


DOING BUSINESS IN THE CZECH REPUBLIC

DOING BUSINESS IN THE CZECH REPUBLIC

Table of contents

I. GENERAL SECTION

I. 1 BASIC INFORMATION ABOUT THE CZECH REPUBLIC 3

I. 2 COMPARATIVE ADVANTAGES AND INVESTMENT OPPORTUNITIES 3

I. 3 GOVERNMENT INCENTIVES FOR INVESTORS 4

I. 4 EU MEMBERSHIP 5

II. LEGAL SYSTEM

III. OUTLINE OF SELECTED INVESTMENT-RELATED LAWS

III.1 HOW TO ESTABLISH A NEW BUSINESS IN THE CZECH REPUBLIC 6

III.2 HOW TO ACQUIRE AN EXISTING BUSINESS 9

III.3 BUSINESS RESTRUCTURING 10

III.4 REAL ESTATE AND CONSTRUCTION 12

III.5 PROTECTION OF ECONOMIC COMPETITION 15

III.6 PUBLIC PROCUREMENT AND TENDERS 16

III.7 INSOLVENCY 18

III.8 INTELLECTUAL PROPERTY 20

III.9 EMPLOYMENT AND LABOUR LAW 21

III.10 SOCIAL AND HEALTH INSURANCE SYSTEM 23

III.11 IMMIGRATION ISSUES 25

III.12 TAXES 26

IV. NEWS AND PROSPECTS

Last revised 8/2009





DOING BUSINESS IN THE CZECH REPUBLIC

I. GENERAL SECTION

I.1 Basic information about the Czech Republic

The Czech Republic, as one of two successor countries to the former Czechoslovakia, was constituted on 1

January, 1993. It is situated in Central Europe, has a population of 10.3 million and an area of 78,864 square

kilometres. The capital of the Czech Republic is Prague, which has a population of 1.2 million. Other regional cities

with populations of over 100 000 are Brno, Ostrava, Plzen and Olomouc.

Administratively, the Czech Republic is divided into 14 regions. The regions are in many aspects independent of

central government and have significant autonomy in areas such as administration of health services, schools,

infrastructure matters and master/zone planning.

The geographical location of the country has had, amongst other things, a substantial impact on its position in

the transportation system in Europe. The density of the country’s road system is relatively high, its quality good

and the road and motorway network is undergoing a process of significant enlargement. In addition, a section of

the high-speed railway corridor has already been completed and the remainder is under construction.

Traditionally, the Czech Republic is and has always been an industrial country. Before the Second World War, the

country ranked in the top ten European industrial powers. Despite the fact that many national industries were

heavily devastated during the communist era, material, human resources and infrastructure fundamentals

remained in good and usable order. Sectors such as the automotive industry, rubber and plastic processing, pulp

and paper manufacturing, chemicals, pharmaceuticals and fibres, basic metals and fabricated metal products,

manufacturing and repairing of machinery and equipment, manufacturing of electronic equipment and hardware,

plus other industries, are now undergoing a new developmental phase.

The fact that on 1 May, 2004 the Czech Republic officially became a member of the European Union, along with

stable and steadily improving macroeconomic figures, has had positive effects on the country, its economy and

overall reputation. In addition to its EU membership, the Czech Republic is also a member of many other

organisations with worldwide influence, including NATO, WTO, IMF, IBRD and OECD.

The strategic location of the Czech Republic, being right in the centre of Europe, does not simply allow the

country to act as a reliable partner to its western neighbours but also provides a bridge eastwards. The common

roots of the language, the shared knowledge of culture and mentality together with the joint historical coexistence

with other former members of the COMECON world, puts the country in the position of a “gateway” to the east

(Russia and other countries of the former Soviet Union) as well as to the south (Bulgaria, Romania and the

countries of the former Yugoslavia).

I. 2 Comparative advantages and investment opportunities

The Czech Republic has a free market and an open economy with a high level of liberalisation. Foreign individuals

and legal entities do not encounter any restrictions in respect of their undertakings in the country and are treated

as equally as Czech citizens. The Czech Republic has a stable and continuously improving economy, a standard

political system, a well educated and skilled labour force and an excellent strategic geographical position in the

heart of a huge and unified European market.

The country welcomes foreign direct and indirect investment in all sectors.The amount of foreign direct investments

exceeding €82 billion which has flown into the Czech Republic since 1993 represents a top figure among new and

emerging economies worldwide. It proves the attractiveness of the country and its market and economy in the eyes

of foreign investors. The high amount of total direct investment since 1993 has undoubtedly proved that these

investments were considered to be worth making and are consequently generating further benefits.

Along with the fact that the country possesses an excellent geographical position and a network of solidly

developed infrastructure, the Czech Republic has, compared to other “new market economies” in Central and

Eastern Europe, a traditionally well-established education system at the level of secondary schools and technical

universities. These schools have outstanding reputations as good quality training environments for a technical



workforce. As a result, technical graduates of a reasonable standard are relatively easy to come by for investors

and their cost is a fraction of the cost of western labour (the current average wage is CZK 22,328, or

approximately €870). Manufacturing companies aiming to make products with higher added value are greatly

benefiting from this potential.

International risk-rating institutions rank the Czech Republic in the long-term with an A rating. This high rating is

the best in Central and Eastern Europe. The rating is based on low average inflation (2.8 percent average in

2007, 6.3 percent in 2008), the relatively low amount of gross foreign debt, the high level of foreign exchange

reserves, the stable growth of gross domestic product (4.5 percent in 2004, 6.3 percent in 2005, 6.8 percent in

2006, 6.1 percent in 2007, 3.0 percent in 2008), the decreasing deficit in trade balance and a wage level increase

linked to productivity.

Products and services such as weaving looms, metal-processing, rubber processing and plastic moulding,

equipment for power plants, mineral processing and motorcars bearing in the past the trademark Made in

Czechoslovakia were successful in many developed and developing countries. The majority of the manufacturers

of these well-known products were located in the current Czech Republic and, even though heavy privatisation

and subsequent restructuring of the manufacturing industry during the last decade changed the industry map

significantly, the knowledge and skills of the respective labour forces still provide foreign investors with remarkable

potential.

I. 3 Government investment incentives

The Czech Republic offers support to both new and existing foreign and domestic investors in several ways.

Government incentives are provided to investors under the Act on Investment Incentives, which came into effect

in May 2000 and was last amended in June 2007. The Czech government established a special agency,

CZECHINVEST, for the purpose of acting as the government’s representative and partner in negotiations with all

applicants for all forms of government aid.

• The basic criteria to qualify for government subsidies in the manufacturing sector are:

• The investment must be for the launch of a new production facility or the expansion of an existing one.

• The investor must invest at least CZK 100 million (approximately €3.9 million) within three years. This limit is

reduced to CZK 60 million and CZK 50 million for projects in regions with a high unemployment rate.

• At least one half of the investment must come from the investor’s own equity.

• At least 60 percent of the total investment must be made into machinery and equipment.

Machinery and equipment cannot be older than two years.

Under EU law, the actual aid available for each project cannot exceed a specific percentage of the total value of

the investment. The specific percentages can be obtained from maps drawn up by the European Commission.

The percentage depends on the location of the project.

The Czech government provides, from time to time, specific incentive programs focusing on particular types of

investment. It adopted an incentive scheme for investors interested in investing in business support services and

R&D centres. Since 2006, incentives programs have focussed on high value added, innovative programs

developing new products and technologies. Government aid is available for certain development costs and

protecting IP rights to products and technologies. The particulars and eligibility criteria for these programs can

be found on the official website of CZECHINVEST (www.czechinvest.cz).

Tax incentives

Tax incentives are offered in two forms. They can apply to new companies established as special-purpose vehicles

for a specific investment project. In such a case, the new company can obtain corporate tax relief for up to five

years. If, on the other hand, the investment is made as an expansion or modernisation project within an existing

Czech company, such a company may receive partial tax relief for up to five years.
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Job creation, training and retraining grants

The size of a job creation subsidy depends upon the unemployment aid in the region where the investment is

made. This ranges from zero - in areas with unemployment below the national average - to a maximum of CZK

50,000 per employee in regions with unemployment more than 50 percent over the average. Retraining grants

reach 25 percent (35 percent for medium business or 45 percent for small business) of the total training and

retraining costs.

Government land for development

Another form of incentives granted by the Czech government is through allocating selected government owned

properties for further development. There are various brownfield and greenfield sites available. An essential

condition for applying for this incentive is that the site has been selected by the investor prior to submitting an

application for an investment incentive. The state in this respect either provides a private developer or a

municipality with financial support in respect of infrastructure development, or transfers state owned land to a

municipality to be further used by the municipality at an advantageous price for an approved investment purpose

I. 4 EU membership

The Czech Republic became a full member of the European Union on 1 May, 2004. For more than five years the

country has enjoyed the business and trade benefits of being part of one large market governed by principles such

as the free movement of goods, services, capital and persons.

The new EU reality for the Czech Republic has also brought many positive effects and benefits to foreign

investors. The borderless importing and exporting of goods within the European market, no matter where the

goods were manufactured, serves as one of the main benefits. Individuals and companies resident or registered

permanently outside the Czech Republic may now even provide certain services without the need to establish

any corporate presence (be it a company or other Czech entity) in the Czech Republic. By incorporating major

directives issued by the EU and its bodies into Czech legislation, a substantial part of the administrative

procedures regarding the establishment of business and the residence of entrepreneurs, directors, executives or

employees, has been significantly speeded up and simplified.

Benefits for existing and future foreign investments have also been improved by the fact that Czech legislation

has already adopted a substantial majority of the principles contained in European Union law. In particular,

commonly applicable principles of commercial law concerning economic and consumer protection, mergers and

acquisitions, intellectual property, energy, tax, etc have already been incorporated into Czech law. All this, in

combination with political, economic and social stability as well as a motivated and cost-effective workforce has

- from the investment point of view - improved the position and reputation of the Czech Republic.

II. LEGAL SYSTEM

The private civil and commercial law of the Czech Republic is based upon continental, civil law principles. The

roots of the legal system go back to the Austrian Civil Code of 1813 (before becoming an autonomous and

independent country in 1918, Czechoslovakia was an integral part of the Austro-Hungarian Empire), which

enacted the basic civil law rules and principles.

Compared to common law, of which a substantial binding part is created by judicial (court) decisions, the source

of continental law mainly takes the form of written and binding acts, orders, bills and directives to be adopted and

issued by competent legislative bodies, i.e. parliament, government and municipalities. Judicial rulings serve

mainly as a subsidiary and supportive source for the purpose of interpreting the written codified laws.

Since the Czech Republic became a full member of the EU on 1 May, 2004, EU regulations have been directly

applicable in the country. The transposition of fundamental EU principles and directives into Czech law has been

more or less successfully completed.



III. OUTLINE OF SELECTED INVESTMENT RELATED LAWS

III.1 How to establish a business in the Czech Republic

For their business undertakings investors may choose from the following forms:

➢ Branch

➢ Limited liability company

➢ Joint-stock company

➢ Limited liability partnership

➢ Unlimited partnership

➢ Cooperative

III.1.1 Branch

A branch, although it must be registered in the Czech Commercial Register, is not a Czech legal entity. As it is

not treated as Czech legal entity, all legal acts taken by a branch are considered to be taken on behalf of its

founder i.e. a foreign company. A branch is established upon the execution of an establishing document, the

resolution of foundation. Having officially certified signatures on the document is advisable. The legal existence

of a branch begins with its registration in the Czech company register known as the Commercial Register. A

branch must obtain the corresponding trade licences or other permits necessary to carry out business. A branch

must have a director - a natural person - registered in the Commercial Register. Non-Czech branch directors do

not need a residence permit in the Czech Republic for the purposes of incorporation. There is no requirement

under Czech law in respect of the registered capital of a branch.

The most common forms of corporate vehicle used by investors for business ventures in the Czech Republic are

a limited liability company and joint-stock company. The basic differences between these two corporate forms are

outlined below:

III.1.2 Limited liability company

Foundation document

Articles of Association - in the case of more than one founder

Foundation Deed - in the case of a sole founder

Minimum registered capital

CZK 200,000 (approximately €8,000)

Prior to the incorporation of a company, the premium and at least 30 percent of the total capital must be paid up

(provided that the minimum value of the registered capital to be paid up is CZK 100,000 it must be paid up before

the incorporation). The outstanding amount must be paid up upon agreement between the shareholders within

five years at the latest.

In the case of a sole shareholder the total amount of registered capital must be paid up before the company is

registered. The same applies for contributions in kind.

Minimum contribution of one shareholder

CZK 20,000

Form of contributions to the registered capital

Monetary or non-monetary (in-kind) contributions are allowed, i.e. movable and immovable assets, certain

intangible assets, existing and documented receivables. In certain cases, the value of in-kind contributions is

subject to a certified valuation.
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Form of shares

No shares. Each shareholder holds an “ownership interest” represented by a percentage of the total registered

capital.

Shareholders

One or more individuals. An individual cannot become a sole shareholder of more than three limited liability

companies.

One or more corporations - A limited liability company with a sole shareholder cannot be the sole

shareholder/founder of another limited liability company.

Number of shareholders

1 to 50

Liability of shareholders

The company itself is wholly liable for any breach of its obligations with all of its assets. The liability of a

shareholder for the company’s obligations is limited to the unpaid amount of the shareholder’s contribution.

Consequently, shareholders in a limited liability company are not liable for the company’s debts provided they

have paid up their contributions in full.

Company bodies

General meeting - obligatory

One or more Executive Directors - obligatory

Supervisory board – voluntary

Personal liability of an executive director

Executive Directors must act with due diligence and care and follow principles and resolutions passed by the

company’s general meeting in conformity with law and the Articles of Association or Foundation Deed; they may

not disclose sensitive and confidential information to third parties. If they do so, they are personally liable for all

damage caused by the breach of their obligation. They must also respect the non-competition clause envisaged

by the Commercial Code, which may be extended by the Articles of Association or Foundation Deed. Executive

Directors may also be, under certain circumstances, criminally liable for actions taken on behalf of a company.

III.1.3 Joint-stock company

Foundation document

Foundation Agreement plus Articles of Association - in the case of more than one founder

Foundation Deed plus Articles of Association - in the case of a sole founder

Minimum registered capital

CZK 2,000,000 (approximately €78,000) if privately held

CZK 20,000,000 (approximately €780,000) if publicly held

Minimum contribution of one shareholder

No requirements

Form of contributions to the registered capital

Monetary or non-monetary (in-kind) contributions allowed, i.e. movable and immovable assets, certain intangible

assets, existing and provable receivables of the founders. The value of in-kind contributions may be subject to a

certified valuation.

Form of shares

• certified shares

• de-materialised book-entry registered shares (shareholders are registered in a database kept by the Czech

Security Centre)



Type of shares

• registered shares issued in the shareholder’s name

• bearer shares (the shareholder is the bearer of the share certificate - anonymous ownership)

Specific type: publicly tradable shares (mostly de-materialised shares publicly tradable on the Czech stock-

exchange)

Shareholders

One or more corporations.

Two or more individuals.

Combination of one or more corporations and one or more individuals.

Number of shareholders

No limits.

Liability of shareholders

A company is wholly liable for any breach of its obligations with all of its assets.

Shareholders are not liable for a company’s debts.

Company bodies

General meeting - obligatory

Board of Directors – obligatory - minimum number of members three, unless it is a joint stock company with one

shareholder or founder

Supervisory Board – obligatory - minimum number of members three (one member as the employees’

representative in a company with more than 50 employees).

Director, other bodies - voluntary

Personal liability of a member of the Board of Directors

Directors must act with due diligence and care and follow the principles and resolutions passed by the general

meeting in conformity with the law and the Articles of Association; they may not disclose sensitive and confidential

information to third parties. If they do so, they are personally liable for any and all damage caused by the breach

of their obligation. They must also respect the non-competition clause envisaged by the Commercial Code, which

may be extended by the Articles of Association. Directors may also, under certain circumstances, be criminally

liable for actions taken on behalf of a company.

The same principles apply to the members of the Supervisory Board.

III.1.4 Limited liability partnership

An LLP is a less frequently used corporate form. In a limited liability partnership, one or more shareholders

contribute to the registered capital of the company a minimum amount of CZK 5,000 and up to this amount

they are also liable for the company’s liabilities. On the other hand, one or more partners are not obliged to

make any contributions to the registered capital. However, their personal liability for all the company’s underta-

kings is unlimited. A limited liability partnership is as a legal form quite frequent in Germany and Austria, there-

fore German and Austrian investors are those who, for reasons of receiving benefits under the double taxation

treaties applicable to the taxation of limited liability partnerships, are the most frequent users of this corporate

form.

III.1.5 Unlimited partnership

In an unlimited partnership two or more partners are fully and personally liable for all undertakings of a com-

pany. Frequently but not exclusively, however, an unlimited partnership is used as a corporate platform for

legal services.
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III.1.6 Cooperative

This legal form is not suited to the purposes of commercial undertakings. It is rather a traditional legal form used

for the ownership for private residential property.

III.1.7 Commercial Registers

Newly established companies as well as corporate modifications to existing companies must be registered with

regionally allocated Commercial Registers. Commercial Registers in the Czech Republic are kept by Regional

Courts or the Municipal Court of Prague. Corporate information on existing companies such as corporate name,

address, authorised representatives, registered capital and certain other information can be found in these

registers (www.justice.cz).

In general, if an application to incorporate a legal entity in the Commercial Register fulfils all the requirements and

all necessary documents are supplied, it will be registered within five working days of the application being filed.

III.2 How to acquire an existing business

No restrictions are imposed by Czech law on foreign entities or individuals in respect of acquiring businesses in

the Czech Republic. Individuals and corporate persons have in this regard the same position as Czech nationals.

Such a liberal regime does not only apply to acquiring and holding shares or ownership interests in limited liability

or joint-stock companies, but also to acquisition or business membership in entities with another legal status

(e.g. limited partnership). Equally, in share acquisition or other forms of business acquisition undertaken by Czech

companies, foreigners also have under certain circumstances, such as business acquisitions and mergers,

obligations towards the Czech Office for the Protection of Economic Competition and, in the case of similar

transactions in sectors such as banking or insurance, towards the Czech National Bank.

The acquisition of an existing business may occur in several different ways. The most frequent is the purchase

of shares in an existing limited liability company (in such a case the correct term for shares is “ownership interest”)

or the purchase of shares in a joint-stock company. According to the standard terminology used in the legal

profession, such undertakings are known as “share deals”. On the other hand, the business of an existing

company might also be acquired by purchasing either all or selected assets (“asset deal”). Another method of

acquiring all or selected assets of a target company is under Czech law known as the sale/purchase of a

whole/part of an enterprise.

III.2.1 Acquisition of shares (“Share deal”)

Foreign private and corporate persons are in no way restricted in the Czech Republic from acquiring, holding

and/or reselling shares (ownership interests) in Czech corporations. In some cases, however, the business name,

registered office and the level of the acquired share proportion must be disclosed to the public. The disclosure

has either a form of registration in the Commercial Register or, in case of publicly tradable shares, in the Czech

Security Centre.

As far as the contractual form of share transfers is concerned, the sale/purchase of shares must take the form

of a written share purchase agreement to be signed between the seller and the buyer. Besides being in writing,

the verification of the signatures of both parties by a registered notary is also required for the transaction to be

valid. In specific cases, particularly in transfers of shares in joint-stock companies, a physical handover must be

carried-out to effectuate the ownership transfer.

Generally, profit of natural persons generated from the sale of investment securities held for more than 6 months

is tax exempt, if these persons’ direct or indirect holding of the registered capital and voting rights in the respective

entity has not exceeded 5 percent in the last 24 months prior to the sale. Profits from sales of other securities

than stated above and from the sale of shares in a limited liability company or a cooperative are tax exempt if they

have been held for more than five years.



Profits of legal persons generated from the sale of shares are subject to the corporate income tax, unless they

are tax exempt under the conditions stipulated by the ITA for transactions involving parent companies and their

subsidiaries (for further details please see under III.12.Taxes – Further Corporate Tax Exemptions).

.

III.2.2 Acquisition of assets (“Asset deal”)

A business acquisition can also be accomplished by purchasing a whole business (or its part) or by purchasing

the selected assets of another company. The procedure in purchasing a business or its part means that instead

of buying shares in a target company the investor directly acquires the business or selected assets in such a

company (or its selected part). By purchasing an enterprise the buyer directly acquires all assets, tangible and

intangible rights, business relations, rights and obligations (receivables and liabilities) or a selected part of them.

In some cases, the prior consent of state regulatory bodies (Office for the Protection of Economic Competition

and Securities Commission) must be obtained. A sale of an enterprise must, similarly to a merger, be registered

with the Commercial Register. This obligation does not apply if only selected assets are purchased on the basis

of an agreement on sale/purchase of assets.

III.3 Restructuring an existing business

Czech legislation provides several methods for transforming a company, namely

(i) Merger;

(ii) Spin off;

(iii) Assignment of assets and liabilities to the shareholder and

(iv) Modification of the company’s form

III.3.1 Merger

The merger is the most frequent method used to transform a company.

The Commercial Code distinguishes two types of merger:

(i) Merger by inclusion of a company in another company.

The merging company transfers all its assets and liabilities to an already-existing acquiring company. The merging

company ceases to exist and the acquiring company becomes its legal successor.

(ii) Merger into a newly-formed company.

Two or more existing companies cease to exist and transfer all their assets and liabilities to a newly created

company which becomes the legal successor of the merged companies.

Starting 1 May 2004 (accession of the Czech Republic to the European Union), it is generally permissible under

Czech law to transfer the cumulated tax losses of a dissolved entity and activate them (deduct them from the

corporate tax base) in the entity of the legal successor if the respective losses were incurred for the first time for

the tax period starting in 2004. A transfer of losses is not permitted unless the conditions stipulated by Czech tax

legislation are met. These conditions cover the following requirements:

(i) the merged and surviving companies have legal forms set by law (limited liability company, joint stock company),

(ii) the main or one of the main purposes of the merger is not “avoiding tax liability”,

(iii) losses can be applied only up to the amount of the tax base of the surviving entity that relates to the same

activity undertaken by the dissolved company.

Mergers are accomplished on the basis of a merger contract, which must be approved in advance by the General

Meetings of all the companies involved.The merger becomes effective upon its registration in the Commercial Register.

From the tax and accounting point of view, the companies under merger appear as single tax and accounting

entities as of the day specified in the merger contract as “the merger day”.



DOING BUSINESS IN THE CZECH REPUBLIC

The validity of the merger may be subject to the preliminary approval of the Office for the Protection of

Competition, if certain thresholds are reached (see Section III.5).

III.3.2 Spin off

Spin off means a division of one or more existing legal entities into two or more legal successors.

Mostly the divided company ceases to exist if not stated otherwise by the Commercial Code. No liquidation is

required when all assets and liabilities of the divided company are transferred to the successor entity or entities

and the shareholders in the divided company become shareholders in the successor company or companies.

There are five forms of spin off:

(i) Spin off through the establishment of new companies

(ii) Spin off through inclusion into other companies

(iii) Spin off through secession with the establishment of new companies

(iv) Spin off through secession-inclusion

(v) Combination of a and b by c

(i) This form leads to the establishment of new companies in place of the dissolved one.

(ii) In this case the assets and liabilities of the dissolved company are transferred to several existing companies.

(iii) and (iv) In these cases the divided company does not cease to exist, but the ceded part of the company

assets and liabilities is transferred to the existing or newly created entity and the shareholders of the ceded

company become shareholders in the succession company.

Under a spin off a divided company and succession companies must always be of the same legal form.

The formal and procedural requirements for the spin off are similar to those applicable to mergers.

III.3.3 Assignment of assets and liabilities to a shareholder

The assignment of assets and liabilities to a shareholder is another option for transforming a company in the

Czech Republic.

It is a process whereby one shareholder takes over all the assets and liabilities of the respective company.

Under the conditions specified for individual companies shareholders in the company or its authorised body may

thus decide on its dissolution without liquidation through the assignment of all its assets and liabilities to some

of the company’s shareholders.

As far as the procedural and registration requirements of the assignment are concerned they substantially

resemble those of a merger.

The legal effects of the assignment become effective upon its registration in the Commercial Register.

III.3.4 Modification of a company’s form

The modification of a company’s form is an organisational change of a kind which does not imply the dissolution

of the company as legal person.

The company thus remains in existence, preserves its assets and liabilities, but following the registration a

modification of its form in the Commercial Register changes are made in its internal relations and the position of

its shareholders.



III.4 Real estate and construction

The acquisition and development of real estate along with zoning, building and occupancy issues, are of

significant importance for many entrepreneurs when considering their investments in the Czech Republic.

For a better understanding, the main real property matters may be divided into the following categories:

(i) Freehold real estate acquisition

(ii) Leasehold

(iii) Permits for Development and Construction

.
(i) Acquisition of freehold real estate

In spite of the fact that many of the legal restrictions in respect of whether and under what conditions foreign

companies and individuals from EU member states can acquire real property in the Czech Republic were lifted

by the membership of the Czech Republic in the EU, some partial restrictions in this area still apply.

On 1 May 2009 the five-year transition period agreed by the Czech Republic at EU accession ended. The

provisions of section 17 article 2 of the Foreign Exchange Act, which set out certain restrictions on acquisitions

of real estate by persons from the other states, lost its effectiveness and Land Registries can no longer apply it.

In practice, this means that Land Registries cannot oppose proposals for registration in the Land Register filed

since that date with reference to this provision.

Currently, only acquisitions of agricultural land and forests in private ownership remains regulated under Section

17 article 1 of the Foreign Exchange Act. The privatisation of state-owned agricultural land and forests is

regulated under Act No. 95/1999 Coll., as amended.

Foreign legal entities (corporations) registered in the EU are entitled to acquire real property in the Czech

Republic. An exemption from this rule concerns forest and farmland, which may only be purchased by a foreigner

under specific conditions (such as registering with the respective municipality as an entrepreneur in forestry).

Non-EU legal persons must incorporate a branch in the Czech Republic to buy real estate.

Citizens of other EU member states, who in the past (before the Czech Republic acceded to the EU) were obliged

to establish a Czech legal entity to become legally entitled to acquire real estate, have gained the freedom to own

real estate since accession. They may now directly acquire Czech real property. Non EU-citizens may not acquire

real property directly in the Czech Republic with few exceptions, for example US and Swiss residents. The

freedom of a foreign individual to purchase real estate in the Czech Republic is again restricted in respect of

acquiring forest and farmland.

A decision whether to acquire real estate in the Czech Republic directly through a foreign entity or natural person

or to set up, register and use a Czech entity as special acquisition vehicle will differ from case to case upon the

specific conditions of each individual case.

Land Registry

A legally effective conveyance (transfer) of real estate in the Czech Republic is mostly ascertained upon the

fulfilment of two basic conditions: (a) the conclusion of a written transfer contract and, (b) the registration of

ownership in the Land Registry.

In general, a real estate transfer might have in the Czech Republic various contractual as well as non-contractual

forms. In addition to the most common contractual form, a sale/purchase agreement, real property may be further

transferred on the basis of a donation (gift) contract, an exchange agreement or a settlement agreement between

a divorced husband and wife. Real property might also be transferred non-contractually. An example of this is a

transfer as result of inheritance proceedings on the basis of a court decision. It is mandatory under Czech law

for all contractual transfers of real estate to be in writing and the signatures of all parties to the contract must be

verified by a notary. A special notary deed is not required as a formality for a property transfer under Czech law.
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An effective transfer of legal title to real estate is, however, completed only upon the registration of the transfer

agreement with the Land Registry. Without registration being in full legal force, a real estate transfer is not

effectuated. Czech administrative law provides that the registration of a real estate transfer shall be completed

by the Land Registry at the latest within 30 days of the day of the filing of the respective application.

Based on their role in the conveyance system in the Czech Republic, the Land Registries serve as one of the main

public sources of factual and legal information. As most of the data registered in the Land Registries has been

digitalised and put on a special centralised website during the last few years, access is available to the public at

a charge (www.cuzk.cz).

Restitution claims

Despite the fact that all deadlines for making restitution claims regarding the return of certain property have

already elapsed in the Czech Republic, some restitution claims concerning real property unjustly appropriated

by the Czech state before 1990 might still be pending. Being the result of a pending restitution claim, owners’

rights may appear to be unclear. Information regarding whether or not a property is subject to a pending restitution

claim is obtainable either from the local Land Registry or a court with local jurisdiction, which would handle

possible restitution claims.

(ii) Leasehold

Another standard form of acquiring and using real estate in the Czech Republic is a leasehold. Under a leasehold,

the owner of real estate leases (rents) their property for a certain time and purpose to another party (lessee,

tenant) for a rent. Under Czech law a written lease agreement must be concluded between the lessor as the

owner and the lessee as the tenant or user of the property. Such a lease agreement must contain basic conditions

such as the definition of the lease subject, the lease period (definite or indefinite), the purpose of the lease, the

conditions for termination of the lease, etc. Czech law differentiates significantly between a lease of residential

and non-residential real estate. It ought to be said that the system for a residential lease, compared to non-

residential leases, provides substantially more security of tenure for the tenant.

(iii) Permits for development and construction

Masterplan

The first step to making a correct assessment of any development and construction investment plan in a particular

locality for each investor is to find out whether its investment plan complies with the local town or country planning

regulations. Each region, community or large city issues long term development plans (masterplans) applicable

to areas belonging to their regional, municipal or city administration. Central information on the coverage of the

area in the Czech Republic can be found for instance at the Ministry for Regional Development (www.mmr.cz ).

The Ministry for Regional Development is the central body of state administration for regional building

development. Detailed local plans are to be found in physical form directly at the regional, community or municipal

offices for local or regional development. For the city of Prague, the masterplan is available in physical form at

the Municipality of Prague (www.praha-mesto.cz).

Through masterplanning, regions and municipalities in the Czech Republic define and shape their intentions in

respect of developing or rebuilding locations under their administrative competence. A masterplan stipulates the

basic character, dimensions and features of the locations to be developed. A masterplan outlines, if an area or

location is to be developed for industrial, office, residential or mixed purposes and sets fundamental proportions

for such development. Therefore, the compliance of each individual real estate investment undertaking with the

requirements of a respective masterplan is essential for any real estate investor.

Newly, in cities without a masterplan, the new act forbids, with some exceptions, constructions in unbuilt (outside

the urban zone of a city) areas. In fact, this exacerbates building outside the urban zone of a city. However, an

amendment allowing certain types of construction (such as residential buildings or public infrastructure

construction) in cities without a masterplan came into force on 7 May 2008 and, consequently, these constructions

may be built in cities without a masterplan until 31 December 2015.



Planning permit

In the majority of cases it is essential to obtain a planning permit for an investment project during administrative

proceedings regarding any development. A planning permit is a decision of a municipal or local building authority

which concerns the location of a building or other structure in a particular location or a decision on the change

of intended use of the territory concerned. During planning permit proceedings, besides the investor’s interests

related to the specific project, the public interest is also taken into account. In addition to the suitability of a plot

from the urban planning point of view, the respective authority also assesses the suitability of such a plot from a

mains network, transport, environmental and hygienic point of view.

Administrative proceedings regarding the issuance of a planning permit are officially commenced upon the

investor’s written petition. Other documents must also be enclosed with the investor’s written petition such as the

project documentation, opinions, statements and decisions of other competent bodies of the state administration

and transport and technical infrastructure authorities. Also examined is whether the applicant has ownership title

or another legally valid access permit to the land necessary for the implementation of the project. Participants in

planning permit proceedings are the applicant (investor), the municipality in question and the owners of

neighbouring plots or buildings. Other participants might be persons mentioned by the law as holding such a

position (such as civic and environmental associations).

The Building Office issues a planning permit mainly on condition that the real estate development project complies

with the aims and intentions of the masterplan. A planning permit is usually valid for two years. Within this period

the developer is obliged to start using the land for the stated purpose or file for the issuance of a building permit.

Otherwise, after the lapse of the two-year period, the validity of the planning permit expires, unless the respective

authority extends the term at the developer’s request.

Newly, in some cases before a developer requests a planning permit, the building authority can issue to the

developer planning information which stipulates the conditions (e.g. the list of necessary approvals and

documents to present to the authority etc) to be complied with before a planning permit can be granted. This

information is valid for one year.

In some cases, the local Building Office can decide on planning permits in simplified proceedings. Four conditions

must be fulfilled in such cases: (a) the project concerns an urbanised area or an area to be urbanised; (b) no

examination of the environmental impact is required; (c) the investor’s petition contains all the required essentials;

and (d) is duly completed by the binding statements of all the authorities involved and the other participants’

approval statement

Building Permit

According to the new Building Act it is not necessary to ask for a building permit for every building. From now on,

buildings are divided into the following categories:

• buildings not requiring either a building permit or notification (45 types of buildings compared with the

previous 11),

• buildings requiring notification (16 types) and

• buildings requiring a building permit where building proceedings must be held.

Furthermore, buildings under a) and b) do not require a planning permit. A simple approval for planning granted

by the Building Office will be sufficient in such cases.

Building permit proceedings can only commence after the Building Office has received an application from the

investor or another person authorised by the investor. A request for a building permit or a notification is the final

step in administrative proceedings before any construction or reconstruction physically starts.

One of the conditions for successfully applying for the issuance of a building permit is a validly issued and existing

planning permit. Amongst other things, the investor must finally prove its title to the land the new structure will

be built on or, if reconstructing an existing building or structure, ownership of the existing structure. Where an

investor develops or refurbishes a leasehold property, the consent of the owner must be given. On the basis of
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the submitted petition and supporting documents the Building Office assesses the application. The Building Office

pays particular attention to assessing the compliance of the building project with the planning permit. A building

permit states amongst other things that the construction must commence no later than two years after the building

permit has been issued, otherwise the building permit expires.

The new Building Act also introduces shorter building proceedings with the participation of a specialised

authorised inspector. If an agreement between an investor and an authorised inspector is concluded and

notification submitted to the Building Office, no building permit is required. Approvals of the other participants and

authorities involved are still necessary. These proceedings can only be used for some types of buildings.

Approval for use

The use of buildings has been fundamentally changed by the new Act.

Buildings which do not require either a building permit or notification can immediately be used as soon as they

are finished.

The use of buildings requiring a building permit, notification or an authorised inspector’s certificate must be

notified to the Building Office 30 days in advance. The Building Office forbids the use of a building if it ascertains

during the final inspection that the building is not safe, is harmful to the environment or is not built according to

the building permit or notification. If the Building Office does not forbid the use of building within 30 days of

notification it can be used.

Approval for use is still necessary for buildings whose final users cannot influence the construction, such as

public and administrative buildings, schools, factories etc. By issuing approval for use after the final inspection,

the Building Office permits the use of the building or other structure for the stated purpose and lays down

conditions for the use. In the case of business offices approval for use is at the same time a certificate stating

that the premises are fit for operation.

Preliminary use can be approved at the investor’s request before completion, if there is no possible impact on

people’s safety or the environment. This approval is issued by the Building Office.

A change in the purpose of use of the finished building or structure is only allowed with the prior approval of the

Building Office. If this change requires a change in the structure, proceedings on the issuance of a building permit

or notification and approval for use must be held according to the type of building in question.

III.5 Protection of economic competition (antitrust law)

Economic competition in the Czech Republic is regulated by Czech national and European protection law. The

main principles governing this area at the European level are Articles 81 and 82 of the Treaty on the Establishment

of the European Union. The implementation of the basic rules is further contained in two regulations issued by

the European Council, EC/1/2003 (a detailed regulation regarding prohibited agreements, abuse of a dominant

position and on proceedings before the European Commission) and EC/139/2004 (regarding monitoring

concentrations between undertakings).

The Czech and European legislation in this area has the same general purpose: to protect national and European

markets from a distortion of competition, which might take the form of: (a) abuse of a dominant position, (b)

concentration of business undertakings, (c) cartels, or (d) prohibited agreements.

In the Czech Republic competition (antitrust) law is found mainly in Act No. 143/2001 Coll. on the Protection of

Competition, which contains rules concerning cartels, the abuse of a dominant position, the concentration of

undertakings and some rules with respect to proceedings to be conducted before the respective Czech

supervisory body - The Office for the Protection of Competition (www.compet.cz).



Concentration of business undertakings (mergers, acquisitions, takeovers)

Business transactions such as mergers, acquisitions, takeovers or the establishment of joint-ventures are either

realised as asset transactions directly in the Czech Republic or as transfers of shares in Czech companies which

might be completely effected outside the Czech Republic, but which have an impact on the Czech market. These

transactions may end up in a concentration of business undertakings with a substantial impact on economic

competition in the Czech Republic. The execution of these transactions is, under certain conditions, subject to

the notification or approval of either the European Commission (if the transaction has an EU dimension and an

effect on the whole European market) or the Czech Office for the Protection of Competition (if a specific

transaction solely affects the Czech market). The respective criteria and thresholds for distinguishing whether a

specific transaction is subject to notification to the European Commission are contained in Directive EC/139/2004.

Czech jurisdiction applies if a commercial transaction either inside or outside the Czech Republic affects

economic competition in the Czech market. In such a case the Czech Office for the Protection of Economic

Competition is the monitoring and supervisory body legally authorised to be notified and finally to approve such

a transaction. The filing of a merger, acquisition or another form of a takeover with the Czech Office for the

Protection of Economic Competition is compulsory, if the result of the transaction is the transfer of control and

the following turnover thresholds are reached:

• combined net turnover in the Czech Republic of the parties involved in the year preceding the transaction

exceeds CZK 1.5 billion (about €60 million) and at least two of the parties involved reached in the same year

in the Czech Republic a turnover exceeding CZK 250 million (about €9.8 million)

• combined net turnover of the parties involved exceeds CZK 1.5 billion (about €60 million) and the worldwide

net turnover of the other involved parties to exceeds CZK 1.5 billion (about €60 million).

The net turnover includes the turnover of all affiliated companies belonging to the group acquiring control. An involved

party is deemed to be: (i) a participant in the merger, (ii) the firm acquired or a substantial part of it, (iii) the party to

the concentration over which control is acquired, or (iv) one of the competitors which created the joint-venture.

The transaction must be filed with the Office for Protection of Economic Competition upon the conclusion of a

relevant contract or an event resulting in the acquiring of control over the company. If the transaction is subject

to approval of the Office it may not be completed prior the decision of the Office regarding the transaction is

issued. The Office has an obligation to decide whether a transaction is subject to its approval within 30 days

following the receipt of the notification.

The Czech Office for Protection of Economic Competition is also legally authorised to supervise and monitor

procedures under public procurement law.

III.6 Public procurement (public tenders)

Czech legislation on Public Procurement follows two main directives of the European Union and is therefore

based on the key principles of both the Directive of the European Parliament and Council No. 2004/18/EC

covering the coordination of proceedings within public tenders on construction works, supplies and services

(“general directive”) and the Directive of the European Parliament and Council No. 2004/17/EC, which outlines

the coordinating rules applicable to public tenders in the water supply, energy, transportation and postal service

sectors (“sector directive”).

Procedures in respect of the announcing, assessing, awarding and contracting of public tenders are, compared

to other business contracting, both specific and subject to more detailed and stricter regulation. These specifics

basically relate to: (a) the range of legal persons and individuals which are obliged to announce and award

contracts under public procurement legislation; (b) the procedures to be followed for assessing and awarding

public contracts and (c) supervision of the announcing, assessing and awarding procedures within public tenders.

A public contract is characteristic of a contract for supplies, services or construction works, whose contracting

authority is a person stipulated and defined under Act No. 137/2006 Coll., on public procurement (“PPA”). The PPA
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contains an exhaustive list of entities which fall within its application and determines three kinds of contracting

entities: (i) public, (ii) subsidised and (iii) sector contracting authorities.

A public contracting authority, i.e. the state, state allowance organisations, regional municipal and local authorities

and other legal persons provided that they have been established for specific purposes and are financed or

supervised by the State.

A subsidised contracting authority, i.e. natural and legal persons which are reimbursed by more than 50 percent

by a public contracting entity; and

A sector contracting authority, i.e. an entity which has been granted special or exclusive rights in the areas of

water supply, energy, transport and postal services on condition that the contracting authority can exert a

dominant influence over this entity.

The PPA distinguishes three kind of contracts according to value, i.e., above-the threshold, below-the-threshold

and small-scale public contracts. The applicable thresholds are determined in the Government Regulation No.

77/2008 Coll.

The PPA recognises the following awarding procedures:

an open procedure, in which all potential suppliers can participate in the tender;

a restricted procedure, in which a potential supplier can apply to participate in the tender, however, only those

entities subsequently invited by the contractor can enter the tender;

a negotiated procedure (with or without publication), in which the invited suppliers do not submit a regular offer

but directly negotiate the terms of a public contract with the contracting entity;

a competitive dialogue which allows the contracting entities to open up dialogue with candidates for the purpose

of identifying solutions capable of meeting their needs; the candidates to the dialogue will then be invited to

submit their bid on the basis of the solution(s) found during the course of the competitive dialogue.

a simplified below the thresholds procedure, which can be used by public contracting entities when awarding

public contracts below the thresholds given in the Act. In this procedure a public contracting entity invites at least

five candidates to submit their offers for the fulfilment of a given public contract.

Under the PPA, all awarding procedures must be carried out in accordance with the principle of equal treatment,

non-discrimination and transparency during the awarding process.

Under the PPA, to award a contract under public procurement law, the application of one of the two following

principles is decisive: (i) economic advantageousness of the tender or (ii) the lowest tender price. The basic

evaluation criterion in competitive dialogue is the economic advantageousness of the tender only. The qualification

criteria (basic, economic, technical) cannot serve as basis for awarding criteria without exception.

If the contracting authority decides to award a public contract according on the basis of the most economically

advantageous tender, it must always establish partial evaluation criteria, such as quality, technical merit of the

performance offered, aesthetical and functional characteristics, environmental characteristics, operational costs,

cost-effectiveness, sales and after-sales service, technical assistance and delivery period or period of completion.

In any event, the essential criteria must be listed in the tender documentation.

The Office for the Protection of Economic Competition (“OPC”) is the supervisory body in charge of monitoring

whether the general and specific conditions related to an individual public tender have been fulfilled. Under the

Act on Public Procurement, any tendering entity or candidate may submit reasoned complaints against the tender

proceedings or its results.

In February 2007 the OPC levied the highest sanction in the Czech Republic’s history after fining nine power

equipment manufacturers a total of CZK 979.2 million (€38 million) for their roles in a price-fixing scheme and

bid-rigging.

The OPC announced that nine engineering companies had apparently colluded to keep prices artificially high

since 1988 and rigged bids for procurement contracts, thus allocating projects to each other and sharing the

gas-insulated switchgears market. Among the victims were state-owned public utilities, municipalities and private

companies that all rely on gas-insulated high-tension electric switchgears, which are used to control flow on



electricity grids. The companies are Alstom, Areva, Fuji Electric, Hitachi, Japan AE Power Systems, Mitsubishi

Electric, Siemens, Toshiba, and Nuova Magrini Galileo.

Recently the new Criminal Code has been enacted, which contains new offences relating to public procurement,

e.g. arranging an advantage in procurement proceedings, bribery in procurement proceedings, grave infringement

of tender rules and bid-rigging.

The rules concerning the awarding procedures as stipulated in the Act on Public Procurement also to some

extent apply to procedures concerning the awarding of contracts based on PPP/PFI structures.

PPP/PFI projects are, however, generally governed by the Act on Concession Contracts and Concession

Procedures (“Act on Concessions”), which provides the conditions and procedures under which the above

mentioned contractors may conclude a contract on concession to establish a partnership between the private and

public sectors.

A contract on concession is defined as a contract under which the concessionaire undertakes to provide services

and/or carry out the work and the public contractor undertakes to enable the concessionaire to take the profits

from the provision of such services or from the use of the work carried out, including the respective obligation to

pay the fees as a partial payment for the obligations of the concessionaire.

Some rules established by the Act on Concession will also apply to public contracts awarded under the Act on

Public Procurement which are concluded for a period of more than five years and where the risks normally borne

by public contractors are transferred to a private party.

As far as the awarding procedures are concerned both Acts are, as mentioned above, based on the basic

principles of transparency, equality of treatment and proportionality. Of pivotal importance for the awarding of

contracts concerning PPP projects is the adoption of the procedure known as “Competitive” or “Concession”

dialogue, as described above.

III.7 Insolvency (bankruptcy)

The bankruptcy in the Czech Republic is currently governed by new Insolvency Act that came into effect on

January 1, 2008. This new legislation replaces the Bankruptcy and Settlement Act of 1991.

One of the major goals of the new Insolvency Act is to accelerate proceedings, mainly by means of introducing

time limits for judges and insolvency trustees and for certain procedural acts and by reducing the possibility to

contest claims submitted by creditors only to the insolvency trustee and the debtor. Further, the new legislation

contributes to the transparency of the proceedings by introducing an electronic insolvency register.

At the same time, new legislation will give a more influential and stronger position to creditors and render the

entire process more efficient. The new law has been given a more extensive and more accurate structure, the

terms it uses have been made more exact and a number of crucial decisions have been passed directly to creditors.

The other important feature of the new legislation, in comparison to the previous law which distinguished between

two proceedings, bankruptcy and settlement, is the introduction of unified insolvency proceedings split into two

phases. During the first phase, the solvency or insolvency of the debtor is ascertained and ruled on, during the

second phase one of the methods of resolving insolvency, i.e. bankruptcy, reorganisation, discharge from debts

or eventually special types of bankruptcy resolution (imperceptible bankruptcy or bankruptcy of financial

institutions), is adopted.

Bankruptcy is based on the former bankruptcy proceedings as under the Bankruptcy and Settlement Act, but has

been improved and updated. It is very likely that it will be the most frequent method of resolving insolvency.

However, the new insolvency law has a higher aim than simply selling a debtor’s assets and liquidating its

enterprise; it offers, by introducing the so-called reorganisation, a modern way of resolving insolvency by allowing
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insolvent or excessively indebted subjects to continue operating their business and simultaneously gradually

satisfy creditors’ claims in accordance with a court approved reorganisation plan. One of the purposes of this

approach is to force debtors to adopt a much more active attitude during the insolvency process, and motivate

them to not procrastinate regarding their own declaration of insolvency, as they ordinarily have done, leaving a

motion for the adjudication of bankruptcy as the “last resort”. In short, to better prevent the situation where the

only effect of the adjudication of bankruptcy was either to discover that all the assets have “evaporated” from the

debtor’s enterprise or to simply sell whatever is left and liquidate the enterprise.

Reorganisation is possible for a debtor who is an entrepreneur whose turnover in the last accounting period

exceeds CZK 100,000,000 or who employs at least 100 employees. If at least a half of the secured and a half of

the non-secured creditors give their consent with a debtor’s reorganisation plan, the court may approve

reorganisation as a solution of insolvency even if the debtor does not fall within the above-described parameters.

The new insolvency law also brings a new opportunity for non- entrepreneurs (natural or legal persons) to settle

their outstanding debts. They will have now the opportunity to settle their insolvency not only by selling their

property but also by means of the discharge from debts. To those who are not entrepreneurs, or to those who in

their business did not exceed the amount of CZK 2,000,000 turnover in the previous accounting period,

“imperceptible bankruptcy” shall apply. However, these special simplified proceedings may not apply where a

debtor has more than 50 creditors. The relief consists in the fact that to take certain steps in bankruptcy

proceedings (such as the requirement for an agreement on the mutual settlement of the common property of

spouses to take effect or the execution of uncollectible claims and things, rights or other property values that were

possible to sell), the consent of the court or the creditors will no longer be necessary. Besides that, the insolvency

courts will be entitled to allow other procedural simplifications depending on the nature of each particular case.

It is beyond doubt that the new insolvency law strengthens the position of creditors in many aspects. On the one

hand, “secured” creditors may rejoice. These are mainly banks and other financial institutions that have secured

their claims against the risk of a debtor’s non-payment in various ways (such as through real estate or securities

collateral). The secured creditors’ claims are to be satisfied exclusively from the sale of property whereby such

claims are secured under insolvency in full (100 percent) and not merely to 70 percent as is the case under the

previous legislation.

On the other hand, “non-secured” creditors gain more powers and a stronger position than they have previously had.

The new law gives them the final word in deciding how the insolvency of a particular debtor should be resolved, or

which methods should be used. If the creditors are not satisfied with the actions of the insolvency trustee, they

have now the power to remove the trustee and propose that the court appoint a new insolvency trustee.The creditors

have this right only during the meeting of creditors following next the review hearing in the matter.

Therefore, it is now primarily creditors who have the power to decide on the method of resolving a debtors’

insolvency. Acting through their elected representative, or a creditors committee, they will decide whether

bankruptcy is to be adjudicated against the property of the debtor and, subsequently, the debtor’s property will

be liquidated to the creditors’ satisfaction by either a specific position or a determined sequence or, alternatively,

there will be the option of a gradual satisfaction of the creditors’ claims by the “reorganisation plan”, as approved

by the creditors and the court, while keeping the debtor’s enterprise in operation.

The Insolvency Act also defines other mechanisms in favour of creditors (for example the creditors are entitled

to set-off their claims from the debtor also after the decision on the bankruptcy) and unambiguously stipulates

the principle of equal opportunity for creditors of identical or similar status. On the other hand, the new legislation

imposes penalties on creditors who overestimate their receivables and thus impede the purpose-tied increase in

the value of submitted claims.

The final sections of the new insolvency law are dedicated to special insolvency proceedings for banks, savings

banks, insurance companies and credit co-operatives.

Finally, the new Insolvency Act introduces a central publicly accessible “insolvency register” which is maintained

by the Ministry of Justice of the Czech Republic. The insolvency register includes a list of the debtors – natural

or legal persons, the names of insolvency trustees and insolvency files. The Ministry of Justice provides any

interested party with a certified extract from this register.



The new Insolvency Act has already been amended several times. The second amendment, Act No. 296/2007

Coll. (effective from January 1, 2008), involves the most important changes of the new Insolvency Act. Especially,

it is necessary to mention the obligation to file the insolvency application with the verified signature (signed at

the notary) or with the secured electronic sign of the person who filed it. Further the natural person is entitled to

ask the Court to do not publish certain information (as her name and description) in the insolvency register.

As implied above, the new insolvency legislation sets major goals in insolvency law; however, only future practice

will prove which of these goals will be achieved and indicate the real impact of this new legislation.

III.8 Intellectual property

Patents, trademarks, industrial designs, copyrights, confidential information and trade secrets are the rights of

intellectual property which enjoy protection under Czech law. Besides the Commercial Code (Act No. 513/1991

Coll. as amended), which contains the scope of the regulatory and protective principles in relation to trade secrets

and confidential information, other crucial laws relevant in this field are: (i) Copyright Act No. 121/2000 Coll. as

amended, (ii) Act on Inventions and Rationalisation Proposals No. 527/1990 Coll. as amended, (iii) Act on Utility

Models No. 478/1992 Coll. as amended (iv) Act on Trademarks No. 441/2003 Coll. as amended and (v) Act on

the Protection of Industrial Designs No. 207/2000 Coll. as amended..

Patents

As far as its nature is concerned, a patent may be granted for inventions that are new, involve an inventive step

and are capable of industrial application. To protect an invention as a patent, registration with the Czech Industrial

Property Office (www.upv.cz) is necessary. The length of the protection period is 20 years from the filing date of

the application for the invention. To keep the patent in force the proprietor must pay administrative fees and keep

its registration current.

.

Trademarks

By its nature a trademark is any graphical sign capable of distinguishing the goods or services produced or provided

by one entrepreneur from those of another.To have a trademark protected in the Czech Republic, either its registration

with the Czech Industrial Property Office or with the International Bureau of the World Intellectual Property Organisation

and the Office for Harmonisation in the Internal Market is necessary. The protection period for trademarks registered

in the Czech Republic is ten years. The protection is open to renewal for an indefinite number of ten-year periods.

Industrial designs

An industrial design is defined as the appearance of the whole or a part of a product resulting from the features

of, in particular the lines, contours, colours, shapes, textures and/or materials of the products itself and/or its

ornamentation. An industrial design is protected if it is new and has individual character. Again, registration with

the Czech Industrial Property Office is necessary for the protection of a design. The protection of a registered

industrial design lasts five years from the date of filing the application. The protection is subject to renewal for an

additional period up to a maximum of 25 years.

Copyright

Copyright in the Czech Republic is protected by the Copyright Act. The Act protects any literary work or other work

of art or a scientific work which is the unique outcome of the creative activity of the author and expressed in any

objectively perceivable manner including electronic form, permanent or temporary, irrespective of scope, purpose

or significance. Copyright subsists automatically in a work and no additional registration is needed. Copyright lasts

the whole life of the author and for a further 70 years after his or her death
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Confidential information

Confidential information includes any facts or information that if disclosed may be detrimental or damaging to a

company. A party that discloses any confidential information in breach of its statutory or contractual obligations

is held liable for the damage caused by such a disclosure. Protection of confidential information is not limited to

any specific period. The information is protected as long as it is confidential, unless the confidentiality period is

limited by the parties involved.

. Trade secrets

Trade secrets include potentially valuable commercial, manufacturing and technological facts relating to an

enterprise. Such facts are not commonly available in business circles and are to be kept confidential. An

entrepreneur ensures that its trade secrets are protected. An entrepreneur whose trade secret is disclosed without

authorisation may demand compensation for damage from the party which disclosed the secret. Protection of a

trade secret is not limited to any specific period. Trade secrets are protected as long as all of the attributes of a

trade secret exist

Rights of intellectual property created during employment

In the case of copyright, an employer owns the economic rights to a work created by an employee in the course

of his or her employment or civil service contract. However, the employee retains certain personal rights to the

work which cannot be assigned or sold. For example, the employer may assign the copyright to any third person

only with the author’s consent.

III.9 Employment and labour law

The employment sector in the Czech Republic falls within those areas which are strongly regulated by diverse

national laws. In addition to the current Labour Code (No. 262/2006 Coll. effective from 1 January, 2007), other

regulations such as the Employment Act (No. 435/2004 Coll.) significantly shape the labour environment in the

Czech Republic.

III.9.1 Beginning of employment

An employment relationship is established under Czech law through

• an employment contract (mostly), or

• election to the office if a special legal regulation or statutes requires so (in such cases an election is a

prerequisite which precedes a conclusion of an employment contract), or

• an appointment (mostly for leading positions and for executive staff).

Under the Labour Code, an employment contract must be executed in writing and contains the following basic

information:

• commencement of work,

• place of work, and

• type of work.

If any of this information is missing or indefinite the employment contract is invalid as a whole.

Although not obligatory, an employment contract usually includes additional details such as salary, length of

holidays, scope of work and other obligations of the employee. A non-competition clause is permitted with certain

exceptions.



III.9.2 Termination of employment

An employment relationship may be terminated by

• agreement,

• notice of termination,

• instant termination, or

• termination within the trial period.

A fixed-term employment relationship terminates also on the expiry of the agreed period.

There are also special ways of termination an employment with a foreigner or a physical person without

citizenship.

An agreement between an employer and an employee on the termination of an employment relationship must be

in writing, otherwise it is invalid. The grounds for termination must be stated in the agreement if requested by the

employee.

An employment relationship may be terminated by notice by either the employer or the employee. The notice

must be in writing and served on the other party, otherwise it is invalid.

Only an employee has the opportunity to terminate the employment relationship by notice for any reason or

without stating a reason.

On the contrary an employer is allowed to dismiss an employee by notice only on the grounds explicitly specified

in the Labour Code. The ground must always be specified in the notice, otherwise the notice is invalid.

The most common grounds for dismissal are the employer closes down, relocation and redundancy.

If the employment contract is terminated by notice, the termination becomes effective after the expiration of the

notice period. As of 1 January, 2007 the notice period must be at least two months. If dismissed by an employer

due to a company closing down, relocation or redundancy, the employee is entitled to receive from the employer

severance pay of at least three times his or her average earnings. Severance pay of at least twelve times average

earnings shall be paid by the employer to an employee dismissed on health grounds.

An employee may also be dismissed immediately and without being granted a notice period, if (1) he or she has

been sentenced for a criminal offence to a term of unconditional imprisonment, or (2) he or she has breached

some duty related to their work in an especially gross manner.

In reality, however, these terminations occur rather rarely. The reason is that any serious breach of the regulations

by an employee must be proven by the employer. Since there is no uniformity and clarity in Czech labour law with

respect to what type of employee conduct is to be considered as a breach in an especially gross manner,

employers may face practical difficulties in proving such conduct has occurred.

On the other hand, an employee is allowed to immediately terminate their employment relationship if (1) according

to a medical certificate they cannot perform work without being subjected to a serious threat to their health and

the employer fails to provide the employee with other suitable work within 15 days, or (2) the employer has not

paid the salary or part of it within 15 days of it being due.

An employee who immediately terminates their employment relationship is entitled to severance pay.

The Labour Code allows during a trial period (if set in an employment contract) that both the employer and the

employee can terminate the employment relationship during this period for any reason or without giving reasons.

A written notice of termination should be delivered to the other party generally three days in advance.

The trial period may not be longer than three months and must be concluded in writing, otherwise it is invalid.

Moreover the trial period may not be concluded after the beginning of the employment relationship.
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There is no general prohibition under Czech law with respect to collective dismissals. In the case of collective

dismissal (i.e. the dismissal of specified numbers of employees) due to the employer closing down, relocation or

redundancy, an employer must notify the upcoming dismissals in writing to the trade union or the employees’

committee and the local labour office at least 30 days before it gives a termination notice to the employees. In

addition, an employer must inform the local labour office of the results of negotiations with the trade union or the

employees’ committee.

III.9.3 Maximum working days, minimum wage and minimum holidays

The length of normal weekly hours may not exceed 40 per week. Overtime may be performed only exceptionally.

The prescribed overtime may not exceed eight hours per week on average and 150 hours per year. An employer

may request overtime beyond these limits only upon agreement with the employee.

As of 1 January 2007, an employer has the opportunity to better organise the working time of its employees.

This is provided through the new concept of “account of working hours”. An account of working hours is a method

of unevenly scheduling working hours which vary according to the seasonal needs of the employer. The

prerequisite for using the account of working hours in an enterprise is its anticipation in a collective agreement

and the explicit prior approval of the employee.

The standard minimum wage set out by the Czech government is CZK 8,000 per month.

The minimum paid annual leave is four weeks.

III.9.4 Termination of employment

Individual persons who work as managers or executives carry out their work either on the basis of a mandate

(service) agreement under the Commercial Code or on the basis of an employment contract concluded under the

Labour Code.

In practice, service agreements are concluded by managers who act on behalf of the competent entity as its

statutory body (for example, a member of a board of directors in a joint-stock company or executive in a limited

liability company). Managers and directors who do not act in statutory bodies work in most cases on the basis

of an employment contract.

III.9.5 Recent changes in employment law

The Constitutional Court of the Czech Republic has recently ruled in favour of a group of MPs and cancelled

several articles of the Labour Code. These changes did not affect the basic principles of Czech labour law which

are mentioned above. The most important changes are related to a relationship between an employer and trade

unions and a relation between the Civil Code and Labour Code.

The ruling of the Constitutional Court became effective as it has been published in the Collection of Laws.

III.10 Social and health insurance

Under Czech law the total social security and health insurance burden imposed on employment income is 45

percent of the gross salary of the employee. Concrete figures with respect to contributions to particular social

security and health insurance (“SSHI”) funds and the total cost split between the employer and the employee

are set out in the chart below:



Employer % Paid by the Employee % Total %

Social security
Pension Insurance Fund 21.5 6.5 28
Sickness Insurance Fund 2,3 0 2,3
Employment Insurance Fund 1.2 0 1,2

Health insurance 9 4.5 13.5

Total 34 11 45,0

Since August 2009, a special discount on social security contributions paid by an employer has been available

for a limited period until the end of 2010. The discount concerns employees whose income is lower than 1.15

times the average wage (CZK 27,100). The discount will be 3.3 percent of the difference between the multiple of

1.15 x 27,100 and the real base for the calculation of social security contributions of specific employees (real

wage and non monetary profit, if any), but it cannot exceed 25 percent of this base.

The maximum annual SSHI assessment base of an employee (“SSHI cap”) was introduced in an amount

corresponding to forty-eight times the average wage which for 2009 is CZK 1,130,640.

Social security and health insurance upon EU accession

Following the accession of the Czech Republic to the EU, EU Regulations, being directly effective in all EU member

states, apply to the Czech SSHI. Regulations No. 1408/71/EEC, 574/72/EEC and 859/2003/EC concern social

security in the EU and apply to employed and self-employed persons and their families migrating within the EU.

The respective national legislation of the particular member states continues to be effective and the European rules

mainly serve to determine the local SSHI jurisdiction applicable to the persons subject to the above Regulations.

The main principles of the Regulations are as follows:

• equality of treatment and prohibition of discrimination regardless of the nationality (principle of equal rights

and duties),

• application of the legislation of one member state only,

• taking account of insurance periods acquired in other member states,

• maintenance of acquired rights (export of benefits).

Under the rules stipulated in the EU Regulations, the basic principles of determining the legislation applicable to

employed persons are as follows:

• persons employed in the territory of one member state are subject to the legislation of that state, even if they

reside in the territory of another state,

• persons employed in the territory of two or more member states are subject to the legislation of the state in

the territory of which:

➢ they reside, if they pursue their activity partly in that territory or if they are attached to several undertakings

or several employers who have their registered offices or places of business in the territory of different

member states,

➢ the registered office or place of business of the entity employing them is situated, if they do not reside in the

territory of any of the member states where they pursue their activity,

Special rules apply to employees normally employed in a member state and seconded by their employer to

perform work in another member state. These employees continue to be subject to the legislation of the first state

if all the below conditions are met:

• the reason for seconding the employee is performance of work for the original employer and the integral

relationship between this employer and employee is preserved,
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• the secondment does not exceed 12 months,

• the employee is not seconded to replace another seconded employee.

The term of the secondment can be extended under the conditions stipulated by the Regulation No. 1408/71/EEC

(however, there does not exist any legal claim to this extension).

III.11 Immigration issues

On 21 December 2007 the Czech Republic became part of the Schengen area and cancelled personal

inspections at its state borders. Through the extension of the Schengen area to the Czech Republic and eight

other EU states (Estonia, Lithuania, Latvia, Hungary, Malta, Poland, Slovakia and Slovenia), the number of

Schengen states has increased from 15 to 24.

Inspections on flights within the extended Schengen area at international airports were carried out until 20 March

2008 for reasons related to changes in flight schedules. Border controls at international airports on flights from

and to countries outside the Schengen area remain unchanged.

The entry of the Czech Republic into the Schengen area means, amongst other things, the possibility to cross

land borders without any border controls or the necessity to stop. Related to this is the departure of police units

from crossings alongside the entire state border. Also, the possibility of visa-free travelling within the Schengen

area for foreigners with a Czech residence permit is another important aspect.

The majority of the Czech immigration regulation is contained in the Act on Residence of Aliens in the Czech

Republic No. 326/1999 Coll. as amended. The basic rules regarding EU and non-EU nationals are as follows:

Residency of EU nationals

All citizens/EU nationals who work/live in the Czech Republic enjoy equal treatment as do Czech nationals. To

commence work or to take over a position of a statutory representative with a Czech entity, neither a work permit

nor a visa is required for an EU member state national. If an EU national is employed with a Czech registered

employer, only a registration form must be filed and passed over for statistical purposes to the local labour office.

An EU member state national does not need a temporary or permanent residence permit. An EU member state

national is only obliged to register with the Local Office of the Foreign Police if he or she expects to stay in the

Czech Republic longer than 30 days.

An EU national may also apply for a residence permit. A temporary residence permit is granted for an unlimited

period. The Local Office of the Foreign Police is legally authorised to deal with this agenda. To be granted

permanent residence, the applicant must have lived in the Czech Republic continuously for at least five years.

Full preferential treatment does not apply merely to the applicant, who should be working or living in the Czech

Republic, but also to his or her family. Even family members who are non-EU citizens enjoy certain privileges,

however the system of granting residence permits to these individuals differs from case to case and is dependent

on the individual situation.

The preferential regime which applies to EU nationals also applies to citizens of Liechtenstein, Iceland, Norway

and Switzerland.

Third country nationals

Council Regulation no. 539/2001 lists the third countries whose nationals must be in possession of visas when

crossing external borders and those whose nationals are exempt from that requirement.

Third-country nationals not subject to the visa obligation may stay on the territory of Schengen states for up to

three months within a six-month period from their first entry. The duration of individual stays in different Schengen

states cumulate.



Third-country nationals subject to the visa obligation may enter and stay in the Schengen area only on the basis of

a uniform Schengen visa (Category B + C) which allows the holder to stay on the territory for the period stipulated

on the visa, which does not exceed three months starting from the date of first entry into Schengen territory.

Those who have already stayed on the territory of Schengen states for three months must leave the Schengen

area

All non-EU nationals applying for work in the Czech Republic are required to obtain a work permit otherwise they

are not allowed to work in the country. First, a work permit must be obtained and then a visa. Applicants can apply

for a visa at the Czech embassy in the country of their origin. The Czech Foreign Police decides either within 30

days on whether to grant a short-term visa, or within 120 days for a long-term visa.

Applications for a work permit are submitted by the foreigner or through their employer to the appropriate Labour

Office, generally prior to their arrival in the Czech Republic.

III.12 Taxes

Corporate Income Tax

General Features of Corporate Income Taxes

Corporate income tax is regulated by Act No. 586/1992 Coll., the Income Taxes Act, as amended (“ITA”)

Based on domestic Czech tax legislation, legal entities having their registered seat or place of management in

the Czech Republic are regarded as Czech tax residents subject to Czech corporate income tax on their

worldwide income. Tax non-residents are subject to tax only on their Czech sourced income.

Companies are taxed individually in the Czech Republic; consolidated tax returns are not allowed.

Czech general and limited partnerships are regarded, for tax purposes, as transparent entities. Profits of a general

partnership and the part of profits attributable to general partners of a limited partnership are taxed at the

partners’ level, not at the company’s level. Depending on whether they are natural or legal persons, general

partners are subject to personal or corporate income tax.

Corporate Income Tax Rates

Currently, corporate income tax is levied at 20 percent (19 percent from 2010).

Dividends, shares in profits, settlement shares and liquidation shares are generally included in a separate tax

base subject to a special tax rate of 15 percent withheld by the payer of the respective income. This withholding

tax is applied also with regard to many types of income of Czech tax non-residents from sources situated in the

Czech Republic (for further details please see below). In any event, the withholding tax rate set by the Czech tax

legislation for Czech tax non-residents is applied only if the Double Taxation Treaty concluded between the Czech

Republic and the respective state does not stipulate otherwise. In certain cases tax exemptions can be applied

(see below).

Determination of the Corporate Income Tax Base

The corporate income tax base is generally determined based on the accounting trading result adjusted by items

stipulated by the ITA (e.g., the accounting trading result is increased by taxable income not recorded in the

accountancy and accounting costs, which are not regarded as tax deductible for the purposes of the ITA and

decreased by tax exempt amounts recorded in the accountancy, amounts not recorded in the accountancy, which

can however be regarded as tax deductible in the respective tax period, etc.).

As regards the tax deductibility of costs (expenses) incurred in relation to the business activities of the taxpayer,

costs incurred to generate, assure and maintain the taxpayer’s taxable income, which are properly documented,

are regarded as tax deductible under the ITA. Tax non-deductible expenses usually include, amongst other things,
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gifts and entertainment expenses, fines and penalties (with certain exceptions), director fees, shortages and

damages exceeding compensation received, losses from the sale of land, costs of a parent company relating to

the possession of a shareholding in its subsidiary, etc.

Costs resulting from depreciation of tangible fixed assets and amortization of intangible fixed assets are tax

deductible within the limits stipulated by the provisions of the ITA.

Tangible fixed assets are classified into six tax depreciation groups corresponding to tax depreciation periods

ranging from three years (computers, office devices) to 50 years (hotels, administration buildings, shopping

centres). Depreciation of tangible fixed assets can be calculated using a straight line or accelerated depreciation

method. An extraordinary depreciation can be made for tangible fixed assets classified in the first two classes, if

it was acquired during the period from 1 January 2009 to 30 June 2010.

The tax amortization periods of intangible fixed assets are 18 months (audiovisual works), 36 months (software,

intangible results of research and development), 60 months (incorporation expenses) or 72 months (other

intangible fixed assets).

A positive difference on the purchase of an enterprise (i.e. the difference between the valuation of an enterprise

and the aggregate of the book values of its individual assets) should be gradually applied in the tax deductible

costs by being spread evenly over 180 months. Accordingly, potential negative difference should increase the

trading result for the purposes of taxation in the same manner (i.e. evenly over 180 months).

Tax Loss Relief

Tax losses may be carried forward for five consecutive tax periods if special conditions stipulated by the ITA are met

(especially, that no substantial change in the registered capital or shares in voting rights of the taxpayer has occurred).

Losses cannot be carried back and they cannot be offset against the profit of another company within one group

Related-parties Transactions

Transactions between related parties are to be realized in compliance with the arms-length principle (i.e., under

the application of fair market prices). Otherwise the tax administrator may adjust the tax base of the party involved

in the transaction by the difference between the price actually charged and the fair market price, assess additional

tax and impose related penalties (including interest on late payment of the additionally assessed tax). Certain

exceptions to this rule relate to the interest on credit and loans.

According to the Guidelines of the Czech Ministry of Finance, OECD Transfer Pricing Guidelines are applicable

Thin Capitalisation Rule

Thin capitalisation rules define the maximum amount of tax deductible interest and other related financial costs

(expenses) (e.g. of credit processing) paid on credits and loans in situations where they exceed limits stipulated

by the ITA. Thin capitalisation rules apply to credits (loans) where the related parties are involved.

Permanent Establishment

Income derived through a permanent establishment of a foreign company located in the Czech Republic is

regarded as a Czech-source income.

A permanent establishment is defined as a “fixed place of business through which the business of an enterprise

is wholly or partly carried on”. A place of management, a branch, an office, a factory, a workshop and a mine, an

oil or gas well, a quarry or any other place of extraction of natural resources is always considered to be fixed

places of business.

Provision of services including, for example, consulting or management services is deemed as creating a

permanent establishment if the respective services are rendered in the Czech Republic for a period exceeding

six months during any twelve consecutive month period (unless the applicable Double Taxation Treaty between



the Czech Republic and the respective state stipulates otherwise). Analogous rules generally apply to a

construction site, an assembly line or other installation project (however, Double Taxation Treaties often stipulate

a specific treatment as far as the construction sites are concerned).

A foreign entity, or an individual, whose permanent establishment was created in the Czech Republic, is obliged

to register with the relevant Czech Financial Authority and to file Czech annual income tax returns.

Withholding Taxes

Withholding tax is applied on certain types of income of Czech tax residents and to a number of Czech-sourced

types of income of Czech tax non-residents. Except for financial lease payments derived from Czech sources in

case of Czech tax non-residents, which are subject to a withholding tax of 5 percent, the applicable tax rate is

15 percent. However, the withholding tax rate applicable on the Czech sourced income of Czech tax non-residents

stipulated by the ITA may be reduced by the relevant Double Taxation Treaty.

No withholding tax is applied on dividends if the payer and recipient qualify as a subsidiary and a parent company

in the meaning of the EU Parent Subsidiary Directive (for further details please see section Harmonisation with

EU Tax Legislation) and in certain cases of interest payments under the conditions stipulated by the ITA.

Avoidance of Double Taxation

Up to date, the Czech Republic has concluded about 70 Double Taxation Treaties which closely follow the wording

of the OECD Model Tax Convention. Double Taxation Treaties, among other things, can reduce the withholding tax

rate applicable to Czech tax non-residents’ income from Czech sources and they stipulate the method for the

avoidance of double taxation to be used with respect to particular types of income. The Double Taxation Treaties

usually stipulate the application of either the exemption (exemption with progression) or simple credit methods. If

no Double Taxation Treaty has been concluded between the Czech Republic and the respective country, the Czech

sourced income of foreign tax residents will be subject to Czech taxation according to domestic Czech tax legislation.

Harmonisation with EU Tax Legislation

In relation to accession of the Czech Republic to the EU on 1 May 2004 EU Directives concerning direct taxation

(income taxation) were incorporated into the ITA.

Based on the so called Parent Subsidiary Directive (and related amending Directives), dividends and other profit

share distributions between Czech and EU companies which meet the definition of a parent company and its

subsidiary are not subject to corporate income tax. To qualify as parent and subsidiary companies, companies

must fulfil the following conditions:

• the companies must take a legal form listed in the respective EU Directives,

• the minimum capital holding in the subsidiary amounts to 10 percent and it is held by the parent company

for an uninterrupted period of at least 12 months (can be fulfilled subsequently),

• the companies must be EU member state tax residents,

• the companies must be subject to income tax as stated in the respective EU Directives.

Further Corporate Tax Exemptions

Starting from 1 January 2008, the tax exemption of dividends and other profit share distributions was extended

also to profit share distributions paid to a Czech tax resident (Czech permanent establishment of a tax resident

of another EU member state) by a subsidiary, which is a tax resident of a state, which has concluded a Double

Taxation Treaty with the Czech Republic. Besides conditions similar to those already stipulated for the tax

exemption of share distributions paid between companies within the European Union, subsidiaries from third

states have to meet also the condition of being subject to a minimum 12 percent tax rate in their domestic country.

Moreover, under similar conditions as for shares in profit the tax exemption further applies also to the income of

a parent company, who is a tax resident of the Czech Republic or a Czech permanent establishment of a Czech

tax non-resident from another EU member state from the sale of a share in the subsidiary (which is a tax resident

of the EU or a third state, which has concluded a Double Taxation Treaty with the Czech Republic).
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Personal Income Tax

General Features

Personal income taxation is regulated by the ITA. Based on domestic Czech tax legislation, natural persons who

have either their home address in the Czech Republic or stay in the Czech Republic for at least 183 days in the

relevant calendar year are regarded as Czech tax residents subject to Czech personal income tax on their

worldwide income. Tax non-residents are subject to tax only on their Czech sourced income.

Personal Income Tax Rates

Staring from 1 January 2008, the personal income tax rate is 15 percent.

Income from Dependent Activities

Income from dependent activities includes mainly employment income, income from work performed by partners

and executives of limited liability companies and remuneration paid to members of statutory and other bodies of

legal entities.

Generally, the responsibility for withholding personal income tax from the above income and transferring it to the

Czech Tax Authorities (i.e. maintaining payroll tax agenda and withholding monthly payroll tax advances) lies

with the employer (payer of the respective income).

The (payroll) tax assessment base in case of income from dependent activities is determined as an employee’s

gross wage (i.e. wage not reduced by the portion of the SSHI contributions paid by the employee) increased by

the portion of the SSHI contributions paid by the employer.

Business, Rent and Other Personal Income

Business, rent and other personal income is usually taxed via filing a Czech personal income tax return in which

the respective income is declared.

In principle, taxpayers are allowed to reduce their taxable income by related expenses and apply the respective

tax exemptions stipulated in the ITA.

Capital Income

Capital income (e.g. dividends, interests on current bank accounts) is usually subject to a withholding tax applied

and transferred to the Czech Financial Authorities by the payer of the respective income. In this case, the

individual taxpayer receives the respective income already in a net amount (i.e. after taxation) and is not obliged

to report this income in his/her personal income tax return.

Value Added Tax

General Features

The Czech value added tax (“VAT”) is regulated by the Act No. 235/2004 Coll., the Value Added Tax Act, as

amended. This Act is based on principles laid down by the respective EU Directives and Regulations on turnover

taxes.

Generally, the following transactions (“supplies”) are subject to Czech VAT:

• Supply of goods and services or transfer of real estate for consideration if their place of supply is in the

Czech Republic and if effected by taxable persons when carrying out their economic activity.

• Acquisition of goods for consideration from another EU member state if effected by taxable persons when

carrying out their economic activity.

• Import of goods (from third countries).



Rates

Most services and goods are subject to a standard VAT rate of 19 percent.

The reduced VAT rate of 9 percent applies to certain food products, books and newspapers, pharmaceuticals and

medical products, water supply, sewerage services, construction services in respect of certain residential

buildings, family houses and flats etc.

Besides supplies that are subject to VAT, there exist certain supplies which are VAT exempt with the entitlement

to claim the related input VAT deduction (e.g. export of goods, supply of goods to another EU member state to

persons registered for VAT in another EU member state) and certain VAT exempt supplies without the entitlement

to reclaim the related input VAT (e.g. banking services and insurance services with certain exceptions, medical

services).

VAT Payment and the Input VAT Deduction

Generally, VAT payers effecting taxable supplies are obliged to include output VAT in the prices of their outputs

and remit it to the Czech Financial Authorities. However, the final amount of their VAT obligation shall be computed

as the difference between their output VAT obligation and the amount of input VAT they paid in the prices for

inputs purchased to be used in their economic activities.

In accordance with the VAT Act, input VAT cannot be deducted with regard to certain supplies – e.g., taxable

supplies used for the provision of VAT exempt supplies (without the entitlement to reclaim the input VAT), input

VAT included in the purchase price of a passenger car or in the price of supplies used for representation.

Registration

Czech entrepreneurs can register voluntarily for VAT if they carry out economic activity in the Czech Republic.

VAT registration is mandatory for entrepreneurs seated in the Czech Republic whose turnover reaches CZK

1,000,000 (approximately €39,000).

Entrepreneurs seated outside the Czech Republic are obliged to register for VAT purposes in the Czech Republic

at the latest on the day to its first taxable supply in the Czech Republic if the VAT is not declared by Czech clients

in accordance with the VAT Act.

Generally, all establishments of foreign persons in the Czech Republic must be registered for VAT in the Czech

Republic.

VAT Returns

The tax period for VAT purposes is a calendar month or a calendar quarter (depending on the turnover of the VAT

payer) and the VAT return is to be filed within 25 days of the end of the respective tax period. The final VAT liability

is to be settled within the same deadline. The excess VAT deduction is generally reimbursed within 30 days of

filing the respective VAT return.

Other Taxes

Real Estate Tax

Real estate tax is generally payable by registered owners of real estate, i.e. land and buildings located in the

Czech Republic.

Road Tax

Road tax is generally payable on vehicles registered and used for business purposes or in relation to business

activities in the Czech Republic. The applicable tax rate usually depends on the engine cylinder capacity or the

maximum permitted weight and the number of axles.
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Inheritance Tax, Gift Tax

The applicable tax rates depend on the relationship between the transferor and transferee or deceased person

and his/her heir. According to the type of this relationship transferees and heirs are classified into several

categories subject to diverse tax rates. Further, the taxation depends on the value and type of the object

transferred or inherited. There exist a number of tax exemptions with regard to the inheritance and gift tax (mainly

concerning transactions between close relatives where in most cases full exemptions from inheritance tax

applies).

Inheritance tax rates range from 0.5 percent to 20 percent; gift tax rates correspond to double the inheritance tax

rates.

Real Estate Transfer Tax

Transfer of a real estate is generally subject to a real estate transfer tax of 3 percent in the Czech Republic. The

tax base is usually determined as the higher of either the agreed transfer price or the value of the respective real

estate determined according to Czech Act No. 151/1997 Coll., the Valuation Act, as amended.

III. OUTLINE OF SELECTED INVESTMENT RELATED LAWS

Since 2000 the Czech Republic has undergone a period of stable economic growth. During the last three years

the gross domestic product has grown at a rate of 6.2 percent in 2006, 6.1 percent in 2007 and 3.0 percent in

2008. The inflation rate prognosis of the Czech National Bank is currently about 1.7 percent for 2010.

The Czech Republic continues its effort to enlarge and improve its infrastructure. In the Czech Republic there are

more than 55,000 kilometres of roads and motorways, from which 2,601 kilometres are of type E European roads.

Five hundred and forty-six kilometres of motorways and 336 kilometres of speed communications were built by

the end of 2004. Up to now, the motorway network has reached one-third of its planned extent. The density of

the regional road network is sufficient. A total of 9,612 kilometres of the railway network is in operation, of which

1,866 kilometres are double-rail and multi-rail. The country is outstanding regarding the density of its railway

network. Almost the whole route from Prague to Hradec Králové (capital of the eastern Bohemian region) is

finished. Further, the highway connection between Prague and Munich is in operation. Also the motorway from

Prague to Dresden is under operation. From 1 January 2008, the Czech Republic became a member of the

Schengen area, the result of which is the lifting of any monitoring and controls at borders when entering Czech

territory.

With the accession of the Czech Republic to the European Union in 2004 the majority of all crucial national

legislation in business and trade has been harmonised with key EU directives and orders. In Czech national

legislation many significant changes and/or new laws are underway. From the business point of view it is worth

mentioning the fundamental reform of bankruptcy and insolvency law and the related proceedings (see Section

III.7), which entered into force on 1 January 2008. Under the principles of the new insolvency law, substantially

more rights and powers shall be granted to the creditors of the bankrupt company. More focus shall

simultaneously be devoted to the possibility of reorganising, restructuring and further operating the bankrupt

entity.

Note: €1 = CZK 25,649 (average monthly exchange rate fixed by CNB, August 2009)

***

This document has been prepared as a general guide only. It should not be relied on as a legal advice. If you

require any detailed information, please contact us.
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