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1. Introduction

The Czech Republic, as an independent state, was established on January 1, 1993
by a split of the former Czech and Slovak Federal Republic. With an area of 78 866 sq. km,
population of 10,5 mil. and population density of 133 inhabitants per sq. km, it could be clas-
sed as a small Central European state.

The area of the state is administratively structured into 76 territorial entities - (LAU 1 -
districts with approximately 120 thous. inhabitants on average) and the capital Prague (NUTS 3
and LAU 1 at the same time) with 1 243 mil. inhabitants at the end of 2013. Concerning terri-
torial performance of state administration the district offices were abolished in 2003, function
of state administration, which these authorities had exercised until that time, passed largely
on municipal and regional offices. The local government is performed on the level of individu-
al municipalities (ca 6,3 thous. municipalities) and from January 1, 2000 also on the level of 14 re-
gions (it corresponds with the classification NUTS 3) that represent higher self-government
units. They were gradually involved in some functions formerly provided at the level of district
offices or ministries.

The economic and social tranformation proceeding after 1989 had an impact on certain
demographic characteristics of the population. The most significant aspects are postponement
of a family establishment and birth of children. Number of born children had dropped constant-
ly. Since 1993 the natural population increment has turned into a decrement. However, in 2006
- 2012 number of live-born children has exceeded number of the deaths. In 2013 there were
106,8 thous. of live births and 109,2 thous. of the deaths. As of December 31, 2013 number
of inhabitants of Czech Republic made up 10 512 thous.

Growth of GDP in constant prices detected decrease by 0,7 % (in current prices there was
increase by 0,9 %) in Czech Republic in 2013. Economy was affected mainly by persisting debt
crisis in Eurozone and restrictive fiscal policy. Income situation of households has been worse-
ned (current incomes have decreased), tension on labour market has been intensified, investment
activity has remained weak, growth of foreign demand was minimal. With regard to reduced
demand of households the inflation rate made up 1,4 % in 2013 (the lowest rate in last four
years). Final consumption slightly increased in 2013 (by 0,6 %) - after decrease in last two years
- due to governmental sector (by 2,1 %), consumption of households stagnated (growth only by
0,1 %).

From the point of view of unemployment development the situation in 2013 was affected
by ongoing economic recession. Unemployment was on the annual increase during first half
of the year, in the second half-year its growth slowed down. Annually rate of unemployed per-
sons gradually decreased in 1st half-year of 2013 (after usual growth at the turn of the year)
to 7,3 % as of June 30, 2013 (i.e. annually higher by 0,9 percentage point). Starting 2nd half-
year the rate started to increase up to 8,2 % as of December 31, 2013. As of June 30, 2013, there
were 540,5 thous. registered job seekers (i.e. annually higher by 65,9 thous.), at the end of 2013
its number made up 596,8 thous. (i.e. annually higher by 51,5 thous.). Average number of job
seekers reached 564,4 thous. in 2013 (it represents annual increase by 60,0 thous.).
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2. Pension Insurance

Pension system of the CR is based on basic mandatory pension insurance according
to the Act No. 155/1955 Coll., on pension insurance (first pillar) and on supplementary pen-
sion savings according to the Act No. 427/2011 Coll., on supplementary pension savings,
which has substituted supplementary pension insurance with state contribution according
to the Act No. 42/1994 Coll. (third pillar), and from 2013 on voluntary pension savings
according to the Act No. 426/2011 Coll., on pension saving (second pillar).

The system of basic pension insurance is based on mandatory involvement and on a running
basis (pay-as-you-go = PAYGO). The scheme is universal and secures all economically active per-
sons; its funding is based on solidarity amongst generations. The regulation is unified for all insu-
red persons except some administrative and organizational variations in cases when bodies of soci-
al security of departments of defense, interior and justice are responsible for decision-making.

The following pension benefits are provided under pension insurance: old-age pension,
disability pension, widow's pension, widower's pension and orphan's pension. A pension is com-
posed of two elements: a basic amount (stipulated by universal fix amount identical for all pensi-
oners) and the percentage-base assessment based on the insured period and earnings achieved.
Czech Social Security Administration and relevant authorities of social welfare of Ministry
of Defence, Ministry of Interior and Ministry of Justice take decision on claim, amount and pay-
ment of pension.

After passage of Pension Insurance Act in 1995 number of legislative changes has been ado-
pted. For example adjustments effective since 2004, when increase in the retirement age after
2007 has been approved. Furthermore, early retirement was limited by cancellation of temporarily
reduced pension (except for disability pensioners), crediting of studies for the purposes of pension
insurance has been reduced as well as cancelling the condition enabling entitlement to the payment
of old-age pensions concurrently with income from gainful activities. Rate of premium for pensi-
on insurance was increased by two percentage points (from 26% to 28% of the assessment base)
and at the same time the rate of contribution to the state employment policy decreased by two
percentage points (from 3,6% to 1,6% of the assessment base). Gradual increase in the minimum
assessment base for setting premiums for the self-employed in 2004-2006 has been also adopted.

In 2006 there were changes in the partial disability pensions and widow's pensions paid
in concurrence with another pension. Payment of partial disability pensions, which had not been
paid or reduced due to income from gainful activities, has been paid in full amount since Februa-
ry 2006. Amount of widow pension for widows who became entitled to this pension before 1 Janu-
ary 1996 (and their widow pension was limited due to exceeding of stipulated amount) has been
adjusted since July 2006. With regard to adoption of the Act No. 108/2006 Coll., On Social Servi-
ces, which introduced a new benefit - care allowance, increase of pension for helplessness has been
abolished since 2007.

The legal regulation adopted in 2008 (the Act No. 306/2008 Coll.), which has become effec-
tive in principle since January 1, 2010, implemented the first phase of pension reform with inten-
tion to improve financial sustainability and long-term stability of basic pension insurance.
The most significant changes include:

- gradual extension of the insurance period required for entitlement to old-age pension from

25 years to 35 years including non-contributory periods of insurance or to 30 years without

non-contributory periods of insurance,

- gradual limitation on crediting of non-contributory insurance periods also for entitlement
to the old-age pension to 80% except period of personal care for a child under age of 4 years
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or for a person dependent on care of other person or due to former basic military service,

- uninterrupted continuation in gradual increases in the retirement age to 65 years for men
and women who have not brought up any child or one child and to 62 - 64 years for women
(by the number of the brought up children), if they have brought up at least two children,

- gradual extension of the period for the early retirement from three to five years,

- cancellation of condition for entitlement to old-age pension in addition to income from
gainful employment, which consisted in negotiation the employment relationship
for a maximum period of one year,

- increase of percentage amount of old-age pension for the period of employment after beco-
ming entitled to old-age pension from the concurrent receipt of this pension,

- the change of a full disability pension to old-age pension in the same amount at the age
of 65 years,

- unification of the existing fixed age limit for the "permanent" entitlement of women
to men and to a widower's pension at the age of 4 years below the retirement age for men
the same birth date,

- new definition of disability (introduction of three-degree) with "permanent" protection
of existing amounts of partial disability pensions in case of change from II. degree of disa-
bility to I. degree,

- unification of the age limit, to which the so-called imputed amount of time for the per-
centage amount of disability pension for men and women (for men and women of retire-
ment age set for women of the same birth date, which did not bring up any child),

- cancellation of the duration of studies acquired in the period after the Act was enacted
as non-contributory period, except for assessment of entitlement to disability pensions,

- increase of reduction of the percentage-based assessment in case of early retirement from
0,9% to 1,5% of calculation base (from the 721st calendar days for every - as well as ini-
tiated - 90 calendar days).

Change of the Pension Insurance Act adopted in 2011 (the Act No. 220/2011 Coll.) reacted
to the relevant judgment of the Constitutional Court, that legislation of determining the calculati-
on base (from which the percentage-based assessment of pensions is calculated, along with
the determination of the reduction limits) does not ensure (with other parameters of pension sys-
tem construction) constitutionally guaranteed right to adequate material security and induce una-
cceptable inequalities between different groups of persons insured. Judgment of the Constitutio-
nal Court made possible to adjust reduction limits and to adopt another measures for increasing
the principle of equivalence (merit) in basic pension system generally. The amendment of the Pen-
sion Insurance Act therefore includes other measures that improve financial sustainability
of the basic pension insurance.

Among the most significant changes belongs:

- determination of the basic amount of pension, basic amount of pensions is always set
as 9% of the average wage,

- determination of the amount of reduction limits and credit of amounts of the personal
assessment base for determination of the calculation base. The Act clearly regulates rules
for determination of reduction limits - in relation to the average wage - depending on the amount
of reduction limits of the percentage for determining the amounts to be credited to level
of calculation base from the personal assessment base. This change will be implemented
gradually over a five-year transition period,

- continuation of gradual extension of reference period for determination of the personal
assessment base from the current target state of 30 years to lifelong period with the fact
that incomes before 1986 are not taken into account. In many cases the reference period
shall include period of the systematic preparation for future careers in form of study, when

10



insured persons usually do not reach any income. When calculating the pension the period
of study is considered as excluded period and division of real income earned in reference
period will not come to pass,

- continuation of increasing of the retirement age and acceleration of unification of the retire-
ment ager for men and women, the full unification of the retirement age will come up in 2041.
For persons born in 1975 there will be single retirement age of 66 years and 8 months (this
retirement age will be increased by 2 months for every year of birth after 1975),

- slower gradation of percentage rate for reducing the amount of the percentage-based
assessment of early retirement - in case of pensions granted after December 31, 2011,
the percentage-based assessment will be reduced for every (as well as initiated) 90 calen-
dar days in period from 361st to 720th days by 1,2% of calculation base (compared to cur-
rent 0,9% of the assessment base),

- cancellation of a lump sum payment at termination of entitlement to widow s, respectively
widower’s pension due to enter to new marriage for entitlements after December 31, 2011,

- reducing the period (from five to two years for entitlements after December 31, 2011)
for repeated establishment of entitlement to widow’s or widower’s pension, if conditions
stipulated by law are met again,

- determination of way of paid pensions increase exclusively in accordance with the legal
procedures and according to statistically identified growth of consumer price index
and one-third of real wage growth.

Under Pension Insurance Act, paid out pensions are as of 2003 increased regularly in Janu-
ary of each year, whereas the minimum prescribed increase provided for under law reflects
a 100% growth in prices and a 1/3 growth in real wages. Since 2008 (the Act No. 178/2008 Coll.)
the Act has newly provided for the condition for raising the pensions in an extraordinary term
already if prices increase by at least 5% (previously, this provision applied only if prices increa-
sed by at least 10%). At the same time, the Act stipulated that in 2008 pensions would be incre-
ased, apart from the regular term, from the pension benefit payment due in August 2008. It means
pension benefits were increased two times in 2008. To raise pensions since January 2010 (in regu-
lar term) minimal increase stipulated according to law made up 0,9% - condition of 2% for com-
pulsory valorization was not met - and the Government decided (with regard to its economic mea-
sures) not to raise pensions since January 2010. Pensions paid were increased since January 2011.
By the Act No. 314/2012 Coll., temporary reduction of valorization for 2013 - 2015 was passed
to decrease the growth of expenditure on pensions (increase of pensions was set according
one third of the growth of prices and one third of the growth of real wage).

Voluntary pension schemes (second and third pillar) are regulated as individual savings sys-
tems in private pension companies based on capital funding.

Participants of voluntary pension savings system pay contribution to private pension com-
pany, which is 5% of the assessment base for contribution on pension insurance. At the same time
contribution rate on basic pension insurance is reduced by 3% of the assessment base. The per-
centage amount of old-age pension amounts to 1,2% of the calculation base for each whole year
of that part of the insurance period credited to the beneficiary.

Participants of supplementary pension savings (originally as supplementary pension insu-
rance with state contribution) may receive state contribution depending on amount of participant
contribution. Their entitlements from basic pension insurance system are not involved due to their
participation. Amount of payments from this system have insignificant share in receipts of pensi-
oners so far.

11



Development of Number of Paid out Pensions

Table No. 2.1

thous. persons

Pension
Year old-age dlsa;tilhty for degﬁf’e of disability widow’s | widower’s | orphan’s total
1. IL. L
1996 1 806 408 124 625 31 58 3052
1997 1813 398 138 629 51 59 3 088
1998 1859 392 145 627 68 56 3 147
1999 1 891 385 150 623 75 59 3184
2000 1919 382 155 619 79 57 3210
2001 1936 380 162 615 82 55 3230
2002 1921 382 171 612 85 56 3227
2003 1933 385 178 607 86 57 3 246
2004 1965 388 184 604 88 56 3285
2005 1 985 389 189 600 89 54 3308
2006 2 024 390 199 598 91 53 3355
2007 2 061 389 208 596 93 51 3397
2008 2102 383 216 594 94 49 3438
2009 2147 375 221 590 95 48 3478
2010 2 306 248 57 170 587 96 48 3511
2011 2 391 232 61 162 583 97 47 3573
2012 2 398 221 65 164 580 98 48 3574
2013 2 402 212 68 165 575 99 47 3569
As % of total
1996 59,2 13,4 4,1 20,5 1,0 1,9 100,0
1997 58,7 12,9 4,5 20,4 1,6 1,9 100,0
1998 59,1 12,4 4,6 19,9 2:2 1,8 100,0
1999 59,4 12,1 4,7 19,6 2,4 1,8 100,0
2000 59,8 11,9 4,8 19,3 2,5 1,8 100,0
2001 59,9 11,8 5,0 19,0 2,5 1,7 100,0
2002 59,5 11,9 5,3 19,0 2,6 1,7 100,0
2003 59,5 11,8 5,5 18,7 2,7 1,7 100,0
2004 59,8 11,8 5,6 18,4 2,7 1,7 100,0
2005 60,0 11,8 5,7 18,1 2,7 1,6 100,0
2006 60,3 11,6 5,9 17,8 2.7 1,6 100,0
2007 60,7 11,4 6,1 17,5 2,7 1,5 100,0
2008 61,1 11,1 6,3 17,3 2,7 1,4 100,0
2009 61,7 10,8 6,4 17,0 2,7 1,4 100,0
2010 65,7 7,1 1,6 4,8 16,7 2,7 1,4 100,0
2011 66,9 6,5 1,7 4,5 16,3 2,7 1,3 100,0
2012 67,1 6,2 1,8 4,6 16,2 2,8 1,3 100,0
2013 67,3 5,9 1,9 4,6 16,1 2,8 1,3 100,0

Source: CSSA
Number of pensions paid in December, incl. pensions paid abroad.
Widow's and widower's pensions incl. concurrence with direct pension.
" Full disability pensions (until 2009).

? Partial disability pensions (until 2009).

Notes:
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Expenditures on Pensions in Relation to GDP

Table No. 2.5

Gross domestic product

_— Expenditures on pensions*) in current prices Ratio
(in mld. CZK) (in mld. CZK) (in %)
1993 76,5 1195,8 6,4
1994 88,2 1 364,8 6,5
1995 109,8 1 580,1 6.9
1996 127,6 1812,6 7,0
1997 1:50:2 19533 (%
1998 166,1 2142,6 7,8
1999 1779 22373 8,0
2000 186,9 2372,6 152
2001 201,1 2562,7 7,8
2002 213.,6 2674,6 8,0
2003 225,8 2801,2 8,1
2004 230,9 3057,7 7,6
2005 2474 3258,0 7,6
2006 2729 3507,1 7,8
2007 289.9 3 831,8 7,6
2008 312,5 40153 7,8
2009 339,8 3921.,8 8,7
2010 346,2 3953,7 8,8
2011 368,1 40224 9,2
2012 382,0 4 047,7 9,4
2013 382,8 4 086,3 9,4

Source: Ministry of Finance (state closing account), Czech Statistical Office

*) . . . . .
)mcludmg expenditures on pensions in the armed forces.
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Relation between the Average Old-age Pension and the Average Wage

Table No. 2.6

Average pension 1) Average wage (in CZK) Average pension / average wage (in %)
e (in CZK) gross net? gross net
1988 1496 3095 2451 48,3 61,0
1989 1598 3170 2504 50,4 63,8
1990 1731 3286 2586 52,7 66,9
1991 2176 3792 2952 57,4 73,7
1992 2413 4 644 3563 52,0 67,7
1993 2734 5817 4551 47,0 60,1
1994 3059 6 896 5351 44,4 57,2
1995 3578 8172 6318 43,8 56,6
1996 4213 9676 7520 43,5 56,0
1997 4 840 10 696 8308 453 58,3
1998 5367 11693 9090 45,9 59.0
1999 5724 12 655 9842 45,2 58,2
2000 5962 13490 10 447 442 57,1
2001 6352 14 640 11324 434 56,1
2002 6 830 15711 12 082 43,5 56,5
2003 7071 16 769 12 807 42,2 55,2
2004 7256 17 882 13 601 40,6 533
2005 7728 18 809 14 252 41,1 54,2
2006 8173 20050 15 506 40,8 52,7
2007 8 736 21527 16 509 40,6 52,9
2008 9 347 23280 17 714 40,2 52,8
2009 10 028 24 091 18 665 41,6 53,7
2010 10 093 24 526 18 962 41,2 532
2011 10 543 25093 19 246 42,0 54,8
2012 10 770 25903 19 903 41,6 54,1
2013 10 962 25903 19 903 423 55,1

Source: MoLSA

D Monthly average of annual pension paid out solo (without survivor's pension).

Notes:

% Average gross wage = general assessment base (§ 17 subsection 2 of the Act No. 155/1995 Coll.)

stipulated by government degree.

*) Average net wage = average gross wage, minus the applicable income tax and health and social

contribution.

Amount of wages and pensions are increased by state compensatory allowance (in period when it had belonged).
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Table No. 2.7

Review of Increases to Paid out to Beneficiaries

Increase of the Basic amount
Month of increase percentage-based assessment for of a pension
basic amount
old-system pensioners new-system pensioners after increase
April 1996 8 % 8 % 240 CZK 920 CZK
October 1996 6 % 6 % 140 CZK 1 060 CZK
August 1997 8 % 8 % 200 CZK 1260 CZK
July 1998 9 % 5 % 50 CZK 1310 CZK
August 1999 75 % 5% 1310 CZK
December 2000 9 % 5% 1310 CZK
December 2001 11 % 8 % 1310 CZK
January 2003 4 % 3.8 % 1310 CZK
January 2004 25 % 25 % 1310 CZK
January 2005 54 % 5,4 % 90 CZK 1400 CZK
January 2006 6 % 4 % 70 CZK 1470 CZK
January 2007 6,6 % 5,6 % 100 CZK 1570 CZK
January 2008 3% 3% 130 CZK 1700 CZK
August 2008 470 CZK 2170 CZK
January 2009 4.4 % 4.4 % 2170 CZK
January 2011 3,9 % 3,9 % 60 CZK 2230CzZK
January 2012 1,6 % 1,6 % 40 CZK 2270 CZK
January 2013 0,9 % 0,9 % 60 CZK 2330 CZK
Source: MoLSA
Notes: Old-system pensioners = pensions granted before January 1996.

New-system pensioners = pensions granted after December 1995.
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3. Sickness Insurance

The sickness insurance system is intended for people in remunerative work, for whom it provi-
des security through financial sickness insurance benefits in cases temporary inability to work due
to an illness, injury or quarantine, caring for a family member, pregnancy and maternity or caring
for a child.

Since January 1, 2009, sickness insurance has been regulated through the Act No. 187/2006 Coll.,
on Sickness Insurance, as amended. This Act represents unification of sickness insurance legislation
for employees, self-employed people and groups of persons, whose participation in the sickness insu-
rance had been regulated by specific legislation. Sickness insurance is administered by District Social
Security Administration for all insured persons (except members of armed forces, persons in custody
and sentenced persons).

Contrary of self-employed people, whose participation in sickness insurance remains voluntary,
employees participate on compulsory basis. An employee is subject to sickness insurance if he/she ful-
fils conditions stipulated by the Sickness Insurance Act: the performance of work in the Czech Repub-
lic, the scope of work specified by minimum number of days (the employment lasted or should have
lasted at least 15 calendar days) and the minimum arranged income (so-called decisive income,
its boundary was set at 2 000 CZK, it is increased according to the development of the average wage
- for 2011 this boundary made up 2 000 CZK, for 2012 and 2013 the amount of 2 500 CZK).

There are four types of sickness insurance benefits in the Czech Republic: sickness benefit, care
benefit, maternity benefit and pregnancy and maternity compensation benefit. The amount of these
benefits is calculated from the employee's income level in the decisive period (usually a period
of 12 calendar months preceding the calendar month in which the social event occurred). The calcula-
tion of the amount of a benefit is consequently based on daily average of these incomes (so-called daily
assessment base), which is subject for further limitation.

New Act on Sickness Insurance has increased involvement of employers to their employee’s
incapacity for work in the connection with the provision of the salary compensation to an employee
in the starting period of temporary incapacity for work or quarantine. In 2009 and 2010 (and starting
2014), sickness benefit was provided only from the 15th calendar day of temporary incapacity for work
or quarantine (supported period lasted for a maximum of 380 calendar days beginning from the origin
of temporary incapacity for work or order of quarantine, unless otherwise provided). From 2011 to 2013
(in connection with economic measures) sickness benefit belonged from 22nd calendar day of tempo-
rary incapacity for work. The salary compensation is provided by employers to their employees under
sickness insurance up to a moment of entitlement to sickness benefit. The salary compensation is gran-
ted for working days - from the 4th working day of temporary incapacity for work or from the 1st wor-
king day in case of quarantine.

The obligation of employers to pay salary compensation to their employees was compensated
by reduction of sickness insurance premium rate paid by employers (from 3.3 % to 2.3 %). Further-
more, in period of 2009 - 2010 employers were refunded by half of the salary compensation paid
to their employees in the form of a deduction from the paid premium.
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Development of the Average Daily Sickness Benefits,

Average Daily Wage and their Ratio

Table No. 3.2

Average wage 1) Average daily Ratig of average daily
Year ) sickness benefit *’ sickness be;neﬁt
monthly daily (in CZK) to average daily wage
(in CZK) (in CZK) (in %)
1985 2920 96 64 67
1989 3170 104 69 66
1990 3286 108 72 67
1991 3792 125 77 62
1992 4 644 152 90 59
1993 5817 191 106 55
1994 6 896 227 136 60
1995 8172 269 146 54
1996 9676 317 173 55
1997 10 696 352 150 42
1998 11693 384 152 39
1999 12 655 416 158 38
2000 13 490 442 209 47
2001 14 640 481 226 47
2002 15711 517 248 48
2003 16 769 551 262 48
2004 17 882 586 254 43
2005 18 809 618 260 42
2006 20 050 659 273 41
2007 21527 708 285 40
2008 23 280 763 290 38
2009 24 091 792 361 46
2010 24 526 806 344 43
2011 25093 825 353 43
2012 25903 849 333 39
2013 25903 852 335 39

Source: MoLSA

2 Average wage = average assessment base stipulated by relevant government decree.

2 Average daily wage = average gross wage / average number of days per month.

3 Until 1996 recorded as expenditures on sickness benefit / number of calendar days of
incapacity for work based on CZSO data (for 1985 - 1992 there was conversion of working to calendar days),
since 1997 as expenditures on sickness benefit / number of reimbursed days according to CSSA data.
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4. Benefits of State Social Support and Foster Care

The system of State Social Support (regulated by the Act No. 117/1995 Coll., on the State Soci-
al Support, as amended) guarantees direct assistance especially for families with dependent children
in specific social situations when this family cannot resolve these situations with their own forces
and financial means. These situations include for example insufficient income, care for a new-born
or small child, incompleteness of family etc. The system also financially contributes to families
and individuals with low incomes to cover costs on housing. Foster care benefits (regulated
by the above mentioned act till 2012) have been contained in the Act No. 359/1999 Coll., on the Soci-
al and Legal Protection of Children, as amended. Foster care is provided to a child by registered
person who can provide temporary foster care or by person taking care of a child (foster carer
of guardian).

Persons - Czech citizens and foreigners - have a right to benefits if they and the family/house-
hold members assessed jointly with them are registered as permanently resident in the Czech Repub-
lic and have their residence here. For non-EU foreign nationals, the registration as permanently resi-
dent in the Czech Republic is considered to be the period once 365 days have passed since the date they
registered to stay in the Czech Republic. The Act on State Social Support stipulates other persons eli-
gible for state social support benefits, if they have their residence in the Czech Republic. In the range

of persons covered, there are also EU nationals who are subject of directly applicable legislation
of the EU.

When entitlement for a benefit is assessed, property of family is not tested. Only family inco-
me was subject of testing in case of following benefits in 2013: child allowance, housing allowance
and birth grant. Parental allowance, foster care benefits and funeral grant were provided without regard
to family income. Income decisive for entitlement to state social support benefits includes, in particu-
lar, income from employment-related activity, income from entrepreneurship or other self-employment
activity, sickness and pension scheme benefits, unemployment benefit, including similar income
from abroad. Benefits are not subject of taxation.

The basis for determination of family income level when the entitlement to an income-tested
benefit is assessed (as well as the amount of a benefit) is the living minimum. The living minimum
represents the socially accepted minimum level of cash income that guarantees nutrition and other
basic personal needs.

Applications for state social support benefits are handled by Labour Office of Czech Republic
- regional branches and the branch for capital Prague, respectively their contact points according
to permanent residence of the person entitled to the benefit.

In connection with stabilisation of public budgets, there were significant amendments of con-
struction of most State Social Support benefits. Other legal changes came into force starting 2011 with
regard to need of economic measures in authority of MoLSA: the term for election of variation of draw-
dawn was shortened by parental allowance (by 4 years draw-down the lower amount of benefit was
provided since 10th month - instead of original 22nd month - of child’s age), entitlement to allowance
was restricted only to families with a handicapped member and birth grant was newly paid on first-born
child if family income in the calendar quarter prior to the birth does not exceed 2.4 times the family's
living minimum.

Another significant changes in system of State Social Support benefits came into force in 2012
under the Social reform: social allowance was cancelled and entitlement to parental allowance has been
newly regulated (parents may flexibly elect period of its drawing and its amount according to social
situation of family; parental allowance is provided until the total amount of 220 thous. CZK is drawn,
maximally up to 4 years of child's age; choice of the amount of parental allowance can be changed once
in 3 month). Since 2013 there have been changes of legislation of foster care benefits: increase
of amounts of foster carer remuneration and contribution to cover the child's needs, introduction
of benefit upon the termination of foster care and extension of entitlement to contribution for the pur-
chase of motor vehicle
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5. Benefits of Assistance in Material Need, Benefits for People with Disabilities
and Care Allowance

Administration of benefits of assistance in material need, benefits for people with disabilities
and care allowance had been ensured (except state social support) by the relevant municipal
authorities to the end of 2011. In the context of social reform these systems were transferred to Labour
Office of the CR as of January 1, 2012.

Starting January 1, 2007, the Act No. 111/2006 Coll., on Assistance in Material Need, as amen-
ded, came into effect. It has regulated conditions for providing assistance when ensuring basic living
requirements (situations connected with insufficient level of nutrition, housing and extraordinary
events). Material need is the state when a person or a family does not have enough income and their
overall social and property relations prevent them form enjoying what society accepts to be basic living
requirements. At the same time, these persons are objectively unable to increase their income (through
one's own work, through application of entitlements and claims or through the sale or other disposal
of one's own assets), thereby improving their situation through their own actions. The main purpose
of the system of assistance in material needs is motivation to active effort to secure resources to meet
basic living requirements and to prevent social exclusion.

Under the system of material need there are following benefits:

1. Allowance for living - this benefit covers cases of material need that tackles the insufficient
income of a person or family. Beneficiaries are entitled to an allowance for living if the inco-
me of these persons or families is less than the amount of living subsistence when reasona-
ble housing costs have been deducted. The amount of living is established on a case-by-case
basis based on an evaluation of the person's income, efforts and opportunities.

2. Supplement of housing - tackles cases where the income of a person or family, including
the entitlement to a housing allowance from the system of state social support, is insuffici-
ent to cover justified housing costs.

3. Extraordinary immediate assistance - is provided to persons (with low income) who find them-
selves in situations that have to be resolved immediately: suffer from a serious threat
to health, serious extraordinary event (a natural disaster, ecological disaster, etc.), risk
of social exclusion (for example, homecoming from prison or facility), lack of resources
to cover one-off expenditure or to acquire or repair basic furniture or durables, and to cover
justified costs relating to the education or special interests of dependent children.

The Act No. 108/2006 Coll., Social Services Act (effective since January 1, 2007) introduced
essential innovation in the area of social benefits - care allowance. The care allowance shall be provi-
ded to persons dependent on another physical person's assistance for the purposes of arranging
for necessary assistance. A person can reimburse (within this allowance) professional social service
or cover costs on securing assistance within its family.

Social assistance benefits for people with disabilities tackles unfavorable level of living of these
persons by providing means for their need related to housing, transport and provision of special com-
pensatory aids. Until the end of 2011, social assistance benefits for severely handicapped people had
been provided in accordance with Decree of Ministry of Labour and Social Affairs No. 182/1991 Coll.,
through which are applied the Act on Social Welfare and the Act on the Operation of Bodies
of the Czech Republic in Social Welfare, as amended. Since 2012 this area has been regulated
by the Act No. 329/2011 Coll., on Provision of benefits to People with Disabilities and on Amendment
to Related Acts. Through this act former broad number of types of benefits has been substituted
by mobility allowance (periodic benefit for people who are not able to manage basic living needs
in the area of mobility or orientation and these ones are periodically transported or transport themsel-
ves in calendar month) and allowance to special aid (one-off benefit for acquisition of a special aid
to people with disabilities for self-care or realization of employment, preparation for further employ-
ment, acquiring of information, education or for contact with surroundings).
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6. Social Services

Main importance of social services is to mediate assistance in the care of one's own person, pro-
viding meals, accommodation, assistance in running a household, care and assistance with bringing
up a child, counselling, mediation of contact with social environments, psychotherapy and social the-
rapy and assistance in assuring one's rights and interests. From the point of view of social services users
it covers mainly development, or at least maintenance, of the existing self-sufficiency, return into use-
r's own home environment, renewal or maintenance of original lifestyle, development of user's abiliti-
es and opportunity for leading an independent life and limitation of social and health risks associated
with the users' lifestyle.

The Act No. 108/2006 Coll., Social Services Act, as amended (effective since January 1, 2007),
has brought significant changes in the system of social services. This Act aims to secure assistance
to people in unfavourable social situation through newly defined spectrum of social services. The assi-
stance is intended as activities necessary for social inclusion and for dignified living conditions appro-
priate with level of society development. Provision of assistance is based on:

- availability - with respect to type of assistance, regional availability, access to information

and economic availability,

- efficiency - social service has to be convenient for needs of human not for the system needs,

- quality - way and scope of provision of social service correspond to current knowledge

and capacity of society,

- safety - provision shall not limit rights and interests of persons,

- economy - public and private expenditures on assistance provision shall maximally cover objec-

tive scope of needs.

Persons in unfavorable social situation that require assistance to be self-sufficient are entitled
to individual benefit - care allowance (for more see the previous chapter). Its amount corresponds
to scope of needs. Care allowances are provided to all entitled persons without regard to form the ser-
vice is provided (either through natural sources, especially family or through social service providers).

The Act also regulated significant innovation concerning an authorization for social services pro-
vision. The introduction of the register of social services providers (http://iregistr.mpsv.cz) is basic pre-
condition for obtaining an overview on scope and character of social services net. Registration of soci-
al service providers represents important prerequisite for provision of social service and for subsidi-
zing of financial means from public budgets.

On the basis of the Act, the conditions for "safe, quality and effective" provision of social servi-
ces have been stipulated with an objective to secure protection of persons with reduced capability
to assure their rights and interests. These conditions form series of obligations for social services pro-
viders and the system of control. Beside the standard control procedure, there is also the system
of supervision on quality of social services (introduced by the Act) through inspection of quality
of social services based on expert assessment of conditions and procedures of the social services pro-
viding. The Act launched conditions of professional skills for performing a profession of social wor-
kers.

Henceforth, the state regulates conditions for provision of social services, but does not provide
these services except 5 facilities under administration of the MoLSA. The position of the state as a for-
mer majority social services provider terminated alongside with abolition of district offices. The state
supports regional and local self-administration to assess set of needs of its population for formation
of available net of social services.
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Table No. 6.3

Costs on Residential Social Services and Incomes from Residents” Contributions

Average non-investment Average contributions Portion of residents” contribution
Year Social service expenditures per 1 bed for of a resident per year to non-investment expenditures
a year (in thous. CZK) (in thous. CZK) per 1 bed for a year (in %)

(O] 2 (211
Homes for the elderly 237 123 51,8
2008 JHomes for the disabled people 315 133 42,2
Special regime homes 255 132 ST
Homes for the elderly 250 134 53,6
2009 |Homes for the disabled people 347 143 41,2
Special regime homes 291 151 51,9
Homes for the elderly 260 137 52,7
2010 JHomes for the disabled people 344 148 43,0
Special regime homes 305 153 50,2
Homes for the elderly 253 140 554
2011 |Homes for the disabled people 339 151 44,4
Special regime homes 254 149 58,8
Homes for the elderly 260 144 55,4
2012 JHomes for the disabled people 345 150 43,5
Special regime homes 294 151 51,4
Homes for the elderly 267 148 55,4
2013 JHomes for the disabled people 350 153 43,7
Special regime homes 293 158 53,9

Source: MoLSA
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Home Care Service

Table No. 6.4

Total expenditures

Average payment

Year (in mil. CZK) Number of users by a user per year
(in CZK)
1998 1493 90 897 1184
1999 1331 106 825 1211
2000 1540 113 528 1316
2001 1588 114 203 1473
2002 2255 109 034 1796
2003 2051 116 128 1793
2004 2148 109 475 1859
2005 1593 112 927 2028
2006 1637 105 088 2156
2007 1591 98 373 4 263
2008 1643 111 871 4261
2009 1903 114 364 5063
2010 1984 113 238 5248
2011 2101 113 607 5802
2012 2133 113 041 6 164
2013 2233 111 048 6 078

Source: MoLSA
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7. Incomes of Households

The most significant part of current household incomes, as evident from quantity indica-
tors of the national accounts statistics (CZSO), represents compensations paid to employees,
especially wages and salaries (basic wages and salaries, bonus and remunerations, compensati-
on money, natural wages not included in basic wage like for example the value of products
and services offered to employees free or with discount, the value of uniforms and meal tickets,
contributions on holiday, culture, sport etc.). The ratio of wages and salaries (in this concepti-
on) on compensation of employees has stagnated during last 10 years (level of 76%), their rate
to current household incomes has fluctuated from 38% to 41% in this period.

Current household incomes made up 3 087,0 mld. CZK in 2013. Compared to 2012, they
had declined nominally by 0,6% (by 17.2 mld. CZK) and declined really by 2,0%. The next
items included in the current household incomes represent social benefits and mixed pension
(ratio of nearly 20%), pensions from property and so-called other current transfers (compensa-
tions from non-life insurance, wins from bets, lotteries etc.) with ca 5% ratio.

The average monthly gross wage is another indicator for evaluation of development
of household living situation. This indicator is based on ratio of wages excl. other personal costs
related to one employee of registered number per month (before reduction by premiums
on general health insurance and social security, payments of income tax and other statutory
deductions eventually). In last 13 years the annual dynamics of this wage has fluctuated
in interval from 0,0% to 8,8%, in real expression (i.e. reduced by growth of consumer pri-
ces) from -1,4% to +6,1%.

Average monthly nominal wage (per number of employees - full-time equivalent) in the na-
tional economy made up 25 078 CZK in 2013 stagnated - in 2012 it had annually increased
by 2,5% (by 612 CZK). In the business sphere (its employees made up nearly 82% within
all reported subjects) the average monthly nominal wage amounted to 25 038 CZK after annu-
al decline by 0,2% (by 40 CZK). The average salary in non-business sector increased by 1,0%
(by 240 CZK) to 25 254 CZK.

From the point of view of social transfers to households, it may be stated, that ratio
of social incomes in the structure of total social incomes of households reached 18,8% in 2013
and annually exceeded this ratio by 0,4 percentage point. Total amount of social incomes
of households amounted to 470,1 mld. CZK, it has represented growth by 1,8%
(by 8,3 mld. CZK) compared to 2012. The most significant item (78,9%) of social transfers
was represented by pension insurance benefits (371,1 mld. CZK), i.e. annual growth by 0,1%
(by 0,5 mld. CZK).
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8. Basic Information on Labour Market

In 2013 the average number of registered job seekers annually increased by 60 thous. to 564,4 thous.,
on the contrary the average number of vacancies (39 thous.) declined by 0,9 thous. For this reason,
there was increase of average number of job seekers per 1 job vacancy from 12,6 in 2012 to 14,5 in 2013.
The average number of job seekers with unemployment benefit increased from 104,5 thous. to 117,9 thous.
persons (its share in total number of job seekers increased annually from 20,7% to 20,9%). The average
share of unemployed person (share of available job seekers in age 15 to 64 years to the population
of the same age, this indicator replaced the registered unemployment rate) reached 7,7%, compared
with 2012 it was higher by 0,9 percentage points.

The data for the whole year 2013, as well as for the end of 2013, when the number of job see-
kers reached 596,8 thous. (in December 2012 - 545,3 thous.) and the share of unemployed persons
made up 8,2% (in December 2012 - 7,4%), were much worse in comparison with the previous year.
However, in the second half of 2013, the annual differences of job seekers as well as the share of unem-
ployed persons gradually decreased slightly.

Total number of registered job seekers was largely involved by people over 50 years of age (their
share rose from 26,5% to 27,2%). The number of people under 25 year of age increased slightly, their
share decreased from 18,1% to 16,8%. The permanent problem is placing of candidates with low level
of education. The largest group of job seekers was persons with apprenticeship certificate (40,4%)
and persons with incomplete or with primary education (27,5 %). The number of the long-term unem-
ployed (unemployed for more than 12 months) increased from 192,2 thous. (at the end of 2012) to 237,0 thous.
(as of December 31, 2013). Their share in total number of registered job seekers increased
from 35,2% to 39,7%.

Average monthly amount of unemployment benefit increased annually from 5 892 CZK in 2012
to 6 284 CZK in 2013. This amount was affected by increase of number of job seekers receiving above-
average benefit and decline of number of job seekers with the lowest amounts of the benefit.

Unemployment benefit expenditures made up 9,7 mil. CZK in 2013 and increased annually
by 0,9 mld. CZK. This was mainly due to higher average of unemployment benefit and increase
of number of newly registered job seekers (total of 614,5 thous. persons in 2013, i.e. annual increase
by 25,1 thous.), it resulted in higher share of job seekers with unemployment benefit.

The expenditure on Active Employment Policy from the State budget and from the European
Social Fund made up 4,3 mld. CZK in 2013. Compared to 2012, these expenditures increased
by 1,7 mld. CZK, mainly due financial resources of the European Social Fund.

Within the framework of state employment policy it was spent 3,7 mld. CZK for benefit
to employers which employed at least 50% of disabled employees (§ 78 of the Act No. 435/2004 Coll.,
Employment Act) and 0,33 mld. CZK on payments of wage claims to employees in case of employe-
r's insolvency.

According to Labour Force Survey of CZSO in 2013, there was growth of employment in all sec-
tors of national economy to total of 4 937,1 thous. persons (i.e. annual increase by 47,0 thous. persons,
1.e. by 1,0%). The increase of employment and parallel growth of unemployment was associated main-
ly with increase of persons with part-time work.
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9. European System of integrated Social Protection Statistics (ESSPROS)

The European System of integrated Social PROtection Statistics (ESSPROS) was developed
by the Statistical Office of European communities (Eurostat) in cooperation with member states
experts in the 70°s of the last century. ESSPROS represents a significant instrument for mutual com-
parison of social protection level in the Member States. Since its introduction ESSPROS methodology
has been amended in a little scope. For implementation of ESSPROS in the Czech Republic the agre-
ement between CZSO and MoLSA on establishment of inter-departmental Working Group (led by the
MoLSA) was made in 2000. For the Czech Republic time series of ESSPROS Core system for 1995-2012
(including qualitative database containing descriptions of social protection schemes and benefits)
and module on number of pension beneficiaries for 2000-2012 (methodically in the definitely interna-
tionally comparable form since 2006) are available so far. New Eurostat methodology for net social
protection benefits module was completed by the international Working Group, the methodology gua-
rantees data comparability. Data for the Czech Republic on this module are available for period
of 2007-2011.

ESSPROS is divided into the Core system that includes data on receipts and expenditures in the area
of social protection and modules containing additional statistical information. All financial transacti-
ons under the ESSPROS should be based on accountancy. In cases when accountancy sources are not
available, statistical and administrative sources as well as estimates can be used.

According to the ESSPROS Manual the conception of social protection is defined as all inter-
ventions from public or private bodies intended to relieve households and individuals of the burden
of a defined set of risks or needs, provided that there is neither a simultaneous reciprocal, nor an indi-
vidual arrangement involved. The list of risks or needs is defined on the basis of an agreement by eight
functions of social protection:

Sickness/Health care

Disability

Old age

Survivors

Family/Children

Unemployment

Housing

Social exclusion, not elsewhere classified

NN E WD =

The Core System includes only social protection provided in the form of cash payments, reim-
bursements and directly provided goods and services to protect households and individuals. Specific
information necessary to perfect monitoring of the functions of the system are then ensured in indivi-
dual modules.

The ESSPROS Core system defines and describes classification of social protection schemes.
A social protection scheme is a distinct body of rules, supported by one or more institutional units,
governing the provision of social protection benefits and their financing. Social protection schemes
should at all times meet the condition that it must be possible to draw up a separate account of receipts
and expenditures. Schemes are classified into categories according to following criterions:

- decision-making (public and private schemes),

- legal enforcement (compulsory and non-compulsory schemes),

- establishments of entitlements (contributory and non-contributory schemes),

- scope (universal, general and special schemes),

- level of protection (basic and supplementary schemes).
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Receipts of social protection schemes in the ESSPROS Core system are classified by type (soci-
al contributions, general government contributions, transfers from other schemes and other receipts)
and origin (institutional sector from which the payment is received). Expenditures of social protection
schemes are also classified by type or reason for which are paid out.

The ESSPROS system identifies exact reasons for which benefit under given scheme and functi-
on is provided. It also defines social protection schemes with regard to national (member states
and candidate countries) practices to cover all benefits with social protection dimension under above-
mentioned classification. This is the only way how to ensure comparable statistics among countries ref-
lecting their institutional differences in the system of social protection.

Expenditures on social protection of ESSPROS Core system according to social protection func-
tions in the time series (1995 - 2012) are in the Table No. 9.1. More detailed data and international
comparison of social protection level in the EU member states and other European countries according
to the ESSPROS methodology are available on Eurostat web sites. This is the source for data
in the Table No. 9.2 on relation of social protection expenditures to GDP in selected European count-
ries.
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Development of Social Protection Expenditures in Relation to GDP*

in selected European Countries

Table No. 9.2:

in % of GDP
-~ Year
eurostat

s 4 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
EU (27 countries) 27,0 26,6 26,1 26,7 29,5p 29,4p 29,0p
Euro area (17 countries) 26.8 27,3 27,7 27,6 27,6 273 26,8 27,5 30,4p 30,3p 30,0p
BE - Belgium 26,3 26,7 27,4 274 273 27,0 26,9 283 30,6 30.1 30,4
BG - Bulgaria 15,1 14,2 14,1 15,5 17,2 18.1 17,7 17,4
CZ - Czech Republic *) 17.9 18,6 18,6 17,8 17,6 17,2 17,2 17,3 19,5 19.4 19,4 19,8
DK - Denmark 29.2 29,7 30,9 30,7 30,2 29,2 30,7 30,7 34,7 343 34,2
DE - Germany 29.7 30,4 30,8 30,0 29,9 28,7 27,7 28,0 31,5 30.6 29,4 29.5p
EE - Estonia 13.0 12,7 12,5 13,0 12,6 12,1 12,1 14,9 19,0 18.0 16,1 154
IE - Ireland 143 16,7 17,2 17,4 17,5 17,8 18,3 21,5 26,5 28,5 29,6p
EL - Greece 243 24,0 23,5 23,6 249 248 24,8 26,2 28,0 29.1 30,2 31,2
ES - Spain 19.7 20,0 20,3 20,3 20,6 20,5 20,8 22,0 25,2 25,5p 26,0p 25.9p
FR - France 29.6 30,5 31,0 31,4 31,5 31,2 30,9 31,3 33,6 337 334 34,2p
HR - Croatia 18,7 20,8 21,0 20,7 212
IT - Italy 24.8 252 25,7 259 263 26,6 26,6 27,7 29,9 29.9 29,7 30.3p
CY - Cyprus 14,9 16,3 18,4 18,1 18,4 18,5 18,2 19,5 2L 22,1 22,8 23,1
LV - Latvia 147 143 14,0 13,2 12,8 12,7 11,3 12,7 16,9 17.8 15,1 14,0p
LT - Lithuania 14,7 14,0 13,5 13,4 132 133 14,4 16,1 212 19,1 17,0 16.5p
LU - Luxembourg 20.9 21,6 22,1 223 21,7 20,4 19,3 214 243 23.1 22,5 233
HU - Hungary 195 20,4 21,3 20,8 219 225 22,7 22,9 234 231 22,1 21,8
MT - Malta 17.0 17,2 17,4 18,0 17.8 17,7 17,7 18,1 19,6 19.1 18,7 19,4
NL - Netherlands 26.5 27,6 28,3 28,3 279 28,8 28,3 28,5 31,6 32,1 323 33.3p
AT -Austria 28.6 28,9 29,4 29,0 28,8 283 27,9 28,5 30,7 30.6 29,8 30,2
PL - Poland 21,0 21,1 21,0 20,1 19,7 194 18,1 18,6 19,2 19.2 19,2
PT - Portugal 219 22,8 232 238 245 245 239 243 26,8 26.8 26,5 26,9
RO - Romania 12.8 13,6 13,1 12,8 134 12,8 13,6 14,4 17,2 17.6 16,4
SI - Slovenia 244 243 23,6 233 23,0 2. 21,3 21,4 242 25,0 25,8 25.4p
SK - Slovakia 18.9 19,1 18,4 17,2 16,5 16,4 16,1 16,1 18,8 18.7 18,3 18.4p
FI - Finland 25,0 25, 26,6 26,7 26,7 264 254 26,2 30,4 30.6 30,0 312
SE - Sweden 30.4 31,3 32,2 31,6 31,1 30,3 29,2 29,5 32,0 30.4 29,7 30,5p
UK - United Kingdom 26.6 25,6 25,5 25,7 25.8 25,6 24,7 25,6 28,3 279 28,0p 28.8p
IS - Iceland 19.4 21,2 23,0 22,6 21,7 212 21,4 22,0 254 24,5 25,0
NO - Norway 254 26,0 212 25,7 237 224 22,5 22,2 26,0 25.6 25,1 25,0
CH - Switzerland 254 26,4 27,9 272 292 259 252 24,5 26,9 27.0 26,8 27.5p
RS - Serbia 24.6 232 24,4

Source: Eurostat (http:/epp.eurostat.ec.curopa.eu/tgm/refreshTableAction.do?tab=table&plugin=1&pcode=tps00098&language=en), data as of 29/10/2014

(:) data are not available
P = provisional data

*) data on GDP (for calculation of relation) updated accorging to revision of CZSO as of October 1, 2014
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