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Introduction
Certain companies have been allowed to choose standalone
reporting and taxation under the International Financial Reporting
Standards ("IFRS") since 2016, but adoption only became an option
for a wide range of entities in 2017. The decisions on the adoption
of reporting and taxation under IFRS were partly hindered by the
uncertainties and inconsistencies in the initial regulations and the
lack of experience. Several aspects of IFRS-specific regulations
were amended by the tax law package of the autumn of 2016,
which corrected the inconsistencies and anomalies of the original
regulations and also covered issues which had previously been
unregulated. The amendments resulted in a much clearer and more
predictable regulatory environment, thus creating ideal conditions
for widespread adoption.
In Q1 2017 Deloitte conducted a questionnaire-based survey among
nearly 70 companies to assess how companies currently think about
IFRS adoption, its timing and the toughest challenges. We would
like to take this opportunity to thank all of our respondents who
contributed to the success of this survey, and we hope that you will
find the information contained in our publication thought-provoking
and useful.
Please note that the data and findings in this report are not
representative of the entire Hungarian economy.
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Survey results
Adoption schedule
Based on the data of the National Tax and Customs Administration (NAV) for March 2017,
nearly 130 companies have adopted IFRSs for standalone reporting purposes so far, with
only 11 in 2016 and an additional 119 in 2017. The majority of adopters (almost 67%) are
companies operating in Budapest or Pest county, although there is a significant number
of them in Zala, Fejér and Borsod-Abaúj-Zemplén counties as well (26% of all adopters are
based in these counties).
The breakdown of adopters by industry is as follows:
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Figure 1: Breakdown of adopters by industry

In light of the above data, it is surprising that the processing industry, i.e.
manufacturing companies, and administrative service companies make up
a remarkably small percentage of adopters (10% combined). These companies
are typically members of multinational groups and many of them already prepare
IFRS reporting packages for their parent company to enable the group to prepare its
consolidated financial statements, which means that, theoretically speaking, these are the
segments where the transition to standalone IFRS reporting would require the smallest
investment.
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Are you planning to adopt IFRSs for standalone reporting purposes within the next 5 years?
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Figure 2: Adoption schedule

Nearly 60% of the companies surveyed plan to adopt IFRS reporting and taxation
within 5 years, while 9% have already made the transition. Specifically, 41% of all
respondents plan to adopt IFRSs during the next 3 years. Since the time required for
preparing for adoption is typically between 6 and 12 months, this also means that, for
these companies, preparations and projects relating to adoption may need to begin as
early as a few months from now.
Based on Deloitte's approach, an adoption project can consist of the following milestones:
Date of IFRS adoption

GAP analysis

Implementation

Testing

Non-financial
industry

1 month

1 to 4 months

1 month

Financial
industry

1 month

2 to 14 months

2 months

Auditor's report
certifying the readiness

Figure 3: Typical milestones and time requirement of adoption projects
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However, based on the survey, it is remarkable that 33% of all respondents currently have no plans to
make the transition to IFRS reporting, despite the fact that 32% of these companies already prepare
IFRS reporting packages in connection with the preparation of consolidated financial statements.
These companies reported the following factors as being the most significant obstacles of adoption:

The current reporting
system is working well and
we have no intention to
make changes

I do not see
any added value or
benefit

No resource available
for this purpose

Reasons for
not adopting
IFRS

We will wait until
a larger number
of companies and
competitors adopt the
standards and relevant
experience becomes
available
Lack of sound regulation and
a lack of experience on the
authorities' part

Figure 4: Reasons for not adopting IFRS

Based on the above, the second most common reason for delaying adoption is caution
and going slow. Exercising caution when making such a significant decision that practically
impacts the operation of the entire company is understandable; however, entities which
have already made the transition to IFRS reporting also include key industry players in
the Hungarian market, which face both the most common and the most specific issues.
Furthermore, the regulator is in ongoing consultation with market players and advisors in
order to assess the lessons learned by adopters and to make any further improvements
to the rules that may be necessary. As a result, information about relevant experience
quickly spreads among entities involved in IFRS reporting, which means that using lack of
experience as the ground for delaying IFRS adoption is unreasonable.
Reasons for adoption
Adopters indicated pressure from the parent company and statutory requirements
as being the primary motivation for adoption. This is understandable since based on
Deloitte's experience the adoption requires considerable resources in the period preceding
the adoption and in the year of adoption, even if the entity already prepares an IFRS
reporting package of a certain level or at a certain level of detail. However, we must keep
in mind that this is only a temporary state: once the new bookkeeping and reporting
procedures have been put in place, the process of closing will become much more
simplified and faster, and parallel bookkeeping (under the local GAAP and IFRSs) will no
longer be required.
This is confirmed by the fact that one of the reasons for adoption indicated by
several respondents in the "Other" category was the expected simplification of
administration.
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Motivation for adoption
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Figure 5: Motivation for IFRS adoption

The law requires or permits adoption for various companies and industries as follows:

2017

2018

Credit institutions and financial enterprises

Optional

Mandatory

Insurance companies

Optional, with exceptions

Optional, with exceptions

Other institutions regulated by the Hungarian National Bank

Optional, with exceptions

Optional, with exceptions

Listed companies

Mandatory

Mandatory

Subsidiaries whose direct or indirect parent company
prepares consolidated financial statements under IFRSs

Optional

Optional

Companies subject to statutory audit

Optional

Optional

Hungarian branches of foreign companies

Optional

Optional

Table 1: Companies for which adoption is mandatory or optional
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36% of the companies surveyed are of the opinion that adoption will not have a
considerable impact on their financial position since, based on their expectations and
information, the difference between their pre-tax profit under the IFRSs and the pre-tax
profit calculated according to the Hungarian accounting rules will be less than 10%. An
additional 28% believe that adoption will cause a noticeable but still insignificant difference
(i.e. less than 25%) in the company's pre-tax profit:
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Figure 6: Expected difference between the pre-tax profits calculated according to the IFRSs and the Hungarian
accounting regulations

The regulator had also previously conducted a survey on this topic prior to the
introduction of the IFRS reporting rules; at that time, however, a larger percentage of
respondents were of the opinion that the difference between the profits according to the
two accounting GAAPs is small, i.e. less than 10%.
Challenges
The respondents consider the following points to be the most significant obstacles of
adoption (in the order of importance):
Lack of a sufficient number of
qualified IFRS professionals

I do not see any
drawbacks of
adoption

Unfavourable taxation
and insufficient
regulation

Figure 7: Obstacles of IFRS adoption
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Obstacles of
IFRS adoption

Higher time
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preparing IFRS financial
statements

High one-off costs related
to adoption (expert fees, IT
costs, etc.)

40%

Based on Deloitte's experience, the lack of a sufficient number of qualified professionals is
a very real issue in the Hungarian market. Naturally, this is caused by the fact that the issue
of IFRS adoption emerged in Hungary only a few years ago, and so the mass education
of finance professionals to develop their IFRS expertise began only in 2016. However, it
is important to note that, on the auditors' and advisors' part, the largest market players
concerned (including Deloitte, of course) have laid great emphasis on improving the
IFRS knowledge of their experts during the past two years, and these professionals have
been involved in the entire process of drafting and clarifying the regulations and have
participated in preparing adopters for the transition, both in terms of accounting and
taxation. There are now a group of advisors who possess deep practical expertise in the
topic and can be called upon to assist in adoption projects and issues.
Furthermore, considering that nearly 35% of companies who have already adopted IFRSs
are large taxpayers and an additional 43% have an annual tax performance of more than
HUF 200 million based on the NAV's statistics, it is easy to see that, within the next 2 to
3 years, the available practical experience obtained through tax audits of adopters will
become broader and deeper, not only for taxpayers and advisors, but also for regulators
and inspectors. In addition, it is widely known that the NAV is consciously preparing for
audits of companies applying IFRS accounting: by the end of 2018, the tax authority plans
to employ some 200 professionals with practical experience in IFRS matters.
As presented in Figure 3 of our summary, practical experience suggests that the time
and resources required for preparing for adoption is not negligible, but companies can
realise a return on this investment even in the short run through the reduction in their
administrative burden (as mentioned before) and the application of an internationally
comparable and transparent financial reporting.
Looking at the issues concerning adoption in more detail, the technical challenges posed
by adoption were ranked by respondents as follows:

Tax-related issues

Identifying differences between the Hungarian accounting rules
and IFRSs and developing an IFRS compliant reporting framework

Development and transformation of bookkeeping processes

Educating employees in IFRS matters

Figure 8: Key technical challenges of IFRS adoption
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Unsurprisingly, the number one technical challenge is not related to the specific accounting
details of IFRSs, but rather to the tax issues surrounding IFRS financial statements. The
experience of Deloitte's experts suggests that, in the coming years, this area is expected to
become a topic which will require special attention by tax and accounting experts in order to
avoid any tax risks that may arise, having regard to the novelty and complexity of the related
tax laws and the diversity of IFRSs. At the same time, it is also important to see that the tax
environment created by the law changes in the autumn of last year provides a more stable and
refined regulatory background, which means that tax issues can no longer hinder the adoption
of IFRS reporting.
However, in light of the above, it is surprising that only half of those surveyed considered it
necessary to initiate discussions with the regulator on unresolved and doubtful tax issues and
matters associated with the adoption of IFRS reporting and taxation by filing a request for a
binding or non-binding ruling. Although even Deloitte's professionals acknowledge that filing a
request for a binding ruling in an IFRS context is not a simple task by any means (due to the fact
that if the accounting treatment of a transaction is relevant to the interpretation of the tax laws,
then a prerequisite for issuing a binding ruling is that the Chamber of Hungarian Auditors must
issue a preliminary professional opinion on the correctness of the IFRS accounting treatment). It
is important to know that not all binding ruling requests in an IFRS context require a preliminary
IFRS opinion of the Chamber of Hungarian Auditors.
In addition to taxation, another major technical challenge according to the respondents
is identifying the differences between the Hungarian accounting rules and the IFRSs. The
so-called GAP analysis, the purpose of which is to identify all of the differences between the
Hungarian accounting rules and IFRSs (regardless of the level of materiality) through the review
and analysis of business transactions, is a truly critical aspect of successful IFRS adoption, as
it lays the groundwork for implementation-related topics such as the management decisions
required for developing the accounting policy, methods of efficiently producing information to
be used in IFRS financial statements, and the necessary IT development projects.
Finally, the companies surveyed also reported on how prepared they consider their team of
professionals to be in accounting and tax matters. Based on the responses received, there are
major shortfalls mostly in terms of expertise in tax issues and rules:
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Figure 9: The company's level of preparedness for IFRS adoption

To remedy this, Deloitte is planning to launch a free Webcast series on IFRS adoption in the
near future to discuss various topics in detail, in episodes no more than an hour long.
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60%

Deloitte's IFRS services
Accounting

Organisation

Taxation

Reporting

Communication

KEY CHALLENGES

Capital anagement

IT systems

Controlling,
planning

Procurement

WHAT WE OFFER

Changes to the core system and the G/L system:
IT systems must generate transaction-level IFRS
data.

Development of an IFRS data generation process
which results in transparent and cost-effective
accounting, closing and reporting processes.

IFRS 1 requires the use of comparative data in
the case of first adoption, whereby the two years
preceding adoption must also be presented in
accordance with IFRS.

Preliminary review of comparative data and
assistance in analysing and presenting complex
transactions.

Recognition of derivatives: the changes in rules
will have an impact on taxation and capital adequacy
as well (more volatile shareholders' equity and
guarantee capital).

More efficient use of derivatives. Development
of an optimal solution which takes into account the
aspects of accounting, taxation, capital management
and risk management.

Taxation: the pre-tax profit under IFRS and the
Hungarian accounting rules can be markedly
different. Entities reporting under IFRS will be
subject to special tax rules and special adjustment
items will also apply, meaning that the tax liabilities
for a given year may change. Adoption may have a
significant one-off tax effect.

Assessing the short-term and long-term tax and
cash flow effects of adopting different rules and
analysing the one-off tax effect of adoption
for several tax types (local business tax, corporate
income tax, solidarity taxes, etc.). Clarification of issues
concerning the interpretation of the new rules.

Deferred taxes: identifying and measuring deferred
tax positions.

Review of deferred tax related transactions and
assistance in the measurement of the different tax
positions.

Different rules on consolidation: under IFRS the
decision-making and financing structure might also
trigger the need for consolidation.

Analysis of the potential impact of the different rules
under IFRS and a preliminary assessment of the
possibility of restructuring.

Capital planning and sensitivity analyses: the
effect of individual transactions will significantly
change under IFRS.

Conscious capital planning which takes into account
both static and dynamic capital effects, supplemented
by a sensitivity analysis.
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KEY CHALLENGES

WHAT WE OFFER

Transformation of the planning, controlling and
incentive systems: transformation of the systems
of planning, controlling and incentives in accordance
with IFRSs.

Guidance for the transformation of the processes,
validation of the new planning and controlling systems.

Revenue recognition and long-term contracts:
the effect of individual transactions (cost allocation,
capital requirement, profitability) may change
significantly.

Preliminary review of individual contracts/
products. Complex advisory services related to
transactions to assess impact on profit and the capital
position.

Training: changing accounting rules has an effect
on the whole firm, which is why the education and
training of the management and staff becomes
necessary.

We offer several complex training programs for
different employee levels from accounting professionals
to the top management of the firm.

Impact on other IT systems: adoption may impact
other systems linked to the core system and the G/L
system as well.

Change management to support the effective
implementation of the transition process. Rethinking
the organisation's IT architecture may also allow for
significant cost savings to be achieved.

Business and procurement decisions: among
others, the effects of the recognition of long-term
agreements and lease contracts will change.

Deloitte is developing a cutting-edge IT tool which
allows lease and rental agreements to be managed
under IFRS. Review of individual contracts to support
procurement decisions.

The process of IFRS adoption

1. GAP analysis

• Analysis of the differences
between IFRSs and the 		
Hungarian accounting rules
• Closing and reporting 		
processes
• Accounting and tax impact
analysis
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2. Feasibility study

3. Transition

• Processes: accounting and other related processes; 		

4. Launch

• Readiness assessment

development of control processes, optimising the closing 		

• Implementation support

process (fast close)

• Change management

• IT: specification, testing, quality assurance, data migration 		
testing
• HR: training needs, incentive system

• Ongoing support
• Project management

Our experts
Should you need any further information regarding IFRS adoption, please contact our
professionals:

Kornél Bodor
Partner
Audit
+36 (20) 938-6601
kbodor@deloitteCE.com

István Veszprémi
Partner
Tax and Legal
+36 (20) 910 9436
iveszpremi@deloitteCE.com

Gábor Molnár
Partner
Audit and Advisory
+36 (20) 582-2505
gmolnar@deloitteCE.com

Judit Helybély
Senior Manager
Tax and Legal
+36 (20) 582 2505
jhelybely@deloitteCE.com

Roland Földvári
Director
Advisory
+36 (70) 373 3222
rofoldvari@deloitteCE.com

Endre Ádám
Manager
Tax and Legal
+36 (20) 229 0956
eadam@deloitteCE.com
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