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Communication by the Ministry of Finance 

 

The Ministry of Finance (MF) issued 

Instruction D-324 interpreting the term 

“residential needs” so that interest paid on 

mortgages can be claimed as tax-

deductible by natural persons.  

Pursuant to the interpretation of the MF, 
the interest paid on the refinancing of a 
mortgage can be newly deemed as tax relief 
for residential needs. The Instruction was 
published under No. 39/62 250/2009-392 
and is available at the website of the Czech 
Tax Administration of MF 
(http://cds.mfcr.cz). The MF’s latest 
interpretation completely contradicts its 
former interpretation published in the MF 
communication of 15 June 2009. We believe 
that people who proceeded to prepare their 
tax returns according to the previous 
communication of the MF can submit 
additional tax returns and now claim 
interest paid on mortgage payments as tax-
deductible and thereby reduce their tax 
duty.   

 

International tax relations 

 

The Ministry of Foreign Affairs’ 

Communication on conclusion of the 

Protocol to the Agreement between the 

governments of the Czech Republic and 

Russian Federation on the Abolition of 

Double Taxation and Prevention of Tax 

Evasion in the Field of Income Taxes and 

Property Taxes was published in the 

Collection of Treaties on 9 July 2009, 

Chapter No. 24/2009. 

The new protocol amending the current 
agreement on the abolition of double 
taxation came into effect on 17 April 2009. 
The current agreement is amended by a 
new provision regulating the creation of a 
permanent establishment for services 
following six months of provision of 
services. Other changes include, for 
example, the taxation of income from the 
disposal of shares or other rights in a 
company the registered capital of which 
constitutes 50% or more real property. Such 
gains shall be subject to taxation in the 
country where the real property is located. 
These changes in the agreement on the 

abolition of double taxation shall be applied 
as of the taxation period beginning on 1 
January 2010. 

 

Newly submitted bills 

 

Amendment to the VAT Act in the 

Chamber of Deputies 

The governmental proposal for the 
amendment to the VAT Act (Parliamentary 
publication no. 887) was submitted to the 
Chamber of Deputies for discussion and 
approval in the first reading during 
September 2009. The amendment responds 
to EC Directives on VAT adopted in 2008 
that include, among other things, Council 
Directive 2008/8/EC, Council Directive 
2008/9/EC and Council Directive 
2008/117/EC, pursuant to which EU 
Member States are expected to implement 
the new rules into national regulation by 1 
January 2010. This concerns mainly a 
change in the rules for determining the 
place of performance of services, a change 
relating to the submission of summary 
reports and a change in VAT 
reimbursement for Czech taxpayers in other 
EU Member States and for taxpayers from 
other EU Member States in the Czech 
Republic. Pursuant to the amendment, 
summary reports are required to be 
submitted electronically only by means of a 
data message with a verified electronic 
signature as of 1 January 2010. Other 
proposals for changes to the VAT Act, such 
as the implementation of a specific tax base 
for related parties and changes in schedules 
to the VAT Act determining whether 
performance is subject to a reduced VAT 
rate, were included in the amendment. 
Changes in the VAT Act will result in the 
need to set-up accounting systems and data 
processing for VAT reporting. 

 

The Act on Financial Administration of 

the Czech Republic and the Act on 

Customs Administration 

A parliamentary proposal for the 
amendment of the Act on Financial 
Administration of the Czech Republic 
(Parliamentary print no. 844) and an 
accompanying act regulating related 
legislation (Parliamentary print no. 845) 
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have been submitted to the Chamber of 
Deputies. In addition, a parliamentary 
proposal for a new Act on Customs 
Administration (Parliamentary print no. 
846) and an accompanying act on related 
legislation (Parliamentary print no. 847) 
have been submitted. The laws should 
trigger a reorganisation in the area of 
financial administration so that a centrally-
managed system of bodies is subordinated 
to the MF, headed by a directorate with 
nationwide competence (to be created from 
part of the current Central Financial and 
Tax Directorate and designated for this 
purpose as the General Financial 
Directorate). The General Customs 
Directorate will be created on a similar 
principle. The new system is expected to 
become the basis for creating a Single 
Collection Point (SCP) in the future. The 
government has issued its standpoint on 
the draft amendments and recommended 
making slight changes. A proposal for an 
expression of consent to the draft acts in the 
first reading has already been submitted in 
connection with the submission. 

 

It is assumed that the proposals will be 
scheduled for the last meeting of the 
current Chamber of Deputies in September, 
but the draft amendments have not been 
placed on the agenda so far and therefore it 
is uncertain whether they will be discussed 
in the near future.  

 

Newly approved and effective laws 

 

Discounts on insurance – Act No. 221/2009 

Coll. amending Act No. 589/1992 Coll. on 

Social Security Insurance Contributions 

and Act No. 586/1992 Coll. on Income 

Taxes 

An Act allowing a discount on social 
security insurance contributions was 
published on 20 July 2009 and became 
effective on 1 August 2009. Employers 
employing, or intending to employ, 
employees whose income is 1.15 times 
lower than the average wage may apply for 
the above mentioned discount (for the 
purposes of Act No. 589/1992 Coll. on Social 
Security Insurance, the term “average 
wage” is set forth in Section 5c, Subsection 1 

of this Act and differs from the average 
wage calculated by the Czech Statistical 
Office). The average wage for the purposes 
of social security insurance shall amount to 
CZK 27,100 (rounded up) for the year 2009.  

The discount on insurance can be applied 
between 1 January 2009 and 31 December 
2010. The discount on insurance may be 
applied as both (i) an extraordinary 
discount on insurance determined for 
individual calendar months of the year 2009 
prior to the Act taking effect (the claim for 
the extraordinary discount may be applied 
from the first calendar month in which the 
Act comes into force, i.e. starting from 
August 2009 for the prior months of 2009) 
and (ii) a common discount on tax applied 
as of the date of effectiveness of the Act, i.e. 
as of August 2009.  

Regarding the adoption of the Act, a phrase 
specifying in more detail the tax regime for 
discounts on social security insurance has 
been added to the end of Section 6, 
Subsection 13 of the Income Tax Act. When 
calculating the relevant tax base pursuant to 
the new legislation, any discounts or other 
amounts by which the employer reduces 
the obligatory insurance payment shall not 
be taken into account. In fact, the amount of 
discounts on insurance applied shall not 
affect the determination of the tax base of 
employment income tax for either (i) the 
calculation of advances on tax or (ii) the 
calculation of a yearly tax duty. 
 

The Payment System Act 

The Chamber of Deputies approved the 
new Payment System Act that implements 
Directive No. 2007/64/EC on payment 
services into the Czech legal system. The 
Act was published in the Collection of Laws 
under No. 284/2009 Coll. and approved by 
the Chamber of Deputies through an 
accelerated reading with an effective date of 
1 November 2009. The Act replaces 
previous legislation on payment systems 
and newly regulates obligations on transfer 
payments for non-bank providers of 
payment system services. The legislation 
concerning electronic money, payment 
systems and public conditions for the 
provision of such activities (as well as 
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regulation of private law relations) is 
included therein. 

 

The Amendment to the Act of 

Administration of Taxes and Fees through 

the Payment System Act 

Together with the Payment System Act, an 
accompanying Act published in the 
Collection of Laws under No. 285/2009 
Coll., was approved. The Act amends 
nearly 22 legal regulations. The Act of 
Administration of Taxes and Fees (part No. 
15), in which the due date of tax duties is 
changed, is one such act. The date of 
payment shall no longer be the date on 
which the funds are debited from the 
debtor’s account as currently practiced, but 
shall be deemed the date on which the 
funds are credited to the tax administrator’s 
account. The above-mentioned regulation is 
currently valid only for payments of tax 
duties from accounts held in foreign 
currency or from accounts held abroad. The 
date of effectiveness shall be 1 November 
2009. The Act on General Health Insurance 
Contributions (part No. 16) and Act on 
Social Security Insurance Contributions 
(part No. 17) have also been amended in a 
similar manner. The date of effectiveness of 
the above mentioned Acts is set for 1 
January 2010. 

 

Information on Published Amendments to 

the Income Tax Act 

 

Statutes amending the Income Tax Act have 
been published in the Collection of Laws. 

 

1. The changes concern an 
amendment to the Income Tax Act, which 

is published in the Collection of Laws 

under No. 304/2009 Coll. (this amendment 
was added to the draft amendment to the 
Act of Administration of Taxes and Fees; 
Parliamentary print no. 387). Under this 
amendment, a transport flat rate in the 
amount of CZK 5,000 was added to the 
Income Tax Act. The effectiveness of this 
amendment was changed and commences 
as of 1 January 2010, while the amendment 
to the Income Tax Act shall apply to the tax 
period beginning in 2009, pursuant to 
transitory provisions. The amendment to 

the Income Tax Act was adopted on the 
basis of a parliamentary amendment, but 
the terminology thereof is not clear. 
Negotiations between the representatives of 
the Ministry of Finance and Chamber of 
Tax Advisers of the Czech Republic will 
take place in mid-September to clarify the 
legal interpretation of the new amendment. 
2. Furthermore, an Amendment to 
the Act on Compulsory Labelling of Spirits 
was published in the Collection of Laws 
(Parliamentary print no. 515), to which 
another amendment was proposed by 
deputies in the second reading (this 
amendment was published in the Collection 
of Laws under No. 289/2009 Coll.). Based on 
the Amendment to the Act on Compulsory 
Labelling of Spirits, the flat rate for tax-
deductible costs of natural persons-
entrepreneurs has been changed. The flat 
rate remains at 80% for natural persons-
entrepreneurs with income from 
agricultural production, forestry and water 
management whereas the flat rate is newly 
increased to 80% for natural persons-
entrepreneurs with income from the trade 
businesses. Other natural persons-
entrepreneurs may newly apply the flat rate 
of 60% of their income value. This 
amendment to the Income Tax Act shall be 
applicable for the taxation period beginning 
in 2009.  
3. In addition to this, a direct 
amendment to the Income Tax Act, which 
establishes extraordinary tax depreciation, 
has been published the Collection of Laws 
under Act No. 216/2009 Coll. The date of 
effectiveness of this amendment is set for 
the date of publication and special tax 
depreciation can be applied to property as 
defined in the Income Tax Act and acquired 
in the period of 1 January 2009 to 30 June 
2010. 
4. The President returned the 
amendment to the Income Tax Act, which is 
included in the Act on the Promotion of 
Economic Growth and Social Stability, to 
the Chamber of Deputies and the Chamber 
of Deputies shall vote thereon during its 
last meeting commencing on 8 September 
2009. The President returned it on the 
ground of the regulation of the so-called 
“car scrappage bonus”, which would have 
been implemented thereby. The actual Act 
on the Promotion of Economic Growth and 
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Social Stability is contained in the part 
implementing extraordinary tax 
depreciations and is the same as the rules 
contained in Act No. 216/2009 Coll.  
 

A hidden Amendment to the Act on 

Administration of Taxes and Fees reduces 
the period for storing documents from 15 
days to 10 days and was published as part 
of Act. No. 218/2009 Coll., pursuant to 
which the Code of Civil Procedure and 
several other laws were amended. 
Reducing the time-period for storing 
documents results in a shorter period in 
which the legal fiction of delivery is 
deemed to occur. Act No. 218/2009 Coll. 
came into the effect on the date of its 
publication (20 July 2009), but the 
amendment to the Act on Administration of 
Taxes and Fees, included in part ten, occurs 
as of 1 January 2010. 

 

Judicature 

 

The Supreme Administrative Court (SAC) 

of the Czech Republic commented in its 

decision No.9 Afs 93/2008-43, dated 23 

April 2009, on the term “lease of non-

residential premises for the gaming 

machines” for VAT purposes. 

Pursuant to the SAC’s interpretation, since 
the definition of the term in question is not 
included in the VAT Act, it is necessary to 
take into consideration the European Court 
of Justice’s interpretation pursuant to 
European legislation. Therefore, in order to 
make a lease of non-residential premises 
exempt from VAT, merely meeting the 
formal requirements of a Lease Agreement 
under the general civil law rules is not 
sufficient; the term “lease” and its 
exemption from VAT needs to be 
interpreted in a restrictive manner. The 
requirements of a lease must genuinely be 
fulfilled and only then it is possible to 
exempt the lease from VAT. In the same 
decision, the SAC expressed its opinion on 
the interpretation of so-called related 
performance (principal and collateral 
performance), which shall not be artificially 
divided for VAT purposes. Provided that it 
forms a single unit from the economic point 
of view, it is considered to be only one 
performance for VAT purposes. The above 

mentioned decision is available on the 
SAC’s website (www.nssoud.cz).   

 
The Supreme Administrative Court 

explained in its decision No. 2 Afs 46/2008 

– 48, dated 31 July 2009, the difference 

between a natural person and a legal 

entity in cases where the tax administrator 

imposes a fine on the executive of a 

limited liability company who fails to 

appear in person to provide an 

explanation.  

Based on the SAC’s opinion, the fine cannot 
be imposed on the executive as a natural 
person but should be imposed directly on 
the legal entity on behalf of which the 
executive acts. Therefore the tax 
administrator makes a mistake if he or she 
imposes a fine as a sanction of a strictly 
personal nature since the duty was actually 
infringed by the legal entity as the tax 
entity. Such decision is in compliance with 
previous judicature of the SAC (No. 2 Afs 
45/2005-50 dated 9 March 2006), by which 
the legal entity may be summoned 
pursuant to Section 29 Act of 
Administration of Taxes and Fees. With 
respect to the nature of legal entities, it is 
obvious that a natural person shall appear 
on behalf of the summoned legal entity. 
Both quoted decisions are available on the 
SAC’s web site (www.nssoud.cz). 
 
 
This summary provides basic information 
only and shall not substitute the full 
wording of the relevant legislation under 
any circumstances. If you require more 
information to solve specific problems, 
please contact any KŠB tax adviser. We 
would be pleased to provide you with more 
information on the matter discussed.  
KŠB Tax Team: 

Tel: 22410 3316 
Fax: 22410 3234 
E-mail:   hnavratilova@ksb.cz 
 pblazkova@ksb.cz 

ajuric@ksb.cz 
vpatek@ksb.cz 
dbucek@ksb.cz 


