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Introduction to Transfer Pricing Controversy in Central Europe

Navigating Transfer Pricing Audits

In Central Europe:

and Practical Insights

This report provides an
overview of how transfer
pricing (3TPj)
conducted across Central and
Eastern
jurisdictions.

It highlights the current priorities of local
tax authorities, outlines practical aspects of
the audit process and subsequent appeal
or court proceedings, and examines the
most recent-and significant TP cases in the
region.

Our findings show a growing interest
among CEE tax authorities in transfer
pricing matters, with TP audits becoming
increasingly common and often protracted.
While in some countries such as Romania,
Hungary, and Serbia audits may conclude

European

within a year, in others? such as Czechi&
they can last up to five years. Although
none of the CEE jurisdictions allow for a

Aolchdlagrebmsnt onahd clure of a tax

audit, experience suggests that

const cglv (¢ e wi h the authorities
can helpreduce the Jlsk of lengthy
disputes.

Audit approaches differ across the region.
In many jurisdictions, tax authorities rely on
their own resources, conduct
benchmarking studies independently, and
apply country -specific standards, which
may require adjustments to centrally
prepared TP documentation.

In several countries, audits are coordinated
centrally, with national authorities issuing
guidelines, shaping audit policies, and
becoming directly involved in complex
cases. Despite these challenges, taxpayers
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Trends, Risks,

in most CEE jurisdictions have the option to
obtain Advance Pricing Agreements (APAS),
a valuable tool to mitigate TP risk given the
diverse audit practices and lengthy Mutual
Agreement Procedures (MAPS).

At the same time, penalties for non -
compliance with TP rules remain a
significant concern. These range from fines
for late or incomplete documentation to, in
some cases, criminal liability for tax
evasion. By consolidating country-specific
insights and practices, this report aims to
equip taxpayers and- practitioners with a
practical reference for navigating TP audits
in CEE jurisdictions.
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How can Deloitte help?

Our multi -disciplinary team combines tax advisors and
legal professionals and is ready to support your TP needs
across CEE. We can assist you with:
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Designing and implementing TP strategies and policies
aligned with applicable TP regulations

Preparing TP documentation and reporting that reflect
the specific requirements of each jurisdiction

Reviewing TP models, policies, documentation, and
contracts to bring consistency, accuracy, and
compliance with TP obligations

Advising on adjustments to TP models, policies,
contracts, and documentation to mitigate the risks
of disputes

Developing an effective TP audit strategy

Representing and providing support throughout tax
audits, as well as during tax and court proceedings

© 2 0 2 5infornkation , contact Deloitte Central Europe
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Albania

HIGHLIGHTS .
& REFLECTIONS Tax audit process

ALBANIA In transfer
A" Albanian tax authorities focus on p rl CI n g Cases

cases where Albanian entities with

non-complex functional profiles

report profit margins that fall What is the number of TP zrelated tax
outside of the ar mAs g\dRsirite Bouritrg?n 9 € .

A’ The General Directorate of Taxes is Number of TP audits in Albania remains
increasingly focusing on building TP modest. However, the Albanian tax
capacity, with specialized personnel authorities (ATA) have intensified their
EnEIng) o Eoi e EEsEs. scrutiny, particularly regarding the

A" While there is no formal central profitability of Albanian subsidiaries.
body for TP audit coordination, the
Ministry of Finance and Economy
and the General Directorate of
Taxes periodically issue guidance
and strategic audit plans.

Which TP issues are most commonly Other recurring audit points include:
challenged in tax audits in the A i ,
country? |n.tra-gro.up service (?harges,
with particular attention to the
ATA focus on cases where Albanian entities economic substance of the services
with non -complex functional profiles (such provided, the accuracy of cost
as distributors, contract manufacturers, or allocations, and whether the services
service providers) report profit margins provide a demonstrable benefit to the
that fall outside of t Almnaaentiyls | ength range

as established through TP (benchmarking)
analyses. In such cases, the ATA examine
the functional profile of the entity closely
to assess whether the declared
profitability appropriately reflects its risk
exposure, asset base and functions
performed.

license fees or royalties paid to
affiliated entities, especially as regards
substance of the entity that charges
such fees or the functional capacity to
manage and exploit the intellectual

property.

© 2 0 2 5infornkation , contact Deloitte Central Europe 6
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Tax audit procedure
in Albania

Who is responsible for conducting TP
audits?

In Albania, tax audits are conducted by the
General Directorate of Taxes (GDT)
(Diejtoria eP &ér g j i & Tatmevge)
its regional tax directorates.

Are there any people / departments
dedicated to perform TP audits?

ATA do not have a dedicated TP team,
however, within the ATA there are
individuals specialized for TP. In addition,
the GDT is increasingly focusing on building
TP capacity, with specialized personnel
handling more complex cases.

Are TP audits managed centrally?

The approach to TP audits has become
more structured in recent years, especially
following AlbaniaAs
OECD standards and the formal
introduction of TP legislation in 2014.

While there is no formal central body for TP
audit coordination, the Ministry of Finance
and Economy and the GDT periodically
issue guidance and strategic audit plans.
These may target specific sectors or types
of transactions (e.g., intercompany services,
financing, or royalty payments). Any official
list of Albanian entities selected for TP
audits is not published. However, risk -
based selection of Albanian entities for TP
audits is performed by the ATA, often
based on country -by-country reporting,
annual notifications of transactions with
related parties and disclosures made in the
TP documentation.

Do the tax authorities use external
experts during TP audits?

No.

Do tax authorities perform TP
studies themselves (centrally
or individually in the course of
the tax audit)?

Y e, 3P studies are performed by the tax
inspectors themselves.

What is the typical duration
of a TP audit?

TP audit typically lasts between 8-12
months. However, the duration can extend
further depending on the volume and
complexity of the inter -company
transactions and the cooperation of the
audited entities with the ATA.

an . .
l—%w is the outcome of a TP audit

presented (e.g., summary, report,
formal decision)?

The outcome of a TP audit is formally
documented through a Final Tax Audit
Report (Raporti P & r f u n dKkomtrollia r
Tatimor), issued by the tax audit team. This
report includes a detailed summary of the
audit findings, analysis of the controlled
transactions reviewed, the applied
methodology, and any proposed
adjustments. If adjustments are made,
a Tax Assessment Notice Njoftm p é r
Detyrimin Tatimor) is issued, which
adoristigutesreebimding adininistrative ace
determining the additional tax liabilities,
penalties, and interest.

What options are available for
presenting objections or remarks
regarding the outcome of the audit?

Upon receiving the Tax Assessment Notice,
taxpayers have the right to file an
administrative appeal with the General
Directorate of Taxes within 30 days from
the date of notification. The appeal must
include a written objection substantiated
with legal arguments, factual explanations,
and relevant documentation. If the appeal
is rejected or partially accepted, the
taxpayer may initiate a judicial appeal
before the Administrative Court.

What is the typical duration of tax
proceedings in Albania?

The duration of administrative appeal
proceedings typically ranges from 6 to 12
months, depending on the complexity of
the case and responsiveness of the parties
involved.

© 2 0 2 5infornkation , contact Deloitte Central Europe
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At what stage are TP disputes usually
settled, and why?

Engaging in constructive dialogue with the
ATA during the audit phase is advisable, as
fining mutual understanding is common,
especially when supported by
comprehensive TP documentation and TP
(benchmarking) studies.

Is it possible to discuss issues identified
during tax audits, or are they limited to
a desktop review of documents?

Yes, it is possible to discuss the issues
identified during a tax audit with the
inspectors and potentially reach an
understanding on how to conclude the
audit.

To what extent is the decision
reviewed based on the appeal
(only formally or also as regards
the factual background)?

If the audited entity disagrees with the
audit findings and objections are not
accepted, a formal tax assessment
decision is issued. The audited entity may
challenge this through an administrative
appeal to the GDTAs

What is the typical duration
of court proceedings?

Court proceedings in TP cases may take
13 years, depending
workload. Given the current high workload,
longer durations may also be possible.

Albania

Like many civil law jurisdictions, Albanian
administrative courts follow formal
procedures, without robust analysis of
factual background. Court primarily
examines whether the tax authority acted
in accordance with the applicable laws and
procedural requirements. Appeals can be
made to the Administrative Court of
Appeal, and ultimately to the Supreme

Court. .
Appeals Directorate.

on the courtAs

How may transfer pricing be safeguarded

In Albania ?

01

Unilateral, bilateral and multilateral APA may be
concluded with the tax authorities if the value of the
controlled transaction is expected to exceed EUR 30
million, or if the controlled transaction is complex and

of strategic nature.

of 5 years.

APA applications require a non-refundable
pre-filing fee of EUR 500, followed by a fixed

02

No.

03

No.

Is a cooperative compliance program available?

© 2 0 2 5infornkation , contact Deloitte Central Europe

Is APA available? What is the timeline and costs for APA?

administrative fee of EUR 3000 for unilateral APAs
or EUR 12 000 for bilateral/multilateral APAs.

The APA process in Albania may take up to 12 months,
with agreements typically valid for a maximum

Is it possible to obtain an individual tax ruling for TP?
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Penalties

for non - compliance
In transfer pricing
and for understating
the taxable income

(Caused by intragroup transactions
concluded not at ar mASs

Failure to prepare TP documentation (local file) give the
right to the ATA to prepare their own analysis of the
transaction.

Standard penalty for late payment of taxes applies to TP
assessments. The penalty is calculated as 0.06% of the
outstanding tax for each day of delay for 365 days,
reaching a maximum penalty of 21.9% of the outstanding
tax.

Late submission of the Annual Controlled Transaction
Notice (ACTN) incurs a penalty of ALL 10 000
(approximately EUR 100) per month of delay until the
notice is filed.

In the event that irregularities in TP constitute tax evasion,
criminal liability may be incurred pursuant to the relevant
provisions of the Albanian Criminal Code.
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Bulgaria

Bulgaria

HIGHLIGHTS
& REFLECTIONS
BULGARIA

A Compared to 2019 -2020, Deloitte
Bulgaria recorded over 400%
growth in the number of
engagements related to tax
inspections and audits concerning
TP during 2023-2024.

A APA s not available.

A Cooperative compliance program
is not available.

Tax audit process
In transfer pricing cases

What is the number of TP zrelated tax
audits in the country?

While the Bulgarian tax authorities do not
publish detailed statistics on the number
of tax audits concerning TR Deloitte
Bulgaria professionals have been
witnessing a significant increase of TP

Which TP issues are most commonly
challenged in tax audits in the
country?

Bulgarian tax authorities are focused on
the following TP issues at tax audits:

A intra-group services provided to
Bulgarian entities are often scrutinized
by the Bulgarian tax authorities in
terms of substance, their relation to
the business of the Bulgarian entities,
documentation proving that the
services were provided, and
duplication of services with similar
functions performed internally.

A TP methods Z TP documentation and
applied TP methods are often
challenged by the tax authorities.
Inconsistencies with Bulgarian
regulations may lead to challenging the
TP methodology and comparable
transactions or companies selected in
TP studies used for transfer pricing.

A TP (benchmarking) studiesz
Benchmarking studies are thoroughly
reviewed by the Bulgarian tax
authorities. Differences in functions,
assets or risks between the tested
party and selected comparables are

© 2 0 2 5infornkation , contact Deloitte Central Europe

audit engagements in the recent years.
Compared to 2019 -2020, Deloitte Bulgaria
recorded over 400% growth in the number
of engagements related to tax inspections
and audits concerning TPduring 2023 -
2024.

often subject to dispute.

A profitability of the routine entities 7
Bulgarian subsidiaries performing
routine functions, such as routine
distributors or contract manufacturers
are expected to be in profit position,
especially in terms of transactions with
related parties. Tax authorities tend to
question incomes of such entities
when they fall outside the market
ranges, and/or challenge TP
(benchmarking) studies if profitability of
the Bulgarian entities appears too low.

A intra-group financing z Interest paid for
financing between related parties is
often challenged by the Bulgarian tax
authorities.

A subordinated position of the Bulgarian
entity - Bulgarian tax authorities often
challenge the profitability of those
Bulgarian subsidiaries of the
multinational groups that report losses
or profits below the expectations of the
tax authorities. This is related to the
issues described for routine
distribution or manufacturing entities.

11
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The following TP issues were challenged
In tax audits in Bulgaria in 2024

Intra -group services provided to Bulgarian entities

Missing or insufficient documentation of substance of intra -group services
is usually challenged. In particular the following issues are questioned:

A insufficient documentation demonstrating that intra -group services
were actually performed to the Bulgarian subsidiaries,

A duplication of intra -group services provided to the Bulgarian entities
with functions performed internally by the Bulgarian entities

A missing or insufficient documents such as contracts for intra -group
services and supporting documentation (for example orders, e -mail
correspondence, etc.) proving the intra -group services actually occurred,

Acosts that should be classified as costls
example costs incurred by the Bulgarian entities related with
consolidated reporting).

Application of TNMM

Application of aggregated versus segmented approach for TP analysis is
often discussed and challenged by the Bulgarian tax authorities. Tax
authorities reject some comparable entities or transactions selected within
TP (benchmarking) studies. Some entities or transactions rejected in course
of the TP (benchmarking) studies may be selected as comparable by the tax
authorities. Adjustments made to the analysed profit level indicators are
sometimes challenged and/or rejected by the tax authorities.

Cost plus and comparable uncontrolled price methods

Bulgarian tax authorities may rework existing analyses by changing
or removing comparability criteria in order to reach certain results.

Regarding armAs. |l ength chgracter of interest rates

If the Bulgarian entity does not present credible analysis of intra -group debt
(loans, bonds, etc.), an expert witness is appointed to determine a market
interest rate based on any available information (including bank statistics,
market, and contractual data gathered by the expert, etc.). The conclusions
of expert witnesses may be unpredictable, and courts accept or reject

them on an ad -hoc basis.

© 2 0 2 5infornkation , contact Deloitte Central Europe 12
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Tax audit procedure
in Bulgaria

Who is responsible for conducting TP
audits?

Tax audits related to TP are conducted by
the tax inspectors of the National Revenue
AgendgyVHROUT f ol T7¢
0 S R3 U Ofhe admjnistrative structure
mainly responsible for tax audits. Audit
teams usually consist of three people.
Bulgarian legislation does not specifically
address tax audits concerning TP. TP is
usually analysed within the regular tax
audit process (inspections or audits) that
have a more general scope.

Are there any people / departments
dedicated to perform TP audits?

Most tax audits concerning TP are
conducted by the department dedicated
for 3l arge entities
consolidates the knowledge and know -how
on TP audits, which is further used by the
audit teams.

Are TP audits managed centrally?

While there may be no official indication
that TP audits in Bulgaria are centrally
managed, the TP-specific knowledge
accumulated by the large entities office as
well as Double Tax Treaty department at
the Central Directorate of the National
Revenue Agency, may be applied by the
audit teams during respective TP audits.

Do the tax authorities use external
experts during TP audits?

Bulgarian tax authorities may use experts
that are approved centrally and included in
a specific list, but in practice, we have not
seen cases in which they apply this option.

Do tax authorities perform TP studies
themselves (centrally or individually
in the course of the tax audit)?

Tax authorities usually verify the TP studies
already prepared by the audited entities.
The results of such studies may be changed
by the tax authorities if they do not comply
with the Bulgarian regulations and practices.
Tax inspectars conduct their own analyses
when TP documentation or TP analysis was

not presented upon request. Tax authorities
have access to the TP databases and have
knowledge to use them.

What is the typical duration
of a TP audit?

It typically takes between 6-12 months. The
complexity of the tax audit or suspension
of proceedings may prolong this term.

DUHRA 6 .
l—?ow is the outcome of a TP audit

presented (e.g., summary, report,
formal decision)?

A preliminary

report

Bulgaria

entity an opportunity to present their

formal objection t
findings before a final tax assessment
act is issued.

What is the typical duration of tax
proceedings in Bulgaria?

Tax audits performed by tax inspectors
usually take between 6-12 months to
conclude with a final assessment (tax
assessment act). If the audited entity
chooses to pursue administrative appeal of
the tax assessment act, the proceedings
usually take drouddt2 & rmonikisu Court

repoNdf RERUUDU TARRA I Ogmreeding may follow the administrative

issued as a draft assessment of the
audited entityAs
entity may object to the TAR before the
final tax assessment is issued. At this stage,
it is also possible to discuss the preliminary
findings of the tax inspectors during a
meeting. The tax audit is completed with a
final tax

TP

enforceable to the audited entity. If the
audited entity disagrees with TAA, it may
submit an appeal to the Director of the
Appeal s
ORS®RHRaA
UOsRTtSRTOFUI

JHIE BT FT1-TUDd

What options are available for
presenting objections or remarks
regarding the outcome of the audit?

During the tax audit, audited entities have
various methods to support their TP
position:

A written explanations can be provided to
the tax authorities regarding intra -group
transactions. Such explanations are
almost always requested by the tax
inspectors themselves, but the audited
entity may also present them on its own.

A Formal meetings with the tax inspectors
and representatives of the audited
entities (including TP consultants) often
take place during tax audits.

A Evidence can be presented to support
the TP position of the audited entity. This
includes analyses, explanations, and
documents supporting the statements
in the TP documentation, etc.

A The preliminary TAR gives the audited

© 2 0 2 5infornkation , contact Deloitte Central Europe
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At what stage are TP disputes usually
settled, and why?

TP disputes often end up in court and are
ultimately decided upon in respective court
proceedings. The Director of appeals tends
to agree more often with the tax inspectors
unless significant violations of the tax
regulations are made during the audit by
the tax authority.

Is it possible to discuss issues
identified during tax audits, or are
they limited to a desktop review of
documents?

Meetings with tax inspectors often take
place during tax audits to clarify TP matters
and discuss potential issues before the
preliminary report (tax audit report), or the
final assessment (tax assessment act) is
issued by the authorities. Such discussions
may lead to finding a mutual understanding
regarding the finalization of the audit.

What is the formal procedure in case
the tax audit finds irregularities?

The tax audit always ends with a TAA, even
if no irregularities are found.

The result of the irregularities might lead to:

A Upward TP adjustments: These are
imposed where income of the
Bulgarian entity is considered
understated. The amount of such
upward adjustment may increase the
audited year As
entity, effectively leading to CIT
obligations and penalty interest. If the
audited entity was at loss-making
position, upward TP adjustments would
affect the carry-forward losses of the
entity, which may lead to effective
taxation in the future periods.

A Questioning certain costs as not tax
deductible: This leads to increasing the
audited yearsA
respectively, CIT obligations and/or
reduction of the carry -forward losses.

A Questioning certain costs and qualifying
them as hidden distribution of profit:

This leads to WHT obligations and fines.

A Late payment penalty interest: This is
due in all cases where tax obligations
are assessed during a tax audit.

The A K i enforceable immediately, even if
an appeal is filed against the assessment.

Tax assessment acts can be appealed to
t he

ORS®BRHARa UT OITfiTiuod

UsRTt SRTOF U1 whaigieRa RRI

decision. If the decision confirms the
assessment, the assessment may be
further appealed to the administrative
court. The court proceedings for tax
matters in Bulgaria take place in two
instances, with the Supreme administrative
court being the second and final instance.

Bulgarian tax authorities most often
question:

A conditions of related -party transactions
when they deviate from market
conditions,

A costs that should not be considered tax
deductible, most often because:

© 2 0 2 5infornkation , contact Deloitte Central Europe

taxa

taxa

Bulgaria

A services are considered not related to
the Bulgarian

A services provided by related parties
were not beneficial for the Bulgarian
entity,

A intra-group services provided to the
Bulgarian entities overlap with similar
internal functions,

A services provided to the Bulgarian
entities were not substantiated with
documents/evidence,

%I e I ncome 'of the
services are

activities.

Transactions between related parties
qualified as hidden distribution of profit
(e.q. if intra-group services are viewed as
3Jsharehol der sA
may consider them as hidden profit
distribution and impose WHT on deemed
dividends, along with fines).

Bd whiat dxtBnfiQtfB Rlecidioh d -
reviewed based on the appeal (only
formally or also as regards the factual
background)?

Both the Director of appeals and the court
review the appeals filed by the Bulgarian
entity in full, evaluate the factual
background, and issue a decision in
substance, considering the applicable TP
regulations (TP legislation, TP guidelines,
etc.). New evidence can be presented at
any stage of the proceedings, including at
the first instance court level. However, it is

Direct oOPR®3 R AP Ple afBcRMmenged that the evidence be

sgPmigtesl gtithg earliest stage.

It factual circumstances are unclear, the
Director of appeals may return the case to
the tax authority that performed the audit.
However, this is relatively rare with
regarding TP audits.

What is the typical duration of court
proceedings?

Depending on the complexity of the case
and the instances involved, a court case
may take 2-4 years.
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