1. The operational environment of Artigusin 2015

1.1Legal environment

In 2015, Act No. LXXVI of 1999 on Authors' Rightédohot undergo any significant amendments affecdtirey
Society. Concerning the Act on Authors' Rights,\thar of 2015 was spent in expectation of thedéxte bill
transposing the directive on the collective adniiatfon of rights (for the transposition of whidhietdeadline
was April 2016). We discussed the general and lddtaioncept of transposition. As it transpired frim
concept, the Hungarian legislature wished to perftiris obligation by way of a separate act on thikective
administration of rights, whereas the Act on Auth&ights would be amended "only" to the extentssary.
The text of the bill was finally submitted to tharkament on 3 May 2016.

The case-law of the Court of Justice of the Eurnpgaion (CJEU) pertaining to authors' rights isdraing
increasingly extensive. However, the length of thisiness report does not allow for the presemtaifathe
numerous judgements also affecting the interpretatif the legal provisions constituting the badighe
activities of Artisjus.

1.20Our relations with authorities

The usual comprehensive supervisory audit wasezhiout by the Hungarian Intellectual Property @ffic
(HIPO) in 2015 as well, which examined the operatid the Society with respect to its compliancehvtite
regulations on authors' rights. This year the Spdi not receive any notices or additional datguests; that
is, based on the documents supplied by our Sodletysupervisory authority deemed its operatiorfuhin
every respect.

The year of 2015 saw the submission of the firfoam annual supervisory report, which involves ginevision
of data for financial supervision. We did not reeeainy objections on that matter, either.

In August 2014, following the notification of CloGdsting Kft., the Hungarian Competition Authoriy\(H)
asked the Society to issue a statement regardingctivities of public performance licensing. Ourcigty
promptly answered the notice, and the GVH decidetsiorder delivered as of 13 January 2015 thaxfdbts
presented did not justify the launching of compatitproceedings. CloudCasting Kft. appealed foudicial
review of the decision of GVH, and Artisjus intemegl in the proceedings for a judgement favourab(@\H.
The appeal for judicial review was dismissed byNtatropolitan Administrative and Labour Court ofdapest.

The work aimed at the preparation of referenceltpymtices for 2016 started as early as in spg@g5, and
the tariff charts were submitted by the deadlind &eptember. Following the procedure conductedIBO,

the tariff charts were approved by the MinistePablic Administration and Justice, and they wetrpualblished
in the Official Journal by 1 January 2016, thus/tbeuld be applied as of 1 January 2016.

2. Royalty income and administrative costsin 2015

In the year 2015, the total amount of royaltiesezéd by Artisjus was 17,082,605 thousand HUF. fElason
for the decrease compared to the reference val@d®f is that in the years of 2013-2014 the reveialso
included an item of blank carrier fees spanning yngears retroactively and collected from a highaeal
litigation.



2014 2015 %
thousand HUF thousand HUF
Public performance royalti 5,262,29. 5,286,32 100.t
Revenue from broadcasting and cable telev 3,953,13 4,106,56' 103.¢
fromwhich cable television rever 1,498,041 1,580,53 105.%
Royalties on blank carrie 8,866,77: 6,842,03 7.2
Royalties on mechanical and canned r 194,27 173,76 89.Z
Online 223,64. 202,09! 90.4
Royalties on reprograp 6,15¢ 6,38 103.5
Royalties on foreign broadcasting organizat 157,09¢ 147,15t 93.7
Royalties from abroe 321,09t 318,27t 99.1
Total: 18,984,466 17,082,605 90.0

Within that, the proportion of the royalties colied on behalf of right holders represented dirdayiyrtisjus,
on that of Hungarian collective management orgdioiza representing other right holders and of fprei
television channels represented by Artisjus wadahewing:

2014 % 2015 %
Those represented by Artisjus 11,967,180 63.04 11,267,970 65.96
Those represented by HUNGART, FILMJUS, H 6,860,190 36.13 5,667,479 33.14

and MAHASZ

Foreign broadcasting organizations 157,096 0.83 147,156 0.86

Total 18,984,466 | 100.00 17,082,605 100.00

Based on the above, it can be stated that Artmjusessfully achieved its governing Financial Rtarthe
year 2015.

2.1 Live concerts and background music public perforoeamarket

The domain of musical public performance concluttesl financial year with a result of 100.5 per cent
compared to the revenues of the year 2014, by whattained the pre-crisis revenue level of 2088,highest
in the history of Artisjus.

The maintenance of the level of total revenuesahéesly due to the domain of live music: Artisjusncluded
its most successful year of all times not onlyanis of the sum collected, but also of the coltectf usage
reports instrumental for distribution (i.e. datapsion regarding the musical pieces played): thelver of
musical events with a report where rights wereeotdld amounted to almost twenty thousand.

According to our hopes, the correction of the ¢agemdustry tariff chart in 2015 caused a minocréase
only in the short run. The tariff changes could yeithalt the diminution of the number of musiciusatering
units (in 2015, their number was -4% over the pesiyear). By arranging the figures of this domailong-
term time series, we can observe an improving payuiiscipline. In recent years — perhaps as a aighe
sector's recovery from the crisis — a growing propo of users pay their copyrights without a spenbtice.
Besides that, another factor that contributed éontlaintenance of the revenue level was the joberoed by
the litigation; after 2014, the year of 2015 was $kecond most successful year of the decade fismespect
as well.

The year of 2015 was the first full financial yéamwhich — based on our cooperation with backgroomusic
providers — the latter could offer discount royedtipackages to users signing a contract with them.
Unfortunately, our experiences of the pilot yearevsot positive enough: neither the quality oftifa@smission
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data provision by the service providers, nor thenee level reached by sales work drawing on distcates

was up to our expectations. The failure was pdrbyto the market's own adjustment processes guakiers'

side and partly to the commercial situation germerdy the governmental measures affecting the cooiahe
sector at the end of 2014. Based on these lessenmepared modified service provider frameworleagrents
for 2016, giving a second chance to the projethhénupcoming year.

When planning the tariff charts for the commeraiad catering industry, in harmony with the negatiat with
the users, we are trying to proceed towards tariftlifications allowing for a cost distribution a@mple and
favourable as possible while maintaining the reesrnimportant for the creators.

2.2 Broadcasting and cable television market

In 2015, the sum of royalties collected from raaim television broadcasting and cable retransnmisgiained
103.92 per cent of the reference level of 2014. Sthece of the increase was constituted by thdtreyaaid
by the cable television market and within that, fises paid after encrypted broadcasting. Similarl2014,
payment discipline and the respect of deadlineg \watisfactory.

On thetelevision marketArtisjus realized 99.24 per cent of the revenoiethe reference level. The leading
role of television is indisputable in the media ket and — for the time being — there is no siga shift in the
near future. The structure of the television matkat changed recently. As opposed to the earlpidyi
television market (RTL, TV2), there are severaaliportfolios, the share of the major channelsdeseased,
and significant channel families have sprouted. idaad lifestyle channels have increased their etsskare,
and local televisions have also become more impbrta

Theradio royalties collected in 2015 attained only 86.84 gent of the sum collected in 2014. This drop can
be put down to the payments of the national comialechannels: the latter paid tens of millions arfitfits less
royalties altogether than in the previous year. Sitering that Artisjus has no influence whatsoewerthe
evolution of the radio advertising market, we havepared the audit of the accounts of small andiumed
channels in order to increase the revenues. THisbwicarried out gradually in the course of 20TGe
disclosure of any potential gaps in declaration @da& provision promotes fair competition and thatening

of the media market in the medium run.

Royalties collected in the domain adble televisionn 2015 amounted to 105.5 per cent of the 201ereete
value. The increase is due to the still increasingber of encrypted channels appearing within trenoel
offer besides the diminishing number of free-toediannels. The increasing trend of royalties ctdiéon the
retransmission of encrypted channels is not duantdncrease in the number of households reached by
broadcasters, but to the changing of the chanrfef.ofn fact, the growth of royalties collected dme
retransmission of encrypted channels can be pubhdothe diminution of free-to-air broadcasts dmel¢hange

in technical platforms.

In 2015 we began the review of the data provisienfggmed by the Hungarian Cable Communications
Association on behalf of the service providershia framework of the control carried out by the taypees of
the Society, the data used for establishing thleaasitrights were reviewed: they were first comgaméh the
data of the channel distribution laid down in then@ral Terms and Conditions of broadcasters irefarcd
then with the data of the service providers. Agsult of these controls, we also began negotiatigtisthe
Hungarian Cable Communications Association witheawto the general improvement of the quality ofada
provision.

2.3 Blank carrier market

In the year 2015, the blank carrier revenues calteby Artisjus amounted to 77 per cent of therezfee value
of 2014. The reason for this decline is twofold. e one hand, the reference value of 2014 inclued
significant sum, i.e. in the billions, as a residithe conclusion of an earlier legal dispute. Radther, as many
as three multinational companies fell in arreagarding the royalties due, resulting in several tinerof
outstanding debt, which altogether were also diosebillion forints. (By the time of the closuréthis report,

a substantial part of the fees will have alreadgnbsettled or is to be expected in 2016.) With tdréfs
unaltered, there were no special events in thekldarrier market. We had a tranquil year, free ftbeoretical
debates. As presented above, the reason for thieelectroyalties was not structural.



2.4The offline mechanical market (collection of rightssound recordings)

The amount of royalties collected after pre-recdrgeblications was 162,612,862 HUF. After the 10qent
increase in revenues in 2014, this constituted.8 p2r cent decrease. In 2014 there was an extyemh
amount of rights collected, which were missing 012 — that is the explanation for the decrease ebl\@r,
there were no cover mounts printed in the usualb®urof copies, to which a discount tariff rate ppked. (In
2015 the number of publications registered by Arsisvas 3,338,760, which was only 54 per centehitimber
of copies in 2014.)

2.5 Online music market

In the realm of online music our revenues droppeddarly 10 per cent as opposed to the 61.5 peiirmeease
in 2014. This decrease can be primarily put dowhsaomuch to the decline of transmission, but ratbe
difficulties of collection and the evolution of pagnt discipline: although it is natural that somearers
overlap every year, or there are arrears not delledut in 2015 these items made up for one quaftthe
total revenues expected. The only effective sulislaoss is Vodafone's exit from the market okaining
services, where the service called "Hallgass Ha@dagten to Domestic Music) generated nearly 10q@nt of
the total online revenues last year.

Video-on-demand services (archive TV, timeshift, ¥, SVOD) continue to produce two thirds of online
royalties. At the end of the year, Netflix appeairethe Hungarian market, too. Negotiations abayring an
agreement are still under way with this servicevjoler. Out of the musical video services, the besinmodel
financed from YouTube commercial revenues (wheagbktsi are also collected by Artisjus) is the mosgiysar
in the Hungarian market.

As far as the digital music market is concernedait be stated that apart from some ephemeral sesghe
market is dominated by big international playersisidal services do not require the same kind dlipation
as film services or media services. Consequentyomnplayers with a huge investment need compdteeech
other.

2.6 Total administrative costs
In the year 2015, the administrative costs dedubieArtisjus effectively for its operation (i.e. @uding the

obligatory payment of healthcare contribution aftepyright) amounted to 16.59 per cent.

2014 2015

1 Net sales revent

2 Administrative costs of the distribution of royakicarried
over to the year following the target year 1,012,47. 968,690
3 Administrative costs for the target y

4 Administrative costs of the distribution of royakicollectec

18,832,44; 17,126,388

3,175,54 2,855,952

in the year prior to the target year 860,45¢ 1,012,473
(3+4) 5 Total administrative costs 4,036,003 3,868,425
(1+2-4) 6 Adjusted net salesrevenue 18,984,465 17,082,605
7 Authors' healthcare contribution 748 38( 1,033,67¢
(5-7)8 Operational administrative costs 3287623 2,834,747
(5/1) 8 Total administrative costsin proportion to net salesrevenue 21.43% 22.59%
(8/6) 10 Deducted operational administrative costsin proportion to 17.32% 16.59%

adjusted net salesrevenue




3. Relationswith membersand right holder s, communication
3.1 Membership data, customer service

The society membership of Artisjus continued towgin 2015: the Society had 1,998 full members on 31
December 2015. At the same time, the number ofsoaiety members entrusting Artisjus with the cdllex
administration of their rights was 14,024.

The workload of Artisjus Member Services Team hearbsteadily increasing. In 2015 a special campaam
organized in which we called the authors' attentiioine administrative possibilities regarding se¢lement of
suspense accounts, setting the objective that ag endhors specify the details of their works asside, thus
allowing for the liberation of pending items of thighest worth possible. Besides that, the mendreice team
have also contributed to the administration coniogrArtisjus foundations and the tenders to be stibchby
authors to the National Cultural Fund.

Our usual satisfaction survey, also prepared in52@bntinued to indicate an 80-90 per cent satisfiac
regarding the Member Services as seen by the oghers. In order to support the increased workloae,
more person was hired for the team in autumn 2015.

3.2Events and communication events

The first open doors’ day of Artisjus was one ¢ thilestones of th®pen Artisjusproject. In one morning
and one afternoon shift, altogether six groupsapekk behind the coulisses of Artisjus. Eightjteis were

guided by the staff of the Society through the nitgtresting processes of rights collection anttibistion as

they visited several staff teams in the building.

In 2015 Artisjus was present with a re-designeddstt the biggest musical exhibition of Hung@ydapest
Music Expoheld in the SYMA Hall, Budapest. The expo spacenalwe welcomed authors was located in a
busy spot and furnished to create a lounge atmospfde authors could benefit from the full-randge o
administrative services on site. During this thdeg-event, more than 300 authors registered asjAstior in
the Authors' Information System (AIS), or settledigems related to royalties.

Inspirativ Zenei Ebres#t(IZE) (Inspirational Musical Alarm), a relaxed @mfation event of Artisjus was
organized on one occasion in 2015. By transfornit;eigustomer relation strategy with authors, Aushas
intended to find a new event framework that coutddb interest and use to the broadest possibleerang
authors.

3.3 Online communication

The Artisjus online information system for authdksithors' Information Syste(AIS) has developed into one
of our key communication channels over the yeang Aumber of users grew dynamically in 2015, toomf
five and a half thousand in 2014, the number dfienst registered in the system grew over seven #malidn
order to facilitate its utilization, eight tutorigldeos were made in 2015 to guide authors' thrabghopics
interesting for them from online work registratitimough foreign royalties to the explanation ofogalty
notice.

July 2015 saw the launch of tmew website of Artisjuévww.artisjus.hi), which is great progress to the
previous website both in terms of appearance antént Highly popular pages of the website aragdldé and
television online royalty calculators located unéeghts Distribution section, which provide infortiga to
rights holders about the royalties due after theke/doroadcast on the individual channels. As anoitgmt
change, the earlier website of Artisjus Musical ik@ation has been shut down, and the new homepate of
foundation has been incorporated under the artigjudomain in line with the new website concepthref
Society. The new website also includes a sepacsepage for the Literary Foundation of ArtisjuseTaormer
website of the Artisjus awards has also been shwhgand received a separate sub-site with a unittesign
within artisjus.hu.

In 2015 thd~acebook pagef Artisjus(www.facebook.com/artisjus.hwas used mainly as the communication
channel of the "Dalszefz (Songwriter) blog entries. Moreover, news reldtedur Society, own press releases
and tender information were also published hersidgs that, Artisjus continues to be presentaiitter as
well.




In 2015 thé'Dalszerz” blog was edited by a professional music journalist cissioned by the Society. These
posts covered the latest news of music industrg, ranstly news related to the online market. Besities
contents written by this journalist, Artisjus alseepared some articles: for instance, the onliritoed of the
"Artisjus fuzetek" (Artisjus Booklets) and the "B&zerd" (Song+Composer) magazine, infographics, press
releases and further news related to Artisjus wal#ished here.

During WOMEX, a world music expo and showcase, Whi@as organized in Budapest in 2015 as a result of
our successful "music diplomacy”, we published ditla in Hungarian every day from the special Esigl
edition made for this occasion , and we also cteateemporary independent column for WOMEX withie t
blog.

In 2015, we informed the authdrsa newsletter sent via e-maitbout the latest news of music industry affecting
them, royalties settlement, tender news and evdrisoughout the year we sent altogether twenty-one
newsletters to more than thirteen thousand addsesse

3.4Publications

Dal+Szerz (Song+Composer), the cultural quarterly of Artisjas been providing Hungarian authors and
stakeholders of the music industry with the latest/s of their domain for the fourth year now. Relgay its
content structure, the magazine did not chang@1%2the Profile column presented young and tatemtesic
bands, our discography introduced the latest Huagamusic albums, the Generations column featured
interviews with family members, the pages dedicadtediterary authors and lyricists as well as owfite
feature articles presented Artisjus award winnirtigis, we continued the Law Cases column, andresgnted
musical apps on our Programmes page. Comparedli, 2@ online readership of the publication teple
Dal+Szerd issued a special English edition on the occasibWOMEX. The magazine presented the
Hungarian performers of the event as well as theicalicharacteristics of Hungary. What made thidipation
special was that besides the online Hungarian arerdi also had an English printed edition. Theelatvas
offered to the 2500 foreign guests of WOMEX so ttety would become familiar with more Hungarian
composers and performers and offer them concedropygties abroad, or a contract with a certainlighir or
manager.

Our new publication series launched in 204disjus flizeteKArtisjus Booklets) was fully developed in 2015.
In these thematic information booklets, we ansiWwesé questions that authors address to our Sazietydaily
basis. We systematized all those pieces of infaomat a concise and clear manner that all mugiators will
encounter sooner or later in their career. The let®lare freely available at our Member Servideefas well

as on our blog. The topics discussed in 2015 wezefdllowing: musical rights distribution, publigat of
phonograms, social and cultural benefits.

In 2015 ProArt published its fir&eneipari Jelenté@Music Industry Report) with the pro-active pagtion

of Artisjus. The report was prepared by an econoaxigert commissioned by ProArt. Its publication was
scheduled for the Music Hungary Conference of M2§/3 whose content structure was already conditoye
this report. The publication was very well receivikguccessfully set the agenda for both publécdirse in
music industry and politicians active in this domai

4. Distribution and documentation

The distribution of royalties collected in 2014 wasried out according to the previously indicadeadlines,
and the royalties were paid accordingly. On tophef usual distribution events, there was also @iape
"recycling"” distribution. The reason for that istln line with the provisions of the EU directirggulating the
collective administration of rights, which was ®tansposed by April 2016, the period during witichecting
societies could search for and identify those leqtito receive royalties which are due to right everunknown
or whose whereabouts are unknown, will be reducad five years to three years. In preparation liis, tthe
General Assembly of Artisjus modified the Distrilmunt Regulation of the Society. Earlier we addedsiine of
unidentified royalties to the distribution funds, that they basically melted into the next yeais¢rihutions.
However, from 2015 we introduced a new type ofrittistion instead of recycling the money into thads:
we pay the rights unidentified for over three yaarthe authors in the framework of this speciahchnce.

Another consequence of the above modificationdsdie to the reduction of the five-year periothtee years,
exceptionally, we paid three years of unsettleclktms to the authors in 2015 instead of one.
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Therefore the right owners who had broadcasting ofathe distributions performed from 2010 to 20defe
the ones who received royalties in the course efrédtycling of royalties in 2015. The distributiof the
unidentified royalties was performed in proporttorthe royalties calculated for the above broadcast

Moreover, the Distribution Regulation was modifiadwo substantial points in the course of 2015tfree of
them being a distribution topic in the narrow sgnse
- in relation to the above "recycling” regulation tigjus — taking advantage of this opportunity withi
the regulatory framework — makes a 25 per centcettufor community professional purposes before
recycling the suspense account. The aims and timenaf utilization have been specified by the
General Assembly in the amendment of the BenefityPof Artisjus;
- second, the General Assembly re-regulated the tperaf Arrangement Committees for the sake of
rationalizing the workload and a more efficienigattion of demands (see Appendix 2 of Distribmitio
Regulation).

5. Social-cultural activities

In harmony with the governing legal frameworks fr@@i2, Artisjus is only entitled to provide allovas

(through its foundations: Artisjus Music Foundatiand Artisjus Literary Foundation) as a supplentent
pension or as a social benefit for persons in nélked.amounts deducted for cultural purposes waresterred
by Artisjus to the National Cultural Fund in 2015weell.

In 2015, in harmony with the regulations of the AntAuthors' Rights, we deducted a share of 25 @etrfrom
the royalties which were due to right owners unkn@~vwhose whereabouts were unknown, but whichdcoul
not be settled for more than three years, in otdesupport professional and social purposes witha
community of the right owners. The utilization abfessional benefits is regulated by the BeneflicgoThe
benefits can be used in 2016 and in the subsegaarg directly via the Society.

6. Organizational development

In 2015 the work organization of Artisjus investetbt of energy into keeping this organization, ethtarries
out the demanding tasks of musical rights collectmd distribution, in a modern, efficient, flexaband
energetic shape. With that in mind, we introdudeddgile project management method in several dwmai
2015. We strengthened the internal project burawadiyve have been performing internal process argtional
and rationalization tasks in several areas, ocnabjowith the help of an external consultant. Weaduced
electronic filing in the organization, and put memphasis on the tasks of managerial strategiapigrand
assessment.

7. International environment

Artisjus continues to take part in the work of gjebal confederation of rights management orgaitinat
(CISAC) and the European regional organization (GEBas a member of the board of both bodies. The
representatives of our individual professional dielparticipate actively in the international prsiesal
information exchange of collective management degdions. In 2015 again, Artisjus hosted the indional
seminars and trainings organized by the Europegional directorate of CISAC/BIEM. Besides that, igjts

is a member of and an active contributor to thenenlicensing and (for some time now) background
cooperation: the Armonia online platformvw.armoniaonline.el According to the decisions made in 2015,
Artisjus will also utilize the information techngwal background operational tools developed jgiby the
collective management organizations having fountiedonia (the French SACEM, the Italian SIAE and the
Spanish SGAE), which hopefully will boost the efficcy of online distribution and processing, ingalaf
similar internal developments.




8. Miscellaneous issues
The Society pursues no research and development.

The Society has a single business location (10&aBest, Mészaros utca 15-17.). Moreover, it had lffices
in the following towns:
e Debrecen

*  Gyor
* Miskolc
« Pécs
e Szeged

e Zalaegerszeg
On 31 December 2015, the Society had 158 full-eémmployees of which 12 persons had a fixed-termraont
The Society has projected a net royalty income 431,940 thousand HUF (without VAT and basic

administrative fee) for the year 2016.

16 March 2016, Budapest

Dr. Andras Szinger
Director General



