule No. 24 to Act CXX of 2001
Information to be disclosed in the yearly and half-yearly reports of public real estate funds
1. The yearly report shall contain the following information for each real estate property:

a) address; topographical lot number; classification under either of the functional categories defined in Point 2 below; gross and net floor space available for leasing; year of construction and occupancy; length of the planned period of holding. For condominiums these data may be provided for the entire building on the aggregate,

b) for landed properties: zoning; permissible building space; level space index; building height; minimum green area index; available utilities; availability of building permit.

2. The yearly and half-yearly report shall provide aggregate information on all real estate properties in holding broken down according to the following categories in terms of function and geographical location separately for each type of real estate property:

	 
	 Value (HUF)

	 Functional categories
	 Budapest 
and vicinity
	 Other sections 
of Hungary
	 Outside 
of Hungary
	 Total

	 Land
	 
	 
	 
	 

	 Residential properties
	 
	 
	 
	 

	 Office space
	 
	 
	 
	 

	 Commercial properties
	 
	 
	 
	 

	 Logistics properties
	 
	 
	 
	 

	 Industrial properties
	 
	 
	 
	 

	 Multi-purpose properties
	 
	 
	 
	 

	 Buildings under construction
	 
	 
	 
	 

	 Other properties
	 
	 
	 
	 

	 Total:
	 
	 
	 
	 


The category “Budapest and vicinity” covers the city of Budapest and the adjacent communities, whereas “Other sections of Hungary” covers all Hungarian communities other than those listed under “Budapest and vicinity”.

Where any functional category contains at least two properties (from this perspective condominiums are treated as one property), the data under functional categories must be published. In the case of one real estate property, it may be listed under “Other properties” and this designation may be indicated for the property’s functional category. A real estate property shall be listed under a specific functional category if its use according to the function represents at least sixty per cent of its value or net leasing space. ‘Multi-purpose property’ means when neither of the functions are dominating from the standpoint of utilization.

3. The yearly and half-yearly report shall contain the following data and indicators, broken down according to functional categories and in total:

a) net income from leasing (exclusive of VAT and costs covered by the lessor) for a given period, showing separately the income in any foreign currency, if applicable;

b) rate of occupancy (net leased space divided by the total net leasing space available, according to the lease contracts in effect on the accounting date);

c) property portfolio earning capacity (net annual lease charges divided by the total net asset value, according to the lease contracts in effect on the accounting date);

d) average income from leasing (net annual income from leasing divided by the net lease space available);

e) average property value (net asset value of all real estate properties shown on the accounting date divided by the gross total space of all real estate properties);

f) changes expressed in percentage of properties during a specific period (the difference in value between the first and last day of the period, less any improvements completed during the period, divided by the market value of the property shown under net asset value at the beginning of the period).

4. The yearly and half-yearly report shall contain the following data on the aggregate for the entire real estate portfolio:

a) share of the real estate portfolio in the net asset value at the beginning and end of the period;

b) average lease terms (lease term weighted with the relevant lease charges, indicating the notice period for the termination of contracts for unfixed lease terms);

c) number of tenants, buyers;

d) level of coverage of lease contracts (value of collateral divided by the total of net monthly lease charges and overhead expenses);

e) leverage requirements (amount of all loans outstanding on the accounting date divided by the net asset value on the accounting date).

5. Yearly reports shall indicate under income, charges and expenses:

a) profit from sales of real estate properties (the sum above the value of record);

b) gains/losses on hedges;

c) funds received in indemnity or as earnest money, or sums paid out as such;

d) fees paid by investors to the fund in connection with the offering of investment units;

e) operating expenses;

f) utility charges;

g) maintenance costs;

h) insurance costs;

i) property taxes;

j) property appraisal costs;

k) commissions of real estate agents;

l) legal expenses;

m) bank charges;

n) interest expenses.

Schedule No. 25 to Act CXX of 2001
Compliance with the Acquis
This Act contains regulations that may be approximated with the following legal regulations of the European Communities:

1. Council Directive of 20 December 1985 on the coordination of laws, regulations and administrative provisions relating to undertakings for collective investment in transferable securities (UCITS) (85/611/EEC).

2. Council Directive of 22 March 1988 amending, as regards the investment policies of certain UCITS, Directive 85/611/EEC on the coordination of laws, regulations and administrative provisions relating to undertakings for collective investments in transferable securities (UCITS) (88/220/EEC).

3. European Parliament and Council Directive 95/26/EC of 29 June 1995 amending Directives 77/780/EEC and 89/646/EEC in the field of credit institutions, Directives 73/239/EEC and 92/49/EEC in the field of non-life insurance, Directives 79/267/EEC and 92/96/EEC in the field of life assurance, Directive 93/22/EEC in the field of investment firms and Directive 85/611/EEC in the field of undertakings for collective investment in transferable securities (UCITS), with a view to reinforcing prudential supervision.

4. Directive 97/9/EC of the European Parliament and of the Council of 3 March 1997 on investor-compensation schemes.

5. Directive 2001/34/EC of the European Parliament and of the Council of 28 May 2001 on the admission of securities to official stock exchange listing and on information to be published on those securities.

6. Directive 2001/107/EC of the European Parliament and of the Council of 21 January 2002 amending Council Directive 85/611/EEC on the coordination of laws, regulations and administrative provisions relating to undertakings for collective investment in transferable securities (UCITS) with a view to regulating management companies and simplified prospectuses.

7. Directive 2001/108/EC of the European Parliament and of the Council of 21 January 2002 amending Council Directive 85/611/EEC on the coordination of laws, regulations and administrative provisions relating to undertakings for collective investment in transferable securities (UCITS), with regard to investments of UCITS.

8. Directive 2002/47/EC of the European Parliament and of the Council of 6 June 2002 on financial collateral arrangements.

9. Directive 2002/87/EC of the European Parliament and of the Council of 16 December 2002 on the supplementary supervision of credit institutions, insurance undertakings and investment firms in a financial conglomerate and amending Council Directives 73/239/EEC, 79/267/EEC, 92/96/EEC, 93/6/EEC and 93/22/EEC, and Directives 98/78/EC and 2000/12/EC of the European Parliament and of the Council.

10. Directive 2003/71/EC of the European Parliament and of the Council of 4 November 2003 on the prospectus to be published when securities are offered to the public or admitted to trading and amending Directive 2001/34/EC.

11. Directive 2003/6/EC of the European Parliament and of the Council of 28 January 2003 on insider dealing and market manipulation (market abuse).

12. Commission Directive 2003/124/EC of 22 December 2003 implementing Directive 2003/6/EC of the European Parliament and of the Council as regards the definition and public disclosure of inside information and the definition of market manipulation.

13. Commission Directive 2003/125/EC of 22 December 2003 implementing Directive 2003/6/EC of the European Parliament and of the Council as regards the fair presentation of investment recommendations and the disclosure of conflicts of interest.

14. Directive 2004/25/EC of the European parliament and of the council of 21 April 2004 on takeover bids.

15. Directive 2004/39/EC of the European Parliament and of the Council of 21 April 2004 on markets in financial instruments amending Council Directives 85/611/EEC and 93/6/EEC and Directive 2000/12/EC of the European Parliament and of the Council and repealing Council Directive 93/22/EEC.

16. Commission Directive 2004/72/EC of 29 April 2004 implementing Directive 2003/6/EC of the European Parliament and of the Council as regards accepted market practices, the definition of inside information in relation to derivatives on commodities, the drawing up of lists of insiders, the notification of managers’ transactions and the notification of suspicious transactions.

17. Directive 2004/109/EC of the European Parliament and of the Council of 15 December 2004 on the harmonization of transparency requirements in relation to information about issuers whose securities are admitted to trading on a regulated market and amending Directive 2001/34/EC.

18. Directive 2006/43/EC of the European Parliament and of the Council of 17 May 2006 on statutory audits of annual accounts and consolidated accounts, amending Council Directives 78/660/EEC and 83/349/EEC and repealing Council Directive 84/253/EEC.

19. Directive 2006/48/EC of the European Parliament and of the council of 14 June 2006 relating to the taking up and pursuit of the business of credit institutions (recast).

20. Directive 2006/49/EC of the European Parliament and of the Council of 14 June 2006 on the capital adequacy of investment firms and credit institutions (recast).

21. Commission Directive 2006/73/EC of 10 August 2006 implementing Directive 2004/39/EC of the European Parliament and of the Council as regards organizational requirements and operating conditions for investment firms and defined terms for the purposes of that Directive.

22. Commission Directive 2007/14/EC of 8 March 2007 laying down detailed rules for the implementation of certain provisions of Directive 2004/109/EC on the harmonization of transparency requirements in relation to information about issuers whose securities are admitted to trading on a regulated market.

23. Commission Directive 2007/16/EC of 19 March 2007 implementing Council Directive 85/611/EEC on the coordination of laws, regulations and administrative provisions relating to undertakings for collective investment in transferable securities (UCITS) as regards the clarification of certain definitions.

24. Directive 2007/44/EC of the European Parliament and of the Council of 5 September 2007 amending Council Directive 92/49/EEC and Directives 2002/83/EC, 2004/39/EC, 2005/68/EC and 2006/48/EC as regards procedural rules and evaluation criteria for the prudential assessment of acquisitions and increase of holdings in the financial sector.

Schedule No. 26 to Act CXX of 2001
Content requirements for the management protocol of venture capital funds
1. Introduction

Detailed description of the characteristics of venture capital investments, operating conditions.

2. Particulars of the venture capital fund management company

The venture capital fund management company’s:

a) name and registered office;

b) registration number, date and place of registration;

c) number and date of authorization by the Authority;

d) name and autobiography of executive employees;

e) name and license number of the auditor.

3. Information on the venture capital fund

a) name of the venture capital fund;

b) subscribed capital of the venture capital fund, regulations on the increase and reduction of the subscribed capital, procedure of settlement with holders of temporary venture capital fund certificates;

c) face value, quantity issued, series and serial number of venture capital fund certificates, and a description of rights associated with them;

d) sanctions to be imposed in the event of non-compliance with a request to provide the capital contribution as agreed upon at the time of subscription;

e) term of a venture capital fund and the procedure for any extension, if permitted, and the maximum term of extension;

f) description of the venture capital fund’s investment principles, possibility and conditions for changes, including the possibility or preclusion of investments in single-man companies and investments for acquiring controlling or majority interest;

g) description of credit opportunities, legal restrictions and other restrictions imposed by the venture capital fund management company;

h) conditions for lending, the possibility or preclusion of lending in respect of lending restrictions in addition to the restrictions prescribed by law;

i) detailed rules for the determination and payment of capital increment and yield, the regulations on the distribution or reinvestment of capital increment produced by the venture capital fund (whether the venture capital fund pays any interest within its duration of operation if any yield is produced, or reinvests the entire sum; if yield is paid, how often is it disbursed, etc.);

j) itemized list of fees and expenditures expected to be paid by the venture capital fund, detailed information on the amounts of fees and expenses, or on the method of calculation, and on the accounting of such;

k) rules pertaining to the notification of holders of venture capital certificates;

l) information on consultants and other participants;

m) regulations pertaining to the termination of the venture capital fund;

n) conditions for the venture capital fund management company’s remuneration, the form, extent and calculation method of such fees, and payment conditions;

o) where the consent of holders of venture capital fund certificates is prescribed by the fund’s management protocol or under this Act, the procedure to obtain such consent; and

p) provisions for the calculation and disclosure of the net asset value.

