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Country profile

Country profile

Slovakia

Slovakia, a full member of the European Union, is located at
the very heart of Europe. It is one of the youngest countries
within the region of Central Europe, having been established
following the peaceful partition of the former Czechoslovakia
in 1993. This is a land of real spirit and contrasts, with a great
many castles set in magnificent countryside.

Although Slovakia is a landlocked state, one of Europe’s
longest rivers, the Danube, runs through it. Bratislava, the
capital city, stands on the banks of the Danube close to where
it enters Slovakia from Austria. The country has an area of
49,035 sg km (18,900 sqg miles) of which almost 60% is
more than 300m (980 ft) above sea level. The south of

the country is extremely fertile lowland stretching down to
the Danube. The Carpathian Mountains have their beginning
in the south-west and the spectacular High Tatra mountain
range (the highest part of the entire Carpathian chain) runs
along Slovakia's north-eastern border. Gerlachovsky $tit is the
highest peak in the High Tatras at 2,655m (8,708 ft).

Slovakia has a temperate continental climate. The summers
are generally sunny and enjoyable, with pleasant average high
temperatures of around 26°C (78°F). Winter temperatures
average around 0°C (32°F), though it can be quite a lot
colder in the mountains.

Slovakia is in the Central European Time zone (CET), one
hour ahead of Greenwich Mean Time (GMT). CET Summer
Time starts at the end of March and finishes at the end of
October.
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Present

The President is the constitutional head of state. The
Government is the head of the Executive, presided over by
the Prime Minister. The Parliament with its 150 members
is the sole constitutional and legislative body of the Slovak
Republic. The President is elected for a five-year period
and the Parliament for a four-year period. Both are directly
elected by the electorate.
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Country profile

Brief facts Demographic and economic data in 2011
Capital Bratislava Population 5,435,273 (1 January 2011)
Language Slovak Density (person/sq km) 111
Currency EURO Birth rate 11.10 births/1,000 population
Government type Parliamentary democracy Active workforce, age 15-74 years 80%

(in % per thousand)

Member of EU from 1st May 2004

Age of retirement 62 years
Membfershlp in International Ref Appendix 1
Organisations and groups ) Average salary €781 (2Q2011) (approx) per month
. . Bratislava, Trnava, Nitra, Tren&in, Zilina, Banska Bystrica, Pre3ov,
Regional capitals .
KoSice
Neighbouring countries Czech Republic, Poland, Ukraine, Hungary, Austria

Brown coal and lignite; small amounts of iron ore, copper and

Natural resources
manganese ore; salt; arable land

Machinery; automotive; electronics, energy; chemical and
Main industries petrochemical; metal and metal products; food and beverages;
wood and paper, textiles; printing; earthenware and ceramics;
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Business climate

Business climate

Slovakia is now one of Europe’s most attractive locations for
doing business. It is a young country, strategically situated

in the heart of Europe, and a member of NATO and the
European Union from May 2004. Its transformation since
the Velvet Revolution in 1989 has been remarkable. It is now
a truly liberal democracy with a functioning market economy
and legislation fully harmonised with the EU.

Slovakia has achieved both political and economic

stability since its independence following the breakup of
Czechoslovakia in 1993. Its economic transformation,
initiated in 1989 and accelerated after 1998, positioned it
well for European Union accession. On May 1 2004, Slovakia
joined the European Union, and in July 2008 gained approval
from the Council of the European Union to join the European
Monetary Union (EMU) on 1 January 2009.

In recent years, Slovakia's investment climate has improved
markedly. Slovakia has been one of the most rapid reformers
in the world, introducing ambitious reforms in almost all areas
(tax, pensions, welfare and labour markets, public finance
management and decentralisation, healthcare).
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Human capital
The Slovak workforce is highly skilled. The main foreign
languages spoken are English and German.

Monthly labour costs in Slovakia based on average salary are
3.8 times lower than in Germany, 8% below average of V4,

Labour costs 2010
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Business climate

Macroeconomy

Over the past few years, the country's economy has recorded
one of the fastest growths in the region. Buoyant exports and
household consumption have supported the growth. Overall
GDP grew by a record 10.5 per cent in 2007, up from the
already impressive 8.5 per cent in 2006. Significant growth in
the economy slowed to 6.2% in 2008 and, with the full impact
of global crisis on Slovakia, GDP shrank by 4.8% in 2009. The
economy recovered in 2010 with growth of 4%.

The introduction of the Euro protected the Slovak economy
from the significant movement in FX rates experienced by
neighbouring countries with sovereign currencies, but at
the cost of rising relative labour costs. The average inflation
in 2009 recorded an all-time low of 0.9%, with a further
decrease to 0.7% in 2010. In 2011 the average inflation
increased to 3.8% (eurostat HICP). The public finance
deficit had been tamed and brought under 3% both in 2007
and 2008. Lower tax income and increased government
spending led to a public finance deficit of 8% in 2009. The
new government's effort to consolidate public finance with
increased personal taxes, constrained government spending
and privatisation reduced the deficit to 7.9% in 2010.

Prior to the crisis, the high FDI, along with the structural
reforms already implemented, led to improvements in the
labour market as the booming economy generated new
employment opportunities. As the Slovak economy is
export-oriented, the global economic downturn resulted in
12% unemployment in 2009, which increased further to
14.4% in 2010. The first quarter of 2011 brought progress
by reducing the unemployment to 13.9%. Although some
regional disparities persist, increased inflow of EU funds in
the financing period 2007-13 is expected to alleviate the
situation via substantial flow of investment into infrastructure.
The business environment is thus also likely to be improved
in those distant parts of the country which have a significant
potential for investment absorption.

Doing business in the Slovak Republic
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Country profile _ Grants and incentives

Business climate

Real GDP growth rate (%) 4.7 4.0 3.5F
GDP per capita (€ 000) 11.674 12.140 12.600 F '
Inflation rate (%) 0.9 0.7 3.8 AV '
Unemployment rate (%) 12.1 14.4 13.90Q1

Investment incentives policies

In order to boost investment, in addition to tax relief, Slovakia
has implemented subsidies for job creation, training and initial
investment. The EU Structural Funds have also been available
since January 2007. The first schemes opened in March/April
2008.

Doing business in the Slovak Republic

Real estate




Grants and incentives

Grants and incentives

To promote investments, the Slovak Government provides
potential investors, both foreign and local, with investment
incentives proportionate to their activities in Slovakia. The
maximum limits for state aid are determined by the EU
regulations and are driven by the relative development of the
country or region where an investment project is located and
the unemployment rate in that region. The limits are set as

a percentage of the eligible costs of an investment project.

Forms of incentives/state aid:

A. Indirect forms

» Tax relief;

» Transfer of immovable assets owned by the state or
municipality at a price lower than the market price.

B. Direct forms

» Cash grants on acquisition of fixed assets;
» Cash grants on newly created jobs;

» Cash grants on training.

Tax relief

Under the Investment Aid Act, companies may apply for

a 100% tax reduction (full tax relief) for ten consecutive tax
years. The tax relief can be provided for newly established
companies (new production) and also for existing companies
(extension of existing production).

Transfer of immovable assets owned by the state or
municipality at a price lower than the market price

In exceptional circumstances, the Government may award

a part of regional aid in the form of a financial grant /
discount from immovable assets (usually land and buildings)
market price.

Cash grants on acquisition of fixed assets

The cash grant can be applied to both tangible fixed assets
(e.g. land, buildings and plant/machinery) and intangible
fixed assets (e.q. patents, licences, know-how or unpatented
technical knowledge, etc.).

Cash grants on newly created jobs

Amounts are subject to the anticipated wage costs related
to newly created jobs and the regional location of the project
(taking into account the regional unemployment rate).

Doing business in the Slovak Republic

Cash grants on training

The amount of the grant funding is expressed as a percentage
of eligible training costs and varies according to region (grants
for the Bratislava region are lower than grants for the rest of
the country) and type of training (general vs. specific).

To qualify for investment aid, applicants must meet the
conditions under the Slovak Investment Aid Act and the
European legislation:

a) General conditions:

» An applicant is to submit the investment intention prior
to start of the projected works;

» An applicant must prove ability to co-finance the project
costs (at least 25 per cent) from own resources or external
financing (free of any investment aid/subsidy);

» The project must be completed within three years;

» The project must comply with all conditions attached to the
approval of the investment aid not later than within three
years from issue of the approval;

» All subsidised job positions must be filled within three years
from the project completion and maintained for a period of
five years;

» The project operation must be maintained for a minimum
period of five years from its completion without change
of its location.



b) Specific conditions
(vary depending on type of a project):

Manufacturing projects:

» Acquisition of fixed assets with a total value of at least
EUR 14 000 000 (lower thresholds apply in regions with
high unemployment), of which at least 50 % should be
covered by the applicant's own resources;

» Acquisition of new machinery for production purposes,
where the machinery costs represent at least 60% of the
overall costs of the acquired assets. The machinery must be
bought under arms-length conditions, must not have been
depreciated prior to the acquisition and must not be older
than three years;

» At least 80% of revenues are to be generated by the
business activities stated in the investment aid intent.

Technology centers:

» Acquisition of fixed assets with a total value of at least
EUR 500 000, of which at least 50% should be covered
from the applicant's own resources;

» Of the total number of employees, at least 60% are to have
a university degree.

Shared service centers:

» Acquisition of fixed assets with a total value of at least
EUR 400 000, of which at least 50% should be covered
from the applicant's own resources;

Grants and incentives

» Of the total number of employees, at least 30% are to have
a university degree.

Approval of the aid

There is no legal entitlement to any investment aid.

An applicant must submit an investment aid request to the
relevant authorities (i.e. the Ministry of the Economy and
other relevant aid providers) who will review compliance with
both the general and specific conditions under the Investment
Aid Act. Should the conditions be met, the Ministry of the
Economy issues an official offer to the applicant and from this
moment the applicant may officially commence the project
works. Following receipt of the official offer, the investor

must submit an investment aid application. The investment
aid application is submitted to the Slovak Government for
approval. Should the project capital expenditures exceed

EUR 50 million, approval of the European Commission is also
required.

Other national and local incentives

Structural Funds

The Slovak Republic is entitled to draw support from the
Structural Funds and Cohesion Fund in the period 2007

- 2013. Slovakia has EUR 11,361 million available.

Most of the funds will be drawn by public institutions
(municipalities, cities, non-profit-making companies etc.),

Doing business in the Slovak Republic

while only a minor part will be available for businesses.
The incentives available for companies are mainly focused
on tourism, enhancing R&D and employee training.

Municipal support

Investors may benefit from an infrastructure project (i.e.
electricity, water, gas, sewage, etc.) fully or partially financed
by the State and/or municipality. The municipality may also
offer minor tax exemptions (real estate tax, other local
taxes) . Most of this support would, in general, qualify as
regional state aid.

Industrial parks

Municipalities are entitled to use state budget funding for
the development of industrial parks. At the pre-development
stage, investors are typically requested to sign a letter of
intent with the relevant municipality. Benefiting from the
advantages offered by industrial parks does not, in general,
gualify as state aid.
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Anti-trust regulation

Unlawful restriction of competition Unfair competition
In accordance with Act 136/2001 Coll. on Protection of The Commercial Code also provides rules for competition in
Competition, as amended, the following activities of both general. Unfair competition is prohibited. This is primarily

legal entities and individuals are prohibited as being unlawful,  understood as:

or are subject to control by the Anti-Monopoly Office: >
» Agreements restricting competition (e.g. agreement on >
prices, division of the market, limitation of production, etc.); »
» Abuse of dominant position in the market, such as >
predatory pricing, applying different conditions for similar
entrepreneurs under similar contracts, conditioned sales >
where the conditions are not related to the subject of the >
contract, etc.; >
» Concentration. >

There are two types of market concentration: a) merger or
consolidation of two or more independent entrepreneurs,
and b) acquisition of direct or indirect control by one or more
entrepreneurs over the enterprise or part of the enterprise
of another entrepreneur or entrepreneurs. Concentrations
meeting or exceeding certain thresholds (for the closed
accounting period preceding the establishment of the
concentration) are subject to notification to and control by
the Anti-Monopoly Office.

deceptive advertising;

deceptive descriptions of goods and services;

conduct contributing to confusion of identity;

benefiting from exploitation of a competitor’s reputation,
products or services;

bribery;

defamation;

violation of trade secrets;

endangering the health of consumers or the environment.

Doing business in the Slovak Republic
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Real estate

Acquisition
Following the accession of the Slovak Republic to the
European Union, non-residents (i.e. legal entities having
their registered seat abroad, natural persons having their
permanent residence abroad or branches of non-residents
located in the Slovak Republic) may acquire real estate in
the Slovak Republic, with the following exceptions:
» land outside a built-up area which is designated as
agricultural or forest land; however, this restriction
does not apply to non-residents who:
a) inherit such land;
b) are citizens of the Slovak Republic; or
¢) inthe case of agricultural land, are EU citizens with
temporary residence in the Slovak Republic who have
farmed the land for at least three years following the
accession of the Slovak Republic to the European Union;
» other real estate to which a special legal regulation applies
(e.g. Water Act).

Slovak legal entities, whether Slovak or foreign-owned, may
freely acquire all real estate. One global exception to all of
the above is that real estate owned exclusively by the state,
such as mineral resources, caves, underground water, natural
healing resources and watercourses may never be acquired
privately.

Doing business in the Slovak Republic

Real estate

Leasing

Slovak and foreign legal entities and individuals may generally
lease real estate at prices determined by agreement among
the parties.
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Employment law

Employment law

Employment

Citizens of the countries within the European Economic

Area and Switzerland may work in the Slovak Republic without
any restrictions. However, their Slovak employer is obliged to
inform the labour authorities of the employment of any such
individual within seven working days of the commencement of
the individual's activities. The employer is also obliged to inform
the authorities of the end of the individual's activities within
seven working days. Other foreign nationals, seeking to work
in Slovakia, are obliged to apply for a work permit prior to their
arrival. The work permit is not valid unless the individual is also
granted a temporary residency permit in Slovakia.

Slovak individuals may be employed by Slovak legal entities
or branch offices without any restriction.

Wages

Employees of Slovak employers (including branch offices of
foreign entities in Slovakia) may be paid only in the official
Slovak currency (EUR) or in the form of fringe benefits for their
work performed in the Slovak Republic. However, employees
performing work abroad may also be paid in another currency.
Foreign employees are entitled to transfer their salaries paid in
EUR to their bank accounts abroad. As of 1 January 2011, the
minimum monthly wage is EUR 317.

Labour legislation
The Labour Code which came into effect on 1 April 2002,

as amended with last Amendment effective from

1 September 2011 includes, among others, the following

principles:

» Aninitial probationary period of a maximum of threemonths
can be extended up to six months in the case of certain
managerial positions;

» Employment relationships for a limited period of time may be
concluded for a maximum of three years and a prolonged or
repeat agreement made only three times within the above
three-year period;

» The maximum length of the working week is 40 hours;

» Employees can perform over-time work of up to 400 hours
and employees in managerial positions can perform work up
to 550 over-time hours per calendar year;

» Minimum annual paid leave is four weeks, whereas employees
with at least 15 years of work experience are entitled to a
minimum of five weeks annual paid leave (based on the
proposed Labour Code amendment, any employee at age 33
or above will be entitled to five weeks annual paid leave as of
January 2012);

» Should either an employer or employee elect to terminate
the employment contract by serving a notice. The minimum
notice period increases in proportion to the duration of
employment. A minimum notice period of one month has to be
given, (if a person has been employed for less than one year,
a period of two months applies for persons employed up to
five years and a three months notice period appies for persons
employed for at least five years) . The conditions under which

Doing business in the Slovak Republic

an employer may terminate the employment contract with
notice are limited as specifically defined in the Labour Code;
The employer is obliged to provide the employee with

a severance payment in the event of termination of the
employment relationship due to organisational reasons or

due to specific health reasons in an amount corresponding to
twice the employee s average monthly wage (or three times
should the employment have lasted for at least five years, or
ten times in the event of termination due to work injury or job-
related illness or risk of such illness);

The employer and employee may agree on a combination

of notice period and severance payment (if the employee
continues to work for the employer during a part of the

notice period, he/she is entitled to a proportioned severance
payment);

An employment contract can be terminated at any time by
mutual agreement of both the employer and employee;

In addition, the employer can, exceptionally, terminate the
employment immediately if the employee is found quilty of

a deliberate criminal offence or is found to be in serious breach
of working discipline;

Also, the employee may, in exceptional situations as stipulated by
the Labour Code, terminate his/her employment immediately;
Amendment of the Laboud Code effective from

1 September 2011 introduced among other a so-called
“shared work position” and flexible working hours with the aim
to support more flexible working arrangements and provide
better grounds for the creation of new job positions.

14



Income tax

Scope

Income subject to tax

Individuals with permanent residency in the Slovak Republic

(or a Slovak permanent residency permit) are deemed to be
Slovak residents for tax purposes. In addition, any individual
physically present in the Slovak Republic for at least 183 days

in the calendar year is also deemed to be a Slovak resident for
tax purposes. Tax residents are taxable in the Slovak Republic on
their worldwide income.

For tax residents, the provisions of the relevant double tax
treaties may provide relief from Slovak taxes. Even if no double
tax treaty with another state has been concluded, relief may still
be claimed. In such a case, employment income (income from

a dependent activity) from foreign sources may be tax exempt in
Slovakia if it can be demonstrated that it was taxed abroad.

Individuals not having permanent residency in Slovakia and
staying in Slovakia for less than 183 days in any calendar year
are treated as Slovak tax non-residents. In addition, individuals
whose stay in Slovakia lasts for 183 or more days in a calendar
year but which is exclusively for study purposes or health
treatment, or who regularly (on a daily or other regular basis)
commute to the Slovak Republic for employment purposes only
also qualify as tax non-residents. Slovak tax non-residents are
taxed solely on their Slovak source income.

Income tax

Income from dependent activity

Income from a dependent activity includes salaries, wages,
bonuses and other compensation of a similar nature,
irrespective of the title accorded it, i.e. reqular, irregular, non-
recurring payments which are paid, credited, or otherwise
granted. Income from a dependent activity also includes e.g.,
fees paid to statutory representatives and shareholders of
limited liability companies and to limited partners of limited
partnerships for work performed and remuneration for the
execution of functions within the bodies of legal entities.

Self-employment and business income

In general, income from business activities and professional
services, less deductible expenses, is deemed to be taxable
income. The income received by partners of general
partnerships and the general partners of limited partnerships
falls within the terms of self-employment and business
income.

As regards the general partnership, this is considered to be
transparent in accordance with Slovak tax legislation. The tax
base of the company is allocated to the partners based on
their share of the registered capital of the company, i.e. tax is
levied at partner-level. A similar approach is followed in cases
of general partners of limited partnerships.

Doing business in the Slovak Republic

Investment income

Investment income, including interest income and payments
made from supplementary pension insurance schemes, is
subject to 19 % withholding tax at source. The tax withheld at
source is considered as the final tax liability and such income is
not to be included in the annual tax base, except for the revenues
from mutual funds where the tax withheld can be regarded as a
tax prepayment on the final tax liability.The provisions of double
tax treaties may provide relief from this tax.

Dividends and other profits distributions to individuals
participating in the registered capital of the company and
members of the company'’s statutory and supervisory bodies,
as well as employees of the company, irrespective of whether
these individuals are Slovak tax residents or tax non-residents,
do not represent taxable income unless paid out to the
individual from profit earned by the company prior to 2004.

Gains from sales of real estate

Gains realized from the sale of immovable property are exempt
from income tax if the condition on the minimum required
holding period has been met. The minimum required holding
period is five years. In the case of immovable propoerties
acquired before 31 December 2010, the exemption also applies
if the taxpayer had registered his/her permanent residency
there is five for a period in excess of two years. Business
assets are, in general, not eligible for these exemptions.

15



Rules for expatriates

Employment income of non-residents employed by a foreign
entity received for work performed in the Slovak Republic

and paid from abroad is exempt from Slovak personal income
tax, provided that the work is not performed for a Slovak
permanent establishment and the expatriate was in Slovakia
for less than 183 days in any 12-month period and he/she
does not qualify as an economic employee of a Slovak resident
(see below).

Individuals assigned by a foreign employer to the Slovak
Republic who continue to be employed and paid by the foreign
employer, and who perform work for and under the instruction
of a Slovak resident individual or legal entity, are deemed to
be employed by the Slovak resident individual or legal entity
and subject to the monthly withholding of personal income

tax from their employment income (the so-called economic
employment concept) . Such individuals are taxed in Slovakia
on their Slovak source income, regardless of the number of
days spent in Slovakia.

Slovak social insurance and health insurance

Where required by Slovak law, both employer and employee
are obliged to pay social security and health insurance
contributions to the relevant Slovak authorities. Slovak social

Income tax

security contributions comprise sickness, old age, disability,
unemployment, guarantee and accident insurances, and
contributions to the reserve fund. The combined rate for the
employee’s social security and health insurance contribution
is 13.4% of his/her assessment base, and the employer's
contribution is 35.2% of the employee’s assessment base.

The maximum assessment bases for social insurance and
health insurance are capped, depending on the average wage
in the economy.

EU reqgulations and the applicable Totalization agreements on
social and health insurance should be taken into account when
determining the Slovak social and health insurance obligations
of foreign individuals working within the territory of the Slovak
Republic.

Deductions, exemptions

Personal allowance

All taxpayers, including non-residents, are entitled to

a personal allowance. Taxpayers whose taxable base for the
calendar year does not exceed 100 times the subsistence
minimum (i.e. EUR 18,538 for the year 2011) can deduct

a non-taxable amount of 19,2 times the subsistence minimum
per taxpayer (i.e. EUR 3,559.30for the year 2011). For

Doing business in the Slovak Republic

taxpayers whose tax base for the calendar year exceeds 100
times the subsistence minimum, the non-taxable amount of
the tax base decreases gradually, depending on the taxpayer’s
income. A taxpayer with a tax base for the calendar year
higher than EUR 32,775.18 is not entitled to any personal
allowance.

Spousal allowance

Slovak tax residents may also claim a spousal allowance for
a spouse living in the same household and having no or only
limited income of his/her own. The spousal allowance also
decreases gradually depending on the taxpayer’s and the
spouse’s income. Slovak tax non-residents may also claim

a spousal allowance if their Slovak source taxable income
represents 90% of their world-wide income.

Child bonus

In addition, tax residents who have permanent residency in
the Slovak Republic and non-residents receiving 90% of their
world-wide income from Slovak sources are entitled to a tax
bonus (credit) in the amount of EUR 20.02 per month per
dependent child for the period from January to June 2011
and EUR 20.51 per month for July to December 2011.

16
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Income tax

Social security and health insurance

Mandatory sickness insurance, health insurance, old age
insurance, disability insurance and unemployment insurance
contributions paid by employees are deductible from
employment income.

Tax returns

In general, individuals who received annual income exceeding
50% of the personal allowance (i.e. EUR 1,779.65in 2011)
are obliged to file a personal income tax return. Certain
exemptions are available.

Tax returns for each tax period must be filed within three months
of the end of the relevant tax period (generally, 31 March). The
filing deadline can be extended automatically by three months
based on a written announcement filed with the tax authority
before expiration of the regular filing deadline. If an individual
who is a resident for tax purposes in the Slovak Republic receives
foreign-source income, the deadline can be extended up to six
months upon filing of the announcement (until 30 September).

Rate
Personal income tax is charged at a flat rate of 19%.

Doing business in the Slovak Republic
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Work and residence permit

Work permits

A foreign national (except for an EEA*! or Swiss citizen)
coming to work in the Slovak Republic, whether employed
locally or seconded by a foreign employer, is generally obliged
to obtain a work permit. The work permit is not required

only under specific circumstances which must be reviewed on
a case-by-case basis.

Work permits are issued by the local labour authorities, and,
in general, are valid for up to two years. The work permit may
be renewed. The work permit is not transferable.

Residency permits

Under the Slovak Immigration Act, foreign nationals in the
Slovak Republic may be granted temporary residency or
permanent residency permits. The residency permits may not
be required for foreigners of Slovak nationality or ethnicity.

In accordance with the Immigration Act, if an EEA or Swiss
citizen intends to stay in the Slovak Republic for more than three
months for the purposes of employment, entrepreneurship

or study, or has adequate financial resources to cover his stay
and is covered by health insurance, he/she is deemed to have
permanent residency in the Slovak Republic. EEA or Swiss
individuals may register their permanent residency with the
Foreign and Border Police Department if they wish.

*1 .
- European Economic Area

Temporary residency permits

A temporary residency permit is granted for the period
necessary to complete the purpose of the residency, up

to a maximum of two years (in the case of EEA and Swiss
citizens, up to five years). This permit is renewable for
periods of up to five years. Temporary residency permits

are issued for the following purposes: employment;
entrepreneurship; study; reunion of a family; and other,

as stated in the immigration law. A temporary residency
permit may be granted for one purpose only. Foreigners with
a temporary residency permit for an entrepreneurial purpose
may not have a labour contract and vice versa.

Permanent residency permits
Foreign nationals granted permanent residency permits are
entitled to reside permanently in the Slovak Republic.

Permanent residency permits are issued to foreign nationals
for a period of five years (“the first permit”). Subsequently,
upon expiration of the first permit, foreign nationals may be

granted permanent residency permits for an unlimited period.

Doing business in the Slovak Republic

Work and residence permit
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Establishing a business
presence

Establishing a business presence

The Slovak Commercial Code and other specific laws provide
a variety of options for structuring business entities in the
Slovak Republic. All business entities must be registered with
the Slovak Commercial Register. The legal forms available are
as follows:

» Enterprise or branch office of a foreign company (podnik
alebo organizacna zlozka podniku zahrani¢nej osoby);

» Joint-stock company (akciova spolo¢nost, a.s.);

» Limited liability company (spolo¢nost s ru¢enim
obmedzenym, s.r.0.);

» Limited partnership (komanditna spolo¢nost, k.s.);

» General partnership (verejnd obchodné spolo¢nost, v.0.s.);

» Cooperative (druzstvo).

Except for enterprises and branch offices of a foreign
company, all of these forms constitute Slovak legal entities.

In addition, in line with European Community law, Slovak law

recognizes and partially regulates the following legal entities:

» European company (eurdpska spolo¢nost) ;

» European economic interest group (eurdpske zoskupenie
hospoddrskych zaujmov);

» European cooperative society (eurdépske druzstvo).

Doing business in the Slovak Republic
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Registration
requirements

Registration requirements

The registration of legal entities in the Commercial Register Special approval, rather than a trade licence, is required in
requires, among other things, the following documents and areas such as banking, finance and defence and other areas
procedures: determined by Slovak law.
» Foundation deed (or a similar foundation document) and

the company's Articles of Association (if applicable); Both foreigners and Slovak citizens may head local

» Trade licence issued by the local Trade Authority, including entities, but foreigners are required to hold a temporary
the name of the person who meets the qualification criteria  residence permit before they can be entered as statutory

for engaging in that trade (if applicable); representatives in the Commercial Register. This does not
» Compliance with any minimum capital requirements apply to citizens of EU and OECD member states.
(if applicable). Entities may officially commence activities as soon as

they have been entered in the Commercial Register.

Any obligations entered into prior to the company's entry
in the Commercial Register should pass to the company,
if the relevant company body approves such obligations
within three months of the date of its registration with
the Commercial Register.
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Enterprise or branch
office of a foreign
entity

Enterprise or branch office of a foreign entity

(podnik alebo organizacna zlozka podniku zahrani¢nej osoby)

Range of activities

While Slovak law does not limit the activities of enterprises

or branch offices of foreign entities, it does require that

these offices hold a trade licence or other authorisation and
provide a full list of their planned activities in their application
for entry into the Commercial Register. Only then may they
engage in the activities reqgistered in the Commercial Register.

Jurisdiction

The law under which the foreign legal entity was founded also
applies to the enterprise’s and the branch'’s internal dealings
and the liability of its members or partners for its obligations.

Doing business in the Slovak Republic

Management

Foreign entities establishing an enterprise or a branch must
appoint a director (manager) to head the enterprise or
branch and register him/her in the Commercial Register. This
person may be either a Slovak national or a foreigner with

a valid temporary Slovak residence permit. Non-nationals who
are citizens of EU and OECD member states are not required
to hold temporary Slovak residence permits for the purposes
of registering the head of the enterprise or a branch of the
foreign company in the Slovak Commercial Register.

Special features

» Enterprises and branches of foreign entities (with the
exception of a branch of a foreign bank) are treated as foreign
exchange non-residents under the Foreign Exchange Act;

» No minimum capital requirements;

» No audit required (with some exceptions, e.g. branch of
a foreign bank);

» No withholding taxes on profit repatriation.
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Joint-stock company

(a.s.)

Joint-stock company (a.s.)

Foundation

Joint-stock companies (a.s.) may be founded by a single
legal entity or by two or more individuals or legal entities
(resident or non-resident).

A joint-stock company may be either public or private.

A public joint-stock company is a company that has issued all
or part of its shares through a public offering for subscription
shares or has had its shares accepted by the Stock Exchange
to be traded on the Securities market.

The minimum joint-stock capital requirement is EUR 25,000.
Non-monetary contributions must be valued by an official
appraiser.

The company may only be entered into the Commercial
Register once the founding General Meeting of shareholders
has been held (if applicable), the company bylaws have
been approved, and the members of the company’s statutory
bodies have been elected. The company's registered capital
must be fully subscribed and at least 30% of monetary
contributions and all non-monetary contributions must be
paid up prior to submission of the registration application to
the Commercial Register.

Liability

A joint-stock company is liable with its entire property for any
breach of its obligations. The shareholders are not liable for
the obligations of the company.

Members of the Board of Directors who are found to have
breached their duties shall be jointly and severally liable for
damage caused to the company. The right of the company to
receive compensation for damage caused by the Members of
the Board of Directors can be claimed directly by the creditors
of the company if their receivables cannot be settled from the
company'’s assets.

Registered capital

Stocks may consist of either bearer shares or shares
registered in a name. Shares can be issued either in book-
entry form or in paper form. Shares registered in a name may
be issued in both forms, unlike bearer shares which may be
issued in book-entry form only. Both types are transferable.
There is no option to issue employee shares as a specific

type of shares. When increasing the registered capital of

the company, employees are permitted, on a decision of the
General Meeting, to acquire company shares for a lower price.

Preference shares may be issued up to a maximum of 50%

of the registered capital. Non-voting preference shares may
also be issued. Interest-bearing shares (where the yield is not
related to the company’s performance) are not permitted.

Doing business in the Slovak Republic

Company bodies

The General Meeting of shareholders is the company'’s
supreme body. The General Meeting is empowered, for
example, to amend the Articles of Association, approve
changes to the registered capital, issue debentures, elect and
recall members of the Board of Directors (if not otherwise
provided for) and the Supervisory Board, approve the
financial statements and profit distribution, dissolve the
company, etc. If the company has one sole shareholder,
this person enjoys the rights and obligations of the General
Meeting.

The Board of Directors is the statutory body of the company.
The members are elected for a maximum of five years.
Members of the Board of Directors are elected by the General
Meeting or, if so stipulated by the company’s Articles of
Association, by the Supervisory Board. The Board of Directors
acts in the company’s name in accordance with guidelines
approved by the General Meeting, and is responsible for
ensuring proper accounting and reporting procedures. The
Board of Directors submits the year-end financial statements
as well as extraordinary financial statements and proposals
for profit distribution or loss recovery to the General Meeting
for approval.
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Joint-stock company

(a.s.)

Joint-stock companies are also required to have a Supervisory
Board of at least three members elected for a maximum of
five years. If the company has more than 50 employees, at
least one third (but no more than one half) of the members
of the Supervisory Board are elected and recalled by the
employees. Members of the Board of Directors or any other
person entitled to act in the company’s name may not become
Supervisory Board members. The Supervisory Board monitors
the activities of the Board of Directors and the performance
of the company.

Reserve fund

A reserve fund of at least 10% of its registered capital must
be established at the company's incorporation. Thereafter,
the fund must be increased annually by a sum stipulated in
the company's Articles of Association. This sum, however,
may not be lower than 10% of net profit. The reserve fund

is supplemented until it reaches the level stipulated in the
company'’s Articles of Association which must be at least 20%
of the registered capital.

The statutory minimum reserve fund may be used only to
cover the company'’s losses.

Dissolution

A joint-stock company may be dissolved e.qg.:

» when bankruptcy proceedings are cancelled under certain
conditions;

» by resolution of the General Meeting of Shareholders;

» when the period for which it was established has expired;

» by decision of a court.

Special features

» Minimum registered capital of EUR 25,000. The company'’s
registered capital must be fully subscribed and at least
30% of monetary contributions and all non-monetary
contributions must be paid up prior to submission of the
registration application to the Commercial Register;

» An annual or extraordinary audit is required only once the
criteria stipulated by law (e.g. turnover, assets and the
number of employees) are met;

» Supervisory Board must be established;

» Reserve fund is required on incorporation.

Doing business in the Slovak Republic
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Limited liability
company (s.r.o.)

Limited liability company (s.r.0.)

Foundation

An s.r.o. is the Slovak equivalent of a limited liability
company or a German GmbH. It may be founded by one

or more (up to 50) individuals or legal entities (known as
“members"). A company with one sole member may not
be the sole member of another company. An individual may
not be the sole member in more than three companies. The
founding members are obliged to draw up a Memorandum
of Association (Founder's Deed) detailing, among others,
the company's business name, registered seat and business
activities, its members and their shares, the company's
statutory representatives (Executives), amount of registered
capital and details of the company’s reserve fund.

The registered capital must be at least EUR 5,000 with
each member's contribution being at least EUR 750.
Non-monetary contributions must be valued by an official
appraiser. At least 30% of each member’s monetary
contribution and all non-monetary contributions must be
paid up prior to submission of the registration application
to the Commercial Register, with the total value of these
contributions amounting to at least EUR 2,500. If the s.r.o.
is founded by a single entity or individual, the registered
capital must be paid up in full prior to submission of the
registration application to the Commercial Register.

Liability

The Company is liable for a breach of its obligations to

the full extent of its property. Members' liability does not
extend beyond their unpaid contributions to the company's
registered capital.

Reserve fund

The size and method of establishing and supplementing

the reserve fund must be defined in the Memorandum of
Association. However, if not established on the company’s
incorporation, the reserve fund must be established following
the company's first year in profit at a level of at least 5% of
net profit but not more than 10% of the registered capital.
Thereafter, the fund must be supplemented annually by a sum
stipulated in the Memorandum of Association; this sum,
however, may not be lower than 5% of net profit. The reserve
fund is to be supplemented until it reaches the level stipulated
in the Memorandum of Association, which must be at least
10% of the registered capital.

The statutory minimum reserve fund may be used only to
cover the company'’s losses.

Doing business in the Slovak Republic

Company bodies

The General Meeting of the members is the company's
supreme body. The General Meeting is empowered, for
example, to amend the Memorandum of Association, approve
an increase or decrease of the registered capital, elect and
recall Executives, approve the financial statements and profits
distribution, dissolve the company, etc. If the company has
only one sole member, that person enjoys the rights and
obligations of the General Meeting.

The statutory body of the s.r.o. is one or more Executives.

If the company has more Executives, each of them is entitled
to act independently on behalf of the company, unless
specified otherwise by the Memorandum of Association. The
Executives act in the company’s name and are responsible,
among others, for ensuring proper accounting and reporting
procedures.

A Supervisory Board may be established but is not a legal
requirement for an s.r.o.
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Registration Egﬁﬁt&riosfeaofrot:;ia‘;\:h Joint-stock company Limited partnership | General partnership SE. EEIG, SCE
requirements entity (ass.) (k.s.) (v.0.s.) : '

Limited liability company (s.r.o.)

Dissolution Special features

The company may be dissolved, e.q.: » Minimum capital of EUR 5,000 with

» when bankruptcy proceedings are cancelled under certain » Minimum paid-up contribution of EUR 750 per participant.
conditions; At least 30% of each member’s monetary contribution

» by resolution of the General Meeting; and all non-monetary contributions must be paid up

» when the period for which it was established has elapsed; prior to submission of the registration application to

» by decision of a court; the Commercial Register, with the total value of these

» due to other reasons as stipulated in the Memorandum contributions amounting to at least EUR 2,500;
of Association (Founder's Deed). » A company with one sole member may not be the sole

member of another company;
» Anindividual may not be the sole member in more than
three companies;
» An annual or extraordinary audit is required only once
the criteria stipulated by law (e.g. turnover, assets and
the number of employees) are met (see “Reporting and
Auditing”);
» Maximum of 50 members; N\
» Areserve fund must be established once the company é
becomes profitable;
» No Supervisory Board is required.
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Limited partnership
(k.s.)

Limited partnership (k.s.)

Foundation

Limited partnerships may be founded by two or more
individuals or legal entities (“partners™). Limited
partnerships must have both limited and general partners.
The partners must draw up a Partnership Agreement
specifying, amongst other matters, the company’s business
name, registered address and business activities, the
company's partners, the contributions of each limited partner,
and indicating which partners bear limited or general liability.

Under the Slovak Commercial Code, individuals and legal
entities may become partners with general liability in only one
entity at any one time.

General partners are jointly and severally liable for the
partnership’s obligations to the extent of their entire personal
property. Only these partners are entitled to manage the
partnership and act as its statutory representatives.

A limited partner is liable for the partnership’s obligations
only up to the extent of his/her unpaid contributions in

the partnership registered in the Commercial Register
(the contribution has to be at least EUR 250). However, in
certain circumstances, a limited partner’s liability may be
extended.

Dissolution

Limited partnerships may be dissolved, e.qg.:

» When bankruptcy proceedings are cancelled under certain
conditions;

» By agreement of the partners;

» When the period for which the partnership was established
has expired;

» By decision of a court;

» On a general partner's death, on winding-up or bankruptcy;
» When notice is served by one of the general partners if the
partnership has been founded for an indefinite period of

time.

Special features

» No minimum contribution from general partners is required;

» The limited partner’s contribution has to be at least
EUR 250;

» At least one partner must bear general liability for the
partnership's obligations;

» Audit required only under specific circumstances;

» No corporate bodies need to be established;

» No reserve fund is required.

Doing business in the Slovak Republic
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General partnership
(v.0.s.)

General partnership (v.o.s.)

Foundation Dissolution

General partnerships may be founded by two or more General partnerships may be dissolved, e.g.:

individuals or legal entities (“partners™). Under the Slovak » upon a partner being declared bankrupt;

Commercial Code, individuals and legal entities may bear » by agreement of the partners;

general liability in one entity only. The partners draw up » when the period for which the general partnership was

a Partnership Agreement detailing, amongst other matters, established has expired;

the business name, registered address and business activities > by decision of a court;

of the company and the Partners. » upon the death of a partner (unless transfer to an heir has
been agreed);

Partners' rights and obligations » by the ceasing to exist of a partner who is a legal entity; or

All partners are jointly and severally liable for all the » upon notice being served by one of the partners if the

partnership's obligations to the extent of their entire personal partnership has been founded for an indefinite period of

property. time.

Each partner may be involved in the management of the Special features

partnership, although the Partnership Agreement may » No minimum capital or audit required;

authorise one or more partners to act on behalf of the » All partners are jointly and severally liable for the

partnership in accordance with the decisions of the majority partnership’s obligations;

of the partners. » Audit required only under specific circumstances;

» No corporate bodies need to be established;
Profits or losses are distributed equally unless the Partnership  » No reserve fund required.
Agreement specifies otherwise.
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Cooperative (druZstvo)

Foundation

Cooperatives may be founded by a minimum number of five
members (individual or legal entities); this does not apply if
at least two of the members are legal entities. The minimum
capital for the foundation is EUR 1,250.

Members' Meeting

The Cooperative's supreme body is the Members' Meeting,
which is held at least annually. Unless the Articles of
Association stipulate otherwise, each member of the
Cooperative has one vote at the Members' Meeting.

The Members' Meeting elects a Board of Directors to manage
the day-to-day affairs of the cooperative in keeping with the
Members' Meeting's decisions. The Board of Directors is the
statutory body of the cooperative.

The Members' Meeting also elects a Supervisory Committee
with at least three members to perform regulatory and
ombudsman functions.

If the cooperative has fewer than fifty members, the

Members’ Meeting may perform the functions of the Board
of Directors and Supervisory Committee.

Doing business in the Slovak Republic

Other

Liability

The cooperative is liable for any breach of its obligations to
the full extent of its property. Members do not bear liability
for the cooperative's obligations.

Dissolution

Cooperatives may be dissolved, e.qg.:

» when bankruptcy proceedings are cancelled under certain
conditions;

» by decision of the Members' Meeting;

» if the period for which the cooperative was established has
expired;

» by decision of a court;

» when the cooperative has achieved the purpose for which
it was founded.
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Other

Association agreement (zmluva o zdruzenf)

An Association may be created by a group of individuals or legal entities to pursue one or more mutual interests. An Association does not constitute a legal entity under Slovak law.
The members are jointly and severally liable for the Association’s obligations to third parties. Profits are shared between the members equally, unless the Agreement specifies otherwise.
Members with a valid reason to do so may leave the Association at any time.

Contract on silent partnership (zmluva o tichom spolo¢enstve)

A silent partnership is established by a written contract between a silent partner and an entrepreneur, under which the silent partner invests in the entrepreneur’s business in return for a share
in the entrepreneur’s profits. The silent partner participates in the losses of the entrepreneur only to the extent of his investment. A silent partnership does not constitute a legal entity.

Trade (Zivnost)

Business activities may also be performed by an individual (resident or non-resident) on the basis of a trade licence issued by the Trade Licence Office. However, to perform certain activities
(e.g. banking, insurance, medicine, legal services, etc.) a special licence/authorisation pursuant to specific laws is required. Trades can be classified into three main categories: vocational
trades, depending on certain vocational training, professional trades (now including what were previously known as “‘concession trades™), both depending on certain professional qualification
requirements, and unqualified, which do not require any specific qualification.
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Establishing a business presence

Registration Er;%ﬁt&riosfeaofrot:;ia‘;\:h Joint-stock company Limited liability Limited partnership | General partnership
requirements entity (a.s.) company (s.r.o.) (k.s.) (v.0.s.)

European Company (Societas Europaea - SE)

Act No. 562/2004 Coll. on European Company (the “Act”) regulates some aspects of a European Company ("“SE") with its registered office in the Slovak Republic. The Act follows on from
Council Regulation (EC) No 2157/2001, which provides the option to form an SE. An SE has been able to operate on a Europe-wide basis since 8 October 2004.

European Economic Interest Group (EEIG)

Act No. 177/2004 Coll. on European Economic Interest Group (the “Act”) regulates some aspects of a European Economic Interest Grouping (EEIG) with its official address in the Slovak Republic.
The Act follows on from Council Regulation (EEC) No 2137/85, which provides the option to form an EEIG. An EEIG has been able to operate on a Europe-wide basis since 1 July 1989.

European Cooperative Society (Societas Cooperativa Europea - SCE)

Act No. 91/2007 Coll. on European Cooperative Society (the “Act”) regulates some aspects of a European Cooperative Society (SCE) with its registered office in the Slovak Republic. The Act
follows on from Council Regulation (EC) No 1435/2003, which provides the option to form an SCE. An SCE has been able to operate on a Europe-wide basis since 18 August 2006.
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Introduction to the tax system in the SR

Introduction to the tax system in the Slovak Republic

Slovakia's current tax system comprises the following taxes:

1. Direct taxes
a) income tax - personal, corporate;
b) local taxes;
c) tax on emission quotas.

2. Indirect taxes
a) value added tax;
b) excise duties - on mineral oils, beer, tobacco products,
wines, spirits, electricity, coal, natural gas.
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Corporate income tax

Corporate income tax

Scope

Corporate income tax is levied on the worldwide income

of Slovak legal entities (those having their seat or place

of management in the Slovak Republic) and on the Slovak
source income of foreign entities, e.g. those operating
through a permanent establishment in the Slovak Republic.

Permanent establishment

Under Slovak legislation, a permanent establishment means
a fixed place or facility through which tax non-residents
perform their activities, wholly or in part, in the Slovak
Republic. In particular, a fixed place or facility is defined as an
administration point, branch, office, workshop, sales-point,
technical facility or a point of research or of extraction of
natural resources. The fixed place or facility is deemed to

be permanent if the activities are carried out continuously
or repeatedly. In the case of one-off activities, the place

or facility is deemed to be permanent if the duration of

the activities exceeds six months, either continuously or
divided into two or more periods over the course of twelve
consecutive calendar months. A building site, construction
or assembly site is deemed to be a permanent establishment
only if the duration of the activities exceeds a period of six
months.

The term “permanent establishment” also includes a person
acting on behalf of an entity having its registered office
abroad or being resident abroad, and who negotiates or
enters into agreements on behalf of such an entity on

a continuous or repeated basis, under a Power of Attorney.

Rates
The corporate income tax rate is 19%.

Partnerships

Profits and losses of general partnerships are allocated to
partners, and partners are subject to personal income tax or
corporate income tax on their share of the profits. Limited
partnerships generally fall within the scope of corporate tax,
although the profit shares attributable to general partners are
removed from the partnership’s tax base and taxed separately
at the level of the general partners.

Tax base

Corporate tax is paid on the basis of statutory accounting
profits, adjusted for certain non-deductible and non-taxable
items.

Specific provisions apply to entities which, in order to comply

with the Act on Accounting, keep accounting records in
accordance with International Financial Reporting Standards

Doing business in the Slovak Republic

(banks, in

Returns and payments

The tax year is the calendar year. However, if prior notice

is filed with the tax authorities, a company may use its
accounting/financial year (any period of twelve consecutive
calendar months not identical with a calendar year) as the
tax year. Tax returns for each tax year must be filed within
three months of the end of the tax year. The filing period can
be extended by a maximum of six months on the basis of

a written announcement filed with the tax authority prior to
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expiration of the regular filing deadline.

Non-deductible items include, for example:

» entertainment and travel allowances in excess of the
statutory limits;

» all penalties and fines, except for contractual penalties
that have been paid;

» taxes paid on behalf of other taxpayers;

» write-offs of bad debts, unless specific conditions are met;

» accruals and provisions, except for specified accruals and

provisions (special rules apply to banks and insurance

companies).

o P

Corporate income tax

Specifically tax-deductible categories of expenditure

include:

» expenses (costs) related to the provision of working,
social and healthcare conditions;

» advertising expenses (costs) associated with the income
of the taxpayer;

» statutory expenses (costs) of fuel consumed;

» tax depreciation;

» net book value of tangible and intangible assets on their
disposal by means of sale or liguidation;

» net book value of tangible and intangible property disposed
of due to damage, only up to the amount of the indemnities
paid in respect of such damage included in the tax base;

» financial lease payments, under certain conditions.

Certain expenses are tax deductible in the tax period in which
they are paid. These are, for example:
» rental fees and commission fees paid to individuals;
» contractual penalties, default interest (unless charged
by a bank) and default penalties.

Doing business in the Slovak Republic

Thin capitalization

The thin capitalization rules were abolished in Slovakia, with
effect from 1 January 2004. There was an amendment to

the Income Tax Act intending to reintroduce thin capitalization
rules restricting the tax deductibility of interest on loans and
borrowings with effect from 1 January 2009. However, the
provision of this amendment on thin capitalization never
entered into effect.
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Corporate income tax

Depreciation Capital gains

The Slovak Income Tax Act divides tangible assets into Capital gains are subject to income tax of 19%.

four categories and specifies a period (ranging from 4 to

20 years) over which all assets in that category are to be Dividends

depreciated. Profits distributed to a person having a share in the registered
Two basic tax depreciation methods are available: a straight- capital of the company which distributes the dividends are
line method and an accelerated method. The choice of not subject to tax in the Slovak Republic. Under certain
method is made on an asset-by-asset basis and, once made, conditions (e.qg. a share in the registered capital of below
may not be changed. 25% or residency outside of the EU), dividends distributed

out of profits realized before 2004 may be subject to tax.
Intangible assets are depreciated in accordance with

accounting regulations, i.e. in general, depending on Interest and royalties

their actual useful life. The exceptions are expenses for Income from interest and royalty payments fulfilling the
development which are to be depreciated within five years conditions set by Council Directive 2003/49/EC is tax exempt
of the date of their acquisition and goodwill realized upon in accordance with Slovak legislation. However, the exemption
merger or in-kind contribution in real values, which may be on royalty payments only came into effect as of

depreciated over seven years 1 May 2006.

Relief of losses Tax on emission quotas

A tax loss incurred after 31 December 2009 can be carried As of 1 January 2011, a new tax on emission quotas was
forward over a maximum of seven consecutive tax periods introduced into the Slovak tax system. Subject to 80% tax
following the tax period in which the tax loss was incurred. rate are emission quotas registered in 2011 and 2012. The

A period of five consecutive tax years is applicable for tax tax period is a calendar year and the emission quotas tax
losses incurred before 1 January 2010. return needs to be filed by 30 June of the next calendar year

following the end of the tax period.
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Transfer pricing

If the price agreed with a foreign related party differs from
the usual price applied between independent enterprises in
comparable circumstances, and if this difference decreases
the tax base of the Slovak taxpayer, the tax base should be
adjusted by this difference.

The transfer pricing rules apply to all close relatives,
personally, economically or otherwise related foreign
persons. An "“economic relationship” exists if direct or
indirect participation in the basic capital of, or voting rights

in one company by another company is greater than 25%.

A “personal relationship” is defined as a relationship between
members of the statutory bodies or supervisory boards of the
companies. “"Another relationship” is defined as a relationship
created for the purpose of decreasing the tax base or
increasing the tax loss.

Transfer pricing

The Slovak transfer pricing rules determine acceptable
transfer pricing methods in conformity with the methods

in the Organisation for Economic Cooperation and
Development (OECD) Transfer Pricing Guidelines. As

of 1 January 2009, the taxpayer is required to maintain
documentation supporting the transfer pricing method
used in its transactions with related parties. If requested by
the tax authorities, transfer pricing documentation must
be submitted within 60 days of the request. The content

of the documentation is specified in a regulation issued

by the Ministry of Finance of the Slovak Republic, and is
generally in line with the EU Code of Conduct on transfer
pricing documentation. Taxpayers may also request the tax
authorities to approve the use of a particular transfer pricing
method in advance.

Doing business in the Slovak Republic
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Value added tax (VAT)

Scope

The current VAT Act is based on European Union Directives.

It came into effect on the date of the Slovak Republic's
accession to the European Union, 1 May 2004.

VAT is charged on the supply of goods and services in the
Slovak Republic, on the acquisition of goods from another
EU member state (intra-Community acquisition of goods),
on the acquisition of selected “reverse charge” services
from other EU member states or third countries, and on
goods imported from non-EU countries. Contributions in
kind to a business or a cooperative are also regarded as
taxable supplies. Beyond the scope of VAT are the sale

and contribution of a business or of a part of a business
-abranch, if (i) the acquirer is a VAT payer that
predominantly effects supplies subject to tax or (ii)the
transaction occurs between entities that are predominantly
VAT exempt.

Registration

An application for registration must be filed by any taxable
person established in Slovakia whose turnover in the
preceding twelve consecutive calendar months exceeds or
is equal to EUR 49,790. Should the person not achieve the
registration threshold or not yet perform taxable supplies,
voluntary registration is possible; however, the individual
or entity should be able to demonstrate that it will perform
taxable supplies in the future.

Furthermore, if a taxable person established in Slovakia

not yet registered for VAT receives/supplies services from

a foreign entity/to a foreign entity where the customer is
obliged to pay VAT (reverse charge services), he/she has
to submit an application for registration for VAT in Slovakia
prior to receiving/supplying such services. Such registration

is solely of an administrative character, and does not result in

the taxable person acquiring the status of a VAT payer.

A foreign entity not established in Slovakia is obliged to
register for Slovak VAT purposes before it starts performing

business activities in Slovakia (this applies to those activities

which are subject to VAT in Slovakia) .

A company or a cooperative is automatically granted the

status of VAT payer if it acquires a business or its part, or if it
is a legal successor to a VAT payer which has been wound up

without liguidation.

Doing business in the Slovak Republic

Value added tax (VAT)

VAT Grouping

As of 1 January 2010, two or more taxable persons can form
a VAT Group upon meeting specific conditions. Applications
for VAT group registration may be filed by taxable persons if
they have their seat, place of business or fixed establishment
in the Slovak Republic and the criteria of financial, economic
and organizational link are met.

Input VAT deduction

The VAT payer is entitled to exercise the right to deduct VAT
incurred in respect of the purchase of goods and services if
these are used for the purposes of his supplies as a VAT payer,
other than for VAT exempt supplies without entitlement to
VAT deduction. The VAT payer is entitled to exercise the right
to deduct VAT if:

a) VAT became chargeable and;

b) he/she has an invoice issued by a VAT payer (or a customs
declaration confirmed by the Customs Authorities in the
case of the import of goods); recording the VAT in the VAT
records is sufficient (invoice is not required) in respect
of ‘reverse charged' services, goods supplied with the
assembly or installation by a foreign taxable person and
the purchase of gas, electricity, heating and cooling from
a foreign person.
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For the purposes of tax deduction, the taxpayer is obliged to

distinguish between:

» Goods and services with entitlement to VAT deduction -
the taxpayer is entitled to the recovery of input VAT if the
supplies received are used for performing his/her own
taxable supplies other than VAT exempt supplies without
entitlement to VAT deduction;

» Goods and services without entitlement to VAT deduction
- the taxpayer is not entitled to recover input VAT incurred
on supplies received used for providing his/her own VAT
exempt supplies without entitlement to VAT deduction;

» Goods and services with partial entitlement to VAT
deduction - for supplies received for both taxable and
exempt supplies, the VAT payer is entitled to claim partial
recovery of input VAT. This is calculated by multiplying the
aggregate input VAT incurred in respect of these supplies
for the relevant tax period with the pro-rata coefficient.

The coefficient s calculated as the aggregate revenue/income
(net of VAT) from goods/services with entitlement to VAT
deduction supplied during the calendar (or financial) year
divided by the aggregate revenue/income (net of VAT) from all
supplies provided during the calendar (or financial) year.

In the current year, the coefficient calculated at the end of
the previous year should be applied in the particular VAT
periods (in specific cases, the coefficient approved by the tax
authority).

VAT may not be deducted in respect of the following:

» Purchase, lease or hire of passenger cars (M1) acquired,
leased or hired prior to 1 January 2010;

» Entertainment and amusement;

» Expenditures paid by the VAT payer on behalf and on
account of a purchaser or customer which the VAT payer
requires from the purchaser/customer.

Doing business in the Slovak Republic

Value added tax (VAT)

Rates

Slovak legislation provides for a standard rate of 20% and

a reduced rate of 10% on supplies performed by a VAT payer.
The reduced rate of 10% applies mainly to pharmaceutical
products, certain medical aids and to printed material (books,
certain types of magazines, etc.). All other supplies are
subject to the standard rate.

The following are examples of transactions that are VAT

exempt with an entitlement to recover the input VAT:

» Supply of goods to a person identified (registered) for VAT
in another EU Member State;

» Export of goods (i.e. goods physically leaving the territory
of the EU);

» International transportation of persons.
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The following supplies are VAT exempt (in general with no
entitlement to recover the input tax) in accordance with
Sections 28 - 42 of the VAT Act:

» Postal services (Article 28);

» Healthcare services (Article 29);

» Social welfare (Article 30);

» Education and training services (Article 31);

» Services provided to members of certain bodies (Article 32);

» Services associated with sport or physical education
(Article 33);

» Cultural services (Article 34);

» Collection of financial funds used for their own activity
by persons who meet the conditions stipulated in the Act
(Article 35);

» Radio and television broadcasting performed by a public
body (Article 36);

» Insurance services (Article 37);

» Transfer and lease of real estate (Article 38);

» Financial services (Article 39);

» Sale of postage stamps, duty stamps (Article 40);

» Operation of lotteries and similar games (Article 41);

» Sale of goods where VAT was not deductible upon their
acquisition (Article 42).

VAT refund

In accordance with the Slovak VAT Act, it is possible for Slovak
VAT payers to recover VAT incurred in an EU member state other
than the Slovak Republic. The VAT refund requests are to be filed
electronically with the respective Slovak tax authority but the
entire VAT refund process is administered by the tax authorities
of the country where the VAT was paid. The rules for VAT refund
are based on the provisions of EU Directive No. 2008/9/EU.

Similarly, foreign non-established businesses from the
European Union can apply for recovery of VAT incurred in
the Slovak Republic by filingVAT refund requests with the
respective foreign tax authority. The entire VAT refund
process is administered by the Slovak tax authoritiy.

It is not possible to claim a refund of VAT incurred for the
provision of VAT exempt services without the entitlement
to a VAT deduction.

Intrastat

The INTRASTAT system became fully applicable in Slovakia
from 1 May 2004. Under this system, Slovak VAT payers
performing intra-Community transactions (sending/receiving
goods to/from other EU member states) are obliged to
report these transactions electronically on a monthly basis.
Thresholds are applicable for both dispatches and arrivals of
goods, allowing simplified reporting or no reporting at all.

Doing business in the Slovak Republic

Value added tax (VAT)

EC Sales List

A Slovak VAT payer must submit an EC Sales List reporting

the following transactions:

» Intra-Community supplies of goods,

» VAT exempt relocations of goods to the EU Member States;

» Supplies of goods via triangular transaction if the VAT payer
acts as first customer;

» Supplies of services with the place of supply in another EU
member state to a taxable person or to an entity identified
for VAT, for which the recipient is liable to pay the VAT.

EC Sales List must be submitted electronically on a monthly basis,
in some cases quarterly filing is possible. Secured electronic
signature is required for electronic filing of EC Sales List.

Customs duties

On 1 May 2004, customs duties on imports to Slovakia from
EU countries were abolished, and the EU Common Customs
Tariff was imposed.

Elimination of customs duty on imports from EU countries
Customs duties and quantitative restrictions are prohibited
between EU member states. The physical border controls
between the acceding countries were abolished on

1 May 2004. Only imports of non-Community goods (for
example, direct imports from third countries) are subject to
the rules on presentation to and clearance by customs.

42



Goods imported from non-EU countries into the Slovak
Republic are subject to import customs duties, excise duties,
VAT and other commercial policy measures based on the
Community Customs Tariff. Goods imported to or exported
from the Slovak Republic can also be subject to import/
export restrictions (i.e. import/export licences, veterinary
inspections). Goods imported and released into the free
circulation customs regime, which are sent to or acquired
from other EU member states, are no longer regarded as
exported or imported.

Import VAT is part of the customs debt and is usually payable
within 10 days from the date of receipt of the customs
declaration confirmed by the customs authorities. Import
VAT is then deducted through submission of a VAT return.

A legislative change is expected from 2013 introducing

a reverse charge mechanism on import VAT.

“Transfer pricing" in VAT

In some cases, mostly when recipients of services or goods
have restricted VAT deduction entitlement and when
transactions are performed between local related parties,
"market values" need to be used by the supplier to determine
the tax base. Related parties are understood to be e.g.
persons acting as statutory representatives/members of the
Board of Directors of the supplier, employees of the supplier,
family members, etc.

Local taxes

The tax reform was followed by a fiscal decentralisation,
which included significant changes to the structure of local
taxes and fees. The decentralisation increased the fiscal
competencies of municipalities in the field of local taxes.

Local taxes are imposed by municipalities on the following:
> Real estate;

» Dogs;

» Use of public premises;

» Accommodation;

» Vending machines;

» Gaming machines;

» Vehicle access to historical parts of towns;

» Nuclear facility;

» Municipal waste and minor construction waste;
» Motor vehicles.

The major local taxes concern real estate and motor vehicles:

Real estate tax

Real estate tax is levied on real estate. In the territory of the

Slovak Republic, usually the owner of the land, building or
apartment is liable to real estate tax.

The tax base is calculated as the value of the land
per square metre multiplied by the surface area of the

Doing business in the Slovak Republic

Value added tax (VAT)

land or is determined by the surface area built up by the
buildings/apartments. The annual tax rate for real estate

tax stipulated in the Act on Local Taxes for land is 0.25%,
for buildings and apartments it represents EUR 0.033 per
square metre of built-up area. The rates stipulated in the law
are optional and municipalities have a substantial degree of
discretion to increase or decrease them.

Tax is paid for the current year, reflecting the status/changes in
the real estate as at the end of the previous calendar year.

Motor vehicle tax

Taxable vehicles are those used for business purposes

within the Slovak Republic or for activities from which the
respective income is subject to income taxation. The taxpayer
is, in general, an individual or legal entity registered as

the “holder” of the car who uses the vehicle for business
purposes.
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Accounting and record-keeping

Accounting and record-keeping

Slovak GAAP and IFRS

Slovak accounting legislation requires financial statements

to be prepared under Slovak Generally Accepted Accounting
Principles (“Slovak GAAP") or, where certain specific criteria
are met, under International Financial Reporting Standards
as adopted by the EU ("“IFRS™).

The comments that follow, directed at the requirements

of Slovak GAAP and IFRS-related issues, are covered under
the heading “financial statements, disclosure and audit
requirements”.

Slovak GAAP is based on the Act on Accounting of 1993,
which has subsequently been amended on a number of
occasions, most recently in 2003 and 2005 and is broadly in
line with IFRS, although there are a number of differences in
the treatment of specific issues (e.g. financial statements’
presentation, financial instruments, etc.).

Chart of accounts

Under Slovak GAAP, an entity must record its accounting

entries using a prescribed chart of accounts. Separate charts

of accounts exist for the following types of business:

» Entrepreneurs (most businesses fall within this category);

» Municipalities and institutions that are financed from the
state budget;

» Non-entrepreneurs (i.e. not-for-profit organisations,
political parties, civic associations and other similar
bodies).

The chart of accounts for entrepreneurs contains
the following categories:
Class Description
0 Non-current assets
Inventory
Financial accounts
Debtors and creditors, other assets and short-term
liabilities
Capital accounts and non-current liabilities
Expenses
Revenues
Closing and off-balance sheet accounts
and 9 Internal accounting

w N -

o ~NOo Ul M
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Slovak GAAP prescribes a three-digit ledger account code
(synthetic accounts) for each class of asset, liability, revenue
and expense, and optional sub-ledger accounts (analytical
accounts). Two-digit ledger account codes (group accounts)
for each class are prescribed - see Appendix 1 for the
obligatory Chart of Accounts for Entrepreneurs.

Entities are permitted to create other synthetic account codes
for balance sheet accounts that are not prescribed in the
chart of accounts.

From 1 January 2009, accounts must be maintained in EUR
(and assets and liabilities denominated in foreign currency
must also be recorded in that foreign currency) and the
books kept in the Slovak language.

Records must be retained for the minimum periods shown

below:

» Financial statements - 10 years;

» Other accounting documentation, e.g. chart of accounts,
ledgers, invoices, stock records, etc. - 5 years.
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Accounting and record-keeping

Fundamental accounting concepts

Accounting principles include the going-concern principle,
completeness, existence, “true and fair” view, clarity,
consistency, matching, grossing up, cost-benefit, continuity,
the accrual method of accounting, prudence, materiality, and
individual valuation.

Financial statements must be prepared on the going-concern
principle unless legal requirements or other circumstances
require otherwise. Special accounting principles apply to
liguidations. The accounting principles followed by accounting
entities must be consistent from year to year.

Accounting period

The accounting period is usually equivalent to the calendar
year but may be equivalent to the financial year. The financial
year is a period of 12 consecutive calendar months not
identical with the calendar year. An entity should announce
the change of the accounting period to the relevant tax
authorities in writing within thirty days of the entity's
establishment or fifteen days prior to the change of the
accounting period. The new accounting period should be
applied for at least one financial year.

Any change in the accounting period may only be effected
from the first day of a calendar month. When the accounting
period is changed, the period from the end of the preceding

accounting period to the beginning of the next accounting
period is an accounting period shorter than twelve calendar
months. This applies when the accounting unit is being
established or dissolved, whereby the first accounting period
of the newly established accounting unit commences on the
date of its incorporation and the last accounting period of
the dissolved accounting unit terminates on the date of its
dissolution.

Tangible and intangible non-current assets

Tangible assets are shown either at cost or replacement
cost and intangible assets at whichever is the lower of
development cost or replacement value.

Interest on bank loans may be capitalized within the
acquisition costs of a non-current asset if a company decides
on this approach before the asset is put in use.

The costs of technical improvements to non-current tangible
assets are capitalized. Repairs and maintenance expenses are
expensed as incurred.

Tangible non-current assets are depreciated over their
estimated useful economic lives as determined by the
entity. An entity must amortize goodwill, negative goodwill,
incorporation costs and development costs within five years
of their acquisition. Other intangibles should be amortized
over their estimated useful economic lives.

Doing business in the Slovak Republic

In the event of a temporary decrease in the value in use of

a non-current intangible asset, an impairment provision equal
to the difference between the value in use and the net book
value is posted.

Assets and liabilities of merged companies should be revalued
to fair values.
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Securities and investments

At acquisition, securities and investments are valued

at acquisition cost, which also includes costs related to
acquisition (for example, fees and commissions paid to
stockbrokers or to the stock exchange). However, interest on
loans, foreign exchange differences and costs related to the
holding of securities and investments do not constitute part of
the acquisition cost. Securities and investments are separated
into defined groups. Selected securities and investments are
measured at fair value at the balance sheet date. Any changes
in fair value are recorded in the appropriate account of
financial assets, with a corresponding entry either in financial
expense or financial income in the profit and loss account or
directly through equity on a consistent basis, depending on
the type and term of the financial asset.

When revaluing to reflect fair value, the entire revaluation
surplus or deficit is recorded to the respective account under
the profit and loss account or special equity account.

If there is a decrease in the carrying value of financial assets
that are not revalued at the balance sheet date, the difference
is considered a temporary diminution in value and is recorded
as a provision.

The fair value is the market value that is published by the
relevant domestic or foreign stock exchange. If the market
value is not available from a public market, a valuation
amount is given in a qualified estimate or in a certified
expert's opinion.

Derivatives

Derivatives are classified as derivatives held for trading
and hedging derivatives. Derivatives are initially stated

at acquisition cost and on the balance sheet they are
recorded in other short-/long-term receivables or payables,
as appropriate.

If the derivative is classified as a derivative held for trading

on a domestic or foreign stock exchange or another public
market, any change in its fair value supported by public
market data is recognized in financial expenses/income at the
balance sheet date. Changes in the fair value of derivatives
held for trading on a closed market are recognized in equity at
the balance sheet date.

Changes in fair values of hedging derivatives and assets
or liabilities hedged by derivatives are recognized in equity.

Doing business in the Slovak Republic

Inventory

Inventory is stated at acquisition cost using the first-in, first-out
method (“FIFO"- the first price for the valuation of additions to
inventory is used as the first price for the valuation of disposal
of inventory) /standard costing and price variances/weighted
average methods. The cost includes the purchase price and
related costs (freight, customs duty, commission, etc.).

Any discounts and rebates received decrease the cost of the
inventory.

Internally generated inventory is stated at own costs. Own
costs include direct material and labour costs and production
overheads.

Physical stocktaking of inventory may be performed at any time
during the accounting period. Stocktaking will substantiate the
existence of inventory at the balance sheet date by using the
physical stocktaking data adjusted for movements of inventory
in the period from the conclusion of the physical stocktaking to
the end of the accounting period.

All differences must be reflected in the accounts of the period
to which the stocktaking relates. Surpluses and shortfalls may
be offset only under specific circumstances if they relate to
similar items. If not, they must be recorded separately.

A provision is made in the event of a temporary diminution in
the value of the inventory.
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Debtors
A provision is made in the event of a risk connected with
overdue and doubtful debts.

Shareholders' equity

Issued, registered and fully-paid share capital, share premium,
capital funds, revaluation reserve, legal reserve fund, retained
earnings and current year profit or loss all form part of
shareholders' equity.

The company'’s share capital is stated in the amount recorded
in the Commercial Register. Any increase or decrease in the
share capital pursuant to a decision made by the General
Meeting, which was not entered in the Commercial Register at
the reporting date, is recognized as a change in share capital.
Contributions in excess of the share capital are recorded as
share premiums.

The post-tax profit for the year and retained earnings may
be distributed as a dividend only if accumulated losses are
settled in full and a transfer to the Legal Reserve Fund is
performed prior to dividend distributions being made.

Retained earnings are to be used to account for significant

corrections to prior-period revenues and expenses and to
assess the effect of changes in accounting policies.

Doing business in the Slovak Republic

Provisions

In accordance with the principle of prudence, provisions
should be created for payment obligations deriving from past
or ongoing events or contracts where a future occurrence

is certain or probable, but where either the amount or the
timing is uncertain at the time of preparation of the financial
statements. They are stated at the expected amount of the
liability. Liabilities might include warranty obligations and
other guarantees, certain future liabilities, early retirement
pensions and employee benefits, severance payments, and
environmental obligations.

Financial institutions, insurance companies and brokerage

companies may establish provisions or allowances in
accordance with special regulations.
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Deferred tax

All accounting entities whose financial statements are subject
to statutory audit are obliged to account for deferred tax.
Deferred tax arises not only from differences between tax and
accounting depreciation, but from all temporary differences
between the carrying value of assets and liabilities and their
respective tax base.

Deferred tax liabilities are recognized for all taxable
temporary differences. Deferred tax assets are recognized for
all deductible temporary differences and unused tax losses

to the extent that it is probable that taxable profit will be
available against which deductible temporary differences and
unused tax losses may be utilized. Tax losses may be utilized
up to a maximum of five years.

Deferred tax assets and liabilities are measured at the rates
that, according to the provision enacted by the balance sheet
date, will apply in the period when the asset is realized or the
liability is settled.

Leases

Financial leasing is defined as the acquisition of a non-current
asset based on a leasing contract including the right to
purchase the leased asset. Assets acquired under financial
lease are capitalized on the date of acceptance of the subject
of the lease, which is valued at an amount equal to the
principal. Lease payments are apportioned between the
finance charge and the reduction of the outstanding liability,
i.e. principal. The finance charge is expensed on an accrual
basis.

For lease contracts signed up to 31 December 2003, the
lease payments are included in expenses and the residual
value of the leased assets is capitalized when the lease
contract expires and the purchase option is exercised. Lease
payments paid in advance are accrued.

Assets acquired under operating lease are expensed over the

leasing term. The rental cost is expensed on a straight-line
basis over the leasing term.
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Foreign transactions

Foreign currency transactions are translated into EUR using
the foreign exchange rate of the National Bank of Slovakia
valid at the transaction date. Monetary assets and liabilities
denominated in foreign currency are translated using the
foreign exchange rate valid at the balance sheet date. Foreign
exchange gains and losses are recognized in the profit and
loss account.

Purchases and sales of foreign currency are translated

into EUR using the foreign exchange rate valid when these
amounts were purchased or sold.
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Financial statements, disclosure and audit requirements

Financial statements under Slovak GAAP

All entities governed by the Act on Accounting are obliged

to prepare financial statements and consolidated financial
statements (if applicable) for each financial year. Individual
financial statements should be prepared not later than six
months after the end of the reporting period and consolidated
financial statements during the subsequent accounting
period. Listed companies are also required to prepare
half-yearly and quarterly financial statements as well as
consolidated financial statements.

The year-end financial statements consist of a balance

sheet, profit and loss statement and notes to the financial
statements including a cash-flow statement. The notes must
contain detailed information assessing the entity’s assets,
liabilities, financial position and results. This includes the
accounting principles, valuation methods and depreciation
rates used in the period. The balance sheet and income
statement must be prepared on the appropriate forms. Details
of the content and disclosure requirements are specified by
the Ministry of Finance.

Financial statements under IFRS

Individual financial statements
From 1 January 2006, individual financial statements are
required to be prepared in accordance with IFRS if the entity:
a) is a company (a.s., s.r.o., v.0.s., k.s.) and if at least
two of the following conditions were met in at least two
consecutive accounting periods:
» the total value of assets excluding provisions exceeded
EUR 165,970 thousand;
» the net turnover exceeded EUR 165,970 thousand;
» the average number of employees exceeded 2,000.
A company should continue to prepare financial
statements in accordance with IFRS even when the above
conditions are no longer met in the subsequent accounting
periods;
b) is a bank, insurance company or other entity providing
financial services;
c) is required to prepare IFRS financial statements under
special Government requirements or European Union
legislation.

Doing business in the Slovak Republic

Consolidated financial statements
All consolidated financial statements should be prepared in
accordance with IFRS.

If a company is owned by a parent company in the European
Union (100% ownership, or at least 90% ownership and an
agreement with other owners), the company is not under

an obligation to prepare consolidated financial statements

and issue an Annual Report on the consolidated financial

statements if:

» the company and all its subsidiaries are included in the
consolidated financial statements prepared by its parent
company in line with European legislation;

» the consolidated financial statements prepared by its parent
company are audited and published in line with European
legislation;

» the company discloses in its notes to the individual financial
statements the name and address of its parent company
which prepares the consolidated financial statements and
information that the company itself did not prepare any
consolidated financial statements.
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A company is not required to prepare consolidated financial

statements if the aggregated data contained in the most

recent individual financial statements of the entities

representing the consolidated entity in each of the two

preceding accounting periods fulfilled at least two of the

following conditions:

» the total asset value of the aggregated entity was less than
EUR 17,000 thousand;

» the net turnover of the aggregated entity was less than
EUR 34,000 thousand;

» the average number of employees of the aggregated
entities in the accounting period did not exceed 250.

If a company is listed or prepares its individual financial
statements in accordance with IFRS, the previous paragraphs
do not apply, and the company must prepare the consolidated
IFRS statements.

A company is not required to prepare consolidated financial
statements if the subsidiaries are not significant, i.e. they do
not affect significantly the financial position and the results of
the consolidated entities.

Financial statements, disclosure and audit requirements

Filing requirements

An entity should submit one copy of its financial statements
to the relevant tax authorities together with its corporate
income tax return.

An entity must publish its financial statements and Annual
Report by filing them with the Commercial Register within
30 days of their approval. Consolidated financial statements
should be filed with the Commercial Register within one year
of the end of the relevant reporting period. The financial
statements may be filed as a component of the Annual
Report. The Annual Report should contain the financial
statements, an auditor's report, a summary of operations,
activities, and significant subsequent events, a summary of
research and development costs, a forecast for the entity
and other information specified by the Act on Accounting.
For publicly listed companies, the Annual Report should
include management representations about governance,
the structure of shares and securities, their restrictions,
preference or employee shares, agreements between
shareholders or other important information related to
shareholders and the company’s bodies.

An entity which is required to have its financial statements
audited should publish its balance sheet and income
statement and information as to whether the financial
statements as published are incomplete in the Commercial
Bulletin within thirty days of their approval. A consolidated
balance sheet and income statement should be published

Doing business in the Slovak Republic

in the Commercial Bulletin within one year of the end of the
reporting period.

Entities that prepare their individual financial statements in
accordance with IFRS must publish their full financial statements
and Annual Reports on the Internet and publish their Internet
address in the Commercial Bulletin (“Obchodny vestnik™).

Commercial Register

An integral part of the Commercial Register is a collection of

documents (“Zbierka listin"), which must include at least the

following:

» deed of association/partnership agreement/deed of corporate
formation (their effective wording);

» company statutes, together with any amendments;

» resolutions concerning changes to a company'’s statutory
bodies;

» financial statements, together with an auditor’s report and
annual report where required;

» resolutions to wind up the company;

» records of general meetings;

» details of mergers, changes in legal form, divisions or transfers
of property to shareholders;

» decisions of a court regarding invalidity of a decision of the
general meeting;

» expert valuations of non-monetary contributions;

» certain other documents, as required by law.
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Fines and penalties

Certain specified breaches of the Act on Accounting may
result in fines and penalties of up to 3% of total gross assets.
All other breaches of the Act on Accounting may attract
penalties of up to 1% of total gross assets. If it is not possible
to assess the value of total gross assets, the total penalty may
be up to EUR 3.3 million.

Audit requirements
Under Slovak accounting law, the following entities are
required to have their individual financial statements audited:
1) Business entities that are obliged to create issued capital
(e.q. limited liability companies, all Slovak joint-stock
companies, and cooperatives), if they met any two of the
following criteria at the balance sheet date in the year
preceding the year in question:
a) The total value of the entity’'s assets exceeded
EUR 1,000 thousand;
b) The entity’'s net turnover exceeded
EUR 2,000 thousand; for this purpose,
net turnover means revenues from the sale of products
and goods and from the provision of services;
¢) The average number of employees exceeded 30;
2) All listed companies;

Financial statements, disclosure and audit requirements

3) All entities which are obliged to prepare their individual
financial statements in accordance with IFRS;

4) Certain organisations that are designated by taxpayers as
beneficiaries of percentage donations of income tax, if the
annual amount of the tax donations received exceeds
EUR 33 thousand;

5) Other entities, if other laws require them to be audited.

Consolidated financial statements must also be audited.

The audit of the financial statements (and consolidated
financial statements) must be performed by the end of the
financial reporting period following the period for which the
financial statements were prepared, unless stated otherwise.

Audits are governed by the Act on Auditors and International
Auditing Standards ("ISA") and regularly updated to reflect
the most recent changes made to the ISA.

Auditors must be members of the Slovak Chamber of
Auditors. To qualify as an auditor, an individual must have
five years' experience, and have passed the qualifying
examinations.

Doing business in the Slovak Republic

On 1 January 2008, the Act on Auditors, Audit and Oversight
of Audit (the “new auditing law") was implemented and the
Office for oversight over auditors and performance of audits
was established. The new auditing law is based on the

8th Directive, and represents a significant step towards
greater investor protection.

A registered statutory auditor and key audit partner may

be appointed to perform the statutory audit of a public-
interest entity for a maximum of five years from the date

of appointment. He may again perform an audit of this
public-interest entity after the lapse of a period of at least two
years from the last audit. This limitation is applicable to the
individuals responsible for the statutory audit only but

not to the audit firm.

In the financial statements relating to the financial year
commencing 1 January 2008 or later, entities must disclose
(amongst other information) the fee for the audit

of the current year's financial statements and other fees
paid to the auditors for any other audit and non-audit-related
services.
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Audit committee

From 1 January 2008, publicly listed companies, banks,
insurance companies, asset management companies or

other entities providing financial services are to establish

an audit committee. The committee comprises members of
the Supervisory Board or other members nominated by the
General Meeting. At least one member of the audit committee
should have at least five years' experience in accounting or
auditing and should be independent of the entity. The audit
committee’s role is to perform competencies that will limit the
influence of the entity's statutory bodies on the appointment
of the auditor. The committee will be competent to nominate
and supervise the services provided by the auditor, supervise
the process of preparing the financial statements and internal
controls, inspect the efficiency of the internal audit

function, etc.

Financial statements, disclosure and audit requirements

A company is not required to establish an audit committee
if its parent company has an audit committee which also
serves the subsidiary, or the competencies of the audit
committee are assumed by the Supervisory Board.

From 1 January 2008, in accordance with European
Directives, the General Meeting or the Members' Meeting

is authorised to appoint or dismiss the auditor on the proposal
of the Board of Directors. If the relevant entity has an audit
committee, it is within the competence of this committee

to make recommendations on the auditor to the entity's
Board of Directors.

Doing business in the Slovak Republic
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Appendix 1: General Chart of Accounts

CLASS 0 - Non-current assets

01 - Non-current intangible assets

02 - Property, plant and equipment - depreciable

03 - Property, plant and equipment - non-depreciable

04 - Acquisition of non-current assets

05 - Advance payments made for non-current assets

06 - Non-current financial assets

07 - Accumulated amortization of intangible assets

08 - Accumulated depreciation of property, plant and
equipment

09 - Value adjustments to non-current assets

CLASS 1 - Inventory

11 - Raw materials

12 - Own work capitalized

13 - Merchandise

19 - Value adjustments to inventory

CLASS 2 - Financial assets

21 - Cash

22 - Bank accounts

23 - Current bank loans

24 - Other short-term financial assistance

25 - Current financial assets

26 - Transfers between financial assets

29 - Value adjustments to current financial assets

CLASS 3 - Debtors and creditors, other assets and short

term liabilities

31 - Receivables

32 - Liabilities

33 - Receivables from and payables to employees and social
insurance and health insurance institutions

34 - Taxes and subsidies

35 - Receivables from partners and group

36 - Liabilities to partners and group

37 - Other receivables and other liabilities

38 - Accruals/deferrals of expenses and income

39 - Value adjustments to receivables and liabilities and
internal transactions

Doing business in the Slovak Republic
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CLASS 4 - Capital accounts and non-current liabilities
41 - Registered capital and capital funds

42 - Retained earnings and funds created from profit

43 - Net profit/net loss

45 - Provisions

46 - Bank loans

47 - Non-current liabilities

48 - Deferred tax liability and deferred tax asset

49 - Sole proprietor

CLASS 5 - Expenses

50 - Consumed purchases

51 - Services

52 - Personnel expenses

53 - Taxes and fees

54 - Other operating expenses

55 - Depreciation, amortization and write-offs, provisions and
value adjustments to operating expenses

56 - Financial expenses

58 - Extraordinary expenses

59 - Income taxes and transfer accounts
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Appendix 1: General Chart of Accounts

CLASS 6 - Revenues

60 - Revenues from own outputs and merchandise
61 - Changes in internal inventory

62 - Own work capitalized

64 - Other operating revenues

65 - Accounting for operating income

66 - Financial revenues

68 - Extraordinary revenues

69 - Transfer accounts

CLASS 7 - Closing and off-balance sheet accounts
70 - Balance sheet accounts

71 - Profit and loss account

75 to 79 - Off-balance sheet accounts

Doing business in the Slovak Republic 56



Contacts

Contacts



Contacts

Ernst & Young in the Slovak Republic

Ernst & Young is a global leader in assurance, tax, Ernst & Young

transaction and advisory services. Worldwide, our HodZovo nam. 1A

152,000 people are united by our shared values and 811 06 Bratislava

an unwavering commitment to quality. We make Slovak Republic

a difference by helping our people, our clients and Tel.: +421 2 33339111

our wider communities achieve their potential. Fax: +421 2 33399112

E-mail: marketing@sk.ey.com

For more information, please visit www.ey.com. www.ey.com/sk

Ernst & Young refers to the global organization of member
firms of Ernst & Young Global Limited, each of which is

a separate legal entity. Ernst & Young Global Limited, a UK
company limited by guarantee, does not provide services
to clients.
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Contacts - Ernst & Young

Stan Jakubek Mark Dobson Jozef Mathia
Country Managing Partner Head of Assurance, Partner Transaction Advisory Services, Director
Head of Tax mark.dobson@sk.ey.com jozef.mathia@sk.ey.com
stan.jakubek@sk.ey.com

Sean McSweeney Lukas Neduchal
Glinter Oszwald Assurance Partner Advisory Services, Senior Manager
Tax Partner sean.mcsweeney@sk.ey.com lukas.neduchal@sk.ey.com

gunter.oszwald®@sk.ey.com
Dalimil Draganovsky
Assurance Partner
dalimil.draganovsky@sk.ey.com

Tomas Precek
Assurance Partner
tomas.precek@sk.ey.com
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About Ernst & Young

Ernst & Young is a global leader in assurance,
tax, transaction and advisory services. Worldwide,
our 152,000 people are united by our shared
values and an unwavering commitment to quality.
We make a difference by helping our people, our
clients and our wider communities achieve their
potential.

For more information, please visit www.ey.com.

© 2011 EYGM Limited.
All Rights Reserved.

This publication contains information in summary form and is
therefore intended for general guidance only. It is not intended
to be a substitute for detailed research or the exercise of
professional judgment. Neither EYGM Limited nor any other
member of the global Ernst & Young organization can accept
any responsibility for loss occasioned to any person acting

or refraining from action as a result of any material in this
publication. On any specific matter, reference should be made
to the appropriate advisor.

Ernst & Young refers to the global organization of member firms
of Ernst & Young Global Limited, each of which is a separate legal
entity. Ernst & Young Global Limited, a UK company limited by
guarantee, does not provide services to clients.
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