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GENERAL INFORMATION
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HISTORY, POLITICS & GOVERNMENT

The modern Czech Republic (Ceskd republika)
consists of the historical territories of
Bohemia and Moravia, plus a small part

of Silesia. Originally a small duchy around
Prague, under the Pfemyslid dynasty and
their successors, Bohemia became a powerful
state and was elevated to a kingdom in 1212.
Although formally a part of the Holy Roman
Empire from 1002, it was only after the
Battle of Mohacs in 1526 that Bohemia was
integrated into the Habsburg monarchy. It
was the Bohemian revolt, which commenced
with the famous Defenestration of Prague

in 1618, that sparked the Thirty Years' War.
During the 19th century, Bohemia, now part
of the Austro-Hungarian Empire, became
the most industrially advanced region in

the Empire. Increasing nationalist sentiment
culminated in the establishment of the
Czechoslovak Republic (consisting of the
Czech lands and Slovakia) in 1918, following
the collapse of the Empire after its defeat

in World War |. After 1934, Czechoslovakia
remained the only full democracy in Central
and Eastern Europe, but after the Munich
Agreement of 1938, was progressively
occupied and annexed by Nazi Germany
(although a puppet state was established in
Slovakia). After the end of World War Il the
Communist party seized power in a coup
d'état in 1948 and imposed Soviet-style
Communism on the country. The Prague
Spring in 1968, in which a partial liberalisation
of the Communist regime began, led to an
invasion by Warsaw Pact forces in August

1968. In the Velvet Revolution of 1989, the
Communist regime collapsed and democratic
rule was restored. On 1 January 1993,
Czechoslovakia was peacefully divided into
two constituent states — the Czech Republic
and Slovakia. The Czech Republic became

a member of NATO in 1999 and of the
European Union in 2004.

The Czech Republic is a parliamentary
republic, in which the president as head

of state has certain reserved powers. The
president may serve no more than two
consecutive terms. Until 2013, the president
was elected by a joint session of the two
houses of parliament, but in 2013 the first
direct elections were held, in which Milo3
Zeman of the centre-left Party of Civic Rights
(SPOZ) was the winner. Mr Pavel was also
elected President in 2023 for another five-
year term. The head of government is the
prime minister, a post currently held by

Petr Fiala, the leader of the ODS Party.

He was appointed by the President on

28 November 2021.

The Czech Parliament is bicameral. The lower
house, the Chamber of Deputies, consists of
200 members elected every four years from
14 constituencies under the party-list system
of proportional representation. The upper
house, the Senate, is also directly elected

and comprises 81 members, elected for
six-year terms, in thirds every two years, in
single-member constituencies in a two-round
majority system.
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CURRENCY, TIME ZONE, WEIGHTS & MEASURES

The currency of the Czech Republic is the Czech crown, the koruna, ISO symbol CZK. At the time
of writing (February 2024), the koruna was quoted at EUR 1=CZK 25.33 and at USD 1=CZK
23.43. At the beginning of April 2017, the Czech National Bank decided to discontinue the use
of the exchange rate as an additional monetary policy instrument and the koruna exchange rate
now moves according to supply and demand on the foreign exchange market. Experts do not
expect larger exchange rate fluctuations next year.

The Czech Republic uses Central European Time (UTC+1) and in “summer” UTC+2 CEST
(Central European Summer Time). The metric system and the Celsius temperature scale are in use.

Taxes on
business

=@ Personal Other taxes Social security
.J taxation ." contributions
||I

GENERAL ECONOMIC OUTLOOK
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The Czech Republic has been a member of the European Union since 1 May 2004. Since that
day, the Czech market has been entirely open for both existing and new EU Member States.
The Czech Republic does not apply any restrictions on businesses based in the EU area.

Foreign investors especially appreciate the Czech Republic's unique location in Central Europe,
its infrastructure, economic stability, expert knowledge and flexible labour force.

Nevertheless, in connection with the coronavirus pandemic, we expect a global slowdown
in production, which of course will not avoid the Czech Republic.
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ESTABLISHING A BUSINESS PRESENCE
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Foreign investors wishing to establish a business presence in the Czech Republic have a variety of options. The main corporate legal framework is
provided by the Civil Code and the Business Corporations Act, and the primary national legal forms through which business may be conducted in
the Czech Republic are:

e wre | Y| e | R | e
COMPANY PARTNERSHIP & PROPRIETORSHIP
.
JOINT-STOCK Y-t UNLIMITED @'% i
COOPERATIVE v
COMPANY A oA PARTNERSHIP @
All the above legal entities as well as branches and foreign non-EU or non-EEA sole proprietors The most frequent types of businesses are limited liability companies and joint-stock
are required to register in the Czech Commercial Register prior to commencing their companies, which are briefly introduced below.

busi tivity. . . . . . .
UsIness activity Besides the listed national legal forms, business in the Czech Republic may of course be

Establishing a company in the Czech Republic is neither financially demanding nor time- carried out through businesses incorporated via one of the European legal forms, simplifying
consuming. For example, a limited liability company whose business is not subject to specific the execution of any future M&A prospects, notably relocation of seat between two Member
regulatory requirements can be established and can start operating within one month. States. Interestingly, the Czech Republic is home to by far the most Societates Europaeae (SE)
In the case of a sole shareholder, the minimum mandatory registered capital is only CZK 1. among all EU/EEA Member States.
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Limited liability company (s.r.o.)

A limited liability company is one whose registered capital is created by shareholders’

1

contributions. The shareholders are liable for the company’s obligations only up to the amount

of their unpaid contributions as registered in the Commercial Register. Articles of association
are the main corporate document.

O Y T o,

Registered capital

Registered capital must be at least CZK 1 (approximately 3 euro cents), whereas one
member's contribution must be at least CZK 1. Contributions in kind (non-monetary) are
possible. The law also allows the creation of different kinds of shares (with specific rights).
Shares may also be incorporated into certificated registered securities.

Transfer of shares

Shares in a limited liability company are transferable by written share purchase agreements
(the transfer is effective as of the date set in the agreement) with notarised signatures.
Specific limitations for transfer of shares could be introduced in the company’s articles of
association. Shares may be subject to encumbrances, such us pledge or negative pledge.

Shareholders

A limited liability company can be established by a sole founder and there is no limit to the
number of shareholders. Shareholders are registered in the Commercial Register.

Company bodies

Shareholders form a general meeting, which is the supreme body of the company and takes
place at least once a year, no later than within six months of the end of the financial year.
The company is managed by one or more executive officers as the company's statutory
body. Executive officers may act individually or jointly, with the possibility of introducing
very specific conditions that are binding towards third parties. Establishment of a supervisory
board is mostly optional. Executive officers or other members of the company's bodies
must be registered in the Commercial Register. Both individuals and companies may
become executive officers.
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Joint-stock company (a.s.)

A joint-stock company is a company whose registered capital is created by contributions from
shareholders, who are generally not held liable for the company’s obligations. The registered
capital is divided into a certain number of shares. Articles of association are the main
corporate document.

Under the more common dualistic structure, the board of directors is the statutory body of the
company while the supervisory board has a controlling role. Unless stipulated otherwise in the
articles of association, each board has three members. Members of the company's statutory or
supervisory bodies are registered in the Commercial Register. Both individuals and companies
may become members of the elected bodies.

Shareholders

A joint-stock company can also be established by a sole founder and there is no limit on
the number of shareholders. Save for the case of a sole shareholder, shareholders are not
registered in the Commercial Register.

Registered capital

The registered capital of a joint-stock company must be at least CZK 2 million
(approximately EUR 78,800). Contributions in kind (non-monetary) are possible.

Shares

A joint-stock company can issue either registered shares (as certificates or as book-entry
securities) or bearer (which are always book-entry or immobilised) shares. The law allows
different kinds of shares (with specific rights) to be created. Shares may be subject to
encumbrances, such as pledge or negative pledge.

Transfer of shares

Registered shares are transferable by contract, upon endorsement and delivery. For the
transfer of book-entry shares, registration in the Central Securities Depository or one
of the EU-licensed central depositories is required (notably Euroclear and ClearStream,
a subsidiary of the Deutsche Bérse). Specific limitations for transfer of shares could be
introduced in the company's articles of association for registered securities (shares with
restricted transferability). Bearer securities are transferable without the possibility of
limitation.

Company bodies

Shareholders form a general meeting, which is the supreme body of the company

and takes place at least once a year, no later than within six months of the end of the
financial year. A joint-stock company can have a monistic or dualistic structure as regards
statutory and supervisory bodies. Under the monistic structure, the company constitutes
a managing board which ordinarily has three members, although a single-member board
is possible. Under the dualistic structure, the company constitutes a board of directors
and a supervisory board. Members of the company’s statutory or supervisory bodies are
registered in the Commercial Register.
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Unlimited partnership (v.o.s.)

An unlimited partnership is a company in which at least two individuals or legal entities carry
on the business under the same corporate name. Partners guarantee the company’s obligations
jointly with all their assets. The company does not have to create registered capital. All partners
become officers of the company, by default.

Limited partnership (k.s.)

A limited partnership is formed by two or more natural or legal persons. At least one of the
partners must be a limited partner, liable for the company’s liabilities up to the amount of its
unpaid contribution as registered in the Commercial Register. At least one partner must be

a general partner, with unlimited liability for the company's debts. All general partners become
officers of the company, by default.

Registered branch

A foreign company may also establish a registered branch in the Czech Republic. A registered
branch is not an independent legal entity. Any actions by the branch are seen as actions by the
entity registering the branch, e.g. the foreign company. The head of the branch may be a Czech
national or a foreign individual who can act in all matters regarding this branch. The head of the
branch is registered in the Commercial Register.

Registration of a branch is mandatory in certain cases, notably when applying for a business
licence or employing a work-permit holder.

European Company (SE)

A European Company, known formally by its Latin name Societas Europaea (“SE") is able to
operate on a European-wide basis. An SE may be set up in one of four ways: (i) by the merger
of two or more existing joint-stock companies from at least two different EU Member States;
(ii) by the formation of a holding company by companies fulfilling specific conditions; (iii)

by the formation of a subsidiary of companies fulfilling specific conditions; or (iv) by the
transformation of a joint-stock company that has had a subsidiary in another Member State for
at least two years. An SE is a legal entity and its subscribed capital is at least EUR 120,000.

10
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Sole proprietorship

Individuals, including foreigners, can carry out business activities in the Czech Republic in their
own name based on a valid trade licence or other relevant business permit. Non-EU nationals
must adhere to further visa obligations.

Business permits

Every business entity may operate its business activity based on a relevant permit or
authorisation, unless the respective activity does not require a permit (e.g. lease of real estate).
Generally, prior to its registration in the Czech Commercial Register or prior to carrying out

the relevant business activity, a company must obtain a trade licence as specified in the Trade
Licensing Act, authorising it to carry out the respective business activity. The Trade Licensing
Act stipulates several types of trades. Most are so-called free trades where no professional
competence or other specific prerequisites are required.

For specific business activities not covered by the Trade Licensing Act, a special authorisation or
permit may be required (e.g. certain financial services, telecommunications, healthcare, energy, etc.).

Legal entities in the Czech Republic must register their ultimate beneficial owners in the
Register of Beneficial Owners. A beneficial owner is an individual who is able to directly or
indirectly exercise decisive influence in the company or is the ultimate beneficiary of company
distributions.

Non-compliance may lead to potentially severe consequences, including bans on distribution
of profit or holding general meetings and even involuntary wind-up.
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LABOUR RELATIONS & WORKING CONDITIONS
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All employees employed under an employment contract must undergo an initial medical examination before the commencement of
employment. A trial period may be agreed for a maximum of three months (six months for management positions) starting at the commencement
of employment (first day at work). Fixed-term employment is possible for a maximum period of three years and may be extended only twice

(i.e. the fixed-term employment cannot last more than nine years total). Exceptions apply in case of serious operational reasons. Less formal
employment alternatives include agreements to perform work and agreements to complete a job. These can be concluded for seasonal or
part-time work.

Employment can be terminated as follows:

Termination in the trial period, during which both the
AN
% Termination agreement, which must be in written form. employer and the employee can terminate the employment
immediately without stating a reason.

Labour relations are governed by Act

No. 262/2006 Coll., Labour Code, as

amended. Employment arises most
frequently based on written employment

Notice of termination, which must be given in writing and
delivered to the other party. The minimum notice period is
two months and commences on the first day of the month Upon expiry of the agreed Period, if the emp[oyment was

- The. cmplapmegl R following the delivery of notice to the other party. agreed for a definite period. The employment is changed to
must include at least: 214 | Employers can serve notice of termination only for reasons Sy o6 .
E/A set by the Labour Code (e.g. organisational reasons, employment for an indefinite period if the employee, with

performance reasons, breaches of obligations). Employees the employer’s knowledge, continues to work after
can serve notice of termination without stating a reason. the expiry of the agreed period.

The notice period may be prolonged only by an individual

written agreement between the employer and the employee.

THE TYPE OF WORK
‘ Immediate dismissal where both the employer and the . Upon the cancellation of a foreigner's residence permit or
THE PLACE OR PLACES .2?“.. employee may immediately cancel the employment for @ the expiry of their work permit, Employee Card or Blue Card,
OF WORK stipulated reasons. or their deportation.

THE COMMENCEMENT Death of the employee.

OF EMPLOYMENT

Statutory minimum severance pay in case of termination by the employer for organisational reasons is from one to three times the employee's
average monthly earnings, depending on the length of employment. In the case of an accident, occupational disease or threat of occupational
disease, the statutory minimum severance pay amounts to 12 times the employee’s average monthly earnings.

1



@)=-e) g

Vacation

The minimum vacation entitlement is four weeks (20 days at a 40-hour workweek).

Remuneration

The Czech Republic has a mandatory minimum wage. As of 1 January 2024, the minimum
wage is CZK 18,900 (approximately EUR 764) per month or CZK 112.50 per hour.

For overtimes, extra payment of at least 25% of the average earnings applies, unless the
employer agrees with the employee on compensatory leave. It is possible to agree that the
salary will include remuneration for overtime work. For ordinary employees, a maximum of
150 overtime hours per calendar year may be included; for managers, it is 416 overtime hours
per calendar year.

Statutory working hours are 40 hours per week. This may be less under specific circumstances
(e.g. two- or three-shift operation).

Trade unions

The formation of trade unions is regulated by law. A collective bargaining agreement may
only be entered into with a trade union organisation, either for a fixed term or for an indefinite
period, in which case it can be terminated with six months’ notice. Collective bargaining
agreements are rarely effectuated for a whole industry; instead, they usually apply to the
respective employer only.

Strikes are allowed notably, but not exclusively, in support of the negotiation of collective
bargaining agreements.

Employees and employers make social security contributions (see Social security contributlon).

12
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WORK PERMITS, RESIDENCE PERMITS, VISAS, ETC.

The Czech Republic has been part of the Schengen Area since 21 December 2007. This means that Customs checks of goods/persons have been
moved across international borders. As the Czech Republic has no external EU border, all checks are conducted at international airports only.

Employees from the EU, EEA and Switzerland (as well as their family members) do not need work permits. Employees from all other countries
must obtain a work permit and residence permit for employment purposes before commencing work.

The law regulating long-term residency of foreign nationals seeking work in the Czech Republic was simplified in line with EU law. The Green Card
has been replaced by the Employee Card, which is issued by the Ministry of the Interior in relation to specific working positions as determined by
the Ministry. An employee who receives such a card no longer needs to apply individually for a residence permit.Large groups of foreign nationals
may enjoy free access to the Czech labour market, notably family members of EU nationals, Czech-based university graduates, etc., although
further conditions apply.

Foreign nationals may also apply for a Blue Card, which is an integrated residence and work permit. The Blue Card is issued to workers with higher
vocational or university education who have an employment contract for at least one year, for the statutory weekly working hours, and who have
an agreed gross monthly or annual salary amounting to at least 1.5 times the average gross annual salary in the Czech Republic.

INTELLECTUAL PROPERTY

The Czech Republic is a member of the World Intellectual Property Organization (WIPO-Madrid System), European Patent Organisation (EPO),
European Union Intellectual Property Office (EUIPO) and a contracting party of the Agreement on Trade Related Aspects of Intellectual Property
Rights (TRIPS).

The system of legal protection of intellectual/industrial property in the Czech Republic is consistent with the principles of a market economy
and is harmonised with EU law. The designated public body with authority over intellectual property claims in the Czech Republic is the Industrial

Property Office (UPV). Just like in other EU Member States, many IP protection instruments may be registered both nationally and at the EU level.

Trademark registration is a fairly simple process that can be done over the internet.

Intellectual property, trademarks and copyrights are protected in the Czech Republic by law, notably by the Copyright Act, Trademark Act and others.

13
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BANKING & FINANCE

The Czech National Bank (Ceskd ndrodni banka — CNB) is the central bank of the Czech Republic.
The CNB regulates monetary policy, banking supervision and the financial markets.

Securities are traded on the Prague Stock Exchange (Burza cennych papirdi Praha), which was
founded in 1861 but reopened in its present form in 1993. It operates two markets — SPAD for
large and medium investors, and module auctions for smaller investors. The Exchange is owned
by CEESEG Aktiengesellschaft - Wiener Bérse AG. Several other (mostly commodities-focused)
smaller exchanges also operate here.

INCENTIVES TO INVESTMENT

The Czech Republic offers a variety of investment incentives under various conditions, including:

income tax relief exemption from employment subsidies
(see Taxes on business) real estate tax for job creation

h—.

Subsidies from EU Structural Funds may also be available for some projects.

15
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EXCHANGE CONTROLS

The Czech Republic does not operate exchange controls,
so funds may flow freely into and out of the country.
Certain statistical reporting is, however, necessary.

[}
£

training and retraining financial support for the
of employees acquisition of assets.




THE ACCOUNTING AND
AUDIT ENVIRONMENT,
PUBLICATION AND
ARCHIVING




@=e) g

ACCOUNTING REGULATIONS

o)

Czech accounting legislation is largely harmonised with EU law. Nevertheless, the tax and accounting legislation differ considerably.

The contents of financial statements are prescribed by law and must be drawn up according to Czech generally accepted accounting standards.
Czech accounting differs slightly from International Financial Reporting Standards (IFRS). For instance, a leased asset is to be shown in the lessor’s

balance sheet.

Annual financial statements must consist of a balance sheet, income statement and notes to the financial statements. A statement of cash flows
and statement of changes in equity are mandatory for companies that have obligatorily audited financial statements. Annual financial statements
are published in the Commercial Register and must be filed together with the company tax return at the relevant local tax office.

The Act on Accounting defines four categories of accounting units (AU):

Table 1
Micro Small Medium Big
Net assets <9,000 >9,000 < 100,000 >100,000 < 500,000 >500,000
Annual turnover < 18,000 >18,000 < 200,000 >200,000 < 1,000,000 >1,000,000
Average number of <10 >10 <50 >50 < 250 5250

employees

Note: Data related to net assets and turnover are in T CZK.

17
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AUDIT REQUIREMENTS

Micro, Small, Medium and Big accounting units
are those that meet at least two of the above-
stated criteria. A public entity or a selected
entity is always considered to be a Big entity.

In accordance with the Act on Accounting,
financial statements, consolidated financial
statements and annual reports must be audited
by an independent auditor when prepared by:

Under the Czech Accounting Directives and
the Act on Accounting (Zékon o ucetnictvi),
the controlling entity is obliged to prepare
consolidated financial statements when the
group of companies on a consolidated basis
exceeds two of the three following criteria:

CZK 1 00 million ﬁﬁ

» Big and Medium accounting units

» Small accounting units — joint-stock
companies that in the current and previous
accounting period meet at least one of the
following criteria:

CZK 40 million

Q00

net assets 50 employees total net assets WW 50 average
number of employees
CZK 200 million CZK 80 million
turnover per annum
net turnover

The Small group is not obliged to prepare
consolidated financial statements (only in

. » Other Small accounting units that in the
case of public interest).

current and previous accounting period

Companies traded on the stock exchange meet two of the above criteria.

must use IFRS, as modified by EU law. Micro accounting units are not obliged to have

The Accounting Directives and the Act on their financial statements audited.

Accounting regulate not only double-entry
bookkeeping, but also simple accounting for
certain small entities.

A newly established company can even be
audited for the first year depending on the
likelihood that it becomes a Big or

Entities are required to keep accounts in the Medium company.

Czech language. Accounting documents may
be drawn up in a foreign language only if the
condition of comprehensibility is fulfilled.
Entities are required to keep accounts in
Czech crowns. In the case of foreign currency
receivables and liabilities, it is necessary to
use the foreign currency at the same time.

Regardless of the above-defined criteria, the
obligation of any accounting unit to be audited
can issue from another legal regulation

(e.g. under the Act on Transformations).

Financial statements are audited under
International Auditing Standards.

18
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PUBLICATION AND ARCHIVING

Companies must publish annual financial statements in the Collection of Deeds of the Commercial Register. Audited companies publish an annual
report containing financial statements, a report on relations and an auditor’s report.

Accounting documents must be archived for a minimum period of five years up to 30 years depending on the type of document. Regardless of the
archival period, documents related to taxes must be available for the taxable periods where the statute of limitations has not expired yet.

UPCOMING CHANGES IN ACCOUNTING LEGISLATION

The Ministry of Finance has proposed a new Act on Accounting that will result in major changes in the regulation of accounting in the Czech
Republic. Businesses will be directly affected by the following changes:

——ro

extension of the changes to accounting option to repcxt?] adoption of some asset increase in the limits use of IFRS for
obligation to report in for leases and rentals, a function'a?currenc‘y \ and liability valuation for statutory audits, i.e. determining the tax base
accordance with IFRS where leased assets will |- other than CZK g prac’tl‘ces from IFRS, reduction of the number
and extension of the be reported with the ' 2, suchi@s amortised of companies with
possibility of voluntary company that actually : cost (discounting) or statutory audits
conversion to IFRS uses them and not with application of the fair
the owner 5 value model

The effective date of the law will depend on the implementation of all related accounting directives and other changes to related
laws. Initially, the effective date was slated for 1 January 2025, but this timeframe appears to be unrealistic.

19
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> -~ P onnatural gas
and certain other gases

' » on solid fuels
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» on alcohol
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AR

The locally authorised tax office is determined by the company's headquarters or by the residence of the taxpayer. A Specialised Tax Office has nationwide
jurisdiction for large taxpayers making a significant contribution to tax revenue (turnover exceeding CZK 2 billion), banks, credit unions, the investment
funds (if it has legal personality), administrators of the investment funds (unless they have legal personality), pension companies, etc.

The Specialised Tax Office conducts tax audits for taxpayers that it manages itself. A tax audit for a taxpayer managed by one of the other 14 “regular” tax
offices can be conducted by any of these offices.

21
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ers have the right to appeal against decisions of the tax authorities arising from a tax audit and
eading to an increase in their tax liability. Appeals must be made in writing to the authorities within the,
period relevant to the decision (usually 30 days).

Appeals against the determination of tax by the financial office are handled by a single appellate body, the
Appellate Financial Directorate, which is based in Brno. This ensures a centralised and efficient process for
handling tax disputes. Taxpayers who are dissatisfied with the appeal decision may then appeal to the courts.

TAX CODE

Effective from 1 January 2024, Act No. 349/2023 Coll., which amends certain laws in connection with the consolidation of
public budgets (the “consolidation package"), came into effect. This act brought about changes to many laws, but only minor,

- largely technical, changes to the tax code. One of these changes is the option to pay taxes in cash in a foreign currency under
certain precisely defined circumstances, provided it is a currency for which the Czech National Bank declares a foreign exchange
arket rate.

NGES TO EU REGULATIONS

ry 2024, the tax portal of the Czech Tax Administration (the “MOJE dané&” portal) published a form called “Notification of Ve
a Reported Seller”, which serves to fulfil the reporting obligation according to DAC 7. Reporting platform operators

it the Notification by 31 January 2024 for the reported period of 2023. The reporting platform operator must attach

ion with relevant information about the reported sellers according to DAC 7. Access to the DAC7 application is

itted declaration by the Czech reporting platform operator. In the case of a non-established platform

ion can be obtained based on a registration request by the non-established platform operator.

ive on international cooperation affecting all operators of online platform that allow the
ion of real estate, means of transport or some form of personal service) through their
profits through digital platforms and ensure proper taxation in terms of all taxes.
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CORPORATE INCOME TAX

Nature and scope

Corporate bodies are subject to corporate income tax, which is governed by the Income Tax Act
(Zakon o danich z pfijmd) and related legislation.

Resident companies are taxed on their worldwide income and non-resident companies only in
respect of their Czech-source income.

Definition of residence

A company is considered a resident in the Czech Republic if it has its legal registered office or
its place of effective management in the territory of the Czech Republic.

Taxable persons

Legal entities and other corporate bodies (government branches, mutual and investments
funds, funds of pension companies, trust funds, etc.) are subject to corporate income tax.
The treatment of partnerships is mixed. In a general partnership, only income subject to

a final withholding tax is taxed at the partnership level; other income is taxed in the hands of
the individual partners. In a limited partnership, the limited partner's or partners’ shares are
subject to corporate income tax, while the general partners’ shares are taxed at the level of
those partners.

Taxable period

The taxable period corresponds to the accounting period, which is the calendar year by default.
Companies wishing to adopt an accounting period other than the calendar year (an economic
year) must first notify the tax authorities and do so at least three months before the intended
commencement date of the new period.
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Filing of tax return

The income tax return is filed no later than three months after the expiration of the taxable

period. If the taxpayer is obliged based on a special Act to have the Financial Statement certified
by an auditor, or if its tax return is being filed by a tax advisor (based on the Power of Attorney),
then the tax return must be filed no later than six months after the expiration of the taxable period.

Taxable income

Income subject to tax is income from all activities and from handling all assets unless hereinafter
stipulated otherwise.

The taxable profit is based on the profit before tax as recorded in the income statement and is
adjusted for exempt income and non-tax-deductible items.

Exempt income

A tax exemption will apply, for instance, to dividends or capital gains in accordance with the
parent-subsidiary directive. However, the directive was incorporated into local law more broadly,
so certain exemptions are also available for EEA/non-EEA companies.

Capital gains

Capital gains are generally taxable as income. However, gains derived from the disposal of shares
qualifying for the participation exemption (see under “Dividends" below) are exempt in turn.

Deductions

All expenses (costs) incurred to reach, secure and maintain taxable income will be deducted for
tax purposes.
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Depreciation
The depreciation of tangible assets will be Table 2
set out under the conditions of Czech GAAP. . . - - . . . . .

. . : Depreciation Description Depreciation period  First-year rate Rate in subsequent
Tangible assets will mean separate tangible rou of assets ( ears) ((y ) ears ((y )
movable assets or sets of tangible movable group y ? y °
assets with a separatt'a technicgl-e‘corromic IT and office equipment,
purpose, the entry price of which is higher 1 some horticultural and 3 20 40
than CZK 80,000, buildings, houses and units agricultural machinery
and others.

) . Motor vehicles, aircraft,
According to Czech GAAP, asset depreciation 2 . 5 1 22.25
. some machinery
must correspond to the expected useful life of
the asset. 3 Heavy machinery 10 5.5 10.5
Fixed assets are divided into six depreciation
groups, each with its own depreciation period, Pipelines. power lines
and tax depreciation is independent of the 4 ligpht buil'dli)ngs ' 20 215 515
date of acquisition and the age of the asset.
Companies may also choose not to take - .
d L . . 5 Other buildings, bridges 30 1.4 34
epreciation in any accounting period. Tax
depreciation can thus considerably diverge . -
from accounting depreciation, especially if 6 Office buildings, hotels, 50 1.02 2.02

accelerated depreciation is available for tax
purposes.

Generally, the rate of depreciation does

not simply correspond to the inverse of the
depreciable period, since the rate applied in
the year of acquisition is generally lower and
the rate in subsequent years generally higher
than the rate that would apply if depreciation
were taken uniformly.

Table 2 shows six groups of tangible assets
and the corresponding (straight-line) rates of
depreciation under the default method.

shopping centres
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Companies that predominantly derive agricultural or silvicultural income and are the first owners
of machinery used in those activities may apply a different set of rates for assets in groups 1to 3.
Similarly, companies that are the first owners of water-purification equipment may apply

a different set of rates to assets in those categories. Yet another set of rates (increasing the first-
year rate at the expense of subsequent-year rates, but not in the case of motor vehicles) may be
adopted for groups 1to 3 by companies that are the first owners of those assets.

e = =

A special depreciation regime applies to tangible fixed assets used for the production of electricity
from solar power.

o

Finally, companies may opt for accelerated depreciation, calculated according to a formula
(using depreciation coefficients according to the ITA), the result of which is to produce
a modified version of reducing-balance depreciation.

)

Extraordinary tax depreciation was enacted for a limited period as a tool for tax planning related
to assets included in the first and second depreciation groups, which were acquired between
1January 2020 and 31 December 2023. The amendment to the Income Tax Act with effect from
1January 2024 allows extraordinary depreciation to be used only for emission-free vehicles
acquired between January 2024 and 31 December 2028. Assets depreciated under this scheme
will be depreciated according to the existing rules. Extraordinary depreciation can only be used
by the first owner of the asset, cannot be interrupted and is calculated to the nearest month
(group 1-over 12 months; group 2 — over 24 months — 60% of the acquisition price is applied for
the first 12 months and the remaining 40% of the acquisition price for the second 12 months).

With effect from 1 January 2024, tax depreciation for M1 passenger cars is also limited to

a maximum entry price of CZK 2 million. Tax depreciation on the amount above CZK 2 million is
not a tax-effective expense. Exceptions are ambulances, hearses, vehicles acquired for licensed
taxi services and financial leasing providers. The tax-deductible portion of depreciation cannot be
claimed even when these assets are disposed of. This limitation also applies to the acquisition of
a vehicle by way of a finance lease. In the case of operating leases, the limitation applies

to the lessor.

It remains the case that the category of intangible assets does not exist in the ITA. As of
1January 2021, definitions and specific depreciation rules have been completely deleted.
However, intangible fixed assets still exist in accounting as a category of long-term usable and
thus depreciated assets. At the same time, each entity still exclusively decides about setting

a threshold for the acquisition price for long-term intangible assets, as well as the length of their
depreciation in accordance with accounting methods.
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Bad and doubtful receivables

Provisions against receivables and doubtful receivables are deductible if they can be created according to the Act on Provision for the
Determination of the Income Tax Base.

There are rules for creating provisions against receivables
from debtors of small value acquired by assignment
h
01. insolvency 02 (up to CZK 30,000) 03 thatare not barred 04 (up to CZK 200,000).

for not barred receivables due starting 1 January 2015 — if the receivable is more than 18 months
For example overdue, a provision of 50% of the receivable can be created; if the receivable is more than 30 months
overdue, a provision of 100% of the receivable can be created.

Non-deductible expenses

Expenditures not deductible for tax purposes include, e.g.:

s TR
ﬁ expenditures incurred in generating non-taxable income % gifts
= N
N )
entertainment expenses (including meals with customers) z!l shortages and damages (exceeding of the compensation)
— —
) (=)
@ expenditures paid for other taxpayers @ fines, penalties, interests on late payments
— —
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Dividends

Dividends received from other Czech resident companies are generally taxable, but subject to a final withholding tax
(see under “Withholding taxes” below) and thus not included in taxable profits.

With regard to foreign dividends, the
participation exemption applies where:

If the distributing company is resident
outside the European Union, the
participation exemption applies if:

For substantial corporate
shareholdings, however, there is

a participation exemption. In the case
of dividends from other Czech-resident
companies, the exemption applies where:

the recipient company takes the recipient company has held
one of the forms listed in the E at least 10% of the distributing
EU Parent-Subsidiary Directive company's share capital for an
(2011/96/EU) and has held at uninterrupted period of at least
least 10% of the distributing 12 months immediately before
company's share capital for an the distribution; and
uninterrupted period of at least

12 months immediately before

the distribution;

> the recipient company has held

at least 10% of the distributing
company'’s share capital for an
uninterrupted period of at least

12 months immediately before
the distribution; and

the distributing company is ~) thedistributing company is the distributing company must
resident in the Czech Republic % resident in the European Union, have a legal form comparable to
and subject to Czech corporate takes one of the forms listed a Czech as., s.r.o. or cooperative,

in the EU Parent-Subsidiary
Directive (2011/96/EU) and is
subject to corporate income tax
as listed in the Directive and is
unable to opt for exemption from
that tax.

is resident in a jurisdiction with
which the Czech Republic has
concluded a double tax treaty
(see Appendix 1) and is subject
to corporate income tax at an
effective rate of at least 12%.

income tax.

The holding-period requirement may
also be satisfied afterwards.
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Losses

A legally determined tax loss or its part may be deducted from the tax base:

2 TAX PERIODS 5 PERIODS OF TAXATION
immediately preceding the tax immediately following the period
period (tax loss carry back) for which the tax loss is determined

Losses may be set off against capital gains as well as ordinary income. A change of ownership
affecting more than 25% of the registered share capital or voting rights will result in a forfeiture
of unrelieved losses unless the company derives at least 80% of its income in the relevant
period from activities identical to those performed in the period in which the loss was incurred.

Capital losses, however, are generally not deductible, except for losses arising from the sale of
shares not representing a controlling or significant holding.

Thin capitalisation

Interest payable is generally deductible if the rate is no greater than arm’s length and is incurred
with respect to taxable income. However, financing costs (interest and related expenses) of
loans from related parties are not deductible to the extent to which the debt-equity ratio
exceeds 4:1 (6:1in the case of banks and insurance companies). Any excess interest may, subject Fume—
to a relevant double tax treaty, be re-characterised as a dividend. 'l"’

In accordance with the ATAD, the next tool relating to borrowing expenses (e.g. interest from l’"" g
loans and credits, exchange difference relating to financial expense) is the restriction of their
tax deductibility if they are higher than the limit — 30% of EBITDA or CZK 80 million (so-called
excessive borrowing expenses).
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Windfall tax Transfer pricing

As of 1January 2023, a windfall tax was implemented to the Income Tax Act, which affects Transfer-pricing rules require prices between related parties (wherever the other party is
only a selected group of entities - large companies from the area of banking, energy and resident) to be at arm's length. Where they are not, and the taxpayer cannot present valid
mining industries. This is a temporary taxation valid from 2023 to 2025. The windfall tax is economic reasons, appropriate adjustments will be made.

a separate corporate income tax and the Specialised Tax Office is the administrator. The tax

rate on windfall gains reaches 60% (surcharge to 19% corporate income tax). The windfall gains

are determined as the positive difference between the tax base (of the current period) to be

compared and the arithmetic average of the adjusted comparative historical tax bases for the

2018 - 2021 period, while this average is increased by 20%. Czech law does not prescribe what methods must or may be used to keep arm’s length prices,
but the tax authorities generally follow OECD guidelines.

Where a Czech company pays an above arm'’s length price to a related party resident outside
the European Economic Area, the excess is reclassified as a dividend, subject to the appropriate
rate of withholding tax.

There are no mandatory requirements for transfer-pricing documentation, but Decree D-334
sets out recommendations, broadly in line with the EU Code of Conduct on Transfer Pricing
Documentation.

Taxpayers may apply to the tax authorities for binding rulings on the appropriateness of the
methods they use to derive arm’s length prices.

An annex to corporate income tax return has been introduced effective from the 2014 taxable
period to cover an overview of transactions with related parties. The annex must be filled in by
taxpayers who meet at least one of the following criteria:

40
CZK million W??
assets in excess 5 O |

exceeding
CzK 8 O million

net turnover exceeding

an average number of employees
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And assuming that the company:

showed a loss in the tax return
and, at the same time, made

a transaction with a related party
(in the Czech Republic or abroad)

If the company shows a loss in the tax return or holds the promise of investment incentives, it must fill in this annex for all related parties involved
in these transactions. In other cases, the company will only state foreign transactions.

Nowadays, Czech tax authorities increasingly focus on prices set by relative entities in their business and consider them from the point of view of
arm'’s length principles.

Controlled foreign company (CFC) rules

The CFC rules target entities considered “empty shells” that do not engage in any other economic activities and are used solely to generate passive
income in a specific jurisdiction with favourable tax treatment. The Czech Income Tax Act treats the activities of a CFC (a Czech non-resident company
in which the Czech company participates in more than 50% of voting rights or profits) in dealing with its assets that generate passive income as if
they were the activities of the controlling entity in the Czech Republic. The goal is to prevent an intentional relocation of assets that generate passive
income, to be held by foreign entities based in jurisdictions with low or zero taxation.

Notification of cross-border transactions

The amendment to the Act on International Cooperation in Tax Administration seeking to implement the DAC Directive 6 is effective as of 25
September 2020. Selected cross-border transactions, in which the main benefit is obtaining a tax advantage, must be electronically reported to
the tax administrator.

The tax optimisation schemes that have been made available for implementation, that are ready for implementation or for which the first step
has been taken by 1January 2021, must be reported within 30 days of such decisive fact.
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Withholding taxes on outbound payments

Dividends

Dividends paid to resident companies
and individuals are subject to a final 15%
withholding tax.

Dividends paid to non-resident persons are
subject to withholding tax of either 15% or
35%. The 35% rate applies where the recipient
resides outside the European Economic Area
and in a jurisdiction that has neither a double
tax treaty nor a bilateral agreement for tax
information exchange with the

Czech Republic.

For dividend payments to companies within
the European Economic Area (including
Liechtenstein) and Switzerland, there is no
withholding tax where the recipient company
has held at least 10% of the share capital

of the Czech distributing company for an
uninterrupted period of at least 12 months
immediately preceding the distribution.

The same procedure is applied when profits
are distributed from companies from the
European Economic Area and Switzerland to
a parent company from the Czech Republic. It
is possible for the holding-period requirement
to be satisfied post facto. Dividend payments
in this connection extend to excess interest
and transfer prices re-characterised as
dividends.These rates may be reduced under
a double tax treaty.

Interest

As with dividends, interest paid to

a resident natural person is subject to a final
withholding tax of 15%, whereas where

paid to a resident legal person, it is free of
withholding tax.

Similarly, interest payable to non-resident
persons is subject to withholding tax of 15%
or 35%. The 35% rate applies where the
recipient is resident outside the European
Economic Area or in a jurisdiction that has
neither a double tax treaty nor a bilateral
agreement for tax information exchange with
the Czech Republic.

For interest payments to companies

resident within the European Economic Area
(including Liechtenstein) or in Switzerland,
there is no withholding tax where the
beneficial owner of the interest is an
associated company. A company is associated
with the paying company where one of them
has had a direct holding of at least 25% in the
share capital of the other company or

a third party has had a direct holding of at
least 25% in both for an uninterrupted period
of at least two years immediately preceding
the payment. It is possible for the holding-
period requirement to be satisfied post facto.
A decision of the tax administrator certifying
the tax exemption is necessary.
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Royalties

The same rules apply to royalties as for
interest payments.

Royalties received from domestic sources
are taxable at the ordinary rate of corporate
income tax. If the payer is resident in the
Czech Republic, there is no withholding

tax. The exemption applies under similar
conditions as in the case of dividends;
however, the recipient of royalties must file
an application with the tax office in advance.

Other income

Payments for rents payable to foreign persons
are subject to withholding tax at either 15%
or 35%. The same rules apply in respect of the
35% rate as in respect of dividends, interest
and royalties; namely, the 35% rate applies
where the recipient is resident outside the
European Economic Area or in a jurisdiction
that has neither a double tax treaty nor

a bilateral agreement for tax information
exchange with the Czech Republic. There is

no exemption corresponding to the Parent-
Subsidiary or Interest and Royalties Directives,
but tax treaties may reduce the applicable
rate, down to zero in certain cases.

2
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Notification of income going abroad

A taxpayer who is a payer of income from sources in the Czech Republic to a non-resident
taxpayer, from whom a tax is withheld according to a special tax rate is obliged to notify the
tax administrator of this fact, even if that tax is exempt or if an international treaty stipulates
that it is not subject to taxation in the Czech Republic. The notice of income paid to a foreign
country must be filed once for the year, by 31 January of the following calendar year.

The taxpayer is not obliged to file this notification for exempted income and income that is
not subject to taxation in the Czech Republic if the aggregate value of the income of a given
type does not exceed CZK 300,000 in the calendar month in which the taxpayer would be

obliged to make a tax withholding from the income to a tax non-resident.

Foreign income paid abroad can be credited or.exempt from the tax liability in the

Czech Republic; however, they are generally deductible as expenses in the year following
the year in which they were paid, unless a tax treaty provides otherwise or unless the tax
relates to income that is exempt from corporate profit tax in the Czech Republic.

F o3 -
Manufacturing industry

Minimum investment in long-term tangible and
intangible assets in the amount of CZK 40 million
in regions with high unemployment, of which

at least CZK 20 million must be invested in new
machinery; in “other” regions CZK 80 million, of
which at least CZK 40 million must be invested

in machinery. Lower thresholds apply for SMEs.
Additional conditions related to higher value
added (min. salary, min. percentage of employees
with university education, or partial investment in
research and development) must be met

(with some exceptions).

Technological centres

A minimum of CZK 10 million must be invested
and at least 20 new jobs created. At least

CZK 5 million must be invested in machinery.
Lower thresholds apply for SMEs.
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Tax incentives
Major investment

A number of tax incentives exist under varying conditions for companies making large-scale
investments in the Czech Republic. The criteria for a qualifying investment may be its value
in monetary terms or the number of new jobs that it creates. Incentives are available for
investment in the manufacturing industry, technological centres or strategic service centres.

l
.

Strategic services

The number of new jobs which must be created
depends on the type of industry in strategic
services. Software development and data centres
must create 20 new jobs, shared services centres
70 new jobs, and repair centres 50 new jobs.
Lower thresholds apply for SMEs.



o)

The investment incentives are granted by the Ministry of Industry and Trade with the approval
of the relevant Czech ministries. In the case of a large investment, the application for
investment incentives is subject to government approval. Where the criteria are satisfied, the
company should receive full relief from any resulting additional liability for corporate income
tax, by comparison with the average CIT liability of the three years preceding the investment.
If the investing company is new, it should qualify for a full exemption from corporate income
tax for its first 10 years.

The maximum aid amount is 25% of total eligible costs depending on the regional map of the
aid intensity.

The territory of the city of Prague is excluded from the possibility to receive investment incentives.

The recipient of investment incentives involved in the company transformation will no longer
be able to claim the investment incentives. Provided, however, that the requirements of the Act
on Investment Incentives are not breached, the company will not have to return the incentives
already claimed. Recipients of investment incentives may waive their rights to draw tax credit
associated with investment incentives.

Research and development

Expenditures on approved research and development projects qualify for a 200% deduction
of eligible costs (mostly wage costs, social and health insurance costs, and asset depreciation).
In fact, this means relevant costs can be claimed twice. Another 10% deduction can be made
by the amount exceeding expenditures in the previous period.
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As of 2020 an R&D project no longer has to be approved before the actual work commences.
If a company wants to deduct the costs of an R&D project, it must first notify the tax
administrator indicating its precise identification and a project name reflecting its general focus.

Vocational training

Deduction of expenses incurred in support of the student: this deduction will be made in
multiples of CZK 200 and the number of hours spent in the workplace.

Deduction of the cost of acquiring assets for training: this allows companies to apply an
additional deduction of 50 or 110% on the cost of a property (of which the company is the first
owner) acquired and at least partially used for training students.

Tax abatement

Companies may receive a tax credit of CZK 18,000 or CZK 60,000 for each disabled employee
(based on the average headcount), depending on the degree of disability.

Rate of corporate income tax

The rate of corporate income tax has increased to 21% in 2024 (from 19%). The increase in the
tax rate will apply to all taxable periods after 1 January 2024. For a basic investment fund, the
tax rate is 5%.
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Returns, assessment and payment

A corporate tax return must normally be filed together with the annual financial statements no later than the first day of the fourth month
following the end of the taxable period (hence by 1 April in most cases). If the company concerned is subject to a statutory audit or a tax advisor
is involved, the deadline is extended to the first day of the seventh month (hence by 1 July in most cases).

A self-assessment system operates in the Czech Republic.

Tax prepayments

ny balance of tax payable must be remitted together with the tax return. Unless their final tax liability in the previous year exceeds CZK 30,000, companies
need not make advance payments of their current year's liability in instalments.

delayed payment of tax, the Tax Authority prescribes interest on the late payment for

each day of the delay, starting with the fourth calendar day following the tax due date in

t of thw rate stated by the Czech National Bank valid for the first day
year plus 8%. Overpay

Companies whose tax liability in the previous year exceeded CZK 30,000 but did not exceed CZK 150,000 make two advance payments each of
40% of the previous year's liability. These instalments are due by the fifteenth day of the sixth and twelfth months of the company’s accounting
period, hence normally by 15 June and 15 December. Companies whose liability exceeded CZK 150,000 must pay four equal instalments each of
25% of the previous year's liability, no later than the fifteenth day of the third, sixth, ninth and twelfth months of the accounting period, hence
normally by 15 March, 15 June, 15 September and 15 December.
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VALUE ADDED TAX

Value Added Tax (VAT) as regulated by the European Union is generally charged on the supply
of goods or services where the place of supply is in the Czech Republic, no matter whether the
customer is a private person or a business. It is thus a multi-stage tax charged at each stage

of the product cycle but is ultimately borne by the end user (final consumer). It is also levied

on imports of goods from outside the European Union. The overall framework of the tax is

the competence of the European Union, as legislated in the VAT Directive (2006/112/EC) and
associated Directives and Regulations. These give the Member States several options when
applying the tax, not the least of which is the power to set rates (within certain broad parameters).

As elsewhere in the European Union, supplies may be taxable, exempt (with or without the right
to VAT deduction) or outside the scope. Exempt supplies with the right to deduct are sometimes
referred to as “zero-rated”. Businesses making exclusively taxable or zero-rated supplies
generally qualify for a full deduction of input VAT (the VAT they have incurred making supplies).
Businesses making exclusively exempt supplies without the right to deduct do not qualify for

a deduction of input VAT. Businesses making a mixture of exempt supplies without the right to
deduct and taxable or zero-rated supplies may fully deduct only the input VAT directly incurred
on making the taxable or zero-rated supplies. Partial deduction will be available for overheads
and other indirect costs.

VAT in the Czech Republic is governed by the Value Added Tax Act (Zékon o dani z pfidané
hodnoty), which is in conformity with the EU VAT Directive (2006/112/EC).

From 1 January 2023, the VAT registration threshold for resident businesses is CZK 2 million.
The threshold is described in more detail in the “Registration thresholds” chapter. From 1
January 2024, the so-called consolidation package came into force, which brought several
changes in the field of VAT (see below). The main purpose of the consolidation package is to
reduce the state budget deficit.
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Taxable entities

Businesses (“taxable persons”) charging VAT to their customers are liable to report and pay
this VAT to the Czech tax authorities. Any VAT incurred in the course of the taxable person’s
taxable activity (e.g. charged by the taxable person’s suppliers) can in principle be deducted or
set off against the VAT due. Only the net amount must be paid to the tax authorities. If there
is a balance of deductible VAT, the amount is in principle recoverable from the tax authorities.
Consequently, the real burden of VAT falls on the final consumer, with the intervening business
effectively acting as a collecting agent for the tax authorities.

Although most taxable persons are businesses and most businesses are taxable persons,

a taxable person is any person independently carrying on an economic activity. The definition
of “economic activity" is quite broad, so that on occasion even persons not carrying on

a business in the generally understood sense of the word may have to charge and pay VAT.

In specific cases, a liability to register as an identified person arises to an entity. Such a person
is a VAT payer only for intra-Community supplies and in the Czech Republic remains a VAT
non-payer. This person is not entitled to claim a VAT refund.

VAT rates and exemptions

One of the significant components of the change from the previously mentioned consolidation
package is the simplification of VAT rates. This was done by merging the current reduced rates
of 10% and 15% into a single reduced rate of 12%. The standard rate remains at 21%.

The following examples show some of the changes in the VAT rate applicable to selected
goods and services.
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Selected goods and services for which Selected goods and services for which the Goods and services for which the VAT rate Selected goods and services for which the
the VAT rate is reduced from 15% to 12%: VAT rate is increased from 10% to 12%: is reduced from 21% to 12%: VAT rate increases from 10% or 15% to 21%:

food | accommodation f5h | occasional (non-regular) public @] most beverages,
&= | and catering services == ] passenger bus transport including draught beer
. . disposable medical and diagnostic \, . . .
medical supplies water and sewerage charges ) . i hairdressing services
equipment and their repair
Y p—
. . . di] . . . .
social housing properties heating and cooling 7y | services of authors and artists
" —
. . s | collection, transport and
funeral services medicines 000 . -
= ) disposal of municipal waste
newspapers, magazines repair of footwear, clothing,
tap water . 4 @ .
and their rental or hire leather goods and bicycles
s
tickets for sporting = )
baby car seats E"‘g household cleaning services
and cultural events 3
e
-
onstruction work kalﬂmm baths, ! ’
g ' A ﬁ“ firewood
saunas and salt caves =

on houses and flats
.
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Significant changes have been made to the VAT treatment of books and their rental services. Books,
whether provided in hard copy or electronically, are now VAT exempt with the right to deduct.

When the place of supply of goods or services is deemed to be outside the Czech Republic,

no Czech VAT should be charged. This is the case for most types of services supplied to foreign
businesses and intra-EU supplies as well as for exports of goods from the European Union to
third countries.

VAT Deduction

Although no VAT is charged, a taxable person who is fully established in the Czech Republic can
in principle still deduct VAT incurred for the purpose of these activities (“exemption with the
right to deduct”). There are also other exempt transactions, such as supplies of land, insurance,
certain legal services as well as postal, financial, educational and health services, which do not
carry the right to deduct. In other words, the taxable person making these exempt supplies
cannot deduct or recover the VAT they have incurred on their purchases and expenses related to
this activity (“exemption without the right to deduct”).

Another significant change introduced as part of the consolidation package is the limitation

of the VAT deduction for personal cars used for business purposes. The amendment introduces
an absolute value of deductible VAT, which is set at CZK 420,000. To put this into context, this
limitation is equivalent to the maximum VAT payable when purchasing a personal car with a tax
base of CZK 2 million. This change aims to provide a clear and standardised approach to VAT
deductions for personal cars.
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Registration

Anyone who is liable to pay VAT to the Czech tax authorities and any taxable person
“established” in the Czech Republic (whether based in the Czech Republic or having a fixed
establishment there from which taxable transactions are carried out) can or must register for
VAT purposes and obtain a VAT identification number. The Czech VAT identification number
consists of the letters CZ followed by an eight, nine or ten-digit number.

Foreign taxable persons with a fixed establishment for VAT purposes in the Czech Republic must
register in the same way as a Czech taxable person.

Foreign taxable persons without a fixed establishment in the Czech Republic carrying out
taxable transactions in the Czech Republic for which they are liable to pay Czech VAT (i.e. where
there is no application of the reverse charge, which makes the customer liable for payment of
the tax due) should only register for Czech VAT purposes.

This can for example be the case where the taxable person:

03

carries on a property
business (selling or letting

immovable property)

in the Czech Republic.

01

carries out intra-EU
acquisitions of goods from
other Member States

02

carries out local supplies
of goods or services to
non-taxable persons
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Registration thresholds

From 1 January 2023, the small-business registration threshold in the Czech Republic is
CZK 2 million (by reference to VAT-exclusive turnover in the consecutive 12 months).

The threshold of CZK 2 million applies only for Czech-based taxable persons. Taxable persons
not established in the Czech Republic who carry-out taxable supplies with place of supply in
the Czech Republic must register regardless of the value of their transaction(s) unless supplies
fall under the domestic reverse-charge. But there is also a threshold for Czech-based taxable
persons making intra-EU acquisitions in the Czech Republic. The threshold is CZK 326,000
(approx. EUR 13,500).

The distance-selling threshold is on the same level for all countries in the European Union
from 1 October 2021. The threshold for taxable persons selling into all EU Member States is
EUR 10,000 (approx. CZK 250,000). This threshold includes intra-Community distance sales
of goods and e-commerce (telecommunications, broadcasting & electronic services) both for
final customers (B2C). This threshold is described in more detail in chapter One Stop Shop,
e-commerce and other changes.

VAT returns and other statements

The standard return period is one calendar month. Businesses whose turnover in the previous
calendar year did not exceed CZK 10 million (or is unlikely to exceed that amount in the current
year) can apply for a quarterly return period.

Returns must be filed no later than the 25th day of the month following the end of the return
period, which is when payment is also due. VAT returns must be filed electronically. If there is an
excess of input tax over output tax for a period, the excess is normally refunded within 30 days.

If VAT payers supply goods or provide selected services to another EU country, they have an
obligation to submit an EC Sales List with the VAT return. This EC Sales List allows individual EU
states to check whether the performance provided within the EU was taxed or not. The EC Sales
List must be submitted no later than the 25th day of the month following the end of the return
period, in case of goods on a monthly basis only.

From 1 January 2016, almost all VAT payers must submit a VAT control statement with the VAT
return. The VAT control statement contains basic information on taxable supplies provided and
received. In the case of companies, the VAT control statement must be submitted no later than
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the 25th day of the month following the end of the return period. Individuals must submit a VAT
control statement monthly or quarterly, according to the filing of the VAT return.

From 1 January 2023, there are changes to the deadline for responding to a tax authority’s
request to amend, supplement or confirm data originally claimed in the VAT control statement.
The amendment extends the deadline to 17 days from the date of delivery of the request

from the tax office to the payer’s data box. VAT payers must now also submit a VAT control
statement at the request of the tax authority even if they are not obliged to submit it under the
VAT Act; in these cases, payers will use the quick response “I am not obliged to submit a control
report”. The changes also concern reduction of fines for individuals, limited liability companies
with a sole shareholder, and quarterly VAT payers for late submission or failure to submit

a control report.

INTRASTAT reporting

Is compulsory for VAT payers performing intra-Community transactions related to the
supply or acquisition of goods. Such transactions must be electronically reported to
Customs authorities on a special form and the reporting period is a calendar month.

From 1 January 2024

The reporting thresholds
have been increased reporting was also changed

@l @l

Simplified reporting allows taxpayers to send one report per year without providing detailed
data. VAT payers whose intra-Community transactions exceed the CZK 30 million threshold
have stricter duties to evidence information about these transactions.

The limit for simplified

from CZK 12
million

to CZK 15
million

from CZK 20
million

to CZK 30
million
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VAT grouping

Related parties established in the Czech Republic may form a VAT group. Parties are related if one directly or indirectly holds at least 40% of the
share capital or voting rights in the other or the same party directly or indirectly holds 40% of the share capital or voting rights in both. Parties may
also be related if they share the same management.

Blacklist of VAT payers

The VAT Act contains measures in the fight against tax evasion, including the introduction of an unreliable taxpayers' register. If a supplier is
identified as an unreliable payer and does not pay tax on its outputs, the tax administrator may enforce a claim for tax on its customers. It can

be anticipated that customers will endeavour not to deal with VAT payers on the blacklist, which will reduce the risk of tax evasion. According to
information from the General Financial Directorate, as of December 2017 the following selected situations are considered serious breaches of the
VAT obligation, triggering a possible entry in the register:

An application for revocation of an unreliable
taxpayer’s status may be filed at the earliest
one year after the date of entry into the
blacklist.

Where tax exceeding CZK
500,000 had to be assessed
or additionally assessed by
other means (i.e. substitute
means not drawing on the
taxpayer's documents).

Where the taxpayer has not

paid the amount demanded

under a “securement” order
within the specified time.

ast three consecutive
calendar months.
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One Stop Shop, e-commerce and other changes

On 1 January 2015, an adjustment of

the common system in the rules for
determining the place of performance of
VAT on electronically supplied services,
telecommunication services and radio and
television broadcasting services provided
to non-taxable persons (mostly B2C) came
into effect within the European Union. For
this reason, a particular regime called Mini
One Stop Shop (MOSS) was introduced.
But a new Amendment to VAT, which was
implemented on 1 October 2021, renamed
MOSS to One Stop Shop (OSS) and changed
the rules of this special regime. OSS is not
applied only on electronically supplied
services, telecommunication services and
radio and television broadcasting services,
but also on the distance sale of goods to
final customers (B2C). It means that under
the new Amendment, sales exceeding EUR
10,000 are taxed in the recipient’s country.

Because of the harmonisation purposes, the
VAT exemption for the import of low-value
shipments was also cancelled. Moreover, new
VAT duties arose for internet platforms.

An Amendment to the Czech VAT Act
concerning cross-border e-commerce derives
from a tax package adopted by the Council
of the EU entered into effect throughout

the EU on 1January 2021 and aimed to
harmonise rules, fight tax fraud and restore
fair competition between suppliers from

the EU and third countries. New terms such
as distance sales of goods and distance

sales of imported goods were introduced

for sales of goods by mail order. Generally,
according to the Amendment, distance sales
of goods to customers (not performing any
business activity) are taxed in the country of
consumption. The turnover for each individual
state is no longer monitored. It is also possible
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for small businesses registered in only one EU
Member State and not exceeding the annual
threshold of EUR 10,000 for distance intra-
EU sales of goods and provision of services
to apply an exception. Up to this threshold,
suppliers may tax the sales in the country
from which goods are supplied.

The amendment introduces new rules

for operators of electronic interfaces and
platforms facilitating distance sales of
imported goods lower than EUR 150. There
is a new legal fiction according to which
distance sales of goods will involve the sale
of goods to a platform, and the subsequent
sale of the goods by the platform to the end
customer. This means it is possible to divide
a single supply into two supplies, while the
transport is assigned to the delivery of goods
to the end customer. Because of the new rule,
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internet platform operators can use the new
special One Stop Shop regime.

In addition, the VAT exemption for low-value
shipments (of up to EUR 22) was cancelled
in order to stop discrimination towards the
European market.

For imported goods of EUR 150 or less, it is
possible to apply two regimes: the special
One Stop Shop regime or a new regime for
the import of low-value goods (Import One
Stop Shop). The Import One Stop Shop allows
holders of a special permit, such as post
offices, to declare Customs and assess VAT on
an aggregate basis per calendar month within
a supplementary Customs declaration.

In the Czech Republic, the locally competent
tax office for OSS is located in Brno.
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GLOBAL ANTI-BASE EROSION MODEL RULES (PILLAR 1)

The new Act on Top-Up Taxes for Large Multinational Groups and Large Domestic Groups
(Zakon o dorovnavacich danich pro velké nadnarodni skupiny a velké vnitrostatni skupiny) was
implemented in the Czech tax law with effect from 31 December 2023. This new act aligns
with the global OECD rules, also known as Pillar Il / Global Anti-Base Erosion Model Rules /
Global minimum tax. The aid is to reform the international tax system. The Czech Republic has
incorporated both domestic (Czech) top-up tax and global top-up tax into its tax legislation
through this new law.

The top-up tax will be payable for the first time for accounting periods beginning after
31 December 2023.

Key elements and scope

The top-up tax is directed at large multinational or national groups (“Large Groups”) with
annual consolidated group revenue equal to or above EUR 750 million in at least two of the
preceding four years. These Large Groups are obliged to pay a minimum tax rate on income
within each jurisdiction in which they operate. The top-up tax is imposed on profits arising in
those jurisdictions where the effective tax rate is below 15%.

In the Czech Republic, the top-up tax applies to companies mainly in the following situations:

» The Ultimate Parent Entity (“UPE") of the Large Group is situated in the Czech Republic -
the Income Inclusion Rule is applied (“lIR").

» The UPE of the Large Group is situated in a jurisdiction where IIR is not applied — the Under-
taxed Profits Rule (“UTPR") is applied to the Czech subsidiaries.

» The Large Group has one or more subsidiaries in the Czech Republic and, at the same time,
the minimum effective tax rate of 15% was not achieved in the Czech Republic — the domes-
tic (Czech) top-up tax is applied.

The IR and UTPR are very comprehensive rules that facilitate top-up tax collection by the UPE
or other entities for those jurisdictions in which the Large Group operates where the minimum
effective tax rate has not been achieved. When applying the IIR and UTPR, consideration is
also given to whether the jurisdictions have implemented a domestic top-up tax into their
legislation.
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Calculation of effective tax rate

The effective tax rate is calculated on a jurisdictional basis by dividing adjusted covered
taxes by the Net GloBE income attributed to the relevant jurisdiction.

The Net GloBE income is determined
as follows:

The starting point for calculating the Net
GloBE income is the Earnings After Tax
before any consolidation adjustments
eliminating intragroup transactions. This
represents the net profit or loss of the
company after accounting for taxes.

Next, it is necessary to increase the
Earnings After Tax by the tax expenses
shown in the profit and loss statement.
This step ensures that any tax expenses
recorded in the profit and loss statement
are considered in the calculation.

Earnings After Tax must also be

adjusted to remove specific book-to-
tax differences (e.g. excluded dividends,
excluded equity gains or losses,
asymmetric foreign currency gains or
losses, prior period errors and changes in
accounting principles).

Adjusted covered taxes are determined
as follows:

The starting point for determining the
adjusted covered taxes is the current

and deferred corporate income tax
expense reported in a company’s financial
statements. Other taxes may also be
included in the covered taxes, e.g. taxes
levied by reference to retained earnings
and corporate equity.

Next, the covered taxes are adjusted

for several factors (e.g. covered taxes
accrued as an expense in the profit and
loss statement, uncertain tax positions,
or some tax credits — so-called Qualified
Refundable Tax Credit).

R&D tax credit or tax incentives
provided in the Czech Republic in the
form of tax relief in fact reduce the
amount of adjusted covered taxes and,
unfortunately, are not afforded special
treatment when calculating the top-up
tax (they do not represent Qualified
Refundable Tax Credit).



Top-up tax liability

The top-up tax rate is determined as the positive difference between the minimum tax rate (15%) and the effective ta

The amount of top-up tax is determined by multiplying Net GloBE Income by the top-up tax rate. If applicable, the Net_Gl:)B‘E_
Income is reduced by the Substance-based Income Exclusion when calculating the resulting top-up tax.

The Substance-Based Income Exclusion is a carve-out for expenditure on tangible fixed assets
and payroll costs. It reduces Net GloBE Income, which is then used to calculate the top-up tax.

Safe harbour

In the context of top-up tax, safe harbour provisions ensure that the due top-up tax for a jurisdiction is considered zero, provided that the required
conditions are fulfilled. When testing for compliance with the safe harbour conditions, it is sufficient that one of the conditions is met for the
top-up tax to be considered zero.

There are two types of safe harbours:

Permanent safe harbour Transitional Country-by-Country Reporting (CbCR) Safe Harbour

CbCR de minimis test - the jurisdiction has CbCR revenue of less than EUR 10
million and, at the same time, a CbCR profit and loss before income tax of less than
EUR 1 million (including a loss); or

10 million and, at the same time, the Average GloBE Income of that jurisdiction is

De minimis test - the average GloBE Revenue of the jurisdiction is less than EUR
less than EUR 1 million or has a loss; or

Effective tax rate test — the effective tax rate of the jurisdiction is at least 15%; or CbCR effective tax rate test — the Simplified Effective Tax Rate for a jurisdiction
is at least 15% for 2024. The Simplified Effective Tax Rate is calculated as the
Routine Profits Test — the GloBE Income of the jurisdiction is equal to or less ﬁ Simplified Covered Taxes (income tax expense per the accounts, adjusted for
than the amount that results from computing the Substance-based Income — non-covered taxes and uncertain tax positions) divided by profit and loss before
Exclusion for that jurisdiction. income tax from the CbCR; or

CbCR routine profits test — the profit and loss before income tax of the given
@ jurisdiction from the CbCR is smaller than or equal to the Substance-based Income
Exclusion. This test will also be met for a jurisdiction where it has a loss per the CbCR.

These tests are only temporary — the last period when they can be used will be
% the period ending no later than 30 June 2028 (the CbCR effective tax rate test will
be applicable in the period started in 2026 at the latest).
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Filing requirements

In connection with the top-up tax, two types of forms must be submitted:

= " , r e’\
5@ top-up tax information overview \J top-up tax return

These forms are further divided according to whether they are filed in relation to the GloBE

top-up tax or to the domestic top-up tax. Accordingly, the deadlines for their submission

are as follows:

> GloBE information overview - filing deadline no later than 15 months after the end of the
tax period (18 months in case of the first taxable period in which the Large Group becomes
subject to top-up tax)

» GloBE top-up tax return - filing deadline no later than 22 months after the end of the
tax period

» Domestic top-up tax information overview - filing deadline no later than 10 months

after the end of the tax period

» Domestic top-up tax return - filing deadline no later than 10 months after the end of
the tax period



PERSONAL TAXATION
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PERSONAL INCOME TAX
Territoriality and residence Taxable income

Individuals are subject to personal income Personal income tax applies to the following types of income:
tax. The extent of their tax liability depends
on their tax residency status. If individuals are
considered Czech tax residents, they are taxed
on their worldwide income, whereas tax non-
residents have a tax liability limited to their
Czech-sourced income only.

An individual is considered a Czech tax
resident if (i) their place of residence is in the
Czech Republic or (i) their habitual abode is
in the Czech Republic.

For an individual, a place of residence is a place
where the individual has a permanent home
under circumstances from which the intention
can be inferred to permanently stay at this
address.

To establish a habitual abode, the individual
must reside on the territory of the Czech
Republic for more than 183 days in a calendar
year (incl. each arrival/departure day).

An individual is considered a Czech tax
non-resident if they do not fulfil either of
the above criteria or they are deemed non-
resident according to a double tax treaty.

= B (@ @ =

The family unit The tax base is calculated separately for each type of income and the result is then aggregated into one tax base

“A ted Tax Base").
There is no joint taxation of married couples (‘Aggregated Tax Base”)

or other types of households. Each taxpayer is Certain types of income may, however, be considered exempt, be subject to a separate tax base, or be subject to
a separate taxable person. a Czech withholding tax, thus not being part of the Aggregated Tax Base.
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Taxable period

The taxable period is a calendar year.

Exempt income

Generally exempt income includes
inheritances, state pensions and
scholarships. In certain cases, free income
such as gifts between relatives is also
exempt from tax without any cap.

State pensions paid regularly are exempt
up to CZK 680,400 in 2024.

Further exemptions are specified for
various types of income.

@@@@@@ Ry

Types of income

Income from employment

Income from employment includes all forms of remuneration (cash or non-cash) arising from or in connection with a present, future or past
employment relationship. Remuneration paid to shareholders and directors of certain types of companies for their work for the company is
also considered employment income. Under the Income Tax Act, employee social security contributions are not deductible when calculating
taxable income.

Possible exemptions of benefits in kind, travel reimbursements and allowances

Although all types of remuneration and benefits provided by an employer to an employee are in general taxable, a wide range of exemptions
is available. These include the following, subject to their specific conditions and limits:

up to CZK 116.20 cumulatively per work shift on
reimbursement of business travel expenditures m meals (breakfast, lunch, dinner) provided at work
(within the limits per Czech labour laws) for free, meal vouchers, or a cash meal allowance

(the exempt limit may increase during the year)

o employer's contributions to employee's tax-supported . .
ﬁ old-age savings product and long-term care temporary accommodation not exceeding
] CZK 3,500 per month

insurance not exceeding CZK 50,000 per year

vocational training fees paid directly to a provider @ benefit arising from an interest-free loan up to the
of the training Q\ /ﬂ principal of CZK 300,000

A further range of benefits is exempt if provided from a special fund for employee welfare financed by the employer, from profit after taxation,
or as a non-deductible expense for the employer. These include recreational and healthcare facilities, employer's contributions for printed books,
preschools, etc. The exemption only applies to non-cash benefits (paid directly to a provider). However, as of 2024, the exemption of these
benefits is capped at CZK 21,983 (in 2024) per employee per year.

Providing a company car to an employee constitutes taxable income if the employee also uses the car for private purposes free of charge. Taxable
income of the employee is either 1% of the purchase price of the vehicle including VAT (0.5% if it's a low-emission vehicle, 0.25% if it's an
emission-free vehicle) or CZK 1,000 per month, whichever is higher. The cost of fuel for private use borne by the employer is taxable income in full.

There are no applicable expense deductions for employment income.
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Salary tax

Employers are in most cases required to deduct income tax, social security and health
insurance contributions from salary payments through monthly payroll.

Income tax from employment is calculated from gross taxable remuneration through payroll
on a monthly basis. A 15% tax rate is applied to taxable income up to CZK 131,901 (in 2024)
and a 23% tax rate is applied to income over the limit.

Social security and health insurance are calculated as detailed in Chapter Employers and
employees.

Business and professional income of individuals

This category of income includes income from farming, trade or business, independent
occupations, profit shares of partners in a general commercial partnership (v.0.s.) and of
general partners in a limited partnership (k.s.).

Aside from individuals utilising a flat tax method under special conditions, self-employed
persons calculate their taxable income using two different approaches. For individuals
registered in the Commercial Register or having annual turnover exceeding CZK 25 million,
double-entry bookkeeping on the accrual basis is compulsory. In other cases, income and
expenditures are determined on a cash basis. In principle, all costs/expenditures incurred in
deriving taxable income are deductible.

However, there are certain non-deductible items such as refreshment, social security and
health contributions, etc.

For tax depreciations as a type of deductible item, please see Depreciation.
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Lump-sum expenditures

Individual taxpayers operating on the cash basis may choose between deducting actual
allowable expenditures or claiming lump-sum deduction, as follows:

Table 3

Type of business activity Deduction as % of turnover

Agriculture or trade craft 80 (max. CZK 1,600,000)
Other activities requiring a licence

from the Trade Licencing Office 60 (max. CZK1,200,000)

Non-licensable business or profession (licence
other than from the Trade Licencing Office) 40 (max. CZK 800,000)

Letting of business assets 30 (max. CZK 600,000)

Losses may be incurred from business and professional income for individuals applying actual
allowable expenditures. A taxpayer can also deduct these losses from the partial tax base for
rental income, investment income or other income. Any excess may be carried backwards for up
to two years with a limit of CZK 30 million or carried forward for up to five years without limit.
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Flat tax

Since 2021, individuals may opt for a flat tax which aims to simplify tax administration and
related obligations. Flat tax can be utilised by taxpayers under the following conditions:
» Income from the business does not exceed CZK 2 million
> The taxpayer does not have income from employment
» Remaining income does not exceed CZK 50,000 unless
+ it is not subject to taxation
+ itisexempt
+ itis subject to Czech withholding tax
> The taxpayer is not a VAT payer or does not have an obligation to register as a VAT payer

> The taxpayer is not a partner in a general commercial partnership or limited partnership

]
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Under this regime, taxpayers pay a certain flat monthly amount. This amount includes
prepayments for personal income tax, social security and health insurance. The whole
prepayment is paid only to the tax authority and taxpayers do not have to file personal income
tax return or social security and health insurance overviews if all conditions of the regime are
fulfilled throughout the year. The monthly payment increases each year. As of 2023, three
different ranges were introduced determining the monthly amount payable to the tax authority
depending on the type of business activity in terms of lump-sum expenditure (described above)
and amount of annual income. The conditions and monthly amounts are shown in detail in the
table below.

Table 4
Range one Range two Range three
(CZK 7,498 per month) (CZK 16,745 per month) (CZK 27,139 per month)

Used for income up to CZK 1,000,000, irrespective of the
type of business activity from which the income is derived

Or up to CZK 1,500,000 if at least 75% of the
self-employment income would fall into lump-sum
expenditures of 80% or of 60%

Or up to CZK 2,000,000 if at least 75% of the
self-employment income would fall into lump-sum
expenditures of 80%

Used for income up to CZK 1,500,000, irrespective of the
type of business activity from which the income is derived

Or up to CZK 2,000,000, if at least 75% of the
self-employment income would fall into lump-sum
expenditures of 80% or of 60%
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Used for income up to CZK 2,000,000, irrespective of the
type of business activity from which the income is derived
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Investment income Other income - capital gains, sale of immovable property

Dividends and interest Realised capital gains are in principle taxable as income with some exceptions, as shown below.

Dividends and interest paid out by Czech companies are subject to a 35% withholding tax, a 15%
withholding tax, or to a withholding tax with a tax rate applicable per the relevant double tax
treaty. In some cases, such taxation is final. For further information, please see Withholding
taxes on outbound payments.

Dividends and interest received by Czech tax residents from foreign companies are subject to .has haf] el L T doe§ i
a 15% tax rate as a separate tax base or may be made part of the Aggregated Tax Base [ESICenEe ST .for Gl i time tests butuses
depending on the taxpayer's decision. for at leas.t tvyo years (five years for properties the funds to pu.rchas.e
proceeding its sale acquired before property for their main
Royalties 1 January 2021) residence within
Royalties paid out by Czech companies to Czech tax non-residents are subject to a 35%, a 15% a specific period.

withholding tax, or a withholding tax with a tax rate applicable per the relevant double tax
treaty. In some cases, such taxation is final. For further information, please see Withholding :
taxes on outbound payments. For Czech tax residents, royalties are taxable as business and Gains from thessale of shares'in the form of securities are exempt:
professional income and part of the Aggregated Tax Base. "o fig?

Rental income if the taxpayer holds the shares foran | if the income from the sale of shares does

Taxable income from the letting of movable or immovable property may be reduced by actual uninterrupted periSEKcERIE TSNS fot exceed CZRURQ IO DR,

expenses incurred plus tax depreciations or by lump-sum expenses of 30% of income
(max. CZK 600,000 per year).

If incurred, a loss may be deducted from business and professional income, investment income
or other income. Any excess may be carried backwards for up to two years with a limit of
CZK 30 million or carried forward for up to five years without limit.

Other income - the remaining types of income
This includes all other taxable income, such as occasional income, non-exempt donations, Only one of these exemptions may be used for a tax period.

pensions, etc. Gains from the sale of shares in limited liability companies are exempt if the taxpayer holds the

Specific types of income are exempt from taxation up to an aggregate amount of CZK 50,000 shares for an uninterrupted period exceeding five years.
for each type of income in a calendar year. This includes, for example, income from occasional
(one-off, non-entrepreneurial) activities, inherited rights from industrial and other intellectual
property or received alimony, pensions and similar periodic benefits, etc.

As of 2025, the aggregate exemption of income from the sale of shares and the sale of shares in
limited liability companies will be limited to CZK 40 million per year. This new rule applies only
to income that is exempt under the time test.

As of 2024, individual types of gambling winnings are exempt from taxation if the aggregate

difference between the winnings and stakes of the individual gambling type does not exceed

CZK 50,000 in the tax year.

50



The Czech Republic Doing business Finance and = The accounting E— Overview ¢ @] Taxes on O_J. Personal
at a glance investment B and audit @E the tax 5/5t em business taxation

Deductions and allowances

Several types of private expenditure qualify as a deduction from the Aggregated Tax Base.

Mortgage interest

Up to CZK 150,000 is deductible per year as interest paid on a loan to purchase the taxpayer's main residence. This limit applies
to loans taken out for property acquired after 1 January 2021. For loans taken out for property acquired before 2021, an annual
limit of CZK 300,000 applies.

Contributions for tax-supported old-age savings products and long-term care insurance

Contributions paid by an individual for tax-supported old-age savings products and long-term care insurance are deductible up to
a maximum of CZK 48,000 per year. To apply such a deduction, specific conditions must be fulfilled.

Mandatory social security contributions of the individual are not deductible (see Social security contributlon).

Charitable and other donations

Donations to charitable, cultural, educational, and scientific bodies are deductible, provided the total value of donations is at
least CZK 1,000 or 2% of the Aggregated Tax Base, whichever is lower. The maximum deduction that may be claimed is 15% of
the Aggregated Tax Base.

Personal tax credits

The taxpayer's personal circumstances are recognised through a system of tax credits.
The main items are shown in Table 5. The entitlement needs to be assessed individually.

Other taxes Social security Appendix |
lil contributions Q doub e tax treaties

Table 5
Type of credit Annual amount (CZK) in 2024
Personal 30,840
Spouse with own income lower than CZK 24.840

68,000 with a child up to 3 years of age

Various types of disability from 2,520 up to 16,140

Children 15,204 (1 child), 22,320 (2" child), 27,840 (3" and every other child)
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Tax rates

Progressive tax rates were introduced as of 2021. The tax
rates applicable to the Aggregated Tax Base are 15% and
23%. 15% is applied up to the limit of CZK 1,582,812 (2024)
and 23% is applied for the Aggregated Tax Base exceeding
this amount.

Outside of the Aggregated Tax Base, there is a separate

tax base taxed at 15% for foreign investment income such
as dividends. It is up to the taxpayer to decide whether to
declare such income as a separate tax base or as part of the
Aggregated Tax Base.

Also, outside of the Aggregated Tax Base, some income is
subject to withholding tax. This is, for example, income in
the form of dividends and interest paid to non-residents
from Czech companies. The withholding tax rate may vary;
please see part Withholding taxes on outbound payments.
for further information.
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Tax return and administration

Annual reconciliation

Taxpayers may request that their
employer process an annual
reconciliation on their behalf if they

do not receive income from multiple
employers simultaneously during a tax
period and do not have other taxable
income exceeding CZK 20,000.

If an annual reconciliation is processed
by the employer, taxpayers do not have
to file a tax return.

Tax return

In other cases, taxpayers are usually
obliged to file a tax return to declare
their taxable income. The tax return
must normally be filed by 1 April of
the following year or by 2 May if filed
electronically. Where the tax return is
filed by a tax advisor on the taxpayer’s
behalf, the deadline may be extended
to 1 July.

INHERITANCE AND GIFT TAXES

Assessment and payment

The taxpayer makes a self-assessment
through the tax return and pays the
balance of any tax due at the same time
as the tax return filing is due. The tax
authorities refund overpayments upon
request within 30 days from the f|l|ng
deadline, provided the filing

The tax authorities usually have
years to challenge the taxpayer’
assessment. The statutory period is
prolonged if tax losses are i g
declared by the taxpayer.

As of 1January 2014, inheritance and gift taxes have been abolished and the relevant types of income are subject to income tax.

Inheritance is generally tax exempt.

Gifts are exempt if donated between certain family members and between persons living in the same household for a period of at least one
year prior to the donation. Moreover, gifts up to the annual value of CZK 50,000 from one person are generally exempt from income tax. Gifts

exceeding the exempt limit provided abroad are generally subject to 15% withholding tax unless the relevant double tax treaty provides otherwise.

Notification of exempt income
In general, exempt income is not
declared in a tax return. However, if
the exempt income is higher than CZK
5,000,000, the taxpayer must notify
the tax authorities about such income.
ThIS not|f|cat|on 15 due W|th|n the usual

section above. Not meeting this
obligation is subject to high penalties.

WEALTH TAX

There is no wealth tax in the Czech Republic.
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REAL ESTATE TAX

Owners of land evidenced in the Czech Land
Register, buildings, flats and other structures
are liable for an annual real estate tax.

Real estate tax rates are assessed according to
the type of real estate. Except for agricultural
and forestry land, which is valued at the
average price of the land, the tax is based

on the area, potential for development and
location of the land (more precisely, the local
authority in whose territory it is located). The
tax base of buildings and flats is the built-up
area in square metres.

In the case of houses, flats, non-residential
apartments and buildings, a special
municipality coefficient (between 2 and

5) and sometimes also municipal tax rules
must be applied. The figure of the coefficient
depends on the municipality where the real
estate is located and its population. The

real estate tax must be paid in advance for
upcoming years. The taxpayer is obliged to
submit the tax return only if there are any
changes in ownership of the real estate, which
means in the year following the year when the
taxpayer was registered as a new owner in the
Czech Land Register. Tax returns must be filed
by 31 January of the calendar year following
the year of the change of ownership.

EXCISE DUTIES

The Czech Republic levies excise duties on
alcoholic beverages, tobacco and tobacco
products and energy products (hydrocarbon
oils, natural gas, coal and coke, and electricity).
From January 2024, there will be a gradual
increase in the rates of most excise duties.

Excise duty on alcohol will increase over the
next three years. In 2024 by 10%, in 2025 by
10% and in 2026 by 10%. The provision of
alcohol tax for tax warehouse operators will
also increase.

There will also be an increase in the taxation
of tobacco products and their alternatives
over the next four years. Excise duty on
cigarettes, smoking tobacco, cigars and
cigarillos will raise by 10% in 2024 and by
5% each year in 2025, 2026 and 2027. In
addition, the proposal includes a 15% raise
in the tax on heated tobacco each year from
2024 to 2027.

Until the end of 2023, the excise tax on fuel
was temporarily reduced by CZK 1.50 per litre
due to the significant price increase in fuels.
From January 2024 this reduction has been
abolished. For example, the tax per litre of
petrol is CZK 12.84 and the tax per litre of
diesel is CZK 9.95.
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ROAD TAX

o)

With retroactive effect from 1 January 2022,
cars, motorcycles, buses and trailers are

not subject to the road tax. Only trucks
(categories N2, N3) over 3.5 tonnes and
their trailers (categories O3, O4) are subject
to road tax; the amount of tax for taxable
vehicles will be set only for defined trucks
with a maximum permissible weight of 12
tonnes or more and their trailers with

a maximum permissible weight of 12 tonnes
or more. In practice, this means that road
tax is only payable on selected vehicles with
a maximum authorised weight of 12 tonnes
or more and their trailers with a maximum
authorised weight of 12 tonnes or more. The
annual tax rate is based on the number of
axles and maximum permitted weight

in tonnes.

Road tax is charged on the above mentioned
taxable vehicles registered in the Register of
Motor Vehicles in the Czech Republic.

From 2022, the obligation to pay advance
payments of road tax was also abolished,
as well as the obligation to register.

The tax period is the calendar year. Tax returns
for road tax must be filed by 31 January of the
calendar year following the tax year.

2
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REAL ESTATE
ACQUISITION TAX

With effect from 26 September 2020, the real
estate acquisition tax was abolished in the
Czech Republic. According to the transitional
provisions, the abolition of real estate tax

also applies to the acquisition of real estate
registered in the Land Register between

1 December 2019 and 25 September 2020.
The date of registration in the Land Register is
therefore decisive (and not, for example, the
date of signature of the purchase agreement).
In the case of real estate not registered in

the Land Register, the decisive factor is the
acquisition of ownership. Taxpayers affected
by the abolition of the tax have no obligations
towards the financial administration.
Therefore, they do not have to file a tax return
or pay tax.
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CUSTOMS DUTIES

The Czech Republic is a member of the European Union, and hence Customs duties
under the Common Customs Code (Regulation (EC) No 450/2008) are imposed on
the importation into the Czech Republic of goods from outside the EU. There are no
Customs duties on the movement of goods within the EU.

ENVIRONMENTALTAX

Energy taxes are charged on supplies of natural gas, solid fuels and electricity. The payers
of tax are suppliers delivering products to end consumers and operators of distribution or
transmission systems, as well as entities that used energy for other than tax-exempt purposes.

EXPECTED CHANGES

The Ministry of Finance has prepared a bill on the tax on selected digital services
(targeted advertising campaign, using a versatile digital interface or selling user
data) to be taxed probably at a rate of 7%. The crucial factor for the taxation should
be the place of registration of the IP address of the computer or mobile phone.

g

However, its ratification is questionable in view of the negative reactions of some
states to this intended step.
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SOCIAL SECURITY
CONTRIBUTIONS
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EMPLOYERS AND EMPLOYEES

Social security contributions are payable to four distinct funds, as follows:

Unemployment Public health

Pension fund Sickness fund .
fund insurance system

The contributions are charged by applying the relevant rates to the employee’s gross taxable
income. The ceiling for contributions for all the funds except public health insurance is 48 times
the average annual salary (CZK 2,110,416 in 2024).

As noted in Chapter Personal Taxation, employees’ contributions are not deductible from their
taxable income. Employer’s contributions are borne by the employer on top of the gross salary
and deductible for the employer for corporate income tax purposes.

Rates for social security contributions are shown in Table 6.

Table 6
Fund Employer (%) Employee (%) Total (%)
Pension insurance fund 21.5 6.5 28.0
Sickness insurance fund 21 0.6 2.7
Unemployment insurance fund 1.2 0 1.2
Public health insurance 9.0* 4.5% 13.5*
Total 33.8 11.6 45.4

* No ceiling applies for the public health contributions base
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SELF-EMPLOYED CONTRIBUTORS

o) Ay

The rules governing the contributions of self-employed persons are quite
complex. Below is a basic overview for an individual who carries out their
activity for the whole year and does not have income from employment.

Self-employed persons pay social contributions at rates shown in the
“Total” column in Table 6 for pension insurance (28%), unemployment
insurance (1.2%) and public health insurance (13.5%).

For pension insurance and unemployment insurance, rates are applied to
55% of self-employed persons’ professional or business personal income
tax base. If the contributions calculated from the 55% of the actual tax
base for 2024 are lower than minimum contributions of CZK 46,224,
these minimum contributions must usually be paid instead.

For public health insurance, rates are applied to 50% of their professional
or business personal income tax base. If the contributions calculated
from the 50% of the actual tax base for 2024 are lower than minimum
contributions of CZK 35,616, these minimum contributions must usually
be paid instead.

Contributions to the sickness insurance fund are not compulsory for self-
employed persons.

The ceiling for the social security contributions base for self-employed
persons is CZK 2,110,416 in 2024. There is no ceiling for the public health
insurance contributions.
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COMPREHENSIVE DOUBLE TAX TREATIES
The Czech Republic has comprehensive double tax treaties with the following countries:
‘ Albania 2 : Iceland wp Poland 3 Croatia : Luxembourg o Switzerland
"-’ Andorra & India e Portugal Cyprus Sg Macedonia 3 Syria
B nenia a Indonesia , Qatar := Denmark % Malaysia : Tajikistan
@ Australia 3 Iran ‘ ' Romania : Egypt ' ' Malta e Thailand
: Austria ‘ Ireland @ Russia & conia ‘u’ Mexico @ Tunisia
@ Azerbaijan z Israel Wy SanMarino @ Ethiopia 'ﬂ’ Moldova Q Turkey
, Bahrain ' ' Italy @ SaudiArabia -l— Finland @' Mongolia 0 Turkmenistan
. Bangladesh ® Japan ‘*’ Senegal ‘ ' France . Morocco B iraine
‘w’ Barbados c Jordan D  serbiaand Montenegro H= Georgia : Netherlands c United Arab Emirates
%. Belarus Kazakhstan @ Singapore [ Germany @ New Zealand f; ::: United Kingdom
‘ ' Belgium e Kosovo Slovakia 3 Ghana ‘ ' Nigeria % United States
%D Bosnia Herzegovina c Kuwait & Slovenia “_r= Greece North Korea 3 Uzbekistan
e Botswana @ Kyrgyzstan b); South Africa @ Hong Kong 5 : Norway w Venezuela
@ Brazil = Latvia . SouthKorea : Hungary a Pakistan ° Vietnam
@ Bulgaria 3 Lebanon : Spain ‘ Chile i! Panama
‘*' Canada @ Liechtenstein l Sri Lanka @ China ’ Philippines
gy Columbia @ lithuania := Sweden
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DOUBLE TAXTREATIES: AIR TRANSPORT AND

SHIPPING

The Czech Republic has double tax treaties with the following jurisdictions covering profits from

air transport only.

DOUBLE TAX TREATIES: ESTATES, GIFTS AND
INHERITANCES

o) Ay

The Czech Republic has agreements covering taxes on estates, gifts and inheritances with the
following countries.

‘* Algiers

Sl
- M9

- Austria Slovakia

AGREEMENTS ON MUTUAL ADMINISTRATIVE ASSISTANCE

The Czech Republic has separate agreements on mutual administrative assistance in tax matters
with the jurisdictions outside the European Union shown in the following table. Within the
European Union, administrative assistance (except in relation to VAT) is guaranteed under EU
Directive 2010/24/EU and in respect of VAT under Council Regulation 904/2010/EU. Several

of the Czech Republic's double tax treaties also contain provisions for mutual administrative

assistance.

Further, Memoranda of Understanding clarify the practical implementation of forms of
international cooperation, both in the area of automatic exchange of tax information between
competent tax administrations, which involves sending one-off large amounts of data for
verification (automatic exchange of information) and the presence of tax officials on the
territory of the other state, carrying out so-called simultaneous tax audits, or direct cooperation
of tax officials of border tax authorities.

(:) ~ndorra
@ Arba
€ Bahamas
Belize
Q& Bermuda

O+-6 66

British Virgin Islands
Cayman Islands
Cook Islands
Guernsey

Isle of Man

X Jersey
a Monaco

L U San Marino
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@ Australia a Germany e Portugal
‘ ' Belgium : Hungary Slovakia
‘*' Canada = Latvia : Spain
€= Denmark @ lithuania := Sweden
B cionia : Netherlands
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SOCIAL SECURITY AGREEMENTS

The interaction of national social security systems within the European Economic Area is
governed by EU Regulations which also extend, by agreement (and with some differences),
to Switzerland. The Czech Republic has pre-existing bilateral agreements with some of these
states. These have largely been superseded by the EU Regulations but may be applied where
occasionally they give a more beneficial result. The following non-EEA countries and the
province of Quebec have social security agreements with the Czech Republic, the terms of
which differ from case to case.

‘ Albania ® Japan A sebia

@ Australia % Macedonia @ SouthKorea
ﬁ. Belarus " Moldova 3 Syria

%’ Bosnia Herzegovina @' Mongolia @ Tunisia

‘*' Canada e Montenegro @ Turkey

‘ Chile @ Quebec a Ukraine

E India @ Russia % United States
I Israel
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If you have any points on which you would like to get further clarification,
please do not hesitate to contact us.

BDO Group s. . 0., a Czech limited liability company (registration Number 08639060, registered in Prague, No
C. 322425) is member of BDO International Limited, a UK company limited by guarantee, and form part of the
international BDO network of independent member firms.

BDO is the brand name for the BDO network and for each
of the BDO member firms.

www.bdo.com
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BDO Purpose: People helping
people achieve their dreams
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