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In brief 

In recent years, the number of tax audits focused on transfer pricing and the amounts of the resulting tax 

adjustments have skyrocketed in the Czech Republic. This largely has been caused by the Czech Tax 

Administration’s systematic risk assessments, which are subsequently used to select taxpayers for 

transfer pricing audits. With country-by-country reporting on the way and transfer pricing in the 

spotlight, the figures are expected to escalate further. 

 

In detail 

Since the introduction of 
mandatory disclosure of related-
party transactions in 2014, the 
number of tax audits focused on 
transfer pricing in the Czech 
Republic and the resulting tax 
adjustments have increased 
dramatically. The Czech Tax 
Administration is using the 
disclosure reporting of related-
party transactions as part of a 
risk analysis when selecting 
taxpayers for a transfer pricing 
audit. They also have 
successfully used field 
investigations in their risk 
assessment procedures to 
collect additional information at 
the taxpayers’ premises.  

The recent audits focus on 
companies in ‘high risk’ 
categories from the transfer 
pricing perspective and specific 
transactions identified through 
the disclosure reporting. 
Companies that reported tax 
losses or received investment 

incentives in the form of tax 
relief become primary targets 
for transfer pricing audits. 

The typical intercompany 
transactions that draw the 
administration’s attention 
include: 

 business restructurings, i.e., 

changes in the functional and 

risk profile of a Czech entity, 

 management/service fees,  

 licence fees, and 

 interest and other financial 

payments. 

Importantly, a recent judicial 
decision concluded that the 
transfer pricing rules also may 
apply to transactions with 
unrelated customers when the 
actual prices for unrelated 
parties were arranged/agreed by 
the taxpayer’s related party. One 
example of this would be when 
the foreign parent entity 
negotiates the prices with 

unrelated customers, which the 
local Czech subsidiary has to 
accept.  

The development of the 
expertise and experience of tax 
officers and the pooling of 
resources from specialist tax 
units within the Czech Tax 
Administration also contribute 
to the efficiency of transfer 
pricing audits. Moreover, the 
current orientation of the Czech 
tax policy on maximizing tax 
revenues creates pressure on the 
Czech Tax Administration and 
puts taxpayers at a 
disadvantage. The hard 
numbers support these facts: 
statistics show that not only is 
the number of tax audits 
multiplying, but tax assessments 
and especially disallowances of 
tax losses are soaring too. The 
table below presents statistics 
on the tax audits focused on 
transfer pricing and their 
effectiveness for the Czech Tax 
Administration. 
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Transfer pricing tax audits in the Czech Republic 

Year Number 
of Tax 
Audits 

Tax Base 
Increase 

(000 CZK) 

Tax 
Assessments 

(000 CZK) 

Tax Loss 
Decrease 

(000 CZK) 

2009 139 148 969 50 439 801 471 

2010 221 365 307 90 998 64 856 

2011 314 310 415 169 663 816 315 

2012 216 93 479 20 453 14 501 

2013 282 336 386 71 759 131 268 

2014 459 260 973 58 752 242 860 

2015 786 2 691 973 445 752 486 721 

2016* 630 4 935 289 924 502 8 253 920 

*Data for January-September 2016 

During the tax audits, the unprepared 
companies are exposed to detailed 
questionnaires and interviews with 
employees conducted by the Czech 
Tax Administration. Those companies 
also are more likely to get additional 
tax assessments and penalties.  

The transfer pricing documentation, 
although still non-mandatory, is 
highly recommended and generally 
expected to be prepared and 
submitted during the tax audit; 
however, it may not be enough. 
Greater attention is paid to local 
requirements set by the Czech 
legislation and decrees issued by the 
Ministry of Finance with respect to 
the structure of the documentation, its 
substance, local facts, and 
circumstances. In this environment, 
the best possible way to mitigate the 
risks of the intercompany pricing 
arrangements and avoid a tax 
assessment is the Advance Pricing 
Agreement (APA), which often takes 

the unilateral form of an agreement 
between the taxpayer and the Czech 
Tax Administration. 

Observation: We expect that country-
by-country reporting, which Czech 
legislators will introduce in the course 
of 2017, is going to provide the Czech 
Tax Administration with a transparent 
picture of the global business 
operations of a multinational. This 
will allow for deeper risk analysis and 
even more targeted and effective 
transfer pricing audits. 

The takeaway 

The transfer pricing risk assessment 
tools and approaches used by the 
Czech Tax Administration have 
become more sophisticated, which has 
resulted in accelerated numbers of 
targeted transfer pricing audits and 
additionally assessed taxes. When it 
comes to a tax audit, the Czech Tax 
Administration generally expects to be 

provided with well-prepared transfer 
pricing documentation and focuses on 
the substance and specific local 
requirements. The APA is still the best 
practice and the most reliable tool for 
reducing risks associated with the 
pricing of intercompany transactions. 
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Let’s talk   

For a deeper discussion of how this issue might affect your business, please contact: 

Transfer Pricing 

David Borkovec, Prague 
+420 251 152 561 
david.borkovec@cz.pwc.com 

Natalia Pryhoda, Prague 
+420 251 152 647 
natalia.pryhoda@cz.pwc.com 

Matej Vacik, Prague 
+420 251 152 588 
matej.vacik@cz.pwc.com 

Transfer Pricing Global and US Leaders 

Isabel Verlinden, Brussels 
Global Transfer Pricing Leader 
+32 2 710 44 22 
isabel.verlinden@be.pwc.com 

Horacio Peña, New York 
US Transfer Pricing Leader 
+1 646 471 1957 
horacio.pena@us.pwc.com 
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