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Introduction

01 2024 legal reform: update on labour and income tax laws (15 mins)

02 Transfer pricing and tax audits - recent trends and key
points to bear in mind (10 min)

03 Common misconceptions and explanations of the ‘second
pillar’ of the global minimum tax (25 min)
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- Informationonchanges tothe
lawin2024.
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Labour law
Update



ChangesinEmployment Gontract Types

DPP

ToComplete Work

Usually temporary
workforce

(part time)

*  Maximum working time is 300 hours
per year.

* Income tax rate is 15%.

* No need to shoulder health and social
insurance if income is below CZK
10,000 per month

* No paid leave required, and most of
the other arrangements required by
the HPP

DPG

OnWorking Activity

Usually longer-term
workforce than DPP

(part time)

+  Maximum working time is 20 hours per
week on average.

* Income tax rate is 15%.

* No need to shoulder health and social
insurance if income is below CZK
4,000 per month

» Other arrangements similar to DPP

HPP

Employment Contract

Standard (most common)
employment contracts

» Indefinite or fixed-term contracts

» Can be changed to shorter working
hours.

* Income tax rate 15%-23%.

»  Maximum working hours 40 hours per
week (excl. overtime).

* Mandatory health and social insurance.

» Detailed provisions on start date,
workplace, breaks, probationary period,
end-of-employment procedures and
paid leave.

*There are other forms of temporary contracts and sole proprietorships in addition to the above.



Changes made to the DPP/DPG

« Obligation to pay social insurance premiums extended; exemption from obligation to pay health and social

insurance if monthly wage is less than 25% (40% in the case of multiple contracts) of Czech average wage.
« Obligation to plan working hours at least three days in advance or by agreement.
« Temporary disability to work - right to leave, no financial compensation
« Eligibility for additional surcharges (night shifts, poor working conditions, working on holidays).
« Paid leave entitlements (as of Jan 2024)
*  Minimum daily and weekly rest entitlements
« The employee can request in writing a justifiable reason for the dismissal

« Employee's right to seek employment from the employer in an employment relationship.



Other main changes in employment relationships

« Mandatory written agreement on teleworking (can be terminated on 15 days' notice or by agreement).
« Special treatment for employees with dependants (children up to 9 years old) when working from home.

« Agreements and contracts of employment can be concluded and terminated by agreement electronically
*  Only the unilateral termination of the employment relationship and removal from a management position are
now required to communicate in the following ways
1) At employer's workplace
2) Anywhere the employee can be contacted.
3) Via data box
4) Network or electronic communication services (must obtain employee's private electronic address)
5) Via post service if the employee cannot be reached at workplace

«  Stricter conditions for recruitment agencies (e.g. increased deposit fees, obligation to provide additional
information to labour authorities).

« Expanded obligation to include information on employment procedures, probationary period, overtime, etc.
for newly concluded labour contracts
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Minimumwage indexationmechanism
(minimum wage indexation mechanism)

<

System based on the draft Directive on adequate levels of minimum wages decided by the Council of the European
Union (date of legislation yet to be determined).

If an indexation system is introduced, the minimum wage will be set at approximately between 45-50% of the national
average gross wage.

The minimum wage for 2024 is CZK 18,900 (previous year CZK 17,300).

Based on the average wage in 2023 (approximately 42,000 CZK), the minimum wage after the introduction of the
system could exceed approximately 20,000 CZK.

Objective indicators.

x Constant multiplier

e

Regular minimum and average wage increases are expected after the introduction of

(e.g. monthly average wages)

the system.
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Income Tax Act
Update



Changes relating to employee taxation from1January 2024.

Progressive tax rate 23%.

Defined non-cash benefits

Spousal exemption (CZK 24,840)

Tax credit for pre-school
education costs

(only if the employee
himself/herself bears the costs).

Company car/private car

Social security - employee
contributions

48 times average monthly salary CZK
1,935,552/year
CZK 161,296/month

Tax-exempt (unlimited)

Annual income <CZK 68,000

CZK up to 17,300

1%1/0.5%.

6.5%.

36 times average monthly salary
CZK 1,582,812/year
CZK 131,901/month

Tax-free up to half of average
monthly income (21,983 CZK)

Annual income < CZK 68,000, and
only if the child is being cared for
up to the age of 3 years.

deletion

1%/0.5%/0.25

71%



Gomparison of tax caiculations for 2023 and 2024

Default assumption:.
- CZK 2 million salary.
- Wife's world income in a particular calendar year does not exceed 68,000 CZK
- 2 dependent children living in the Czech Republic:.

5 years old — CZK 8,000 annual pre-school fees paid by the employee him/herself
10 years old — CZK 100,000 annual pre-school fees paid by the employer as a benefit in kind

Total employment income 2,000,000 2,000,000
Benefits in kind (tuition fees) 0 78,017
Tax base (rounded off) 2,000,000 2,078,000
Total tax liability (15%+23%) 305,156 351,316
tax credit for taxpayers -30,840 -30,840
Exemption for dependants in - 37,524 -37,524
respect of children
spousal support exemption - 24,840 0
pre-school education costs - 8,000 0
Amount of tax to be paid 203,952 282,952 79,000



02

&

Transfer pricing
andtax audits

Document Classification: KPMG Public | 12



Results of tax audits with a focus on transfer pricing.

« Transfer pricing has become the most important area of corporate income
tax audits

Additional Tax Liability Increase of Tax Base Decrease in Tax Loss Number of Tax

Year

2013
2014
2015
2016
2017
2018
2019
2020
2021
2022

((o743¢) ((o7439¢) (74494} Inspections
71759 104 336 386 414 131267 918 282
59402 410 259612 320 244 221 586 347

446 263 377 2431935440 390 970 153 377
886 116 252 4 783 203 802 8 502 980 932 348
189 426 141 1047 736 706 216 256 686 314
1215 780 302 5 345 882 863 12 692 002 401 363
355 727 959 2 003 023 023 1127 107 607 433
1361 957 662 7 009 851 203 851 460 154 249
604 890 165 2 528 639 791 908 412 747 437
1038 932 417 4783 925 162 1113 634 237 614

Prepared by KPMG Czech based on publicly available information.



Fundamentals of transfer pricing taxation

1. Whatis transfer pricing taxation?

= If companies set the price of transactions with foreign affiliates at a different amount to the normal price, they can transfer profits from one
to the other at a lower tax rate and minimise tax costs.

= In order to prevent the overseas transfer of income through such transactions with foreign affiliated companies, the system calculates and
taxes income as if transactions with foreign affiliated companies were carried out at the normal transaction price (arm's length price).

2. Methods of determining transfer pricing.
= Three basic laws on OECD guidelines: comparability required is strict, operation generally difficult

= Methods similar to the three basic methods, the transactional unit operating profit method and the profit split method, etc. are used in
practice.

3. Determinants of intergroup transaction prices (100?)

= Product and service characteristics, contract terms, features, risks, assets used, economic conditions, business strategy

Are they comparable in
terms of the same
functions and risks?

- How 'function’ and 'risk' are defined for transfer pricing tax purposes.

OOO

Czech subsidiaries 110
1007 Y (21% tax rate)

Example

v

80 Japanese parent
N company
(30% tax rate)

Independent Third 110




Tax authorities inmanufacturing transactions.

« Tax authorities generally regard foreign manufacturing entities as limited-risk entities (contract
manufacturers).

« Tendency to overestimate so-called '‘parent company involvement'.

» Tendency to assess transfer pricing at the level of overall results.
» Focus on the quartile range of benchmark analysis results - do not accept the full range identified

* Pricing based on transaction units (price per product) is not favoured by tax authorities



‘Function’and 'risk’: the difference between the contract manufacturer/full-fledged manufacturer distinction.

e Contract manufacturer: limited functions and risks (basically only production risks)
—Constant profits should be recorded regardless of economic fluctuations.
Reclassification of full-fledged manufacturer = contract manufacturer has the huge impact!

* Full-fledged manufacturer: wide range of functions and risks (price negotiations, marketing strategies,
R&D, intangibles, etc.) - subsidiary performance is influenced by economic fluctuations

Profit trends in contract manufacturer

A

amount .
economic wave

amount

Profit of contract manufacturer

Profit trends in full-fledged manufacturer

economic wave

Profits of full-fledged manufacturer

- =~

Time

rejected

= |f reclassification from full-fledged manufacturer to contract manufacturer takes place, past losses may be

->Check that the functions and risks of subsidiaries are properly organised at group level.
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Overestimation of '‘parent company involvement'.

Orders placed by
parent company

Price negotiations
are conducted by

the parent company. parent company o) O

President
seconded from
parent company

Czech
subsidiaries

Outside the group Outside the group

third party customer

third-party supplier

\(7
Ve ,LI\

“-> Losses arising from contractual arrangements as a result of orders placed or negotiated by the head office
(subsidiary losses) should be covered by the relevant party (head office) and may be subject to additional penalties

following an investigation by the tax authorities.

~

-> Even in cases where no losses are incurred, the involvement of the parent company may lead to a reclassification
\of functions and risks (recognition as a contract manufacturer), which should be borne in mind. J

KPMG




(Reference) Three-tier approach to transfer pricing documentation.

(1) Master file.

(ii) Country-by-Country Report

(iii) Local files.

Description

Publishers.

obligation to prepare
<Japan>.

obligation to prepare
<Czech Republic>

* Organisational chart of the group

* Business overview

* Information on intangible assets held.

* Information on intra-group financial
activities.

* Financial and tax status of the group as
a whole.

Prepared by parent company

Multinational corporate groups with
consolidated gross receipts of at least JPY
100 billion in the previous financial year.

Creation is not compulsory.

(CBCR)

The following information on multinational groups
of companies by country of parent
company/subsidiary

* Financial information such as income, profit, tax
and capital

*  Number of employees
* tangible assets amount

* Names and principal businesses of subsidiaries,
etc.

Prepared by parent company

Multinational corporate groups with consolidated gross
receipts of at least JPY 100 billion in the previous
financial year.

Must be prepared if certain requirements are met

organisation chart

management strategy

Main competitors.

Main related-party transactions and transaction

background
Basis for transfer pricing calculation

financial statements

Prepared by parent/subsidiary

In the previous financial year

Where the value of transactions (total value of receipts
and payments) with related parties outside the country
is JPY 5 billion or more, or

Intangible asset transactions of JPY 300 million or more

(However, persons other than those mentioned above are
not obliged to document simultaneously, but are required
to do so by the tax authorities).

Creation is not compulsory.

However, if local files are requested during a tax audit,

they must be submitted within 15 days

information

» The most needed response is (iii) preparation and completion of local files in preparation for tax audits.

» Master files and country reports are shared between countries through information exchange between tax authorities

» If local files are not submitted at the time of a tax audit, the tax authorities conduct a functional and risk profile of the enterprise with limited

KPMG
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Common misconceptions and

explanations of the second pillar of
global minimum taxation.
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Background to the introduction of global minimum taxation.

Corporate Tax Rates Have Declined in Every Region over Time

Average Statutory Corporate Income Tax Rate by Region and Decade

“* 1980 1990 2000 2010 2022

50%
40%
30%

20%
15%.
10%

0%
Africa Asia BRICS EU27 Europe G20 G7 North  Oceania OECD South World
America America

Note:  The number of countries included in calculated averages varies by decade due to missing corporate tax rates for years prior to 2022; that is, the
1980 average includes statutory corporate income tax rates of /73 jurisdictions, compared to 180 jurisdictions in 2022.

Source: Statutory corporate income tax rates were compiled from various sources.

TAX FOUNDATION @TaxFoundation
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Global minimum tax - common misconceptions

It's something that is calculated by the parent company, isn't it?

Isn’t Czech corporate tax rate above the minimum rate of 15%?

— =~

//[ The tax filing itself is still a long way off, so no calculations are necessary at the
L moment?

Unnecessary because the group's total turnover does not reach €750 million in the
first place?




Misconc
eptions
art 1.

The top-up tax is
calculated and
levied by the
parent
company.”

=)

v' Domestic top-up tax (QDMTT) is applicable in EU
countries, including the Czech Republic, from 31
December 2023 onwards and must be paid in the

Czech Republic if top-up (i.e. additional) tax is due.

v As effective tax rates need to be calculated on a

jurisdiction basis rather than on a company basis
in principle, it may not be possible to complete the

calculation on a subsidiary basis




Overview of global minimum taxation.

Global minimum taxation is a rule whereby income of group companies in light tax jurisdictions with effective
tax rates below the minimum rate (15%) is taxed in the jurisdiction of the parent company up to the

minimum rate.

0? UTPR 03 QDMTT

Undertaxed Qualified domestic
payment rule minimum top-up tax

0] IR

Income inclusion
rule

Income from subsidiaries in countries If taxation under the IIR cannot be he country in which the light-taxed
with light taxation is included in the fully implemented, taxation in the omponent entity is located collects
parent company's income. country where the affiliated company op-up tax as tax revenue in its own

with economic substance is located

Blocks tax
outflow!

Jurisdiction of Jurisdiction of

the parent the subsidiary
company

IR and QDMTT are applicable in the Czech Republic for fiscal years beginning on/after 31 December 2023.
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Overview of localimplementation| Europe

Legislation enacted

IIR and DMTT: 2024/ UTPR: 2025

Austria, Belgium, Bulgaria, Croatia, Czech Republic, Denmark, Finland, France,
Germany, Hungary, Ireland, Italy, Liechtenstein, Luxembourg, the Netherlands,
Norway, Romania, Slovenia, Sweden, United Kingdom

DMTT: 2024

Switzerland

- — I — — — — = = = = e = e e e = e e e e e e e e e e e e e = e = e = e = e = = = G
EU Directive transposition deadline missed:.
Cyprus, Greece, Poland, Portugal, Spain

- — I — — — = = e = e = e = e = e e e e e e e e e e e e e e e e e = e e e e = ¢
Deferred implementation of IIR and
UTPR..
Estonia, Latvia, Lithuania, Malta, Slovakia

- — I — — — = = e = e = e e e = e = e e e e e e e e e e e e = e e e = e = e e = ¢

Other announcements:.

Channel Islands and Isle of Man, Gibraltar
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Effective tax rates are calculated on ajurisdiction basis.

[ Instead of simply adding up the consolidated information of each subsidiary, the tax calculation items J

specific to the GIoBE rules need to be isolated, adjusted for each factor, and then summed for each
jurisdiction and lied to the effective tax rate formula!
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Misconc
eptions.
art two.

There is no impact if the
corporate tax rate is above
the minimum rate of 15% in
the country.”

=)

v Investment incentives and other tax credits may
result in an effective tax rate below the minimum
rate (15%) for some companies

v It is impossible to know whether the effective tax
rate is below OR above the minimum tax rate
without actually calculating it.

v Exemptions (carve-outs) are provided in the
calculation of excess profits subject to tax rate
multipliers, which may result in no Globe income
being generated as a result of the calculation.
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Overview of the Safe Harbour Test

v' Safe harbours under qualified CBCRs are granted for the transition period from FY2024 to FY2026.
v" The amount of top-up tax in a country/territory is zero if any of the following applies

v" Permanent safe harbours after a transition period are also currently under discussion.

Several other
transitional

measures, including
QDMTT Safe
Harbour

L B
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Misconc
eptions
art

kgree.

Top-up tax should be
calculated at the time of
filing."

=)

v Must be calculated quarterly, depending on the
accounting standards applied

v At the end of the period, it is important to set a
schedule that can be adapted to the submission
of financial statements and annual reports.
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w4 Exposure Draft of Practical Solution No. 67, "Treatment of Accounting for and Disclosure of Income Taxes under the Global Minimum Tax System (Draft)', proposes that no

accounting is required in the quarter.

Declaration
after 1 year

and 3 months

(1 yearand 6

months in the

first year).




Misconc
eptions
art four.

Companies with
consolidated turnover not
exceeding EUR 750
million are not affected."

=)

v Included even if not consolidated (JVs,
subsidiaries not consolidated)

v Even if not applicable now, there may be
unintended consequences in the event of an
acquisition or merger



Summary: How should we proceed?

Gathering the information
needed to calculate Top-up tax

* A compromise between both parents and
subsidiaries is necessary.

» Building future information sharing processes

. /\ /\ cash management
Understanding and 1

. . . Impact on performance
organising the overall picture P P
of the corporate group

management
* Review of investment incentives

Reorganisation of legal entities,

* |dentification of constituent units in the L
. o . reorganisation
country/region, organisation of capital
relationships (including JVs, minority
interests)
*  Whether there have been any changes in
capital relations
*  Whether future acquisitions are planned

Schedule management for financial reporting and
tax reporting
* Determine annual (or quarterly) information-sharing

Whether Safe Harbour should be applied
or not « Checking the availability of qualified CBCRs

policy
* Whether profit and tax rate requirements apply. + Alignment of parent company declaration timings.
* Try it out on your own company for now. » Allocation of tax liabilities to the companies
(in particular, the calculation of excess profits). « Preparation of QDMTT declarations
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"The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or Although we endeavour to provide
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is No one should act on such information without appropriate
professional advice after a thorough examination of the particular situation. In preparing this presentation KPMG has relied on publicly available information and disclaims all In
preparing this presentation KPMG has relied on publicly available information and disclaims all responsibility as to the validity or correctness of this information.
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