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Tax deductible bonus must meet measurable criteria set up in advance 

Tax, legal, accounting, advisory and assurance newsletter

At the end of the year I would 
like to address the problem of tax 
deductibility of accrued items for 
bonuses. The Supreme Administrative 
Court has issued several judgments 
which define in which case a bonus is 
tax deductible and when it is not.

 

It is important to determine when the 
entitlement to the reward arose when 
considering the tax deductibility  
of accrued items. There is no problem  
in case the reward is approved in  
the current year and the accrued item 
can be tax deductible. It is, however, 
often the case that the payment of  
a bonus is not approved (e.g. by board 
of directors or supervisor) until the 
next year. In this case, it should be 
thoroughly assessed what was the 

nature of the approval of the bonus. 

We have to distinguish between the 
components of the remuneration to 
which the employee is entitled and to 
which there is no entitlement.  If the 
entitlement to a bonus is associated 
with fixed, objective and measurable 
criteria (e.g. achievement of a certain 
level of profit, volume of performance, 
etc.) and these criteria are met in  
a given year then the accrued item is 
regarded as tax deductible even if the 
formal approval of the remuneration 
occurred in the following year.  
Such approval is only seen  
as declaratory without any impact  
on the legal entitlement to the bonus.  
The fulfilment of the criteria was 
decisive and not the subsequent 
formal approval.

A different situation occurs if the 
subjective evaluation of a superior is 
a precondition for entitlement to  
a bonus and as a result the approval 
or disapproval of the bonus is provided 
the following year. In this case, the 
approval is seen as constitutive, i.e. 

only such approval created  
the legal entitlement to a bonus and 
therefore the accrued item cannot be 
considered to be tax deductible. 

David Borkovec 
+420 251 152 561
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CZK 2,000 is the 
optimal contribution to 
supplementary pension 
insurance from a tax 
point of view    
Tax deduction

Each participant that will pay an 
amount higher than CZK 12,000 to 
his or her supplementary pension 
insurance account for the year 2013 
will be entitled to a tax deduction.   

The maximum tax deduction in 
the amount of CZK 12,000 will be 
provided to a participant who will 
pay CZK 24,000 a year to his or her 
supplementary pension insurance 
account. It therefore follows from the 
above that the optimal amount of the 
monthly contribution will be CZK 2,000 
from a tax point of view. The increase 
in contributions to the supplementary 
pension insurance must be notified in 
writing to the pension fund.

Tax advantage of employer’s 
contribution

The employer‘s contributions to the 
supplementary pension insurance of 
employees are exempt from tax and 
social security and health insurance. 
Newly this applies on contributions 
up to CZK 30,000 a year. 

The limit for tax exemption will continue 
to be common for both supplementary 
pension insurance and life insurance.

Tomáš Hunal 

+420 251 152 516

 
The threshold for social 
security will be more 
than CZK 1,200,000
The threshold for the payment of 
social security premiums will be CZK 
1,242,432 in 2013. Neither an employee 
nor his employer are required to pay 
insurance premiums for social security 
after reaching this level of income.

As in previous years, the threshold 
is monitored for each employee and 
employer separately. 

Social security premium rates remain at 
the level of the year 2012, i.e.  6.5 % for 
the employee and 25% for the employer.

Tomáš Hunal 

+420 251 152 516

Big changes or tiny 
amendments resulting 
from the revision of 
IFRS for SME? 
The International Accounting Standards 
Board (IASB) started first regular 
revision of International Financial 
Reporting Standard for Small and 
Medium Enterprises (IFRS for SME). 

 
IASB wants to focus on the following 
topics within the revision: 

• Convergence with ‘full version of IFRS’ 

• Income tax accounting 

• Implementation of more  
    accounting options 

• Convergence with EU directives 

• Inclusion of the issues that are  
    addressed in questions and answers  
    to IFRS for SME into the standard 

 
It will be crucial, for the accounting 
profession in the Czech Republic as 
well as in many other countries of 
the EU, how the IASB will be able to 
overcome the existing differences 
between the IFRS for SME and the 
European accounting legislation. 
IFRS for SME are widely used for the 
preparation of statutory accounts in  
a number of countries in Asia, Africa and  
South America already today. It is in 
the interest of all parties that the IASB 
agrees upon the convergence with the 

European Union and enables wider use 
of IFRS for SME in Europe  
and hence in the Czech Republic.  
The revised standard is expected to be 
issued at the turn of 2013 and 2014 
and should become effective in 2015.

Milan Zelený

+420 251 152 088

General Financial 
Directorate reduces 
the administrative 
burden for intra-group 
services 
General Financial Directorate 
issued an Instruction which aims to 
reduce the administrative burden 
of tax payers in connection with 
the preparation of transfer pricing 
documentation for intra-group 
services with low added value.  

Both concerned parties may 
prepare documentation e.g. without 
functional and risk analysis and 
without justification of the amount 
of the set mark-up or analysis of the 
market provided that they comply 
with the following criteria:

• value of the intra-group services  
    will not exceed 10% of the turnover  
    of the provider 

• provided services will not exceed  
    the amount of CZK 50 mil

• the costs related to the receipt  
    of the service will not be higher  
    than 20% of the total operating  
    costs of the recipient

The remuneration for the provision 
of these services can be evaluated 
using the methods of comparable 
independent price or costs and  
mark-up (Cost+). The Czech Tax 
Authorities consider the mark-up 
in the range of 3-7% of costs to be 
applicable in normal business relations 
regarding Cost+ method (the EU JTPF 
Report accepts the mark-up in the 
range of 3-10 %). The Instruction is 
effective from 1 January 2013.

Jindřich Ibl

+420 251 152 643

Your supervisor can 
order you when to use 
untaken holidays
The amendment of the Labour  
Code changes significantly the  
rules for taking holidays. A new 
procedure applies for situations 
where an employee has not taken 
holidays in the calendar year  
in which the entitlement to  
the holidays arose. In such a case the 
employer must specify by when the 
employee is required to take  
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the holidays - no later than the  
end of the year following the year  
in which the entitlement arose.  
The employer must communicate  
the specification about taking  
the holidays by 30 June.  If the 
employer does not comply with  
this requirement there is risk of 
fine from the labour inspection 
authorities and the employee is 
entitled to take holidays at his 
discretion. The amended  
legislation is effective already  
in 2012.

Jan Dohnal

+420 251 152 917

Petr Glogar

+420 542 520 284

It will be more difficult 
to obtain Czech 
citizenship for residents 
from third countries 
The law will make the conditions for 
obtaining Czech citizenship more 
strict, especially for foreign nationals 
from third countries.  They will 
have to demonstrate that they are 
fully integrated in the Czech society, 
they know the Constitution and are 
not financially dependent on state 
contributions.  EU nationals will be 
able to apply for Czech citizenship 
after three years of permanent 
residence instead of five. However, 
they also will have to demonstrate 
that they really have resided on 
the territory of the Czech Republic 
during the said period and that 
they have some link to the Czech 
Republic. It is still to be decided 
whether foreigners will be entitled 
to retain their original citizenship. 
The forthcoming legislation brings 
modern standards in this area. The 
Act on Citizenship was approved by 
the Government on 3 October and 
and it is now being discussed by the  
Chamber of Deputies.  In case the 
legislation is approved it will be valid 
from January 2014.

Soňa Schovánková

+420 251 152 611

 

Companies spend an 
average of 267 hours 
on paperwork related 
to tax collection, 
computerization will 
make it significantly 
easier
 
Medium-sized company spends 267 
hours on average on processing 
agendas and preparing background 
documents related to tax collection. 
Overall it pays through a variety of 
taxes 44.7% of its profit on average.  
However, the study ‘Paying Taxes 
2013’ of World Bank, IFC and PwC, 
showed that whether the state 
will reduce the administrative 
burden related to paying taxes is 
more important for growth of the 
companies around the world than 
just the tax rate.

 

Peter Chrenko, Partner in Tax and 
Legal department of PwC Czech 
Republic says:

Countries which have managed to 
reduce the administrative burden 
for taxpayers typically have a greater 
tendency to economic growth. The 
Czech Republic traditionally took 
bottom positions within the EU and it 
is positive that, together with Finland 
and Bulgaria, it has been included 
in the countries which have reduced 
the most the time needed to comply 
with tax obligations within the last 
eight years.  The time needed to fulfil 
the tax obligations of medium-sized 
companies in the Czech Republic has 
been reduced almost by a quarter 
over the last year reaching now 413 
hours also thanks to the possibility  

 

to have almost all of the tax agenda 
and communication with the tax 
administrator, including tax audits, 
electronically. Other significant 
administrative simplification 
and thus the time efficiency can 
be expected after the successful 
introduction of one collection point.

Peter Chrenko

+420 251 152 600

The Academy We invite youEmployees StudyAccountingTaxTopic of the month

mailto:jan.dohnal%40cz.pwc.com?subject=
mailto:zbynek.pokorny%40cz.pwc.com?subject=
mailto:petr.glogar%40cz.pwc.com?subject=
mailto:zbynek.pokorny%40cz.pwc.com?subject=
mailto:sona.schovankova%40cz.pwc.com?subject=
mailto:zbynek.pokorny%40cz.pwc.com?subject=
mailto:peter.chrenko%40cz.pwc.com?subject=
mailto:zbynek.pokorny%40cz.pwc.com?subject=


4

We invite you

We organise technical seminars, trainings and conferences  
for our clients and business partners and we would be pleased 
to welcome you to any of these.

Currently we invite you to:
•	Happiness	waits	for	the	prepared	individuals	–	VAT	changes	 
				from	2013	(December	–	various	dates	and	locations)
•	Impact	of	pension	reform	on	employers	(18	December)

List of events can be found at www.pwc.cz/events

The Academy

For more information and registration, please visit www.pwc.cz/academy.  
Should you have any questions, please contact Martina Kopsová,  
tel:	+420	251	151	816	or write to the.academy@cz.pwc.com.

How to reserve a place?

www.pwc.cz/academy

Transfer Pricing

What will you learn? 
You will perfectly understand the OECD principles, and you will learn 
how to prepare your own transfer pricing documentation. You will 
understand the related guidelines of the Ministry of Finance 
and the General Tax Directorate of Finance. We will also show you how 
to manage transfer pricing risks.

Do you want to prepare the transfer pricing methodology 
in your company? After our training you will become  
a transfer pricing expert.

Benefits for you and your business 
• Our experts from the Tax and Legal Services department will not  
   only give you the theoretical framework but also lots of valuable  
   advice for your every-day practice

• Examples from real business situations are included, with sufficient  
   time being put aside for your questions and discussions with other  
   participants

• For attending this one-day seminar, you are eligible to gain  
   14 points towards your Continuous Professional Development (CPD)

Date: 11. - 12. února 2013, od 9.00 do 16.30 hodin  
Venue: City Green Court, Hvězdova 1734/2c, Praha 4 
Language: Czech  
Course price: CZK 11 500 + VAT 

Contact

Jiří	Moser 
Country Managing Partner  
PwC ČR  
+420 251 152 048

Paul Stewart  
Lead Tax & Legal Services Partner 
+420 251 152 711

Věra	Výtvarová 
Lead Assurance Services Partner 
+420 251 152 099

Miroslav Bratrych 
PwC Advisory Partner 
+420 251 152 084

Daniel	Čekal 
PwC Legal Partner 
Legal Services  
+420 251 152 900

Prague	Office	
Hvězdova 2c, 140 00 Prague 4
+420 251 151 111

Brno	Office
náměstí Svobody 20,  
602 00 Brno
+420 542 520 111

Ostrava	Office
Zámecká 20, 702 00 Ostrava
+420 595 137 111
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PwC Czech Republic wishes you a pleasant 
Advent season, A Merry Christmas and many 
new opportunities in the  New Year.

Let the New Year 
bring us all space 
for new ideas.
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