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Personal Income Tax in the Tax System of the Czech Republic 

di Michael Kohajda 

 

Abstract 

In this article readers can find fundamental information about the system of taxes in the 

Czech Republic at the beginning and more concrete information about taxation of incomes 

of natural persons in the last part. The article starts with some theoretical issues from the 

Czech financial law theory and then brings overview of taxes in the Czech Republic with 

basic specification of structural components of each of the taxes and some important or 

interesting specific aspects of these taxes. At the end of the article the reader can find an 

example of personal income taxation. 

 

In this article readers will be able to find fundamental information about the system of taxes 

in the Czech Republic at the beginning and more concrete information about taxation of 

incomes of natural persons in the last part. The aim of the article is to offer some concrete 

information to readers willing to start any comparative work concerning the Czech taxes. 

 

The Czech tax system had substantially changed after velvet revolution in autumn 1989 

when an economic transformation started in the former Czechoslovakia with the aim to 

change central planned economy into modern free market economy. Later the process was 

affected by a split of the federation into two separated countries – the Czech Republic and 

Slovakia, on 1st January 1993. In this article we are going to deal just with the situation after 

1st January 1993 when the independent Czech Republic was established. 

At the beginning of the nineties there was an idea to have an act where all tax system would 

be defined and all taxes implemented into legal order and to have other acts concretely 

implementing each of taxes around this fundamental act. For this idea the act no. 212/1992 

Coll., on System of Taxes was adopted. But this idea was overcome during several years and 

nowadays there is just a specific act for each of taxes that exist in the Czech tax system. 

More concrete information about these acts and taxes can be found below. Because these 

issues are very broad we are going to deal only with fundamental elements of each tax and to 

add some interesting comments to each of them. 

 

There are several basic definitions of a term “tax” in the Czech theory, but in general the 

term “tax” is defined as an obligatory amount of money determined by an act and collected 
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to fill public budgets up on non-equivalent and irrecoverable principle103. But even more 

complex definitions of the term “tax” can be found in the Czech theory104. From the 

theoretical point of view every tax is constructed of components usually called as: subject, 

object and content of tax legal relation, tax base, tax rate and condition of payment.  

All taxes can be divided into basic categories according to the Czech financial law science. 

Basically we distinguish between direct and indirect taxes. The value added tax, excise taxes 

and energetic (also called environmental) taxes belong into a group of indirect taxes. Income 

taxes that are composed by the tax on incomes of natural persons and by the tax on incomes 

of legal entities, the road tax, the inheritance tax, the gift tax, the real-estate transfer tax and 

the real-estate tax belong to the group of direct taxes. 

The subject of tax legal relation is a taxpayer and we distinguish between two kind of 

taxpayer: i) a natural person or a legal entity whose income, property or transactions is object 

of tax, or ii) a natural person or legal entity who has responsibility to calculate the tax, collect 

it or withheld it and transfer it to a tax administrator. The second type of the taxpayer is very 

specific for indirect taxes, but can be found in the case of direct tax of incomes of 

employees as well. The first type of the taxpayer exists only as the taxpayer of direct taxes.  

The object of tax legal relation is a legally relevant object determined by an act that is a 

reason for the tax duty. It is usually income, possession, transfer or using of property, 

consumption etc. The content of tax legal relation can be described as all rights and duties 

that are inherent content of legal relation.  

The tax base is a quantification of the object of tax legal relation, usually in physical units of 

measurement as tons, hectolitres, square meters etc. The tax rate is a rate between the tax 

base and the amount of tax. Several basic kinds of tax rate are distinguished in theory, but 

only some of them exist in practice. We theoretically know a fixed tax rate (the rate as an 

amount of money is fixed irrespective of the quantity of the tax base), a percent tax rate (the 

tax rate is determined in percent of the tax base). There are three kinds of the percent tax 

rate: i) linear tax rate (the same percent of tax rate is applied irrespective of the quantity of 

the tax base), ii) progressive tax rate (the higher tax base is the higher percent of tax rate is 

applied), and iii) degressive tax rate (the higher tax base is the lower percent of tax rate is 

applied). There is only the fixed tax rate, the linear percent tax rate and the progressive 

percent tax rate in the Czech tax system in practise. 

                                                 
103 comp. HUDCOVA, Zdenka. Mozne definice pojmu dan, poplatek a clo z hlediska vyuky predmetu financni 
pravo. In: Acta Universitatis Carolinae Iuridica, No. 3-4., Vol. 2003. P. 94. ISSN: 0323-0619 
104 comp. BOHAC, Radime. Pojem dan v danovych zakonech. Available from: 
http://www.radimbohac.cz/userFiles/konference/prispevek-dny-prava-2011-final.pdf (cit. 3.5.2012)  
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The condition of payment can be mainly determined as terms of tax payment, some taxes 

can be paid in one term, others in several part payments. Some taxes must be paid by 

advance payments. 

According to the Czech Constitutional Court interpretation of article 11 paragraph 5 of the 

Act. No.2/1993 Coll., Charter of Fundamental Rights and Freedoms (that is the most 

important general rule of the Czech constitutional order concerning taxes and says “Taxes 

and fees may be levied only on the basis of law.”) any tax or fee can be levied only on the 

basis of legal rule with the legal power of act (i.e. not by ordinances of municipalities or 

ministries). In concrete - each of structural components of tax must be determined directly 

by an act otherwise the tax would be levied non-constitutionally. 

 

Now we are going to introduce fundamental information about every Czech tax starting 

with indirect taxes. As the value added tax is completely harmonized within member states 

of the European Union it is not necessary to present much information about it. The value 

added tax was adopted on 1st January 1993 into the Czech tax system for the very first time. 

Nowadays the value added tax is regulated by Act no. 235/2004 Coll., Value Added Tax Act, 

which was adopted because of the entrance of the Czech Republic among the countries of 

the European Union.  

As is usual the objects of the value added tax are: supply of goods or transfer of real-estate 

property for asset consideration by a person obliged to pay the tax during performing of 

economic activity in the Czech Republic; or supply of service for asset consideration under 

the same conditions; or an acquisition of goods from another member state of the European 

Union for asset consideration; or an import of goods into the Czech Republic. Subjects of 

the tax are natural or juridical persons who independently perform economic activities in the 

Czech Republic. 

If the turnover of the person exceeds 1.000.000 CZK (cca 40.000 EUR) in the past twelve 

consecutive months the person will be obliged to register for the valued added tax as a value 

added tax taxpayer. If the person is obliged to register he must fulfil the registration form 

until the fifteenth day following the end of the month when the turnover exceeded this sum. 

The person becomes the value added tax taxpayer in the first day of the third month after 

the end of the month when the relevant turnover was reached. This process can be called as 

obligatory registration to the value added tax, but every person who is subject of the tax can 

register to the value added tax voluntarily.  

There are two tax rates today in the Czech Republic, the basic tax rate of 20 % and the 

reduced tax rate of 14 % (mainly applied for food, drugs, books, social living premises etc.). 
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Not yet forceful amendment of the Value Added Tax Act decreases the basic tax rate to 17,5 

% and abrogates the reduce tax rate from the beginning of the next year - but we are quite 

sure that this amendment will be changed very soon (and before it becomes forceful) 

because of general economic situation and lack of tax revenues in the Czech budgets. 

(During several last years the basic tax rate was decreasing from an original 23 % in 1993, 

over 21 % to the 19 % and back to 20 % two years ago, the reduced tax rate was increasing 

from an original 5 % in 1993 to 9 %, 10 % and actual 14 %.)  

Actually most interesting aspect of the Czech value added tax is the application of the 

reduced tax rate on social living premises which are determined very widely (a flat with a 

living floor area less than 120 m2 and family house with a living floor area less than 350 m2) 

and concerns more than 90 % of premises built for living in the Czech Republic. The next 

interesting aspect is an application of reverse charge principle on all building services which 

is completely new nowadays and was attached to a group of several specific kinds of services 

(e.g. disposal with a steel scrap) under this principle. On the contrary the Czech Republic 

was not allowed to use the reverse charge principle on fuels and oil even after several 

requests to the European Commission. 

 

The excise taxes are common indirect taxes which are collected in the Czech Republic from 

the beginning of the nineties. Nowadays the excise taxes are determined by Act no. 

353/2003 Coll., Excise Taxes Act and the following five kinds of excise taxes are levied by 

the act in the Czech Republic: i) excise tax on mineral oils, ii) excise tax on spirits, iii) excise 

tax on beer, iv) excise tax on wine and its intermediate products, and v) excise tax on 

tobacco products. 

All the mentioned selected products are objects of the excise tax when they are produced in 

the Czech Republic or other country of the European Union or when they are imported into 

a country of the European Union from third country. 

The petroleum oils and natural gases like fuels, fuel gases, heavy heating oils, lubricant oils 

and other similar products are the concrete object of the excise tax on mineral oils. The tax 

base is usually 1.000 litres of the oils at the temperature of 15 °C (all types of fuels, oils and 

heavy gas) or 1 ton (liquefied gases). The rates of excise taxes on mineral oils actually differ 

from 0,- CZK to 13.710 CZK (cca 550 EUR) for 1.000 litres or 1 ton. 

The excise tax on spirits is levied on alcoholic drinks other than beer and wine and its semi 

products. The tax is levied on products within more than 22 % of ethanol. The tax base is 

100 litres of ethanol at the temperature of 20 °C of the product. The tax rate is generally 

28.500 CZK (cca 1.140 EUR) for 100 l of pure ethanol in the product. There is only one 
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reduced tax rate for ethanol in spirits made from home grew fruits which is 14.300 CZK 

(cca 572 EUR) for 100 l of pure ethanol in a product. 

The excise tax on beer is levied on beer (i.e. alcoholic drink made from hopped wort with 

more than 0,5 volume percent of ethanol in the product). Home producers of beer are 

advantaged. Subjects who produce beer at home for own consumption and produce not to 

exceed 200 l of beer per year have to announce their production to customs officials but 

they do not pay the tax. One another group of beer producers are advantaged too - small 

independent breweries that do not produce not to exceed 200.000 hl of beer can use 

reduced tax rates from 16,00 CZK (cca 0,64 EUR) to 28,80 CZK (cca 1,15 EUR) according 

to amount of its production per 100 hl of beer and each whole percent of extract of original 

wort. For all other producers a general tax rate is 32,00 CZK (cca 1,28 EUR) per 100 hl of 

beer and each whole percent of extract of original wort. 

The excise tax on wine and intermediate products is levied on wine made from grapes as 

well as products made from other fruits (intermediate products). Small producers of so 

called calm wine are advantaged as well - persons whose production does not exceed 2.000 l 

of product per year do not have to pay excise tax on wine (even if they sell the wine). The 

tax base is 100 litres of wine or intermediate product. The tax rate depends on kind of the 

product. The rate for so called calm wine is 0,- CZK (but it is actually intended by the 

Ministry of Finance to increase the rate to 1.000 CZK, i.e. cca 40 EUR, per 100 litres). The 

tax rate is 2.340 CZK per 100 litres for so called sparkling wine and all other products. 

The excise tax on tobacco is the last one of excise taxes. Cigarettes, cigars, cigarillos and 

tobacco are the object of this tax. A tax base and a tax rate depend on kind of product. The 

tax base of cigars, cigarillos is amount in pieces, of tobacco is amount in kilograms. The tax 

rate of cigars, cigarillos is 1,25 CZK (cca 5 cents) per a piece, the tax rate of tobacco is 1.400 

CZK (cca 56 EUR) per a kilogram. The tax rate for cigarettes is combination of the percent 

part of the price that is 28 % and of the fixed part that is 1,12 CZK (cca 4,5 cent) per piece. 

But the complete tax rate consisting of percent part and fixed part must be at least 2,10 

CZK (cca 8,5 cent) per a peace of cigarette. 

 

The last in group of indirect taxes are energetic taxes which are very often called as 

environmental taxes too. But in the Czech financial law theory the term energetic prevails. 

These taxes are the newest ones in the tax system, they were introduced into the tax system 

on 1st January 2008 according to requirements of the European legislation and they do not 

differ from similar taxes in any other European country. The taxes are determined by Act 

no. 261/2007 Coll., on Stabilisation of Public Budgets. The objects of these taxes are natural 
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gas and some other gases, carbon fuels and electricity which can be determined as energetic 

goods (it is the origin of their name in the Czech theory). But its original purpose was to levy 

a tax on pollution occurring because of heating of these products. The tax base of energetic 

taxes is a MWh or a GJ of burnt energy. The tax rates widely differ. 

 

The group of direct taxes is composed of income taxes which are represented by the tax on 

incomes of natural persons and the tax on incomes of legal persons, and property taxes 

which are represented by the road tax, the inheritance tax, the gift tax, the real-estate transfer 

tax and the real-estate tax. 

 

The road tax is imposed on all motor vehicles that are used in business and on all vehicles 

used for transportation of materials whose weight is over 3,5 tons. The tax is determined by 

Act no. 16/1993 Coll., on Road Tax. The tax base is different according to kind of vehicle. 

In case of personal car the tax base is an engine capacity, in case of other vehicles the tax 

base is combination of weight of the vehicle and the number of axles of the vehicle. The tax 

rate is from 1.200 CZK (cca 48 EUR) to 4.200 CZK (cca 168 EUR) for personal cars 

depending on the engine capacity. The tax rate is from 1.800 CZK (cca 72 EUR) to 50.400 

CZK (cca 2.016 EUR) for a heavy vehicle depending on the weight of the vehicle and the 

number of axles of the vehicle. It is necessary to add the information that except for the 

road tax everybody who wants to drive a vehicle up to 3,5 tons on motor highways must pay 

a year based toll and all vehicles above 3,5 tons using highways and roads of the first class 

must pay an electronic toll based on the run millage. 

 

The inheritance tax, the gift tax and the real-estate transfer tax belong to the group of 

transfer taxes. These taxes are regulated by the Act no. 357/1992 Coll., Inheritance Tax, Gift 

Tax and Real-Estate Transfer Tax Act. General object of these taxes is the transfer of a 

property. The difference among these three taxes depends whether the transfer of a property 

is realized for a payment (real-estate transfer tax) or whether it is gratuitous (inheritance tax 

or gift tax). In the case that the transfer is gratuitous, it depends if the transfer is inter vivos 

(gift tax) or mortis causa (inheritance tax). 

 

The object of the inheritance tax is an acquisition of a property by inheritance. The tax is 

levied in inheritance of property according following conditions concerning to inherited 

property: i) it is a real-estate property located in the Czech Republic (irrespective of the 

citizenship or the permanent address of the decedent), ii) it is a movable property located 
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both in the Czech Republic or abroad if the decedent was a citizen of the Czech Republic 

and s/he had his/her permanent address in the Czech Republic as well, iii) it is a movable 

property located in the Czech Republic if the decedent was a citizen of the Czech Republic 

and s/he did not have her/his permanent address in the Czech Republic, or iv) it is a 

movable property located in the Czech Republic if the decedent was not a citizen of the 

Czech Republic. The taxpayer of the inheritance tax is an heir who acquires the inheritance. 

The tax base is the price of the inheritance. The tax rate from 7 % to 40 % depending on the 

value of the inheritance is levied only if the decedent and the heir are not close relatives. 

After application of the tax rate must be applied coefficient that equals 0,5 which is the 

difference between inheritance and gift tax in the similar situations. 

 

The object of the gift tax is a gratuitous acquisition of property (real-estate, movable 

property, or any benefits) on the basis of an act in law. A donation is the object of the tax if 

a movable property is donated in the Czech Republic as well as from abroad to the Czech 

Republic or from the Czech Republic to abroad. The object of the gift tax is always a 

donation of a real-estate located in the Czech Republic. A donation among relatives is widely 

exempted – very similar as in the case of inheritance tax. Again there is the progressive tax 

rate is from 1 % to 40 %, but there is no coefficient to be applied on calculated amount of 

tax.  

 

The object of the real-estate transfer tax is payable transfer of the ownership title to a real-

estate property. The real-estate tax is paid mostly by the transferor of the property. The tax 

base is the price of the real-estate and it is the higher price of the agreed price or the price 

ascertained pursuant to the act on property valuation. The tax rate is linear and it is 3 % of 

the tax base. 

 

The real-estate tax is generally quite low in the Czech Republic and it is determined by Act 

no. 338/1992 Coll., on Real-Estate Tax. The object of the real-estate tax, on the contrary to 

the real-estate transfer tax, is a possession of a real-estate property. There is a tax on lands 

and a tax on buildings, flats and non-residential premises. The system of the real-estate tax is 

administratively based in the Czech Republic that means that the tax base is not defined 

according to the actual price of a real-estate property, but usually according to the size of the 

real-estate, its location and administratively determined prices. The system of tax rate is quite 

wide and complicated depending on the kind of property and the place where it is situated. 

Just for example we can show the highest possible tax rate for 1 square meter of flat in the 
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center of Prague (where are the highest possible rates in general) can be at most 50 CZK 

(cca 2 EUR) per year. 

 

The last of the direct taxes are the income taxes that consist of the tax on incomes of 

juridical persons and the tax on incomes of natural persons, both of them are regulated by 

one act - Act no. 586/1992 Coll., Incomes Taxes Act. Income taxes together with the value 

added tax are the most important taxes with the highest tax revenues for the public budgets. 

Unfortunately both income taxes are well known for its complicity and very often changes 

of legislation. These are the reason why the legislation on income taxes is very unpopular. 

Already several years there are some works on completely new act on income taxes at 

Ministry of Finance, but it is politically very delicate question which will take a long time to 

finish it. Because of the complicity there is not enough space to analyze the act, specially the 

provisions regulating income tax of juridical persons. 

 

Very briefly, subjects of the juridical persons’ income tax are divided to tax residents and tax 

non-residents. The object of the tax is an income from all activities and from all 

management with all kinds of property. There is a linear tax rate of 19 % from the year 2010 

(during the recent history the tax rate decreased from 35 % in 1993). Even the tax rate is 

quite low nowadays; the juridical persons’ income tax legislation is very often the aim of 

critique because of its complicity.         

 

The last tax from the Czech tax system is the natural persons’ income tax that is usually 

most interesting kind of tax for readers. There are two kinds of tax subjects - tax residents 

and tax non-residents. The tax resident is the natural person with his residential address in 

the Czech Republic or the person who usually stays in the Czech Republic (it means for at 

least 183 days per year on aggregate). Person who does not fulfill these conditions is called a 

tax non-resident. The tax residents are liable to tax on all incomes arising from sources both 

in the Czech Republic and abroad. The tax non-residents are liable to tax on incomes arising 

only from sources in the Czech Republic.  

The object of natural person’s income tax is divided into five kinds: i) income from 

dependent activity (employment) and emoluments of office-holders; ii) income from 

business and other independent activity; iii) income from capital; iv) income from rental; and 

v) other incomes. 

Incomes from each of these kinds make a partial tax base and all partial tax bases make 

together a whole tax base of the tax. It is important to mention that the partial tax base from 
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employment consists of a gross salary increased by the amount of money paid for obligatory 

state social welfare and health assurance by the employer of the employee (which is together 

about 34 % of the amount of a gross salary), it is called as a supergross salary. Then several 

tax allowances (for example an allowance in the amount of value of charity gifts, interests 

paid on a mortgage loan etc.) can be used to decrease the tax base. The decreased tax base 

shall be assessed by 15 % flat tax rate. After this assessment, the tax can be decreased by 

several deductible items – the main of them is a deductible item for a taxpayer that equals 

24.840 CZK (cca 994 EUR).  

Very specific provision is determined as allowance for taxpayers with children. For every 

child the taxpayer can decrease the assessed tax by amount of 13.404 CZK (cca 536 EUR). 

This allowance can be used till amount of assessed tax (till zero), but if the taxpayer earned 

during the year at least six times of minimal salary, he is allowed to use this allowance till 

60.300 CZK (cca 2.412 EUR) below zero tax duty, e.i. the state will pay him this amount 

instead he would pay the tax. 

We can calculate an example of person with two children and with the minimal allowed 

salary who is working whole year to show how the practice is. The minimum salary is 8.000 

CZK (cca 320 EUR) of gross salary per month, i.e. 96.000 CZK (cca 3.840 EUR) per year. 

We must calculate a supergross salary (96.000 x 1,34 = 128.640, rounded up on 128.600 

CZK). The person does have not any expenses that could be used as the tax allowances 

deductible from the tax base. Now we use a flat tax rate of 15 % on the tax base of 128.600 

CZK and we reach the tax 19.290 CZK (cca 772 EUR), after this step we can use the 

allowance for taxpayer himself of 24.840 CZK and because the person has two children (and 

fulfills all needful conditions) we can use the allowance for two children (2 x 13.404 CZK). 

It means we decrease calculated tax of 19.290 CZK by all tax allowances of 51.648 CZK (i.e. 

24.840 + 13.404 + 13.404) and we get the final tax “duty” (-) 32.358 CZK (cca 1.294 EUR) 

that will be paid by state to taxpayer as so called tax bonus. 

 

Really short overview of the Czech system of taxes was brought in this article. There is 

much relevant information that should be written but there is not enough places to really 

write them here. This article hopefully may help interested readers to be orientated in the 

system and to better know what kind of concrete information want to find out. 


