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1. The operational environment of Artisusin 2012
1.1 Legal environment

The amendments of Act No. LXXVI of 1999 on Authdrsghts and Act No. CLXXV of 2011 on the
Right of Association, Non-profit Status, and the e@ion and Funding of Civil Society
Organizations, as indicated in the report on ther Y911, came into force as of 1 January 2012. (In
the course of 2012, Act No. CLXXV underwent furthraodifications, and a number of issues of
interpretation and construction raised by Artisusl most likely, by many other non-governmental
organizations as well, were settled in a reassumagner.) By the above date, the modifications
prescribed by these amendments had also been ddoptértisjus in its internal regulations and
practice, thus on 1 January 2012, the operatiamefSociety fully complied with legal regulations.
The elements of the amended legal regulations tedoe applied first in the financial report abdu t
year 2012. Preparations to that aim were initiiethe Society in 2012.

Due to the changes in legislation on churchesptbgision of the Act on Authors' Rights regarding
free uses by churches was slightly modified indberse of 2012. During the amendment process, the
legislator consulted Artisjus and took into consadi®n its opinion as a result of which the praetif

the collection of royalties does not need to benged.

Another legal amendment has been put in placeetimain of criminal law and misdemeanour law.
Although it has certain implications with respeatauthors' rights and it may be classified as pfrt
the broader operational environment of Artisjusdaes not affect our activities directly. The new
Criminal Code entering into force on 1 July 2018tems a significant change, namely that it wishes
to decriminalize file exchange for private usagehil@/the practice of this amendment still needs to
take shape, it will not affect the activities ofrdaociety for we have never wished to pursue cramin
liability for private individuals. Another importamodification is that the new Act introduces the
misdemeanour formation of the violation of authagits and related rights for cases of infringemen
causing detriment inferior to HUF 100,000. Thisi@etwill bring about changes mainly in the
procedure of enforcement of royalties on blank ieesr since there, the possibility of criminal
sanctions provides significant support to our ecgarent of rights.

1.2 Evolution of our relations with authorities

The compulsory annual supervisory audit prescripethe Act on Authors' Rights was carried out by
the Hungarian Intellectual Property Office (HIPQ) 2012 as well. In the course of the annual
supervisory procedure, several additional and cemphtary questions were addressed to the Society
regarding the deepest layers of its operationhéndnd, the annual supervisory procedure concluded
with two minor notices, apart from which HIPO made further statements. According to these
notices, by the first semester of 2013, a distiivutegulation has to prepared about the distraouaf
royalties on reprography (the preparation of whichinderway at the time of the composition of this
report). Moreover, the information regarding the/mpant of blank carrier rights, available on our
webpage, had to be modified (this request hasdreaen honoured by our Society).
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In 2012, an ad hoc supervisory procedure was tfedi@oncerning the so-called "dentist case", which
was based on a decision made by the Court of éustithe European Union pertaining directly to the
practice of the right of public performance. HIPE&epted the position of Artisjus, and the solution
proposed does not imply an unpredictable drop blipperformance royalties.

During the tariff chart approval procedure alsodwmted by HIPO, and by the legal deadline (of 1
September), Artisjus submitted for approval itsftaharts serving as the basis for the collectidn
royalties for the year 2013. The preparations eféhtariff charts had started in May 2012. Follawin
the procedure conducted by HIPO and the actuatlitgsitem negotiation of public performance and
blank carrier royalties, the tariff charts were mmed by the Minister of Public Administration and
Justice, and they were all published in the Offid@urnal by 1 January 2013.

2. Royalty income and expendituresin 2012

In the year 2012, the total amount of royaltiedexbed by Artisjus was HUF 14,176,519.

2011 2012 %
Income from public performance royalties 5,209,998 5,141,527 98.7
Income from broadcasting and cable television @222 3,833,308 119.4
- from which cable television income 1,367,216 1,473,465 107.8

Royalties on blank carriers 2,866,087 3,655,967 127.6
Royalties on mechanical and canned music 245,703 229,253 93.3
Online 55,396 53,729 97.0
Royalties on reprography 8,315
Royalties from foreign broadcasting
organizations 196,157 203,295 103.6
Royalties from abroad 292,537 237,254 81.1
Administrative costs of the distribution of
royalties collected in the year prior to the 798,790 813,871 101.9
relevant year

Total: 12,874,790 14,176,519 110.1

Within that, the royalties collected on behalf loé tright holders represented by Artisjus amounbed t
HUF 10,125,289 thousand, whereas the sum collextdaehalf of Hungarian collective management
organizations representing other right holders fangign television channels represented by Artisjus
was HUF 4,051,230 thousand.

2011 % 2012 %

Those represented by ARTISJUS 9,485,82473.68 10,125,289 71.42
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Those represented by HUNGART,

FILMJUS. EJI and MAHASZ 3,192,809 24.80 3,847,935 27.14
Foreign broadcasting organizations 196,157 1.52 203,295 1.44
Total 12,874,790 100.00 14,176,519 100.00

Artisjus successfully achieved the income incredgective proposed in its Financial Plan for tharye
2012.
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2.1 Live and canned music public performance market

Catering and commercial units making up the bulkained music users continue to face permanent
economic challenges. While the work hours of Amssjnvested into this domain continued to increase
in 2012, a fact also supported by the number ofitomd units, the number of new shops detected
paying royalties has been steadily decreasing tfier past five years), and the market is more
characterized by the closing down of shops thanaohjo development. This trend has not been
reversed by the fact that now Artisjus makes ainaots effort to detect smaller service units al,we
which bring a lesser amount of income from royalisile necessitating more work.

Concerning live music, there was a noticeable drophe number of major concerts of special
importance and also in that of spectators. Conmeyanizers' willingness and capacity to pay also
declined.

Due to the above reasons, income in the domaimlgigomusical performance stayed below the 2011
level: we concluded the financial year with a suUr@&7 per cent compared to the previous year.

In the meantime, during the approval of the 20X8ftaharts, Artisjus came across initiatives on
behalf of commercial accommodation facilities amel tatering industry that insisted that Artisjuseta
into consideration the evolution of the income loé given users in its tariff charts. Raising severe
guestions of principle while also implying an urdseeable administrative workload, this proposal
could not be included by Artisjus in its tariff ek However, as a way of compromise, a new
measure was be introduced in 2013 for hotels: #tomal figures of room occupancy rates, available
from the Hungarian Central Statistical Office, wille taken into consideration, which will
automatically lead to a decrease in income in tsa Y013. In its decision of approving the tariff
charts, the Ministry suggested further negotiatitbetween Artisjus and market interest groups
regarding the possibility of taking into considevatthe income and the profitability of users.

The year 2012 saw the continuation of the actiwitiébusinesses offering background music services
to commercial and catering units. Some of thesepemmes also offer a service which, according to
them, exempts the shops playing music from all paynof royalties to Artisjus. Therefore, in 2012,
the foreign agency of Universal Music Publishingemaipted to withdraw the special Universal Music
Publishing repertoire used by one of these sempiogiders (CloudCasting Kft.) from the collective
administration of rights, but the declaration ahd tlocumentation submitted to Artisjus in support
thereof did not meet the relevant conditions ofAlseon Authors' Rights. Consequently, Artisjuslwil
continue to collect royalties in shops buying thevkes of CloudCasting in 2013.

2.2 Broadcasting and cable television market

In 2012, the sum of royalties collected from raditeevision broadcasting and cable television
attained 119.4 per cent of the reference level. @rie reasons behind this is that the Media Stippo
and Asset Management Fund (MTVA) was late withsitandard broadcasting royalties for 2011
regarding the entire public media, and finallyséttled its debt in 2012 besides honouring itsdsteoh
payment obligation for 2012 on time as well. Noed&ths, media income exceeds the reference value
of 2011 even adjusted with the above extraordipagment.

In the television market, the steady decrease wéréiding income provoked by the economic crisis
has continued. At the same time, high-coveragedwant service providers have lost ground to lower-
coverage thematic channels. In 2012, the two bigima commercial televisions, RTL Klub and TV2
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prolonged their contracts pertaining to analogueestrial broadcast with Antenna Hungaria Zrt. and
the National Media and Infocommunications AuthorityMHH). In the second semester of 2012,

both televisions launched their new satellite-cdiy@adcast channels under the name of RTL Il and
Super TV2. In 2012, Artisjus signed a balanced {wrgh agreement with both commercial televisions
also covering the new channels.

There has been a continuous decline in the nunfberd® stations: while there were 234 stations in
the first semester of 2010, only 196 radio statiopesrated in the first semester of 2012. The sbfre
radios in the entire media market went down froB @er cent in 2008 to 2.8 per cent by the first
semester of 2012.

In 2012, the contract of one of the biggest commémhannels, Neo FM was terminated by the
National Media and Infocommunications Authority dtee the debts of the radio. Neo FM also

accumulated significant debts towards Artisjus. Bueiety has been making permanent efforts to
collect royalties, and 66 per cent of them havenb&éccessfully collected so far with the help of

payment notices, negotiations and instalment péenwell as by the enforcement of the obligations
laid down in a notarial document.

The income from the cable television market shoamethcrease to 107.8 per cent of the 2011 income,
partly as a result of the payment of the MTVA irl2Gor 2011, which also concerned cable television
royalties. The other half of the increase was doated by the royalties to be paid on the
retransmission of encrypted television channelsth®& same time, experts believe that the cable
market consolidation might be restrained by thelipulility tax to be paid on cables from 1 January
2013, levying a tax charge of several billion HUiaertain providers. The new kind of tax may lead
to the devaluation of small cable companies thavide consumers of scarcely inhabited areas and
who, consequently, transmit their service to tkhkants through much longer cables.

2.3 Blank carrier market

In the financial year of 2012, we succeeded imertincreasing the amount of royalties collected on
the private copying of blank video and audio casti¢hus this sector produced overall 127.6 pet.cen
According to our data, this might be put down te tact that thanks to customer behaviour and needs,
the turnover of tools constituting the principalisme of income of producers and distributors i sti
going upward, and the storage capacity of theds t@s been continuously growing.

As regards the blank carrier fees, intense inteynak proceedings are still in course. The subject
matter of an increasing number of cases discusgetebCourt of Justice of the European Union is
related to claims of royalties, and other EU orgaresalso engaged in talks that may lead the way fo
a (more) unified European legislation. There ammenous initiatives aimed at the gradual abolitisn a

well as the reduction of the basis of royalty claiom blank carriers.

2.4 The (offline mechanical) market of the collection of rights on sound recordings

Royalties on the publication of sound recordingsdpced a 6.7 per cent decrease compared to our
income in 2011. In 2012, the total number of comépublications licenced/registered by Artisjus
was 2.9 million, of which nearly 400 thousand cepieere carriers published by composers. The use
of pieces not protected by copyright that do netd/any royalties continues to represent a higb.rat
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Our analyses show that it is the replacement efféconline use that contributes greatly to the
diminution of the number of copies.

2.5 Online music market
Income from online music amounted to 97 per cehef2011 reference level.

In the year 2012, some of the most notable intenak content providers such as iTunes, Youtube
and Dreezer were already present in the Hungarenkeh These companies, along with other minor
international providers (e.g. Rara.com operate@bynifone) registering for the collection of rights,
are typically characterized by diverse businessatsodhe volume of use (repertoire protected by
copyright), the manner of use (downloadable/stragfoloud-based storage), the manner of financing
(autonomous prepaid/prepaid and packaged intogh&ces of a mobile company/free and financed
through advertising), the manner, procedure, amohdb of accounting are different in the case of
every provider, but they are all claimed to be ficas already crystallized and set in stone inrothe
countries.

Due to the above factors, the management of thesédprs constitutes a vast task of collection and
processing for Artisjus operating in Hungary, whishconsidered to be a small? 8ank market in
Europe. Considering that the collection of rightstile majority of these services is carried outhsy
great Western (Anglosaxon, Latin) repertoire hadeith a pan-European effect, Artisjus may invoice
and collect rights only on its own repertoire ahe temaining foreign repertoires represented by way
of mutual representation agreements, but even dhbt after having meticulously selected and
identified the relevant parts of repertoire frora titcounts consisting of several million lines.

As a result of the different sources of rights, ategions and conflict management prior to invoicin
require long and complicated international procedul herefore, royalties often arrive several menth
after the relevant month, and it is only then that can start their administration. Due to all of th
above, no royalties came in from either iTunes, tdba or Deezer in 2012.

National service providers harbouring high hopeshsais Hungaroton, Muzzia and the re-launched
Songo did not live up to expectations in 2012. Mdalte, our Society succeeded in collecting

royalties in 2012 on the own-edited video servioérigo and Index, the two major Hungarian

portals.
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2.6 Administrative costs

Based on the yearly report on collective rights aggament in 2012, the administrative costs deducted
amounted to 21.4 per cent of the royalty incomeating to the balance sheet. After the adjustment
of the figure shown in the profit and loss accowith the items accounted twice due to accounting
rules (since the collection and the distributionrights and the accounting the administrative costs
thereof take place in two different years) and wiite healthcare contribution to be paid on authors'
rights (since this expenditure is not directly tethto the operation of the Society), the averagie of

the costs effectively deducted and used for theectmbn and distribution of rights in 2012 did not
exceed the usual rate of around 18 per cent.

2011 2012

Net sales income: 12,874,790 14,176,519
Standard administrative costs for the relevant year 2,003,110 2,226,228
Admlnlstranve costs of the distribution of royahicollected in the year 798.790 813,871
prior to the relevant year

Total administrative costs 2,801,900 3,040,099
Adjusted net salesincome 12,076,000 13,362,648
Authors' healthcare contribution 630,124 647,278
Operational administrative costs 2,171,776 2,392,821
Total administrative costsin proportion to net salesincome 21.76% 21.44%
arc)grmaélonal administrative costsin proportion to corrected sales 17.98% 17.91%

3. Relationswith members and right holders, communication

The society membership of Artisjus continued towgrdhe Society had 1,912 members on 31
December 2012. At the same time, the number ofsoarety members entrusting Artisjus with the
collective administration of their rights was 9,626

In harmony with the provisions of its renewed Sy Artisjus held its first membership reunion
open to all the members in September 2012. (Althdbhg membership reunion is not an organ of the
Society, members present may make proposals fasdmeral Assembly and the Board. If 5 per cent
of the members are present, the effective discnssithese proposals is mandatory for the competent
organ of the Society.) At the reunion, the Predidenl the Director General of the Society as well a
the Head of its Legal Department informed the mame attendance about the most important
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events and achievements of the time period sinegémeral assembly of the end of 2011 and about
our relationship with the supervisory authority. tme following, the participants discussed the
proposals of some members.

In its internal communication with right holderbBgtSociety has continued to send regular electronic
newsletters (the newsletter of December 2012 reaotare than 8,200 right holders in this way). The
Artisjus Authors’ Academy event series also corgthuln 2012, the Society provided information to
right holders on three occasions and on the folgwbpics:

- March: the launching of YouTube (guest speakeri¢katValker — Google);

- May: arrangements, cover versions, web2 and music;

- October: as part of the "Music Industry GPS" helthie framework of "Hangfoglalas" (Sound
Conquest): public taste in music, the current sibnaof live music, brand building, online
music world.

The number of those following Artisjus on Facebdfacebook.com/artisjus.hu) has tripled since its
launching in December 2010.

In order to make administrative affairs more pleadar authors, the waiting room of the Author
Customer Service was refurbished in 2012: alsogrized by portals of interior design, the space
created by Artisjus is now more amicable and auftiendly.

By now, the most important forum of professionahte@t between members, clients and Artisjus is
the Authors’ Information System (AIS), which hadraany as 1,791 registered users by 31 December
2012. In December 2012, the first step was takesatds making the AIS interactive: since that day,
the system has been offering an opportunity tostegiworks and modify the data of authors online.
According to our first figures, our authors haveme&ery active in using this service.

The Society's aim is to position Artisjus as aalelle background actor of music industry rather than
mere "authors' rights administrator”, which spezéd not only in copyright issues, but is also fami
with music markets. This message may be enhancéaebipal+Szer&' Magazine launched in 2012
and freely distributed in 4,000 copies.

Besides the quarterly royalty notification, Artisjalso sent its users a newsletter on two occagions
2012 (since its launching in 2011).

4. Distribution and documentation

The distributions related to 2011 took place in dwder and by the forecast deadlines; royalty
payments were accomplished accordingly. The digioh of the broadcasting royalties related to
2011 and collected from MTVA in January 2012, asviwusly mentioned, was exceptionally carried
out in May 2012 instead of 2013 due to the siz¢hef amount and in harmony with the relevant
provisions of the distribution regulation.

At its reunion of 23 November 2012, the Generaleissly modified the Distribution Regulatibof
the Society in several matters. Besides some teahmhodifications, the amendments of the
Regulation

- gave green light to the online registration ofkgdlaunched at the end of 2012

! Seehttp://artisjus.hu/_userfiles/file/egyesulet/szglatok/felosztasi_szabalyzat hatalyos.pdf
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- enhances the importance of light music concartanned music distribution

- limits the importance of sound recording datéhig same realm

- uses a special mathematical algorhythm to atlipessuperior ratio of live music distribution

- applies the rules of light music concerts of wundiial distribution above the payment of HUF
300,000

- introduces a bottomline distribution limit of HUEO by work and by distribution for online roya#tie
to tackle the "long tail" phenomenon

Members and right holders interested were provigligh detailed information and explanation about
the modifications in the framework of an Artisjusithors’ Academy event held on 28 November
2012.

5. Social-cultural activities

Due to the aforementioned amendment of the Act wiinds' Rights that came into force on 1 January
2012, the social-cultural activities of Artisjus chdo be substantially transformed. While these
functions of collective administration of rightseaaccepted all over the world as approved methods,
and thanks to the directive on the administratibrights in preparation, they will also be included
the community law, the Hungarian legislator introeld a peculiar regulation regarding cultural
sponsoring activities. The basis of the above éslih per cent sum deducted by Artisjus from certain
non-mechanical musical and literary royalties focial and cultural purposes in accordance with the
membership, agency and foreign mutual representatipeements signed with the right holders and
the authorization provided by the law. (This canstid 4.24 per cent of the total sum of royalties
collected by Artisjus in 2012.) According to thdeneant provision of the Act on Authors' Rights, 70
per cent of the sum deducted that can be usedifural purposes must be submitted to the National
Cultural Fund (NKA), which decides about the useth@ money in the framework of applications
invited by the "Temporary Board Deciding about thee of Royalties". However, the use of these
royalties must take place in harmony with the psmns of the Support Policy approved by the
principal body of Artisjus, i.e. the General Asséynand to be approved by the Minister of Public
Administration and Justice.

In 2012, Artisjus signed an agreement with the dfeti Cultural Fund about the transfer of the sum,
the Support Polidywas drafted by the General Assembly and approyeth® Minister of Public
Administration and Justice. Accordingly, Artisjusnsferred the sum in question to the National
Cultural Fund. The National Cultural Fund set up #bove-mentioned provisional board of eight
persons on which a seat was granted to the Présidefrtisjus, Maté Victor. However, due to
personal changes, the first effective meeting efldbard was held only in 2013.

According to the provisions of the Act on AuthdRgjhts, the remaining 30 per cent of the deductions
made by Artisjus may be used only for purpose®oia$ support, also in harmony with the provisions
of the above-mentioned Support Policy.

Based on the above, the operation of the Artisjussim Foundation and the Artisjus Literary
Foundation had to be significantly transformed. rEsiace its establishment, the Music Foundation
was always responsible for the functioning of théural support system. However, these tasks and
amounts have now been taken over by the Nation&li@uFund, and in accordance with the Support
Policy, only the remaining 30 per cent of the sumld be used for social purposes by the Music
Foundation.

2 Seehttp://artisjus.hu/ _userfiles/file/egyesulet/szgatok/tamogatasi_politika_hatalyos.pdf
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Parallel to that, the Artisjus Literary Awards pFeted by the Literary Foundation had to be
terminated in their previous form, and the Liter&igundation was also left with the task of literary
social support.

Accordingly, at its reunion of November 2012, then@ral Assembly approved the modification of
the Deeds of Foundation of the two foundationsftect the changing practice. The modification was
registered by the Budapest Metropolitan Court amel Foundations could start their modified
activities in this spirit in the first half of 2013

6. International environment

Artisjus continues to participate in the work of SBIC, the global confederation of rights
administrators and GESAC, the European regionahroegtion. In the framework of CISAC, the
reform of the organization and the review of itsjeghives continued. In 2012, the European
Commission published the first draft of the direetabout the collective administration of rightsda
Artisjus, as a GESAC member, took part in its refieing. The legislative procedure continues in
2013. In 2012, Artisjus hosted the internationahisers and trainings organized by the European
Regional Directorate of CISAC/BIEM.

7. Green administration of rights

The Society started to prepare for its transitioran environmentally friendly operation in 2010. A

working group was set up composed of participamenfeach department of the society's work
organization. That was necessary because "greeisirggfong-term process whose implementation is
conceivable only in several phases. The major aements of the project have been the following:

- For the authors using the Authors' Online Infdiora System, the Society has stopped sending
paper-based royalty notifications since 2011; mathieey are informed about the distribution of
royalties in SMS the details of which authors mhagaek on a safe online surface.

- At the Budapest office building, a paper collegtbox has been placed in every office; the jasitor
collect waste paper separately, thus recyclingoeas resolved.

- At the Budapest office building, the Society Ipdeced a separate container for the collectionedf P
bottles on every floor.

- For the sake of saving printing paper, the defsetting of every printer has been automatic duple
printing since 2011.

- The Society has cut down on the number of unmsacgsopies in internal work processes (e.g. the
Genres Classification Committee and the Arrangeriammittee do not use printed lists and copies
to judge works, but do their work with the helppobjection).

- The Society relies on electronic administrationain increasing number of areas in its external
relations as well (e.g. orders for payment, judierdforcement).

10
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- In relation to authors, the Society aims at kagphn touch with them electronically, instead of
through printed material (e.g. the introductiorite# online registration of works — December 2012)

- It appears on business cards and in e-mail gsigestthat the Society is committed to
environmentally friendly solutions. ("Green admtrasion of rights" logo)

- The quarterly magazine entitled "Dal+SZ€ris printed on recycled paper, and as an alter@ati
can also be read and downloaded online for free.

A tangible result achieved through the above messigrthat compared to previous years, there was a
21 per cent drop in the amount of copy paper bohgt#rtisjus in 2012.

Due to the nature of its activities, the Societyn®t affected by other issues in the domain of
environmental protection.
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8. Miscellaneous issues
The Society pursues no research and development.

The Society has a single business location (101#aBest, Mészaros utca 15-17.). Moreover, it has
local offices in the following towns:
* Debrecen

*  Gyodr
» Miskolc
 Pécs
» Szeged

e Zalaegerszeg

On 31 December 2012, the Society had 154 full-tamployees of which 146 persons had a contract
with indefinite term and 8 had a contract with deé term.

The Society has projected a net royalty incomeldFH0,411,605 thousand for the year 2013.

16 April 2013, Budapest

Dr. Andras Szinger
Director General
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