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Collection of taxes and customs duties and tax control in 2020
2020 FEDFUN (BAMET) EMPBEEDIKRR

18,940 1,093
1,038 1,030

Number of tax audits (excluding customs duties) Revenues from taxes and customs duties in billions CZK
m2016 =2017 2018 m=2019 m2020 r 201;‘, 1&20(1% $C gft')zool)gcz'}?j% 45
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Tax audit statistic FH&EEEICEET 2t

The total additional tax

35.1% CZK 5.9 billion 68%

Compared to 2019 itis a

- . 0
Yeart-)on-yfear dec(ljme in the decrease of 16.9%0 68% of tax audits completed
number of tax auaits with additional assessment
N B DHZE - [ EDE D>
XHIEL - MBEEDRDE % RERBLD#EER - XRTFLLDRD 63% in 2019 and 61% in 2018

EHRREFSENE

)
B o 0,
Audits are focused especially at: %

Transfer pricing 13%

Tax deductibility of costs A tax of
»  Koruna bonds 51%
» VAT chain fraud CZK 880,000
»  Entitlement to deduct tax 19%

e was assessed on average for
from fictitious (unproven) tax audit of one subject
transactions m VAT

m Corporate tax = —
12DT—XIZHT S
® Personal income tax "
BMBEEBEDERTIT . . F)EHER

E Personal income tax from from dependent activity
m Withholding tax

BHERORNR -
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Transfer Pricing. #Ex{fik 12 xd 5 Hi5Es

m
250 tax audits Additional tax assessment Average assessed The largest tax
of transfer pricing in 2020 1.4 billion in 2020 tax per inspection assessed in the
CZK 6 million history of monitoring
BBz RE LT BB DKEE e 22 e . in 2020 (CZK 1.4
FRTREE B DBEHL MIBHAELGEH-YD billion)
F 1) 1B % = PELE L

Increasing tendency of transfer pricing-focused tax audits
Increasing cooperation between states on the exchange of information

BEMEICERESTERBEENMENT SERICHY FT
EXRMEOFHRIEAENBIEESNTNET
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Functlonal and risk profile of an entity - who should bear potential losses?

WREE D RVICEAT S0 7741 (uﬁh‘}EEE’JEJEEﬂE%ﬁ?ET’\%h\

R - BRFEFED
FEHEEDHE

Are we a company
with a full-fledged
profile (principal)
that performs
majority of key
functions (strategy,
sales)?

yes
v

OK
(resp. profitability analysis
of counterparties)

REL-EXZBEHD
BEREIZEI Y HTHEED

Is it possible to
allocate a whole
difference between

: loss incurred and

standard market
profitability to own
functions (e.g.
manufacturing)?

yes

v
OK

RUOFI—IRHIZK D

BRRERDGARE

Can the remaining
difference be
explained by
benchmarking

analysis adjustment
(update, regression
analysis)?

yes

v
OK

(under certain conditions)

VAT regime of price adjustment follows the VAT regime of the underlying transaction

Buy and sale realized with third parties - variable payment for services or license

> MESHEEOVATHIE 1L, Rt & 7 5 EE| OVATHIE!

ZHEWVE T

> E=HLORE-—EREITTA B RADOLEE I
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BmEtd %

You should typically
convince your Group
to perform a

— _ho—» hecessary price

adjustment (i.e.
transfer pricing
adjustment)
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Withholding tax audits RERBICH T HFHmBFEE

» Commonly focused on:

» Interests F|E
» Royaltes BOA4¥!Y T«
» Dividends EZ

» Itis likely that these payments made by Czech companies abroad will be subject to scrutiny by the tax administration
(primarily Czech - but also from abroad).

» Especially in the case of large amounts or beneficiaries from countries that have been perceived as
jurisdictions with lower taxation or favorable tax regimes (e.g. Cyprus, Luxembourg, the Netherlands, etc.).

> HFICEEOXZILLDS—RP, BFHE BREBEEALINTWVWAE (F70X, WtV ITILY, &5
%) EOBOXILLDTr—ANBFEBSINTLNS

Increasing tendency of information exchange between states. EREIDIEHRELEINEZ TLVDS
Increasing average amount of additional tax assessment. FH#LEMZEAEML TLVS

659 197
596
146
439 121
109
I : I

2017 2018 2019 2020

2017 201_8 ) 2919 _ 2020 Average amount of tax assessment per 1 inspection (in
Number of audits aimed at witholding tax CZK thousand)

BRI T 5MBEEDHE MKEDD 1 HT- Y DIEMEE EY
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BEPS 2.0 — minimum tax rule =IEFiZE)L—)L

» InJanuary 2023 IIR and UPTR in January 2024 are to be brought into law. IR : 2023, UPTR : 20242 {1k
» Target multinational groups with revenues of 750 million euros and more. 750m LL_E D58 £ DL FEFERFED K5

GloBE: Income Inclusion Rule (lIR) Subject to Tax Rule (STTR)

e Primary rule: a top-up tax is imposed e A treaty-based rule that allows
at the level of the ultimate parent source countries to impose limited
entity (UPE) for low-taxed source taxation on certain
constituent entities with an ETR covered related party payments
below agreed minimum rate subject to a tax below agreed
. . . . SN ini inal rate

o EABESRIEHR L FE S B MINIMUM RoMIna
DIENTIE, R E S0 1R Low e Applies to interest, royalties
JLTCIBIIRSG S vk T and a defined set of other

e Minimum ETR: 15% UPE PEYIMEE

’ (Country X) . .
e STTR will be creditable as covered
tax under GIoBE rules
e Minimum nominal tax rate: 9%
Low o EEBIEICHTET B BhES D
tax Subsidiary C FE s vaAf YT 4 - ZTOMDOK
m Subsidiary A Subsidiary B (Developi‘:wg TR LT, BRI E D4 BB
RN AR 2R HA ) -
(Country Y) (Country 2) . giz%zﬁgggggiigé;ﬂb
U\ NS = pit>
GloBE: Undertaxed Payment Rule (UTPR) F4.

e Secondary rule: serves as a backstop rule to the IIR by limiting or denying deductions
on intra-group payments or requiring an equivalent adjustment to the extent
the low-taxed income of a constituent entity is not subject to tax under an IRR

* UTPRIINYZZ by 7L LTUIRPEN SN TWRWESIZEN S E S, BRBEIC

FEES 2 B~ O3, (HENE) 12X L, KARHMOEC by 77 v 785z —
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e  Minimum ETR: 15%



Tax & Legal news %75, &E#HFICBAT H5=21—X

Tax depreciations Evidence of real owners VAT on thedsupply of medical
- evices
BiH5 £ O AT A0 FREHOREE .
- . . EE AR DVATER
Increase of the limit for tangible «  Ashare of the profits cannot be . .
assets (CZK 80,000) paid to the unregistered beneficial | <+ Narrowing the range of 15% medical
: owner devices from 1 December 2022
Cancellation of the tax category of . .
intangible assets - The unregistered beneficial owner = End of tax forgiveness for filter masks
may not vote at the general and respirators FFP and higher (31
meeting December 2021)

= VAT waiver for COVID-19 testing and
vaccines - until 31 December 2022

Tax losses
WmEEDOXIE Road tax Intrastat report
= Since 2020, it is possible to deduct a 18 iR fn A2y k- LIR—F

tax loss not only 5 tax periods
following the period for which the tax
loss was determined, but also 2 tax

= Abolition of road tax for vehicles = Introduction of a simplified report
up to 12 tons once a year if the value of exported
and imported goods in 2021 did not

periods preceding the period in = Cancellation of advances for o>
which the tax loss was actually vehicles over 12 tons - one future exceed CZK 20 million
inccurred (up to CZK 30,000,000) payment = Increase the limit for small
- RIEHRED2EFETTHE - THEEA | ~ Apriladvances are no longer to be E%ngig?ems from EUR 200 to
Al RE paid
= Renounce of the right to claim a loss ]
- preclusive period reduced from 8 to
P P -

3 years
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Czech company (Distributor) purchased pharmaceuticals from the European warehouse of a Swiss related party (Supplier).

The Distributor also provided marketing services to the Supplier (without VAT) - this ensured the Distributor's reasonable
profitability from the transfer pricing perspective, as the profit from the sale was not sufficient due to the price regulation.

Supplier Provision-of-services Distributor Customers
(Swiss company) (CR) EE— (CR)
Sale of goods

Sale of goods=

The tax administrator (subsequently also the municipal court) assessed the remuneration for marketing services as a third party
payment to the price of medicines sold in the CR.

The Supreme Administrative Court's decision was positive - Eli Lilly won the dispute.

» The supplier may be interested in promoting its products in the Czech Republic and may be the recipient of a marketing
service.

» Emphasizing the importance of contractual documentation.

The importance of revisions of the current contractual and TP documentation and price settings.

Does it apply to me?

» Concerns any industry which sells products on the Czech market for a regulated price and receives any sort of payment from the
related parties to compensate for insufficient profits.

» The same risk applies to other industries (e.g. automotive), where we often see invoices and payments for various “TP et
adjustments” and “TP true-ups” which are unclearly titled from the VAT perspective.

Page 10 EY



» FradEt (TARMJEa2—42—) (X, RARADEEYUEE (HTS5/4¥—) OIA—OvNODEENEEREZBALE
L1,

> TARMIJELA—F—@FHTIANV—III—4 T4V —EXRLRBLEL: (VATAHL) . ThITK Y. EHRBEGHIOROIC
RFEM 5 DFBEN T+ THEN - RIEN S, BEMEOBEANSETA AN E1—2—DEENLTIREEIERSNEL .

Supplier Provision-of-services Distributor Customers
(Swiss company) (CR) EE— (CR)
Sale of goods

Sale of goods=

> WBELE RICITMAFEHFD) (X, CRTHRFESIAEELKOME L IEHEIC. E=FBOXILWELTI—S T T —E
ADFHIEETHELEL 1=

> EEFHFAOFIRIFENH L THEENLG LD T, EiVBERLELE

> ';7’54"('—[3:7-1:If@”ﬁ%ﬁ:@ﬁiﬁl:iﬂiﬂiiﬁoTt\éﬁlﬁ‘é'l.*..b“ﬁ; Y, I=T7 T4 VT —ERDZHEETHHAIREMEN
YEY

> ZRHMXEOEEMZEEASNFTLE
> BITOEMNE L UBEGMEXE LMEREDRITA. EEHSINELE

COT—REFBERICHLETEIFEY FITH?

> ;Iﬂz%ggﬁfﬁﬂmffﬁ'@%%’éﬁﬁﬁu FHRLERBZRO=OICEFREI O H LW AEEDIILNEZITIMAERICENT
BmahEl

» BELCVRIANMBOER (BHELE) ITHLHETEFEYET.,. ChoDERRTIE. VATOBRRL S FBAMEIZZ A MILDBF T LR T
WA SESTEL IBERMEHAR] © [BERMIEMIE] OFREOCIILVNEICRONFET, -
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EY Forensics & Integrity Services - Agenda

1. Typical fraud scenarios in Czechia Fz aICHIFTHARBEMULGRIELF ) A

2. How to address fraud risk? RIEY) R ICEDFRICK MG R EH?
» Fraud triangle RNIED N TZAT TV
» Big data analytics By 77— &8
3. Hot topics in compliance AVTSATURICET SRy FREY D
» Anti-Russian Sanctions =R e RV 237 B
» Whistleblowing PN 15 68 = o] BE
Speaker

Tomas Kafka

-

Partner b

Forensic & Integrity Services
Tel: + 420 732 402 826

Email: tomas.kafka@cz.ey.com

o
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Typical fraud scenarios in Czechia

Sales
56k

Procurement

AE

Payroll
#8530

Payments

52N

e
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How to address fraud risk?




How to address fraud risk?

Indirect connection between the inspected person and the vendor

Hidden connections of employees to vendors BEREE LY T T (v —L ORI RS20 0 OF
or other third parties increase the risk of

@) @)
fraud. @ I Q I
ROG—OFOMOE=Z=FBLDOHEEDEN > E"g’-’ > > Eﬁ%

E2GENYIEX, FEVRIZEOFET

Employee Organization Vendor’s Vendor
First level representative  Third level connection
connection / owner
(Emp|0yee is Second level
INEIVZ R AT BE girec:]or / owner / connection
e . =g s N t
EEGEER LN BT c“c}; In NS BE R REIEES aSZresessgg]:E;
LR g L SRR BISRIE DARIE FORUE—L D 1=
%% Bl 0D B 5 é*f}””iﬁ"é H ) B Fraud triangle RIED RS A T 7L
Pressure
Ty r—
External
factors
(CovID, War

in Ukraine) =>
Perfect storm

M
Opportunity Rationalization

e 1E 244}, et
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Anti-Russian Sanctions

Key regulatory challenges EEVJ X7 Possible sanctions compliance actions ¥ L\ L5k

FIFEBEDY T T A4 F o —IfFEL, BRI

A Y » Automated screening of your customers and vendors lists using current
T_h%ﬂﬁ_@}i &2 % ) A7 : _ sanctions and up-to-date sanction lists
Is it possible that | unintentionally violate
economic sanctions, including instances when »  Follow-up investigation of sanction hits and verification of identified flags
a sanctioned entity is a part of supply chain? including open sources research
LRHEES ~DHIEIZ L v . BAeBENCRIEN A » Risk assessment of the supply chain and customers, detailed analysis of
L5V A7 high-risk counterparties - ownership structure, ultimate beneficial owner,
Can | expect any issues related to payments, relationships with sanctioned individuals and entities
due to sanctions imposed on financial
institutions processing the transactions? » Updating and adjusting processes, policies and procedures on compliance

with economic sanctions, their implementation, monitoring and updates
e REDA—F—, =T A b IENHIF
KR THDLZ EHBIL, SRERIC LV xe
BN SND Y A7 >  HBUEOHIBAR L EFOMEY A 2Lz, BEEN A —DRAT ) —=
Am | at risk that financial transactions will be V4
halted by banks, after sanctioned entities or
individuals are identified in management or > HIFREEOEMHE LA —7 0 Y —AWEZEOCREEINTZT 7 7 OIRGE
ownership structures of vendors / customers?
> U — R VT IATF2—rDY RTEHE, URTDENH T B —
N—=T 4 DR, FTAREOFEMR T, Bfkry7ezisE (UBO) | fhilExt5:

HAOFHEHEZR I Y RS (LE2T—1 gy DN, TEN. &7 & —, ¥R L OBROHHAE
U=Zx7)
Am | putting my company’s good name and > RFHIEROEST, ZFNDOFEM, BEAB LOERICET I et KU —,

reputation at risk?

B X OFNED FHr & FJHEk e

EY
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Whistleblowing

ELiL(c & B REERED RS —~ S

Through anonymous communication channel, the company can obtain important
information from employees.

Protection of whistleblowers from retaliation l fj

Directive (EU) 2019/1937 of the European
Parliament and of the Council of 23 October
2019 on the protection of persons who
report breaches of Union law. EU Member
States were to implement the directive by

» Protection of whistleblowers already applies

> HWHBERBEOREIBRICBEASATVET 17 December 2021.
» One of the measures expected for avoiding criminal liability of the EUBRIC&NIE, EUNMBEEIX2021412R
company FTOREILLT B ENRDBDOATLEL
> SHOREEEEERT 5-OCHFSNIHENIDERY ET 1o
The adoption of the law in Czech Republic is

_ currently postponed, adoption is expected in
What are the benefits? mid-2023.
Protection of company reputation L E =—7—3 3 U 27 O F 1 aORRFIck BEFUEIBELTEY .
Prevention of information leak to the media or reporting channel of the 2)?;335_?&”?? 12132024550 5 DB/AD R
Ministry of Justice. = °

Protection of company property & EDOFH O IE
43% of fraud is detected through whistleblower reporting.

e
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EY | Building a better working world

EY exists to build a better working world, helping
to create long-term value for clients, people
and society and build trust in the capital markets.

Enabled by data and technology, diverse EY teams
in over 150 countries provide trust through
assurance and help clients grow, transform

and operate.

Working across assurance, consulting, law,
strategy, tax and transactions, EY teams ask better
guestions to find new answers for the complex
issues facing our world today.

EY refers to the global organization, and may refer to one or more,

of the 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. Information
about how EY collects and uses personal data and a description of the
rights individuals have under data protection legislation are available
via ey.com/privacy. EY member firms do not practice law where
prohibited by local laws. For more information about our organization,
please visit ey.com.

2022 Ernst & Young, s.r.o. | Ernst & Young Audit, s.r.o. |

( Valuations s.r.o. | EY Law advokatni kancelar, s.r.o.
Reserved.

ial has been prepared for general informational purposes
not intended to be relied upon as accounting, tax or other
1al advice. Please refer to your advisors for specific advice.



T o— rDOEHFEL
Questionaire for attendances

COEIF, BUABMICLPBEZ CHEBIESELT, REAYHS CSWWFET,
ELXAGTNIE, LTOSHEEDT V7 — M ZHAETAEENTY,
Frh. INZRICEREORRBZE VLS ETHITNIE, REELIBVWET,

TENDURL £FIFQROA— ML T IV ERAT LY,
https://forms.gle/zZBNGKw1QJRRSEtR99
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Yasushi Matsumoto
Manager, Japan business service

Yasushi.Matsumoto@pl.ey.com
+48 573 339 439
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