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Infoservis — Insolvency Act effective T January 2008

On January 1, 2008, the new act regulating insalyen Act No. 182/2006 Coll.pn
Bankruptcy and Its Settlement Methods — the Insoleg Act (and related Act on
Insolvency Administrators), will take effect. Thasblvency Act will replace Act No.
328/1991 Coll.pn Bankruptcy and Compositioas subsequently amended. In this edition of
information service we would like to inform you time most important changes introduced
by the new Insolvency Act.

In general

The Insolvency Act (hereinafter referred to as th&“) implements new institutes in the
area of insolvency law of the Czech Republic. l1Avlyeconstitutes approach to settlement
of debtor’s bankruptcy (or threatening bankruptsyttee case may be). The essential change
concerns the conception of insolvency proceediogslitors” standing and the way in which
they can affect the course of settlement of theat&bbankruptcy.

The insolvency proceedings are, according to tive negulation, divided in several phases.
In the first phase it is decided whether the baptay exists and if affirmative, how to settle
it. After the decision on bankruptcy is made, tmecpedings are differentiated so for each
method of settlement of bankruptcy different pragedis chosen. However, some of the
common principles persist and there is no bariiex between the individual methods of
bankruptcy settlement. In case some of the manakrsankruptcy settlements appear
unsuccessful, they may turn itankruptcy(in Czech konkurz), which remains one of the
main methods of bankruptcy settlements.

On the other hand, IA introduces new, so calleduiag bankruptcy settlements (i.e. non-
liquidating bankruptcy settlements). So callegbtructuring is an entirely new institute,
which means a gradual satisfaction of creditorsiintd while preserving the debtor’s
business in running, secured by measures aime@Etizng the business economy under
the reconstruction plan approved by court, withqukcal inspection of its fulfilment by the
creditors (reconstruction can be made e.g. by wabfea part of debtor's debts or by
suspension of their due dates or by sale of debbarsiness, by debtor’'s merger, etc.).
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Another entirely new bankruptcy settlement is sikiedadischarge of debts this settlement
is only available to debtors who are not entrepuenéthis anticipates two forms which are
discharge of debts by realization of assets anthdrgie of debts in a form of an installment
calendar).

Another new institute is so calleghioratorium which offers the debtor a possibility to
overcome its crisis situation out of the insolvengsoceedings, however only upon
assumption, that the debtor will cooperate withdteslitors.

IA also stipulates for the institute ofsolvency registeri.e. an information system through
which some of the deeds will be published; consndethat 1A presumes entering of
decisions of the insolvency court and all filingsough the register it will be possible to get
acquainted with a court file practically immedigtel The insolvency register should also
contain a list of debtors and a list of insolveadyninistrators.

Further, the IA newly regulatesreditors” standing. The creditors will have immediate
influence on the choice of settlement of debto@mKkyuptcy. The creditors will directly
influence the choice of the insolvency administraind the control function of creditors’
bodies will be strengthened. Concurrently, the imers and alternate members of the
creditors” committee are obliged to act with dué&ence while exercising of their office,
and they are liable for damage or other detrimieey tause by unprofessional exercising of
their office (they are also liable for their empé@g and other persons, through whom they
performed or should have performed their duties).

How to find out that insolvency proceedings have e commenced?

The insolvency court is obliged to notify a commement of the insolvency proceedings by
means of a notice, which has to be published (@ndfiicial notice board and in the

insolvency register as well) within 2 hours of tleeeipt of the insolvency petition at the
latest. Such a notice has to be delivered to thiepao the insolvency proceedings (to the
debtor and creditors).

*  Note: On September 27, 2007 the Chamber gbulles ratified amendment to the
Insolvency Act, which was already reviewed by tren&e and currently is about to be
reviewed by the President. The amendment modiffes dforesaid situation so the
insolvency petition should be - because of probectagainst abuse in competition —
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provided with certified signature or secured elauir signature. In the course of the next
year, the insolvency courts should declare insayeproceedings during working hours.
Companies facing the insolvency petition shouldekeluded from tenders only when the
court recognizes the petition justified.

Commencement of the insolvency proceedings — Inselwy petition

The insolvency proceedings can be commenced onbn up petition. It has to be
commenced on the date when such an insolvencyigpetitas received by the competent
court. An insolvency petition can be lodged by dedtor or his/her creditor; in the event of
a threatening bankruptcy, the insolvency petitian be lodged by the debtor only.

A creditor — petitioner is, besides other dutidsjged to bring evidence that he/she has a
due and payable claim towards the debtor and hégsbbliged to attach its registration to
the insolvency petition.

Prior to the decision on the insolvency petitiohge tinsolvency court can order the
insolvency petitioner to pay within a set out pdrif time an advance for the costs of the
insolvency proceedings, such an advance can thet ayder in the amount up to
CZK 50,000 (should the number of the petitionersrimge than one, they are obliged to pay
such an advance jointly and severally). The coat to refuse the insolvency petition
provided there was no evidence brought to proa, ttie insolvency petitioner and at least
one other person had a due claim towards the debtor

What threatens in case the court dismisses or rejec the lodged petition or
discontinuous the proceedings?

In case the insolvency petition proceedings wasoditnued or the insolvency petition was
dismissed or rejected by default on the part ofitlselvency petitioner, the debtor (or other
debtor’s creditor) has a right to compensation amege or any other detriment, she/he
suffered from commencement of the insolvency prdicegs and from measures taken in the
course of the proceedings. As to the liabilityle tlebtor, in the event of a doubt it is taken
for granted that the insolvency petitioner is resole for the discontinuation of the
insolvency proceedings or refusal of the insolvepeyition — i.e. if he/she wants to be
released from such liability to pay damages todiblgtor, he has to prove the contrary.

Should the insolvency petitioner be a legal entttye members of its statutory body
guarantee the payment of the compensation of damagether detriment jointly and
severally, unless they have proven, that withouluendelay after filing of insolvency
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petition, they informed the insolvency court on flaet that the insolvency petition was
lodged without grounds or that another conditionaé by the law for the granting of the
decision on bankruptcy was not met.

The debtor has to file the action within 3 monthshe day when he/she was delivered the
decision by which the insolvency petition proceegdimre terminated, at the latest; another
debtor’s creditor has to file such action withim8nths of the publication of this decision in
the insolvency register at the latest (however,cihert should not decide on such an action
prior to the legal effect of the decision on teratian of the insolvency petition proceeding).

Ineffectiveness of legal acts of the debtor

Ineffective legal acts are those, by which the delsthortens the possibility to satisfy

creditors or prefers some creditors to the prepidi€ the others. The insolvency court
decides on ineffectiveness upon a petition of tis®lvency administrator. Persons in whose
favour the ineffective legal act was performed drovwhad benefited from it are obliged to

deliver the debtor’s fulfilment into the estate.

The following may be considered such legal acts:

a) A legal act without adequate counter-fulfilmene(ia legal act by which the debtor
undertook to provide the fulfilment free of chargefor counter-fulfilment whose price is
significantly lower than the usual price) - itpsessible to object to such a legal act without
the adequate counter-fulfilment if it was performeithin the previous 3 years before the
commencement of the insolvency proceedings in fawbdwa person close to the debtor or
subject forming with the debtor concern or withiny@ar before the commencement of
insolvency proceedings in favour of another perdancase of a legal act performed in
favour of another person, additional condition twabe fulfilled under which it should be an
act performed when the debtor was already in bat&yuor an act which led to the
bankruptcy of the debtor.

b) Discriminative legal acts (i.e. a legal act in wh@®nsequence a creditor will receive
higher satisfaction to the prejudice of the otheddors than it was stated in the bankruptcy
— e.g. the debtor paid the debt before it becaneg dit is possible to object to such a legal
act provided, that it was performed within the poer¢ 3 years of the commencement of the
insolvency proceedings in favour of a person ctosie debtor or subject forming with the
debtor concern or within 1 year before the commerarg of insolvency proceedings in
favour of another person. Also in this case add#iacondition has to be fulfilled, under
which, in case of a legal act performed in favotimnother person, it should be an act
performed when the debtor is in bankruptcy or anndich could lead to the bankruptcy of
the debtor.
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C) Intentionally shortened legal acts - it is posstol®bject also to a legal act by which

the debtor intentionally shortened the satisfactibthe creditor if this intention was known

to the second party or must have been known toptnityy due to all circumstances (in case
of legal acts performed in favour of a person cluséhe debtor or a subject forming with

the debtor concern, the debtor’s intention is pmeed). It is possible to object to such a
legal act if it was performed within the last 5 gedefore the commencement of the
insolvency proceedings.

Insolvency Administrator

The insolvency administrator is appointed by arolvency court. The court appoints a
person determined by a presiding judge of an iresaly court. Under the new regulation, at
the meeting of creditors, which immediately followi® review proceedings, creditors can
decide on revocation of the insolvency administraggpointed by the insolvency court and
on appointing of a new one. The respective decisidine meeting of creditors is approved
by the insolvency court.



