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What if the consolidation package does 

not pass and the President vetoes the 

pension savings plan?  

The Consolidation Package 

As we informed readers in Tax News No. 
8/2012, the government bill proposing 
changes to tax, insurance, and other acts in 
connection with reducing the public budget 
deficit – also known as the consolidation 
package – was once again presented to the 
Chamber of Deputies for approval. 
Following the Senate’s rejection, the bill 
was sent back to the Chamber of Deputies 
in the wording that previously did not pass 
in the lower house.  

The ongoing negotiations over adjustments 
to the bill have not yielded any results so 
far. Some ODS deputies object especially to 
the following: 

- VAT increase from the current 14% to 

15% and from 20% to 21%; 

- introduction of a solidarity-based 7% 

tax on income exceeding 48 times the 

average salary as per the Social Security 

Insurance Act; this extra tax applies to 

employment-generated income of 

individuals and personal income of sole 

proprietors; 

- the inability to apply a personal tax 

discount to income of taxpayers who 

receive old age pension; 

- the inability to apply a tax discount to a 

spouse and take advantage of child-

related tax relief if the taxpayer who 

generates income as a sole proprietor or 

from leasing real estate applied flat-rate 

costs and expenses and the aggregate of 

the sectional tax bases will still be 

higher than one half of the taxpayer’s 

total tax base. 

The deputies say they will not accept any of 
the compromises suggested by the Prime 
Minister, such as increasing only the bottom 
VAT rate to 15% and having the solidarity-
based tax increase on personal income tax 
applicable only for 2013. 

Most of the government-proposed changes 
referred to above, which some of the ODS 
deputies oppose, are to apply to 2013 – 2015 

only. Starting in 2015, the income tax and 
VAT process will become subject to an 
already valid act amending legislation in 
connection with introducing a single 
collection point. If the consolidation 
package with the changes proposed by 
some of the ODS deputies is approved, the 
following changes will take place: 

- VAT rates will remain at the current 

level; 

- flat-rate costs and expenses (percentage 

of income) for individuals (sole 

proprietors engaged in certain 

businesses and landlords) will be 

subject to a cap; 

- real estate transfer tax will increase from 

3% to 4% (with the seller remaining the 

party liable for payment); 

- the maximum assessment base for 

health insurance premiums for 

employees and private proprietors will 

be terminated (the current maximum 

assessment base amounts to 72 times the 

average salary as per the Social Security 

Insurance Act). 

 

Presidential Veto 

A model example of how a presidential 
veto can complicate a redress of errors in 
already valid legislation can be seen in the 
method of determining old age pension 
insurance premiums for sole proprietors as 
of 1 January 2013. The error took place in 
connection with the legislation applicable to 
pension savings plans that constitute, as of 
2013, the newly introduced “second pillar” 
of the Czech pension system. 

Pursuant to the legislation, one of two 
pension insurance rates shall apply 
depending on whether the sole proprietor 
has enrolled in the new pension savings 
plan or not. While sole proprietors who 
have not enrolled will be subject to a 28% 
mandatory pension insurance rate, those 
who have are subject to an 8.5% rate (of 
which 3.5% goes to the state budget and 5% 
to pension savings). This obvious and 
groundless difference should have been 
redressed by the draft bill on amendments 
to acts in connection with the adoption of 
the act on pension savings premiums. 
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However, the President vetoed the bill and 
returned it to the Chamber of Deputies for 
further debate, since the President disagrees 
with changing the Czech pension system. 
Because the President vetoed the act on 
pension savings premiums at the same 
time, it is not clear how the pension 
insurance premiums are to be collected. The 
Chamber of Deputies may override the 
presidential veto by approving the acts by 
a simple majority of votes of all deputies. 

Tax consequences of bonds, the methanol 

affair, and other news on the GFA’s 

website  

Bonds 

At a press conference held on Monday, 22 
October 2012, the Minister of Finance 
Miroslav Kalousek presented details on the 
autumn issue (already the third of its kind) 
of state savings bonds, each with a nominal 
value of CZK 1, to be launched on 12 
December 2012. Prospective purchasers 
may reserve the bonds from 5 until 30 
November 2012, unless the subscription 
period is terminated earlier. Keep in mind 
that the tax applicable to state and non-state 
bonds will change for individuals as of 1 
January 2013. 

The tax laws provide an opportunity to 
avoid tax on bond yields if the yield 
attributable to a single bond is lower than 
CZK 7— note, however, that this does not 
apply to anti-inflation saving bonds that 
may only be subscribed for by individuals. 
The avoidance results from rounding off the 
tax base and the tax. The opportunity is 
available for interest accrued on cash on 
deposit or current accounts subject to 
withholding tax if the daily interest is less 
than CZK 7. 

Starting in 2013, the capital income tax base 
and tax will not be rounded off. Only the 
total amount of tax withheld by the payer 
on each type of income will be rounded off. 
However, the important message here is 
that the current tax procedure will be 
applicable to all bonds to be issued by the 
end of 2012. This means no tax will be 

levied on yields of individuals starting with 
the autumn bonds issue. 

Methanol Affair 

The infamous methanol affair has resulted 
in prohibition of the sale and marketing of 
alcohol 40 proof and higher with a 
production date after 31 December 2011. 
Prohibition was imposed by the Ministry of 
Health and applies to all operators of food 
establishments, regardless of whether they 
are legal entities or sole proprietors. To 
compensate at least a portion of the damage 
to be incurred by some taxpayers as a result 
of the prohibition, the Minister of Finance 
released the relevant parties from the duty 
to pay tax on income that was not paid by 
10 October 2012 and the original due date is 
before 31 December 2017. The amount of 
the waived payment will correspond to the 
amount of excise duty on alcohol, which 
will be listed on a certificate issued by the 
Customs Authority proving an 
investigation regarding tax verification and 
assisted removal of alcohol was conducted. 

The application form and details on the 
release are available on the General 
Financial Authority’s website. 

Interest on Deferred Tax Payments 

The tax authority may, upon request or on 
an ex oficio basis, defer tax payments or 
spread out the payments into instalments. 
While a tax entity is not subject to the duty 
to pay default interest for the period of 
deferment, its interest on the deferred 
amount is lowered by 7%, for which the tax 
authority is to issue a payment assessment. 
The tax authority may refrain from 
imposing such interest if the claimed 
interest is too severe for the tax entity in 
terms of its own particular economic or 
social situation. 

The General Financial Authority has issued 
Methodological Instruction No. 15/2012 in 
which it defines circumstances under which 
the interest can be waived due to severity. It 
also defines the circumstances under which 
the tax authority may not refrain from 
imposing such interest. 
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Another noteworthy point is that the tax 
entity must deliver the application for 
waived interest to the tax authority before 
the due date as per the payment assessment 
for the interest on deferred tax (the date of 
delivery prevails over the date of posting).  

The full text of Methodological Instruction 
No. 15/2012 is available on the General 
Financial Authority’s website. 

International Taxation 

On 15 October 2012, the protocol to the 
double tax treaty concluded between the 
Czechoslovak Socialistic Republic and The 
Kingdom of the Netherlands regarding 
income and property tax was signed. Two 
prior protocols are already attached to the 
treaty. The new protocol should help boost 
legal certainty and, primarily, improve 
coordination between both countries in 
combating tax evasion and fraud. 

The protocol to the double tax treaty 
concluded between the Czech Republic and 
the Republic of Croatia regarding income 
and property tax was published in the 
Collection of International Treaties under 
No. 82/2012 Coll. Int. Ts.  

Interesting Tax-Related Case-Law Rulings 

by the Supreme Administrative Court – 

documenting standard (reference) prices 

Ruling No. Afs 74/2010-81 has been 
published in the Collection of Rulings of the 
Supreme Administrative Court No. 4/2012. 
The dispute involved the tax authority’s 
increase of a tax entity’s tax base by the 
difference between the agreed rent for 
residential and non-residential premises 
and the arm’s length rent for comparable 
premises (the “reference” or “standard” 
price). The Regional Court upheld the 
decision of the tax authority and the 
appellate body, which propelled the tax 
entity to take the matter to the Supreme 
Administrative Court. 

The Supreme Administrative Court 
dismissed the Regional Court’s judgment 
and ordered the Court to dismiss the tax 
authority’s decision and return the case to 

the tax authority for further proceedings. 
The judgment includes the following 
interesting conclusions of the Supreme 
Administrative Court: 

- There is a principle in tax proceedings 

that a tax entity is required to make a 

statement in relation to their tax duty 

and, also, shall bear the burden of proof 

in respect of such statements. However, 

this general rule does not apply to 

certain circumstances where both the 

burden of statement and the burden of 

proof rest with the tax authority, which 

is where the application of Section 23(7) 

(first sentence) of the Income Tax Act 

comes into play, under which the tax 

authority shall adjust the taxpayer’s tax 

base if prices agreed between related 

parties differ from standard prices 

(unless the taxpayer sufficiently 

supports the grounds for the difference). 

Hence, the tax authority bears the 

burden of proof that is substantial to 

prove the case; 

- Primarily, the tax authority must prove 

that the parties involved are related in 

terms of capital or otherwise as per 

Section  23(7) of the Income Tax Act. If it 

manages to do so, the tax authority shall 

then proceed to find out and document 

the amount of the reference price to 

compare it subsequently with the 

challenged price. If the tax authority 

manages to prove the difference, it is 

required to provide the taxpayer with 

the opportunity to explain the 

difference; 

- The Supreme Administrative Court 

defined in great detail the circumstances 

necessary for ensuring an accurate 

calculation of the reference price and 

that the tax authority is required to find 

out, apply correctly, and be able to 

prove and document the circumstances. 

The Supreme Administrative Court also 

ruled that the tax authority must be able 

to document all substantial parameters 
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pursuant to which the related parties 

agreed on their price. Merely disputing 

the tax entity’s statement is not 

sufficient. If the tax authority is not able 

to disprove the tax entity’s statements, it 

would have to follow them or, as the 

case may be, adjust them with other 

evidence. 

The Supreme Administrative Court’s 
judgement also implies the importance of 
raising objections against the tax authority’s 
findings and conclusions as early as 
possible. Since the tax entity did not raise 
an objection that the authorities had failed 
to prove any personal connection between 
it and the tenant until its cassation 
complaint, the objection is inadmissible as it 
was not raised in the Regional Court even 
though the tax entity could have done so. 
The Supreme Administrative Court 
therefore overruled the objection. 
_______________________________ 

Tax News includes only general information 
and  cannot substitute for the full wording 
of the relevant legal regulations. The 
information contained in Tax News should 
not be construed as legal advice or legal 
opinion. Kocián Šolc Balaštík explicitly 
disclaims all liability for any activities or 
conduct arising as a result of the 
information contained in Tax News.  

If you need more details or would like to 
address specific problems, please contact a 
KŠB tax advisor. We would be pleased to 
provide you with more information on any 
of the issues discussed above. 

We are sending you Tax News as a business 
partner of Kocián Šolc Balaštík. If you no 
long wish to receive Tax News, you can 
unsubscribe here: 
http://www.ksb.cz/newsletter/unsubscribe/tn. 
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Pavla Blažková  pblazkova@ksb.cz 

Jan Černohouz  jcernohouz@ksb.cz 

Alena Jurič  ajuric@ksb.cz 

Helena Navrátilová   hnavratilova@ksb.cz  

Tel.: +420 224 103 316 

 

 


