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Czech Republic 

New R&D tax relief rules apply 

On Tuesday, 12 March, the Chamber of Deputies approved an 

amendment to the Income Taxes Act, which also amends rules for 

applying R&D tax relief. Amendments proposed by the Senate of the 

Czech Republic were not accepted. Currently, the amendment still 

awaits the President’s signature, but we expect the new rules to be 

effective from 1 April 2019.  

A draft of revised provisions was created in response to the recommendations 

of a working group set up under the leadership of the Research, Development 

and Innovation Council. The aim of the amendment is to eliminate 

uncertainties for taxpayers applying R&D tax relief (hereinafter “R&D”) on 

the one hand, while avoiding the misuse of this instrument on the other hand. 

Since the introduction of the possibility to apply R&D tax relief to the Income 

Taxes Act in 2005, these are historically the first conceptual adjustments of 

the whole system. 

What does the R&D amendment bring specifically? 

First of all, it is the introduction of the “Notification of the intention to deduct 

R&D tax relief from the tax base” (hereinafter the “Notification”). In 

connection with it, the entire process of deduction changes as well. On the 

date when the R&D Project has to be approved under the current rules, under 
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the revised amendment it will be necessary to notify the intention to apply 

deduction to the relevant tax authority. This notification obligation does not 

have a specific procedural arrangement; therefore, most taxpayers will 

probably deal with it by sending a standardised text notification through a 

taxpayer’s data box. The content of the notification will be the name of the 

R&D project, describing its general focus, and basic identification data of the 

taxpayer. 

It is important to point out that the introduction of the Notification does not 

invalidate the obligation to process the R&D Project. According to the 

amendment, it must be prepared and approved no later than the deadline for 

submitting a proper tax return, even if the deduction were not applied for the 

given period due to a low tax base or a tax loss. Procedural and content 

changes will apply to the R&D Project, too. In addition to the change of 

deadline for its approval, it will be newly terminologically referred to as the 

“Project Documentation” and the obligation to indicate the place of approval 

and the restriction that the approval can only be made by a taxpayer’s 

statutory representative will disappear. On the contrary, it will be necessary 

to observe the compliance of the same project name in the Notification and 

the corresponding project name in the Project Documentation. 

Since the new Project Documentation will usually be processed several 

months after the end of the taxation period, it can be expected that the tax 

authority will put greater emphasis on the content and sufficient concreteness 

of the document. In addition, according to the amendment, the taxpayer will 

be obliged to record changes made to the Project Documentation after its 

approval. 

Deloitte recommendations: 

 Take into account that the Name and Objectives listed in the Project 

Documentation cannot be changed during the project. 

 

 Think through the name of the R&D Project mentioned in the 

Notification thoroughly and keep in mind that it has to be maintained 

also in the Project Documentation. 

 

 Do not underestimate the start of the R&D Project. If you do not 

submit a Notification about a specific R&D Project to the relevant tax 

authority in due time, any expenses incurred after that date will not 

be eligible for deduction in tax returns. 

 

 As the amendment becomes effective during the calendar year, it is 

necessary to pay increased attention to transitional provisions and to 

correctly determine whether the situation in your company is subject 

to the “old” conditions, the revised provisions, or you can choose 

between the two regimes yourself with respect to the possibility and 

also, if need be, the advantage in each specific situation (project). 

 

We seek to respond to changes in legislative requirements, inter alia, through 

the implementation of appropriate technological solutions to ensure that we 

do not miss any formal or material requirement that is crucial to successful 

deduction.  
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Can holiday compensation be used as part of the R&D deduction 

claim? 

Holiday compensation and its utilisation as a research and 

development (“R&D”) deduction has been a widely debated issue in 

recent years. The General Financial Directorate refused for such 

compensation to be utilised as part of the R&D deduction; on the 

other hand, a strong opinion of legal experts existed upholding the 

legitimacy of the deduction. Therefore, it was evident that the matter 

had to be decided in court. 

This week, the Regional Court in Hradec Králové has published a decision in 

favour of the plaintiff (ZVU Engineering a.s.) against an additional corporate 

income tax assessment for the 2011, 2012 and 2013 taxation periods. The 

tax was additionally assessed based on the non-recognition of the legitimacy 

of personnel expenses relating to employees’ holiday compensation as part 

of the R&D deduction. 

The plaintiff argued that compensation for the holiday entitlement used is, 

pursuant to the Labour Code, an integral and obligatory part of personnel 

expenses, which is why it may be considered as equal to a wage for 

performed work, which is generally accepted. 

The tax administrator opined that a deductible item may only include 

expenses that have been incurred in direct relation to implementing an R&D 

project. This condition is not met in the event of holiday compensation and 

relating social security and health insurance contributions as employees are 

not involved in implementing R&D projects during holidays. Simultaneously, 

the tax authorities consider it possible, pursuant to Decree D-288, to include 

only employees’ wages in personnel expenses. 

However, the Regional Court did not agree with this argumentation, 

confirming that not only the costs of wages or salaries need to be incurred in 

respect of development employees but also other relating expenses, which 

also cover holiday compensation. The Court opined that the time spent by 

employees on holiday is necessary for employees to implement R&D projects. 

The costs of holiday compensation are thus considered as “costs incurred in 

direct relation to implementing an R&D project”. What is more, the existing 

legal regulation of utilising R&D deduction is also rather unclear in that 

holiday compensation is not to be included in the deduction. For the sake of 

completeness, attention was also given to the fact that Decree D-288 cannot 

restrict taxable entities’ rights beyond statutory limitations. 

The authors of this article would like to note that owing to the financial 

implications of the respective decision, a cassation complaint is expected to 

be filed. Consequently, it looks likely that the question as to whether it is 
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legitimate to utilise holiday compensation as part of the R&D deduction will 

only be decided by the Supreme Administrative Court. 
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Lex Brexit – current status  

An approved law regulating various areas of so-called hard Brexit 

passed the legislative process. Following the development of the 

situation, it will be promulgated in the Collection of Laws unless a 

UK-EU agreement is agreed or Brexit is postponed.  

Below we summarise the current situation as regards so-called Lex Brexit – 

act on the adjustment of certain relationships concerning the withdrawal of 

the United Kingdom of Great Britain and Northern Ireland from the European 

Union. 

 On 29 March 2019, it will be two years since the United Kingdom of 

Great Britain and Northern Ireland announced its intention to 

withdraw from the European Union following the outcome of a 

referendum. On the basis of a unilateral decision of the British nation 

to leave the EU, Article 50 of the Treaty on European Union was 

triggered in March 2017 and the Union is thus facing, for the first 

time, a situation in which the relationship with a hitherto significant 

member state is being abolished. 

 

 Part of the proposed UK withdrawal agreement is to negotiate the so-

called transition period (from 30 March 2019 to 31 December 2020), 

during which the United Kingdom should be guaranteed a so-called 

third country status while simultaneously maintaining the status of a 

single market member. 

 

 With regard to the existing development and UK’s possible withdrawal 

without a proper agreement (so-called uncontrolled or hard Brexit), 

the government Committee for the European Union charged the 

Ministry of the Interior to prepare what is referred to as Lex Brexit. 

The government draft was approved by both chambers of the 

Parliament of the Czech Republic and signed on 7 March 2019 by 

President Miloš Zeman. 

 

 The main objective of this temporary legislation is to adopt measures 

through which the Czech Republic minimises at least some of the 

imminent negative impacts that will occur in case of a missing 

agreement (i.e. hard Brexit). 
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 The recommendation issued by the Ministry of the Interior of the 

Czech Republic before the adoption of “Lex Brexit” is still in force and 

stipulates that a UK citizen who wishes to reside in the Czech Republic 

during the transition period should apply to the Ministry of the 

Interior of the Czech Republic (Department for Asylum and Migration 

Policy) for a certificate of temporary residence in the Czech Republic 

by no later than 29 March 2019. 

 

 In order to ensure legal certainty, Lex Brexit allows UK citizens and 

their family members to carry out their work under the employment 

contract concluded before the entry into force of the transitional 

legislation without a work permit, employee card or blue card, legally 

until the end of 2020. During the transition period, these citizens will 

have sufficient time to settle the necessary work permits in the Czech 

Republic, which are usually required from so-called third country 

nationals. 

 

 In terms of income tax, the taxpayer’s situation needs to be assessed 

– in the case of Czech tax residents, Lex Brexit considers for some 

time the United Kingdom as an EU member state. However, it does 

not apply entirely to the situation of UK residents (particularly the 

withholding tax and tax securement, which will be applied in case of 

hard Brexit from 30 March 2019). 

 

 Nevertheless, the measures cannot be applied in the case of taxes 

harmonised within the EU (VAT, excise tax) and customs duties 

where the rules as for third countries will apply (import-export) in the 

case of hard Brexit. 
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The Final Version of the Tax Package has Been Approved 

In general, the changes introduced by the tax package are expected 

to come into force on 1 April 2019; however, in certain situations, it 

is necessary to verify whether special effectiveness rules or 

transitional provisions apply or not. 

 

On 12 March 2019, the Chamber of Deputies voted on the tax package, which 

had been returned to it by the Senate with a proposed amendment in 

January. The deputies voted down the Senate’s proposal, thereby approving 

the tax package in the originally approved wording. 

The approved amendment to tax legislation (income taxes, VAT, Tax Code, 

excise taxes and others) now has to be signed by the President, and it 

subsequently will be promulgated in the Collection of Laws. 

  

What principal amendments the tax package includes? 

Income Tax: 

 Implementation of principles arising from the ATAD – new principles 

seeking to limit cross-border tax optimisation schemes. It is a new 

concept for calculating non-tax deductible excessive financial 

expenses, introducing exit tax and rules for the taxation of controlled 

cross-border entities and limiting the use of cross-border hybrid 

schemes. The Tax Code will also specifically introduce the institutes 

of the anti abuse rule. For details about the implementation of the 

ATAD; 

 Change in the upper limit of income of CZK 2 million to limit expense 

flat charge-off rates for the self-employed; 

 Introduction of a new obligation to report payments in excess of CZK 

100,000 not subject to withholding tax in the Czech Republic to the 

tax administrator on a monthly basis (payments that are exempt or 

not subject to taxation in the Czech Republic based on the applicable 

double taxation treaty provisions);  

 Change in the rules for preparing research and development projects; 

 Possibility of reflecting the impact of IFRS as early as for the 2019 

taxation period (financial institutions); and 

 Change in the withholding tax limit to the amount decisive in paying 

sickness insurance. 
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VAT: 

 New guidance on taxing vouchers (single-purpose and multi-purpose 

vouchers) 

 New provisions on the date of taxable supply (ancillary supplies to 

leases, long-term supplies) 

 New rules for delivering tax documents 

 Finance lease definition (effective from 2020) 

 Lease of real estate and taxation option restriction (effective from 

2021) 

 VAT deduction adjustment in respect of real estate repairs 

 VAT deduction claim upon registration 

 Determination of the place of supply on electronically-provided 

services 

 

The amendment is expected to become generally effective on 1 April 2019; 

however, the effective date is different for some of the provisions – therefore, 

we recommend carefully verifying the effectiveness of amendments, if 

relevant. 
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