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Note

On stranger tides
The first half of 2018 clearly showed that the real estate market
is still going through a dynamic period. Housing availability,
unsustainable rise in flat prices, thickening of city brownfields,
regulation on the mortgage market, prolonging permit processes,
new territorial plan. These were and still are the main themes
that most resonate on the market and stir up emotions. In this
summer edition of SMART magazine, we attempt to respond to
some hot topics and contribute to public discussion.
Prague on stranger tides. That was the title of one of many
specialised conferences on the residential market held last year.
There could not be a better expression to describe the current
state of affairs. Various factors influencing the residential market
merged and resulted in the creation of a peculiar cocktail, whose
composition remains so far unknown to the market and its actors.
What worries the public the most is probably the ever-increasing
cost of flats. The rise in flat prices, especially in Prague, is still not
over. The current average bid price in developer projects almost
reached CZK 100,000 per square metre for the period from May
to June of this year! However, developers cannot be blamed for
this trend, what should be blamed are especially the lengthy
authorisation and approval processes and some incorrect political
steps. For clarification, we tried to outline the 12 reasons which
lead to this price increase.
Recently, the availability of housing has become a buzzword which
is largely used not only by professionals. As a result of property
ownership restrictions due to price increases and mortgage
regulation, there has been a spillover of demand on the rental
market which was noted also by institutional investors. Therefore,
they have begun to place their funds in their rental portfolios in
the Czech Republic as they did elsewhere in the world. Round
Hill Capital is one of these investors. Two years ago, the company
became the largest owner of flats on the Czech market through
its subsidiary called Residomo. Read the exclusive interview with
Round Hill’s Investment Manager for Central Europe Stanislav
Kubáček.
The real estate market recently underwent development when
investors, who invest in traditional stocks or bonds, moved their
capital into the real estate market with the prospect of a more
favourable risk and return on investment connection.

The activity of mergers and acquisitions of real estate companies
and portfolios has recently increased significantly on a global
scale. For details on current developments in this area, read the
article M&A activity in Europe - Still on a rising wave.
The new territorial plan of the capital city of Prague, the
so-called Metropolitan Plan, which should be implemented
by 2023, newly defines, among others, the height regulation
of built-up areas. In connection with this issue, in our series
Construction Icons, we focused on the new Złota 44 building in
Warsaw, the building is not only an icon, but it also shows the
direction of the city’s development in the next decades. A city
growing in height means greater use of urban transport and
infrastructure, higher efficiency of commercial premises thanks
to a higher concentration of people. All this ultimately means
significant economic savings in the city functioning compared to
its development in width. Perhaps one day we will come to this
conclusion in our country as well.
I wish you a pleasant summer reading, peace and a beautiful
summer!
Miroslav Linhart
Partner, Real Estate and Construction leader, Deloitte Advisory
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in early 2018 to 4.5% compared
to the end of 2017. Compared
to the same period of the last
year, however, GDP 6increased
by 1.5%. This was one of the
strongest GDP growths
in the
3
region. According to the IMF
forecast, the growth0 of the
Czech economy will slow down
slightly from 4.3% in
-3 2017 to
3.5% of this year.
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Interview

Renaissance of the rental housing
market. The country’s history,
sociological trends and financing
play a crucial role
“We meet the demand for quality housing without people having to commit to a mortgage,” says Stanislav Kubáček,
investment manager for Central Europe at Round Hill Capital who is active in the field of investment, development and
asset management. Moreover, he adds: “Rental housing proved not to be that risky, despite its lucrative income. After
15 years on the market, based on our operational cash flow, we are able to show that if you engage in rental housing
professionally and you have a building in an attractive location, it is an investment with minimal risks.”
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Round Hill Capital focuses on various projects across Europe
and across real estate segments. What is your strategy for
selecting potential acquisitions now?
In a broader sense, we focus on housing investments. We started
in Germany 15 years ago as asset managers and later also became
investors in rental housing. After we had established ourselves
in Germany, we started to enter other European markets – again
as investors and lessors. Today we also operate as a developer of
rental and student housing. We will also add housing for the elderly
this year or no later than next year. We want to offer affordable
housing across generations.
You mentioned that you slowly expand to other markets as
well. You became the largest investor in rental housing in
the Czech Republic. What are your strategies or visions in
relation to Residomo, which is active on the Czech market?
We bought Residomo at the end of 2015, because it fits into our
long-term strategy to expand our European housing activities.
From the beginning, Residomo is orientated towards what local
clients, who come to Ostrava for new jobs in emerging sectors
such as the automotive industry, IT, healthcare, shared services,
etc., want. We meet the demand for quality housing without people
having to commit to mortgage for their own housing. We develop
customer service and streamline the traffic. At the same time, we
regularly invest in repairs of the housing stock and keep the rent at
a competitive level. We have different types of clients and we want
to offer them what they really appreciate. For the elderly, we have
barrier-free flats on the ground floor featuring showers instead of
bathtubs. For students we have furnished apartments close to the
university. We build on a notably pro-client approach.
What have you achieved in the past two and a half years as
an owner of Residomo?
Quite a lot. In addition to the already mentioned investments in the
housing stock, we founded three community centres in Ostrava,
Havířov and Karviná. We help seniors, mothers on maternity /
parental leave and children to organise leisure activities. Lectures
on travel, English language courses, IT literacy (from basic to
advanced knowledge), trips and smaller community events are
some of the favourites.

Stanislav Kubáček
Investment manager of Round Hill Capital
for Central Europe
Stanislav Kubáček is responsible for the investments
made by Round Hill Capital in Europe in various forms
of rental, student and senior housing. He has been
active in the European real estate market for more
than 10 years. After his graduation from Science Po in
Paris, he started his career as an investment banker at
Société Générale in Paris and later worked for Goldman
Sachs in London.
.

In Karviná, we created, together with Silesian University, the first
intergenerational housing project. In the building where the Archa
community centre is located, we provided fully-equipped flats to
selected social management students. These students help us
run the community centre and prepare a program for the elderly.
Hereby, they gain the first professional experience in their study
area in a natural way. We also plan to invest in equipment and services. Nowadays, the younger generation wants to share goods and
services rather than buy them. We therefore test a large web portal
to which our clients and their selected family members would have
access. It would consist of two parts. In the first one, the clients
could manage all the administration associated with housing, rent
and other services. In the second one, the portal would function as
an e-shop where certain services and products in our region could
be purchased at a discounted price we would negotiate. It could
be fuel, food, financial services or travel / recreation. In the future,
we expect this portal to serve as a platform for mutual / reciprocal
service sharing between tenants.
Are you planning further acquisitions on the Czech market?
Are there any new investment opportunities in your scope?
We are looking for investment opportunities in the whole of
Europe. We consider the possibilities of the given country and the
parameters of the local real estate market.
In some countries, the liquidity on the rental market is high, as the
portfolio of rental flats in comprehensive ownership is large.
I am talking about Germany, the Netherlands and Scandinavia.
In Central and Southern Europe, rental housing is generally less
developed. The market is fragmented; there are many individual
owners of several rental units. Our purchase is harder in those
countries. In March 2018, with the help of Deloitte, we concluded
another acquisition in the Czech Republic. We purchased 273 flats
in the Moravian-Silesian region and Olomouc region. These flats
are former factory flats associated with the heating plants built in
the 1970s. Residential houses are preserved as a whole and they
are located in places where rental housing makes sense. We will try
to offer our tenants residing in these flats better services. At the
same time, we are still looking for other acquisition opportunities.
If several hundred apartments are released to the market in one of
the regional or district cities in the Czech Republic or in other parts
of Europe, we will definitely be interested.
The Czech rental market has experienced a certain revival
recently. Do you perceive this trend as a gradual catchingup of advanced European countries, or rather as the
outcome of the current situation on the market due to the
expensive ownership housing and the regulation of the
mortgage market?
The country’s history, sociological trends and financing play a role.
Rental housing proved not to be that risky, despite its lucrative
income. After 15 years on the market, based on our operational
cash flow, we are able to show that if you engage in rental housing
professionally and you have a building in an attractive location, it is
an investment with minimal risks. This type of housing is currently
gaining in popularity and investors have begun to show interest
again. In terms of financing, it is necessary to convince banks that
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their business is not just about mortgages and loans for developers. We have done a lot of work on the Czech market. Several
banks support us and thanks to us experienced that it is not a
risky business. They finance rental housing better than in the past
and in addition in the long term. In Germany, approximately half
of the population lives in a rental housing, and there are several
institutional investors who own large blocks of rental housing. For
example Vonovia, the largest rental housing company in Germany
and one of the 30 largest German companies at all, manages about
400,000 flats. The market has developed differently in Germany
than in the Czech Republic, due to the fact that after World War II a
large part of the country was razed to the ground. However, in the
1950s, the state rapidly built new flats. They remained in the consolidated state, city or industrial plant ownership and then passed
into private hands. In our country, the situation changed considerably at the beginning of the 1990s when the municipalities largely
privatised their housing stock and the ownership became very
fragmented. Unfortunately, there are just a few comprehensive
portfolios of hundreds of flats available in the Czech Republic.
You have recently also expanded to Finland by acquiring
more than 3,300 dwellings for rent. Why did you choose
this location? What is different in Finland in relation to the
investment opportunities?
Finland is specific because the recession was longer there than in
the rest of Western Europe. After the global financial crisis, housing
prices collapsed and the investment market was dampened. When
a large part of Europe, especially Western Europe, was recovering
from the financial crisis, Finland received two more blows – Nokia’s
fall and European sanctions on trade with Russia. In 2014 and 2015,
Finland was again in recession and the investment market stagnated - nothing was sold, nothing was bought and prices were low.
Since the end of 2016, the economy has been recovering in Finland.
People who have held their real estate for 10 years are willing to sell
it now. The prices are lower in Finland than in the rest of the euro
area, which is good for us. In addition, Finland has taken steps to
overcome the economic recession and it is on its way to long-term
growth. Investors from Western Europe, the USA and Asia are now
interested in the Finnish market.
You are constantly expanding into new countries and new
markets. Do you do it as a portfolio diversification strategy
or because the revenues are more interesting elsewhere?
We expand organically. Once we have dealt with some new acquisition, we want to focus on something new. We think our culture and
know how in rental housing are not necessarily transferable; it is
better to grow organically in a slow way than to buy a big company
and try to merge. We try to be in the markets before others. In the
case of Finland, it is, in my opinion, approximately a year and a half.
When our competitors catch up with us and the prices rise, we will
move on. The same situation occurred in Germany and Holland,
where we were one of the first foreign investors four years ago. We
are still the largest foreign owner of rental housing there but nowadays there are plenty of others. Prices have risen so much that we
no longer want/can make purchases and this is the reason why we
are looking for other markets.
8

Can you compare the Czech market with other countries?
There is a constant debate about insufficient supply of new
flats. What is the situation in other places?
As for the housing prices, the situation in the capital is always different from the rest of the region. It is the case of London in England,
Munich in Bavaria, Paris in France or Helsinki in Finland. Few countries manage a multipolar economy. People concentrate in capital
cities but these cities are not able to provide them with housing.
A good example is London, where thirty-year-old people without a
family, but with a decent salary, live in shared housing because they
do not have enough money to rent a flat by themselves. Prague
is a magnet and a victim of its success just like other big cities in
Europe. The government should try to pull the economy into the
regions. It is not only about the construction of flats, but also about
the infrastructure in general. The price is not the only reason for
interest in rental housing. The big trend is to buy a flat with services
for a short time. No obligations, no big capital load, flexibility and
an opportunity to live elsewhere once we need to. Of course, it is
also about supply, demand and price options. Although mortgages
were now cheap, in Ostrava, we were still able to increase the occupancy of flats. Rental housing is a matter of lifestyle, market and
fulfilment of the current need in every big city.
Which project keeps you occupied the most now?
In the next 12 months, I will focus on the Czech Republic, Central
Europe and Finland. In these areas, we still have a lot ahead.

Round Hill Capital is a global real estate company
active in the field of investment, development and
asset management. It was founded in 2002 and today
operates in Europe, North America (New York, Boston)
and Asia (Singapore). In Europe, the company has
successfully established itself in the United Kingdom, the
Netherlands, Germany, Spain, Sweden and the Czech
Republic. In June 2018, it entered the Finnish real estate
market. It focuses primarily on investments in various
types of rental, student and senior housing. Historically,
the company has managed more than 100,000 housing
units in Europe and is one of the most important private
residential housing providers. In June 2018, Round Hill
Capital received two highest awards in the prestigious
real estate competition PIE European Property Investor
Awards 2018. The company was awarded in the following
categories: Real Estate Fund of 2018 and Residential Real
Estate Fund in 2018.
Round Hill Capital has been operating in the Czech
Republic since 2015. Together with the Amercan
investment company Blackstone, it owns and manages
a portfolio of 43,000 rental flats in the MoravianSilesian Region. RESIDOMO, a joint venture of these
two investors, is the largest private provider of rental
housing in the Czech Republic. In March 2018, RESIDOMO
expanded its portfolio with the acquisition of 273
dwellings in the Moravian-Silesian region and newly also
in the Olomouc region. RESIDOMO focuses
on long-term active management of real estate and
expanding the range of quality services that are
associated with housing.

Analysis

12 reasons
why flat prices
are high

Petr Hána
phana@deloittece.com

1/

“Flat prices in the Czech Republic keep going up. Flat prices
have rocketed up. There seems to be no end to rising flat
prices.” These are just a few examples of news titles related to
the housing market. However, what are the reasons for such
a dynamic increase of prices that makes the general public
as well as professionals rather worried and concerned? This
article summarises 12 reasons that we believe have led to the
high prices of flats.

Demand higher
than offer

The price of new flats has been, especially in the past two years,
influenced by a whole range of various factors. The basic factor for
high prices of new flats is a higher demand for flats in combination with a low offer of new flats. No matter how simple this may
sound, the truth is that a higher demand or a lower offer did not
just occur accidentally. They are both the results of other factors.

2/

Economic
boom

For the past three years we have been living in a very prosperous
time, there is little unemployment in our country, salaries are
growing throughout the country and some regions, such as Prague, belong among the richest regions in Europe. Salaries
are growing across the whole of society. There are a large number
of people who are not afraid to expend money and at the same
time, they look for real property to invest or save their funds.
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3/

Rapid changes
of extremes

The time of boom between 2006 and 2009 was followed by a
period of time when people did not have hope in the future, which
lasted from 2010 to 2013. And again, this period of little hope was
immediately followed by a period of boom which started in 2015
and has been ongoing to date. Due to these short shifting cycles,
people resort to extreme solutions related to their housing need.
Thus, the period when people “buy flats in advance, when it is still
possible” – a typical example of which is the year 2007 – is followed
by a period when people “postpone their purchase until a better
time” – a typical example of which is the period from 2009 to 2012
- is then quickly followed by a period when people decide to “buy
anything as long as there is something to buy” – as it was between
the years 2016 and 2017.

5/

Demography

The current housing market is significantly influenced by two
population waves – the post-war baby boom when 2 million children were born and the offspring of that generation – ie so called
Husak’s children when 1.75 million children were born. The life
expectancy of the first group has significantly increased, whereas
the second group keeps postponing starting a family. Thus, the
number of flats occupied by only one person or two people has
increased, which naturally leads to the fact that more flats are
needed.

7/

State-induced
market changes

In the past 15 years, the state has repeatedly introduced various
uncoordinated administrative steps that increased the need to
react to the proposed changes. In 2007, it was the increase in
VAT that rocketed the demand to the extreme and flat prices
went up by 20% within a year only. A similar situation occurred
in 2016 when 3 significant changes were introduced that had an
enormous impact on the whole housing market. This included
the change in the acquisition tax, which is newly paid by the
buyer, a new act on consumer loans, which had, for the first
time in the period of 20 years, a significant impact on the mortgage market, and an introduction of more stringent conditions
for mortgage lending demanded by the regulations of the Czech
National Bank.

“In the past 10 years, the period
for approval of a new building
project has extended from the
usual two or three years to the
current 8 to 10 years.”
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4/

Low interest
rates

Since 2010, the interest rates have started to decrease until they
reached their historical bottom in the second half of 2016. They
have been on their historically lowest level between 2 and 3 percent
for an exceptionally long time, for more than 5 years. Considering
that 3 years ago people gained more courage to buy new real
property, the increased demand coincided with historically lowest
interest rates.
In addition, two groups of property buyers accumulated at that
period – people who kept postponing the purchase of a new
property because they feared the future and needed to buy a place
to live, and a second, much larger group of people who did not
need a place to live but wanted to invest. Since mortgages were
exceptionally cheap, these people were willing to make use of them.
The demand grew rapidly and since there was not an excessive
amount of flats to buy, they were soon sold out.

6/

Changes in
people’s behaviour

In the long term, people have been moving from the country
to towns, however the towns do not react sufficiently to this
pressure. When new industrial quarters were built 100 years
ago, they included also housing quarters for the incoming
workers, however, nowadays, the issue of housing is often overlooked. The number of one person households has significantly
increased and it does not include only elderly people whose
spouses have died. We have experienced an era of singles, we
keep postponing the time when we start a family. Since the
Second World War, the divorce rate has increased from 6% to
50% in the seventies, which is a trend that has continued to the
present day. We no longer live in “multiple generation” households, which applies also to family houses designed for more
generations. All these factors create pressure to build a higher
number of flats than ever before.

8/

Political
populism

Local elections in 2014 saw a change in the political representation
whereby some newly elected local representatives introduced a
strictly anti property development attitude – this applies mainly to
Prague and partially to Brno. After 2014, building activities almost
stopped and all building approval processes were elongated. It
was the time when two factors coincided – in the areas where flats
were most needed, or better, demanded, older flats on the market
were rapidly sold in 2015 and 2016, and new flats were no longer
built. Nowadays, politicians are eager to convince the public that
that will “guarantee affordable housing for the young generation”.
However, no one has provided a proposal of systematic measures
to achieve this aim.

Analysis

9/

Tax
increase

Since 2017 there has been a creeping and non-systematic increase in various taxes (namely VAT) applied to new flats, as well
as changes of rules for calculating the size of new flats, which in
fact, also increase the share of tax to be paid to the state on an
“acquired new flat”. In the past 11 years, the tax on one flat has
increased 4 to 6 times, based on the type and size of the flat.
The tax that is currently paid by the buyer on each new 70m2
flat amounts to one million CZK. It may be frankly said that
among all the links in the chain involved in a building process, it
is the state that gains most in the form of taxes. It is a very peculiar situation considering that the Czech Republic has the worst
housing affordability in Europe.

11/

Technical regulations
related to the building
of new flats

In relation to new buildings, one must mention the impact of
standards and regulations that are becoming increasingly stringent. Since technical regulations demand that new buildings
must meet certain technological requirements to provide comfortable living, it is, in fact, impossible to build lower standard
flats that would be cheap or more affordable.

10/

Approval
processes

In the past 10 years, the period of time necessary for an approval of a new building project has extended from the previous
period of 2 to 3 years to the current period of 8 to 10 years.
Deadlines for administrative proceedings are not kept, which
aggravates the situation on the market as the number of flats
lacking on the market keeps increasing.

12/

The lack of
rental housing

The offer of rental housing is very limited in the Czech Republic.
Rental housing is not provided by the state or by retirement funds,
insurance companies or hedge funds as it is common in western
European countries where such institutions have their own rental
housing portfolio. Currently, nothing similar exists in the Czech
Republic.
All rental housing is provided by small property owners who buy
real property mostly because they want to have an extra income
for their retirement, or because they want the property as future
housing for their children and rent it out in meanwhile.
There is an extreme situation in the Czech Republic where three
quarters of flats are owned privately, which is the result of gradual
privatisation of the Czech housing fund.

SMART • Summer 2018

11

Series

Złota
Construction icons

44
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Series

Jakub Leško
jalesko@deloittece.com

Following the withdrawal of the Third Reich troops
from Poland at the turn of 1944 and 1945, largely
nothing remained but havoc. Probably the most visible signs of war
were left in the capital - Warsaw. 85% of the city was totally destroyed and only the subsequent reconstruction during the Communist
regime gradually returned the city to its original look. Today, more
than 70 years after these events, Warsaw is a symbol of a modern
and dynamic city in which several impressive buildings have been
built over the past decade. One of them is the building of Polish-American architect Daniel Libeskind - Złota 44.
The planned Warsaw landmark was set in the central part of the
city - Śródmieście, where, after the end of the World War II, rapid
construction restarted. In 1955, in the neighbourhood, the Palace
of Culture and Science was built and with its height of almost 240
meters it disrupted the relatively continuous lines of the built-up
area. On the other hand, according to the architect, the Złota 44
building was designed in a sensitive way and a great emphasis was
placed on sufficient illumination of the interior. This condition was
finally reflected in the shape of the building, which is cut out in the
East and has the shape of an ellipse so a little more daylight can get
into the building.

square meters, to the largest penthouses located on several floors,
with a floor area of more than 1,000 square meters. The average
price of the apartments reached EUR 7,500 per square meter and
for this price, the residents of the tower gain access to a number of
exceptional services.
The first one is a wine cellar with a restaurant and a special wine tasting room with over 10,000 selected bottles. The recreational floor
offers a 25-meter swimming pool, massage rooms, a jacuzzi and a
Finnish sauna. A great attraction can also be a private cinema, a golf
simulator or a private concierge service.
In spite of all the obstacles during the preparation and the realisation, Złota 44 has been for over a year part of the Warsaw panorama. With its characteristic features, the building is not only an
icon, but it also shows the direction of the city’s development in the
next decades - not only in width, but considering the characteristics
of the upcoming projects, especially in height.

Construction began in 2007 with the demolition of the original
shopping centre from the 1990s. In the spring of 2009, when the
construction reached 17 floors above the street level, work had
to be interrupted due to the financial problems of the developer
stemming from the global economic crisis. Work was resumed only
at the end of 2010, with planned completion and handover by the
end of 2012. However, financing of the construction was only one of
the problems the construction had to face. Since 2008, the building
permit has been repeatedly challenged by “neighbours”, and its
legal effect was confirmed only in April 2012 when the supporting
framework already reached the highest floor level.
The construction time was another problem. The Italian company
Inso was engaged as the general contractor. However, in 2013, the
investor terminated the contract with Inso and the construction was
interrupted again for several months. This step did not bring anything good, also because it threw a bad light on the future owner.
A few hundred meters further, a functionally similar construction
was being built. The Cosmopolitan complex continued with its rapid
construction and was pushing Złota 44 out of the luxury living in the
centre of Warsaw.
All these unpleasant building-related events culminated in August
2014 when the developer sold the unfinished construction to
Amstar and BBI Development for approximately one third of its
construction costs. The building was gradually completed and the
opening ceremony was held on 13 March 2017.
Today, this new city landmark offers four kinds of apartments
depending on their size: from the smallest, with an average of 65

Złota 44 in numbers
Floor count:

52

Total height:

192 m

Area of the largest apartments:
Usable floor area:

more than 1 000 m2
72 500 m2

Selling price in 2014:

50 000 000 €

Construction costs:

175 000 000 €
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Tax

Deadlines for tax deductions
can be shifted
Payers are required to comply with a number of rules in exercising the right to deduct. One of the conditions is to meet
the time limit for exercising the right to deduct. Deduction from documents with the Date of Taxable Supply (in Czech
DUZP) which are older than three years is not possible. This is the rule explicitly contained in the Value Added Tax Act.
However, what if such a document was issued and delivered only last month? Is it possible to break this rule?

Michaela Lounková
mlounkova@deloittece.com
In this particular case, the VAT Act does no permit
to break the three-year period and to claim the right
to deduct. However, this does not mean that such a procedure is
always impossible. If the taxpayer invoked the EU VAT Directive, he
should not have been declined the right to deduct only because
the date of taxable supply was older than three years. What does
it depend on? In the first place, it is the date of receipt of the document, which is decisive for the payer. As stipulated by the Court
of Justice of the European Union, Member States cannot bind the
beginning of a preclusive period for the exercise of the right to
deduct VAT to the date of taxable supply, but to the date of receipt.
This is certainly good news, however, there is a condition that can
make the tax deduction impossible. It means that the long delay in
the transfer of the tax document cannot be attributed to the recipient as well. The tax administrator would not be willing to refund the
tax to someone who was lax, did not ask about the document, did
not demand it, and let things go until the three-year period from
the date of taxable supply came. Such a payer could not call upon
the EU rules set up by the Court. On the contrary, the person who
actively cared for and was interested in obtaining the tax document
can be protected by the EU rules regarding the VAT system.
Of course, it is hardly conceivable that someone would dispute
the delivery of a tax document for three years, but it can happen.
Nevertheless, it is more likely to use the EU rules in case of issuance and prompt submission of a corrective tax document with
a correct higher VAT rate (e.g. 21%) when the tax rate originally
applied was lower (e.g. 15%). The problem would be if the date
of taxable supply of the original incorrectly taxed transaction
occurred more than three years ago - the Czech VAT Act would
forbid the correction of the tax amount. However, the EU rules are
more flexible. It would be possible to exercise the right to deduct
re-invoiced tax because the preclusive period, as seen the EU VAT
Directive, has not yet expired.
However, there are exceptions in here as well. According to the
Court’s view, the EU legislation would not protect a taxpayer who
accepted the tax document with an obviously incorrect tax amount
and did not address its correction. The Court simply thinks of
payers who are prudent and defend their rights and protects them
from the effects of events which they cannot affect (and which
could have a negative financial impact on them). It might be the
14

case of payers who purchased goods or services, there were no
indications that the applied tax rate was obviously incorrect, but
after a few years, they received a corrective tax document.
For example, it may be the supply of metallic building material that
originally appeared to be subject to the reverse charge treatment
but was in fact subject to the normal tax regime, which was proven
to the tax authorities only after a lengthy trial. Likewise, the shifting
of the deadline for entitlement to tax deduction could be applied in
the case of land transfer, which could be additionally reclassified by
the tax administrator from exempt transaction to taxable transaction because it is a building land. Especially in the cases where the
tax regime is not unambiguous.
With regard to the diversity of the issue of VAT application in
construction, it is good to know and follow the Court’s view. In
situations which are inaccurately addressed by the Czech VAT Act,
such an approach can pay off. Without knowledge of the judicature of the Court of Justice, the interpretation of the VAT Act is not
complete and often leads to incorrect results. It is certainly not
possible to resign from the day-to-day operational control of the
correctness of the tax rates on the incoming documents, as it is the
gateway to the rules of the EU legislation.

Tax

Tax changes in the taxation
of investment funds
In the last issue of the SMART magazine, we informed you of the planned change in the taxation of basic investment funds.
The Senate’s proposal included a narrowing of the definition of a basic investment fund, and removed, by definition, those
funds whose shares are admitted to trading only on the European regulated market and do not fulfil the other conditions enumerated by law. These funds would then be subject to the standard corporate rate of 19% and not the current rate of 5%.

Tereza Gebauer
tgebauer@deloittece.com

Tu Lai-Minh
mlai@deloittece.com
The reason for the change was the Senate’s
effort to remove from the definition of the basic
investment funds the funds that are only registered on a regulated market without actually performing investment activities.
Pursuant to the amendment, the benefits of lower taxation
should only be drawn by the funds that are active in making
investments on financial markets.
During the legislative process, the Chamber of Deputies made
an amendment to the draft stipulating that the basic investment
funds include the funds listed for trading on a European
regulated market with no corporate income taxpayer having
any investment of 10% or more in the registered capital of

the relevant investment fund; in order to meet the condition,
investments of related parties that are corporate income taxpayers are considered to be investments of a single taxpayer;
the condition is considered to be met even if the permitted
investment in the registered capital is exceeded over a period
shorter than a half of the taxation period or a period for which
a tax return is filed or a period shorter than six months if the
taxation period is longer than 12 months and if the fund is not
involved in a trade under the conditions stipulated by the Trade
Licensing Act.
The above-specified restriction will thus relate to the funds that
are only considered to be basic investment funds under the
Income Taxes Act due to the fact that they are listed for trading
on a European regulated market and at the same time, they are
owned within a group or by a limited number of owners, whereby
the share of each owner is 10% or more.
The amendment will apply to tax obligations arising after the
effective date of the Act, i.e. from 1 January 2019 as expected. We
will keep you informed about any changes.
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Study

M&A activity on the real estate
market in Europe – Still on a rising wave
Over the last four years, Europe has shown relatively strong economic growth, laying a solid foundation for a longer-term recovery of the financial market. Moreover, in the context of historically low interest rates, current conditions
are still favourable and attractive for investors.

Alberto Valls
Partner, Deloitte Spain
Despite bouts of uncertainty after events like
Brexit or the presidential elections in the US,
there was a dynamic growth on the financial
markets. The performance of the largest
players in the real estate market has been even
higher than some stock indexes over the past
three years.
Over the past three years, there has been a further pressure to reduce revenues, driven principally by the volume of capital invested in higher
asset classes. In addition, there was a large
extent of direct and indirect investments in real
estate due to the record gap between the real
estate revenues and the bond revenues.
Investor’s trust and interest is also illustrated
in Chart 1, where the total volume of European
real estate capital increased between the two
monitored periods (2012-2014 and 2015-2017)
by 21 percent.

Chart 1 – The volume of investments of European real estate funds
(in EUR billion)
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Chart 2 – M&A activity in Europe (in EUR billion)
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The typical characteristics of the real estate market have
changed recently. This can also be seen in the composition of
the market where investors with traditional activities in stock
markets or bond markets move their capital directly to the real
estate market, with the prospect of a more favourable risk and
return on investment connection. However, the role of investors
changes considerably once they place funds in this market. To
succeed in this competition, the investors in this segment are
forced to look for new strategies to create new values. Therefore,
non-traditional forms such as integration of platforms, synergy
creation or diversification can be seen more and more often.
Another important factor becomes gradually, but surely, the

so-called disruptive innovation, which means a radical change
of technology that overcomes and replaces the existing technology. This is particularly visible in the field of e-commerce and in
the logistics market associated with it. The significance of these
changes is evidenced, for example, by the acquisition of LogiCor
Europe by a Chinese investor worth more than EUR 12 billion
in the summer of 2017, or the sale of Czech company PointPark
Properties by GIC Private fund for EUR 2.4 billion.
The article is taken from the REflexions magazine, published twice a
year by Deloitte and to which real estate management experts contribute. The entire issue of the magazine can be found here.

Table 1 - TOP 10 real estate transactions between 2016 and 2017 in Europe
Period

Company

Country

Buyer

Value
(in EUR million)

Q4/2017

Westfield

Australia

Unibail Rodamco

20 920

Q2/2017

LogiCor Europe Limited

Great Britain

China Investment Corporation

12 250

Q2/2017

Eurosic S.A.

France

Gecina S.A.

5 797

Q2/2016

Metrovacesa

Spain

Merlin Properties Socimi, S.A.

3 882

Q2/2017

Sponda Oyj

Finland

Blackstone Group LP

3 623

Q4/2016

Officefirst Immobilien AG

Germany

Blackstone Real Estate Partners
Europe IV LP

3 300

Q3/2016

Conwert Immobilien Invest SE

Austria

Vonovia SE

2 858

Q3/2016

Dundrum Town Centre
Management Limited

Ireland

Hammerson PLC, Allianz Real
Estate Germany GmbH

2 460

Q4/2016

PointPark Properties s.r.o.

Czech Republic

GIC Private Limited

2 400

Q4/2017

Axiare Patrimonio Socimi, S.A.
(Podíl 71,21%)

Spain

Inmobiliaria Colonial, S.A.

1 522

Zdroj: Mergermarket
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Event

Friendly City 2018: Meeting of all who
are concerned about town and city
development
On 12 September 2018, manifold professional groups representing various institutions and companies will meet in
Jalta Hotel at Wenceslas Square. Together they will try to find ways of developing the centre of Prague and other
cities and towns so that they can become friendly places for all people who live, make business or invest there. The
discussions will take place at a conference entitled Friendly City 2018, organised by Sdružení Nového Města pražského
(Association of The New Town of Prague) and Blue Events. Deloitte is the partner of the conference and is involved in
preparing the programme. SMART magazine is the media partner of the conference

If people are to be happy living in a certain city, the city must
offer various possibilities, in terms of localities as well as in
terms of social possibilities, economy and ecology. The city must
provide a range of possibilities for self realisation. The basis for
a proper functioning of a city is a welcoming and friendly atmosphere towards all its inhabitants, visitors and businessmen or
investors. A sustainable friendly city can only be created if all the
various groups and people involved in the life of the given city
cooperate and support each other.
Why friendly city? Why focus on Wenceslas Square?
This is the philosophy behind the Friendly City 2018 conference
which aims to establish an interdisciplinary discussion that
should provide mutually enriching insights to all the involved
stakeholders.
The conference is primarily intended for municipal representatives and politicians, as well as investors, businessmen, the
general public and citizen’s initiatives. The programme of the
conference emphasises positive examples and solutions that
are realisable in the foreseeable future. Therefore, the individual
contributions will be short, effective, clearly stating the solution
rather than presenting intricate far-fetched concepts that would
be impossible to realise.
The conference focuses on city development, especially on the
development of main squares, as these are highly symbolical
places in terms of history as well as current affairs, and they are
the places through which inhabitants either identify or don’t
identify with the city. The symbolic level is often related to (or
confronted with) the everyday functionality of the central city
area. In this context, the Friendly City 2018 conference focuses
on Wenceslas Square as a specific example of such a place. It is
a very complex place presenting a challenge for the capital of
the Czech Republic. It is also a unique example that offers the
possibility for discussing and testing ideas and strategies, and
for realising new concepts.
The tight programme promises an inspirational discussion and practical conclusions
In the introduction part, the conference will focus on a vision of
a friendly city. Opinions of all key “stakeholders” – city planners,
investors, politicians, municipal representatives as well as inhabitants and visitors coming to city centres – will be presented.
Then a discussion will follow focusing on how to add vigour to
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the life of the centre. In this part, examples of development projects and islands of positive deviations in the ocean of problems
will be presented.
The programme will focus on impulses coming from “below” – ie
on examples of activities provided by citizens and businessmen
- as well as impulses coming from “above” – from businessmen,
investors and the municipal leadership. The ensuing discussion
will then focus on how to create a unique offer for various
“users” of the city centre. The question of differentiation from
other competitive central areas, presented also in a broader
context of marketing and branding of central squares, will form
an integrative part of the discussion.
The Friendly City 2018 conference will end up with a discussion
focusing on the key role of plan communication and management. The final point of the conference programme will present
a summary of all ideas generated during the day in the discussion as well as backstage. Undoubtedly, the after party that will
be held again at Wenceslas Square will provide an opportunity
for the debate to continue and culminate in many ways.

About the conference:
What?

Friendly City 2018 conference 2018

When?

12. September 2018

Where?

Jalta Hotel, Vencelsas Square 45, Prague 1

Who for?

The conference is primarily designed for 		
municipal representatives and business
men as well as for journalists and
the general public.

Who?

The conference is organised by Blue
Events in cooperation with the Association
of the New Town of Prague. The event is
held under the auspices of the Mayor
of Prague.

The conference follows the positive experience gained
from the conference Praha světová 2017
(Prague – a Global City 2017)
Contact: Tomas.Krasny@blueevents.cz

Událost
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Calendar of Events
Europe GRI 2018
5 – 6 September 2018
Paris

CEE Property Forum 2018
20 September 2018
Vienna

Friendly City 2018
12 September 2018
Prague

EXPO REAL 2018
8 –10 October 2018
Munich

FOR ARCH 2018
18 –22 September 2018
Prague

MIPIM UK
17 –18 October 2018
London

Write to us – we will appreciate any comments or queries.

SMART archives

Václav Matyáš, SPS in CZ
matyas@sps.cz, www.sps.cz

You can find all previous issues
of the SMART magazine by clicking
on the bookmark SMART in the
Construction Industry
www.sps.cz or on
www.deloitte.cz/realestate

Miroslav Linhart, Deloitte
mlinhart@deloittece.com, www.deloitte.com
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tomas.krasny@bluestrategy.cz, www.blueevents.eu
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