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Introduction
Estonian transfer pricing regulation relies strongly on the principles stated in the 
Organisation for Economic Co-operation and Development (OECD) Guidelines 
stipulating solid rules for implementing the regulation in practice.

Transfer pricing is becoming an increasingly important tax issue in Estonia. However, 
the Estonian transfer pricing practice is currently not very sophisticated, as both 
taxpayers and tax authorities are building their transfer pricing expertise.

Statutory rules
Application of the regulation
Estonian transfer pricing rules are stipulated in the Income Tax Act and in Regulation 
No. 53 issued by the Estonian Ministry of Finance on 10 November 2006. Estonian 
taxpayers are required to be able to demonstrate that both domestic as well as cross-
border transactions with related parties were conducted at arm’s length. Transfer 
pricing rules are applicable to all types of transactions.

Transfer pricing rules are applicable to inter-company transactions concluded between 
the following parties:

• An Estonian company and its related party.
• An Estonian sole proprietorship and its related party.
• An Estonian permanent establishment and its foreign head office.
• An Estonian permanent establishment and a party related to its foreign head office.
• An Estonian company and its foreign permanent establishment.

Related parties
Estonian tax legislation provides a rather broad definition of related parties. The 
following companies and individuals qualify as related parties:

• An Estonian company and its group company.
• An Estonian company and a direct shareholder that owns more than 10% of the 

share capital, number of votes or rights to the profits of the company.
• An Estonian company and two or more direct shareholders, which qualify as related 

parties to each other and own (on a combined basis) more than 50% of the share 
capital, number of votes or rights to the profits of the Estonian company.

• An Estonian company and another company that has a common shareholder, which 
owns more than 50% of the share capital, number of votes or rights to the profits of 
both of these companies.

• An Estonian company and another party that each separately own more than 25% 
of the share capital, number of votes or rights to the profits of the same legal entity.
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• An Estonian company and another legal entity that have exactly the same members 
of their respective management boards.

• An Estonian company and its employees, members of management and supervisory 
board, and direct relatives of these persons.

Companies not covered by the above list of related parties may still be regarded 
as related parties if they have a mutual business interest or control. There is no 
administrative practice in place or guidelines issued by the tax authorities explaining 
the notion mutual business interest but in essence this is regarded as an anti-
avoidance clause.

Transfer pricing principles
The Estonian regulation is based on the arm’s-length principle, which requires the 
prices charged between related parties be equivalent to those that would have been 
charged between independent parties performing the same or similar functions under 
the same or similar circumstances. Should the transfer prices applied in the inter-
company transactions not follow the arm’s-length principle, any hidden distribution 
of profits is subject to Estonian corporate income tax (21/79 on net amount of 
profit distribution).

The Estonian transfer pricing regulation should generally be in line with the principles 
laid down in the OECD Guidelines. However, there are some Estonia-specific issues 
(e.g. preference of local comparables) that should be considered when applying 
the OECD Guidelines. Furthermore, sufficient attention should be paid to the 
present Estonian corporate income tax system, which taxes only direct and deemed 
profit distributions.

Under the present Estonian corporate income tax system, transfer pricing adjustments 
are treated as deemed dividend distributions subject to corporate income tax. 
Consequently, transfer pricing adjustments do not increase the taxable income of the 
taxpayer and are not treated as non-deductible for corporate income-tax purposes. 
Therefore, a transfer pricing adjustment assessed to a loss-making company triggers 
corporate income tax payable.

The Estonian transfer pricing regulation provides guidelines regarding comparability 
of the transactions in respect of the functional analysis and contractual terms of the 
transaction as well as economic circumstances and business strategies. The Estonian 
regulation also establishes guidelines for intellectual property, provision of intragroup 
services and cost-contribution agreements.

Transfer pricing methods
The Estonian regulation introduces five transfer pricing methods that are the same as 
those in the OECD Guidelines:

• Comparable uncontrolled price method.
• Resale price method.
• Cost-plus method.
• Profit split method.
• Transactional net margin method.

In addition, the taxpayer is entitled to apply its own method provided that it achieves a 
more reliable result.
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The Estonian regulation recognises the ‘best method rule’ for selecting the applicable 
transfer pricing method. As a result, each transaction or group of transactions must 
be analysed separately in order to determine the most appropriate method and that 
there is no priority of the methods. Furthermore, the regulation does not prescribe 
any obligatory method for certain types of transactions, and the taxpayer is entitled to 
apply only one method for calculating transfer price for a transaction.

Estonian corporate income tax system
Estonia has a rather exceptional corporate income tax regime that should be 
considered while applying the transfer pricing regulation. Under the Estonian 
corporate income tax regime, all undistributed corporate profits are tax-exempt. 
This exemption covers both active (e.g. trading) and passive (e.g. dividends, interest, 
royalties) types of income, as well as capital gains from sale of all types of assets, 
including shares, securities and immovable property. This tax regime is applicable 
to Estonian companies and permanent establishments of foreign companies that are 
registered in Estonia.

In Estonia, corporate profits are not taxed until the profits are distributed as dividends 
or deemed profit distributions, such as transfer pricing adjustments, expenses and 
payments that do not have a business purpose, fringe benefits, gifts, donations and 
representation expenses. Registered permanent establishments (including branches) 
are subject to corporate income tax only in respect of profit distributions, both actual 
and deemed, as defined in domestic law.

Distributed profits are generally subject to 21% corporate income tax (21/79 on the net 
amount of profit distribution).

The period of taxation is a calendar month. The combined corporate income tax and 
payroll tax return (form TSD with appendices) must be submitted to the local tax 
authorities and the tax must be paid by the tenth day of the month following a taxable 
distribution or payment.

Documentation
The Estonian transfer pricing regulation introduces documentation requirements 
applicable starting from 1 January 2007. As a general rule, all Estonian group 
companies and permanent establishments are obliged to prepare transfer pricing 
documentation to prove the arm’s-length nature of the intercompany transactions.

An exemption applies to small and medium-size enterprises (SME) unless they have 
conducted transactions with entities located in low-tax territories. A company or 
permanent establishment is deemed to be an SME, provided that the previous financial 
year consolidated results of an Estonian company or a permanent establishment 
together with its associated enterprises or head office meet all of the following criteria:

• Annual sales less than 50 million euros (EUR).
• Balance sheet less than EUR 43 million.
• The number of employees less than 250.

Although the formal transfer pricing documentation requirements do not apply to 
SMEs, they may still be required to prove the arm’s-length nature of their intercompany 
transactions to the tax authorities in the course of a tax audit. There are generally no 



391www.pwc.com/internationaltp

E

limitations and restrictions in relation to the form or type of evidence the taxpayer can 
submit to defend transfer prices.

The Estonian documentation requirements should generally follow the principles 
stipulated in the EU Council Code of Conduct on Transfer Pricing Documentation for 
Associated Enterprises in the EU. The master file and country-specific files, including 
supporting documentation, should be prepared by the taxpayer with due diligence 
considering the nature and extent of the controlled transactions.

The master file should contain a business profile of the group, a list of related parties 
with business profile descriptions, details of controlled transactions, a functional 
analysis, a list of intellectual property owned by the group, a description of the transfer 
pricing policy, and a list of any applicable cost contribution and advance pricing 
agreements. Country-specific files should include a business profile of the taxpayer, 
description of intragroup transactions, comparability analysis, and the selection of 
transfer pricing method and identified comparables.

Transfer pricing documentation should be submitted to the tax authorities within 
60 days of their request. The transfer pricing documentation does not have to be in 
Estonian, but the tax authorities may ask the taxpayer for a translation.

Other than the formal transfer pricing documentation and general requirement to 
disclose the transactions with the related parties in the annual reports, there are 
no additional reporting requirements related to transfer pricing in relation to inter-
company transactions.

Other regulations
Taxpayers and tax authorities are encouraged expressis verbis to apply the OECD 
Guidelines for interpreting and implementing the Estonian regulation except where 
they are not in agreement with the Estonian regulation.

In addition, the tax authorities have also issued guidelines of a general nature for the 
purposes of explaining the application of the regulation.

Legal cases
There have been few cases either resolved in the framework of administrative objection 
procedure or brought to court. The cases have concerned topics such as duplicative 
services, stewardship costs, selection of external comparables and consolidation 
of transactions.

Burden of proof
As a general rule, the burden of proof lies with the taxpayer, as the taxpayer is required 
to prove the arm’s-length nature of the inter-company dealings. If the taxpayer has 
submitted proper documentation, the burden of proof is shifted to the tax authorities, 
who must demonstrate why the taxpayer’s transfer prices are not at arm’s length and 
support it with adequate documentary evidence in order to challenge the transfer 
prices of the taxpayer. Once the tax authorities have proposed an alternative transfer 
pricing method or comparables, the burden of proof again shifts to the taxpayer to 
defend the arm’s-length nature of its transfer prices.
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Tax audit procedures
Estonian tax authorities have tax inspectors who specialise in transfer pricing. As a 
general rule, tax authorities do not perform special transfer pricing audits, but the 
pricing of inter-company dealings is reviewed in the course of a general tax audit where 
transfer pricing is audited simultaneously with other types of taxes.

The transfer pricing audit procedures must follow the general tax procedures 
established for tax audits. The tax authorities may request all relevant data, such as 
accounting records and other supportive documentation, and have interviews with the 
management and employees. Information may also be requested from third parties, 
including credit institutions.

The tax audit is usually finalised with the submission of a written report of the tax 
findings to the taxpayer. The taxpayer is entitled to file a written response accompanied 
by additional documentary evidence, if necessary. Any resulting transfer pricing 
adjustment is imposed by the appropriate local tax office of the tax authorities.

Revised assessments and the appeals procedure
Additional assessments and any penalties imposed by the tax authorities can be 
appealed by the taxpayer within 30 days of receipt of the tax verdict. The appeal may 
be submitted to the tax authorities, with review of the appeal occurring generally 
within 30 days. If the appeal is unsuccessful, the taxpayer is entitled to submit a new 
appeal to the court within 30 days of receiving the decision from the tax authorities. As 
an alternative, the taxpayer may submit an appeal directly to the court; appealing first 
to the tax authorities is not obligatory.

As a general rule, regardless of whether an appeal has been submitted, the taxpayer 
is required to pay the imposed tax within 30 days of receipt of the tax verdict. Under 
certain circumstances, the tax authorities or court may postpone the payment of tax 
until the dispute is resolved. Should the appeal be successful after the tax has been 
deposited by the tax authorities, overpayment of tax bears late payment interest 
amounting to 0.06% per day payable to the taxpayer.

Additional tax and penalties
Taxpayers are liable to self-assess the arm’s-length nature of intercompany 
transactions. Any transfer pricing adjustment must be declared and the tax remitted 
monthly, as the period of taxation is a calendar month. The combined corporate 
income tax and payroll tax return (form TSD with appendices) must be submitted 
to the local tax authorities and the tax must be paid by the tenth day of the month 
following a taxable distribution or payment.

Tax arrears bear late payment interest (0.06% per day) and 21/79 corporate income 
tax will be levied on late payments’ interest paid. In certain circumstances, transfer 
pricing adjustments may also trigger double taxation. There are no special transfer 
pricing penalties.

Tax returns are open for investigation generally for three years from the dates of 
submission. This statute of limitation can be extended for another three years if the 
authorities discover intentional non-payment of tax.
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Resources available to the tax authorities
For the purposes of improving their transfer pricing expertise, transfer pricing 
trainings have been held for the tax inspectors. It is also understood that the tax 
authorities are able to use international databases such as Amadeus for performing 
benchmarking studies

Use and availability of comparable information
Comparable information is required in order to substantiate the arm’s-length nature 
of the inter-company dealings and should be included in the taxpayer’s transfer 
pricing documentation.

Estonian companies are required to make their annual reports publicly available by 
filing the copy with the local authority (i.e. Estonian Commercial Register). These 
annual reports can be used as comparables. In addition, taxpayers are entitled to use 
international comparables.

As a general rule, internal comparables are preferred to external comparables. In 
addition, local comparables are preferred to foreign comparables (e.g. pan-European 
or global). The use of secret or non-public comparables is not accepted.

Risk transactions or industries
Although administrative practice is inconsistent, sensitive areas are emerging such as 
loss-making companies, management services and financing.

Limitation of double taxation and competent authority 
proceedings
There is no special regulation to provide relief from double taxation of domestic inter-
company transactions. The general procedure of refunding overpayments of tax may be 
insufficient for some cases and may trigger double taxation.

Relief from double taxation in cross-border inter-company transactions can be sought 
through the tax treaties concluded by Estonia that, in most cases, include provisions 
for a mutual agreement procedure. Estonia has also ratified the Arbitration Convention 
(90/436/ECC) that should provide relief from double taxation related to tax disputes 
inside Europe.

Advance pricing agreements (APAs)
Currently, there are no provisions enabling taxpayers to negotiate APAs with the 
tax authorities.

Anticipated developments in law and practice
We are not aware of any significant anticipated developments in law. It is expected that 
new transfer pricing law cases and more administrative practice should emerge in the 
close future.

Liaison with customs authorities
In Estonia, both tax and customs authorities are within the authority of the Estonian 
Tax and Customs Board. It is assumed that there is exchange of information 
between these departments but there is no prescribed approach for the use of 
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certain information of one area in the other area (i.e. transfer pricing analysis for 
customs purposes).

OECD issues
Estonia is a member of the OECD and the taxpayers and Estonian Tax and Customs 
Board are expressis verbis encouraged to apply OECD Guidelines for interpreting and 
implementing the Estonian Regulation in situations where OECD Guidelines do not 
contradict the Estonian Regulation.

Joint investigations
In Estonia, the tax authorities have conducted joint investigations covering both 
taxation and customs of a taxpayer.

At this stage, we are not aware of any joint international transfer pricing tax audits 
conducted in cooperation with foreign tax authorities.

Thin capitalisation
There are no thin capitalisation rules in Estonia.

Management services
Estonia has not established any special transfer pricing regulation in relation to 
inter-company management services. As a result, taxpayers are entitled to follow the 
principles introduced in the OECD Guidelines for the purposes of establishing the 
arm’s-length nature of inter-company management fees charged.

However, when auditing intragroup services, tax auditors tend to test whether the 
intragroup services have actually been provided, if the business services are related, 
and if the management fee meets the arm’s-length nature. To prove the existence of the 
management service transaction, a management service agreement and an invoice as 
well as other documentary evidence to substantiate the provision of the services and its 
benefits to the recipient should be in place and maintained.


