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What You Should Know about The Czech Republic

1. Geographical Situation of The Czech Republic

From the geographical point of view The Czech Republic is situated in the centre of Europe and covers area of about 78,900 sq. km. The Czech Republic borders with Germany in the west, Austria in the south, Poland in the north and The Slovak Republic in the east.

2. Population, Language and Towns

The Czech Republic has approx. 10.3 million inhabitants, Czech is the official language. Prague with 1.3 million inhabitants is the capital and also the largest city of The Czech republic. Brno, Ostrava, Plzeň, Olomouc, Liberec and České Budějovice are further important cities.

3. Historical Development

The Czech Republic has undergone an important historical development particularly in the spheres of culture and science, which is documented for example by foundation of the first university in Central Europe in 1348 by one of the most important Czech kings Charles IV.

The Czech Republic had been ruled by the Communist Party until 1989 when the situation was changed by the so called Velvet Revolution (the title results from the non-violent character of the revolution). The first independent elections after almost forty years of lack of freedom took place on 8 July 1990. Václav Havel, a renown philosopher, playwright and former dissident was elected for president of Czechoslovakia in these elections.

The federation of the Czech and Slovak Republics then existed until 1 January 1993. The two republics formed one common state - The Czech and Slovak Federal Republic. Two independent states have existed since 1 January 1993 - The Czech Republic and The Slovak Republic. 

I České Budějovice - The Centre of South Bohemia

České Budějovice, also known under its German name "Budweis" is a gateway to the region of South Bohemia. Thanks to its natural beauties, historic buildings and cultural heritage České Budějovice became an attractive and interesting place. Surrounded by splendid South Bohemian countryside, thanks to its unique central location, České Budějovice became the heart of South Bohemia. The town was founded by the king Přemysl Otakar II on the confluence of the rivers Vltava and Malše. The importance of the town is positively documented by numerous historic objects e.g. the dominant Baroque Town Hall, the ancient St. Nicholas Cathedral, the Salt House on Piaristic Square built in 1531, 72-metre-high Black Tower, or the memorial of the horse railway, the first railway on European continent, connecting České Budějovice with Austrian Linz.

Nowadays the town is the seat of numerous cultural institutions, theatres, libraries, galleries, but there is also the State Chamber Philharmonic Orchestra, an observatory and a planetarium. České Budějovice is the seat of the South Bohemian University, research centre of the Czech Academy of Science, and there are also a lot of professionally oriented schools.

The town of České Budějovice has also been trying to strengthen its position in the field of economy to revive the old tradition of the successful trade, economic, financial and transportation centre.

Numerous companies involved in food, machinery and electronic industry operate in České Budějovice at present. The relatively short distances to important Austrian and other European industrial centres open wide opportunities for Czech as well as foreign entrepreneurs. Numerous companies have already taken advantage of the close distance to German and Austrian business partners and have established mutually advantageous business relations.

In relation to the administrative arrangement of the Czech Republic into regions the town of České Budějovice became the administration centre of the South Bohemian region.

II The Czech Republic and The European Union

The  important step of the Czech Republic so far has been the official application for joining the EU submitted in January 1996. The agreements of co-operation concluded within 1988 - 1991 were gradually replaced by the so called Association Agreement. The Association Agreement, signed on 16 December 1991 on behalf of because of the separation of the ČSFR into The Czech Republic and The Slowak Republic. A referendum was held in the Czech Republic on 13 and 14 June 2003, in which the citizens unequivocally supported the accession of the Czech Republic to EU. As the accession agreements have already been signed nothing prevents the Czech Republic from becoming a full member of EU on 1 May 2004.

III International agreements and membership in international organizations

International Transport Agreement

· COTIF (agreement of international railway transport)

· CMR (agreement of road transport of goods)

· Hague Rules, Hague-Visbys Rules (international agreement of unified                 bill-of-lading rules)

· Hamburg Rules (agreement of transport of goods on the sea)

· Warsaw Agreement (agreement of unified rules in air transport)

· IATA (International Air Transport Association)

Membership in International Organizations

· OECD

· United Nations

· IMF (International Monetary Fund)

· WTO (World Trade Organization)

· European Council 

· CEFTA (Central European Free Tax Association)

· EBRD (European Bank for Research and Development)

· World Bank

· NATO

and others

IV Investments in The Czech Republic - opportunities and limits for foreigners

B. Foundation of a Company

1. General Provisions of the Commercial Code

1.1
Extent of Applicability of the Commercial Code
The Commercial Code, Act No. 513/1991 Coll. in current wording has been applicable for all kinds of business since 1 January 1992.

 According to the Commercial Code Entrepreneurs are persons registered in the Commercial Register or persons running businesses upon business licences or other licences in compliance with special regulations, or individuals involved in agricultural production registered according to a special regulation.

1.2 Trade Name

A trade name means a designation under which an entrepreneur is registered in the Commercial Register. An entrepreneur is obliged to do legal acts under his/her trade name.

The trade name of an individual always consists of the first name and surname of the entrepreneur. The trade name of a business company, co-operative and other legal entities which are founded upon registration into the Commercial Register consists of the name under which they are registered in the Commercial Register and an abbreviation of legal form of the business.

A trade name must not be confusable with a trade name of another entrepreneur and must not be deceitful.

The entrepreneurs not registered in the Commercial Register are obliged to do legal acts under their names and surnames if they are individuals and under their trade names if they are legal entities.

1.3 The Position of Foreign Legal Entities

Foreign legal entities can run businesses within the Czech Republic under the same conditions and to the same extent as domestic entities, unless otherwise defined by the law.

The right to run a business for a foreign person starts on the day of entering the person or its organization branch into the Commercial Register. However this does not apply to individuals with residence in one of the EU countries, as these entrepreneurs are not obliged to have themselves registered in the Commercial Register.  

According to the provisions of the Commercial Code a foreigner can participate in foundation of a Czech legal entity, or become a participant or a member of an existing legal entity in order to run a business. He/she can also found a Czech legal entity or become a sole participant of a Czech legal entity, provided that the Commercial Code allows a sole founder or sole participant. However a legal entity can only be founded according to the Czech law. These possibilities for foreigners to run businesses in the Czech Republic are particularly important for the real estate market.

A legal entity founded according to foreign legal regulations in order to run a business based abroad can move its headquarters to the Czech Republic only if it is acceptable according to an international agreement binding for the Czech Republic and published in the Collection of Laws or the Collection of International Agreements. The movement of the headquarters comes into force on the day of its entry into the Commercial Register.

The inner legal relations of a legal entity moved to the Czech Republic will be subject to the legislation of the country where it was founded. Liability of its partners or members against third parties is also subject to this legislation. Only if the extent of liability of the partners against third persons compared to the same or similar persons in the Czech Republic was lower than according to the Czech legislation, the Czech legislation would be applicable.

2. Limited liability company and joint-stock company

1.1 Basic provisions

The Commercial Code includes general provisions applicable for all forms of companies, i.e. also for limited liability companies (s.r.o.) and Joint-stock Companies (a.s.). Either a private person (individual) or a legal entity may become a participant (shareholder) of a business company.

2.1.1. Foundation and Formation of a Business Company

All business companies are founded by signing a deed of association (founder's deed) by all the founder members. 

A deed of association of a limited liability company or a founder's deed of a joint-stock company must be written in the form of notarial record.

2.1.2. Registration in the Commercial Register

A company as a legal entity officially comes into existence on the day of registration in the Commercial Register. The application for registration in the Commercial Register must be submitted within 90 days from founding a company or from delivery of a trade licence. Unless the application is submitted within the prescribed 90-day period it is not then possible to be submitted upon the trade licence.

2.1.3 Trade Name

A trade name of a business company is the title under which the company is registered in the Commercial Register. An appropriate addition to the trade name must inform about the legal form of each company. The trade name of a company must not be confusable with a trade name of an existing company and must not be deceitful. Different addition giving the legal form of a business is not sufficient to distinguish a company.

2.1.4. Representation

The statutory body of a company (executives and board members) must be listed in the Commercial Register together with the information about joint or individual representation of the company by the body members.

2.1.5. Residence Permit

Statutory body members of foreign nationalities must have the Residence Permit for the Czech Republic to be entered in the Commercial Register.

2.1.6. Trade Licence

For the registration in the Commercial Register a Trade Licence or an appropriate concession deed must be submitted. Only individuals may be representatives of subjects running businesses on the base of a trade licence. A foreigner may be appointed as a legal representative only if he/she has a valid Residence Permit for the Czech Republic and proves his/her knowledge of the Czech or Slovak Language in the form of an interview. The Czech Trade Law knows conditional and licensed businesses (a proof of qualification is required) and free businesses (no proof of qualification required). Trade-oriented or real estate activities belong among the free businesses (esp. purchase and resale of real estate). Free businesses must only be reported to the appropriate Trade Authority according to the seat of the company. 

2.2. Foundation of a Limited Liability Company

2.2.1. Deed of Association, Foundation Deed

A limited liability company is founded by concluding a deed of association. A deed of association may be also concluded by persons authorized by the founder or founders upon a power of attorney. The power of attorney with an authenticated signature of the mandator (founder) is to be enclosed to the deed of association. Founder's deed must be written in the form of notarial record. 

The trade name of the company must include a denomination "Limited Liability Company". It is usually abbreviated by "s.r.o." or  "spol. s r. o.".

2.2.2. Legal Capital

The basic capital of a limited liability company must amount at least CZK 200,000.00. Each partner must provide the basic investment of minimum CZK 20,000.00. The amount of individual investments may differ but each of them must be a multiple of a thousand.

Before submitting a proposal for entering a company in the Commercial Register all members' monetary investments must be paid up at least to 30 %. However, the total of the individual basic investments including the value of material investments must be at least CZK 100,000.00. Registration of a company with a single partner in the Commercial Register is only acceptable if the legal capital is paid up to the full amount.

2.2.3. Lien of a Stake

With the force from 1 January 2001 a stake in a company may be a subject of a lien. The lien agreement has to be in written. Signatures on the lien agreement have to be authenticated. A lien to a stake comes into force on the day of its entry into the Commercial Register.

2.2.4. Statutory Bodies of a Company

A General Assembly is the highest statutory body of a limited liability company.

The sphere of competency of the General Assembly includes :

· approval of acts made on behalf of the company before its foundation,

· approval of the annual financial statement, distribution of profit and loss,

· approval of the articles of association and their amendments,

· decisions on amendments to the deed of association,

· appointing, recall and remuneration of executives and supervisory board members,

· appointing, recall and remuneration of a liquidator and making decisions on cancellation of a company if allowed by the deed of association,

· decisions on a transfer of assets of the company or its part,

· decisions on mergers, transfer of the assets to a partner, separation and change of legal form of the company,

· approval of an acquisition agreement, contract of profit transfer, silent partnership contract and their amendments,

· approval of an agreement of executive's performance,

· appointing and recall of procuration, unless otherwise prescribed by the deed of association. 

The following powers can be executed only with agreement of 2/3 (qualified) majority of all partners' votes: 

· approval of the articles of association and amendments to them

· decisions on amendments to the deed of association unless they are done upon different legal facts

· decisions on increasing or decreasing of the legal capital or admittance of a non-monetary investment or on a possibility of compensation of a monetary receivable of the company against a receivable to the investment payment,

· winding-up and liquidation of the company

Approval of an acquisition agreement, contract of profit transfer, silent partnership contract and their amendments require agreement of at least 3/4 majority of all votes of the partners.

If the legal capital is decreased by unequal decrease of the individual partners' investments, the agreement of all the partners is necessary.

The statutory body of a limited liability company consists of one or more executives. Unless otherwise required by the articles of association or the deed of association and if there are more executives in the company, each of them is authorized to represent the company individually. 

The deed of association has to content the names and home addresses of the first executives of the company and the way how they act on behalf of the company.

2.2.5. The Entry in the Commercial Register

A company is founded by entering in the Commercial Register. The application for entering in the Commercial Register must be signed by all the executives. The signatures must be authenticated.




2.3 Foundation of a Joint-stock Company

2.3.1. Foundation

A joint-stock company is founded by concluding the fouders' agreement written in the form of a notarial record. If one person wants to found a joint-stock company he/she must be a legal entity. In such a case the company is founded by drawing up a foundation deed in the form of a notarial record. 

2.3.2. Articles of Association

It is necessary for founding a joint-stock company to work out articles of association, which are usually a part of the foundation agreement.

The Articles of Association have to include:

a)  the trade name and seat of the company,

b) business subject (sphere of activities),

c) amount of legal capital and the way of covering the rate of issue of the shares,

d) number and nominal value of shares, form of shares and specification whether the shares are bearer or registered, how many of them are registered and how many are bearer shares,

e) number of votes related to one share, way of voting at the general assembly, if the company has issued shares of different nominal values, number of votes related to each of the nominal values,

f) the way of calling the general assembly, its competence and force of its decision making,

g) number of board members, supervisory board or other bodies, period in the position and specification of their competencies and the way of decision making, if they are appointed,

h) the way of creating the reserve fund and the amount to which the company is obliged to replenish it and the way of replenishment,

i) the way of distribution of profit and covering losses,

j) results of failing to cover the subscribed shares in time,

k) rules of increasing and decreasing the legal capital, especially the possibility to decrease the legal capital by withdrawing shares from circulation by drawing,

l) method of making amendments and changes to the articles of association,

m) other information required by law.




2.3.3 Foundation of a Company Based on a Call for Share Subscription

If a company is founded "gradually" the founders secure creation of a part of legal capital on capital market. The founder or founders secure creation of legal capital exceeding the nominal value of the shares subscribed by themselves by a call for public share subscription. The subscription has a form of entries in the deed of subscribers. The entry includes number, nominal value, form, or possibly type of subscribed shares, issue price of the subscribed shares, terms for settlement of the subscribed shares, trade name and the seat if the subscriber is a legal entity, or the name and home address if the subscriber is an individual, otherwise the subscription has no force.

2.3.4. Foundation of a Company without a Call for Share Subscription

Apart from the possibility of founding a company by a public offer of shares there is also a possibility to found a company without a call for share subscription. In such a case the founders subscribe the whole legal capital of the company themselves.

2.3.5. Legal Capital

The value of legal capital of a joint-stock company founded with a public offer of shares must be at least CZK 20,000,000.00 unless a higher amount is prescribed by a special regulation (e.g. for stock exchanges and banks). The value of legal capital of a joint-stock company founded without a public offer of shares must be at least CZK 2,000,000.00 

2.3 6.
Shares

A share is a security, to which the rights of a shareholder as a partner to take part in  the company management, profit and liquidation balance in case of bankruptcy according to law and the company articles of association, are related.

Shares may be issued in accordance with special acts in a documentary or booked form as registered shares or bearer shares.

A share must include:

a) trade name and the seat address of the company,

b) nominal value,

c) information of share form, bearer share also the company or name of the shareholder,

d) amount of legal capital and number of shares on the day of issue,

e) date of issue,

A documentary share must also bear a number and signatures of a member or members of the board who are authorized to act on behalf of the company on the date of issue. Booked shares must bear the numbers only if it is required by the law.

The articles of association may appoint issue of preference shares, limiting or even excluding the right to vote on the general assembly. However, the preference shares may only cover a half of the legal capital.

2.3.7 Trade Name of a Joint-stock Company

A trade name of a joint-stock company is likewise that of a limited liability company subject to General Provisions. The trade name of a joint-stock company may thus be derived from the business subject or from the name of one shareholder. Names completely made up are also accepted. A trade name of a joint-stock company must include the addendum "akciová společnost" or "a.s.".

2.3.8. Statutory Bodies of a Company

The general assembly is the highest body of a company. A shareholder attends the general assembly personally or through a representative bearing a written power of attorney. The general assembly, as the highest body of a company, has the right to  vote and remove members of the board of directors. The board of directors is subject to the general assembly and is responsible for damages caused by failing to meet their obligations. The board of directors has at least three members; this does not apply to companies with only one sole shareholder. The period in function of the board members must not exceed five years.

If there is just one shareholder in a company, he/she has the power of the general assembly.

The board of directors is responsible for management of the company including duly conducted accounting, works out the annual statement with the proposal for profit distribution or coverage of losses in compliance with the company articles. At least once per accounting period the board presents a report of activities and balance of assets to the general assembly. If the board finds that the assets of the company have dropped to the half of the legal capital or this may be expected, or if it finds that the company has become bankrupt, it calls an extraordinary general assembly without a necessary delay. 

The supervisory board supervises the performance of the board of directors and implementation of the company's business activities. The supervisory board members are entitled to look at all documents and records related to the company activities and check, whether the accounting entries are conducted correctly and whether the business activities of the company are run in compliance with legal regulations, articles of association and instructions of the general assembly. The supervisory board has to have at least 3 members, the number of members has to be divisible by three. The supervisory board members have to comply with all legal prescriptions as the board of directors members.

2.3.9. Entry in the Commercial Register

A joint-stock company comes into existence on the day of its entry in the Commercial Register.

3. a Partnership

3.1   General Provisions
A partnership (v.o.s.) is a company, in which at least two persons run a business under a common trade name and share the liability for the company's obligations jointly with their entire properties. 

The trade name of a company must include the addendum "veřejná obchodní společnost" or abbreviation "veř. obch. spol." or "v.o.s.". If the trade name includes a surname of at least one of the partners, the addendum "a spol." (and Co.) is sufficient. 

3.2    Rights and Obligations of the Partners

Rights and obligations of the partners are subject to a concluded partnership agreement. Unless otherwise stated in the agreement each of the partners is authorized to take part in management of the company.

The net profit to be distributed is divided between the partners in equal portions.

3.3    Legal Relation to Third Parties

A partnership is responsible for its debts by the entire property. The partners are responsible for the company's debts jointly with their entire properties.

3.4    Termination and Winding-up of the Company

Besides the general rules a company is terminated:

· by a withdrawal of one of the partners from the partnership agreement, if it was concluded for an undefined period,

· in case of death of one of the partners, unless the partnership agreement permits inheriting of a stake and the testator's stake was inherited by his/her heir(s), the heritage was not rejected and at least two partners remain in the company,
· for other reasons specified in the partnership agreement,

· by extinction of a legal person, which is a partner, unless the partnership agreement permits a transfer of the stake to a legal successor and at least two partners remain in the company,
· by a declaration of bankruptcy on the property of one of the partners or by rejection of a proposal for bankruptcy declaration for lack of property,
· by a lawful order for execution on the stake of one of the partners in the company or by issuing of an execution order to recourse the stake of one of the partners in the company after the force of the order for execution,
· by deprivation or limitation of performing legal acts for one of the partners.
4. A Limited Partnership

4.1 General Provisions

A limited partnership consists of at least one general partner (a partner who is responsible for the company's debts by his/her entire property) and at least one limited partner (a partner whose liability for the company's debts is limited by the amount of his/her unpaid investment entered in the Commercial Register). The limited partner is obliged to invest in the legal capital of the company at least CZK 5,000.00.

The trade name of a company must include the designation "komanditní společnost" ("limited partnership") or the abbreviation "kom. spol." or "k.s.". If the trade name of a company includes the name of its limited partner, he/she has the same liability as the general partner.

Only general partners are authorized to represent the company. The rights of limited partners are restricted to the right for participation on profit, right to view the books and check the data there or appoint an auditor on his/her behalf, the right to have a copy of the annual financial statement and the right to require information on all matters regarding the company from the general partners. The rule against competition does not apply for a limited partner unless otherwise stated in the partnership agreement. Unless the partnership agreement specifies different distribution of profit and loss the profit of the company is divided into a part belonging to the company and the part belonging to the general partners in proportion 1:1. The part of the profit belonging to the company is then divided among the limited partners in the proportion specified in the partnership agreement or in the proportion of their paid-up investments. The part of profit belonging to the general partners is then divided among them equally, unless otherwise specified in the partnership agreement.

A loss revealed by the financial statement is born equally by the general partners unless otherwise specified in the partnership agreement. The limited partners are only obliged to take part in the coverage of loss if it is specified in the partnership agreement.

A limited partner bears the obligations arisen from contracts concluded by him/her without authorization, to the same extent as a general partner.

A limited partnership is thus a relatively good tool from the point of view of a limited partner, as his/her liability is limited by the amount of the investment.

4.2. Termination and Winding up of a Company

Declaration of bankruptcy against the limited partner's property, or rejection of a bankruptcy petition for a lack of property or a lawful order for execution to recourse the stake of the limited partner in the company or an issue of an execution to recourse the stake of the limited partner after the force of the resolution of ordering the execution are not reasons for cancellation of a company.
The company is cancelled neither by extinction of a legal entity which is a limited partner. Neither deprivation or limitation of doing legal acts are reasons for extinction of a limited partner's participation in the company. The only result of the above cases is extinction of a limited partner's participation in the company. The company is not cancelled because of a death of a limited partner and his/her stake in the company is inherited, unless heritage is excluded by the partnership agreement. If the participation of all limited partners extincts the general partners may decide to convert the limited partnership into a partnership without liquidation.

5. Co-operative

5.1 General Provisions

A co-operative is an association of unlimited number of members founded for the purpose of running business activities or meeting economic, social or other needs of its members. The trade name has to include the designation "družstvo" (co-operative).

A co-operative must have at least five members. This does not apply if at least two legal entities are members of a co-operation. If a co-operative meets the conditions of the previous sentence, acceptance of new members or extinction of existing members have no influence on duration of the co-operative.

Likewise the above mentioned business companies, a co-operation is a legal entity and so it must be registered in the Commercial Register. The legal capital of a co-operative must be at least CZK 50,000.00. The legal capital of a co-operative consists of all the members'  contributions which the members have undertaken to pay.

The act of founding a co-operative requires a notarial record.

A Members Meeting is the highest statutory body of a co-operative. The Members meeting must be held at least once a year. The Members Meeting must take place if at least 1/3 of all the members or the supervisory board decide.

A Managing Board is a statutory body of a co-operative, manages its activities and decides about all matters of the co-operative which are not subject to decisions of another body by law, or by the articles of association. In principle a co-operative is usually represented by the Chairperson of the Board or his/her deputy.

The activities of a co-operative are controlled by the supervisory board, which also deals with members' complaints. It only reports to the Members Meeting and is independent on the other bodies of the co-operative. The Supervisory Board gives an opinion on regular annual financial statements, proposals for distribution of profit or settlement of losses of the co-operative. The supervisory board is entitled to require information about the economic situation from the Managing Board to be able to inform the Members Meeting about the drawbacks found or require their improvement.

If a co-operative has less than 50 members (a so called small co-operative) the articles of association may transfer the powers of the Managing Board and Supervisory Board to the hands of the Members Meeting. The Chairman or possibly one more member appointed by the Members Meeting are the statutory bodies.

5.2 Termination and Winding-up of a Co-operative

A co-operative may be terminated by a resolution of the Members Meeting in the form of a notarial record, cancellation of bankruptcy after meeting the schedule resolution, cancellation of bankruptcy because of insufficient bankrupt's assets for covering the bankruptcy costs, rejection of petition for bankruptcy for insufficient assets, by a court decision, after expiry of the period for which the co-operative was founded, or after reaching the aim for which the co-operative was established.

A court may decide about termination of a co-operative and its liquidation particularly if the number of its members drops below a legally binding limit, if the total of the members' contributions drops below a specified limit or if the Members Meeting has not been called for a period longer than two years and new bodies have not been elected, or if the co-operative has not shown any activities for a period longer than two years. 

The liquidation balance (after covering all debts of the co-operative) is divided among the members in the manner stipulated in the articles of association. Unless otherwise specified in the articles the paid-up part of their contribution is paid to each member. The rest of the wind-up balance is then divided among the members whose membership before the cancellation took at least one year, according to the extent to which they took part in the legal capital of the co-operative.

6. Advantages and disadvantages of the individual business forms

A limited liability company is the most favourite and most frequent form of business for foreigners in the Czech Republic. The reasons are relatively low capital requirements and limited liability of the partners in the company.

Wide possibilities of formulating the deed of association offer a foothold for optimum activities in the Czech economic system.

A joint-stock company with its structure is usually characteristic with insufficient flexibility for a foreign investor, however it is still attractive thanks to its social and legal opportunities. However the possibility of shareholders to influence the management in a quick and efficient way is limited due to the capital structure of such a company.

The problem of a partnership is the unlimited liability of partners. However this fact may affect the possibility of gaining loans and other financial instruments. The partners have full power to influence the processes in the company. The fact that each of the partners is entitled to represent the company individually requires high level of confidence between the partners. Especially in the situation when a partner has to bear responsibility for an obligation he/she did not know about. 

A limited partnership offers a limited partner an attractive possibility to participate in a company. His/her rights to influence the company are limited by legislation, but they may be individually extended. A limited partner has in principle no influence on the company management which may have a negative result for him/her in the sense of liability with the repaid investment.

The limited influence of a limited partner may be an advantage for a general partner, as he/she runs a relatively well financed business and has practically unlimited control of the business. The unlimited liability of the general partner may have positive influence on gaining external funds. 

A co-operative has a marginal but not totally uninteresting position for foreign investors. It has its strong position in economic life of the Czech Republic. The co-operative business form is particularly preferred in the field of ownership of real estates and buildings with more flats, and in agriculture. However it is quite inflexible and bureaucratic because of high number of members.

7. General information about the Commercial Register

The Commercial Register is a public list accessible for the public and everybody has the right to look into it. The Registration Court issues a verified copy of a record or a document filed in the file of documents upon application. The file of documents is a part of the Commercial Register. Protection of those who place confidence in the entry in the Commercial Register is very important. 

The following structures are entered in the Commercial Register

a) all business companies and co-operatives

b) other legal entities, if required by law (e.g. state enterprises, whose legal structure is not identical to a business company)

c) individuals running businesses upon trade licences or other licences, however only upon their own applications or in the cases where it is required by the law.

The Commercial Register includes details about the company such as trade name, address, registered number, for an individual the address, birth number or date of birth, business subject, legal form, amount of legal capital, amounts of individual investments and names of persons authorised to act on behalf the company.

Presentation of a trade licence or another required licence is a condition for a new company to be entered.

A foreign individual who wants to be entered in the Commercial Register as a person entitled to act on behalf of an entrepreneur is required to present his/her residence permit for the Czech Republic.

The application for entering in the Commercial Register must be accompanied by all documents proving the facts that should be entered. These documents, the application itself and other documents required by the Register Court have to be presented in the original or a copy with notarial authentication.

Foreign legal subjects in the sense of Commercial Code, individuals with the home address or legal entities based outside the Czech Republic may be co-founders of Czech legal entities, they may found a Czech legal entity or become members of an existing legal entity.

C. stakes in companies

1. acquisition of a stake in a limited liability company

1.1 A Stake

A business stake represents participation of a partner in a company and the rights and duties resulting from it. Each partner can only have one stake and if he/she gains additional stakes in the same company, these are added to the original stake. 

One stake may belong to more persons, while they are collectively responsible for the obligations related to the stake. However they may exercise the rights resulting from the joint stake through a common representative. They have also a collective liability for paying up the investment.

Division of a stake is only possible in case of transfer to a heir or a legal successor. Division of a stake is subject to the approval of the General Assembly.

1.2. Agreement of Acquisition of a Stake

When transferring a stake in a limited liability company it is necessary to distinguish whether it is a transfer to a person who is a partner or a transfer to a third person. 

According to § 115 of Commercial Code stakes can only be transferred to other partners upon the agreement of the General Assembly. This provision is dispositive, i.e. it may be regulated by the articles of association. The deed of association may also include the right of pre-emption for the other partners for the stakes.

Transfer of stakes in a company to third parties is only acceptable upon a special amendment to the deed of association. If the deed of association does not include such an amendment and a stake is to be transferred to a third person, the General Assembly must first execute the appropriate amendments to the deed of association.

Contracts of transfers of stakes must be in written form and the signatures must be authenticated. The transfer deed must include a statement in which a transferee who is not a partner confirms acceptance of the contract in its current wording.

1.3. Legal Consequences of a transfer

The transfer comes into force for the company on the day of receipt of the contract.

If a partner transfers a stake to a third person - contrary to the transfer to another partner - he/she is still responsible for paying up the investment for the transferee of this stake.

A partner transferring a stake is not in principle responsible for economic achievements of the limited liability company or the yield of the stake. Unless otherwise agreed the person transferring his/her stake is only responsible for legal drawbacks e.g. the stake is subject to a right of a third person or the limited liability company or the stake does not exist. The case when a partner selling a stake does not inform the transferee that the company is subject to winding-up proceedings may be another legal drawback.

If the obligation of liability results for a transferring partner from law or agreement, the transferee of this stake is obliged to claim found drawbacks immediately. If it is possible, the transferee of the stake has the right to require remedy of drawbacks. In other cases the transferee has the right to withdraw from the agreement or claim a discount from the purchasing price.

The law does not state the purchase price or a method how to fix it, however information, whether the transfer is against payment or for free is an obligatory part of the contract of transfer.

If the period between acquisition and sale of a stake is shorter than five years the profit from the sale is subject to the income tax. 

2. acquisition of shares
2.1 The form of a share

There are two types of shares from the point of view of transfer - bearer shares and registered shares. 

The Articles of Association of a joint-stock company may specify, that employees of the company and employees retired from the company may acquire shares in the company under more favourable conditions. The employees actually do not have to pay the whole issue course of these shares, or the whole price the company bought them for, if the difference is covered from the company funds. The total of parts of the issue course or purchasing prices of all shares, which are not subject to paying up by the employees must not exceed 5 % of the legal capital of the company, in the interest of the company creditors.

The Articles of Association of a joint-stock company may permit an issue of preference shares, however their total value must not exceed 50 % of the legal capital of the company. The preference shares owners are entitled to preference dividends. Apart from preference shares with no voting right there are also preference shares with excluded voting right. For such preference shares, probably as a counterbalance to payment of preference dividends, the pre-emption right to buy shares issued in the future to raise company's capital, is restricted or even eliminated. 

If the preference dividends are not paid, the owners of preference shares with no right to vote gain the right until payment of the preference dividends. If the rights related to the preference share without the voting rights are somehow modified, their owners have of course the right to vote.

2.2. Transfer of shares

All the rights related to a share are transferred together with the share, unless otherwise stated by the law.

The right to obtain dividends, the preference right to subscribe shares, and the right to obtain a portion of liquidation balance otherwise related to the share are transferable separately. A separately transferable right related to a share is transferred by means of an agreement of assignment of claim.

2.2.1. Bearer shares

Unless otherwise stated in the articles of association, the bearer shares are freely negotiable. 

The rights related to a bearer share are executed by the person who presents it. The rights related to a booked bearer share are executed by the person registered in the register of booked securities according to a special act. 

2.2.2. Registered shares

If a company has issued registered shares, it keeps a list of shareholders, in which records of type and form of a share, nominal value, are kept, then the trade name of the shareholder or home address if he/she is an individual, or possibly also the numeric code of the share and change of these data.

The articles of association may limit but not completely eliminate the transferability of registered shares. 

A registered booked share is transferable by endorsement or by handing over. The endorsement includes the trade name or the name and seat of a legal entity or name and home address of an individual to whom the shares are transferred, and the date of transfer. The endorsement is subject to the same regulations as bills of exchange.

The transfer of registered shares comes into force against the company by the entry into the list of shareholders (the entry has to include the name and home address or the trade name and seat of the transferee and the day on which the transfer came into force).

The articles of association may temporarily limit transferability of registered shares but they have to condition transferability by agreement of the general assembly.

The General Assembly may also assign the pre-emption right for its shareholders. 

A joint-stock company must not acquire its own shares. The cases when a joint-stock company is a legal successor of another shareholder or repurchases employee shares or gets the shares as a gift or inherits them, or if it increases or decreases its legal capital, are the only exceptions. The shares gained this way must be alienated within 18 months, and in special cases within three years from acquisition at the latest.

Transfer of bearer shares is realized by handing them over. Public trade with shares is provided by the stock exchange and other authorized traders. It is necessary to have a licence to participate in the stock exchange. All transactions must be done via agents - brokers. Apart from agency services they also keep logs to which they enter individual deals, conditions under which the deals were performed, including rates applied for the individual deals. For purchasing or selling shares a broker must be authorized by a written agency agreement.

A purchasing contract for purchasing shares specifying the shares and their purchasing price has to be in written. If no purchasing price is included in the order, it is understood as market price.

2.3. Legal Consequences of a Transfer

A shareholder is only responsible for paying the investment to the full amount to the joint-stock company, not to the company creditors.

The liability of a shareholder selling shares in a joint-stock company and the related questions are subject to the same legislation as a transfer of a stake in a limited liability company.

D. Purchase of a company

1. legal conditions

Foreigners can run business activities in the Czech Republic or buy companies under the same conditions as Czech citizens.

Foreigners thus have an opportunity to enter into existing companies by acquisition of a stake and thus become owners or co-owners of companies. Special legislation provisions limiting foreign participation in Czech institutions are rare (e.g. in banking sector). 

1.1. Transfer of rights and obligations

By the contract of sale of a company the seller makes a commitment to transfer the ownership right to things, other rights, and other property values that serve to the company performance, to the purchaser. The purchaser at the same time undertakes a commitment to accept the obligations of the seller related to the business and to pay the purchase price. The purchaser undertakes all rights and obligations to which the purchase applies, agreement of creditors and debtors is not required.

1.2. Transfer of the Labour-Law Relations

When a company or a stake in a company is transferred within a purchase of the company, the rights and obligations to the employees resulting from the labour-law relations are transferred from the seller to the purchaser.

The purchaser does not take over the rights and obligations resulting from the labour-law relations towards those employees who terminated their employment contract before the transfer of the company to his/her ownership.




1.3. Trade Name

Unless otherwise stated in the contract the right to use the trade name is transferred to the purchaser together with the purchased company.

1.4. Transfer of Property

The ownership right to the things included in the transaction is transferred from the seller to the purchaser with the force of the contract. The ownership right to real estate is transferred to the purchaser by entry in the register of real estate.

1.5. Liability

If a purchaser finds faults or missing things in the enterprise, he is entitled to an appropriate discount according to the Czech Commercial Code, or the company is not capable to operate as specified in the contract the purchaser is entitled to withdraw from the contract.

The Czech Commercial Code then distinguishes between material and legal defects. If for example a transfer of ownership rights to a particular real estate which is a part of the purchased business is not executed and the seller does not remove this defect within the term appointed by the purchaser, the purchaser is entitled to withdraw from the contract.

2. due diligence

When buying a business or its part, or when acquiring a stake in a company, an investor should thoroughly examine the subject of the purchase and all legal, administrative, financial and other materials, so called "Due Diligence".

The less information the investor gains about the company or its part before concluding the contract, the more he must rely on the contractual guarantees from the seller. The reason of the importance of Due Diligence in the Czech Republic probably results from the fact that sellers are not always willing to give a contractual guarantee. The purchase itself is usually preceded by a letter of intent usually including an agreement, upon which the purchaser has a sufficient opportunity to inspect the enterprise before buying it.




E. Real estate in the czech republic

1. Purchase of real estate

1.1. Foreigners and Purchasing Real Estate

According to the valid legislation only exchange citizens of the Czech Republic can acquire real estate. The exchange citizens according to the Foreign Exchange Act are individuals resident in the Czech Republic, and legal entities headquartered in the CR. The other persons are considered as exchange foreigners. Exchange foreigners (i.e. usually all foreign individuals and legal entities) may only acquire real estate in the Czech Republic under the below conditions:

· as heritage

· the real estate was acquired by a married couple and it is their joint property, while one of the couple is a foreigner

· a foreigner has been given the real estate by a husband, wife, parents or grandparents

· it is a building that a foreigner built on his/her land

· it is an exchange of real estate in an ownership of a foreigner for another inland real estate the typical price of which does not exceed the price typical for the original real estate

· if it is a case of the right of pre-emption resulting from co-ownership.

Foreigners cannot acquire real estate in the Czech Republic directly. However a purchase of real estate may be mediated by a legal person based in the CR, which is completely or partly in ownership (from the economic point of view) of the purchaser – exchange foreigner. 

With the force of 1 January 2002 a foreigner –  legal entity can acquire ownership rights to real estates in the Czech Republic without limitation, if it has a business or an administrative part of the business placed in the Czech Republic and has the right to run business in the CR.

This only does not apply to land belonging to the Agricultural Land Fund and to land providing the functions of forest.

1.2. Acquisition of Ownership Rights

The process of acquisition of ownership rights in the Czech Republic has two stages: after elaborating a purchasing contract (title) the ownership right is forcibly transferred by entering into the appropriate register of real estate (modus).

1.3. Purchasing Price and Payment

The purchasing price and the method of its setting is an essential part of each contract.

The parties negotiate the way of settlement of the purchasing price individually, notary assistance is usual (notary custody until the moment of entry in the register of real estate) or banking services (documentary letter of credit). 

1.4. Guarantee for a Purchase of Real Estate

Apart from verification of the ownership rights of the real estate owner it is also important to verify pledges and rights of use or other faults related to the subject of purchase. Inclusion of the appropriate clause in the purchasing contract should be a minimum requirement. Upon this statement the seller would be liable for possible faults of the sold real estate.

1.5. Practical Note

The principle of "superficies no solo credit" is one of the essential particularity of the Czech legislation. It means in principle, that owners of buildings are not often owners of the land the buildings stand on.

2. the register of real estate

The registers of real estate were founded on 1 January 1993 in relation to the force of the act on registration of ownership and other rights in rem to real estate. The register are kept by register authorities.

Registers of real estate are lists with the principle of public confidence protection in which everybody is allowed to look or have made extracts even without proving legal interest. 

Ownership rights, pledge rights, pre-emption rights and rights to use are recorded in the registers of real estate. The rights arisen, changed or extinct from the law, under decision of a state authority, by an auctioneer's knock in a public auction, by prescription, acquisition and processing are recorded on the base of documents prepared by state authorities and other deeds confirming and verifying legal relations according to special regulations. Records are acts of the register authority with no influence on arising, change or extinction of a right. 

Notes are acts of the register authority used to specify a fact or relation related to a real estate or a person with no influence on arising, change or extinction of a right. A note is entered by the register authority upon a delivered resolution or notification of court, tax administration, company administrator, persons authorized to run public auctions according to a special regulation, or to a documented proposal of the person in whose benefit the note should be entered. 

The register authority enters the change of legal relations to the register the next working day from delivery of the particular document at the latest. Those who have acted upon the data in the register since 1 January 1993 act in good faith that the register corresponds with the actual conditions, unless they knew that the entry in the register did not correspond with reality.

The Register Authority always examines the right of the owner to handle the subject of the legal act with regard to the principle of public confidence protection, according to the data written in the real estate register, and for owners who acquired the right to a real estate before 1 January 1993 it also examines correctness of these entries according to the acquisition title (e.g. purchasing or donation contract) presented by the owner.

3. ownership of a flat

3.1 General

The act on ownership of flats (Act No. 72/1994 Coll.) came into force on 1 May 1994. It opened the possibility to buy a flat from state, co-operative or private ownership.

3.2 Proof of ownership of a flat

The first step for a building owner to transfer flats or non-residential spaces in the owned building is specification of individual flat units and non-residential space and their entry into the register of real estate. The registration is done upon a declaration of the building owner

This declaration especially includes designation of the building, number of the unit including its name and location in the building, floor area, and description of its equipment, designation of the land which is a subject of ownership transfer, rules of contributions of the house co-owners to the costs related to administration, maintenance and repairs of common parts of the building, or the building as a whole, rules of administration of the common parts of the house or the house as a whole, including designation of a person assigned to take care about the house, rights and obligation related to the building, its common parts and the right to the land, that are transferred from the building owner to the owners of the flat units.

The building owner has to present a declaration specifying the common parts of the building and determine the co-ownership of portions of the common parts of the building  between the owners of the units, while the law permits that some parts of the building may be common only for owners of some units. The common parts of a house are those for common use. Co-ownership portions are determined by the proportion of floor area of a particular unit to the total floor area of all the units in the building. The law does not allow another method of determination of co-ownership portions of common parts of a building.

The land on which a building stands, if it is owned by the building owner, is also a subject of co-ownership rights of owners of the units. Specification of the land and the rights related to it is an important part of the declaration. The co-ownership portion of a unit owner to the land must correspond with the co-ownership portion of the common parts of the building.

The declaration, which is an obligatory part of the application for registration of the ownership right into the Real Estate register upon a contract of transfer of the first unit in the building must be presented to the register authority in at least three copies together with the proposal for entry to the register of real estate (if the building is in proportionate ownership, the number of copies exceeds the number of co-owners by two). 

The declaration of specification of units in the building must be provided by the building owner together with the first contract of transfer of a unit at the latest.

Ownership of a flat together with a co-ownership participation on the common parts of a building comes into force by the entry of the building owner's declaration into the register of real estate or by construction of a unit upon a building contract. The building owner is obliged to offer the flat to the current tenant first. This obligation only applies if the tenant is an individual. The tenant can accept the offer within the six-month legal period; if he/she does not accept the offer the flat may be sold to any other person and the rental relationship is transferred to the new owner. The contract of transfer of the unit ownership is a special purchasing contract.

3.1. Association of owners of flat units

Owners of flat units form a so called association - a legal person competent to perform rights and undertake obligations in all the matters connected with the administration, operation and repairs of the common parts of the building.

The association is founded in a house with at least five units, of which at least three are in ownership of three different owners, on the day of delivery of a deed with a clause specifying the entry in the register of real estate, or another document by which a particular state authority verifies the ownership of a unit to the last of the owners.

Membership in the association arises and is terminated together with the transfer or devolution of ownership of the unit. Co-owners of a unit are joint members of the association.

The association of ownership of units is an entity registered in the Commercial Register.

The Association must organize a meeting at least once a year.

The meeting is capable to make decisions if the owners of units who have the majority of votes are present. To adopt a resolution the absolute majority of votes present is necessary. 

The size of co-ownership portions of unit owners on the common parts of the building is decidable for voting.

3.2. Rights and Obligations of Flat Owners

A flat owner participates on the administration of the building to the extent corresponding with his co-ownership portion on the common parts of the house, unless otherwise agreed upon between the owners of the building.

The costs of maintenance of the house or maintenance of the common parts are shared by all the owners of flats proportionately to the individual ownership portions. A different adjustment based on an agreement is permitted.

The owners of the units are obliged to contribute to the costs related to the administration of the building and land. Unless otherwise agreed the costs are shared proportionally to the co-ownership portions.

An owner of a unit is obliged to remove defects and damages which he/she or those who use the unit with him/her caused to other units or common parts of the building on his/her own cost.

Letting and subletting of a flat is subject to particular provisions of the Civil Code.

The owners of the units are responsible for the liabilities of the association proportionally to the co-ownership portions.

4. taxes

Particularly the following taxes are collected in the Czech Republic:

· value added tax

· excise tax

· income tax

· real estate tax

· road tax

· inheritance and gift tax

· estate transfer tax

F. selected spheres of legislation

1. lease right

The lease right legislation distinguishes between the lease of non-residential space, lease of real estate and lease of flats.

1.1. Lease of non-residential space (Act of Lease and Sub-Lease of Non residential Premises 116/1990 Coll. in current wording)

A lease contract has to be in written and has to include as follows:

· subject and purpose of the lease

· amount and terms of payment of rental

· method of rental payment 

· duration of the lease contract, unless it is concluded for an indeterminate period

A lease concluded for a definite period expires when the period for which it was concluded elapses. Before the end of this period the contracting parties may only withdraw from the contract for reasons given by the law. If the lease is concluded for an indefinite period both the lessor and the lessee are entitled to withdraw from the contract without specifying their reasons, unless otherwise agreed between them. The notice period is three months, unless otherwise agreed. 

1.2. Lease (sections 663 and the following of the Civic Code No. 40/1964 Coll. in current wording)

It is a general adjustment of the lease relation with special adjustments concerning lease of flats, lease of rooms, sub-lease of flats, entrepreneurial lease of movable possessions, and lease of non-residential premises in the ratio of speciality.

Legal persons as well as individuals are parties of the legal relation. A thing, according to the type of lease movable or immovable, is the subject of lease. It may also be equipment or a part of a thing. By the lease contract a lessor lets the lessee a thing so as he/she can use it temporarily (within the agreed period) or also take advantages of it, for payment. 

Czech law does not distinguish between lease and tenancy.

Temporality is a characteristic feature of lease of a thing. Payment is a necessary feature of a lease contract, however the agreement on the amount of rental does not necessarily have to be included in the contract.

1.3. Flat Lease

A flat lease starts upon a lease contract, by which the owner lets the flat to use for rental, for a limited period or without specification of lease period. The lease of a flat is protected, the lessor may terminate it for reasons stated by the law.

A lease contract of a flat in co-operative ownership may be concluded under conditions given by the articles of association of the housing co-operative. 

Under the term flat we understand a set of rooms and spaces under a common lock, the constructional and technical conditions, functional layout and equipment of which meets the requirements of permanent dwelling.  If the approbation decision, i.e. decision of the construction authority states that a particular room or rooms are     non-residential spaces, a valid flat lease contract cannot be concluded for such an object without the change of purpose (reaprobation).

The lease contract must include specification of the flat, its facilities, extent of usage and the method of calculation of rental and coverage of costs related to using of the flat, or the amount. The lease contract must be in written.

If the period of lease is not agreed upon it is considered as unlimited.

Apart from termination of a flat lease upon agreement or withdrawal (no matter whether from the lessor or lessee), the lease then becomes extinct except others because of the death of the lessee (unless devolution of the flat lease occurs), or integration, if the lessee becomes the owner of the house where the flat is situated. However death of the lessor is not a reason for extinction of a flat lease.

2. trade law

The Act No. 455/1991 Coll. on Trade Law was ratified in autumn 1991 with force from 1 January 1992, as an essential precondition for the development of business. It specifies the basic relations between businesses and the state in vast majority of business activities. It is based on the Deed of Basic Rights and Freedom of guaranteed rights to run a business. Only those business activities requiring special expert qualification e.g. activities of solicitors, tax consultants, doctors, banks etc. are excluded from its applicability. It specifies the conditions of trade business for individuals, legal entities and foreign entities.

The general conditions for running a business which an individual - business person or an authorized representative of a legal entity has to meet are:

1. age of 18 years

2. competency to perform legal acts

3. integrity

4. a proof that the individual has no tax backlogs in the Czech Republic

The Act on Trade Business distinguishes between two basic types of trade, relating to different cases of business activities of different orientation, moreover with different requirements for professional capabilities. They are registered trades and licensed trades. Registered trades are then categorized into free, crafts and tied trades. 

A trade licence of a registered trade comes into force on the day of its registration, licensed trade on the day of legal force of the decision of allocation of the licence. Foreign persons and newly established legal persons have an exception - their trade licence comes into force by subsequent entry into the Commercial Register. This does not apply to individuals resided in one of the EU member countries or countries forming the European Economic Space, who run businesses in the CR.

An entrepreneur can and in some cases even has to operate via his/her responsible representative. 

In the following situations the responsible representative is obligatory by the law:

a) entrepreneur - legal person (with the exceptions specified by the law)

b) entrepreneur - individual only if he/she himself/herself does not meet the special conditions for running the business or is not a resident of the CR.

c) foreign individual (with the exception of the case when the manager of its administrative section located in the CR meets all the conditions for running the business).

The responsible representative is an individual appointed by the entrepreneur, who is responsible for due operation of the business and for observation of the trade-law regulations and, if he/she is not a husband/wife of the entrepreneur is in labour-law relation to the entrepreneur. The responsible representative has to take part in running of the business in necessary extent. 

Nobody can work as a responsible representative for more than two businesses.

A responsible representative has to meet general as well as specific conditions of running a business and must have residence in the territory of the CR.

A responsible representative who is not a citizen of the CR has to prove knowledge of the Czech language at the appropriate trade authority.

3. Labour law

Present legislation enables three types of labour-law relations, i.e. on the principle of an employment contract, contract for work and agreement of job performance.

3.1. Employment Contract

Type of work, place, and the day of commencement are substantial proprieties for concluding an employment contract. 

If a contract is to be concluded with a foreigner it is necessary to arrange for a work permit, which is issued by the locally competent labour office according to the place where the work is to be performed. 

The Amendatory Act, which came into force on 1 October 1999, made this situation partly simpler. According to that the labour office issues the work permit to a foreigner regardless of the situation on labour market if it is assigned by an international agreement. This can be for example the European agreement preparing association between the Czech Republic as one party and European Union and its member states as the second party. According to this agreement and in compliance with the Amendatory Act a labour office issues a work permit to so called key employees, i.e. directors and managers of companies. In this case it is easier to obtain a work permit for a foreigner. 

Since 1 January 2001 a written, so called competition clause, has been able to be included in a working contract, and when it is breached an agreed contractual penalty has to be paid.

With the force from 1 January 2001 the Labour Code specified further principles of a relation between employees and employers, of which the following are the most important:

a) equal treatment with all employees concerning the working conditions including remuneration of the work, training and opportunities for promotion,

b) ban of any discrimination of employees, while the employer's behaviour which does not discriminate directly, but as a result, is also banned,
c) nobody is allowed to abuse execution of rights and obligations resulting from a labour-law relation on the expense of another participant on the labour-law relation, or to humiliation of his/her human dignity, while disagreeable sexual behaviour at the workplace is also considered as humiliation of human dignity; if dignity of an employee or his/her respectability at the workplace was considerably deprived he she has the right for a compensation of non-proprietary hurt in money, the level of the coverage is decided by a court regarding the seriousness of the harm and the circumstances under which the violation of rights happened.

d) the employees have the right to the following information and participation on:

· an employer is particularly obliged to inform employees about:

· the employer's economic and financial situation
· legal position of the employer
· probable development of employment at the employer's
· intended structural changes
· an employer is particularly obliged to discuss with the employees:

· measures related to massive dismissal of employees

· matters concerning safety at work and health protection

The labour-law relation most often becomes extinct:

1. by an agreement of termination (mutual consensus is necessary)

2. by a withdrawal (particular reasons for withdrawals are specified in the Labour Code). The withdrawal is limited by the Czech legislation and must be always backed by a particular reason. The Labour code distinguishes between a withdrawal given by an employer and withdrawal given by an employee. The reasons for a withdrawal given by an employer are specified in sec. 46 and the consequent of the Labour Code.

3. By an immediate termination (based on serious facts which are specified in the Labour Code). An employer can terminate an employment relation only if the employee was legitimately sentenced for a deliberate crime or if he/she violates the working discipline in a serious manner. An employee can terminate the employment relation immediately if according to a medical opinion he/she is no more able to perform the work without serious threat to his/her health and the employer did not transfer him/her to another suitable work within 15 days, and if the employer does not pay him/her salary or salary compensation within 15 days from the due day. 

4. by termination of an employment relation within the trial period.

3.3 Contract for work

This represents activities of an employee for an employer which do not exceed 100 hours per a calendar year and is based on completion of activities specified in the contract.

3.4 Agreement of job performance

This is concluded for short-time works for which an employment contract is inconvenient.

4. LEASING

We distinguish between two basic types of leasing at present: financial and operational.

In the framework of financial leasing the responsibility for the leased object is transferred to the lessee including the risks related to it. The period of financial leasing is usually subject to tax regulations and approximates the depreciation period of the particular commodity. After meeting all conditions of the leasing the lessee usually has the right to get the leased property in his/her ownership.

The operational leasing on contrary represents a way to short-term or medium-term use of particular property, and the contracts of operational leasing are usually concluded for periods remarkably shorter than the depreciation periods are. The risk of damages on the object is fully upon the leasing company. If a defect obstructing the agreed usage occurs on the object, the lessee is provided with a substitute of the same parameters. After the expiry of the operational leasing the leased object is returned to the leasing company. In this sense the operational leasing is similar to the lease. The operational leasing is mostly used for objects which are subject to fast technical development or fashion trends and enables regular replacement of things.

These two basic types of leasing are both divided into for example consortial leasing, where more investors participate in financing, and the leasing company only participates in buying the object. The rest of the price is covered for speculative reasons by third parties – banks, insurers, pension funds, etc. These have no rights against the lessee to claim settlement of the invested funds, but have prior participation on the yields of the leasing instalments. This type of leasing is mainly applied for long-term financing of costly commodities and is not very widespread in our conditions.

Leasing is not only limited for one country, but may also be used by subjects based on territories of different states, in the form called cross-border lease. There is the advantage of reducing the price by exploitation of taxation, accounting and custom particularities of more countries, and usually also the benefits of export supports.

Regarding the most important legal fact of leasing, i.e. the contract itself, it is necessary to consider that the Commercial Code requires that in case of innominate contract the parties should sufficiently specify the subject of all their obligations, i.e. it is necessary for legal safeguard of the parties to agree upon all essential properties of the contractual relation, so as the certainty of will of contracting parties is not absent in either direction as if this certainty were absent and both parties had a dispute over the content of the will, the contract, as a legal act, would not be invalid but it would not arise at all. 

These properties include especially the exact specification of the contracting parties, the object of the leasing, and the basic condition of use. The contract should also specify the payment conditions, i.e. the purchasing price, instalments, repayment terms, etc. The contract should then specify the exact condition of handing the leasing subject over to the lessee, questions of insurance, the final transfer of the property etc.

5. investment incentives in the czech republic

The investment incentives in the Czech Republic represent an important relief for foreign investors provided by the Government of the Czech Republic in the form of deduction from income taxes. There are more investment incentives, e.g. material support from the government enhancing creation of new jobs, material support of requalification of employees for particular kind of work suitable for a foreign investor, and support allocated to towns for technical equipment of land where production facilities are to be located, as well as transfer of plots in the state ownership for constructions related to the investment incentives.

5.1. Entitled subjects

The Act on Investment Incentives supports the foreign investors who have decided to: 

a) build a new manufacturing plant or extend or modernize an existing manufacturing plant with the purpose of launching new production, extend or modernize existing production, while the acquisition, extension, or modernization may be also in a form of purchase or leasing

b) invest funds in the processing industry in the fields of aviation, astronautics, means of transport and transport facilities, computing and information technology, electronics, radio communication, telecommunication, pharmaceutics, or further spheres against meeting stricter conditions prescribed by the law, while mining of mineral materials, production and distribution of electricity, gas or water, construction, repairs of motor vehicles, wholesale and retail trades and other services are not considered as processing industry

c) acquire machinery in the value at least 40% of the total value of acquired tangible and intangible investment capital

d) spend investment funds for tangible and intangible investment capital at least of CZK 350,000,000.00 while at least the amount of 145,000,000.00 must be covered with owner's equity own funds for an individual)

e) pay up the amounts for acquisition of tangible and intangible investment capital according to point d) within three years from issuing the promise of providing investment incentive, at the latest; in reasonable cases the Ministry of Industry and Trade can prolong the period by two years upon an application.

in the Czech Republic.

Environmental friendliness of the manufacturing is a condition for allocation of investment incentive.

5.2. Application for Obtaining the Investment Incentive

An applicant meeting the above conditions may present his/her intent of investment in the Czech Republic to a so called "appointed organization". Czech Invest, based at Štěpánská 15, 120 00 Praha 2 is the appointed organization.

Czech Invest also has its representations at the following addresses:

Suite 938
The Merchandise Mart
200 World Trade Center

51 East Campbell Avenue
Suite 107-F
Campbell, CA 95008, U.S.A.

Hansaring 61
50670 Köln
Germany

Centre Tscheque

18 Rue Bonaparte

F-75006 Paris

France

London W1GQD

United Kingdom

6th Flo. Yokohama Porters

2-2-1 Shinko, Naka-ku

Yokohama, 231-0001

Japan

Rue Belliard 15-17

1040 Bruxelles

Belgium

Room 2207-9

Tower II, Lippo Centre

98 Queensway, Admiralty

Hong Kong 

For more details about the investment opportunities in the Czech, German, English and Japanese languages see www.czechinvest.org.
The applicant must present the following in the investment intent:

a) complete identification (name, address, Reg. No., statutory body etc.)

b) the planned amount of money intended for provision of tangible and intangible investment capital within next 3 years

c) expected initial and final number of employees including requirements for their qualification and expected cost of their requalification

d) designation of cadastral area where the company will be based and the area where the construction will be realized and the machinery located

e) requirements for technical equipment of the plot and required area in sq. m. with specification of land intended for building a manufacturing facility, storing areas, administrative buildings and others

f) machinery equipment intended for the investment in specification according to the numeric codes of the customs tariff, machinery being used in the Czech Republic or outside the Czech republic including manufacturing dates. 

g) detailed information of the expected construction of new buildings or expected usage of leasing or purchase of existing buildings

h) schedule of investment activities and expected term of production commencement 

i) required investment incentives including the expected amount of custom relief

j) further data presented in the appendix of the act on investment incentives.

Together with the intent the applicant, who is a legal entity has to present documents concerning him/herself, i.e. especially the founder's deed, articles of association, financial statements verified by an auditor.

The appointed organization (Czech Invest) elaborates an opinion and presents it together with the intent to the Ministry of Industry and Trade, Na Františku 32, 110 15 Praha 1, which in case of positive opinion sends an Offer for Provision of Investment Incentives to the applicant.

On the base of the offer the applicant presents the Application for a Promise of Investment Incentives to the Ministry of Industry and Trade.

The Application for a Promise of Investment Conditions must include:

a) extract from the Commercial Register, and if the applicant for an investment incentive is an individual without registration in the Commercial Register, he/she has to present a document of licence to run a business

b) applicant's verification of authenticity of the presented data

c) applicant's acceptance of the investment incentives specified in the Ministry's  offer

d) applicant's declaration that he will start financing the investment activity by spending funds on provision of tangible and intangible assets within 24 months from delivery of decision of the promise of investment incentives, and the production will be started within 3 years from delivery of decision of the promise of investment incentives.

After that the Ministry of Industry and Trade after a prior approval from the Ministry of Finance (or possibly from the Ministry of Labour and Social Benefits) will issue a Decision of Promise of Investment Incentives.

A legal entity or an individual can be given the investment incentive upon approval of ability to meet the general conditions prescribed by the Act on Investment Incentives No. 77/2000 Coll. in the current wording (see above) and special conditions prescribed by special regulations. These are e.g. the Act on Income Tax, Act on Employment

5.3. Investment Incentives to Communities

Upon the decision of promise of investment incentive according to the above instructions a community where the investment activity is to be realized may apply for a subsidy for technical equipment of the land. The application must be accompanied by:

a) extract from the Real Estate Register verifying the ownership right of the community to the land where the technical equipment is to be realized

b) zoning and planning decision about location of the construction of technical equipment

c) design documentation including budget of costs of technical equipment of the land

d) materials confirming the ability of the community to take part in financing of 40% of the costs of the technical equipment of the land

The investment incentives are instruments by which the Government tries to attract long-term strategic investors to the Czech Republic, to whom it offers tax relieves. The Government also supports communities, which have decided to prepare infrastructure for new foreign investors, by subsidies.

A foreign investor who obtains the promise of investment incentive can exercise a relief of income taxes up to the value of the investment incentive for 10 subsequent taxation periods. 

V Foreigners and the Residence Permit

The position of foreigners in the Czech Republic is based on the visa principle, according to which each foreigner coming to the Czech Republic has to arrange for a valid visa at an embassy of the Czech Republic, unless otherwise regulated by an international agreement.

The Czech Republic has concluded agreements of non-visa relation with most of the developed countries, upon which the citizens of particular states can entry the Czech Republic just upon presentation of a valid passport, The non-visa stay within the territory of the Czech Republic is limited to 90 days in most of the agreements. 

1.1 Types of Visa for citizens of states with which the Czech Republic has not concluded an agreement of non-visa relation.

a) Exit visa is for a foreigner who stays at the territory of the Czech Republic without a visa, it serves for leaving the country.

b) Transit visa entitles a foreigner to stay at the territory of the Czech Republic for maximum of 5 days.

c) Airport visa is for a foreigner who needs to stay in the transit area of an international airport because of waiting for aerial service.

d) A visa for the purpose of forbearance of stay provides the police upon an application to a foreigner who wants to leave the country but has an obstacle independent on his/her will.

e) A visa for the purpose of temporary protection is granted to a foreigner who is escaping from a military conflict, civil war, permanent violence, natural disaster, permanent or mass breaking of human rights, from national or religious reasons.

f) A visa for a 90-day stay. All foreigners who travel to the Czech Republic for short, especially tourist visits from the countries with which the Czech Republic has not signed the agreement of non-visa relation are obliged to arrange for obtaining this visa. A foreigner has to arrange for obtaining the visa at the representation office of the Czech Republic abroad upon presentation of a valid passport, a photograph, invitation verified by the police or enough money for the stay at the territory of the CR and a document proving arranged accommodation for the period of stay, cash amounting the costs related to leaving the country and other documents verifying the data filled in the application form, which the representation office may require. 

When crossing the border a foreigner is obliged to present a health insurance certificate to the immigration police upon request, covering costs of medical treatment in relation to an injury or sudden illness at the territory of the Czech Republic, including the costs related to repatriation of the patient or repatriation of remains for the period of the foreigner's stay in the Czech Republic.  If a foreigner applies for the 90-day visa for the purpose of employment he/she has to present a work permit issued by the locally appropriate labour office of the Czech Republic.

1.2 A Visa for More than 90 Days

This visa is issued for the maximum of 365 days for a particular reason only. The most frequent reason is employment or running a business in the CR.

As most of the agreements of non-visa relation are concluded for the maximum period of 90 days all foreigners have to arrange for this visa regardless of the fact whether their home countries concluded the agreement of non-visa relation or not. 

Business people, executives of limited liability companies, members of boards in joint-stock companies and other members of statutory bodies of legal entities are given the visa for more than 90 days for the purpose of running businesses.

This visa must be applied for at a representation office of the Czech Republic abroad with the following documents:

a) Travelling document valid for at least 1.5 years from submission of application for the residence permit.

b) If a foreigner applies for the residence permit for the purpose of running a business he/she has to present the founder's deed. If the applicant has been  appointed by the statutory body of an existing company it is necessary to present the resolution of partners and if the company is entered in the Commercial Register, the extract from the Commercial Register must be presented.

If an applicant applies for the residence permit for the reason of employment it is necessary to present the work permit for the territory of the Czech Republic issued by the locally appropriate labour office.

c) Financial means for the stay at the territory of the Czech Republic. If an applicant applies for a residence permit for 365 days for the purpose of running a business, these means were increased to CZK 116,000.00 for a calendar year. If an applicant presents a bank statement with lower amount the permit will be issued for a shorter period.

The act on the residence of foreigners admits that these means may be proven with a valid international credit card.

d) Document with an authenticated signature of the accommodation provider and his/her agreement with accommodation of the foreigner in the premises he/she owns or has at disposal. To this agreement a current extract from the register of real estate must be attached.

e) Extract from the Criminal Register not only from the Czech Republic but also from the foreigner's home country or a country  where he/she stayed continuously for a period longer than 6 months. The obligation of presentation of the extract from the Commercial Register is considered as met if the applicant submits the application for the extract at the representation office and agrees with sending the extract to the Police of the CR. 

f) 3 identical photographs

g) Administration fee, which is different at the individual embassies. The fee the applicant pays covers a fee to the immigration police amounting CZK 1,000.00 and then the fee for the services provided by the appropriate embassy.

It is necessary to remind you of the fact that when crossing the border a foreigner is obliged to present a health insurance certificate to the immigration police upon request, covering costs of medical treatment in relation to an injury or sudden illness at the territory of the Czech Republic, including the costs related to repatriation of the patient or repatriation of remains for the period of the foreigner's stay in the Czech Republic.

If a foreigner has been given the first visa for the Czech Republic for which he/she applied at a CR embassy abroad, he/she has to report him/herself at the immigration police at the location he/she has the residence permit for, and present the passport with the original visa and original border slip with confirmation of crossing the Czech state border.

VI General Information

1. Currency and Exchange Rate

A Czech Crown is the legal tender of the Czech Republic. The Czech Crown is divided into 100 hellers. The international code for the currency is CZK.

Banknotes:
CZK 5,000; 2,000; 1,000; 500; 200; 100; 50; 20

Coins:

CZK 50; 20; 10; 5; 2; 1; 50 hellers

The “internal convertibility” of crown was introduced on 1 January 1991 which resulted in the unified exchange rate valid for business relations as well as tourism. On 1 October 1995 the Exchange Act was adjusted by an amendatory act No. 219/1995 Coll., which resulted in full convertibility of Czech Crown. 

2.    Sources of Information about Credibility of Czech Subjects

As numerous exports and imports proceed without any state guarantees, it is usually necessary to obtain a lot of important information about credibility of a partner. The information about credibility may be obtained from banks with international. Apart from them there are also international and Czech companies specialized in providing this sort of information.

3.    Mediation of Contacts, Fairs and Exhibitions

Contacts with companies may be established particularly at important fairs and exhibitions in the Czech Republic. A list of the most important fairs and exhibitions may be obtained from local authorities and information centres. Then there are numerous relatively updated publications of high communicative capability often in the form of CD-ROM, for example the "Inform Katalog" for the industrial sphere and the "Kompaskatalog".

VII Addresses of Important Institutions in České Budějovice

Municipality of České Budějovice

nám. Přemysla Otakara II. č. 1,2 

370 92 České Budějovice

Department of Development and Tourism………………….
386803201

Department of Foreign Affairs
386802924

Municipal Trade Office 
386802702

Kněžská 19 


Construction Office 
386804002

www.c-budejovice.cz

The Czech National Bank

Č. Budějovice Branch, Lannova 1 ......................................
387744111

www.cnb.cz

The South Bohemian Chamber of Commerce České Budějovice

Husova 9 ............................................................................
387318434

The Agrarian Chamber Office

Rudolfovská 80 .....................................................................
387411710

regional development agency 

of South Bohemia, rera a.s.
Husova 5

387014111
www.rera.cz

Customs Office in České Budějovice

K Uhlíře 42, Suché Vrbné ...................................................
387410026

Revenue Office in České Budějovice

F. A. Gerstnera 1/5 ...............................................................
387723111

Land Register in České Budějovice

Lidická 11 ..............................................................................
386713911

Immigration Police

Pražská 2 .............................................................................
387426017

Police of the CR, District Headquarters in České Budějovice

Pražská 5 .............................................................................
974221111

   Accidents............................................................................
974226588

   Traffic inspectorate ............................................................
974221111

Land Fund České Budějovice

Rudolfovská 80 ....................................................................
387693111

Regional Court in České Budějovice, Commercial Register

Zátkovo nábřeží 2 ................................................................
386719111

Labour Office in České Budějovice

Klavíkova 7 ...........................................................................
387709111

VIII List of Proprieties

1.   Foundation of a Limited Liability Company in Brief

(1) Elaboration and conclusion of the Deed of Association (Founder's Deed) in the form of notarial record
The essential part of the deed of association are as follows:

· Trade name and the seat of the company

· Specification of partners - trade name and seat for legal entities or name and home address for individuals

· Business subject (activities)

· Legal capital and investments of the individual partners, including method and term of paying up

· Names and home addresses of the first representatives and the extent of their authorization to act on behalf of the company

· Names and home addresses of the first supervisory board members, if applicable

· Appointment of the investment administrator

· Further data required by the Labour Code - e.g. specification of general assembly authorities

(2) Paying up of the individual investments forming the legal capital to an account with a Czech banking institution and certificate of payment of legal capital

(3) Application for issue of the trade licence with the appropriate Trade Office. To gain the trade licence the applicant or his/her responsible representative presents a current extract from the Criminal Register of the Czech Republic, confirmation of no tax backlog in the CR and the required documents of qualification.

(4) Residence permit, work permit

If a foreigner is to be a representative of a trade company, he/she must have a valid residence permit for the Czech Republic for the entry to the Commercial Register.

(5) The application for registration of a new company in the Commercial Register is to be submitted to the locally relevant Regional Court (according to the location of the company seat).

It's enclosures are:

· Deed of Association (Founder's Deed) in the form of notarial record in two copies
· authenticated photocopies of Trade Licences

· confirmation of repayment of monetary investments or possibly an expert estimation of the non-monetary investment value  

· affidavit of the executive, his/her Criminal Register Extract 

· Certificate of the Revenue Authority that the representative has no tax backlogs in the CR

· the executive's specimen signature in two copies
· photocopy of a residence permit in the CR for foreigners
· extract from Commercial Register of the founder(s) if he/she(they) is(are) legal entity(ies)
· documents of the right of the company being registered to use the premises (rooms) it placed its seats in
2.    Application for the Residence Permit in Brief

The following documents are attachments to the application for a residence permit in the Czech Republic for a period longer than 90 days:

a) valid  travelling document

b) founder's deed / resolution of partners / extract from the Commercial Register / work permit

c) funds for the stay

d) agreement with accommodation

e) extract from the Criminal Register of the Czech Republic

f) extract from the Criminal Register of the home country

g) three identical photographs

h) administration fee
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