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1. Summary of the Process of Establishment of a New Company: Timeline and
Requirements

In the Czech Republic, most newly-established companies are limited-liability
companies (hereinafter also simply “company”). It is also possible to establish a
joint-stock company, but the procedure is somewhat more complex and this form
of entity is not practical in most cases. Therefore, investors usually opt for the
solution of a limited-liability company, which is described in the below text.

The process of establishment of a limited-liability company in the Czech Republic
usually takes 3-6 weeks, depending on a number of factors, including
responsiveness of the client and their ability to deliver requested documents. As
a first step, wording of the Memorandum of Establishment (“MOE”) is discussed
with the client. The completed MOE is then adopted in the form of a notarial
deed, which marks the “establishment” of the new company. In order to
eventually incorporate (register) the new company, however, several other steps
must be completed. Most notably, contributions to the company’s registered
capital must be paid up with a local bank and business licenses (depending on
the planned activities of the company) need to be obtained from the Trade
Licencing Office or another competent public authority.

There is a number of other documents, which need to be obtained in order to
successfully incorporate the company. They include documentation regarding the
registered seat (decision of the Executive Directors to place the seat at a specific
address and also the consent of the owner of the building to do so), Executive
Directors of the company (affidavit and extract from the criminal register) and
the parent company (extract from its commercial register). Also, if the formalities
leading to the incorporation are to be handled by proffessional, in this case they
will request certain powers of attorney.

As soon as all the necessary documents are available, a petition for registration
into the Commercial Register may be filed. This can be done either via a public
notary (who wrote the notarial deed with the MOE, see above) or via a
Commercial Court. Usually it is preferable to use the public notary, as this
allows us to communicate everything in advance and avoid any unforeseen
complications in court.

2. Rights of a Shareholder, Obligations of an Executive Director

Rights of a Shareholder include in particular: 1) right to vote at the General
Meeting, 2) right to have access to the company's documents and to request
information from the Executive Directors, 3) right to dividend as well as the
potential right to a share on the liquidation balance (in case that the company is
being closed down).

The main obligations of an Executive Director entail the business management of
the company and representing the company towards third parties. In doing so,
the Executive Director must act with due managerial care, which consists of the
duty to act with all available knowledge and in a professional, diligent and loyal
manner. Apart from the above-mentioned, the Executive Director has a number
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of other duties, such as the duty to convene the General Meeting, obligation to
ensure proper bookkeeping and file financial statements with the Commercial
Register, etc.

3. Procedure of Changing the Shareholder

A company can change its shareholder via a Share Purchase Agreement, with
verified signatures of the contractual parties. In certain cases, a consent of the
General Meeting with the transfer might be required (e.g. if the share is
transferred to a person/entity who is not another shareholder of the company).
The process of selling the company is relatively simple if done within the group.
Understandably the process is much more complicated if the company is being
sold to an unrelated entity (as the purchaser usually demands to perform a due
diligence and other safeguards).
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