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Budapest, 2006-08-15 
 

Mr Matthias Ruete 
Director-General 
European Commission 
Directorate-general for energy and transport 
Fax: +32 2 296 8355 
B-1049 Bruxelles, Belgium 
Matthias.Ruete@cec.eu.int 
 
 
 

Subject: Important new elements to complaint SG(2005} A/3938 
 
 
 
 
Dear Mr. Ruete, 
 
 
Concerning our complaint of 21 April 2005 relating to the non-compliance of the 
Hungarian rail transport legislation with the Community legislation concerning rail 
services, registered under number SG(2005} A/3938, I would like to call to your attention 
to the fact that in the Hungarian state budget for the year 2006, as approved by Parliament, 
HUF 53 billion is earmarked for compensating for the uncovered reasonable expenses of 
MÁV Hungarian Railways Corporation (MÁV) on the public services it provides as ordered 
by the State. This sum is less than half the amount needed for full compensation just for 
the year 2006. Furthermore, a multi-year negative trend in the government’s financing 
practice may be identified as the volume of reasonable expenses uncovered by revenues of 
MÁV’s public service passenger operations grew by over 30% in 2005 (to HUF 51 billion 
from HUF 39 billion in 2004)! 
These figures must be viewed in the context of the estimated HUF 1700 billion which the 
State owes to MÁV due to the fact that during the last 23 years the State never fully 
compensated the services which it ordered from MÁV.  
 
The Hungarian State has to this date failed to conclude either the passenger operation or the 
infrastructure management public service contract with MÁV, which is a violation of 
Article 14 (Public service contracts) of Regulation No. 1191/69/EEC on action by Member 
States concerning the obligations inherent in the concept of a public service in transport by 
rail, road and inland waterway. 
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We are aware of the serious budgetary problems of the Hungarian State Budget. However 
this cannot be accepted as an excuse for non-compliance with the EU legislation. This is all 
the more so, because the State subsidies to road transport are extremely generous. In order 
to fulfil the requirements of Regulation 1191/69/EEC at a minimum level the State should 
provide MÁV yearly with about HUF 60 billion more than it does now. At the same time 
the State spends each year HUF 200–300 billion for the construction of new motorways. 
The State makes it possible for individuals and companies to illegally evade paying taxes by 
accounting private use of cars as company use, which causes a loss of state revenues of 
about HUF 600–800 billion yearly (see Annex). The state has been refusing for years to 
introduce a kilometre charge for heavy trucks, although the unpaid damages caused by these 
vehicles is estimated to amount to about HUF 1000 billion each year. 

 
In our complaint we explained that the management of MÁV is not in the position to 
officially demand the compensation it is entitled to from the State as they are not independent 
to act at all. This problem has not been rectified either, but just the opposite happened: the 
Minister for Economy and Transport modified the Articles of Association of MÁV in 
November 2005 in a way that further substantially curtails the independence of MÁV’s 
management. Using the pretext of taking greater direct shareholder responsibility, the 
Minister, who exercises the shareholder rights over MÁV in the name of the Hungarian State, 
reduced the Board of Directors into a mere signatory body, formally approving the 
instructions coming from the Minister. Namely, the Minister centralized to himself the 
authority to approve (i) the business plan, (ii) any spending decision over HUF 2 billion (EUR 
7.3 million) case-by-case (including maintenance contracts), and the (iii) management 
organization of the corporation. Furthermore the Minister vindicated the right to himself to 
directly order the management staff of MÁV. This means a further violation of the Directive 
2001/12/EC of the European Parliament and of the Council of 26 February 2001 
amending Council Directive 91/440/EEC on the development of the Community's railways, 
which states “(9) 6) Article 4 shall be replaced by the following: "Article 4  1. Member States 
shall take the measures necessary to ensure that as regards management, administration and 
internal control over administrative, economic and accounting matters railway undertakings 
have independent status in accordance with which they will hold, in particular, assets, 
budgets and accounts which are separate from those of the State. "” 
Neither the new Hungarian law on railways (Act CLXXXIII of 2005), nor any other element 
of legislation contain the necessary provisions with regards to this aspect of railway 
undertakings. 
An example of the direct interference of the Minister of Transport into the internal affairs of 
MÁV is his recent announcement that MÁV must dismiss 2500 employees in the various 
directorates of MÁV. There has been no study or any analysis of the effect of such a reduction 
of personnel, which might prove to be quite detrimental to the safe operation of the railway 
company. Quite on the contrary, MÁV should be expanding its capacities to prepare the 
projects for EU funded railway reconstruction and development projects.  
The results of the lack of appropriate personnel at MÁV (due to financial restrictions) can be 
clearly seen by the European Commission, too: the railway projects submitted by Hungary for 
EU funding arrive to the Commission with substantial delay (if they arrive at all), and their 
quality is often insufficient. At the same time there are no financial or any other restrictions in 
Hungary for those preparing road projects for EU funding.  
 
All this is a clear violation of the market principles as laid down in the Treaty establishing 
the European Community (consolidated text, Official Journal C 325 of 24 December 2002), 
especially  
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– Article 3, („1. For the purposes set out in Article 2, the activities of the Community shall 
include, as provided in this Treaty and in accordance with the timetable set out therein: (…) 
(g) a system ensuring that competition in the internal market is not distorted;” 
and 
– Article 4 (“1.   For the purposes set out in Article 2, the activities of the Member States and 
the Community shall include, as provided in this Treaty and in accordance with the timetable 
set out therein, the adoption of an economic policy which is based on the close coordination 
of Member States' economic policies, on the internal market and on the definition of common 
objectives, and conducted in accordance with the principle of an open market economy with 
free competition.”) (Our emphasis.) 
 
The Government in its recently published draft announced that it expects to receive about 
HUF 1360–1800 billion for transport from the EU funds between the years 2007 and 2013. 
From this sum – according to the Transport Minister’s statements – only about HUF 500 
billion would go to financing railway modernization, which is only between 28-38% of the 
total amount. (We can only guess that the bulk of the remaining amount would be spent on 
road projects.) According to our opinion this is clear violation of EU legislation and EU 
policy which requires that transport funding should serve economic and environmental 
sustainability. Namely, the Council Regulation (EC) No 1164/94 of 16 May 1994 
establishing a Cohesion Fund states the following: “Article 8 Coordination and 
compatibility with Community policies 1. Projects financed by the Fund shall be in keeping 
with the provisions of the Treaties, with the instruments adopted pursuant thereto and with 
Community policies, including those concerning environmental protection, transport, trans-
European networks, competition and the award of public contracts. (…) Article 10 Approval 
of projects 1. The projects to be financed by the Fund shall be adopted by the Commission in 
agreement with the beneficiary Member State. 2. A suitable balance shall be struck between 
projects in the field of the environment and projects relating to transport infrastructure.”  
The Cohesion Policy in Support of Growth and Jobs: Community Strategic Guidelines, 
2007-2013 [COM(2005) 0299, Brussels, 05.07.2005] states the following:  „the principle of 
environmental sustainability should be respected to the greatest possible extent, in 
accordance with the White Paper13. Balancing the dominance of road transport in Europe by 
promoting alternative modes and combined transport should be a key concern.” 
 
We therefore request the Commission to initiate an infringement procedure against the 
Hungarian State on the basis of non-compliance with Regulation No 1191/69/EEC and 
Regulation (EC) No 1164/94, and non-transposition of Directive 2001/12/EC, and the 
violation of the Treaty establishing the European Community. 
 
We would like to direct your attention in this relation also to the transportation section 
of the 2007-2013 National Development Plan which the Hungarian Government is due to 
submit to the Commission this coming September. 
 
Yours sincerely, 
 
 
András Lukács 
President 
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Cc.: 

 
Mr. Thomas Avanzata 
Policy Officer  
Unit 5, Services of general economic interest & users' rights  
Directorate General TREN, Energy and Transport 
B-1049 Bruxelles 
thomas.avanzata@cec.eu.int 
 
Mr. Alejandro Martinez Godin 
Directorate-General for Energy and Transport 
Unit A5, Services of general economic interest & users' rights 
Infringement Coordination 
European Commission 
B-1049 Bruxelles, Belgium 
alejandro.martinez-godin@cec.eu.int 
 
Mr. Jan Scherp 
Policy Officer 
Directorate-General for Energy and Transport 
Unit 2, Rail transport and interoperability  
European Commission 
B-1049 Bruxelles, Belgium 
jan.scherp@cec.eu.int 
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Annex 
 
 

Car as a means of tax evasion in Hungary 
 
 
Annually the Hungarian state loses revenues of more than HUF 700 billion (EUR 2.8 

billion) from personal income tax and social security contribution because the private use of 
cars is often illegally accounted for tax purposes as company use, and because actually 
undriven kilometre distances are also accounted (i.e. in this manner in fact wages are paid 
unlawfully and exempt from taxes). This amount corresponds to 3 per cent of Hungary's GDP. 

In the case of business travels by car, when company cars are used, all costs are borne by 
the company operating the car, whereas if cars owned by private persons (for the sake of 
simplicity, hereinafter: private cars) are used for business purposes, then all the fuel costs plus 
an allowance of HUF 9 (about EUR 0.04) per kilometre can be paid out free of taxes. 
However, the use of cars for commuting to work or for private purposes can be documented 
almost any time as if the car had been used for business purposes. Tax authorities are unable 
to control this. Today, for a price of HUF 10 to 20 thousand (EUR 40 to 80), anyone can 
purchase a computer program which will subsequently generate perfect fictitious travel 
records – you only have to input the company's customer database and the refuelling data.  

Practically without any legal consequences, most enterprises can pursue a practice when 
they keep employees at the official minimum wage, and pay their wages above that level as 
refund of expenses for car running. Tax authorities can only detect this if some factual 
mistakes are made in the records of business travels, or if it can be proved that company cars 
are provided, or refunds of expenses for business travels by privately owned cars are paid, to 
such employees whose jobs would not justify making such business trips. The trouble with 
the latter category is that it is virtually impossible for the tax authorities to prove that this is 
the case. 

For private cars, almost any number of kilometres can be entered in the travel records. As 
these cars are not company property, tax controllers do not have the right to check the cars or 
even to look at the kilometre recorder's reading.  

Even when companies own company cars, it is simple to evade tax payment because the 
Hungarian Personal Income Tax Act contains a provision saying that no company car tax 
payment obligation arises upon such car use for private purposes which use was paid to the 
company by the private person involved. If, for instance, a company manager travels with his 
family to a seaside resort by that car and he pays for that trip to the company, then the 
company concerned is already exempt from the payment of the company car tax. So, the tax 
law even allows a loop-hole as if by saying: O.K., you do forge your travel records but when 
it comes to a situation where you cannot avoid entering a private-purpose use in the records, 
then you just pay something on one occasion, and this is enough to provide you with an 
excuse for your practice.  
 

 


