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The last few years have seen the introduction of a whole range of digital tax solu-
tions across Europe. These digital solutions are not necessarily independent of
each other, there is a very typical trend. In Hungary, this process started with the
introduction of online cash registers, followed by the introduction of the EKAER
system for the provision of data related to road freight transport (Electronic Pub-
lic Road Trade Control System), and offering a prepopulated personal income tax
returns can also be mentioned as examples. The real time reporting of invoice
data, which in Hungary is embodied in the Online Invoice System, also fits into

this range.

If you look at digital solutions in dif-
ferent countries in the EU, you will
find more places offering transac-
tion-based invoices, real time data
reporting like the Hungarian Online
Invoice solution. Spain and Italy are
good examples. The obvious advan-
tage of this solution is that tax admin-
istrations using them can react much
faster and more efficiently to certain
tax risks. The Hungarian tax adminis-
tration has not only considered invoice
datareporting as a new obligation, but
has also had emphasis on the services
related to the Online Invoice System
from the very beginning.

The services of the Online Invoice Sys-
tem include the free invoicing program
commissioned by the tax authority and
the mobile application, which is avail-
able to all Hungarian taxpayers. The
Online Invoice System also provides a
significant service to accountants by
storing the invoice data in the system
available for retrieval on both the in-
voice issuer and the customer side.
This means that the entry of supplier
invoices in the books can be signifi-
cantly automated through a proper
accounting process and the time and
capacity spent on data entry can be
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significantly reduced. All the tax ad-
ministration had to do was to share
the data with the taxpayers. The On-
line Invoice system has significantly
increased the overall level of digital-
isation of Hungarian businesses indi-
rectly and has also increased the use
of electronic invoicing.

Digitalisation is not only seen as a
positive trend, many question its fu-
ture implications. Doubts have been
phrased about its pace and also about
the process as a whole. Accountants
and tax advisers fear that they will
have less work and their expertise will
be less needed. In aworld described by
algorithms, in the end, the accounting
process could essentially be ajob done
by machines.

The future is not necessarily black or
white, however. It is very difficult to
digitalise all processes currently man-
aged by people. Human intelligence
has to remain in this world. It is now
clear that the introduction of the On-
line Invoice System has transformed
the everyday life of businesses, as
well as the accountant and tax advisor
community. Digitalisation is no longer
just a buzzword, it has become tangi-

ble in daily practice.

Development of the Online Invoice
System

The Online Invoice System is a proven
solution developed through continu-
ous and collaborative learning, but it is
not the secluded work of a few people.
For the tax administration, it was very
important to strike a healthy balance
between obligation and service. It is
perhaps the first tax administration
solution that started as a liability, but
the service perspective was equally
important during the implementation.
For companies today using these ser-
vices, the Online Invoice System is not
just an obligation, but an essential ele-
ment of their digital processes.

The reporting obligation started on
1 July 2018, with at that time the re-
porting obligation for invoices issued
to domestic taxpayers with a tax
amount exceeding HUF 100,000. Sub-
sequently, the obligation was continu-
ously extended in 2020 and then again
in 2021, so now all invoices issued by
Hungarian taxpayers are subject to
the datareporting.
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The basic technical background of the
system has not changed since 2018,
but the data structure has undergone
changes. This is partly due to changes
in legislation and partly due to sug-
gestions made by taxpayers to the
tax administration. In the Hungarian
public administration, the Hungarian
National Tax and Customs Administra-
tion (NTCA) was the first organisation
that used the GitHub forum to engage
directly with customers and software
developers. Many suggestions made
during this dialogue have been incor-
porated into the system.

How the Online Invoice System works

The requirement to disclose data is
twofold, it is an obligation on the part
of the taxpayer on the one hand and an
obligation for the software on the oth-
er. This means that if a business issues
aninvoice from a manual invoice pad, it
has a maximum of four days to upload
the invoice data to the tax administra-
tion’s system. In case of an invoicing
software, the data reporting is not a
requirement of the person but of the
machine. So in this case, the invoicing
software is required to send the in-
voice data to the tax authority in XML
format immediately after the invoice is
issued, in an automated way and with-
out human intervention.

Only a small proportion of invoices are
generated from invoice pads, and us-
ing an invoicing software is the most
typical method. The invoicing soft-
ware starts the data transfer process
after the invoice is closed. When the
tax administration receives the XML,
an automatic verification process
starts. The XML file is validated by the
Online Invoice System and filtered for
both format and consistency errors.
If the XML does not meet the format
requirements (the XML is technically
not valid) or if there are serious con-
tent deficiencies in the data, it will not
be processed. Typical administrative
errors are also filtered and although
these data transmissions are pro-
cessed, an automatic warning message
is sent by the System to the client’s in-
voicing program.
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Impact of data reporting

The system has had a clear impact on
businesses and invoicing software as
well. Many businesses have changed
decades of incorrect invoicing practic-
es as a result of data reporting. It is a
very typical experience that a signif-
icant proportion of businesses have
reviewed their invoicing processes
prior to implementing the new legisla-
tion. Since 2018, there has been a sig-
nificant improvement in the invoicing
processes of businesses, with a signif-
icantincrease in compliance due to the
prompt response messages and tax au-
thority alerts.

Perhaps the most significant change
has beenintheinvoicing software mar-
ket. At the beginning of 2018, there
were a relatively large number of in-
voicing software in Hungary, and their
quality varied on a wide spectrum. The
data reporting requirements present-
ed a clear technical challenge for some
software developers. Although the tax
administration organised forums, pro-
vided detailed documentation (which
is also available in English) and sup-
ported developers with test programs,
more software developers were not
technically able to meet the require-
ments. A number of invoicing software
- typically of poor quality and outdat-
ed - disappeared from the market. In a
number of cases, the NTCA found in-
voicing software that had already been
operating in compliance with the legal
environment for 10 years.

Data reporting has brought a drastic
change. Software developers, cannot
afford not to follow invoicing rules be-
cause of data reporting. This is also re-
flected in the fact that more than half
of the questions from software devel-
opers were not technical, but rather of
a legal nature following the introduc-
tionin 2018.

The way invoicing software works,
supporting legal compliance and com-
munication between software devel-
opers and users have evolved signifi-
cantly in recent years. The invoicing
software currently in use in Hungary

is of significantly higher quality than
before.

Next steps

The legislative change in 2021 has not
only changed the invoicing obligation,
but has also broken new ground in the
field of electronic invoicing. It is now
possible, if both parties choose, to is-
sue their electronic invoices in XML
format via the tax administration’s sys-
tem. This requires that the information
provided includes not only the legal
minimum, but also the full invoice de-
tails and the relevant decision. There
is still room for further automation
and digital development in the area of
invoicing, which at the time of writing
this article is seen as a future of possi-
bilities. The tax administration is con-
tinuously gathering input from taxpay-
ers and invoicing software developers
on electronic invoicing and is contin-
uously developing the Online Invoice
System looking for these possibilities.

This year’s ambitious tax administra-
tion project is also related to the On-
line Invoice System, offering a prepop-
ulated, draft VAT return for businesses.
Of course, the tax authority also needs
sufficient quantity and quality of in-
voice data to achieve this. Offering
prepopulated tax returns for taxpay-
ers clearly does not pose any new ob-
ligations, but rather it is a new service.
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Using the real time cash register and
invoice data available, the tax author-
ity prepares a prepopulated, draft
tax return, which can be reviewed by
businesses or their accountants and,
with minimal further effort, they may
submit it as their tax returns. Offering
VAT returns thus relieves businesses
of many administrative difficulties.

The prepopulated, draft VAT return
is obviously not a complete and auto-
matically acceptable tax return for all
businesses. Also, taxable persons will
still have the option of using the tra-
ditional method of filing their VAT re-
turn, so they do not necessarily need
to use this method. In essence, they
will have the freedom of choice in filing
their VAT return by being able to see
the data available to the tax authority,
their context and also indication of any
problems.

There is no doubt that the range of dig-
ital solutions will continue to grow in
the coming years. The IT solutions may
seem isolated at first, but over time the
right synergies can be found between
them, creating a more efficient tax ad-
ministration and a seamless tax pro-
cess in the long run.
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