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 As is often customary, significant changes in the area of tax law in the Czech Republic can be made not only by means of amendments of 

laws, but also via changes to the interpretation of these laws. Since these “changes“ are made by institutions such as courts, General 

Financial Directorate or the Czech Chamber of Tax Advisers , they are usually widely respected, even if they are not  legally binding. 
 

| 1. Unrealized exchange rate gain is not a taxable income  
  

Supreme Administrative Court of the Czech Republic issued a surprising and in tax law groundbreaking decision which says that even if  

unrealized exchange rate gains are included in the profit in accordance with applicable accounting methods, they are not subject to 

taxation since they are not a taxable income for purposes of calculation of income tax. 
 

According to judges of Supreme Administrative Court, these gains are merely notional incomes, whereas only appreciation of the Czech 

crown against foreign currency accompanied by physical cash flow might be considered as a profit (i.e. real income). However, this is not 

known before the date of the corresponding transaction (e.g. is known only as of the day of payment). However, the court does not deal 

with technique of how to include the exchange rate gains into taxable incomes as of the date of their realization neither does it provide 

for solution regarding tax deductibility of exchange rate losses. This may cause considerable confusion in the future. 
 

The decision of Supreme Administration Court is final, whereas its eventual change is possible only through a complicated way by means 

of decision of the enlarged senate of the Supreme Administrative Court. Since the tax administration has promoted the opposite view in 

the past, one may expect that this decision will be accepted only very reluctantly by them and the attitude of tax administration will be 

rather negative. Therefore, the inclusion or non-inclusion of exchange rate differences into taxable incomes must be considered in a 

comprehensive way and very sensitively. 
 

| 2. International lease of labour and creation of permanent establishment 
 

Coordinating committee of the Czech Chamber of Tax Advisers together with representatives of the General Financial Directorate have 

been negotiating steps in relation to avoidance of ambiguities in the area of international lease of labour and creation of permanent 

establishment for purposes of income taxes. In the end, they agreed on recommendation that while consideration of creation of 

permanent establishment, every single case must be always considered as a whole. Therefore, it is necessary to find out if the given 

situation corresponds with international lease of labour where the contract (regardless of what is eventually stated within) is actually 

concluded as a mere supply of labour or if it corresponds with a situation which is characterized by supply of services where a 

permanent establishment might be created in the Czech Republic for foreign supplier. However, according to the General Financial 

Directorate, supply of services via an expatriate employee may not be qualified as international lease of labour. 
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The information contained in this material is general and does not provide a comprehensive analysis of these topics. Despite the fact that we try to ensure the timeliness and accuracy of 
the information contained in this material, we cannot guarantee that it will still be valid on the date it is read. Therefore users of this information should not base any business or 
investment decisions on it without first discussing the matter with a professional advisor. Our initial consultation is free. 
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