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Dear Reader, 

Investment in the Czech Republic

is one of a series of booklets published 

by KPMG in the Czech Republic to 

provide information to those interested 

in investing or doing business here. 

The purpose of this guide is to provide 

some general guidelines on investment 

and business in the Czech Republic.

The information contained in this booklet 

is of a general nature and should be 

used only as a guide for preliminary 

planning purposes. As the tax and 

legal systems in the Czech Republic 

are still comparatively new, certainty 

about the legal effects of transactions is 

sometimes therefore less easy to obtain 

than in more developed economies. 

In addition, Czech and EU legislation is 

frequently amended. Accordingly, the 

information should be viewed only as

a general guide. Please consult 

KPMG in the Czech Republic for specifi c 

advice concerning your situation. 

KPMG in the Czech Republic employs 

several hundred professionals who can 

offer you such assistance. They would 

be pleased to provide you with more 

detailed information on the matters 

discussed in this publication. 

Every care has been taken to ensure that 

the information presented is correct and 

refl ects the situation as of April 2011. 

More detailed information can be obtained

from KPMG in the Czech Republic 

(www.kpmg.cz) which provides audit, 

tax, advisory and legal services for 

Czech and multinational companies, 

government entities and inward investors. 

Thank you for taking the time to read 

this guide. All of us here at KPMG in the 

Czech Republic hope that you will fi nd 

it helpful and informative.  

Jan Žůrek 

Managing Partner

KPMG in the Czech Republic
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Chapter 1

General information
about the Czech Republic

Overall characteristics 
The Czech Republic enjoys the status of an advanced democracy and is a country 

based on the free-market economy. After 1989, it went through profound political 

and economic reform, including a redefi nition of the nation-state, and has provided

a stable environment for its citizens ever since. 

The Czech Republic pursues its foreign policy in an international environment 

consisting of international organisations and institutions. NATO membership 

(since March 1999) and European Union accession (in May 2004) constitute the 

accomplishment of key foreign policy priorities. The Czech Republic is also a member 

of the Organisation for Economic Co-operation and Development (OECD), 

the United Nations, International Monetary Fund, International Labour Organisation, 

the World Trade Organisation and the Council of Europe. Czech membership of 

these organisations aims to both secure the long-term economic development of 

the country as well as to fulfi l its commitment to carry out the duties and obligations 

inherent in such memberships. 

Before World War II, the former Czechoslovakia was among the ten most 

industrialised countries in the world. Today, the Czech Republic takes pride 

in having a highly developed industrial base. Its main sectors include manufacturing 

and engineering, mining and quarrying, automotive, electronics, construction, 

machinery, metallurgy, glass manufacture and production of beverages (beer in 

particular). 

In comparison to industry, the service sector has shown intensive growth only 

over the past 20 years, in tandem with the evolution of Czech main urban centres 

and their surrounding areas. Originally oriented towards the national market only,

the service sector today is going through a process of internationalisation. 

The Czech Republic’s growth and international competitiveness are driven by 

record inward investment fl ows, production of media for television and computers, 

a complete automotive supply chain, and a proven track record in supporting global 

ICT operations (Information and Communication Technologies). This development 

is reinforced by the rapid growth in the number of Czech suppliers, a shift away 

from labour-cost-sensitive investments to high value-added activities, and extensive 
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research and development. The Bertelsmann Transformation Index 20101 ranked the 

Czech Republic as the most successful country in a global index of 128 countries in 

transformation.

Economy and fi scal policy 

After stable economic growth between 2000 and 2007, the Czech Republic’s 

economic prospects declined due to the global fi nancial crisis and the recession 

which followed. According to a Czech Statistical Offi ce report published in March 

2011, the Czech economy has eventually started to grow again.

In recent years, the Czech Republic has had one of the lowest levels of infl ation 

in Central and Eastern Europe: the average rate was 2.5 percent in 2006 and

2.8 percent in 2007. In 2008, infl ation rose sharply to 6.3 percent, but dropped 

noticeably to 1.0 percent in 2009. In 2010, the infl ation rate increased slightly to 

1.5 percent.2 Unemployment had been steadily declining, from 7.1 percent in 2006 

to 5.3 percent in 2007 and 4.4 percent in 2008. However, since then unemployment 

has risen again, reaching 6.7 percent in 2009 and 8.2 percent towards the end of 

2010 (9.2 percent – by the end of March 2011).3 

1  Bertelsmann Stiftung, BTI 2010 – Czech Republic Country Report. Gütersloh: Bertelsmann Stiftung, 2009; at: 

http://www.bertelsmann-transformation-index.de/en/bti/country-reports/laendergutachten/eastern-central-and-

southeastern-europe/czech-republic/
2 Czech Statistical Offi ce; at: http://www.czso.cz/csu/redakce.nsf/i/mira_infl ace
3 Czech Statistical Offi ce; at: http://www.czso.cz/csu/csu.nsf/aktualniinformace
4  Czech Statistical Offi ce; at: http://www.czso.cz/eng/redakce.nsf/i/macroeconomic_indicators 

(Sources: CZSO, Ministry of Labour and Social Affairs of the CR, CNB, Ministry of Finance of the CR 

and Czech Hydrometeorological Institute)
5 Purchasing Power Standards

Table 1: Czech Republic: Key Macroeconomic Indicators – Real Economy Indicators4

Indicator 2006 2007 2008 2009 2010

GDP  
CZK bil., 

current p.  
 3,222.4   3,535.5   3,689.0   3,625.9  3,669.8

GDP per capita  
CZK/cap, 

current p.  
313,868 342,494 353,701 345,601 348,928

GDP per capita in PPS5 PPS/capita, 

current p.  
18,215 19,947 20,167 19,266 -

GDP  
%, y/y, 

real terms  
6.8 6.1 2.5 -4.1 2.3

Final consumption 

expenditure  

%, y/y, 

real terms  
3.9 3.7 2.8 0.6 0.4
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Indicator 2006 2007 2008 2009 2010

Household consumption  
%, y/y, 

real terms  
5.0 4.8 3.6 -0.3 0.4

Gross capital formation

expenditure  

%, y/y, 

real terms  
9.6 9.4 -2.7 -15.8 4.7

Gross fi xed capital 

formation expenditure  

%, y/y, 

real terms  
6.0 10.8 -1.5 -7.9 -4.6

Exports of goods

and services  

%, y/y, 

real terms  
15.8 15.0 6.0 -10.8 18.0

Imports of goods and 

services  

%, y/y, 

real terms  
14.3 14.3 4.7 -10.6 18.0

Domestic effective 

demand  

%, y/y, 

real terms  
4.5 5.5 1.7 -1.6 -0.8

GDP defl ator %, y/y  1.1 3.4 1.8 2.5 -1.1

Gross disposable 

income  

CZK bil, 

current p.  
 3,044.2  3,267.9  3,490.9  3,380.2 3,409.4

Gross national saving  
CZK bil, 

current p. 
795.4 863.1 903.5 744.3 734.6

Gross national saving 

rate  
%  26.1 26.4 25.9 22.0 21.5

Gross household saving 

rate  
%  9.6 10.9 10.3 9.5 9.5

Aggregate labour 

productivity  
%, y/y  4.9 3.3 0.8 -2.4 3.1

Unit labour costs  %, y/y  0.7 2.8 5.3 1.1 -0.5

Energy specifi c 

consumption  
%, y/y  -5.2 -5.5 -5.4 -2.3 -

CO
2
 emissions  %, y/y  3.6 2.3 -7.7  - -  

Industry – sales  
%, y/y, 

current p. 
8.5 14.1 -0.3 -15.9 9.3

Construction output
%, y/y, 

real terms  
6.0 7.1 0 -0.9 -7.6

Services – sales  
%, y/y, 

real terms  
4.6 8.8 0.3 -9.8 -1.0

Agriculture – sales  
%, y/y, 

real terms  
-3.7 -6.6 -3.8 8.8 -4.2

All fi rst job holders  %, y/y  1.3 1.9 1.6 -1.4 -
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Indicator 2006 2007 2008 2009 2010

ILO6 general 

unemployment rate  
%, avg. 7.1 5.3 4.4 6.7 - 

Long-term 

unemployment rate  
%, avg.  3.9 2.8 2.2 2.0 - 

Registered 

unemployment rate  
%, avg.  - - - - -

Registered

unemployment rate 

(new meth.)  

%, avg.  8.13 6.62 5.44 7.98 9.01

Average gross nominal 

wages *)  
%, y/y  6.6 7.2 7.8 4.0 2.0

Average real wages *) %, y/y  4 4.3 1.4 3 0.5

Avg. old-age pension/

avg. wage  
%  40.8 40.6 40.2 41.6 41.1

CPI7  %, y/y, avg.  2.5 2.8 6.3 1.0 1.5

CPI  
%, y/y, 

Dec.   
1.7 5.4 3.6 1.0 2.3

PPI8 – industry  %, y/y, avg.  1.5 4.1 4.5 -3.1 1.2

PPI – construction work  %, y/y, avg.  2.9 4.1 4.5 1.2 -0.2

PPI – market services  %, y/y, avg. 3.4 1.6 3.8 1.5 -1.2

PPI – agricultural 

producers  
%, y/y, avg.  1.1 16.5 8.8 -24.8 5.4

Prices of exports of 

goods  
%, y/y, avg.  -1.2 1.3 -4.6 0.2 -1.0

Prices of imports of 

goods  
%, y/y, avg.  0.3 -1.0 -3.3 -3.5 2.0

Exchange rates  %, y/y, avg.  -1.5 2.3 -1.3 3.8 -2.9

6 International Labour Organisation
7 Consumer Price Index
8 Producer Price Index

Notes:
y/y = year-on-year change 
- = not available  

*) full time equivalent, entire national economy

After the global fi nancial crisis and resulting slowdown in 2008 and 2009, the world 

economy has managed to recover, albeit under the burden of many uncertainties. 

The condition of public budgets is still a particular source of risk. 
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Table 2: Czech Republic: Key Macroeconomic Indicators – Monetary Indicators

Indicator 2006 2007 2008 2009 2010

CZK/EUR  avg.  28.343 27.762 24.942 26.445 25.29

CZK/USD  avg.  22.609 20.308 17.035 19.057 19.111

Nominal effective 

exchange rate  
%, y/y  5.2 2.6 11.6 -4.2 2.8

Real effective exchange 

rate  
%, y/y  2.5 2.8 9.6 -5.3 0.4

M2  %, y/y  9.9 13.2 6.6 4  -

Current account (CA) 

of balance of payments  
CZK bil.  -77.2 -113.1 -22.9 -114.8 -139.2

Financial account (FA) 

of balance of payments  
CZK bil.   92.4 125.8 59 154.2 182.1

Change in foreign 

exchange  reserves
CZK bil.  -2.1 -15.7 -40.1 -60.6 -41.4

CA/GDP  %  -2.4 -3.2 -0.6 -1 -3.8

FA/GDP  %  2.9 3.6 1.6 2.6 5

CNB international 

reserves (CNB IR)  
CZK bil.  656.6 631 716 764.3 801.4

CNB IR/GDP  %  20.4 17.8 19.4 21.1 21.8

Coverage of goods 

& services imports 

by CNB IR  

month  3.4 2.9 3.2 4 3.5

In the Czech Republic, GDP in 2010 achieved promising progress, with growth of 

2.3 percent. However, its development was negatively infl uenced by the reduction 

of public sector budget expenditure and recent political instability. Expenditure on 

consumption among the household, general government and non-profi t sectors 

showed a very slight total increase for 2010 of 0.4 percent, and in fact was already 

in gradual decline during the second half of 2010.

In its fi scal outlook, the Ministry of Finance of the Czech Republic predicts that 

growth dynamics in 2011 could be slightly reduced, due to the slowdown of some 

foreign economies, and domestic fi scal consolidation measures. Economic growth 

is expected to accelerate once again in subsequent years.
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From the perspective of fi scal policy for 2011, the Czech government’s priority is 

to consolidate and improve the structural parameters of public fi nances – it has 

therefore accepted and slightly tightened the fi scal consolidation objectives that the 

Czech Republic undertook in the January 2010 Convergence Programme9 and which 

ensure fulfi lment of the Maastricht defi cit criterion of 3 percent of GDP in 2013. 

In its policy statement, the government also sets a target of balanced public budgets 

in 2016, provided that economic growth continues. 

Other government fi scal objectives are:

• stabilising public budgets and thus maintaining the general government defi cit 

at 5.3 percent of GDP 

• ensuring stabilisation of debt as a proportion of GDP by around 2013

at ca. 43 percent of GDP

• during 2011, initiating conceptual structural reforms, which will focus especially 

on improving the effi ciency of state expenditures

• pursuing another set of conceptual reform steps, e.g. VAT increase, social 

security decrease, etc. 

Table 3: Czech Republic: Key Macroeconomic Indicators – Fiscal Indicators

Indicator 2006 2007 2008 2009 2010

General government 

defi cit (surplus)
CZK bil. -84.9 -23.9 -100.3 -210.3 -

General government 

defi cit (surplus)/GDP
% -2.6 -0.7 -2.7 -5.8 -

State budget balance CZK bil. -97.6 -66.4 -19.4 -192.4 -156.4

State budget balance/

GDP
% -3 -1.9 -0.5 -5.3 -4.3

General government 

debt
CZK bil. 948.3 1,023.8 1,104.9 1,280.4 -

General government 

debt/GDP
% 29.4 29 30 35.3 -

State debt CZK bil. 802.5 892.3 999.8 1,178.2 1,344.1

State debt/GDP % 24.9 25.2 27.1 32.5 36.6

9  Ministry of Finance of the Czech Republic, Convergence Programme, January 2010; at: 

http://www.mfcr.cz/cps/rde/xchg/mfcr/xsl/conv_program.html
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Table 4: Foreign Direct Investments in the Czech Republic 2006-2010 in thousands of EUR10

Year Equity capital
Reinvested 

earnings
Other capital Total

2006 1,496,307 3,076,203 -217,597 4,354,913

2007 1,836,882 5,062,177 735,253 7,634,311

2008 787,997 1,652,459 1,974,972 4,415,427

2009 722,047 2,559,902 -1,172,141 2,109,808

2010 1,097,492 3,265,009 758,664 5,121,164

10 Czech National Bank; at: http://www.cnb.cz/en/statistics/bop_stat/fdi/

According to the Convergence Programme, the Czech National Bank (CNB) will 

continue to apply monetary policy with the help of an infl ation-targeting regime 

that was established in 1998. After four years with a three-percent infl ation target 

(expressed as annual growth in the consumer price index), a new target of two 

percent took effect from 2010. For the new target, as for the previous one, 

a tolerance band of ± one percentage point will be set.

On 22 December 2010, the Czech Government discussed and adopted an analysis 

entitled Assessment of the Fulfi lment of the Maastricht Convergence Criteria and 

the Degree of Economic Alignment of the Czech Republic with the Euro Area – 2010, 

which assesses the Czech Republic’s preparedness to adopt the euro. Based on 

this analysis and in line with The Czech Republic’s Updated Euro Area Accession 

Strategy (August 2007; original version from 2003), the Government agreed with the 

recommendation of the Czech Ministry of Finance and the CNB not to set a target 

date for euro area entry for the time being, and not to attempt to enter ERM II during 

2011. Currently, postponing the target year of joining the euro zone to 2013 is being 

considered.

Infl ow of FDI 

During 2009, the Central and Eastern Europe (CEE) region experienced a collapse 

in inward fl ows of foreign direct investment (FDI), which coincided with the credit 

crunch and economic recession. Even though the open investment climate has 

been a key element of the Czech Republic’s economic transition, the country has 

recently encountered a mild decline in output. Since 1990, the Czech Republic has 

nevertheless attracted around ten percent of CEE FDI infl ows, making it the most 

successful transition country in terms of FDI per capita. Moreover, the CNB expects 

continued growth in non-residents’ profi ts from FDI in the Czech Republic within 

2011 and 2012.
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The introduction of investment incentives in 1998 stimulated a huge infl ow of FDI 

into greenfi eld projects. This was further strengthened after more subsidies and 

various forms of tax relief were introduced. The Czech Republic has consistently 

attracted a high rate of foreign direct investment per capita since 2000, confi rming 

its attractiveness to foreign investors. CzechInvest, the investment and business 

development agency of the Czech Republic, has commissioned a number of surveys 

to evaluate the investment climate and the experience of foreign companies in the 

Czech Republic during 2010.11 Some of the agency’s latest key fi ndings are listed 

below. 

• The structure of investments carried out in the Czech Republic has changed 

signifi cantly: smaller projects, more demanding in terms of experience and 

technology, are predominant over large investments requiring simple, manual 

work in 2010.

• After a year-long break, manufacturing projects became the leading area in terms 

of investment volume in 2010 (CZK 13.8 billion in total).

• Research and development and strategic services attracted investments totalling 

CZK 1.8 billion and CZK 652 million, respectively.

• Almost 40 percent of companies invested into IT and software development.

• The second strongest sector was engineering.

• With the assistance of CzechInvest, 209 (186 in 2009) new investment projects 

were initiated, worth CZK 16.25 billion (CZK 17 billion in 2009).

• Investors announced the creation of nearly 10,000 new jobs.

Modern history and government 

The Czech Republic was under single-party rule from 1948 until November 1989, 

when the “Velvet Revolution” – known for its non-violent nature – signalled the end 

of the communist era. The communists relinquished political power and the Czech 

Republic has enjoyed a multi-party democratic political system ever since. The fi rst 

free elections in over four decades were held in June 1990, and democratic parties 

emerged as victors. The new Federal Parliament subsequently confi rmed President 

Václav Havel as head of state. In January 1998, he was re-elected for another 

fi ve-year term. In January 2003, Václav Klaus was elected President of the Czech 

Republic (and re-elected again in January 2008), having previously been the leader of 

the right-wing Civic Democratic Party. Former Prime Minister and Minister 

of Finance, Václav Klaus is known as a liberal economist and a follower of the 

“Chicago School”. 

 

11  CzechInvest, Investment 2010: Four out of fi ve investments going into services or research (18 March 2011); at: 

http://www.czechinvest.org/en/investment-2010-four-out-of-fi ve-investments-going-into-services-or-research
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Until 1993, the Czech Republic was part of a federation with Slovakia, which 

constituted the former Czechoslovakia. Peaceful negotiations concerning the division 

of the country led to an agreement that the state of Czechoslovakia would cease to 

exist as of 1 January 1993. 

Today the country’s offi cial name is the Czech Republic, and it is a parliamentary 

republic. Parliament is elected by universal suffrage, on the basis of a proportional 

representation system. The Lower House of Parliament (the Chamber of Deputies) 

consists of 200 representatives and the Upper House (the Senate) of 81 members. 

Political parties must pass a fi ve-percent threshold to win seats in the Parliament. 

According to the results of the parliamentary election held in May 2010, the 

parliament is composed of the following political parties: the Czech Social 

Democratic Party (ČSSD) with 22.08 percent; the Civic Democratic Party (ODS) with 

20.22 percent; TOP 09 with 16.7 percent; the Communist Party of Bohemia and 

Moravia (KSČM) with 11.27 percent; and Public Affairs (Věci veřejné) with 

10.88 percent. The centre-right coalition government is headed by Prime Minister 

Petr Nečas (ODS).

Geography and climate 

The Czech Republic is located in the geographical heart of Europe, close to most 

major Western European economic centres. It shares borders with Austria, Germany, 

Poland and Slovakia. The Czech Republic has an area of 78,864 square kilometres 

(approximately 30,500 square miles) and consists of three distinct regions: Bohemia 

in the west, and Moravia and part of Silesia in the east. The topography ranges from 

agricultural plains to rolling forested hills and mountains. The climate is continental, 

with hot, short summers and frequently cold winters. Rainfall is generally moderate.

Population 

According to the latest statistics, the population of the Czech Republic is 

10.5 million (as of 31 December 2010). Population density is therefore 

ca. 133 per square kilometre and most of the dwellers live in towns and cities. 

Prague, the capital, is by far the largest city, with 1,257,000 inhabitants. Other 

major urban centres include: 

• Brno (371,000) • České Budějovice (95,000)

• Ostrava (304,000) • Ústí nad Labem (95,000)

• Plzeň (169,000) • Hradec Králové (94,000)

• Liberec (102,000) • Pardubice (90,000)

• Olomouc (100,000) 
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12 Education at a Glance 2010, OECD Indicators; at: http://www.oecd.org/dataoecd/45/39/45926093.pdf

The Czech Republic has a working population of 5.2 million. One of the main 

attractions of Czech economy is the skilled and well-educated labour force, which 

is still cheaper than that of Western economies. 

Educational level 

The contemporary system of education in the Czech Republic consists of four basic 

levels and facilitates life-long learning. Children commonly attend pre-schools, yet 

compulsory education applies to children from six years of age and is spread over 

nine progressive grades. Czech education prides itself on a high standard of upper 

secondary education. 

The Czech Republic has an impressive database on education and its labour market 

outcomes; one of the best, according to the OECD. The percentage of the adult 

population that has completed upper secondary school education ranks among the 

highest of all of the OECD countries. Around 91 percent of the Czech population 

aged 25-64 has completed at least an upper secondary education, compared to the 

OECD average of around 70 percent.12 

The Czech Republic also has a very good position with regard to higher education. 

There has been an increase in the number of adults qualifi ed at university level, as 

measured by educational attainment. The number of university students increased 

from 118,000 in 1990-1991 to 323,765 in 2006-2007. This is due not only to changes 

in the education system but also to a spike in the number of students in the 

18-26 age category. 

According to the OECD, the Czech Republic, together with Korea, Japan, Portugal 

and the Russian Federation, has one of the highest percentages of science and 

engineering students in the world (17 percent). 

Language skills 

The offi cial language of the Czech Republic is Czech. In addition, many people 

speak English and German, which are predominant in foreign language education. 

The proportion of secondary school students studying English is 95 percent, high 

by European standards. Reportedly, 76 percent of university students learn one 

foreign language, 20 percent learn two and four percent learn three or more foreign 

languages. 
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Living and working conditions

Schengen Area 

The Czech Republic joined the Schengen Area, a group of 25 European countries 

that have abolished all border controls between them, in 2007. Any Schengen 

citizen, or non-Schengen citizen with a valid Schengen visa, is allowed to travel freely 

throughout the 25 countries. 

Residency and visas 

Citizens of the EU, European Economic Area (EEA – Iceland, Norway, Liechtenstein) 

and Switzerland may stay temporarily in the Czech Republic, without any permit, 

on the basis of a passport or an identity card. Under the Act on the Residence of 

Foreign Nationals in the Territory of the Czech Republic, should their expected period 

of stay in the Czech Republic exceed three months, such citizens need only notify 

the Ministry of the Interior, i.e. the regional offi ces of the Ministry of the Interior 

according to the place of their stay in the Czech Republic, within three months of 

entering the Czech Republic. 

A foreign national (except for an EU, EEA or Swiss citizen) must obtain an appropriate 

visa to enter the Czech Republic. However, citizens of some third countries 

(e.g. USA, Australia and Japan), are exempt from visa requirements during short 

stays of up to 90 days, unless the purpose of their stay is employment. For stays 

longer than 90 days, a residence permit must be applied for. If this is required, 

it usually must be obtained before arrival, by applying to a Czech embassy or 

consulate. 

According to the Act on Residence of Foreign Nationals (Act No. 326/1999 Coll., 

as amended by later legislation, which came into force on 1 January 2011), the law 

newly defi nes only one type of residence permit (instead of the former “long-term” 

and “permanent” permits) for foreign nationals in the Czech Republic. This visa may 

be applied for when staying in the territory longer than 90 days and intending to stay 

in the Czech Republic for more than six months. Applications for this permit, which 

is newly valid only for six months (it used to be for one year), must be fi led with the 

regional offi ces of the Ministry of the Interior.

Whereas EU, EEA or Swiss citizens may work in the Czech Republic without 

a permit, other foreign employees generally require the following documents if they 

wish to work in the Czech Republic: 

• a work permit issued by the local labour offi ce, and

• a visa for the purpose of employment, or a residence permit. 
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Foreigners who wish to practice business in the Czech Republic need a business 

visa, which requires that they have been living here for at least two years. This 

condition is applicable both to those wishing to be self-employed and those to 

become partners/members in trading companies or co-operatives.

Pursuant to the amendment, applicants are newly required, among other things, to 

submit their application for the issue/renewal of a residence permit for the purpose 

of business, and they should prove that their monthly income is higher than the total 

of the subsistence minimum plus the cost of their accommodation. They should 

also submit a proof of their registration in the relevant register, list or record 

(e.g. commercial/trade licence register).   

From May 2011, citizens of third countries (not applicable to family members of EU 

citizens) will be issued with cards detailing residency status and carrying biometric 

data. In connection with this, they should visit a dedicated Ministry of the Interior 

offi ce to provide this data. Those already staying in the Czech Republic and applying 

for a residence permit will be invited by the Ministry of the Interior to present 

themselves at one of these facilities. When the new card is ready, they will be asked 

to collect it.

Information for foreigners on how to apply for visas and residence permits, including 

lists of documents to be enclosed with applications can be found on the Ministry of 

the Interior of the Czech Republic website at: http://www.mvcr.cz/mvcren/entry-stay-

permanent-residence-and-international-protection-in-the-czech-republic.aspx. 

Cost of living

Although in most respects life in the Czech Republic has rapidly approached Western 

living standards, costs remain lower than in Western Europe. According to the Union 

Bank of Switzerland (UBS)13, average prices of goods and services (excluding rent) in 

Prague in 2009 were 57.5 percent of those in New York. Domestic purchasing power 

in Prague was 42.5 percent of New York’s level. 

Prices in Prague (the cost of a weighted shopping basket geared to Western 

European consumer habits and containing 122 goods and services, including rents 

in the capital), are also relatively low. The Prague price index equals 43.6 points 

(including rent), compared to the New York benchmark of 100. Wage levels (based on 

data for wages, social insurance contributions and working hours for 15 occupations 

13  UBS, Prices and Earnings. A global purchasing power comparison (Edition 2009 – update August 2010); at: 

http://www.ubs.com/1/e/wealthmanagement/wealth_management_research/prices_earnings.html
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worldwide, to arrive at a net wage level after taxes and payroll deductions) in Prague 

are 26.4 points, against the New York benchmark of 100. 

Generally speaking, the price differential between Western Europe and the CEE 

region narrowed from roughly 35 percent at the start of 2009 to about 26 percent, 

both when rent is factored in, and when it is excluded.

Figure 1: Average prices of goods and services and domestic purchasing power in 2009 

(New York = 100)14 

Residential accommodation and offi ce space

Prague and other major urban centres offer a wide choice of rented furnished and 

unfurnished housing for expatriates and their families, ranging from centrally-located 

apartments to spacious suburban villas offering quiet, green neighbourhoods. Many 

estate agencies offer relocation services for a charge of one to two months’ rent. 

Sale and rental prices of residential premises vary, depending on the city, location, 

size and quality. The purchase price of a three-room apartment in Prague ranges 

from USD 700 to 4,000 per square metre, in Brno from USD 300 to 1,100 per square 

metre, and in Ostrava from USD 200 to 900 per square metre. The average monthly 

rent for a standard three-room apartment is USD 660 in Prague, USD 390 in Brno and 

USD 350 in Ostrava. Prices in other cities are lower than those in Prague or Brno.15 

14  UBS, Prices and Earnings. A global purchasing power comparison (Edition 2009 – update August 2010); at: 

http://www.ubs.com/1/e/wealthmanagement/wealth_management_research/prices_earnings.html
15  CzechInvest, Life in the Czech Republic; at:

http://www.czechinvest.org/data/fi les/fs-24-life-in-the-czech-republic-88-en.pdf 
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The highest offi ce occupancy costs in the country are in the centre of Prague: 

approximately EUR 297.36 per square metre per year.16 

Transport 

Compared to that of Western Europe, the public transportation system in the Czech 

Republic is comprehensive, effi cient and reasonably priced. Every major urban centre 

offers its inhabitants and visitors an excellent local transportation network. 

With regard to driving, EU citizens can use a driving licence issued in their home 

countries for driving in the Czech Republic. Citizens from non-EU countries with 

a residence permit or a long-term visa for a stay longer than one year must obtain 

a Czech driving licence: a licence from their home countries is not valid. This can be 

done by presenting the original licence at the municipal authority with jurisdiction 

over the applicant’s place of residence in the Czech Republic.

The Czech Republic has 55,654 kilometres of roads in operation, of which 

691 kilometres are motorways. The road network includes international routes 

(including motorways) indicated by the letter “E”, in line with the European 

Agreement on Main International Traffi c Arteries, with a length of more than 

3,000 kilometres. In terms of road infrastructure, the Czech Republic ranks among 

the leading European countries with a density of 0.70km of roads and motorways 

per square kilometre.17 

Motorways and major roads carry the heaviest traffi c volumes and connect the most 

important administrative, fi nancial and recreational centres. Prague is at the centre 

of the road network. The main motorways run from the capital to Brno (then on to 

Slovakia or through Ostrava to Poland), České Budějovice (then on to Austria), Ústí 

nad Labem (on to Central and Northern Germany), Plzeň (on to Southern Germany) 

and Hradec Králové (on to Poland). 

Medical care 

The public health insurance system of the Czech Republic is based on three 

interconnected pillars:

• the insured person (person insured under the Act on Public Health Insurance)

• the health care facility (authorised to provide health care), and

• the health insurer (institution with which the insured person is insured).

16  Cushman & Wakefi eld, Offi ce Space Across the World 2010; at: http://www.cushwake.com/cwglobal/jsp/

kcReportDetail.jsp?Country=GLOBAL&Language=EN&catId=100003&pId=c27900002p
17  Road and Motorway Directorate of the Czech Republic, Roads and Motorways in the Czech Republic 2009; at: 

http://www.rsd.cz/rsd/rsd.nsf/0/80345976071FCBACC12575CF004E133E/$fi le/RSD2009en.pdf
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Outpatient care is performed by primary care physicians or specialists. Czech 

doctors provide the same standard of care as their counterparts in Western European 

countries. Inpatient care is provided not only in hospitals but also in a network 

of specialist medical institutions, both private and public. 

Education

A number of international schools can be found in the Czech Republic, offering 

education in English, German, French, Japanese or Spanish. The country provides 

a signifi cant and growing choice of foreign-language education programmes, ranging 

from kindergartens to master of business administration (MBA) courses. 

The Czech Republic has over 40 universities – both public and private – offering 

courses in foreign languages (primarily English), and MBA programmes. Tuition 

fees usually must be paid with the exception of, for example, language courses 

that are part of a scholarship. The Institute for Language and Preparatory Studies 

(www.ujop.cuni.cz) offers Czech language courses for foreigners, and prepares 

applicants for university studies. 

Foreign students can receive a scholarship under bilateral international agreements 

on cooperation in the area of education (offered by the Ministry of Education, Youth 

and Sports) or through Foreign Development Aid (offered by the Czech Government). 

Information about these scholarships is available at Czech embassies and consulates. 

A number of higher education institutions offer student mobility programmes 

under bilateral university agreements, and grant scholarships to students with 

excellent examination results or those experiencing fi nancial diffi culties. European 

students can take advantage of a number of exchange programmes, e.g. Erasmus, 

EEA/Norway Financial Mechanisms, Aktion, Ceepus, etc. The Erasmus Mundus 

programme also offers scholarships to non-European students for places on selected 

degree courses. 

Culture and the arts 

Prague and many cities in the Czech Republic are famous for their architectural 

heritage (see for example the UNESCO World Heritage List at www.unesco.org, 

which includes 12 sites in the Czech Republic). 

Thanks to its rich cultural tradition, the country prides itself on numerous museums, 

theatres, cinemas, galleries and concert halls. There is a wide choice of cultural 

events, embracing all forms of music and a long theatrical tradition. Every May, 

Prague hosts the Prague Spring, a music festival that attracts top artists from all over 

the world and is a good example of the Czech Republic’s musical tradition. 
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Sport – golf   

The Czech Republic offers a wealth of sporting opportunities. The most popular 

sports are ice hockey, football (soccer), basketball, tennis, volleyball, swimming and 

table tennis, with many clubs and venues for all of these throughout the country. 

The Czech Republic has a high number of golf courses per capita and a long golfi ng 

history, dating back to the early twentieth century (1904), when golf became popular 

thanks to state-of-the-art golf courses built near the West Bohemian spa resorts. 

Today, there are 158 clubs and 97 courses. More information can be obtained on the 

Czech Golf Federation website (www.cgf.cz). 

Other leisure activities 

Most embassies run clubs, groups and even bars for their expatriates. There are 

many international cultural institutes in Prague and other cities, such as the British 

Council in Prague and Brno (www.britishcouncil.org/czechrepublic.htm), 

the Goethe-Institut Prag (www.goethe.de/ins/cz/pra), the American Culture and Trade 

Center Prague, Österreichisches Kulturinstitut Prag, L’Institut Français de Prague 

(www.ifp.cz), Instituto Cervantes (http://praga.cervantes.es/cz/default.shtm), 

the Japanese Information and Culture Centre Prague and the Istituto Italiano 

di Cultura Praga (www.iicpraga.esteri.it/IIC_Praga). 

The International Women’s Association of Prague (www.iwa-prague.com) is 

a highly popular club for Czech and foreign women that organises all kinds of classes, 

international activities, charity and social events and children’s groups. 

Further information about life in the Czech Republic can be found at www.expats.cz.

Restaurants

Restaurants of all types offer their services to their guests: from the most luxurious 

(including the Allegro Restaurant in the Four Seasons Hotel, the fi rst restaurant in 

the Czech Republic to receive one star from the Michelin international gastronomic 

guide) to authentic Czech pubs and various fast food facilities. In larger cities, all 

kinds of international cuisine are available, alongside the country’s famous Czech 

pubs, which offer traditional Czech food and famous Czech beer brands. More 

information can be found in on-line restaurant guides, e.g. www.grand-restaurant.cz. 

Prague used to be one of the cheapest places to eat out, but the strong Czech 

crown, large numbers of tourists and recent interest in high gastronomy among 

the locals have all caused city centre prices to approach those of Western Europe. 
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Shopping 

The retail sector in Prague and all larger cities has undergone a revolution in the past 

decade, resulting in a boom of large shopping centres now located within and around 

cities. Local concepts of shopping and customer service are now comparable to 

those of Western European countries, and major international retail chains 

(e.g. Tesco, Billa, Makro, IKEA, OBI, Bauhaus and others), as well as boutique stores 

(e.g. Zara, C&A, Marks & Spencer, Promod, H&M, Next, Max Mara, etc.), are all 

present in the Czech market. 

The Czech currency is the Czech crown (CZK or Kč) and is fully convertible. ATMs are 

widely available. Depending on the type of business and location, opening hours can 

vary: most offi ces and businesses are closed all day on Sunday, some major stores 

open on Sundays, and in larger cities an increasing number of hypermarkets are open 

around the clock. General opening hours are as follows:

Monday to Friday Saturday Sunday 

Government offi ces 8am-4.30pm closed closed

Banks 8am-5.30pm closed closed 

Major stores 8am-6pm 9am-8pm 9am-8pm
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Chapter 2 

Investment incentives in the Czech 
Republic

The Czech Republic offers incentives for investment in manufacturing industry. They 

are provided in the form of tax relief and subsidies in all regions excluding Prague.

As incentives are considered state aid, they are granted in full compliance with EU 

state aid regulations. 

Investment incentives for the manufacturing sector

Overview

Incentives are provided under Act No. 72/2000 Coll., on Investment Incentives

(the “Act on Investment Incentives”), and consist of: 

• income tax relief for up to fi ve years for establishing a new manufacturing plant 

or expanding an existing plant 

• employment subsidies in the form of grants for job creation and training (available 

only in regions with high unemployment rates)

• purchase of land at a discounted price. 

There is a general expectation that the law will be changed in late 2011 refl ecting 

both the current economic situation and the priorities of the current government.

General conditions 

The general conditions for receiving incentives are as follows. 

1. The investor must establish a new manufacturing plant, or expand an existing 

plant. 

 Most manufacturing activities qualify, although the following are not regarded 

as manufacturing activities and are explicitly excluded: 

• mineral extraction 

• electric power generation and distribution 

• gas distribution 

• water treatment and distribution 

• construction 

• motor vehicle repairs 

• trading in goods and services.
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2. Acquisition of machinery classifi ed under Chapters 84, 85 and 90 of the Customs 

Tariff. The machinery must be new (unused) and manufactured no earlier than 

two years before the acquisition. In addition, it must be purchased at market 

price. Production machinery must make up at least 60 percent of the total value 

of investment in tangible and intangible assets. 

3. The project must comply with Czech environmental standards. 

4. The minimum amount that can be invested in tangible and intangible assets is 

usually CZK 100 million, of which at least CZK 50 million must be fi nanced from 

equity. The minimum of CZK 100 million is, however, reduced to CZK 60 million 

or CZK 50 million if the investment is in a district with an unemployment rate at 

least 25 or 50 percent above the national average, respectively, and the fi nancing 

requirement is adjusted accordingly. The assets included in the investment 

project must be acquired through purchase: assets subject to fi nance leases, 

for example, cannot be included in the above investment amounts. 

5. The conditions must be met within three years from the date on which incentives 

are formally granted. This period is subject to a two-year extension in some 

cases, based upon a written application. An extension may be granted by the 

Ministry of Industry and Trade in justifi ed cases only, e.g. unexpected delays 

beyond the control of the investor. 

6. The acquisition of assets for the project, including construction work, cannot 

start before the application for incentives (Statement of Intent) is submitted to 

CzechInvest and the applicant receives confi rmation of project eligibility from it. 

7. The investment for which state aid was claimed (at least the minimum 

investment amount under point 5) must be maintained for at least fi ve years 

or the actual period for which it was claimed, whichever is longer. The number 

of new jobs created must be maintained for at least fi ve years from the fi rst 

disbursement of the job creation grant. 

Income tax relief 

Calculation 

Calculation of the tax relief that can be claimed is the only signifi cant area where 

the treatment of a new company (plant) differs from that of an expanded facility. 

For a new company, the taxpayer is entitled to full tax relief, excluding tax on net 

interest income. 
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For an expanded plant, the amount eligible for tax relief is the difference between 

the tax relief that would be available for a new company and the higher of the tax 

liabilities in the two years immediately preceding the fi rst year in which relief can 

be claimed. The latter fi gure is adjusted with reference to industrial infl ation and the 

current tax rate. 

This formula can be seen as a rough attempt to restrict the amount eligible for tax 

relief to the additional profi ts resulting from the expansion. 

In both cases, relief is available only in relation to the profi ts shown in the original tax 

return submitted. If a higher tax liability is subsequently assessed, the additional tax 

must be paid. 

Commencement and duration 

The fi rst period in which tax relief is available is that in which the incentive conditions 

are met, but no later than three years from the date when the incentives are granted. 

This is generally interpreted as meaning that the investor may choose to postpone 

claiming tax relief until the end of this three-year period. 

The tax relief may be claimed for fi ve consecutive tax periods, or until the maximum 

amount of state aid is reached, whichever occurs fi rst. 

Conditions 

To be able to claim tax relief, a taxpayer must meet both the general conditions set 

out above and the special conditions in the Income Taxes Act. 

1. The taxpayer must claim tax deductions as follows: 

• all depreciation, although the method of depreciation, (i.e. straight-line, 

accelerated or extraordinary) is at the taxpayer’s discretion

• tax-deductible adjustments to receivables must be created 

• tax losses carried forward must be claimed in the fi rst taxable period in which 

a profi t is realised. 

2. Except for immovable assets and certain assets acquired from bankrupt 

taxpayers, the taxpayer must be the “fi rst owner” of tangible fi xed assets 

acquired for a project in the Czech Republic. 

3. During the period when tax relief is claimed, the taxpayer entity must not be 

dissolved or subject to bankruptcy proceedings, nor may another entity be 

merged with the taxpayer. 
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4. The taxpayer must not infl ate profi ts through transactions on a non-arm’s length 

basis with related parties, or by transfers of the assets of such parties, which 

would result in their taxable income being reduced. 

5. The taxpayer must acquire and record in its fi xed assets register tangible and 

intangible fi xed assets in at least the amounts stated in the Income Taxes Act 

(see “General conditions” above). 

Sanctions 

If the taxpayer fails to observe the general conditions in the Act on Investment 

Incentives or the special conditions in the Income Taxes Act (except for the 

requirement to claim all available deductions), the right to claim tax relief will cease 

to exist, and any relief already received must be refunded. Penalties for any late tax 

payments must also be paid. If a taxpayer fails to claim the deductions mentioned 

above, the tax relief is reduced, resulting in additional tax, depending on the amount 

of the deduction. This amount must then be paid to the relevant authorities, together 

with the appropriate penalties. 

Job creation 

Cash grants will be provided to an employer creating new jobs in a region where 

unemployment was more than 50 percent above the national average in the last two 

six-month periods. Employees from both the Czech Republic and other EU member 

states can be taken into account in this calculation. The fi nancial support amounts to 

CZK 50,000 per new job. If 1,000 or more new jobs are created, the unemployment 

rate in neighbouring regions will also be considered. Investments in regions not 

seriously affected by unemployment will not qualify for this type of fi nancial support. 

Training and retraining of employees 

Cash grants for training and retraining employees will be provided to an employer 

in the form of a partial reimbursement of the costs incurred. The subsidy covers 

35 percent of the eligible costs of training and retraining of employees. Again, 

investments in regions not seriously affected by unemployment will not qualify for 

this type of fi nancial support. 

Purchase of construction sites 

The actual provision of this incentive depends on negotiation with the owner of the 

land (state, region or municipality). The difference between market price and the 

actual purchase price is treated as an incentive.

Permissible level of state aid 

The combined total of tax relief, job creation grants, and benefi ts from a discounted 

purchase of land must not exceed the maximum permissible level of state aid. 
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The maximum permissible level of state aid will be calculated for individual 

investment projects by the Ministry of Industry and Trade. The amount is based on 

the rules set by the European Union and varies according to the individual regions of 

the Czech Republic. 

Generally, the maximum amount of state aid cannot exceed 40 percent of eligible 

costs. Such expenses generally comprise investment in land, buildings, machinery 

and equipment, and specifi ed intangible assets. In accordance with the Regional Map 

for the 2007-2013 Period, the permissible level of state aid is lower in certain regions 

(e.g. Southwest Region: 30 percent). In some cases (such as investments exceeding 

EUR 50 million, or production that does not come under the category of preferred 

manufacturing industries, as determined by a government resolution. The categories 

are defi ned as, for example, production of electronics, cars, chemicals, etc.), this 

maximum may be further reduced. For medium-sized enterprises, the maximum 

level of state aid can be increased by 10 percent, for small enterprises by 20 percent. 

In the case of tax relief, the percentage is applied on an annual basis with reference 

to the amount invested at the end of each taxable period. It is therefore possible 

that in some circumstances, e.g. if profi ts are realised before the full investment 

has been made, the tax liability in a given period will exceed the amount of state 

aid available for such a period. 

Application for investment incentives 

The process of obtaining incentives entails: 

• submission of an initial application by the person intending to make the 

investment – for a greenfi eld investment this would be the shareholder(s) 

of the Czech entity to be established

• consideration of the application by the relevant government bodies

• following approval, an offer of incentives is made

• a formal application for the incentives by the person actually claiming them; 

this may be a person other than the investor, e.g. a Czech subsidiary of a foreign 

investor set up after the incentives are offered

• fi nal consideration and approval. 

Careful attention should be paid to a number of signifi cant issues arising from this 

process. 

From the timing perspective, it should be borne in mind that incentives are available 

only for future investments, so it is imperative that the application is submitted 

before the project commences. This restriction has an impact not only on actual 

construction work or machinery purchase, but also some other steps, e.g. the issue 

of binding orders for machinery.  
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EU structural funds 

The Czech Republic (excluding Prague)

Businesses set up in the Czech Republic can also obtain support from EU structural 

funds under several Operational Programmes. The most important programmes for 

businesses are: 

• the Operational Programme Enterprise and Innovation

• the Operational Programme Human Resources and Employment

• the Operational Programme Environment.  

Although the majority of the programmes are focused on small and medium-sized 

enterprises, several programmes are aimed at large enterprises. 

All Operational Programmes will run from 2007 to 2013. This, however, does not 

mean that they will offer similar conditions and subsidies over the whole period. 

A set of different subsidies is available under each programme, and conditions 

change periodically. In addition, new applications are accepted only in certain periods 

announced in advance. The availability of subsidies must be checked in the early 

stages of project preparation so that the timing of the application and detailed 

conditions can be considered.

Subsidies granted under EU Structural Funds are generally subject to the same state 

aid rules and limits as investment incentives. 

Below are listed some of the subsidy programmes applicable to large multinational 

companies. However, subsidy programmes for other projects may also be relevant, 

e.g. infrastructure, environment, education, etc. It is therefore important to review 

the availability of subsidies for a particular project.

Operational Programme Enterprise and Innovation

Under the Operational Programme Enterprise and Innovation, funding is available 

for business projects in the manufacturing sector and related services. Projects 

implemented in the Czech Republic, excluding Prague, are eligible.

For the 2007-2013 period, the Ministry of Industry and Trade is introducing several 

state aid programmes, including one programme for R&D (TIP) which is currently 

closed.
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ICT AND STRATEGIC SERVICES

•  The programme supports investment projects focusing on the creation of new 

IS/ICT solutions and applications, and the establishment and expansion of shared 

services and repair centres.

•  The minimum investment amount is CZK 0.5/1/3 million (small/medium/large 

company).

•  The minimum number of new jobs depends on the type of project – e.g. 10/20/40 

new jobs for shared services centre (small/medium/large company).

•  The maximum subsidy amount is 100 million (in certain regions up to 

CZK 150 million). 

•  The level of state aid is 30-40 percent of eligible costs. 

•  Eligible costs are defi ned as either the costs of fi xed assets, or the gross wages 

of employees, and the lease of land and buildings. 

•  The obligation to maintain the investment or retain jobs applies for at least 

fi ve years. 

 POTENTIAL

•  The programme supports the establishment or expansion of R&D and technology 

and innovation centres, whose results are subsequently used in production. 

•  The minimum investment amount (large enterprises) is CZK 10 million.

•  The maximum subsidy is CZK 100 million (in certain regions up to 

CZK 200 million). 

•  The level of state aid is 30-40 percent of eligible costs.

•  The costs of tangible assets (buildings, land and machinery) and intangible assets 

(licences and acquisition of know-how) are eligible.

•  A minimum level of investment must be maintained for at least fi ve years from 

the project completion date. 

INNOVATIONS 

•  The programme supports projects that implement product or process innovation.

•  Projects must apply the results of R&D. 

•  The minimum investment value is not defi ned.

•  The maximum subsidy amount is CZK 75 million (in some cases up to 

CZK 150 million). 

•  The level of state aid is 30-40 percent of eligible costs.  

•  The costs of tangible fi xed assets (including technical improvement) 

and intangible fi xed assets are eligible.
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 TRAINING CENTRES PROGRAMME 

•  Support for construction, renovation, or equipping of training centres 

or rooms. 

•  The maximum subsidy amount is CZK 100 million.

•  The level of state aid is 30-40 percent of eligible costs. 

•  The costs of fi xed assets related to training centres are eligible. 

•  The training centre must be more than 50 percent used for training employees 

operating in a qualifying industry or the service sector. 

•  The condition of at least 30 percent use of a training centre for three years from 

project completion.

 REAL ESTATE PROGRAMME 

•  The programme supports projects establishing industrial zones, renovation 

of buildings in the manufacturing sector (CZ-NACE 10-33), strategic services 

and technology centres. 

•  The maximum subsidy amount is:

 •  reconstruction project: CZK 500 million

 •  preparation of project documentation: CZK 50 million.

•  The level of state aid is 30-40 percent of eligible costs. 

•  Eligible costs covered include project documentation (may form a separate 

project), purchase price of the building, site preparation, construction and 

reconstruction costs, demolition of disused buildings, utilities and roads, etc.

ECO-ENERGY PROGRAMME

•  The programme supports large company activities in increasing effi ciency of 

power generation, transmission and consumption (energy savings), specifi cally: 

•  modernisation of existing energy production facilities for own use to increase 

their effectiveness

•  introduction and modernisation of measuring and controlling systems

•  modernisation, renovation and reduction of losses in electricity and heat 

distribution networks

•  improving of thermal-technical building properties excluding family 

and apartment houses

•  use of waste energy in industrial processes

•  increasing energy effi ciency by introducing electricity and heat 

co-generation

•  reducing energy intensity/increasing energy effi ciency of production 

and technological processes.
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•  The maximum subsidy amount is CZK 250 million.

•  The level of state aid is 30-40 percent of eligible costs.

•  Eligible costs covered include tangible fi xed assets (machinery and equipment, 

technical improvement of buildings), and intangible fi xed assets. 

Operational Programme Human Resources and Employment 

 Under the Operational Programme Human Resources and Employment, small and 

medium-sized companies and large fi rms can obtain support for employee training. 

 

The Ministry of Industry and Trade has introduced the EDUCA programme for the 

2007-2013 period.

EDUCA

•  The programme supports specifi c training (a minimum of 80 percent of 

training activities) and general training (up to 20 percent of training activities) in 

manufacturing, electric power generation and distribution, gas distribution, water 

treatment and distribution, construction, warehousing, IT activities, etc.

•  The maximum subsidy amount is approximately CZK 8 million. 

•  The level of state aid is 25-45 percent (small enterprises) of eligible training costs.

Operational Programme Environment

 PRIORITY AXIS 2 – IMPROVEMENT OF AIR QUALITY AND REDUCTION 

OF EMISSIONS

•  The programme supports reducing the emission burden from buildings connected 

to the central heat source (air quality), and the renovation of combustion sources 

with an installed capacity exceeding 5MW, the renovation of non-combustion 

sources, the substitution of technology and technical precautions in the sources 

leading to the elimination or reduction of VOC emissions, technical precautions in 

the sources leading to the elimination or reduction of NH3 emissions (emissions 

reducing).

•  The maximum subsidy amount is 85 percent of eligible costs.

•  Eligible costs covered include tangible fi xed assets (land, buildings and 

machinery), etc. 
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PRIORITY AXIS 5 – LIMITING INDUSTRIAL POLLUTION AND ENVIRONMENTAL 

RISKS 

•  The programme supports reducing industrial pollution and environmental risks, 

especially:

•  renovation or acquisition of technologies reducing industrial pollution 

(associated with BAT and IPPC)

•  renovation or acquisition of technology for the monitoring of industrial 

pollution of individual environmental components (for example water, air, soil, 

associated with BAT and IPPC), and

•  creating BAT centres for individual industrial activity categories in relation to 

Act No. 76/2002 Coll., as amended, etc.

•  The maximum subsidy amount is 85 percent of eligible costs.

•  Eligible costs covered include tangible and intangible fi xed assets required 

for implementing the precaution, etc. 

Prague

Businesses established in Prague can also obtain support from EU structural funds 

under the following programmes:

Operational Programme Prague – Adaptability

•  The programme focuses on increasing the competitiveness of Prague by 

strengthening the adaptability and effectiveness of human resources, and 

increased access to employment for all. 

Operational Programme Prague – Competitiveness 

•  The programme focuses on the availability of transport services and information 

and communication technology, improving the quality of the environment, and 

on promoting innovation and a knowledge-based economy.
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General 
The basic provisions governing business obligations and other specifi c aspects of 

doing business in the Czech Republic, e.g. property leases and liens or mortgages

on property, are set out in the Civil Code and the Commercial Code. 

The Commercial Code addresses the main aspects of Czech corporate law. 

It also contains detailed provisions governing contractual relationships in business 

transactions (e.g. purchase contracts, contracts for work, contracts for the sale of 

a business, lease contracts or credit contracts). Insolvency is governed by the Act

on Insolvency. 

Types of business entity 
The Commercial Code recognises the following types of business entity: 

•  joint-stock companies 

•  limited liability companies 

•  general partnerships 

•  limited partnerships 

•  co-operatives 

•  Societas Europaea (European companies) 

•  European Economic Interest Grouping (EEIG). 

In addition, foreign persons may establish a branch in the Czech Republic. A branch 

is not a legal entity but must be recorded in the Commercial Register. 

The Commercial Code regulates the status and activities of entrepreneurs and 

applies to both legal entities and individuals. An entrepreneur is: 

•  a person recorded in the Commercial Register, or 

•  a person engaged in business activity on the basis of a trade certifi cate 

(živnostenský list or koncesní listina), or 

•  a person engaged in business activity on the basis of an authorisation issued 

under a special legal regulation (e.g. attorneys, doctors, auditors or tax advisors), or 

•  a natural person engaged in agricultural activities and recorded in an appropriate 

register. 

A Czech legal person is an entity that has its registered offi ce in the Czech Republic. 

Chapter 3 

Commercial law
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Foreign persons are defi ned as persons (natural or legal) domiciled abroad or having 

their registered offi ce outside the Czech Republic. 

A foreign person’s authorisation to carry out business in the Czech Republic takes 

effect on the date when it is recorded in the Commercial Register. The business 

activity must be specifi ed in the entry. This rule does not apply to citizens of member 

states of the European Union, the European Economic Area or Switzerland, their 

family members who have Czech residence permits, citizens of other states with 

long-term residence in the EU and their family members with long-term residence 

permits. 

A foreign person may participate in the establishment of a Czech legal entity or 

become a partner or member of an existing Czech legal entity. A foreign person may 

also be the sole founder of a Czech legal entity, provided that Czech law permits 

a company to have a sole founder or single shareholder. 

The main characteristics of the various legal entities are described below. 

Joint-stock company (akciová společnost – a. s.) 

•  The company exists independently of its shareholders, who are not liable for the 

debts and obligations of the company. 

•  The amount of registered capital and the extent to which it is paid up, the 

number, class, type and nominal value of shares, any restrictions applying to the 

transferability of shares and the names and addresses of the members of the 

supervisory board must be recorded in the Commercial Register. For a single 

shareholder joint-stock company, the shareholder details must also be recorded. 

•  Share capital may not be less than CZK 2 million or, in the case of a public offering 

of shares, CZK 20 million. 

•  Share capital is divided into a fi xed number of transferable shares of a fi xed 

nominal value; they may be registered shares or bearer shares. 

•  A reserve fund must be created, amounting to 20 percent of the net profi t for the 

fi rst year of profi t, up to a maximum of 10 percent of the share capital. In addition, 

5 percent of the net profi t after tax must be transferred to the reserve fund each 

year until it reaches 20 percent of the share capital. 

•  A joint-stock company requires an audit if one or more of the following criteria are 

met for both the year in question and the preceding year: 

1. net turnover exceeds CZK 80 million per annum 

2. total assets exceed CZK 40 million 

3. the average number of employees exceeds 50. 

•  Annual fi nancial statements must be published. 
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•  The company must have a supervisory board and a board of directors. Each 

must have at least three members, appointed for terms not exceeding fi ve 

years. Directors cannot be members of the supervisory board. In the case of 

a company with a single shareholder, the board of directors may have less than 

three members; however, the requirement to have at least three members 

of the supervisory board would still apply. 

•  Non-cash contributions to share capital must be valued by an independent, 

court-appointed expert proposed by the founders (when a company is being 

established) or the company (share capital increase). The valuation is binding 

on the company. 

•  Rights to receive dividends and other rights attaching to the shares may be 

transferred separately from the shares to which the rights are attached. 

•  A share’s issue price may not be lower than its nominal value. 

Limited liability company 

(společnost s ručením omezeným – spol. s r. o. or s. r. o.) 

•  The company exists independently of its shareholders (members), who are jointly 

and severally liable for the obligations of the company only up to the amount of 

total unpaid contributions recorded in the Commercial Register. 

•  The name must include společnost s ručením omezeným or the abbreviation 

spol. s r. o. or s. r. o. 

•  The list of members, the amount of each member’s contribution and the names 

of the members of the supervisory board (if one is established) must be recorded 

in the Commercial Register. 

•  The company must have a registered capital of at least CZK 200,000. 

•  Each member must contribute at least CZK 20,000. 

•  The maximum number of members is 50. 

•  A reserve fund must be created, amounting to 10 percent of the net profi t in the 

fi rst year of profi ts, up to a maximum of 5 percent of the registered capital. 

5 percent of the net profi t after tax must be transferred to the reserve fund each 

year, until it reaches 10 percent of the registered capital.

 •  A supervisory board is only necessary if required by the memorandum of 

association. 

•  The general meeting appoints an executive (jednatel) or executives, who are 

legally responsible for the management of the company. 

•  A limited liability company does not require an audit unless two or more of the 

following criteria are met, for both the year in question and the preceding year: 

1. net turnover exceeds CZK 80 million per annum 

2. total assets exceed CZK 40 million 

3.  the average number of employees exceeds 50. 
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General partnership (veřejná obchodní společnost – veř. obch. spol. or v. o. s.) 

•  A general partnership is formed by two or more persons (natural persons or legal 

entities). 

•  The partners in a general partnership are liable for the debts of the company. 

•  The names and addresses or registered offi ces of the partners must be recorded 

in the Commercial Register. 

•  Each partner is entitled to act on behalf of the partnership and is jointly and 

severally liable for the partnership obligations to the extent of his or her entire 

property. 

•  The audit requirements are the same as for a limited liability company. 

Limited partnership (komanditní společnost – kom. spol. or k. s.) 

•  A limited partnership is formed by two or more persons (natural persons or 

legal entities). At least one of the partners must be a general partner, who has 

unlimited liability for the debts of the partnership. At least one partner must be 

a limited partner, who is liable for the partnership’s debts only up to the amount 

of unpaid contributions recorded in the Commercial Register. 

•  The names and addresses or registered offi ces of the partners, a statement on 

whether they are limited or unlimited partners, the amount contributed by each 

limited partner and the amount of their paid up contributions must be recorded 

in the Commercial Register. 

•  Only unlimited partners are permitted to manage the partnership. 

•  The audit requirements are the same as for a limited liability company. 

Co-operative (družstvo) 

•  Co-operatives are formed by at least fi ve members (or by at least two legal 

entities) to undertake business activities for the economic or social benefi t of 

their members. 

•  The amount of registered capital and the amount of the members’ “basic 

investments” must be entered in the Commercial Register. 

•  Members are not liable for the obligations of the co-operative. 

•  A co-operative must have a registered capital of at least CZK 50,000. 

•  A fund of at least 10 percent of the registered capital must be created upon 

incorporation. At least 10 percent of the profi ts after tax must be transferred 

annually to the fund until it reaches at least 50 percent of the registered capital. 

•  The statutory representatives of the company must either be Czech citizens or 

have Czech residence permits. 

•  The audit requirements are the same as for a limited liability company. 
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Branch of a foreign person (organizační složka zahraniční osoby) 

•  Branches of foreign businesses can conduct business activities in the Czech 

Republic if they are recorded in the Commercial Register. 

•  The entry should include details of the foreign business and its offi ce in the 

Czech Republic, the scope of business activities and the name and address of its 

director (general manager). 

•  A branch must obtain a trade licence from the regional trade licensing (business 

registration) offi ce. 

•  A branch does not have limited liability. 

•  The audit requirements are the same as for a limited liability company. 

Company formation
The legal documents required to form a company include: 

•  a draft of the company’s memorandum of association and articles of association 

or deed of formation (for companies with a single founder)

•  for joint-stock and limited liability companies, expert valuations of any non-monetary 

contributions

•  the minutes of the fi rst general meeting of the shareholders

•  the licence for trading activities issued by the regional trade licensing 

(business registration) offi ce

•  proof that capital contributions are paid up

•  documentary evidence of the person authorised to sign documents in the name 

of the company or the members

•  proof of identity of the shareholders (members)

•  an extract from the criminal register in respect of executives or responsible 

persons

•  a lease contract or a similar document confi rming the right to use premises as the 

registered offi ce

•  evidence of a bank account and payment of the required minimum of contribution 

to the share capital (usually after formation but before registration in the 

Commercial Register). 

The Commercial Register 

Commercial Registers are maintained by the courts. A company has legal status 

and is entitled to commence business activity in the Czech Republic only after it is 

recorded in the Commercial Register. 

An entry in the Commercial Register includes the following information: 

•  the name of the entity and the address of its registered offi ce 

•  identifi cation number of the entity 

•  the scope of business activities 
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•  the type of entity 

•  the names and addresses of the executives or directors, together with details of 

their authorisation to act on behalf of the entity 

•  details of any branches and the branch directors 

•  for a joint-stock company: the nominal capital, number and nominal value of the 

shares of each class, names and addresses of the supervisory board members;

if a joint-stock company has a single shareholder, the shareholder name

•  in the case of a limited liability company: the names and addresses of the 

members, the proposed nominal capital, the amount of each individual member’s 

contribution and the names and addresses of the supervisory board members 

(if relevant) 

•  for a general or limited partnership: the names and addresses of the partners 

•  in the case of a co-operative: the proposed registered capital, and the amount 

of each member’s contribution 

•  in the case of a branch: its business name and address in the country of 

incorporation, the scope of its business activities, the legal form of the company 

in its country of origin, the business address in the Czech Republic, and the name 

and address of the branch director. 

Access to the Commercial Register is freely available on the Internet 

(www.justice.cz). 

Statute of limitations 

The Commercial Code generally sets the deadline for submission of business-related 

claims (i.e. the point at which they become time-barred) at four years, although 

claims against carriers or forwarding agents must be fi led within one year. 

The period for claiming compensation for damages expires 10 years after the breach 

of duty occurs. A party against whom the claim becomes time-barred may repeatedly 

extend the limitation period, for up to a maximum of 10 years, by providing a written 

statement to the other party. 

Liquidation 

Voluntary liquidation is governed by the Commercial Code and decided on by 

a resolution of the shareholders (members) of the company. Executives or directors 

are responsible for appointing and setting the remuneration of liquidators, who then 

assume the powers of the executives or directors. The liquidator is obliged to publish 

a notice of liquidation to enable creditors to submit claims. Except for bankruptcy 

cases, employee claims have priority. 
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The liquidator’s powers are restricted to acts necessary to complete the liquidation. 

If he or she establishes that the company is insolvent, the liquidator must fi le for 

bankruptcy. 

Upon settlement of all liabilities, the liquidator must produce a report indicating how 

any surplus assets are to be distributed, subject to approval by the shareholders. 

The acts of the liquidator may be challenged in the courts by any interested party. 

Under certain circumstances, the courts may dismiss the liquidator and appoint 

a successor. 

Insolvency 

The Act on Insolvency applies to both individuals and legal entities. A petition for 

insolvency can be submitted by either the debtor or any creditor. Proceedings are 

held at the regional or municipal court. 

The debtor is obliged to submit a petition for insolvency where there is more than 

one creditor, liabilities are more than 30 days overdue, and the debtor either is not 

capable of paying these debts, or where the liabilities are greater than assets, taking 

into account any future profi ts and other factors infl uencing the debtor’s solvency. 

If this obligation is not met, civil liabilities may ensue. 

Insolvency can be resolved by the following. 

•  Bankruptcy proceedings (konkurs), involving a proportional rate settlement of 

debts. If the bankrupt’s turnover does not exceed CZK 2 million and there are no 

more than 50 creditors, simplifi ed proceedings can be used. The bankruptcy de 

facto leads to the liquidation of the bankrupt. 

•  Reorganisation, consisting of settlement of debts over time, and continuation of 

the bankrupt’s business activities. Reorganisations are automatically available only 

for bankrupts with turnover exceeding CZK 100 million or at least 100 employees. 

Reorganisation for smaller enterprises requires the approval of more than 

50 percent of the creditors. 

•  Debt forgiveness (oddlužení): similar to reorganisation, but only applying to 

persons not carrying on business activities. 

•  Special proceedings if certain conditions are met. 

Once an insolvency order has been granted, the court appoints an administrator, who 

then has the authority to handle the assets. The court will also convene a meeting of 

creditors. 
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The Act on Insolvency allows a trustee in bankruptcy to contest acts that restrict 

its ability to recover funds from the debtor. This action has to be granted within one 

year of commencement of the insolvency proceedings. It is possible to override 

transactions that were carried out, up to three years before submission of the 

petition for insolvency, if the transaction was with related parties, or up to one year 

in other cases. In certain cases, transactions can be contested up to fi ve years later. 
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Chapter 4 

Accounting and audit

Accounting requirements 

Over the last few years, changes in Czech accounting rules have moved Czech 

accounting closer to International Financial Reporting Standards (IFRS), although 

there are still some signifi cant differences. 

The Act on Accounting serves as the main framework, and detailed guidance 

is provided in the Decrees on Double-Entry Accounting and the Czech National 

Accounting Standards. Different Decrees and Czech National Accounting Standards 

specify the rules and standards for different types of accounting unit, 

e.g. companies, entrepreneurs, banks, insurance companies and non-profi t 

organisations, as well as municipalities and institutions fi nanced by the state. 

The main features of the accounting regulations are as follows. 

•  All accounting records must be in Czech.

•  All accounting records must be kept and fi nancial statements presented in Czech 

crowns (CZK).

•  Standard rules and accounting principles must be observed. 

•  The general structure of the accounts must be in accordance with a standard 

chart of accounts, although the specifi c details may vary according to individual 

organisational needs. 

•  All businesses recorded in the Commercial Register are obliged to use 

double-entry bookkeeping. Accounting units that are not recorded in the 

Commercial Register and whose annual turnover does not exceed CZK 25 million 

are permitted to keep simplifi ed accounting records (“tax evidence system”). 

•  The depreciation of assets for accounting purposes is determined by the 

individual accounting unit, based on the estimated useful life of the assets. 

•  A physical count of inventory and fi xed assets is required annually. 

•  Statutory fi nancial statements consist of a balance sheet, an income statement 

(at a minimum classifi ed by nature) and notes. Financial statements may also 

include a cash-fl ow statement and a statement of changes in equity. The layout 

and headings of the balance sheet and the income statement are prescribed in 

the Appendices to the Decrees. 

•  A separate annual report must be prepared by all accounting units that are subject 

to a mandatory statutory audit. 
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•  All accounting units with publicly listed shares or bonds must maintain their 

accounting and prepare their fi nancial statements (and consolidated fi nancial 

statements) in accordance with IFRS as adopted by the EU. 

•  The Act on Accounting requires that consolidated fi nancial statements must 

be prepared for an accounting unit that is a managing or controlling entity. 

Subsidiaries and accounting units over which signifi cant infl uence (20 percent of 

the voting rights) is exercised are deemed consolidated accounting units. This 

applies to consolidating groups that meet at least two of the following criteria as 

at the balance sheet date: 

1. the combined turnover (without elimination) exceeds CZK 700 million 

2.  the combined assets (without elimination) of the parent company and the 

subsidiaries exceed CZK 350 million 

3.  the average number of employees during the accounting period was more 

than 250. 

The exemption from the duty to prepare consolidated fi nancial statements does not 

apply to banks, insurers and reinsurers, and publicly listed share or bond issuers. 

Consolidation is also not obligatory where the consolidating entity is a part of another 

consolidating entity that is governed by Czech law or the law of an EU member state, 

and where specifi c conditions prescribed by the relevant decree have been met. 

It is possible to specify a business year-end other than 31 December, provided there 

are valid reasons. 

Accounting principles and policies 
The going concern, materiality, prudence, matching and consistency principles 

must all be observed during the preparation of Czech statutory fi nancial statements. 

The true and fair view concept has been fully introduced in the Czech Republic, 

whereas the fair value accounting concept has been implemented only in certain 

specifi c areas, and in the same scope as in IFRS. The legal form, however, frequently 

overrides substance. 

Common accounting policies followed in the Czech Republic include the following. 

•  Fixed assets are stated at acquisition cost and are depreciated over their 

expected useful lives in accordance with accounting methods. Component 

accounting is allowed but not required.

•  The option to value an investment at amortised cost or at fair value. In this 

particular case, fair value is defi ned as the market price. The equity method 

(net asset amount) can be used if the market price is not available. 
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•  Inventories may be accounted for using standard, average, or fi rst-in, fi rst-out 

(FIFO) principles. The last-in, fi rst-out (LIFO) method is not permitted. 

•  Goodwill (intangible asset) or an adjustment to acquired fi xed assets (tangible 

asset) arises on acquisitions and re-organisation of businesses: the classifi cation 

depends on the precise nature of the transaction. Goodwill is amortised over 

60 months from the date of acquisition, and an adjustment to acquired fi xed 

assets over 180 months. 

•  Both realised and unrealised exchange gains and losses arising from monetary 

assets and liabilities denominated in foreign currency are recognised in the 

income statement. 

Under Czech accounting legislation, there is no concept of a fi nance lease (leased 

assets are generally treated as fi xed assets by the owner, not by the lessee), 

unlike the fi nance lease concept under IFRS. Finance leases are treated similarly 

to operating leases. 

Deferred income tax should be recognised for all timing differences arising between 

the carrying amounts of assets and liabilities for fi nancial reporting purposes and the 

amounts used for taxation purposes. 

A deferred tax asset is recognised only to the extent that it is probable that future 

taxable profi ts will be available against which it can be utilised. 

Auditing requirements 
 Audits are compulsory for: 

•  all banks and mutual funds

•  foundations and certain other non-profi t organisations 

•  joint-stock companies that in both the current and the previous accounting period 

meet at least one of the following criteria: 

1. net turnover exceeds CZK 80 million per annum

2. total assets exceed CZK 40 million 

3. the average number of employees exceeds 50 

•  other accounting units that meet at least two of the above criteria. 

The Act on Auditors defi nes the responsibility of the Chamber of Auditors, which 

is responsible for the authorisation of auditors and for setting the standards for 

audits. Audits are carried out in accordance with the International Standards on 

Auditing issued by the International Federation of Accountants (IFAC) and the 

relevant guidance (aplikační doložky) of the Chamber of Auditors of the Czech 

Republic. 
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A new Act on Auditors came into effect in April 2009, which implemented 

the provisions of the EU 8th Directive. There are detailed rules regarding the 

appointment of auditors in the Act: auditors must be appointed by the general 

meeting, a supervisory board is responsible for audit quality supervision, and public 

interest entities are defi ned. Responsibilities for both public interest entities and 

their auditors are stipulated in the Act, e.g. Audit Committee, lead partner rotation, 

transparency report, etc.

There are currently approximately 1,650 state-registered auditors in the Czech 

Republic. 
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Chapter 5 

Direct taxes

Taxation of legal entities 
Corporate income tax is levied on the profi ts of legal entities, primarily limited liability 

companies (s. r. o.) and joint-stock companies (a. s.). Although partnerships are legal 

entities according to the Commercial Code, the profi ts of a general partnership 

(v. o. s.) are not subject to corporate tax; instead, each partner’s share of the profi ts 

is taxed in his or her hands. 

In the case of a limited partnership (k. s.), the limited partner’s share of the profi ts 

is subject to corporate income tax at the level of the limited partnership, while 

the general partner’s share is taxed in the same way as in the case of a general 

partnership.  

A branch or permanent establishment of a foreign company is generally subject to 

tax on the same basis as a company. It is also possible to tax them on a deemed 

profi t basis, which is usually a percentage of revenues generated in the Czech 

Republic, or a percentage of costs. 

Since most of these legal entities by defi nition exist for the purpose of carrying on 

a business, virtually all the income and gains which they realise are included in the 

calculation of their business profi ts (see “Taxation of business income” below). 

There are special rules for entities not established for the purpose of making profi ts. 

These enjoy certain restricted tax privileges. 

The corporate income tax rate is 19 percent in 2011. A reduced rate of 5 percent 

applies to the income of qualifying investment, mutual and pension funds. 

Exemptions from corporate tax may be claimed for certain qualifying investments 

(see Chapter 2 “Investment incentives in the Czech Republic”).

Capital gains are generally included in income and taxed at the same rate. However, 

if at least 10 percent of the shares of a company is held by a parent company for 

12 months, income from the sale of the shares is tax-exempt if the parent is a Czech 

tax resident company and the subsidiary is resident in an EU member state or 

a non-EU member state with which the Czech Republic has concluded a double 

taxation treaty (subject to certain conditions). Income derived by non-residents from 

the sale of shares in a Czech company is taxable, unless the seller is a company 

resident in the EU, Norway or Iceland, and at least 10 percent of the shares has been 

held for 12 months. 
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There is no tax consolidation in the Czech Republic. Each company within a group 

is taxed individually, with no set-off of losses against profi ts between different 

companies. However, virtual tax consolidation can be achieved through a partnership 

structure. 

Dividends received by Czech resident companies are taxed at a rate of 15 percent. 

They are exempt from tax if the payer is a company resident in an EU member state, 

provided that at least 10 percent of the shares has been held for 12 months. 

The exemption also applies if all of the following criteria are met: 

•  the payer is a tax resident of a state with which the Czech Republic has 

concluded a double taxation treaty 

•  the payer has a similar legal form to a limited liability company (s. r. o.), joint-stock 

company (a. s.) or co-operative (družstvo)  

•  the recipient has held at least 10 percent of the shares for 12 months  

•  the payer is subject to a tax similar to Czech corporate tax, and the rate is at least 

12 percent. 

The exemption only applies where the recipient is the benefi cial owner of the 

income. 

Mergers and divisions of companies can generally be carried out on a tax neutral 

basis, although any pre-2004 tax losses of the company which ceases to exist are 

forfeit. The EU Mergers Directive and the EU Directive on Cross-border Mergers 

have been broadly assimilated into Czech law. In general, domestic legislation 

maintains the tax neutrality of mergers, and allows the transfer of unused tax 

losses for transactions satisfying certain legal conditions (transfers of business and 

mergers), provided that tax avoidance is not the main purpose of the transaction. 

Additionally, there is a “same activity” rule, under which tax losses can only be offset 

against income earned from the economic activity that generated the tax loss. 

Taxation of business income 

The starting point for computing the taxable profi t is the profi t before tax disclosed 

by the accounts. This is then subject to adjustments under the Income Taxes Act. 

Unless this act contains a provision to the contrary, income and expenses booked 

for accounting purposes are taxable/deductible. Where capital gains form part 

of business profi ts, they are taxable as normal income or are exempt under the 

participation exemption rules. 
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For companies the tax year is generally the same as the fi nancial year. It is possible 

to adopt a fi nancial year ending on a date other than 31 December provided that 

it is the last day of a calendar month. If the fi nancial year-end changes, there are 

provisions in the Income Taxes Act for dealing with the resultant long or short period. 

However, these are not perfectly drafted and numerous issues can arise in such 

cases. Individuals are always taxed on a calendar year basis. 

The Income Taxes Act attempts to defi ne, in some detail, which expenses are 

deductible and which are not. The general rule is that expenses incurred for the 

purpose of generating, assuring or maintaining taxable income are tax-deductible. 

Disallowable expenses include: 

•  capital expenditure 

•  most reserves (including adjustments to the realisable value of inventory) 

•  most valuation differences intended to show assets at fair value rather than cost 

•  accounting depreciation of tangible and intangible assets

•  gifts and entertainment 

•  expenses incurred to generate non-taxable income

•  profi t distribution 

•  expenses limited by the thin capitalisation rules (see below) 

•  expenses of a parent company relating to holding shares in a subsidiary; interest 

on credits and loans taken less than six months before acquisition of the shares 

is considered to be an expense directly attributable to the shareholding 

in a subsidiary unless the payer can prove otherwise. 

Indirect expenses relating to the holding of shares in a subsidiary are restricted to 

5 percent of income from dividends and other profi t shares paid out by the subsidiary 

unless the taxpayer can show that the actual indirect expenses are lower. 

Deductible items include: 

•  tax depreciation of tangible and intangible assets 

•  lease payments, subject to certain restrictions 

•  certain reserves, as set out in the Act on Reserves 

•  expenses on the liquidation of raw material, goods, work-in-progress and 

products; the reason for liquidation, means, time, place and the nature of the 

items should be documented. 

A special deduction equal to deductible expenditure on research and development 

can be claimed which effectively means that such expenditure is deducted twice; 

this deduction, if not used in the period in which it arises, may be carried forward to 

the next three tax periods. 
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Lease rentals are generally deductible in accordance with their treatment in the 

accounts, except for fi nance leases (“fi nance lease with subsequent purchase of the 

leased asset”), where the following applies.

 

•  The lease term is at least equal to the minimum tax depreciation period in the 

Income Taxes Act (i.e. 36 months for assets in the fi rst depreciation category, 

60 months for assets in the second depreciation category, 120 months for the 

assets in the third depreciation category) except for assets in the second or third 

category where the lease term can be shorter by 6 months. The lease term for 

real estate must be at least 30 years.

•  The sales price must not exceed the tax residual value calculated using straight-

line depreciation. 

For leases that do not qualify, if the asset is sold to the lessee at the end of the 

lease term, the sale price must not be lower than the tax residual value as calculated 

above. 

If the lease term is shorter than the minimum tax depreciation period, the lease 

rentals are tax-deductible (provided that other relevant conditions are met) as long as 

the sales price is not lower than the deemed tax residual value. 

The Act on Reserves allows restricted deductions for bad debt reserves and write-

offs. It also allows taxpayers to create tax-deductible reserves for future repairs, 

subject to the existence of supporting evidence in the form of project plans, etc. 

However, reserves created from 2009 are only tax-deductible if funds are transferred 

to a separate bank account by the due date for fi ling the annual tax return. 

The Act on Reserves contains special rules for loan provisions for banks and reserves 

for insurance companies. 

Tax depreciation can be claimed on fi xed assets. Tangible fi xed assets are divided 

into six categories broadly refl ecting the expected useful life, as follows: 

Depreciation category Depreciation period

1 IT equipment, certain machinery, etc. 3 years

2 Personal cars, offi ce equipment, certain machinery, etc. 5 years

3 Heavy machinery, etc. 10 years

4 Pipelines, etc. 20 years

5 Buildings other than those in category 6 30 years

6 Administrative and commercial buildings, hotels, department stores 50 years
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For assets in groups 1 and 2 acquired between 1 January 2009 and 30 June 2010 the 

depreciation period is reduced. For assets in depreciation group 1, the depreciation 

period is reduced to one year; for assets in depreciation group 2, the period is 

reduced to two years. To ensure equal conditions, a similar adjustment is made to 

the lease term for assets acquired under fi nance leases.

From 2011, special provisions apply for fi xed assets used in solar power plants. 

These assets are depreciated over 240 months and the tax depreciation must be 

claimed (unlike depreciation on other tangible assets). To ensure equal conditions, 

a similar adjustment is made to the lease term for such assets acquired under 

fi nance leases.

Depreciation may be claimed on either a straight-line or an accelerated basis. 

The accelerated depreciation method applies a series of coeffi cients to the input price

of the asset. For example, the coeffi cients for industrial buildings (category 5) are: 

•  year 1: 30

•  subsequent years: 31. 

In other words, the coeffi cient for the fi rst year is the depreciation life, and for the 

subsequent years it is the depreciation life plus 1. 

The depreciation is calculated as follows: 

•  in the fi rst year the amount of tax depreciation is the input price divided by the 

coeffi cient 

•  in subsequent years the depreciation is twice the residual value, divided by the 

appropriate coeffi cient less the number of years for which depreciation has been 

claimed. 

A special accelerated rate may be used in the fi rst year of depreciation (provided that 

other relevant conditions are met) which reduces the depreciation base. 

The tax depreciation periods for intangible assets are: 

•  audiovisual products: 18 months 

•  software and research and development: 36 months 

•  incorporation expenses: 60 months 

•  other intangibles: 72 months. 
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Goodwill is not an intangible asset for tax purposes. For tax purposes, goodwill 

is defi ned as the difference between the value of an enterprise or a part of an 

enterprise, acquired by purchase, and the aggregate of the market value of its 

individual assets, reduced by liabilities taken over. The tax depreciation period for 

goodwill is 180 months, while the accounting depreciation period is fi ve years. 

Goodwill that does not arise on a purchase, e.g. on a merger, is not depreciable 

for tax purposes. Instead of accounting for goodwill, the difference between the 

aggregate of accounting residual values of an enterprise (decreased by liabilities) 

and the market value of the enterprise can be accounted for as a single revaluation 

difference without revaluation of the individual assets and liabilities. The accounting 

and tax depreciation period for this is 180 months. 

Tax losses may be carried forward for fi ve years. Losses may not be carried forward 

following a substantial change in the ownership of a company unless it can be shown 

that at least 80 percent of the company’s revenues are derived from the same 

activities as those carried on in the period when the loss arose. A change of at least 

25 percent in the ownership of the registered capital or the voting rights, or a change 

resulting in a person obtaining a controlling infl uence in the company, is always 

a substantial change. 

A taxpayer can apply to the authorities to confi rm the availability of the carried 

forward losses after the end of the taxable period in which the losses are to be used. 

As of 2011, the Czech Republic introduced several provisions restricting tax benefi ts 

for solar power plants. Electricity produced from solar power in the period from 

1 January 2011 to 31 December 2013 in a facility which was put into operation in the 

period from 1 January 2009 to 31 December 2010 is subject to mandatory payments 

by the operators of transmission networks or operators of regional distribution 

networks. The mandatory payment is based on the amount (excluding VAT) paid by 

the payer in the form of a fi xed purchase price or a green bonus to the producer of 

electricity from solar power. The mandatory payment rates are 26 percent of the 

fi xed purchase price and 28 percent of the green bonus.

Transfer pricing/thin capitalisation 
The Income Taxes Act contains two basic provisions relating to transfer pricing and 

thin capitalisation. 

Transfer pricing is dealt with in a short provision that states that if prices agreed in 

transactions between related parties are not at arm’s length and the difference is not 

properly justifi ed, the tax authorities will adjust the tax base. It is possible to request 
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an advance pricing agreement from the tax authorities on the method of setting the 

transfer price between related parties. No retroactive agreements are possible.

An administration fee of CZK 10,000 is charged per transaction. 

In addition to the provisions of the Income Taxes Act, the Ministry of Finance has 

issued the following Guidelines: 

•  D-332 confi rms that the OECD transfer pricing guidelines are applicable 

•  D-333 provides detailed information about the procedure of advance pricing 

agreements 

•  D-334 recommends transfer pricing documentation; it is based on the Code of 

Conduct issued by the EU Joint Transfer Pricing Forum in November 2005. 

The Guidelines are not legally binding measures, but given that the tax authorities 

should follow them, they represent useful guidance for taxpayers. 

The thin capitalisation provisions act to restrict the deductibility of interest and 

other loan expenses where the borrower has insuffi cient equity. The rules can be 

summarised as follows.

 

•  Financial expenses arising from loans and credits received from related parties 

in excess of four times (six times for banks and insurance companies) the 

borrower’s equity are not tax deductible. 

•  Interest on loans and credits received from unrelated parties, or those secured 

by a related party, is fully deductible on general principles, except for interest on 

“back-to-back” loans (i.e. where a related party provides a loan, credit or deposit 

to an unrelated party, which then provides the funds to the borrower) which is 

treated as interest on related party debt. 

•  Where the interest or other revenue is derived from the borrower’s profi t, all 

fi nancial expenses on the loans on credits received is non-tax deductible. 

Notwithstanding the thin capitalisation provisions, fi nancial expenses incurred which 

directly relate to taxable income (e.g. interest income) can be deducted up to the 

amount of that income. 

Any upward adjustment of profi t resulting from a transfer pricing or thin capitalisation 

adjustment relating to a non-EU or EEA resident counterparty may be treated as 

a dividend, i.e. is subject to dividend withholding tax, as reduced by the provisions 

of any applicable double taxation treaty.
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Taxation of individuals 
Individuals are subject to income tax, social security, health insurance, inheritance 

and gift taxes, and taxes on land and buildings. The taxation of individuals depends 

primarily on their residence status. Residents of the Czech Republic are subject to 

tax on worldwide income, whereas non-residents are subject to tax on Czech source 

income only. 

Residence is defi ned as: 

•  having a permanent home in the Czech Republic, or 

•  spending 183 days or more in the Czech Republic during the tax year (the year 

to 31 December). 

Personal income tax is charged on: 

•  employment income 

•  business income 

•  investment income 

•  rental income 

•  capital gains 

•  any other income not within the above categories. 

There are numerous exemptions, of which the most important are the exemptions 

from tax on gains from the sale of securities. The exemptions apply to sales of all 

securities acquired on or before 31 December 2007 if held for more than six months. 

For securities acquired on or after 1 January 2008, the exemption conditions became 

stricter and the exemption only applies if the securities are held for more than six 

months and do not represent more than 5 percent of registered capital and voting 

rights for 24 months preceding the sale. If these conditions are not met, the gains 

on the sale of the securities are tax-exempt after exceeding a holding period of fi ve 

years. Gains on holding shares in a limited liability company are also tax-exempt if 

held for fi ve years.

Gains from the sale of non-business real estate are exempt if the property has been 

held by the taxpayer for at least fi ve years prior to the sale. Gains from the sale of

a dwelling are also exempt if the dwelling was used as the taxpayer’s main residence 

for at least two years prior to the sale. If the dwelling was used for less than two 

years, the exemption applies if the gains are used for the taxpayer’s housing in the 

future. 

The income of individuals is subject to a fl at rate tax of 15 percent. The tax on 

employment income is calculated on the “super-gross” salary, which is the gross 

salary increased by social security and health insurance contributions payable by 
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the employer. Foreign employment income that is taxable in the Czech Republic is 

increased by deemed contributions of 34 percent regardless of the amount of social 

security and health insurance contributions actually paid. Thus, the effective tax rate 

is not 15 percent but a higher rate depending on the income level. 

Dividends and other income are taxed separately and are subject to 15 percent 

withholding tax at source. 

Foreign source investment income should be included in the tax base and is subject 

to a fl at tax rate of 15 percent. 

Rental income may be reduced by actual expenses or by an optional lump-sum 

deduction equal to 30 percent of the gross income. 

Employees are subject to tax on income in all forms, whether in cash or in kind. 

In particular, benefi ts, such as the provision of a car which is available for private use, 

are taxable. 

It is not possible to deduct an employee’s social security and health insurance 

contributions from the tax base. However, items such as mortgage interest, 

payments for supplementary pension insurance with state support, private life 

insurance premiums, and donations can be deducted if certain conditions are met. 

There is little provision for private pension schemes in the Czech Republic. 

As a result, contributions paid by the employer are, with restricted exceptions, 

taxable benefi ts. 

Similarly, there are no special provisions dealing with employee share option 

schemes, so that gains realised on the exercise of an option are regarded as taxable 

income. It is generally accepted, however, that no gain arises on the grant of an 

option. 

The salaries of employees of Czech persons or registered branches of foreign 

persons are subject to deduction of tax at source on a monthly basis, with annual 

reconciliations. It is also possible to second expatriate staff through a permanent 

establishment of a foreign employer that, although taxable, is not registered in the 

Commercial Register. In such a case, there is no liability to withhold tax. Instead, the 

employees themselves are liable to make tax returns and pay the tax, normally in 

quarterly instalments. 
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There is a further possible tax treatment of employees of foreign companies – the 

“deemed employer” rule which is essentially an anti-avoidance provision. The rule 

may apply where employees of a foreign employer work in the Czech Republic 

under the control of a Czech person which pays a fee to the foreign employer for 

their services. In such a case, the Czech person is regarded as the employer for tax 

purposes and has to account for the employees’ income tax. In practice, this rule is 

rarely applied to employees of bona fi de foreign investors, unless they choose to use 

it as an alternative to the permanent establishment described above. 

Resident and non-resident individuals may claim a basic personal tax allowance of 

CZK 23,640. Various other credits are granted to a resident, such as a tax credit of 

CZK 24,840 for a spouse living in the taxpayer’s household if the spouse’s annual 

income does not exceed CZK 68,000 and CZK 11,604 for a dependent child. These 

are also granted to non-residents if at least 90 percent of their income comes from 

sources in the Czech Republic. 

Social security contributions, where payable, amount to 45 percent of an employee’s 

salary. This consists of an employee’s contribution of 11 percent and an employer’s 

contribution of 34 percent, made up as follows: 

The maximum annual assessment base (social security and health insurance cap) 

for 2011 is CZK 1,781,280. Social security and health insurance contributions must 

be paid on a monthly basis until the aggregate of the monthly assessment base 

exceeds the maximum annual assessment base. Upon achieving this limit, the 

employer should stop paying social security and health insurance contributions. 

The assessment base is very similar to the tax base. 

If an employee changes employer during the calendar year, a new “cap” of 

CZK 1,781,280 will apply to the employee’s new salary, but if the aggregate of 

the assessment bases exceeds the maximum, the health insurance and social 

security authorities will return to the employee, upon request, any excess employee 

contributions. 

Employer (%) Employee (%)

Pension  21.50  6.50

Sickness insurance  2.30  0.00

Unemployment insurance  1.20  0.00

Health insurance  9.00  4.50

 34.00  11.00
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Foreign persons under local employment contracts are subject to Czech social 

security. If a foreign person is employed by a non-Czech employer and there is 

a social security treaty between the Czech Republic and the country of the employer, 

he or she is subject to Czech social security unless under the terms of the treaty 

they can remain in the social security system of the home state. From 1 May 2004, 

the authorities take the view that expatriate employees of EU employers are subject 

to Czech social security based on the EU social security rules. In practice this means 

that expatriates are liable to Czech contributions, unless they remain in their home 

state system under the EU rules. 

International tax issues 
Companies having their “seat” in the Czech Republic are subject to Czech tax on 

their worldwide income. The company’s seat is defi ned as the registered offi ce or 

where the place of the effective management of the company is. Such companies 

are referred to as Czech residents. 

Other companies (non-residents) are only subject to tax on their Czech source 

income, subject to the provisions of any double taxation treaties. 

Foreign source income of Czech resident companies is generally taxable in the 

Czech Republic, subject to the provisions of any double taxation treaties. The income 

of foreign branches or permanent establishments of Czech residents is included in 

taxable profi t. Dividends from foreign companies are a separate source of income 

which is taxable at a special rate, currently 15 percent, unless the Parent-Subsidiary 

Directive applies. 

Under certain double taxation treaties, however, the foreign income of Czech 

residents is exempt from Czech tax. In such cases, expenses related to that income 

are not tax-deductible. Credit for foreign taxes on income that is also subject to 

Czech tax is only available if there is a double taxation agreement with the other 

state. Otherwise, the foreign tax can only be treated as an expense. 

The main types of Czech source income for non-residents are: 

• income of a permanent establishment in the Czech Republic 

• income from dependent activity (employment) performed in the Czech Republic 

• income from services performed in the Czech Republic 

• income from the sale or use of real estate situated in the Czech Republic 

• income from performance and sporting activities in the Czech Republic 

• royalties, dividends and other profi t distributions, interest, and lease rentals 

• lottery and gambling winnings in the Czech Republic 

• alimony and pensions arising in the Czech Republic 
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• income arising from a reduction of share capital 

• income from payment of a receivable acquired by assignment 

• penalties from contractual relationships 

•  income from transfer of shares in Czech resident companies, which is not 

tax-exempt under domestic legislation.

These tax liabilities are to some extent mitigated by tax treaties, where applicable. 

In particular, where there is a treaty: 

• income from services can usually be taxed only if the service provider has 

a permanent establishment in the Czech Republic

• income from employment can usually be taxed only if the employee is employed 

by a Czech company or a Czech permanent establishment of a foreign company, 

or if he or she spends more than 183 days in the Czech Republic. 

Income liable to tax is generally subject to withholding taxes, for example: 

• dividends – 15 percent 

• royalties (normally including lease rentals) – 15 percent 

• services provided in the Czech Republic – 15 percent 

• activities of entertainers and sportspersons – 15 percent. 

Withholding tax is a fi nal tax that is generally reduced by double taxation treaties. 

Residents of other EU and EEA countries can fi le a tax return in respect of other 

types of income (e.g. interest, royalties, freelance work) subject to withholding tax 

and claim a deduction for any related expenses (this does not apply for withholding 

tax from dividends). In such a case, the withholding tax is considered an advance 

payment. This may result in a reduction in the tax burden as withholding tax is 

calculated on a gross basis.

The EU Parent-Subsidiary Directive has been implemented in the Czech Republic 

which means that dividends paid by a Czech subsidiary to a parent company that 

is tax resident in an EU member state may be exempt from withholding tax. These 

provisions also apply to dividends paid between Czech companies and dividends paid 

to Swiss, Norwegian and Icelandic corporate shareholders. 

The EU Interest and Royalties Directive has also been implemented in the Czech 

Republic, but the Czech Republic has been granted derogation until 2011 in respect 

of royalties. As a result, interest and royalties paid to associated companies resident 

in the EU, Switzerland, Norway and Iceland are generally exempt from withholding 

tax (subject to advance clearance procedures). 
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The Czech Republic has implemented the EU Savings Directive, which allows the 

provision of information about interest paid by Czech fi nancial institutions to 

non-residents. 

Other types of income paid to non-EU or non-EEA residents, notably from permanent 

establishments, real estate and sales of securities, etc., are subject to withholding 

tax which is not the fi nal tax, but is a prepayment in respect of the ultimate tax 

liability. This tax is generally levied at the rate of 10 percent (1 percent for sales of 

securities or payments for receivables purchased from third parties), but may be 

reduced by prior negotiation with the tax authorities. 

The Czech Republic’s numerous Double Taxation Treaties are listed below:

No.

Country of 

residence of 

recipient

Effective 

date

Dividends 

(%)

Lower rate 

on dividends 

(min. percent 

holding) (%)

Interest 

(%)

Royalties 

(%)

1. Albania 1. 1. 1997 15 5 [25] 5/01 10

2. Armenia 1. 1. 2010 10 - 10/58/01 10/52

3. Australia 1. 1. 1996 15 5 [20] 10/01 10

4. Austria 1. 1. 2008 10 0 [10] 0 5/02

5. Azerbaijan 1. 1. 2007 8 - 101 10

6. Belgium 1. 1. 2001 15 5 [25] 10/01 5/5EQ/04

7. Belarus 1. 1. 1999 10 - 5/01 10

8.
Bosnia and 
Herzegovina

1. 1. 2011 5 - 0 10/02

9. Brazil 1. 1. 1991 15 - 15/10/01 25TM/15

10. Bulgaria 1. 1. 2000 10 - 10 10

11. Canada 1. 1. 2003 15 5 [10] 10/01 10

12. China 1. 1. 1988 10 - 10/01 10

13. Croatia 1. 1. 2001 5 - 0 10

14. Cyprus 1. 1. 2010 5 0 [10] 0 10/02

15. Denmark 1. 1. 1983 15 - 0 5/02

16. Egypt 1. 1. 1996 15 5 [25] 15/01 15

17. Estonia 1. 1. 1996 15 5 [25] 10/01 10
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No.

Country of 

residence of 

recipient

Effective 

date

Dividends 

(%)

Lower rate 

on dividends 

(min. percent 

holding) (%)

Interest 

(%)

Royalties 

(%)

18. Ethiopia 1. 1. 20097 10 - 10/01 10

19. Finland 1. 1. 1996 15 5 [25] 0 10/5OL/1FL/02

20. France 1. 1. 1975 10 0 [25] 0 10/5EQ/02

21. Georgia 1. 1. 2008 10 5 [25] 8/01 10/5EQ/02

22. Germany 1. 1. 1984 15 5 [25] 0 5

23. Greece 1. 1. 1990 15 - 10/01 10/02

24. Hungary 1. 1. 1995 15 5 [25] 0 10

25. Iceland 1. 1. 2001 15 5 [25] 0 10

26. India 1. 1. 2000 10 - 10/01 10

27. Indonesia 1. 1. 1997 15 10 [20] 12.5/01 12.5

28. Ireland 1. 1. 1997 15 5 [25] 0 10

29. Israel 1. 1. 1995 15 5 [15] 10/01 5

30. Italy 1. 1. 1985 15 - 0 5/02

31. Japan 1. 1. 1979 15 10 [25] 10/01 10/02

32. Jordan 1. 1. 2008 10 - 10/01 10

33. Kazakhstan 1. 1. 2000 10 - 10/01 10

34. Kuwait 1. 1. 2005 5 - 0 10

35. Latvia 1. 1. 1996 15 5 [25] 10/01 10

36. Lebanon 1. 1. 2001 5 - 0 5EQ/10

37. Lithuania 1. 1. 1996 15 5 [25] 10/01 10

38. Luxembourg 1. 1. 1993 15 5 [25] 0 10/02

39. Macedonia 1. 1. 2003 15 5 [25] 0 10

40. Malaysia 1. 1. 1999 10 - 12/01 12

41. Malta 1. 1. 1998 5 - 0 5

42. Mexico 1. 1. 2003 10 - 10/01 10

43. Moldova 1. 1. 2001 15 5 [25] 5 10

44. Mongolia 1. 1. 1999 10 - 10/01 10

45. Morocco 1. 1. 2007 10 - 101 10

46. Netherlands 1. 1. 1975 10 0[25] 0 5

47. New Zealand 1. 1. 2009 15 - 101 10
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No.

Country of 

residence of 

recipient

Effective 

date

Dividends 

(%)

Lower rate 

on dividends 

(min. percent 

holding) (%)

Interest 

(%)

Royalties 

(%)

48. Nigeria 1. 1. 1991 15 12.5 [10] 15/01 15

49. Norway 1. 1. 1980 15 0 [10] 0 5/02

50.
People’s Republic 

of Korea
1. 1. 2006 10 - 10/01 10

51. Philippines 1. 1. 2004 15 10 [10] 10/01 10/155

52. Poland 1. 1. 1994 10 5 [20] 10/01 5

53. Portugal 1. 1. 1998 15 10 [25] 10/01 10

54. Romania 1. 1. 1995 10 - 7/01 10

55. Russia 1. 1. 1998 10 - 0 10

56.
Serbia and 

Montenegro
1. 1. 2006 10 - 10/01 10/52

57. Singapore 1. 1. 1999 5 - 0 10

58. Slovakia 1. 1. 2004 15 5 [10] 0 10/02

59. Slovenia 1. 1. 1999 15 5 [25] 5/01 10

60. South Africa 1. 3. 1998 15 5 [25] 0 10

61. South Korea 3. 3. 1995 10 5 [25] 10/01 10/02

62. Spain 1. 1. 1982 15 5 [25] 0 53/02/55

63. Sri Lanka 1. 1. 1979 15 - 10/01 10/02

64. Sweden 1. 1. 1981 10 0 [25] 0 5/02

65. Switzerland 1.12. 1996 15 5 [25] 0 5 SPEC

66.
Syrian Arab 

Republic
1. 1. 2010 10 - 10/01 12

67. Tajikistan 1. 1. 2008 5 - 7/01 10

68. Thailand 1. 1. 1996 10 - 10/01 15/103/52/155

69. Tunisia 1. 1. 1992 15 10 [25] 12/01 153/52

70. Turkey 1. 1. 20041 10 - 10/01 10

71. Ukraine 1. 1. 2000 15 5 [25] 5/01 10

72.
United Arab 

Emirates
1. 1. 1998 5 0 [25]6 0 10

73.
United 

Kingdom
1. 1. 1992 15 5 [25] 0 10/02
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No.

Country of 

residence of 

recipient

Effective 

date

Dividends 

(%)

Lower rate 

on dividends 

(min. percent 

holding) (%)

Interest 

(%)

Royalties 

(%)

74. United States 1. 1. 1994 15 5 [10] 0 10/02

75. Uzbekistan 1. 1. 2001 10 - 5/01 10

76. Venezuela 1. 1. 1998 10 5 [15] 10/01 12

77. Vietnam 1. 1. 1999 10 - 10/01 10

Notes: 
1 Exemption for certain government loans or investments 
2 Cultural royalties    
3 Industrial licence fees
4  Cultural royalties are exempt as of 1 January 2004 (a 10 percent rate was applied from 1 January 2001 

to 31 December 2003)
5 Royalties arising from any copyright of cinematographic fi lms and fi lms or tapes for television or radio broadcasting
6 The recipient of dividends is a government or company which is at least 25 percent government-owned 
7 For Ethiopia – effective date 8 July 2008
8 Exemption for interest on bank loans and credits 
TM Trademark royalties only    
FL Financial lease    
OL Operating lease    
EQ Royalties for using equipment
SPEC  5 percent withholding tax under Article 2 of the Protocol to the Czech-Swiss Double Taxation Treaty

Benefi cial ownership concept 
A number of double taxation treaties concluded by the Czech Republic expressly limit 

their benefi ts to benefi cial owners of income. 

In situations where an investor in the Czech Republic is a foreign entity or a trust that 

is tax transparent under its own tax laws, the Czech Republic will generally honour its 

transparency for the application of the Income Taxes Act and double taxation treaties. 

The income paid from the Czech investment will normally be treated as the income 

of the ultimate benefi cial owner of the investment via the transparent entity. 

Tax administration 
Tax administration is mainly governed by the Tax Code with specifi c procedures 

provided by other acts. The Tax Code has replaced the Administration of Taxes Act 

from 2011 and has introduced a wide range of changes, such as:

• different deadlines for tax assessments

• penalties for late fi ling of tax returns

•  limitation on fi ling additional tax returns showing a lower tax liability or a higher 

tax loss

• new rules for tax audits.
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All Czech resident companies, limited partnerships, and permanent establishments 

of non-resident companies must fi le tax returns. This does not apply to general 

partnerships where the partners declare their share of the partnership profi ts. 

All individuals with a monthly taxable income exceeding CZK 15,000 must fi le tax 

returns unless the income is tax exempt or subject to withholding tax. This means 

that, in general, employees of Czech companies or branches of foreign entities are 

not required to fi le returns unless they have other taxable income. Anyone who 

claims a tax loss must fi le a return. 

The deadline for submission of a tax return is three months from the end of the 

taxable period. For all taxpayers, with the exception of legal entities that have 

adopted a non-calendar year-end, the taxable period is the calendar year, and the tax 

return deadline is therefore 31 March. This deadline is extended by a further three 

months if:

•  the taxpayer is subject to a statutory audit, or 

•  the taxpayer engages a registered tax advisor to submit the tax return on its 

behalf. 

Except for withholding tax, income tax is collected during the year by a system of 

prepayments based on the previous year’s liability. The fi nal deadline for settling the 

liability is the same as for the submission of the return. The tax is treated as paid 

when it is received by the tax authority.

The tax authority has the power to carry out tax inspections in order to establish or 

examine the tax base or other circumstances decisive for the correct determination 

of the tax liability. 

Tax may not be assessed or additionally assessed after three years have elapsed 

from the deadline for fi ling the ordinary tax return. However, the deadline for 

assessment of addition tax may be extended to a maximum of 10 years under certain

circumstances, such as fi ling an additional tax return or a tax audit taking place. 

The Tax Code also introduces different rules for the deadline for tax assessment in 

the event of some tax-related crimes. In such a case, additional tax may be assessed 

regardless of the fact that the period for tax assessment has fi nished.

Where a taxpayer has declared a loss, the period in which a tax audit may be carried 

out is extended by the period during which the loss may be utilised. Since losses 

may be carried forward for up to fi ve years, if the extended deadlines apply, an audit 

could be carried out up to 15 years after the tax return is due. 
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If an appeal is lodged against an assessment, the payment of any additional tax is 

deferred until the payment order is legally effective, but interest continues to be 

calculated on the outstanding amount.

Interest on overdue tax is assessed at the CNB Repo rate plus 14 percent starting 

on the fi fth working day following the due date for the fi rst fi ve years; no interest 

accrues after this date. Where additional tax is assessed by the tax authorities, 

a penalty of 20 percent of the additional tax will be levied. If a VAT refund is reduced, 

the penalty is 20 percent of the reduction. If the tax loss is reduced, 1 percent of the 

reduction is payable as a penalty. If the taxpayer corrects the tax base in an additional 

tax return, only interest on overdue tax will be payable. 
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Value Added Tax 
The Czech Value Added Tax Act is based on the general principles of EC Directive 

2006/112. 

VAT is generally due on any supply of goods or services made by taxable persons 

within the scope of their business activities for a consideration where the place of 

supply is in the Czech Republic. However, certain transactions carried out for no 

consideration, such as provision of certain business gifts or a private use of business 

assets, are also subject to VAT. 

The following transactions are subject to Czech VAT: 

• delivery of goods and transfer of immovable assets whose place of supply is 

in the Czech Republic 

• provision of services whose place of supply is in the Czech Republic 

• intra-Community acquisitions of goods whose place of supply is in the Czech 

Republic 

• import of goods to the Czech Republic. 

Generally, goods acquired from VAT payers in other EU member states by 

a person who is registered for Czech VAT are subject to Czech VAT. VAT should be 

self-assessed by the individual/entity acquiring the goods. If the goods are supplied 

by a supplier from another EU member state, a “deemed” intra-Community 

Acquisition of goods must be declared by the acquirer. Subject to the general VAT 

principles, the individual/entity acquiring the goods can deduct the related input VAT 

in the same VAT return. 

The import of goods from outside the EU is subject to Czech VAT which is payable 

by the importer. If the importer is registered for Czech VAT, import VAT should be 

declared using the standard VAT return. Subject to the general principles for VAT 

deduction (see below), the importer can deduct the import VAT in the same VAT 

return. 

From 1 January 2010, the following rules for determining the place of supply 

of services are applicable:

•  the place where the service recipient has registered its offi ce or place 

of business, if the recipient is an entity liable to tax (B2B services) 

Chapter 6 

Indirect taxes



70    Investment in the Czech Republic

•  if the recipient is from a third country (outside the EU) and is registered for VAT 

in the Czech Republic, the above rule applies only if the service is consumed 

outside the Czech Republic; for services consumed in the Czech Republic, the 

place of taxable supply is in the Czech Republic

•  the place where the service provider has its registered offi ce, if the recipient is 

a person not liable to tax (B2C services).

There are a number of exceptions to the above general rule, the most important of 

which are:

•  services connected with immovable property: the place of supply is in the state 

where the property is located

•  entrance fees for health, culture, sport, science, education, entertainment events, 

trade fairs, etc.: the place of supply is in the state where the event takes place

•  transport of passengers: the place of supply is in the state where the transport is 

provided

•  catering and restaurant services: the place of supply is in the state where the 

service is provided

•  short-term lease of a means of transport: the place of supply is in the state where 

the vehicle is handed over

•  special conditions are set for a number of services if they are provided to persons 

not liable to tax.

VAT Registration 
If an entity/individual has a registered offi ce, place of business or VAT establishment 

in the Czech Republic, it is treated as a Czech entity for VAT purposes. A Czech 

entity making taxable supplies in the Czech Republic that exceed the VAT registration 

threshold of CZK 1 million in 12 consecutive calendar months is required to register 

and account for Czech VAT. 

Even if the registration threshold is not exceeded, Czech entities can still choose 

voluntarily to register for VAT. 

Foreign and EU entities/individuals without a registered offi ce or place of business 

in the Czech Republic are obliged to register for Czech VAT if they make a taxable 

supply in the Czech Republic on which they have to account for VAT, provided that 

the reverse-charge principle cannot be applied. This applies specifi cally to local 

supplies of goods, and the provision of certain services to individuals/entities not 

registered for VAT in the Czech Republic. There is no VAT registration threshold for 

such individuals/entities, which means that VAT registration is obligatory if a Czech 

taxable supply of any value is made. Non-Czech entities are not obliged to appoint 

a fi scal representative in the Czech Republic. 
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Permanent establishments of foreign and EU entities in the Czech Republic must 

register for VAT upon establishment. 

A non-Czech entity can avoid registering for Czech VAT if the obligation to account 

for the VAT due can be transferred to a Czech customer, provided that the customer 

is registered for VAT, or if any simplifi cation can be applied. Simplifi cation procedures 

have been specifi cally implemented in the following areas: 

•  triangulation supplies

•  call-off stock sales 

•  supply and installation of goods. 

As these provisions and a number of other supply categories are subject to particular 

requirements, non-Czech suppliers should check carefully whether they comply with 

them. 

A group of related parties with a registered offi ce or place of business in the Czech 

Republic can register as a single VAT payer. 

Format of VAT registration number 
The format of a Czech VAT registration number is as follows: CZ1234567890 

(the number of digits may vary). 

Reporting requirements 

VAT returns 

If the annual turnover of a Czech entity/individual is higher than CZK 10 million, VAT 

returns must be submitted on a monthly basis. If the annual turnover is lower than 

CZK 2 million, VAT returns must be submitted quarterly. If the turnover is between 

CZK 2 million and CZK 10 million, the taxable person can choose whether to fi le 

monthly or quarterly VAT returns.

Non-Czech entities that do not have a permanent establishment in the Czech 

Republic may only fi le VAT returns quarterly, i.e. monthly fi ling is not allowed. 

VAT returns must be submitted by the 25th day of the month following the tax 

period, even if no tax liability arises. VAT must be paid by the due date for submitting 

the VAT return. The date the liability is considered settled is the date when the 

payment is credited to the bank account of the tax authority.
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If there is an excess of input VAT, the VAT refund is paid to the VAT payer within 

30 days of the deadline for submitting the VAT return without any need to request 

the refund. If a tax audit is initiated before the VAT is refunded, the time limit is 

extended. In such cases, the VAT will be refunded within 30 days of the audit being 

fi nalised. 

EC Sales Lists 

An EC Sales List (“ESL”) must be completed if a VAT registered business: 

1.  supplies goods from the Czech Republic to another EU member state to 

a person registered for VAT in another EU member state, or 

2.  moves its own goods from the Czech Republic to another EU member state, or 

3.  acts as the intermediary in a triangular transaction between VAT registered 

traders in other EU member states, or

4.  provides a service to a customer established in another EU member state 

where the place of taxable supply is and where the customer is established, 

if the supply is not exempt from VAT (general rule).

The EC Sales List should be submitted electronically on a monthly basis within 

25 days of the end of the month in which the supply takes place. Quarterly VAT 

payers, who provide only services as described in point 4 above, may submit EC 

Sales Lists on a quarterly basis. 

Intrastat declarations 

VAT registered businesses that dispatch goods to or receive goods from other 

EU member states that exceed the relevant annual thresholds (CZK 8 million for 

dispatches or CZK 8 million for goods received) must complete and fi le an Intrastat 

declaration. 

Intrastat declarations are submitted on a monthly basis by the 12th working day 

of the month following the month for which the declaration is fi led. Intrastat 

declarations must be submitted electronically. A penalty of up to CZK 1 million may 

be imposed for failing to submit the Intrastat declaration. 

VAT rates 
The standard rate of VAT, which applies to most taxable supplies, is 20 percent. 

In addition, there is a reduced rate of 10 percent, which applies to a number of goods 

and services including: 

•  construction services in respect of residential buildings and fl ats intended for 

social housing (a specifi c defi nition of fl ats and houses intended for social housing 

applies) 

•  reconstruction and repairs of residential buildings and fl ats 
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•  sewerage services and water supplies

•  health and social services 

•  public transport services 

•  food products

•  books, brochures, newspapers and magazines, where advertisements do not 

exceed 50 percent of the contents, picture books, and books for children 

•  certain health products and services and aids for the disabled

 •  fi rewood. 

The VAT payer can request the tax administrator for information about the correct 

VAT rate to be used in a specifi c case. 

Exempt (zero-rated) supplies 
The supplies mentioned below are generally exempt from VAT but the supplier has 

the right to deduct any related input VAT. 

Intra-Community supplies of goods 

If goods are sold to a customer registered for VAT in another EU member state, 

and the sale involves the transfer of the goods from the Czech Republic (either

by the supplier or the customer) to another EU member state, the supply is 

a zero-rated (exempt with credit) intra-Community supply. The supplier should obtain 

the customer’s VAT number and include it on the invoice. Documentation verifying 

the removal of the goods from the Czech Republic should be obtained for tax audit 

purposes. 

If goods are sold and delivered to a customer who is not registered for VAT in 

another EU member state, Czech VAT should be accounted for unless the “distance 

selling“ threshold in the destination EU member state is exceeded. Once the limit is 

exceeded, the supplier may have to register for VAT in the other member state. 

Export of goods 

The export of goods to customers outside the EU can be zero-rated, provided that 

the following conditions are met: 

•  the goods are released under the customs procedures of export, outward 

processing or transit, or the goods are released under a customs-approved 

treatment of re-export of goods from the EU customs territory, or the goods are 

placed in a customs-free warehouse or zone in the Czech Republic

•  transport is arranged either by the Czech exporter or by a third party authorised by 

the exporter, or



74    Investment in the Czech Republic

•  transport is arranged by the customer (if the customer does not have a registered 

offi ce, place of business or permanent establishment in the Czech Republic), or 

by a third party authorised by the customer. 

As proof of export of the goods, the VAT payer should be able to provide an offi cial 

document from the customs authority confi rming the export of goods to a third 

country or the placement of goods into a customs-free warehouse or zone in the 

Czech Republic. 

Exempt supplies 
The items listed below are exempt from VAT: 

•  insurance services 

•  fi nancial services

•  postal services 

•  betting, gaming and lotteries 

•  education

•  health and welfare services 

•  TV and radio broadcasting 

•  certain other supplies of goods and services specifi ed by the Value Added Tax Act 

•  transfers of land (excluding land for development) 

•  transfers (including fi nance leases) of immovable property (buildings, fl ats and 

non-residential premises) three years after the fi rst approval for use was issued 

by the building authorities or the fi rst use of the property (whichever is earlier) 

•  lease of land and buildings (apart from the short-term lease of buildings, the lease 

of parking spaces and the lease of safe deposit boxes). 

The taxpayer may opt to charge VAT on the rent of land and buildings to other 

entities/individuals registered for VAT. 

Recovery of input VAT 
A Czech VAT payer is entitled to recover input VAT in respect of taxable supplies from 

another VAT payer or in respect of imported goods, if they are used for its business 

activity. 

Full recovery of input VAT 

A VAT payer is only entitled to recover all input VAT on taxable supplies in respect of: 

• taxable supplies liable to Czech output VAT 

• zero-rated (exempt with credit) supplies, such as the dispatch of goods to other 

EU member states and the export of goods to third countries 
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• supplies with a place of supply outside the Czech Republic, as long as the input 

VAT would have been recoverable if they had been made within the Czech 

Republic 

• certain exempt supplies to which the right to deduct VAT does not apply if 

they are supplied to a non-EU entity/individual (non-EU) that does not carry out 

business activity in the Czech Republic, or if the supplies are directly linked to the 

export of goods 

• certain non-VATable supplies specifi ed in Czech VAT law (e.g. sale of an enterprise 

or supply of advertising material). 

A VAT payer must prove its right to recover VAT through an invoice (VAT document). 

The Value Added Tax Act contains a detailed description of the required content of 

invoices. 

The VAT payer can recover input VAT from local supplies in the VAT return for the 

taxable period in which the tax document (invoice) was received. However, input VAT 

cannot be recovered more than three years after the end of the tax period in which 

the taxable supply was made.

No recovery of input VAT 

A VAT payer is generally not entitled to recover input VAT on: 

• taxable supplies used to make VAT-exempt supplies, such as fi nancial services, 

insurance, lease of real estate, education, health services, etc., except where 

certain fi nancial services are provided to non-EU residents 

• taxable supplies used for representation (entertainment) to the extent that they 

are not tax-deductible for income tax purposes. 

Partial recovery of input VAT 

A VAT payer is entitled to partial VAT recovery in respect of inputs related to both 

types of supplies, i.e. those qualifying for full recovery of input VAT and those not 

qualifying for recovery. The recoverable amount is based on the ratio of VATable 

supplies to total supplies. 

With regard to fi xed assets, a VAT payer is obliged to amend the input VAT claim 

if the purpose for which the asset is used (full/partial/no deduction of input VAT) 

changes during the fi ve years following the year of acquisition. 

VAT refunds for foreign persons 

The Czech Republic has implemented the general provisions of the EU 9th and 13th 

Directives in respect of VAT refunds for entities registered for VAT purposes in other 

EU member states or non-EU businesses. 
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The conditions for a Czech VAT refund for an EU entity are as follows.

 

• The entity is established and registered for VAT in another EU member state. 

• During the period for which the VAT claim is submitted, the claimant did not have 

a registered offi ce, place of business or permanent establishment in the Czech 

Republic, and did not make any supplies in the Czech Republic, except for zero-

rated or reverse-charge supplies (e.g. imports of goods, exempt supplies to which 

the right to deduct VAT does not apply, provision of transport, services directly 

related to the export of goods, and supplies subject to the reverse charge). 

• The goods or services were purchased in the Czech Republic for the purpose of 

the claimant’s business. 

A VAT refund can be claimed on the same conditions that apply to a Czech VAT payer. 

Therefore, a refund cannot be claimed on goods and services for which input VAT 

cannot normally be recovered. 

The VAT refund should be claimed electronically in the state where the entity/

individual has a registered offi ce or place of business. The application must be 

submitted by 30 September of the year following the year in which the VAT was 

incurred. 

The application for the VAT refund must be: 

• in Czech 

• supported by electronic copies of tax documents issued by a Czech VAT payer, 

proving the supply of goods or services; this does not apply to supplies not 

exceeding EUR 250 in the case of hydrocarbon fuels, or EUR 1,000 in the case 

of the other goods or services

• accompanied by a written declaration (in Czech) that the applicant has not 

supplied goods or provided services in the Czech Republic (apart from the 

exceptions referred to above), and

• accompanied by additional documentation, such as offi cial confi rmation of the 

claimant’s bank accounts, etc.

If the conditions are met and the application is submitted with the requisite 

documents, the VAT should be refunded within four months from submission of the 

application and resolution of any queries raised by the related tax authority. If the tax 

authority requests any additional data, it should issue the decision within six to eight 

months from submission of the application. However, as the system has changed 

from the beginning of 2010, it is not known whether the tax authorities will meet this 

deadline in practice. 



Investment in the Czech Republic    77

A VAT refund can normally be claimed only if the period covered by the refund is 

at least three months, but less than or equal to a calendar year, and the amount 

involved is at least EUR 400. 

A refund of less than EUR 400 may be claimed if it relates to the entire calendar year, 

and the amount claimed is at least EUR 50. 

Non-EU businesses can claim refunds of Czech VAT by submitting a written 

application to the Tax Authority for Prague 1. A refund cannot be claimed for 

VAT on telecommunication charges, fuel, taxi services, entertainment, travel or 

accommodation. However, as refunds are only made on the basis of reciprocity, they 

can only be claimed by businesses based in Macedonia, Norway and Switzerland. 

The application must be:

• in Czech

• supported by original tax documents issued by a Czech VAT payer, proving 

the supply of goods or services for supplies (simplifi ed tax documents are not 

accepted)

• accompanied by a confi rmation that the applicant is registered for VAT in the third 

country, issued by the tax authority in the state where the registration is made

• accompanied by a declaration that the applicant has not supplied goods or 

provided services in the Czech Republic (apart from the exceptions referred to 

above) 

• accompanied by additional documentation, such as an offi cial confi rmation of the 

claimant’s bank accounts, etc. 

A refund of less than CZK 7,000 may be claimed if it relates to the entire calendar 

year and the amount claimed is at least CZK 1,000. 

Amendment of the Value Added Tax Act effective
from 1 April 2011
In addition, the amendment of the Value Added Tax Act effective from 1 April 2011, 

implemented the following:

• VAT refund for uncollectible receivables (bad debts) – VAT refund should be 

possible from certain receivables after maturity where the debtor is under 

bankruptcy proceedings

• reverse charge mechanism for certain local taxable supplies – initially this 

should concern supplies of gold, scrap metal and waste, and trading in emission 

allowances, and later supplies of construction and assembly work (from 2012) 

• customer liability for VAT payment – the liability should apply where the supplier 

intentionally failed to pay the VAT, and the customer knew or should have known 
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about this fact. The liability should also apply where the price for the received 

taxable supply is clearly different from an arm’s length price, without a business 

justifi cation. In such cases, the tax authority may demand the VAT payment from 

customer.

Customs duties 

The Czech Republic has been a member of the European Union since 1 May 2004, 

and customs matters are therefore governed by EU law. 

The Czech Republic has an inward processing regime (IPR), which effectively allows 

a Czech manufacturer to import, process and export goods exempt of customs duty 

and VAT. 

The IPR takes two forms: 

1. the “drawback system”, under which imported components are released for 

free circulation; this entails the payment of customs duty and VAT on import; 

the customs duty is subsequently repaid (and the VAT recovered in the same 

way as any Czech input VAT) if the imported goods are exported from the 

Czech Republic in the form of upgraded products, or 

2. the “suspension system”, under which imported components destined for 

export from the Czech Republic in the form of upgraded products are, from 

the beginning, exempt from customs duty and VAT. 

In both cases, the importer of records is the manufacturer to whom the material 

is released. Ownership of the goods is irrelevant. Under the IPR, Czech materials 

can be added to processed foreign components. The application of the IPR must 

be negotiated with the local customs authority. Given the complexity of the regime, 

each case should be carefully analysed to ensure the optimum customs and VAT 

treatment. 

Excise duties 
Excise duty is payable on hydrocarbon fuels and lubricants, wine, spirits, beer, and 

tobacco products. Excise duties are fi xed at a set amount per unit for each group of 

products. 

The Act on Excise Duty implements the EU rules governing the production of excise 

goods and their release into free circulation. They must generally be produced in 

a tax warehouse. Once removed from the tax warehouse, they must be released 

into free circulation and excise duty must be paid, or they can be transported 

under a suspension exemption to a licensed trader in another EU member state, 

or to another tax warehouse. They can also be exported outside the EU under the 
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suspension system. Excise duty is paid upon termination of the suspension regime. 

A licensed trader cannot store or sell the products under the suspension system and 

is obliged to pay excise duty upon receipt of the goods. 

Excise duty is administered by the customs authority. 

Energy taxes 
Energy taxes include tax on natural gas and other gases, electricity and solid fuels. 

Only supplies of such products delivered within the Czech Republic are subject to 

tax. These taxes were introduced in order to implement EC Directives 2003/96/EC 

and 2004/74/EC. 

The tax rates are: 

An exemption from energy tax may be claimed for energy used in metallurgical or 

mineralogical processes. Metallurgical processes involve the heated processing 

of ores or concentrates, and the production of basic metals and metallurgical 

products classifi ed under DJ 27 in the NACE nomenclature. Mineralogical processes 

involve the production of other non-metal mineral products classifi ed under DI 26 

in the NACE nomenclature. As a result, numerous activities of metallurgical plants 

and metal processors, producers of mineral insulation materials, glassworks and 

producers of building materials are exempt. 

In order to claim the exemption, approval must be obtained from the customs 

authority. 

Traders in electricity, gas or solid fuels may also purchase these products excluding 

the tax, but prior approval of the customs authority is necessary. 

Electricity or raw materials used in the production of energy are tax-exempt as long 

as they are not used as motor or heating fuel. Examples of such purposes include: 

• chemical reduction processes in blast furnaces (solid fuels) 

• electrolytic processes (electricity) 

• electricity production (natural gas, other gases, solid fuels) 

• combined production of electricity and heat, using generators with a minimum 

effi ciency level, provided that the heat is supplied to households (natural gas, 

other gases, solid fuels) 

Natural gas and other gases 
for engines, from CZK 0 to CZK 264.80/MWh; for other 

purposes CZK 30.60/MWh

Solid fuels CZK 8.50 per gigajoule, gross calorifi c value

Electricity CZK 28.30/MWh
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• coke production (solid fuels)

• technological purposes necessary for the production of electricity or for the 

combined production of heat and electricity (electricity) 

• technological purposes necessary for maintaining the ability to produce electricity 

or combined heat and electricity production (electricity) 

• cover of the losses of a transfer or distribution network (electricity) 

• operation of railways, including transportation of persons and freight by tramways 

and trolleybuses 

• fuel used for navigation within the Czech Republic, except by private recreational 

boats (natural gas, other gases and solid fuels) 

• technological purposes in a business producing solid fuels (solid fuels). 

In addition, supplies of natural gas and certain other gases are tax-exempt if they are 

used for the production of heat for households and heating facilities. Electricity is 

also tax-exempt if it is generated from renewable sources. No approval is required to 

claim the tax exemption in these cases. 

Real estate tax 
Real estate tax is payable by the owners of immovable property situated in the Czech 

Republic. Different rates apply to undeveloped land, agricultural land and buildings. 

The property tax on buildings used for business purposes is based on the area of the 

buildings, using the rates below: 

An additional charge of CZK 0.75 per square metre is levied for each storey (above 

the ground fl oor) of a building. 

Real estate tax on agricultural land is 0.75 percent of the deemed value. Special rates 

apply for forests, lakes and ponds. 

For other types of land, the tax is based on the area, and the rate is CZK 1 per square 

metre for building plots and CZK 0.20 per square metre in other cases. 

CZK/m2

Residential and agricultural 2

Industrial 10

Other business 10
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The rates are multiplied by a coeffi cient ranging from 1 to 5 depending on the 

location of the property. In addition, the tax can be increased by another coeffi cient, 

varying from 2 to 5, based on the decision of the relevant municipality. 

Real estate tax is deductible for corporate income tax purposes. 

Real estate transfer tax 
A transfer tax of three percent of the higher of the purchase price or the appraised 

value is payable by the seller on all sales of land and buildings and other immovable 

assets. A special return must be submitted, and the tax must be paid within 

30 days of registering the sale. Where the seller does not pay the tax, the liability

is transferred to the buyer. The tax is deductible for corporate income tax purposes. 

Inheritance and gift tax 
Inheritance tax is payable by deceased persons’ heirs who are not spouses or close 

relations. Subject to certain exemptions, if the deceased person was a Czech citizen 

with permanent residence in the Czech Republic, the tax is charged on the net value 

of all assets (except real estate abroad). Otherwise, it is charged only on assets in 

the Czech Republic. 

Gift tax is charged on the gratuitous acquisition of property by a company or a person 

who is not a qualifying spouse or close relation. The taxpayer is normally the donee, 

but if the donor is a Czech resident and the donee is not, the tax is payable by the 

donor. 

The gift tax rates are: 

For inheritance tax, the rates are reduced by 50 percent.

Value (CZK) Rate

up to 1 million 7%

1-2 million 9%

2-5 million 12%

5-7 million 15%

7-10 million 18%

10-20 million 21%

20-30 million 25%

30-40 million 30%

40-50 million 35%

over 50 million 40%
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Local banking system 

The Czech National Bank (CNB) is the central bank of the Czech Republic. Its function 

is to determine monetary policy, issue banknotes and mint coins, and to manage the 

circulation of notes and coins, the payment system, and settlement between banks. 

For more details, see www.cnb.cz. 

The CNB also co-ordinates supervision of the Czech fi nancial market, which includes 

the banking sector, capital market, insurance and pension funds sector, credit 

institutions, the foreign exchange market and electronic money institutions. 

To supervise the market effectively, the CNB lays down rules safeguarding the 

stability of the fi nancial market. It systematically carries out regulation, examinations 

and assessments and, where appropriate, issues penalties for non-compliance with 

these rules. 

The responsibility for preparing primary legislation for the fi nancial market sector lies 

mainly with the Ministry of Finance, and the CNB assists in this process. 

As an EU member, the Czech Republic has the obligation to adopt Directives issued 

by the European Community. They are concerned  with the stability of the European 

fi nancial market and are thus focused on measuring risks more accurately, improving 

internal control systems, and on increased transparency and customer protection. 

On the other hand, introducing such changes may also mean increased costs or 

uncertainty for fi nancial institutions (Basel II and MiFID). 

The licensing of banks or branches of banks (from countries outside the European 

Economic Area) and some matters connected with mergers, transfer of assets to 

partners, etc., are fully within the responsibilities of the CNB. 

A foreign bank can enter the Czech banking sector in the following four ways: 

• as a new company, with up to 100 percent foreign ownership 

• by acquiring an equity stake in an existing commercial bank 

• by establishing a branch of the parent bank, with a banking licence 

• by establishing a branch of the parent bank, based on the banking licence of the 

parent bank (applicable to banks with a registered offi ce in the European Union), 

the “single banking licence principle”. 

Chapter 7 

Banking and fi nance
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Before it grants a banking licence, the Czech National Bank requires: 

• a minimum registered capital of CZK 500 million (not applicable to a branch), 

which is fully paid up (the CZK 500 million minimum must take the form of 

monetary investments)

• a detailed business plan based on a comprehensive economic analysis 

• information about the founders, and the amount, structure and source of equity 

capital

• a detailed description of related parties of the bank

• details of the registered offi ce of the bank in the Czech Republic

• information about the scope of the bank’s intended activities, and

• information regarding the organisation and management of the bank, and its 

internal control system. 

Foreign-owned banks have the same rights and obligations as Czech banks. 

The above requirements must therefore be fulfi lled in connection with setting 

up a branch offi ce of a foreign bank. In addition, the branch offi ce must obtain 

approval from the regulatory body of the parent bank in the home state. 

Branches operating under the single banking licence principle must fulfi l the 

following requirements: 

• the parent bank must hold at least 90 percent of the voting rights and registered 

capital of the branch 

• activities intended to be carried out in the local market by the branch must also be 

carried out in the domestic market of the parent bank 

• the local branch must be included within the scope of the consolidated 

supervision of the parent bank, for regulatory supervision purposes 

• the parent bank must jointly and severally guarantee the commitments entered 

into by the branch, and

• the parent bank must satisfy the home supervisory authority requirements 

regarding the prudent management of the branch. 

A bank wishing to establish a branch in a host state must notify the supervisory 

authority of the home state and provide it with information regarding activities, 

organisational structure and addresses. Within three months of the receipt of 

such information, the home state supervisory authority will notify the host state 

supervisory authority of the bank’s intention, unless the supervisory authority of the 

home state has reason to doubt the adequacy of the administrative structure and 

fi nancial situation of the bank.

Within two months of the information being received, the supervisory authority 

of the host state will prepare for the supervision of the bank. The branch may 
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commence its activities in the host state upon receipt of the information about the 

host state’s legal provisions applying to the branch’s activities in the host state or if 

the two months have elapsed without such information being received. 

As at 30 September 2010, there were 41 banks (foreign branches included) offering 

banking services to clients in the Czech Republic. 33 banks were controlled by 

foreign investors and eight were controlled by domestic owners. In addition, in that 

year a group of four large banks (banks with total assets greater than CZK 200 billion) 

played a predominant role in the banking sector. As at 30 September 2010, their 

share of total assets equalled 58.3 percent. The banking sector remained profi table 

in 2010. As at 30 September 2010, net profi t totalled CZK 44 billion (for the whole of 

2009 it was CZK 60 billion). 

Figure 2: Net profi t of Czech banking sector, in billions of Czech crowns18

From December 2008, the Deposit Insurance Fund (the “Fund”) provided insurance 

protection for 100 percent of deposits, including interest accrued, up to a maximum 

balance of EUR 50,000 per client at a single bank. Since 31 December 2010 the 

deposit limit at a single bank covered with 100 percent protection has risen to 

EUR 100,000. Bank deposit claims, foreign banks, fi nancial institutions, health 

insurance companies and state funds are not insured. All banks and branches 

of foreign banks (excluding branches of parent banks participating in the deposit 

insurance scheme in the parent country) are obliged to participate in the scheme 

and to contribute to the Fund, to the extent specifi ed in the Act on Banking. 

18 Czech National Bank 
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The quarterly contribution of a bank to the Fund is 0.04 percent of the average 

volume of insured deposit claims for the previous year, including interest accrued. 

In addition, a Central Credit Register has also been established to decrease the credit 

risk of the banks. The Register is an information system that pools information on the 

credit commitments of individual entrepreneurs and legal entities, and facilitates the 

effi cient exchange of such information between those who provide details of debtors 

listed in the Register. 

The Czech National Bank issued a decree on prudential rules for banks, credit 

unions and investment fi rms in 2007. It introduced the principles of Basel II into 

Czech banking regulations. Banks in the Czech Republic are required to maintain 

a capital adequacy ratio of 8 percent. The Act on Financial Conglomerates tightens 

up prudential rules, mainly capital requirements for fi nancially-related groups that 

meet the defi nition of fi nancial conglomerates. 

Prague Stock Exchange 
The Prague Stock Exchange (PSE) began trading in April 1993. Currently it is possible 

to trade on the regulated Main and Free markets, which are both regulated by the 

PSE and, from December 2008 onwards, the non-regulated Multilateral Trading 

Facility market. The basic criteria for trading on each market are as follows.

 

• Only companies that offer at least 25 percent of their share capital to the 

public within the EU, have existed for at least three years and whose market 

capitalisation of issued shares is at least EUR 1 million for shares or EUR 200,000 

for bonds are allowed to trade on the Main Market. The main obligation is, 

however, the issuer’s obligation to make its fi nancial information publicly available

on a regular basis. The issuer also must prepare its audited fi nancial statements 

according to IFRS. 

• Companies that apply for trading on the regulated Free Market do not have to 

fulfi l criteria in terms of public trading of their shares, nor existence, nor market 

capitalisation. However, they are required to meet information requirements, such 

as preparation of IFRS fi nancial statements. The PSE also organises trading on 

a special market for investment instruments other than securities (e.g. futures 

and emission rights).   

• For companies that apply for trading on the non-regulated Multilateral Trading 

Facility market, the basic information requirements are much less strict in 

comparison to the regulated markets, i.e. preparation of IFRS fi nancial statements 

is not required, and fi nancial information is submitted on an annual basis only.
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Exchange deals are cleared by the Securities Centre. Trading and exchange trading 

licences are issued by the CNB. In July 2010, the Central Securities Depository 

Prague took over the records of securities maintained by the Securities Centre. 

The securities kept in the Central Securities Depository Prague are maintained on 

the accounts of holders or customer accounts; such holders or owners continue to 

maintain the asset accounts of their clients. The activity of the Central Depository is 

regulated by the Czech National Bank.

In 2004 a complex regulatory framework for the capital markets was introduced, the 

Act on Capital Markets. This act defi nes investment instruments and investment 

services, as well as the capital adequacy requirements for brokers, who are required 

to maintain a capital adequacy ratio of 8 percent. The calculation of the capital 

adequacy ratio is similar to the ratio calculation for banks. 

The Czech National Bank issued a decree on prudential rules on providing investment 

services for securities traders in 2008. This decree introduced the principles of MiFID 

into Czech regulations. 

The Act on Business Activities on the Capital Market allowed trading off-exchange, 

primarily for small shareholders, until 2008. The main off-exchange market in the 

Czech Republic was the RM System. It formerly matched buyers and sellers, either 

through on-line trading or through intermediaries located throughout the Czech 

Republic.

In compliance with the implementation of MiFID requirements in local legislation 

and the relevant amendment of the Act on Business Activities on the Capital Market,

the RM System was transformed into the PSE as of 1 December 2008. As a result,

a securities trading on the RM System is allowed for individual investors or 

shareholders, primarily through licensed intermediary brokers.

 

In the RM System both the security and the related cash consideration must be 

delivered on the trade date. 

The regulatory and reporting requirements for companies listed on the RM System 

are also less stringent than for companies listed on the PSE. For more details, see: 

www.rmsystem.cz.

The main index of the Prague Stock Exchange – called the PX Index – closed on 

30 September 2010 at 1.132 points (30 September 2009: 1.157 points) and dropped 

year-on-year by 2.2 percent. The overall trade volume of stocks for nine months 

in 2010 reached CZK 295,951 million (2009: CZK 463,859 million). The market 
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capitalisation of the stock increased from CZK 1,091,731 million as at 31 December 

2009 to CZK 1,296,835 million as at 30 September 2010. Market capitalisation 

increased by 18.7 percent compared to the end of 2009. During 2010 there were 

only two IPOs on the Main Market of the PSE (Fortuna and KIT Digital). 

Figure 3: Movement in the PX index during 201019 

Foreign exchange 
The Act on Foreign Exchange, as amended in July 2009, fully implemented the 

obligations that the Czech Republic accepted under international agreements that 

have a substantial infl uence on the free movement of capital and payments. 

The Czech Republic has concluded many agreements with other countries on 

the promotion and reciprocal protection of investments. 

If granted a foreign exchange licence, a bank may trade freely in foreign currencies 

and is not subject to foreign exchange regulations. 

The Act on Foreign Exchange allows: 

• a resident without a foreign exchange permit to undertake contractual obligations 

towards a non-resident and to fulfi l the resulting commitments in either Czech 

or foreign currency 

• a resident to acquire foreign currency or other rights denominated in foreign 

currency, to acquire property abroad and to export and import Czech and foreign 

currency, and 

19 Prague Stock Exchange 
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• a non-resident to purchase foreign currency or other rights denominated in 

foreign currency in exchange for Czech currency or vice versa, to acquire real 

estate (subject to restrictions) and to import and export Czech and foreign 

currency. 

The above general clauses are restricted by certain qualifi cations. Usually the 

exchanges are subject to the duty to notify the CNB. 

The role of foreign exchange regulation as an important means of preventing 

or detecting money laundering is constantly growing. 

The Czech crown fl uctuated signifi cantly in comparison to the US dollar. The volatility 

of the Czech currency was higher mainly during the second quarter of 2010. 

Figure 4: Value of the Czech crown during 2010 (CZK/EUR and CZK/USD)20 

Repatriation of capital and profi t 
The Czech currency is allowed to fl oat freely, and is convertible outside the Czech 

Republic. Czech companies may freely repatriate both current year profi ts and 

retained earnings in whatever currency they desire. However, they should follow the 

minimum capital requirements imposed by the CNB. Branches of foreign banks do 

not have such limitations, as the capital is raised and monitored centrally. 

20Czech National Bank  
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The following types of payments from a Czech company to its foreign parent may be 

transferred abroad freely, subject to the appropriate withholding taxes: 

• dividends 

• interest 

• charges for intangible property (e.g. royalties and know-how fees) 

• management fees 

• liquidation balance. 
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General 
The Czech Republic has a skilled and educated labour force, and the literacy rate is 

above 98 percent. 

Employment law is governed by the Labour Code and numerous government 

decrees. Where an employee from another EU member state is sent by an employer 

to work in the Czech Republic as part of the transnational provision of services, the 

Czech Labour Code regulations shall apply to:

• maximum working hours and the minimum length of rest periods

• the minimum annual leave entitlement 

• the minimum wage and overtime rates 

• occupational safety and health 

• working conditions for pregnant employees

• working conditions for female employees and adolescent employees

• equal treatment of male and female employees 

• prohibition of discrimination, and

• conditions of work with regard to employment agencies. 

However, the Czech Labour Code shall not apply if the provisions of the home EU 

country legislation are more advantageous for the employee. 

The maximum working week is 40 hours. The standard working week is Monday to 

Friday from 8am to 4.30pm, although manufacturing companies may start earlier. 

The retirement age for individuals born before 1936 is 60 for men and 53-57 

for women depending on the number of children raised. The retirement age for 

individuals born between 1936-68 will gradually be raised to 65 years for men and 

childless women, 62-64 for mothers depending on the number of children raised. 

The retirement age of individuals born after 1968 shall be 65 for men, childless 

women and mothers with one child and 62-64 for mothers with two or more 

children. 

Chapter 8 

Employment policy
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Employment contracts 
Employers are required to conclude written employment contracts with their 

employees. Employers must inform employees about their rights and duties, and the 

salary resulting from the contract. The contract must describe the type of work, the 

date that the employee will commence work, and where the work will be performed. 

Trial periods cannot be longer than three months and must be agreed in writing. 

Employment contracts are valid for an indefi nite period unless explicitly stated in 

a contract. A fi xed-term employment contract may be concluded for up to two years. 

These rules do not apply to fi xed-term employment contracts concluded between 

employment agencies and their employees concerning work to be carried out for 

another employer. Employment contracts with an agency must be concluded in 

writing. Employees can only be assigned to work for another employer with their 

written consent, entitling the other employer to organise and inspect the employee’s 

work. 

An employee may have more than one employment contract concurrently. The rights 

and duties ensuing from each are unrelated. 

An employment contract concluded for an indefi nite period or fi xed term may be 

terminated as follows: 

• by agreement 

• by notice 

• by immediate cancellation

• by cancellation during the trial period.

A fi xed-term employment contract also terminates on the expiry of the agreed 

period. Cancellation by agreement must be made in writing. 

The employer or the employee may cancel a contract by giving written notice. 

The notice period commences on the fi rst day of the calendar month following the 

date on which the notice was delivered to the other party. The notice period for 

the employer and the employee is at least two months, and the employee can give 

notice without stating a reason. 

When the employer terminates an employment contract, it must be for one of the 

following reasons: 

a) the employer (or a department of the employer) is being liquidated or is 

ceasing to carry on business 

b) the employer (or part of the company or organisation) is relocating 
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c) organisational changes 

d) the employee is not able to work for long-term health reasons 

e) the employee is not suffi ciently qualifi ed 

f) serious disciplinary breaches by the employee. 

Where an employment contract is terminated for any of the reasons under letters 

a) to c), the employer is obliged to pay the employee a minimum of three months’ 

severance pay. 

Specifi c termination conditions apply in respect of disabled persons, pregnant 

women and employees caring for minors. Specifi c termination conditions, severance 

pay and other conditions may also be included in a collective agreement if in force. 

Compensation for redundancy is legally set at a minimum of three months average 

salary. In practice, the amount varies depending on the company, whether collective 

agreements have been concluded, etc. 

During the trial period, the employment contract may be cancelled by either side for 

any reason or without any reason being given. Cancellation must be in writing and 

delivered at least three days before the termination date. 

Mass layoffs 
If an employer terminates employment relationships with a certain number of 

employees as defi ned in the Labour Code, for the specifi c reasons set out above 

under a) to c), within a period of 30 calendar days, this is considered a mass layoff. 

A two-month notice period applies for mass layoffs. However, the employment 

relationship of an employee who is affected by a mass layoff shall not be terminated 

earlier than 30 consecutive days after the day the employer sent a report on the fi nal 

decision on the layoffs to the local labour offi ce (see below), unless the employee 

does not insist on extension of the termination period. 

At least 30 days before termination notices are issued, the employer must inform 

the trade union or work council in writing and hold negotiations with either of these 

bodies to mitigate the scope and effects of the redundancies. If there is no union 

or work council, the employer must take the same steps in relation to all affected 

employees. At the same time, the employer must also inform the local labour offi ce 

of the redundancies in writing. 

The employer must submit a report on the fi nal decision of the redundancies to 

the labour offi ce. It must contain the results of negotiations with the union or work 

council and the fi nal number and arrangement of the redundancies. 
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Trade unions 
Trade unions engage in collective bargaining at a national level. A Tripartite Council, 

including representatives from trade unions, employers and the government, meets 

annually to discuss labour issues. 

Employment confi rmation 
Employers have a duty to provide proof of employment (potvrzení o zaměstnání) to 

all employees, or their new employer, upon termination of an employment contract. 

It must contain information regarding the duration of employment, social security and 

health insurance contributions paid, the employee’s obligations to the company, and 

details of the employee’s annual salary for the employment period. 

Where an employee requests the employer to provide him or her with a reference 

(pracovní posudek), the employer is obliged to provide it within a period of 15 days, 

but not earlier than two months before the end of the employee’s employment. 

Holidays 
An employee is entitled to holiday pay if the employment contract lasts for at least 

60 continuous days during a calendar year. Where the contract lasts for less than 

a year, one-twelfth of the annual holiday is accrued for each calendar month of 

continuous employment with the same employer. 

The minimum holiday period is four weeks per annum, unless increased by 

a collective bargaining agreement or internal regulations. State employees are 

entitled to fi ve weeks per annum. Holiday pay is calculated on the basis of an 

employee’s average monthly salary.

Social security and health insurance 
There are two major schemes to which both the employee and the employer 

contribute: social security and health insurance. 

Payments from the social security insurance system typically include: 

• pensions 

• cash benefi ts: 

a) sick leave 

b) benefi t for a family member’s health treatment 

c) parental benefi ts 

d) social benefi ts

e) death benefi ts 

f) maternity benefi ts. 
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During the 1990s, corporate transactions became a feature of the Czech legal 

environment, making it possible for entrepreneurs and business persons to expand 

or restructure their business activities in the Czech Republic. This was a hugely 

important development, particularly in relation to its accession to the EU, as a result 

of which the Czech Republic is obliged to implement the legal regulations of the 

EU, including those allowing cross-border mergers. The process of mergers and 

acquisitions itself is primarily regulated by the Commercial Code, the Act on Takeover 

Bids, the Act on Transformations of Business Companies and Co-operatives, 

accounting and tax laws, anti-monopoly regulations, and a number of special 

regulations applicable to specifi c sectors, such as banking, insurance and other 

fi nancial services. 

Privatisation 
A number of enterprises in sectors such as electricity and transport are awaiting 

privatisation by sale to strategic investors. The privatisation process is initiated by 

a government decision. All transactions are subsequently carried out by the relevant 

ministry, generally through a tender. 

Ownership of real estate 
The fi ve-year transition period agreed by the Czech Republic upon EU accession 

ended on 1 May 2009. The real estate market was therefore completely liberalised, 

opening up to individuals and companies from other EU states. Currently, only 

acquisitions of agricultural land and forests continue to be regulated for the 

remainder of the seven-year transitional period, with the possibility of a three-year 

extension. 

Foreign individuals who are EU citizens gained the freedom to directly acquire real 

estate. With a few exceptions, non-EU citizens cannot acquire real estate freely. 

The freedom of foreign individuals, including EU citizens, is also restricted in respect 

of acquiring farmland and forest. 

Foreign corporations registered in the EU are entitled to acquire real estate 

in the Czech Republic, with the exception of agricultural land and forests. 

Non-EU registered corporations may purchase real estate only if they have a branch 

incorporated in the Czech Republic. However, the restrictions concerning non-EU 

citizens and corporations are interpreted by lawyers in different ways.

Chapter 9 

Corporate transactions
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Acquisition and disposal of Czech legal entities 

Foreign private and legal entities are permitted to own a business or hold shares 

in companies, and they can acquire and sell up to 100 percent of the share capital 

of a limited liability or joint-stock company. Likewise, they can also participate in 

companies with other legal forms, but the transfer of an ownership interest in 

a limited liability company must be recorded in the Commercial Register. 

The acquisition of shares in a joint-stock company is not restricted, although the 

shares of certain joint-stock companies are registered with the Central Register 

of Securities (i.e. shares that do not exist in paper form but whose details and 

ownership is recorded). The ownership of such shares changes when the acquisition 

is recorded in the Central Register. In respect of shares traded on the regulated 

securities market (Prague Stock Exchange and RM System) in the Czech Republic or 

another EU member state, the acquirer is obliged to notify the company (the issuer) 

and the Czech National Bank (the supervisory body of the capital market) if its share 

of the company’s voting rights exceeds a certain level. In addition, if a shareholder 

acquires a minimum of 30 percent of voting rights and actually controls the company, 

it is obliged to bid for the shares of the remaining shareholders. 

Purchase of an enterprise 

An acquisition can also be made by purchasing an enterprise or part of it, in which 

the buyer acquires all rights, assets and liabilities connected with running the 

business. The sale and purchase agreement associated with the acquisition must 

be approved by the general meeting or shareholders of the company before the 

transaction is signed. 

Contribution to a company 
Another way of securing a share in a business is by making a fi nancial or 

a non-monetary contribution, where the general meeting of the company must 

decide on a new share issue. The increase is registered at the commercial court. 

In the case of a non-monetary contribution, an independent valuation of the 

investment must be submitted by an independent expert, with some exceptions. 

If the company statutory body so decides, a valuation can also be submitted by an 

independent and generally accepted expert.   

Transformation of a company (merger, transfer of assets 
to a shareholder, demerger and change of legal form) 
In Czech legislation, mergers come under the category of “transformation 

of a business”, which also includes the demerger of the company, transfer of 

assets to a shareholder or any change in the company’s legal form. Transformation 

of a business is possible even if the company is in liquidation or insolvency 

proceedings. The transformation can be undertaken as a national or cross-border 
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transaction with legal entities registered in other EU or European Economic Area 

countries. If a company has the legal form of a European Company (Societas 

Europaea), business transformations can also involve foreign companies. 

Probably the most frequent form of transformation is merger by acquisition: one of 

the companies carries on its activities and the other ceases to exist, and its assets 

and liabilities are transferred to the successor company. Another option is merger 

by the formation of a new company: all of the original companies cease to exist, 

and their assets are transferred to a new successor company. 

From a fi nancial point of view, an important issue is the tax losses carried forward 

in respect of wound up companies. Under the legislation valid prior to 1 May 2004, 

these losses could not be transferred to the successor company. However, following 

the Czech Republic’s accession to the EU, tax losses can now be carried forward. 

The earliest taxation period for which losses can be carried forward is the period 

when the Accession Treaty between the Czech Republic and the EU came into force 

(i.e. on 1 May 2004). Losses assessed in previous taxable periods cannot be carried 

forward. 

Mergers are carried out on the basis of merger projects, which must be approved 

in advance by general meetings. Share exchange ratios and other possible 

arrangements after the merger are key factors in merger projects. The merger 

becomes legally effective on the date it is recorded in the Commercial Register. 

However, from a tax and accounting point of view, the companies are considered 

a single entity as of the merger date, which precedes all necessary steps and 

decisions in relation to the merger. In some cases, subject to the agreement of all 

shareholders or partners, the merger procedure can be signifi cantly simplifi ed. 

A new option has been created for mergers of joint-stock companies, allowing the 

voluntary buyout of the other shares if the successor company owns more than 

90 percent of the merging company’s registered capital. Should the legal status 

of shareholders of any participating company be worsened as a result of the merger, 

the successor company has an obligation to buy out these shareholders under 

certain circumstances. 

Companies with a different legal status can also merge, and the merger may involve 

more than two entities. 

A number of special regulations apply to cross-border mergers. An important 

condition is that the merger procedure must be regulated in the same way as in the 

legal systems of the countries in which the participating companies are registered. 

The preparatory phase of the cross-border merger is carried out in accordance with 
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the laws to which each of the participating companies is subject, and the completion 

process is governed by the laws of the country where the successor company has 

its registered offi ce. 

The transfer of assets to a shareholder is a legal form of company transformation, 

where the shareholder owning more than 90 percent of the company’s registered 

capital may transfer the company’s assets to itself, provided it has obtained 

the consent of the general meeting; at the same time it has the duty to fairly 

compensate all other minority shareholders. 

A company can be demerged (divided) through:

a) demerger by the formation of new companies 

b) “demerger by acquisition” 

c) spin-off connected with the formation of new companies 

d) spin-off connected with acquisition, or 

e) a combination of the options mentioned in either a) or b), or in c) and d). 

Upon demerger of the company by the formation of new companies or by 

acquisition, the company being demerged ceases to exist, without liquidation, while 

it does not cease to exist upon demerger by spin-off. 

Czech legislation allows a company to change its legal status, whereby the company 

does not cease to exist, but only changes its internal legal position and structure. 

Public bid for purchase or exchange of participating securities 
issued by a joint-stock company 

If someone (entity or individual) intends to make an offer to more than 

100 shareholders or the volume of requested securities exceeds 1 percent of the 

issue, the offer must be made in the form of a public bid. If the public bid is required 

by law, the offer must correspond to the value of the participating securities. If the 

securities are traded on the regulated market, the bidder must submit an offer and 

provide evidence to the Czech National Bank that the consideration is adequate. 

Takeover bids 

Voluntary takeover bids 

For joint-stock companies traded on the regulated market, an investor can make 

a public offer to the shareholders if the bid allows it to gain control over the company. 

The bid is binding for no less than four weeks. If it is binding for more than 

10 weeks, the investor shall notify the shareholders two weeks before the period 

expires. All shareholders must be treated equally; the statutory bodies of the target 
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company shall maintain neutrality and are obliged to inform trade unions or other 

employee representatives. A new breakthrough rule has been introduced, whereby 

the restriction regarding the transferability of listed securities may be broken during 

the takeover bid period. During the bid’s validity period the bidder can increase the 

consideration or prolong the validity. In addition, another person may make a counter 

bid during the validity period of the fi rst bid. Takeover bids may be published only 

with the prior consent of the Czech National Bank. 

The Act on Takeover Bids also deals with a situation where the target company is 

registered in the Czech Republic but its shares are traded on the foreign regulated 

market, and where the target company has its registered offi ce in a foreign country 

but its shares are traded on the Czech regulated market. 

Obligatory takeover bids 

An investor acquiring a minimum of 30 percent of the voting rights in the target 

company traded on the regulated market and who actually controls the company 

must offer to buy out other shareholders within 30 days of the acquisition 

(“obligatory takeover bids”). The consideration can be provided in cash, shares or 

a combination of both. The minimum consideration must correspond to the highest 

price for which the investor acquired shares in the target company in the 12 months 

before the takeover bid obligation arose. If such a price cannot be determined, the 

minimum consideration must correspond to the weighted average of prices for 

which the shares were traded on the regulated market during the six months before 

the obligation arose. An obligatory takeover bid may be published after its approval 

by the Czech National Bank. 

Right to buy out participation securities (squeeze out) 
A shareholder with participation securities representing more than a 90 percent 

share of the registered capital of a joint-stock company (“major” shareholder) is 

entitled to ask the board of directors to convene the general meeting to decide on 

the transfer of all the other participating securities owned by minority shareholders 

to it (a “squeeze out of minority shareholders”). The general meeting of the company 

approves the squeeze out by paying them adequate compensation on the basis of 

an expert valuation, or another reasonable consideration if a valuation is not required. 

An expert opinion is not required if the target company’s shares are traded on the 

regulated market. In such a case, the justifi cation of the consideration is subject to 

approval by the Czech National Bank. 
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Regulation 
With regard to mergers and acquisitions, the interests of minority shareholders 

are protected because companies are obliged to ensure early notifi cation and, for 

the majority of transactions, the opinion of an independent expert is required to 

determine whether the parameters of the transaction, in particular the price, are fair 

and reasonable. In the Czech Republic, mergers and acquisitions are also regulated 

by special legal measures. For example, for a transaction to come into effect in the 

banking and insurance sector, the appropriate authorities (Czech National Bank and 

the Ministry of Finance) must give their prior consent to a contract on the merger 

or acquisition of a bank or insurance company. 

Mergers and acquisitions also fall within the jurisdiction of the Offi ce for the 

Protection of Competition. Its permission is required if: 

• the aggregate net turnover of the participants in a transaction in the Czech 

Republic for the prior accounting period exceeded CZK 1.5 billion and at least 

two of the merging companies each recorded a net turnover of more than 

CZK 250 million in the Czech Republic for the same period, or 

• one or more of the participants in the transaction had net turnover in the Czech 

Republic of at least CZK 1.5 billion in the previous accounting period and for 

the same period, the worldwide net turnover recorded by the other participant 

exceeded CZK 1.5 billion. 
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Czech government offi ces 

Ministry of Finance of the Czech Republic 

Letenská 15  Tel.: +420 257 041 111 

118 10 Prague 1  Fax: +420 257 042 788 

 www.mfcr.cz 

Ministry of Industry and Trade of the Czech Republic

Na Františku 32  Tel.: +420 224 851 111 

110 15 Prague 1  Fax: +420 224 811 089 

 www.mpo.cz 

Ministry for Regional Development of the Czech Republic 

Staroměstské náměstí 6 Tel.: +420 224 861 111 

110 15 Prague 1 Fax: +420 224 861 333 

 www.mmr.cz 

Czech National Bank 

Na Příkopě 28  Tel.: +420 224 411 111 

115 03 Prague 1  Fax: +420 224 412 404 

 www.cnb.cz 

CzechInvest (Investment and Business Development Agency) 

Štěpánská 15  Tel.: +420 296 342 500 

120 00 Prague 2  Fax: +420 296 342 502 

 www.czechinvest.org 

Financial institutions 

LBBW Bank CZ, a. s. 

Vítězná 1/126  Tel.: +420 233 233 233

150 21 Prague 5  Fax: +420 233 233 299 

 www.lbbw.cz 

Citibank, a. s. 

Bucharova 2641/14   Tel.: +420 233 061 111 

158 02 Prague 5   Fax: +420 233 061 617 

www.citibank.cz 

Appendix 

Useful addresses
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COMMERZBANK AG 

Jugoslávská 1  Tel.: +420 221 193 111 

120 21 Prague 2  Fax: +420 221 193 699 

 www.commerzbank.cz

Česká exportní banka, a. s. 

Vodičkova 34  Tel.: +420 222 841 100 

111 21 Prague 1  Fax: +420 224 226 162 

 www.ceb.cz 

Česká spořitelna, a. s. 

Olbrachtova 1929/62  Tel.: +420 956 711 111 

140 00 Prague 4  www.csas.cz 

 

Československá obchodní banka, a. s. 

Radlická 333/150  Tel.: +420 224 111 111 

150 57 Prague 5  Fax: +420 224 119 511 

 www.csob.cz 

Deutsche Bank Aktiengesellschaft Filiale Prag 

Jungmannova 34/750  Tel.: +420 221 191 111 

110 00 Prague 1 Fax: +420 221 191 411 

 www.db.com/czechrepublic 

GE Money Bank, a. s. 

Vyskočilova 1422/1a  Tel.: +420 224 441 111 

140 28 Prague 4  Fax: +420 224 448 199  

 www.gemoney.cz 

HSBC Bank plc 

Millennium Plaza  Tel.: +420 225 024 555

V Celnici 10   Fax: +420 225 024 550 

117 21 Prague 1  www.hsbc.cz

ING Bank N. V. 

Nádražní 344/25  Tel.: +420 257 473 111  

150 00 Prague 5  Fax: +420 257 473 555 

 www.ing.cz 
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J&T BANKA, a. s. 

Pobřežní 297/14  Tel.: +420 221 710 111 

186 00 Prague 8  Fax: +420 221 710 211 

 www.jtbank.cz 

Komerční banka, a. s. 

Na Příkopě 33  Tel.: +420 800 111 055

114 07 Prague 1  www.kb.cz 

mBank    

Nile House Tel.: +420 844 777 000 

Karolinská 654/2 www.mbank.cz

186 00 Prague 8

Oberbank AG 

I. P. Pavlova 5  Tel.: +420 224 190 135  

120 00 Prague 2 Fax: +420 224 190 138  

 www.oberbank.cz 

PPF banka, a. s. 

Evropská 2690/17 Tel.: +420 224 175 888 

160 41 Prague 6 Fax: +420 224 175 980 

 www.ppfbanka.cz 

Raiffeisenbank, a. s. 

Hvězdova 1716/2b Tel.: +420 225 541 111 

140 78 Prague 4 Fax: +420 225 542 111 

 www.rb.cz 

UniCredit Bank Czech Republic, a. s. 

Na Příkopě 20  Tel.: +420 955 911 111 

111 21 Prague 1  Fax: +420 221 155 540   

 www.unicreditbank.cz 

Volksbank CZ, a. s. 

Na Pankráci 1724/129 Tel.: +420 800 133 444 

140 00 Prague 4  Fax: +420 221 969 951 

 www.volksbank.cz 
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Business organisations 

American Chamber of Commerce in the Czech Republic 

Dušní 10  Tel.: +420 222 329 430 

110 00 Prague 1  Fax: +420 222 329 433 

 www.amcham.cz 

British Chamber of Commerce Czech Republic 

Richtrův dům Tel.: +420 224 835 161 

Malé náměstí 11    Fax: +420 224 835 162

110 00 Prague 1  www.britcham.cz 

   

Canadian Chamber of Commerce in the Czech Republic 

Klimentská 46  Tel./Fax.: +420 225 000 345 

110 02 Prague 1  www.gocanada.cz 

German-Czech Chamber of Industry and Commerce 

Václavské náměstí 795/40  Tel.: +420 224 221 200 

110 00 Prague 1  Fax: +420 224 222 200 

 www.dtihk.cz 

Czech Chamber of Commerce

Freyova 27/82  Tel.: +420 266 721 300 

190 00 Prague 9  Fax: +420 266 721 690 

 www.komora.cz 

Enterprise Ireland 

Tržiště 13  Tel.: +420 257 199 621 

118 00 Prague 1  Fax: +420 257 532 224 

 www.enterprise-ireland.com 

Japan External Trade Organization 

Na Příkopě 1096/19  Tel.: +420 222 312 978  

110 00 Prague 1  Fax: +420 224 813 998 

 www.jetro.go.jp  

Netherlands-Czech Chamber of Commerce 

Zlatý Anděl  Tel.: +420 257 474 740

Nádražní 25  Fax: +420 257 474 744

150 00 Prague 5  www.nlchamber.cz 
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Chamber of Commerce Switzerland – Czech Republic

Budova Lighthouse  Tel.: +420 222 516 614 

Jankovcova 1569/2c  Fax: +420 222 513 685

170 00 Prague 7 www.hst.cz 

Taipei Economic and Cultural Offi ce, Prague, Czech Republic 

Evropská 33c/2590  Tel.: +420 233 320 606  

160 00 Prague 6  Fax: +420 233 326 906  

 www.taiwanembassy.org/cz 

Italian-Czech Chamber of Commerce and Industry 

Čermákova 7  Tel.: +420 222 015 300 

120 00 Prague 2  Fax: +420 222 015 301 

 www.camic.cz 

Joint Czech-Belgium-Luxembourg Chamber of Commerce in the Czech Republic 

Thámova 20  Tel.: +420 221 890 738 

186 00 Prague 8  Fax: +420 221 890 768 

French-Czech Chamber of Commerce 

IBC  Tel.: +420 224 833 090

Pobřežní 3  Fax: +420 224 833 093  

186 00 Prague 8  www.ccft-fcok.cz 

International Chamber of Commerce 

Thunovská 12  Tel./Fax: +420 257 217 744 

118 00 Prague 1 www.icc-cr.cz 

 

Slovak-Czech Chamber of Commerce 

Široká 5  Tel.: +420 777 149 425  

110 00 Prague 1  www.scok.cz 

 

Czech-Arabian Chamber of Commerce 

Freyova 27/82  Tel.: +420 773 131 858 

190 00 Prague 9  www.czaok.cz 

Czech-Polish Chamber of Commerce 

Janáčkova 10  Tel.: +420 596 612 230 

702 00 Ostrava  Fax: +420 596 612 231 

 www.opolsku.cz 
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Czech-Israeli Chamber of Commerce 

Václavské náměstí 802/56  Tel.: +420 224 032 161 

110 00 Prague 1  Fax: +420 224 032 162 

 www.ciok.cz 

Czech-Mongolian Chamber of Commerce 

U Technoplynu 1/1572   Tel.: +420 728 730 395 

198 00 Prague 10 www.cemok.org 

Nordic Chamber of Commerce in the Czech Republic 

Václavské náměstí 51  Tel.: +420 774 123 370 

110 00 Prague 1  Fax: +420 226 015 885 

 www.nordicchamber.cz 

Czech-Morocco Chamber of Commerce 

Václavské náměstí 802/56  Tel.: +420 224 032 519 

110 00 Prague 1 www.cmok.cz

Czech-Portuguese Chamber of cooperation 

Bryksova ul. 720/65  Tel./Fax: +420 281 917 909 

198 00 Prague 9
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