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Preface

Business Guide Estonia is intended as a preliminary exploration of the questions that typically arise when a com-
pany wishes to enter the Estonian market.

The guide is not intended to cover all issues arising in relation to activities in Estonia. However, we hope that it
will provide an overview of typical issues.

This publication has been prepared for general guidance or matters of interest only and does not constitute pro-
fessional advice. Danske Bank A/S, including Danske Bank A/S Estonia branch, does not accept or assume any
Tiability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in
reliance on the information contained in this publication or for any decision based on it.

The guide will be featured on the following website, which will be updated regularly: www.danskebank.com.



Danske Bank A/S

Danske Bank A/S (Danske Bank] is the largest bank in Denmark and a leading player in the Scandinavian finan-
cial markets. The Danske Bank Group, which includes Danske Bank, Realkredit Danmark, Danica Pension and a
number of subsidiaries, offers a wide range of financial services, including insurance, mortgage finance, asset
management, brokerage, real estate and leasing services.

In Denmark, Norway, Sweden, Finland, Northern Ireland, the Republic of Ireland, Estonia, Latvia, Lithuania and
Russia, the group serves 5 million retail customers and a significant part of the corporate, public and institutional
sectors.

It also has a large number of international corporate clients, particularly in the northern European markets.
Some 2.3 million customers use the bank's online services.

Danske Bank also has branches in London, Hamburg and \Warsaw. Moreover, a subsidiary in Luxembourg.
For more information go to www.danskebank.com.
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1 Facts about Estonia

1.1 Estonian economy and politics

Estonia formally regained independence in August
1991, and, since then, accelerated growth and eco-
nomic reforms have followed. Estonia joined the EU
in May 2004 and was included in the ERM Ilin June
2004. Estonia became a member of the Euro zone on
January 1st, 2011.

1.1.1 Prospects for the Estonian economy

Asin the other Baltic States, the strong growth per-
formance has changed to deep recession. The current
developments show some signs of recovery stem-
ming from the positive impulse from external demand.
However, a sustainable recovery in domestic demand
is still far off as fiscal stimulus will remain tricky in the
medium term. The main growth driver will be external
demand and, in a more favourable global outlook, we
might see a more positive GDP outcome next year.

1.1.2 Facts

1.1.2.1 Politics
Official name
Republic of Estonia/Eesti Vabariik

Form of government
Parliamentary democracy

Parliament
Unicameral system: the Riigikogu (state assembly)

Election system
Universal suffrage for citizens aged 18 or more

Head of state

The president is elected by the parliament for a five-
year term. The current president is Toomas Hendrik
llves from the Social Democratic Party (SDP). The
president is mainly a symbalic figure.

Primary political parties

Estonian Reform Party (31% of votes in the parlia-
ment): The main governing party. The party is liberal-
conservative and is the most economically liberal
party in Estonia.

Estonian Centre Party (28% of votes in the parlia-
ment): The former junior-partner in the coalition
government and, following the parliamentary election
in 2007, the largest opposition party. The party

is centre-left, claiming its goal is the formation of a
strong middle class in Estonia.

Union of Pro Patria and Res Publica (19% of votes in
the parliament): Constituted by two conservative par-
ties, Pro Patria Union and Res Publica.

The Social Democratic Party (10% of votes in the
parliament): A centre-left, pro-European and fairly
reformist party.

Estonian Greens (6% of votes in the parliament):
Based on green palitics, but is fiscally conservative.
People’s Union of Estonia (6% of votes in the parlia-
ment): Left-wing populist party, representing people in
the rural areas of Estonia.

Bank of Estonia

The Bank of Estonia (Eesti Pank] is an independent
central bank. Its main function is to ensure price sta-
bility in Estonia.

International relations
A member of the UN, EU, BIS, NATO and the OSCE,
among other organisations.

1.1.2.2 Economic indicators and demographics
Population 1.34 million (2010)

Religion
Unaffiliated 34%, Evangelical Lutheran 14%, Orthodox
13%; Methodist, Roman Catholic and others 39%.

Languages
Estonian (official) 67%, Russian 30%.

Currency
Euro

Social and economic indicators

GDP (purchasing power parity): USD 24 bn (2009
est.) Overall fertility rate: 1.66 children born per
woman (2009] Life expectancy: total population:
72.8 years; males: 67.45 years; females 78.53
years (2009 est.)






2 Legal aspects of doing business in Estonia

2.1 Legal Environment

After regaining independence the Estonian legal
system was rebuilt on its former foundation of civil
law. Learning from Western Europe’s experience, the
current legal regime draws much of its know-how from
the well-established German and Scandinavian civil
law systems.

The statutory legal tradition in Estonia follows the prin-
ciples of a completely codified civil law system. The
legal framework for business law supports the rather
liberal economic system. Also a predominant part of
European Union legislation has been implemented.
The next challenge for the Baltic States is effective
enforcement of European Union legislation, which will
make domestic legal systems even more predictable
and reliable for foreign investors.

The past economic turmoil was creating amendments
tolegal acts in order to keep the state budget in bal-
ance and stabilise the economy. However, no drastic
amendments have been introduced to diminish the
attractiveness of the market to foreigners.

2.1.1 State Structure

The system of government in Estonia is that of a
parliamentary democracy. The Constitution of Esto-
nia provides for the competencies of the Parliament,
President, Government and courts to be organised
independently on the principle of separate and bal-
anced powers.

Legislative power lies with the unicameral Parliament,
which consists of 101 members elected for a four-
year term. The next Parliament election is planned

on the 6th March 201 1. The President, elected for

a five-year term, serves as a representative head of
state, with limited powers set out in the Constitution.
Most state competencies and responsibilities lie with
the State Government, which currently consists of
thirteen ministers, headed by the Prime Minister.

Estoniais divided into 15 counties that are comprised
of rural and urban municipalities. Municipal govern-
ments are governed by representative bodies - munici-
pality councils, which are elected for a four-year period.

2.1.2 Courts. Arbitration Courts

Estonia has a three-level court system. The first level
is divided into administrative courts and trial courts
with general jurisdiction. The second level in the court
system is a court of appeal with general jurisdiction,
whereas the highest, third level - the Supreme Court -
serves as the final court of appeal. The Supreme Court
is also the court of constitutional review.

In the first instance civil cases are heard by a single
judge, whereas a panel of one judge and two laymen
is formed to hear criminal cases. A single specialised
administrative judge or a panel of three judgesin a
separate administrative court hears administrative
cases.

Court proceedings take a considerable amount of
time. As most cases involve more than one court
hearing, the hearing during which a case is actually
settled does not take place sooner than approximately
twelve months after the receipt of the application by
the court. To receive a final decision after appeals may
take up to three years or more.

Foreign civil court judgments are subject to a proce-
dure of prior recognition by an Estonian Court and
then executed in Estonia. For member states of the
EU regulation 44/2001/EC applies and no separate
recognition is necessary.

In order to avoid lengthy proceedings in state courts,
the parties may decide to settle disputes in the court
of arbitration, e.g. the institutional arbitration, estab-
lished with the Estonian Chamber of Commerce and

Industry orin ad hoc arbitration.

2.2 Corporate Law

2.2.1 Forms of Companies

Estonia’s legal framework offers a range of undertakings
similar to those in Latvia and Lithuania. Pursuant to the
Commercial Code, undertakings are divided as follows:
1) Sole proprietor - a natural person in business who

is liable for his obligations with all of his assets;
2] General partnership - a company in which two or



10

more partners operate under a common business
name and are jointly liable for the obligations of the
general partnership with all of their assets;

3) Limited partnership - a company in which two or
more persons operate under a common business
name and at least one of the persons (general part-
ner) is liable for the obligations of the limited part-
nership with all of the general partner’s assets, and
at least one of the persons (limited partner) is liable
for the obligations of the limited partnership to the
extent of the limited partner’s contribution;

4] Public limited liability company and a private limited
liability company (the limited liability companies)
are companies that have share capital divided into
shares. A shareholder is not personally liable for the
obligations of the limited liability company, whereas a
limited liability company is liable for the performance
of its obligations with all of its assets.

The Commercial Code also recognises an undertak-
ing referred to as a commercial association. A com-
mercial association is a company that may be founded
by at least five persons, the purpose of which is to
support and promote the economic interests of its
members through joint economic activity in which the
members participate. The forms of sole proprietorship
and general and limited partnerships bear a consider-
able disadvantage with regard to the liability of those
operating the respective undertaking. Partnerships are
therefore not very popular among entrepreneurs and
their number remains small. Partnerships also bear no
substantial tax advantages compared to limited liability
companies. At the same time, partnerships are less
complex in structure, there is no required amount of

contribution for the partners and they can freely design
the management structure in the partnership agree-
ment, rights and obligations of the partners, routine for
division of profit of the company, etc. Organising and
managing the activity of partnerships is less compli-
cated than organising and managing the activity of lim-
ited liability companies. Partnerships can successfully
be used as investment companies, which usually do not
bear risks that would exceed their assets.

The shareholders of limited liability companies are
generally free from any personal liability, unless they
unlawfully influence the company’s activities. Resulting
from this and the fact that the private limited liability
company and the public limited liability company are far
more popular compared to other undertakings, this pub-
lication will concentrate on limited liability companies.

2.2.2 Foundation of a Limited Liability Company

Limited liability companies may be established by any
number of persons, including a single shareholder
(this is not subject to residency or citizenship require-
ments). During the establishment the founders con-
clude an establishment agreement and adopt the arti-
cles of association. Companies are under obligation to
submit the establishment agreement and the articles
of association, the registration application and other
required documents to the Commercial Register. The
establishment agreement and the articles of associa-
tion must be notarised and signed by all founders. Addi-
tionally it is possible to carry out the above operations
electronically via the Company Registration Portal.



2.2.3 Public and Private Limited Liability Companies - A Short Comparison

Public limited liability company

Private limited liability company

Foundation agreement and the first
articles of association

Notarisation required

Notarisation required
(Or electronic form)

Number of shareholders

‘ Not limited

‘ Not limited

Minimum share capital

|EUR 25,000

‘ limited EUR 2500

Supervisory board

Compulsory

Compulsory if at least two of the
following three criteria are met: 1)
sales revenue or income 2,000,000
euros; 2) total assets as of the bal-
ance sheet date 1,000,000 euros;
3) average number of employees

30 or at least one of the indicators
of the financial year exceeds the fol-
lowing conditions: 1) sales revenue
orincome 6,000,000 euros; 2) total
assets as of the balance sheet date
3,000,000 euros; 3) average num-
ber of employees 90

Management board

‘Compulsory

‘ Compulsory

Auditor

‘Compulsory

‘ Compulsory

Registration in the Estonian Central
Securities Register

Compulsory

Voluntary

Share transfer agreement

No formality requirements

Notarised form, except if the shares
have been registered in the Estonian
Central Securities Register

Minutes of the general meeting

Notarised form required for chang-
es in the composition of the super-
visory board or the sections of the
articles of association regarding the
supervisory board

Simple written form (and notarised
form on some accounts)

11
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2.2.4 Share Capital and Shares

The minimum share capital required for the estab-
lishment of a public limited liability company is EUR
25,000. Shares may be paid up in cash, unless the
company's articles of association allow payment by
non-monetary contribution. The company’s auditor
must evaluate the non-monetary contributions. The
share capital of the company has to be transferred in
full to the company before an application for registra-
tionis submitted to the Commercial Register.

The share capital is divided into shares, which may be
of different classes. The minimum nominal value of a
shareis 10 euro cents and the number of shares per
shareholder is unlimited. In order to facilitate raising
capital from the public, a public limited liability com-
pany may list its shares on the stock exchange. Public
limited liability companies may also issue preferred
shares and convertible bonds.

The shares of all public limited liability companies are
required to be registered in the Estonian Central Secu-
rities Register in which share registers of companies
are maintained and all share transactions recorded. In
order to register the shares, shareholders have to open
securities accounts in an Estonian commercial bank.

The minimum required share capital of a private lim-
ited liability company is EUR 2500. The value of non-
monetary contributions does not have to be checked
by an auditor, unless the share capital of the private
limited liability company exceeds EUR 25,000 and the
value of the non-monetary contribution exceeds 1/10
of the share capital or the non-monetary contributions
all togetherin the total share capital constitute more
than one-half of the share capital. Every shareholder of
a private limited liability company may own one share,
while the shares may be of different nominal values.
With regard to private limited liability companies, reg-
istration of the shares in the Estonian Central Securi-
ties Register is voluntary.

2.2.5 Management of the company

The management bodies of public limited liability
companies are the management board, the supervi-
sory board and the general meeting. The management
bodies of private limited liability companies are the
management board and the shareholders meeting.

For a public limited liability company it is mandatory
to nominate an auditor who is required to be a natural
person holding an auditor’s certificate or an auditing
company. Nominating an auditor is mandatory for a
private limited liability company if at least two of the
following criteria are met: 1) sales revenue or income

2,000,000 euros; 2) total assets as of the balance
sheet date 1,000,000 euros; 3) average number of
employees 30 people or at least one of the indicators
of the financial year exceeds the following conditions:
1) sales revenue orincome 6,000,000 euraos; 2) total
assets as of the balance sheet date 3,000,000 euros;
3] average number of employees 90.

The Commercial Code includes no regulations as

to managing directors. Both a management board
member and an employee may be nominated as the
managing director. Like other employees, the manag-
ing director is also subordinated to the control of the
management board.

2.2.5.1 Management Board

The management board is the representative and
executive body of the company and may be made up
of one or several members. In public limited liability
companies the supervisory board appoints members
of the management board; in private limited liability
companies, however, a resolution of the meeting of
shareholders is required, unless a supervisory board
has been established.

If the management board consists of more than two
members, a chairperson must be elected. In public
limited liability companies the management board

is elected for a term of three years, unless a shorter
term is specified in the articles of association. The
existing member may be re-elected and the maximum
term for a member of the management board pre-
scribed by the articles of association can be up to five
years. In private limited liability companies the man-
agement board is elected without a term, unless the
term is prescribed by the articles of association. The
management routine (including the obligation to hold
meetings] of the management board is not prescribed
in the law and therefore this may be regulated in the
articles of association.

The Commercial Code contains a competition prohibi-
tion for the members of the management board. They
may not be members of a managing body of another
company in the same field of business, unless the
companies belong to one group of companies or un-
less the supervisory board has given its consent.

Each member of the management board has the right
to represent the company (sign for the company)
solely, unless a joint representation is specified in

the company’s articles of association, decision of the
supervisory board or general meeting. In order for the
restriction to be effective towards third persons, it
must be stipulated in the articles of association and
entered into the Commercial Register.



2.2.5.2 Supervisory Board

The supervisory board plans the activities of the
public limited liability company, organises the manage-
ment of the public limited liability company and super-
vises the activities of the management board.

The supervisory board is a mandatory institution of

a public limited liability company. In private limited
liability companies establishing a supervisory board is
not mandatory, but can be prescribed in the articles of
association.

The supervisory board is made up of at least three
members. There are no requirements concerning their
residence. A member of the management board of a
subsidiary of the public limited liability company can-
not be a member of the supervisory board. The general
meeting elects and appoints the members of the super-
visory board for a period of five years, unless a shorter
period is prescribed by the articles of association. Up to
half of the members of the supervisory board may be ap-
pointed by way of a separate procedure either provided
forin the law or the articles of association, e.g. that one
shareholder may have the right to appoint a different
number of supervisory board members than another.
The minutes of the shareholders meeting where super-
visory board members are elected must be notarised.

The powers of the supervisory board include ex-
traordinary activities such as providing consent to
the management board for company acquisitions,
contracting loans, conducting securities and invest-
ment transactions exceeding the budget, transfer and
mortgage of real estate, as well as establishing branch
offices abroad. The supervisory board also nominates
the members of the management board. However, in
the articles of association the powers of the supervi-
sory board may be either limited or extended.

2.2.5.3 Meeting of Shareholders. General Meeting.

The management board convenes the annual general
meeting within six months following the end of the
company's financial year. In case of a public limited
liability company, the agenda of the annual general
meeting is prescribed by the supervisory board and in
case of a private limited liability company, the manage-
ment board prescribes the agenda of the meeting of
shareholders. If necessary, it is possible to hold an
extraordinary general meeting.

A quorum for decision-making is attained if more than
half of all the votes attached to the share capital are
represented at the meeting, unless the articles of
association prescribe a greater requirement. Agree-
ments on exercising voting are generally allowed.

2.2.6 Public and Private Limited Liability Companies

Much Tike everywhere else in the world, a public
limited liability company is an undertaking designed
for the purpose of accommodating a large number of
shareholders. Persons become shareholders through
establishment or acquisition of shares and no further
liability for the obligations of the company with their
personal assets generally exists.

This form of legal entity by far the most common one
in Estonia is designed for the formation of smaller
enterprises and provides a useful investment vehicle
for a limited number of owners.

2.2.7 Branch Office of Foreign Company

A foreign company wishing to offer its products or
services in Estonia under its own name on a perma-
nent basis but without the intention of establishing an
affiliated company is obliged to register a branch. A
branch is not a legal person and the foreign company
is liable for the obligations arising from the activities
of the branch. Operating a branch may in many re-
spects be more convenient and less bureaucratic than
establishing an independent entity, particularly with
respect to the requirements regarding annual reports
to the authorities as well as the exemption on holding
regular meeting.

A foreign company has to appoint one or more direc-
tors for the branch. All directors have to be natural
persons and at least one must be a resident of Estonia,
another EEA country or Switzerland.

2.2.8 The Commercial Register. Notaries Public.

Licensed Areas of Business.

The aim of the Commercial Register is to establish a
reliable source of certified information for frequent
use. The Commercial Register is maintained in courts
of first instance, and thus its accuracy and safeguards
against outside interference are generally ensured. As
it is a public register, anybody may request the release
of information stored, excluding certain restricted
data, which requires prior registration. The registeris
kept in electronic form. Information in Estonian, Eng-
lish and German is available online on all companies
registered in Estonia (www.eer.ee).

Simple inquiries via the Internet including date of
registration and share capital may be obtained free

of charge, whereas a comprehensive inquiry requires
prior registration and payment of a fee. The amount of
information provided in the latter case is substantial
and includes data on the legal representatives of the
company, commercial pledges, annual reports and

13
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articles of association (scanned). Not all information is
available in languages other than Estonian. Articles of
association, annual reports and certain other data are
only available in Estonian. In addition, the Government
has joined the European Business Register, which
permits cross-usage of registered data on companies
registered in other Member States via the Internet.
Verification by a notary public is required for a number
of transactions. With regard to limited liability com-
panies, this involves notarisation of the application

for registration and the establishment agreement or
decision as well as applications for the amendment of
Commercial Register entries, and the pledge and sale
of shares of private limited liability companies. Fur-
thermore, the minutes of a meeting of shareholders

of a public limited liability company require notarisa-
tion in certain cases. Certain areas of activity require
a state license, permit, authorisation or registration.
The list of activities for which these are required
include import of food products, production and retail
of pharmaceuticals, production of alcohol and tobacco,
mining, public utilities, gambling and banking, etc.
Licenses, permits, authorisations or registrations may
be obtained from the corresponding ministries, local
governments or other public authorities. Formal pro-
cedures for application are set forth in various legal
acts and a state fee may be charged. It is likely that

in certain areas of activity there may still exist some
inconsistencies with the EC law principles of freedom
of establishment and free movement of persons and
services, but generally most of the conditions for
penetrating into a specific field of activity in Estonia
should be equal to all persons within EU.

2.3 Mergers and Acquisitions
2.3.1 Introduction

The field of mergers and acquisitions (M&A) is con-
sidered relatively new in Estonia as it draws its routes
from the privatisation of businesses in the beginning
of the 1990s. Since that time, the M&A market has
developed considerably to its current state where
legislation as well as practice is comparable to other
developed markets, and local acquisitions are often
part of large cross-border deals.

Estonian acquisitions are mostly carried out through
the process of individual solicitations and negotia-
tions. There has been anincrease in structuring acqui-
sitions as auctions; however, the practice is not very
widespread yet.

Despite the global financial crisis, we experienced

a rather active M&A market in Estonia that showed
slow down only at the end of 2008. Whereas private
equity investors face difficulties in raising funds and

leveraging their investments, strategic buyers have
become increasingly active in the Baltic M&A mar-
ket. Distressed buyouts are also the new trend in the
market.

2.3.2. Types of Acquisitions

There are a number of different ways of structuring an
M&A transaction. There is a wide choice between ac-
quisition of strategic assets, joint venture, franchise,
targeted issue of shares, conclusion of shareholders
agreement, etc. The most common types of busi-

ness acquisitions, however, are acquisition of shares,
acquisition of assets (business) on an ongoing concern
and merger. The question of which acquisition type

to choose depends on the specific need of the trans-
action. For example it is often important to consider
the business risks involved in the transaction, the
intentions of the parties, the restrictions of the legal
regime, taxation questions, financing and payment
options, etc. Prior to an acquisition, it is important to
analyse the structure of the business acquisition in a
legal and a financial aspect, under the supervision of
the appropriate professionals.

Among the different possibilities, the most regulated
and time-consuming process is merger (or division),
hence the latter is rarely practiced. As the two most
frequently used types of business acquisitions are the
acquisition of shares and assets, the following chapter
will focus on their specific aspects.

2.3.3 Acquisition of Shares
2.3.3.1 General

A transfer of shares itself does not modify the legal
status or the liabilities of the company. This means
that the shareholder is entitled to a certain number of
shares in a company. Upon the transfer of shares of a
company the buyer will be entitled to all the rights and
also the obligations in conjunction with the acquired
shares of the respective company.

2.3.3.2 Form

As there are two main types of companies (public and
private limited companies), the form of the transaction
depends on the regulation prescribed for the legal entity.

The law does not specifically prescribe a certain form
of transfer for the shares of a public limited company.
Due to the obligatory registering of the shares at the
Estonian Central Register of Securities (ECRS]) there
is no notarisation requirement for transfer of shares
of a public limited company. Nevertheless is possible
that some parts of the process as a whole, like applica-



tions to the Commercial Register upon changing the
management of the company, have to be notarised.

The transfer of share of a private limited company
however requires notarised form, unless the shares of
the target company are registered with the ECRS. It is
usually recommended to register the shares, although
registration and maintenance of the sharesincur
bank fees, in order to avoid a complicated transaction
process with involvement of a notary public. With the
registration of the shares the parties will also avoid
paying notary fees relating to the value of the transac-
tion, when enteringinto a share sales agreement.

2.3.3.3 Transfer of Title

As mentioned above, the shares of public limited
companies in Estonia have to be registered electroni-
cally with the ECRS. As the shares are deposited on

a securities account in a bank operating in Estonian
the share transfer is carried out by giving respective
orders to the account operators. (The buyer should
have a securities account opened in a bank in Esto-
nia.) Once the orders have been processed and the
buyer has received the shares, in practice the title to
the shares is transferred. Although it is possible to
agree on transfer of title to the shares differently, it is
not used in practice as the data in the ECRS is public
and binding on third persons. If the shares of a private
limited company are also registered with the ECRS,
the above-mentioned procedure applies. If the shares
are not centrally registered with the ECRS, the parties
to the transfer have to notify the transfer to the target
company and provide evidence of transfer. Having
received the notice of transfer, the management board
shall make immediately respective entries in the list
of shareholders of the company. The share shall be
deemed to be transferred with regard to the company
as of the changes in the shareholders list. The title

to the share, however, transfers to the buyer pursu-
ant to the agreement of the parties. Thus, it is in the
interests of the buyer to make a respective entryin
the list of shareholders in order to be able to exercise
its rights as a shareholder of the company. It is also
possible to transfer a part of the share of a private
limited company. In order to do this the share should
be divided and the seller may then transfer a part of
his or her share only with the consent of the other
shareholders of the company.

It is possible to set in the bylaws that upon transfer of
a part of the share to another shareholder, the consent
of the other shareholders is not required. The consent
is obligatory upon transfer to third persons due to

the Commercial Code’s principle of the shareholders
pre-emptive right upon transfer of a share, and thus it

should be expressed by a resolution of the shareholders.

In addition to the procedures prescribed by the Com-
mercial Code, the parties should always consider the
relevant stipulations in the bylaws of the target com-
pany that may prescribe additional obligations on the
parties and also the consent of the management body
of the target company (to the extent described above).

2.3.3.4 Pre-emptive Rights

Although the conceptual legal institute of a share-
holder’s pre-emptive right to purchase a share upon
transfer to third persons (pre-emptive right) usually
applies to private limited companies, the Commercial
Code also provides for the possibility to modify the
company’s bylaws by prescribing a pre-emptive right
of other shareholders in case the shares of a public
limited company are to be transferred to a third per-
son. Such restriction requires the seller to inform the
management board of the company of the conclusion
of the share sales agreement. Immediately afterwards,
the management board must inform the other share-
holders of the company. According to the Commercial
Code, the period to exercise the pre-emptive rights
may not be longer than two months from the submis-
sion of the sales agreement.

In the case of private limited companies, the pre-
emptive right is considered a standard. Unless the
bylaws of the company have a different regulation, the
other shareholders have the pre-emptive right within
one month from submission of the sales agreement.
The bylaws of the company may prescribe thata 2/3
vote at the meeting of shareholders may authorise the
transfer. In such case the regulation regarding pre-
emptive right does not apply.

2.3.4 Acquisition of Assets
2.3.4.1 General

The procedure of the acquisition of assets means that
a whole or a part of a business is transferred - the
underlying legal entity, however, is not. The shares of
the target company are not transferred, whereas the
target company itself, instead of its shareholders, acts
as the seller and receives the consideration.

According to the Law of Obligations Act, a business
comprises of things, rights and obligations, including
contracts, required for conducting a business on a
going concern. According to the same Act, the same
rules apply for transfer of a business or a part thereof.
A part of the business could be, for example, a single
shop of a retail chain.

The advantage of asset acquisition could be explained
through the possibility to transfer the business name
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of the seller to the buyer. Another advantage is usually
the possibility for the parties to pick and choose the
assets, however, this can be done only to a limited
extent in order to preserve the entirety of the busi-
ness being transferred. The court practice regard-

ing transfer of business, i.e. as to what constitutes
transfer of business, has started to develop. Pursuant
to a recent Supreme Court decision there are two
main issues to consider upon deciding as to whether
business was transferred or not. Firstly, the parties,
respective intention and will to transfer the business
have to be ascertained, and secondly, the entirety of
the transferred business must be evaluated as the
business has to preserve its entirety upon such trans-
fer. The sale of assets of on a going concern is usually
caught by the regulation of transfer of business that
serves two primary purposes: to facilitate the transfer
of rights and obligations of the business as well as to
protect the interests of the creditors.

It should be noted that the rules concerning the trans-
fer of business under the Law of Obligations Act do
not apply when the transfer of assets is concluded in
bankruptcy proceedings, the process of compulsory
execution, dissolution, merger or transformation of
companies.

2.3.4.2 Form

The law prescribes different forms for transfer of dif-
ferent objects. For example, under the Law of Property
Act, a transfer of an immovable requires a notarised
form. A business usually consists of things, rights and
obligations, thus all the aforementioned elements will
be transferred under a business sales agreement. Ac-
cordingly, the form of a transfer of business is depend-
ent on the form of its objects.

Business sales agreements are not usually notarised
due to the lengthy coordination with the notary public
and high notary fees. When the target business
includes assets, which require a notarised purchase
agreement form, it is advisable to split the agree-
ment into two separate documents. The main sales
agreement (with its appendices) will regulate the
transfer of business matters, excluding the assets
(e.e.immovable] that require a notarised transfer
form. However, depending on importance of the
assets requiring notarised form in transfer of the
business, the whole transaction may require no-
tarised form. Under the Estonian Law of Obligations
Act all employment contracts of the employees of the
target company will also be transferred; however, the
specific regulation of the Employment Contracts Act
should be followed.

2.3.4.3 Transfer of Title

There is no one specific rule for the transfer of as-
sets in the business. According to the law, the title to
the assets is transferred pursuant to the provisions
concerning the transfer of such things. The rights are
transferred according to the appropriate regulation
and contracts follow their own transfer regulation.

Where the assets are registered in a register, the sell-
er must make sure that the corresponding entries are
made in the registers (e.g. Public Title Book, trademark
register, vehicle register, etc.). The information on the
owner of the assets in such registers, as a general
rule, is binding on third persons. Thus the buyer should
set a deadline in the sales agreement for the seller

for making the appropriate changes in the respective
registers in order to avoid any disputes over the own-
ership to the assets in case any third person relies on
outdated information in such register.

One of the most important aspects of a business
transfer is the rule that the consent of the other

party of the contract is not required for the transfer

of business. This regulation arising from the Law of
Obligations Act is considered one of the benefits of
acquisition as neither third persons nor the seller’s
contractual partners have a say in the transfer of
business. Nevertheless another important aspect is
that public permits and licenses generally cannot be
transferred with the business and the buyer has to
apply for such permits and licenses separately. This is
due to the fact that some permits and licenses require
possession of certain assets or rights or employment
of employees with certain qualifications. The transfer
parties should carefully find a way to avoid a lengthy
undefined period between transfer of the business and
receipt of permits and licenses by the buyer.

As to the regulation, it should be noted that the buyer
must promptly notify the creditors of the acquisition of
obligations and the seller is obliged to promptly notify
the debtors of the assignment of claims to the buyer.
Usually the parties send a relevant notice jointly to all
contractual partners of the transferred business as
soon as the acquisition is concluded.

2.3.4.4 Transfer of Liabilities

Whereas the transfer of business under the Law of
Obligations Act is rather simplified, the protection of
creditors is regulated through the legal succession of
all liabilities related to the business.

There is no one rule to define whether or not a certain
obligation is related to the transferred business. It is
important to evaluate this on a case-by-case basis, the



obligations related to a loan, for example, could be in-
terpreted as an obligation related to the business and
is therefore subject to automatic transfer to the buyer.

According to the principle of the freedom of contract,
the parties can determine in a sales agreement that
certain liabilities related to the business are not trans-
ferred to the buyer. Such stipulation, however, has

no effect against third parties, which does not mean
that it is not valid against those creditors who have
consented to the non-transfer of the liability. In order
to ensure that the liability is not transferred, the buyer
should get the relevant consent of the creditor, or get
the seller to perform its obligation before the transfer.
It is also possible to agree on different conditions to
regulate the matter. In any case, the business sales
agreement should clearly divide the risks between the
parties for the sake of their own relations.

Creditors are also protected by the joint and several
liability of the buyer and the seller. According to the
Law of Obligations Act, the buyer and the seller are
jointly and severally liable for the obligations that have
arisen before the transfer of the business and that,

by the time of the transfer, have fallen due or will fall

2.3.5. Comparison of Share and Asset Acquisition

‘ Acquisition of Shares

due within five years after the transfer. This regulation
follows the same principle as the transfer of liabilities,
in the aspect of having no effect against third par-
ties, except for creditors who have consented to such
agreements.

Employment agreements related to the business be-
ing transferred are transferred automatically to the
new employer. It is important to note that transfer of
business does not serve as a basis for termination of
employment agreements. Moreover, the employees
have to be given at least one month’s notice prior to
transfer of the business.

The Estonian rule of automatic transferring of liabili-
ties and joint and several liability make the transfer of
business by asset acquisition slightly less attractive
in Estonia than in many other countries. It may be that
sometimes the transfer of an enterprise may involve
higher risks than the transfer of shares. Neverthe-
less, the parties frequently choose to implement the
acquisition by asset transfer, because of the possibil-
ity to, although to a limited extent, leave the assets not
required for conducting the business being acquired,
with the seller or for other reasons.

‘ Acquisition of Assets

Seller Shareholder(s) of the target com- Target company
pany
Purchase object ‘ Shares ‘ Things, rights and obligations

Ability to pick and choose assets
(things, rights and obligations)

Purchase of shares does not gener-
ally affect the assets of the target
company.

In order to avoid purchase of certain
assets of the business, the target
company needs to transfer those
assets separately.

The parties may pick and choose
the assets to the extent it does not
violate the entirety of the business
being transferred.

With regard to creditors (unless
the creditor has consented other-
wise) and employees, all obligations
related to the business shall be con-
sidered transferred to the buyer.

Form

No form prescribed for the shares
of AS and for those shares of OU
that are registered with the ECRS.
The transfer of the shares of OU not
registered with the ECRS requires
notarised form.

Form depends on the underlying
assets that are transferred, e.g.
notarised form is required in case
the transferred business includes an
immovable.

Transfer of title

In case of CSD-registered shares,
securities transaction should be
carried out. In case of shares of OU

ant to the agreement of the parties.

not registered with the ECRS, pursu-

According to the rules applicable to
the specific things, rights and obliga-
tions. In case of registered assets,
entries should be applied forin the
relevant registers.
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2.4 Competition Law
2.4.1 General Principles of Competition Law

The Estonian Competition Act (hereinafter the Act)
has been drafted in accordance with Articles 81 (for-
merly 85) and 82 (formerly 86) of the EC Treaty. The
scope of the Act is the safeguarding of competition in
the interest of free enterprise upon the extraction of
natural resources, manufacture of goods, provision
of services and sale and purchase of products and
services (hereinafter goods), and the preclusion and
elimination of the prevention, limitation or restriction
of competition in other economic activities.

The Competition Board exercises state supervision
over implementation of the Act, except implementa-
tion of the provisions concerning state aid and unfair
competition. The Ministry of Economic Affairs and
Communications governs the Competition Board.

The Competition Board has mainly a directing function
but it also executes state supervision, applied in cases
provided by law the enforcement powers of the state
and executes pre-trial procedures. The Competition
Board is entitled to analyse the competitive situation,
propose measures to promote competition, make rec-
ommendations to improve the competitive situation,
make proposals for legislation to be passed or amend-
ed, and develop cooperation with the competition
supervisory authorities of other states and associa-
tions of states. The Competition Board has the right to
request all natural persons and undertakings and their
representatives as well as all state agencies and local
governments and their officials to submit information
necessary for analysing the competitive situation,
defining a relevant market, inspecting an agreement,
activity or decision, deciding on the grant of exemp-
tions, monitoring the activities of an undertakingin a
dominant position or monitoring a concentration.

2.4.2 Applicability of EC Competition Rules

As of 1 May 2004 the EC competition rules have full
applicability in Estonia and as required by EC law the
Competition Board cooperates with the European
Commission in this field. The Competition Board is
responsible for enforcing the EC competition rules in
Estonia and, if necessary, provides the Commission
with assistance when the latter executes supervision
in respect of competition matters in Estonia.

2.4.3 Prohibited Agreements
Estonian legislation on prohibited agreements follows

the principles and partly also the wording of Article
81 (former 85) of the EC Treaty. According to §4 of

the Act, the following is considered prohibited: agree-
ments between undertakings, concerted practices,
and decisions by associations of undertakings (herein-
after agreements, practices and decisions) that have
as their object or effect the restriction of competition.

This general prohibition, except as regard price fixing,
does not apply to agreements and practices of agri-
cultural producers or to decisions by associations of
agricultural producers that concern the production or
sale of agricultural products or the use of joint facili-
ties, unless competition is substantially restricted by
such agreements, practices or decisions.

2.4.3.1 Exemptions

Not all agreements that restrict competition are
prohibited. Some transactions that by their nature
restrict competition may have other beneficial effects
of which the consumer is able to benefit that override
the competition restriction concern and are therefore
exempted from the prohibition (i.e. individual exemp-
tion). However, an undertaking entering into such an ar-
rangement must be able to prove that the arrangement
meets the following requirements of an exemption:

1) Contributes to improving the production or distribu-
tion of goods or to promoting technical or economic
progress or to protecting the environment while
allowing consumers a fair share of the resulting
benefit;

2) Does not impose on the undertakings that enter
into the agreement, engage in concerted practices
or adopt any restrictions which are not indispensa-
ble to the attainment of the objectives specified in
clause;

3) Does not afford the undertakings that enter into the
agreement, engage in concerted practices or adopt
the possibility of eliminating competition in respect
of a substantial part of the goods market.

In addition to individual exemptions, some types of
transactions are exempted for a limited time period
under block exemptions by regulations adopted by
the government. Block exemptions currently in force
include the following:

1) Block exemption regarding vertical arrangements
for distribution of goods (valid until May 31, 2022];

2] Block exemption regarding vertical arrangements
for distribution of motor vehicles (valid until May 31,
2013).

If the measure fulfils the conditions stated in the block
exemption, the exemption applies automatically to the
measure with no further applications or notifications
needed.



2.4.3.2 De Minimis Rule

Restrictions on competition and the effect on trade
must be appreciable; therefore agreements, practices
or decisions are not prohibited if they are of minor
importance. An agreement, practice or decision is
considered to be of minor importance if the combined
market share of the total turnover of the undertakings
that enter into the agreement, engage in concerted
practices or adopt the relevant decision does not
exceed:

1) 15%in the case of a vertical agreement, practice
or decision;

2) 10% in the case of a horizontal agreement, practice
or decision;

3) 10% in the case of an agreement, practice or deci-
sion that includes concurrently the characteristics
of both vertical and horizontal agreements, prac-
tices or decisions.

2.4.3.3 Hardcore Restrictions

Some measures that may be adopted by undertakings
are considered to be so blatantly against the princi-
ples of free competition that the de minimis rule is not
applied and exemptions are not possible. For exam-
ple, price fixing cartels are considered naked cartels,
which are always prohibited however minor their
effect on trade may be. Other hardcore restrictions
include market sharing, sharing sources of supply and
limiting production.

2.4.4 Concentration Control
2.4.4.1 Threshold

A concentration is subject to review by the Competi-
tion Board if during the previous financial year:

1) The aggregate turnover in Estonia of the parties to
the concentration exceeded EUR 6,391,200; and

2) The aggregate turnover in Estonia of each of at least
two parties to the concentration exceeded EUR
1,917,350.

Concentrations subject to control by the Commission
under the Merger Regulation are generally not subject
to control by the Competition Board.

2.4.4.2 Notification

The notification to the Estonian Competition Board
must be made in Estonian, must be in writing and
submitted after the relevant agreement has been
concluded but before control over the undertaking has
been acquired.

Within 30 days after submission of the notification
letter the Competition Board either authorises or
prohibits the concentration. The Competition Board
may also start a supplementary proceeding on the
particular concentration case. If the supplementary
proceeding is launched, the Competition Board has
four months to either authorise or prohibit the concen-
tration. Until the respective decision of the Competi-
tion Board the persons concerned are not allowed to
perform the concentration or do any other acts that
may hinder enforcing a prohibiting decision.

Notification of concentration is subject to a state duty
in amount of EUR 1917.34

2.4.4.3 Joint Ventures

If two or more undertakings create a joint venture

that is created on a lasting and independent basis, it
is deemed to be a full functioning joint venture and is
subject to concentration control. Creation of a joint
venture the object or effect of which is the coordina-
tion of the competitive behaviour of the founders
amongst themselves can also be subject to the regula-
tion on prohibited agreements (i.e. § 4 of the Act).
Compliance with § 4 of the Act is assessed during the
concentration control by the Competition Board. Of
course a temporary or non-independent joint venture
not subject to concentration control can be considered
a prohibited agreement as any other arrangement.

2.5 Real Estate
2.5.1 Introduction

With the regaining of independence, the Estonian legal
regime shifted and triggered the process of privatisa-
tion of buildings and land and the restitution of land.
Hence the time of the re-establishment of private
ownership was initiated in the beginning of the 1990s.
Since the beginning of land restitution most of the
land has been privatised and its title entered into the
Estonian Land Register.

2.5.2 Title to Real Estate, Land Register

As stated in previous chapters, the national regis-
ters hold and convey the legal capacity of ownership
to third persons. Real estate ownership in Estonia is
registered in the Land Register. This is also a national
register, which includes information about the owner-
ship (with details and all related encumbrances). The
Land Register is a public (and electronically kept) reg-
ister and thus is open for access by all persons with a
legitimate interest.
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Not all information about land is registered in the Land
Register. For example, the detailed geographical data
of the plot of land is registered with the Estonian Land
Cadastre - a database maintained by an administra-
tive department of the Land Board. The Land Cadas-
tre does not have such public reliability as the Land
Register.

2.5.3 Acquisition of Real Estate
2.5.3.1 General

The concept of property is construed as land, apart-
ment ownership or building title under the Estonian
law. The land can be an entire plot or a legal share of
Tand. Usually a transfer of a building is not permissible
separately from the underlying land. The exceptionis
a building title that has been established to be trans-
ferred. Such case would require a building to be the
essential part of the building title and not of land.

As mentioned above, a few exceptions still exist in the
registering of property, thus due to the land reform,
buildings may be located on land, which has not yet
been privatised or restituted. As these buildings would
not be entered to the Land Register, they would legally
be considered as movable property. Transactions with
these buildings cannot be made under the Estonian
law until the land has also been acquired.

2.5.3.2 Change of ownership

Under Estonian law, the registration of ownership shall
be made within one month as of submission of the ap-
plication along with signed notarised agreement to the
Land Register. Accordingly, the title to the property is
transferred upon the registration of the ownership in
the Land Register.

2.5.3.3 Form of Agreements

The form of transferring title to the real estate re-
quires the concluding of two agreements:

1) A purchase agreement (determining the terms and
conditions of sale); and
2) A real right agreement (agreement to transfer title).

These two agreements are usually contained in one
document. The agreements on all transactions made
with real estate require notarisation in order to create
legally binding obligations. It means that all sale-pur-
chase agreements need to be verified by the notary
public. The idea behind the regulation is for the notary
public to verify the authorisation of the person sign-
ing the contract and also to inspect the content of it
and the will of the parties to the contract. The signing

of the contract requires personal appearance of the
party or its representative at the notary public’s office.

2.5.3.4 Language Requirements

As the both the abovementioned contracts need to
be notarised, they are also drafted and verified by a
notary public in Estonian. Naturally a written transla-
tion can be required for the contract and the signing
procedure.

2.5.3.5 Due Diligence

As in case of any other valuable agreement, it is im-
portant to consider the risks involved in the procedure
hence alegal due diligence of the real estate might be
very useful before signing an agreement. Practice has
also shown that the specific knowledge of property will
empower the buyer with better bargaining possibili-
ties. The legal due diligence of property comprises the
analysis of public restrictions, zoning, permits, encum-
brances, third persons rights etc.

2.5.3.6 Pre-emption Rights

Pre-emptive rights may be entered into the Land Reg-
ister on the basis of a transaction or law. The latter
could be exemplified by the co-owner’s pre-emptive
right to purchase the real estate upon the sale of a
legal share of the property to third persons.

Some pre-emptive rights are not entered into the
Land Register but are based on law, such as a state’s
or local government’s pre-emptive right to the sale-
purchase agreements in relation with certain nature
protection and coastal areas and objects protected
under heritage conservation. The general rule in
regard to the timeframe of exercising the pre-emptive
rights is two months after the parties have concluded
the agreement.

2.5.3.7 Typical Purchase Price Arrangements

The procedure of property sale often dictates that the
agreed sum is to be transferred to the deposit account
of the notary public before the agreement is conclud-
ed. The funds are released after the title to land has
been registered in the Land Register. It may also be
noted that commonly 5-10% of the purchase price is
paid by a buyer to a broker’s account as a booking fee
before an agreement is concluded.

2.5.3.8 Related Costs
Depending on which services shall be used, the follow-

ing costs may occur in the purchasing process of the
real estate: bank fees, legal fees for carrying out a legal



due diligence, legal fees for reviewing the purchase and
security agreements, brokerage fees, fees for evalua-
tion of the real estate, notary fees and state duty.

The registration of ownership and encumbrances
in the Land Register are subject to state duty. The
amount of the state fee depends on the value of the
transaction.

As mentioned, the notary also charges a fee for the
conclusion of a transaction. The notary fees are also
dependent on the value of the transaction, although
fixed by the law. The notary fee for verifying the real
right agreement is fixed to EUR 19.

2.5.4 Restrictions
2.5.4.1 Restrictions on Acquiring Real Estate

According to the current legislation, some restric-
tions for EU citizens and companies will exist until

1 May 2011. For example in order to acquire 10 or
more hectares of agricultural or forestry land, the
person would have to be an Estonian citizen; or a
citizen of the State that is a Contracting Party to the
EEA Agreement who have lived in Estonia for the past
three financial years and have been registered in an
Estonian register as sole proprietor in the area of
production of agricultural products; or an undertaking
and branch of a foreign company registered in Estonia
who has operated in Estonia for at least the three past
financial years in the area of production of agricultural
products (or forest management for forestry land).
Other persons are entitled to become owners of land
on rather limited grounds. They will also need the ap-
proval of the county governor.

Otherwise there are no significant restrictions for
foreigners to acquire real estate in Estonia with the
abovementioned exception for forestry and agricultur-
alland, plus some island and seacoast and borderline
areas of the state. It should be noted that the transfer
of land on smaller islands and certain border areas

is permitted to non-citizens or undertakings of the
states, which are a contracting party to the EEA agree-
ment only upon the permission of the Government of
the Republic.

2.5.4.2 Public Restrictions on the Use of Real Estate

The restrictions usually state that real estate or a part
thereof may not be used for buildings or the owner has
to avoid activity in nature or heritage protection zones,
etc. The use of real estate may also be restricted on
the seacoast area, protected zones of power lines and
roads, highways, etc. These restrictions only apply to a
few types of real estate.

2.5.5 Encumbrances

The following restricted real rights, which are entered
into the Land Register upon respective notarised
agreement, may encumber the real estate: servitudes,
real encumbrances, building title, pre-emptive rights
and rights of security (incl. mortgages).

In general, these rights are used in real estate trans-
actions with the intent to secure the interest of the
purchaser, seller, third persons or the neighbouring
real estate. For example, a mortgage is registered on
the real estate in favour of the bank to secure the loan
granted for acquisition of the real estate or servitude
is registered on the real estate in favour of the neigh-
bouring real estate to secure access to the latter
through the encumbered real estate.

2.5.5.1 Mortgage

Usually a mortgage agreement is concluded at the
same time as the purchase agreement. The purchase
of property is often financed by a loan, which is se-
cured by a mortgage in favour of a bank. It is possible
to have several mortgages on the real estate. Each will
get a certain rank as agreed between the parties, upon
which the rights can be exercised.

2.5.6 Property Management

This field is scarcely regulated by law, except for some

basic management standards. Usually the common prac-

tice is to use property management companies for the
maintenance of buildings. There are usually apartment
associations to administer the building and structures.

2.5.7 Lease Agreements
2.5.7.1 General

Lease agreements may be concluded either for speci-
fied or unspecified term. In general the freedom of the
contract applies as to the content of the lease agree-
ment. However, as to the residential lease, the law
protects the rights of the lessee and provides many
mandatory rules.

Upon transfer of real estate, the lease agreements
under which the tenant holds the possession of the
leased object shall remain valid and shall be automati-
cally transferred with the real estate. However, the
less or may terminate the lease agreement within 3
months as of acquisition of the real estate provided
the less or needs the leased commercial or residential
premises urgently for its own use. The less or does not
have such right in the event a notation about the lease
agreement has been made in the Land Register.
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2.5.7.2 Duration and Expiry of Lease Agreement
According to the statutory regulation (if the parties
have not agreed differently), either party of the lease
agreement entered into for an unspecified term may
terminate a residential or business premises lease
entered into for an unspecified term by giving at least
three months’ notice.

The lease of furnished rooms maybe terminated by
giving at least one month’s notice. The regulation for
a lease agreement entered into for a specified term
expires upon expiry of the term. A material breach will
also terminate the lease. The agreement itself may
also provide for a right of earlier termination.

2.5.7.3 Lease Payment and Accessory Expenses

The common practice in Estoniais to pay a deposit in
the amount of one to three months’ rent payment upon
signing the lease agreement. The utilities (accessory
expenses]) like electricity and water, etc., are included
in the lease payment. Nevertheless, it is often agreed
in the lease agreement that the lessee shall pay for
utilities extra according to the invoices of the service
providers.

2.5.8 Planning Requirements and Construction of
Buildings

2.5.8.1 Planning

The central instrument in this field is a detailed plan.
According to the law, detailed plans are established for
city areas and some rural municipality areas to regulate
zoning and to determine building rights for plots. The
detailed plans also set limits for construction activities
in the specific areas. The authority to approve detailed
plans is given to the local governments. The process
dictates public hearings and discussion after the con-
clusion of the plan of the project. The approval of the
detailed plan may take from six months to a few years,
depending on the area and complexity of the project.

2.5.8.2 Construction

As a general rule, construction works have to be
performed pursuant to building design documentation
and the norms set for the buildings. According to the
regulation, the building design has to be drafted by a
professional architect or an engineer. It will also have
to be approved by the local supervisory authority. In
addition to the design, its documentation must comply
with the detailed plan and the official norms.

According to the law, the local government is the
construction supervisory authority in Estonia. Thus
it regulates the erection, modification and demoli-

tion of buildings and other structures. The process is
concluded by obtaining a permit from the supervisory
authority. The permits are issued based on the design
and the application. A building permit may be revoked
if not used within two years from its issuing. The
municipality will also have to issue a permit for the use
of the building. This can be done if it has been erected
on the basis of a building permit and in accordance
with the design documentation after completion of the
construction works. It is forbidden to use a building
without a permit of use. The buildings also receive a
guarantee from the constructor as a mandatory rule.

2.6 Employment Law
2.6.1 General

In Estonia, basic labour and employment issues are
regulated in the Employment Contracts Act of which
the newest wording entered into force on 1 July 2008.

2.6.2 Employment Contract
2.86.3 Hiring

Under the ECA it is presumed that employment
contracts are made for an unspecified period. A fixed
term employment contract may be made for up to five
years if the work is of a temporary nature, especially
in case of a temporary increase in work volume or per-
formance of seasonal work. A fixed-term employment
contract may also be made for the period of replace-
ment of an employee who is temporarily absent.

If an employee and an employer have on more than
two consecutive occasions entered into a fixed-term
employment contract for similar work or extended

the fixed-term contract more than once in five years,
the employment relationship is deemed to have been
entered into for an unspecified term from the start.
Entry into fixed-term employment contracts is deemed
consecutive if the time between the termination of one
employment contract and entry into the next does not
exceed two months.

2.6.4 Terms of employment contract

The terms of an employment contract must be com-
municated prudently, clearly and unambiguously. If the
terms have not been communicated to the employee
before commencement of work, the employee may
request submission of the terms from the employer
anytime and the employer is obligated to communicate
the terms within two weeks from receiving such a
request.

Employment contracts are concluded in writing. How-
ever, an employment contract is also deemed entered



into if an employee agrees to do work which, according
to the circumstances, can be expected to be done only
for remuneration.

2.6.5 Salary
2.6.6 Minimum salary

As of 1 January, 2011, the minimum salary estab-
lished by the Government of the Republic of Estonia for
full-time employment is EUR 278.02 per month.

2.6.7 Salary Payments

The salary is usually agreed by the partiesin the
employment contract. If the amount of salary payable
to an employee has not been agreed on or if an agree-
ment on salary cannot be proven, the amount of the
salary is the remuneration specified in a collective
agreement or, upon absence of a collective agreement,
the remuneration paid for similar work under similar
circumstances.

Salary may be calculated on an hourly, weekly or
monthly basis, or be based on performance.

2.6.8 Overtime Pay

The employer and employee may agree that the em-
ployee undertakes to do work in excess of the agreed
working time (overtime). The employer must compen-
sate overtime work by granting time off equal to the
overtime, unless it has been agreed that overtime is
compensated in money. Upon compensation of over-
time in money, the employer must pay the employee
salary exceeding the normal salary by 1.5 times.

In addition to overtime compensation, Estonian law
provides for extra pay for working at night or on public
holidays. If the working time falls at night (from 10:00
p.m. to 6:00 a.m.), the employer must pay salary ex-
ceeding the normal salary by 1.25 times, unless it has
been agreed that the salary include remuneration for
working at night. If the working time falls on a public
holiday, the employer must pay salary exceeding the
normal salary by 2 times. Employers and employees
may agree to compensate work done at night or on
public holidays by granting additional time off.

2.7 Working time and vacation
2.7.1 Working time

Regular working hours may not exceed 8 hours per
day and 40 hours per week. It is allowed to use the
working time calculation period of up to 4 months.

In case the working time calculation period applies,
the working time may not exceed on average 48 hours

per seven days over a calculation period of 4 months.
It is allowed to agree that the working time does not
exceed, on average, 52 hours per seven days over a
calculation period of 4 months and taking into account
that the agreement is not unfair to the employee. Em-
ployees may cancel the agreement at any time, giving
two weeks’ advance notice thereof.

2.7.2 Regular vacation

An employee’s annual vacation is 28 calendar days,
unless the employee and the employer have agreed on
alonger period of annual vacation or unless otherwise
provided by law. Longer annual vacation is granted to
minors and employees of certain occupation, for exam-
ple an employee’s, who is a minor, annual vacation is
35 calendar days and the annual vacation of educa-
tors and research staffis up to 56 calendar days.
Annual vacation is granted on the basis of the time
worked and it should be used within the next calendar
year following the year when the right to vacation was
created.

Employees have the right to receive vacation pay. The
general rule is that vacation pay is paid not later than
on the penultimate working day before commence-
ment of the vacation. It is allowed that the employer
and the employee agree that the vacation pay is paid
on the payday following the use of the vacation, at the
latest.

In case of termination of employment contract, unused
vacation days must be compensated to the employee
and vacation (and vacation pay) used in advance can
beset-off with the final settlement.

2.7.3 Pregnancy Leave/Paternal Leave

Women have the right to pregnancy and maternity
leave of 140 calendar days. Fathers have the right to
receive up to ten working days of paternity leave (with-
out pay] during the two months before the estimated
birth date given by a doctor or midwife and during the
two months after the birth of the child.

A mother or fatheris entitled to parental leave until
their child reaches the age of three years. One parent
is entitled to parental leave at a time.

2.8 Termination of employment contract

2.8.1 Advance notice

The employer may notify employees of the termina-
tion of employment contract immediately after making

respective decision. The employer must notify an
employee of the termination of contract in advance in
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a format reproducible in writing. In the notice the em-
ployer is required to justify the need to terminate the
employment contract. The notification period depends
on the employee’s continuous period of employment
with the employer as follows:

T Notification period
(calendar days)

Less than 1 year ‘ 15

From 1-5years ‘ 30

From 5-10 years ‘ 60

More than 10 years ‘90

Upon failure to adhere to the notification requirement,
the employer is required to pay compensation to the
employee in the amount the employee would have
received in case the notice period had been followed,
i.e. pay salary.

2.8.2 Severance Pay

The employer must pay compensation to the employee
upon termination of a contract due to lay-of fin the

amount of one month’s average salary of the employee.

The Unemployment Insurance Fund pays additionally
the following compensation upon termination of an
employment contract due to lay-off:

Length of employment Severance payment
s ploy (average monthly salary])
From 5-10 years ‘ 1
More than 10 years ‘2
More than 20 years
(applicable until year 3
2015)
2.9 Visa and Work Permit
2.9.1 Visas

According to the Aliens Act of Estonia an alien needs
a legal basis to enter Estonia. Among others, a legal
basis for entering in Estonia maybe a visa or a resi-
dence permit. Nationals of the member states of the
European Union (EU) and the European Economic Area
(EEA) and any third-country national who is a holder
of a residence permit of a Schengen state do not need
a visa to enter Estonia. Estonia has also concluded
several multilateral agreements on free movement
with a number of countries (available at the following
address: http://www.vm.ee/eng/kat_132/915.html).

2.9.2 Types of visas

There are three categories of visas serving differ-

ent travel needs: airport transit visa; short-stay visa
and long-stay visa. An airport transit visa (type A)

is issued for passing through the international tran-
sit areas of airports situated on the territory of the
Member States. A short-term visa (type C) - is issued
for transit through or anintended stay in the territory
of the Member States of a duration of no more than
three months in any six-month period from the date of
first entry in the territory of the Member States of the
European Union (EU) and the European Economic Area
(EEA). According to the new Estonian Aliens Act from
the October 1, 2010 along-stay (D] visa is possible

to apply for a number of reasons such as study, work
or family relations. A long-stay visa may be issued for
single or multiple entries into Estonia with a period of
stay up to six months and with a period of validity up to
twelve months.

2.9.3 Employment

An alien is not allowed to engage in employment
activities in Estonia unless he holds a valid temporary
residence permit for working or working permit.

2.9.4 Residence and work permits

2.9.5 General requirements regarding residence
permits

As the requirements regarding alien immigration do
not apply for EU citizens, it should be mentioned that
the general rule for the maximum period of stay in
Estonia is up to three months from the moment of first
entry. A citizen of the European Union has the right

to stay in Estonia on the basis of a valid travel docu-
ment or identity document. Not later than after three
months after the date of entry in Estonia, a citizen of
the European Union must register his or her resi-
dence.

A citizen of the European Union acquires a temporary
right of residence in Estonia for five years if such citi-
zen registers his or her residence in accordance with
the provisions of legislation.

Person who has acquired a temporary right of resi-
dence in Estonia must apply for an identity card within
one month after the registration of his or her resi-
dence. A residence permit for aliens (non-EU citizens)
may be temporary (validity period up to five years) or
long-term.

An alien may submit an application for a temporary
residence permit to a representation of Estonia that,



after identification of the applicant, shall forward it to
the Citizenship and Migration Board for processing.

2.9.5.1 Types of residence permits

As mentioned above, a residence permit may be tem-
porary or long-term. A temporary residence permit
may be issued to an alien who is married to a person
with permanent residence in Estonia; for settling with
a close relative permanently residing in Estonia; for
working; for studies at an Estonian educational institu-
tion; for business; whose permanent legal income
ensures his/her subsistence in Estonia; or whose ap-
plication for residence permit is based on aninterna-
tional agreement.

Along-term residence permit may be issued to an
alien who has stayed in Estonia permanently on the
basis of a temporary residence permit for at least five
years, holds a valid temporary residence permit, has
registered residence, health insurance and perma-
nent legal income for subsistence in Estonia and has
knowledge of the Estonian language at least at the
basic level.

2.9.6 Work permits

An alien, who is residing in Estonia on the basis of a
temporary residence permit, has a right to work in
Estonia, unless otherwise stipulated by the law.

It is allowed to work in Estonia for a short term without
a work permit up to 6 months within a year. In Estonia,
an alien may work without a work permit, if his or her
working is registered before taking employment. Reg-
istration of working for a short term may be applied for
by an alien who arrives in Estonia on the basis of a visa
or visa-free. Citizens of the EU have the right to work
in Estonia starting from entering the country for three
months and also if the right of residence has been
granted (a work permit is not needed). A family mem-
ber of the EU citizen may work in Estonia in case he

or she has been granted a right of residence (a work
permit is not needed). By a work permit a right for em-
ployment in Estonia during the term stated in the work
permit is granted to an alien who holds a temporary
residence permit for study.

A work permit may be granted to an alien who has a
temporary residence permit for study, if the education-
alinstitution has given its consent for study and on
the condition that the employment shall not hinder the

studies of the alien. The validity period of the work per-

mit to be granted to an alien may not exceed validity
period of the residence permit granted to him or her.
The validity period of a work permit may be extended
until the expiry date of the residence permit.
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3. Taxation in Estonia

3.1 Corporate taxes
3.1.1. Significant developments

The following significant developments took effect
from 1 January 20089:

* Income tax rate remains at 21%.

Liquidation proceeds and payments for share
buy-backs and capital reductions will, similarly to
dividends, become taxable at the company level
(previously they were taxable at the level of the
shareholder). The taxable base consists of the pay-
ments made that exceed the paid-in capital into the
company;

Withholding tax on dividends is abolished;
Withholding tax on royalties will be reduced from
15% to 10%;

The participation threshold for the participation
exemption is reduced from 15% to 10%. Unilateral
credit will be introduced to all other income not fall-
ing under the participation exemption.

¢ The reduced VAT rate will be increased from 5% to 9%.

* The standard VAT rate was increased from 18% to
20% as of 1 July 2008.

* Unemployment insurance contributions were

increased from 1 August 2009 to be 1.4% for an

employer and 2.8% for an employee.

Contributions to the compulsory accumulative pen-

sion scheme will be temporarily suspended from

1 June 2009 to 31 December 2010.

3.1.2 Taxes on corporate income

All undistributed corporate profits are tax exempt.
This exemption covers both active income (e.g. trading
income) and passive income (e.g. dividends, interest,
royalties) as well as capital gains from the sale of

all types of assets, including shares, securities and
immovable property. This tax regime is available to
Estonian companies and permanent establishments of
foreign companies that are registered in Estonia.

The moment of taxation of corporate profits is post-
poned 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.

Distributed profits are generally subject to a corpo-
rate income tax of 21% (21/79 on the net amount of
profit distribution). For example, a company that has
profits of 100 available for distribution can distrib-
ute dividends of 79, on which it has to pay corporate
income tax of 21. From the Estonian perspective, this
tax is considered a corporate income tax and not a
withholding tax, so the tax rate is not affected by an
applicable tax treaty. Certain distributions are exempt
from such tax (see Inter-company dividends).

3.1.3 Corporate residence

Alegal entity is considered a resident of Estonia for
tax purposes if it is established under Estonian law
and there is no management and control test for this
purpose. All tax treaty tie-breakers for legal entities
are based on competent authority procedure. Estonian
general partnerships and limited partnerships have le-
gal personality and are therefore considered residents
of Estonia for tax purposes.

A permanent establishment (including a branch regis-
tered in the Commercial Register) of a foreign entity is
deemed to be a non-resident taxpayer.

3.1.4 Branchincome

As is the case with resident companies, registered
permanent establishments of non-residents are sub-
ject to corporate income tax only with respect to profit
distributions, both actual and deemed, as defined in
domestic law.

Transactions and dealings between a head office and
its permanent establishment(s) should be conducted
on arm’s-length terms. Thus, such profits should be
attributed to a permanent establishment of an on-
resident taxpayer that the permanent establishment
would be expected to make if it was a distinct and
separate tax-payer engaged in the same or similar
activities under the same or similar conditions and
dealing completely independently with its head office.

3.1.5 Group taxation

There is no consolidation or group taxation for corpo-
rate income tax purposes.
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Transactions between related parties (both residents
and non-residents) and between a head office and its
permanent establishment(s) should be conducted on
arm’s-length terms. Estonia has adopted a new trans-
fer pricing regulation, which is in line with the OECD
Transfer Pricing Guidelines and has been effective
since 1 January 2007. Transfer pricing adjustments
are treated as deemed profit distributions, which
should be declared on a monthly basis and which are
subject to 21/79 corporate income tax. Estonia has
also introduced special transfer pricing documenta-
tion requirements for certain taxpayers in line with the
EU Transfer Pricing Documentation Code of Conduct.

3.1.6 Taxreturns

The period of taxation is a calendar month. The com-
bined corporate income tax and payroll tax return
(form .TSD. with appendices) must be submitted to the
local tax authorities by the 10th day of the month fol-
lowing a taxable distribution or payment. Tax returns
can be filed electronically via the Internet.

3.1.7 Payment of tax

Corporate income tax and payroll taxes must be remit-
ted to the local tax authorities by the 10th day of the
month following a taxable distribution or payment. No
advance corporate income tax payments are required.

3.1.8 Withholding taxes

Withholding agents must withhold income tax from
certain payments. Withholding agents include resident
legal entities, resident individuals registered as sole
proprietorships or acting as employers and non-
residents having a permanent establishment or acting
as employers in Estonia. The tax must be reported

and paid by the 10th day of the month following the
payment. Income tax is not withheld from payments to
resident companies, registered sole proprietorships
and registered permanent establishments of foreign
companies. Payments subject to withholding tax in-
clude the following:

1. There is no withholding tax on dividends

2. There is no withholding tax on interest payments
to non-residents on the condition that the interest
charged does not significantly exceed the arm’s-
length rate at the time the debt is incurred and the in-
terest payments are made. A withholding tax of 21%
will thus apply only to the part of the interest payment
that significantly exceeds the arm's-length amount.

3. Royalties (including payments for the use of indus-
trial, commercial or scientific equipment) paid to
non-residents are generally subject to a withholding
tax of 10% under domestic law, but reduced rates

may be available under double taxation treaties.
Certain royalty payments to associated EU and
Swiss companies that meet certain conditions are
exempt from withholding tax.

4. Rental payments to non-residents for the use of
immovable property located in Estonia and movable
property subject to registration in Estonia (exclud-
ing payments for the use of industrial, commercial
or scientific equipment]) are subject to a withholding
tax of 21% under domestic law, but double taxation
treaties may exempt payments for the use of mov-
able property from withholding tax.

5. Royalties and rental payments to resident individu-
als are subject to a withholding tax of 21 %.

6. Payments to non-resident companies for services
provided in Estonia, including management and
consultancy fees, are subject to a withholding tax of
10% under domestic law, but exemptions may be
available under double taxation treaties. Service fee
payments to tax haven entities are always subject to
a withholding tax of 21%.

7.Salaries, directors’ fees and service fees paid to
individuals are subject to a withholding tax of 21%
under domestic law, but double taxation treaties
may exempt service fee payments to non-resident
individuals from withholding tax.

8. Payments for the activities of non-resident artistes
or sportsmen carried out in Estonia are subject to a
withholding tax of 10%.

9. Certain pensions, insurance benefits, scholarships,
prizes, lottery winnings, alimony, etc., paid to non-
resident and resident individuals are subject to a
withholding tax of 21% under domestic law. For
non-residents who do not have a permanent estab-
lishment in Estonia, the tax withheld from the above
payments at domestic or treaty rates constitutes
final tax as regards their Estonian source income,
and such non-residents are not subject to any tax
reporting requirements in Estonia.

For certain types of Estonian source income, non-
residents are liable under Estonian domestic law for
self-assessing their Estonian tax liability and submit-
ting a tax return to the Estonian tax authorities. Such
types of income include: taxable capital gains; profits
derived from business conducted in Estonia without a
registered permanent establishment; other items of in-
come from which tax has not been withheld but should
have been withheld. Estonia has effective tax treaties
with Armenia, Austria, Belarus, Belgium, Canada, the
People’s Republic of China, Croatia, the Czech Repubilic,
Denmark, Finland, France, Germany, Hungary, Iceland,
the Republic of Ireland, Italy, Kazakhstan, Latvia, Lithu-
ania, Luxembourg, Malta, Moldova, the Netherlands,
Norway, Poland, Portugal, Romania, Slovakia, Slovenia,
Spain, Sweden, Switzerland, Turkey, Ukraine, the United
Kingdom, and the United States of America. Treaties



have also been concluded with Azerbaijan, Bulgaria,
Macedonia and Russia, but these are not yet effective.

3.2 Individual Taxes
3.2.1 Territoriality and residence

Anindividual who is a resident of Estonia is liable to
pay tax on worldwide income, irrespective of the origin
of the income. Non-residents are taxed on their Esto-
nian source income. Individuals are considered resi-
dents of Estonia if they have a permanent residence in
Estonia, or if their stay in Estonia during any 12-month
period exceeds 182 days, or if they are Estonian public
servants who are sent abroad on assighnment.

If the tie-breaker article in a double taxation treaty
allocates the residence of a dual-resident individual to
a foreign country (most often if the home and family of
the individual remain abroad during an assignment to
Estonia), the individual will be taxed as a non-resident
in Estonia regardless of the above-mentioned Estonian
domestic rule.

3.2.2 Grossincome
3.2.2.1 Gross income and exclusions

The gross income of resident individuals includes their
worldwide income from all sources, irrespective of the
origin of the income. This includes both active income,
such as employment and business income, as well as
passive income, such as capital gains, rents and royal-
ties, interest, dividends, certain insurance proceeds,
etc.

In general, individual taxpayers are taxed on a cash
basis. Exceptionally, the Estonian CFC (anti-deferral)
rules attribute undistributed profits of foreign tax ha-
ven companies to resident individual tax payers if such
companies are controlled by Estonian residents. Most
items of personal income are taxed on a gross basis,
mainly through withholding tax at source, whereas
business income and capital gains are taxed on a net
basis on certain conditions.

For resident individuals, there are numerous items

of tax exempt income (excluded from gross income).
Some of the more important items of tax exempt
income include qualifying foreign employment income,
domestic dividends, qualifying foreign dividends, quali-
fying bank interest and certain qualifying capital gains.

3.2.2.2 Employment income

Employment income is taxed on a gross basis and
includes salaries, fees for personal services and direc-

tors’ fees. In general, fringe benefits are only taxable
at the employer level and are not included in the gross
income of an employee.

For resident individuals, foreign source employment
income is exempt from Estonian income tax if the fol-
lowing two conditions are met:

* theindividualis present in a foreign country for em-
ployment purposes for more than 182 days during
any 12-month period;

¢ and foreign employment income is taxable in the
foreign country and this can be substantiated by
written documentation, which has to indicate the
amount of the related foreign income tax (even if this
is zera).

Non-resident individuals are liable to pay Estonian
income tax on Estonian source employment income.
This is deemed to arise if an individual performs work
in Estonia for which he is paid remuneration by an
Estonian employer (including non-residents having a
permanent establishment or acting as employers in
Estonia), or if the individual has been present in Esto-
nia for employment purposes for more than 182 days
during any 12-month period. Directors’ fees paid by
Estonian companies are always taxable in Estonia.

3.2.2.3 Capital gains and investmentincome

Capital gains from the sale or exchange of assets

are generally taxed on a net basis as part of ordinary
income, but capital losses can only be offset against
capital gains. Certain qualifying capital gains are ex-
empt from income tax, for example, gains from the sale
of a personal residence.

Rents and royalties generated from the use of certain
assets are generally taxed on a gross basis as part
of ordinary income, unless the taxpayer opts for net
basis taxation as part of business income.

Investmentincome is generally taxed on a gross basis
as part of ordinary income. This may include certain
foreign dividends, interest and insurance proceeds.

Domestic dividends are tax exempt for resident indi-
viduals. Foreign dividends are tax exempt provided
that the underlying profits out of which the dividends
are paid have been subject to foreign income tax

or that income tax has been withheld from the divi-
dends received. Interest paid by EEA banks (including
Estonian banks) or EEA branches of non-EEA banks to
resident individuals is also exempt from income tax.

For non-resident individuals, dividends and arm’s-

length interest from Estonian sources are exempt
from Estonian income tax, whereas rents and royalties
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are generally subject to withholding tax at source. Cer-
tain capital gains realised by non-residents form part
of their Estonian source income, for which they are
liable for self-assessing their Estonian tax liability and
submitting a tax return to the Estonian tax authorities.
For example, this applies to capital gains linked to im-
movable property located in Estonia.

3.2.3 Tax rates

The flat income tax rate for resident individuals is
21%. Certain pensions are subject to income tax at a
rate of 10%.

3.3 Value Added Tax
3.3.1 VAT

The following transactions are subject to Estonian VAT:
* taxable supplies of goods and services (if the place of
supply is in Estonia);

* taxable imports of goods;

* taxable intra-community acquisitions of goods.

The standard VAT rate is 20%. A reduced rate of 9%
is applied, for example, to books, periodicals with a
few exceptions, hotel accommodation services, listed
pharmaceuticals and the treatment of dangerous
waste.

The VAT rate on the export of goods and certain ser-
vices is 0% (i.e. exemption with credit). Some supplies
are exempt (i.e. exempt without credit), such as health
care services, insurance services, certain financial
services and securities transactions.

Real estate transactions are generally exempt from
VAT, but there are certain significant exceptions (e.g.
transactions in new and significantly renovated build-
ings). Taxpayers can choose to add VAT real estate
transactions if certain conditions are met.

If the taxable supplies of Estonian businesses or perma-
nent establishments of foreign businesses in Estonia
exceed EUR 16,000 in a calendar year, VAT registra-
tion is required. Voluntary registration is also possible.
Certain transactions of foreign businesses require
Estonian VAT registration without any threshold.

The VAT accounting period is generally a calendar
month, and the VAT should be declared and paid on or
before the 20th day of the following month.

On certain conditions, an EU taxable person who is not
registered for VAT in Estonia is entitled to a refund of
input VAT paid in Estonia. Non-EU taxable persons are
entitled to a VAT refund on the basis of reciprocity.

On 1 January 2008, Estonia implemented a system
that, on certain conditions, makes it possible to ac-

count for VAT on imports on VAT return without the
need to pay VAT to the customs authority (Art. 21 1
Recast of 6th Directive).

3.4 Duties
3.4.1. Customs duties

After becoming a member of the European Union,
Estonia also became a member of the Customs Union.
The Community Customs Code and related implemen-
tation regulations apply, which means that

* trade between Estonia and other EU countries is
customs-free;

e imports from non-EU countries are subject to EU
customs tariffs;

* numerous Free Trade Agreements concluded be-
tween EU and non-EU countries apply to Estonia.

For more information: www.pwc.com/eeReference:
World Fact Book (www.cia.gov/cia/publications/
factbook) PwC Worldwide Tax Summaries (http://
www.taxsummaries.pwc.com/).
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4 Banking Environment

4.1 Overview
Introduction

After Estonia regained its independence in 1992, a
significant number of new banks commenced opera-
tions - reaching a peak of 42 in 1992 - due in large
part to low entry barriers. As the 1990s progressed,
the banking environment experienced more change.
1998 saw many changes; several major mergers
took place and a number of banks were declared
bankrupt and shut down. Additionally, the government
privatised all remaining state-owned banks, and today
foreign banking groups own the majority of shares in
Estonian banks.

Sector Figures

As of December 2010 there are 18 commercial
banks operating in Estonia, of which 7 are domestic
and 11 are branches of foreign banks.

4.1.1 Bank of Estonia

Eesti Pank is the central Bank of Estonia. Its mission is
to guarantee price stability in Estonia. Its main tasks in
carrying out its mission are:

* Participating in the national economic policy through
the implementation of an independent monetary
policy, consultancy to the government, and interna-
tional cooperation;

* Ensuring financial stability in Estonia by creating
policies for the financial sector and operating well-
functioning settlement systems;

* Arranging the circulation of cash in Estonia;

* Making preparations to become one of the paolicy-
makers among other national central banks of the
euro area who design the coordinated economic
policy and single monetary policy in Europe.

In order to perform its core tasks, Eesti Pank has the
following main functions:

* Monetary Policy;

* Financial Stability

* Meeting cash requirements

* Organisation and Cooperation

4.2 Sampo Pank

Danske Bank A/S Estonia branch (Sampo Pank]in
Estonia dates back to 1995. In November 2006, the
Danske Bank A/S acquired Sampo Pank’s parent, the
Sampo Bank Plc. This lead to a new corporate visual
identity. 01.06.2008 Sampo Pank, Estonia became a
full branch of Danske Bank A/S.

Sampo Pank specialises in investment and savings
and provides banking services for retail, corporate
and institutional customers. Sampo Pank's branches
and other service channels also play a central role in
offering the investment and savings services of other
companies in the Danske Bank Group. Sampo Pank
has a network of 17 branches and offices, covering
the main industrial centres of Estonia.

The bank offers all relevant products for corporate
customers such as cash management, foreign ex-

change, trade finance as well as overdraft facilities
and term loans, credit cards, eBanking, leasing, etc.

It is very easy to start a business with Sampo Pank

in Estonia. Just contact your Danske Bank account
manager in your country and he/she will take care of
opening the bank account in Sampo Pank, Estonia for
your business start. You will also be given a dedicated
English-speaking account manager in Estonia who will
work closely with the account manager in your country
and provide the best financial solution for your cross-
border and local businesses.

See www.sampopank.ee for further information.
4.3 Legal & Regulatory Issues
4.3.1 Introduction

As such the market for financial transactions is dereg-
ulated. However, due to the continued existence of the
Bank of Estonia’s reporting requirements for transac-
tions between residents and non-residents, Estonia is
not the ideal place for maintaining cash concentration
pooling solutions involving non-resident companies.

Under the European Single Market’s objective of free
movement of capital Estonian Law has undergone
strong harmonisation toward the rest of the EU, e.g.
within Money Laundering where the law fully conforms
to EU directives.
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4.3.2 Resident and Non-Resident Status

A company is considered resident in Estonia if it is es-
tablished under Estonian law. A permanent establish-
ment (including an Estonian branch) of a foreign entity
is considered a resident.

4.3.3 Account Ownership

Any type of account can be owned by a resident as well
as a non-resident company.

4.3.4 Cash Pooling Regulations

Cash concentration and notional pooling are allowed
domestically as well as cross-border. Banks are not
allowed to offset their own balances in a notional cash
pooling solution. Cash pooling across legal entities
within the same group is allowed. Resident and non-
resident companies can participate in the same cash
pool in Estonia, but the Bank of Estonia’s reporting re-
quirements must be adhered to as well as withholding
tax regulations must be observed. Estonian legislation
allows for multicurrency cash pooling though it is not
widely offered by the banks.

4.3.6 Bank of Estonia Reporting Requirements

The Bank of Estonia collects statistics on balance of
payments on cross-border transactions. All transac-
tions exceeding EUR 12,780 must be reported. Credit
institutions report all transactions made through
nostro and vostro accounts that exceed EUR 10,000
in detail every 15 days to the Bank of Estonia, including
declared transactions. Reporting is made on individual
transactions.

4.3.7 Money Laundering

Estonia is a member of the Financial Action Task
Force (FATF), and has incorporated most of the forty
recommendations under Estonian Law. In November
1998 (in effect since July 1999) Parliament passed
the Prevention of Money Laundering Act, which is
aimed at preventing money or other property obtained
through illegal means from being placed within the Es-
tonian financial system. Among other things, the legal
act defined the terms of money laundering, credit and
financial institutions, regulated the activities of credit
and financial institutions in preventing money launder-
ing, provided for the creation of a bureau for collect-
ing data on money laundering under the Ministry of
Internal Affairs, as well as organised supervision over
credit and financial institutions.

On September 21, 2004, five fuel merchants were
convicted of Money Laundering in the Tallinn City

Court, establishing a precedent in Estonian court his-
tory.

On 18 October 2007, the Estonian government ap-
proved a bill designed to implement the Third Directive
for presentation to Parliament. The bill provides more
detailed regulations for the identification of customers
than the present law. Any lawyer, notary public, ac-
countant, real estate agent, casino, trust and company
service provider receiving a cash payment of more
than EUR 15,000 will be subject to the new regula-
tions. Also, they will have to notify the money launder-
ing information bureau of each transaction involving a
cash payment exceeding EUR 32,000.

4.3.8 Regulations Applicable for Electronic
Transactions

Under the Electronic Signature Act, which entered into
force in December 2000, an electronic signature has
the same legal validity as a handwritten signature if
some requirements are met. An electronic signature
and the system of using the electronic signature shall:

* Enable unique identification of the person in whose
name the signature is given.

¢ Enable determination of the time at which the signa-
tureis given.

¢ Link the electronic signature to datain such a man-
ner that any subsequent change of the date or the
meaning thereof is detectable.

4.4 Payments & Collections Methods & Instruments
4.4.1 Introduction

Cash is losing its status as the dominant form of pay-
ment in Estonia. A breakthrough for payments made
via banks compared with other payment options
occurred in 2002, when, for the first time, more than
half of regular payments were made through banks.
Instead of less efficient payment instruments, such

as telebank and paper-based credit orders, Internet
banking and debit orders are used. Non-cash payment
instruments have significantly larger volumes than
cash payments in Estonian banking areas. In 20089, a
half a million cash payments were processed while the
non-cash payment volume in the same period was well
over 270 million.

4.4.2 Card Payments

Among the non-cash payment instruments, the popu-
larity of cards has increased significantly in Estonia.
By the end of September 20089, Estonian credit insti-
tutions had issued more than 1.85 million payment
cards, of which 1.34 million were debit cards and al-



most 510,000 were credit cards. Debit cards issued
consist exclusively of either Cirrus/Maestro debit
cards or Visa Electron debit cards. Further, Visa and
MasterCard are both in use as credit cards in Estonia.

Along with the growth in the number of bankcards, the
possibilities for their use also increased. New auto-
mated teller machines (ATMs) and point-of-sale (POS)
terminals were established, raising their respective
numbers to 879 and 26,416. All ATMs and POS ter-
minals accept most widespread international bank-
cards issued by credit institutions worldwide. 5 million
card transactions were processed from residents
with a turnover of more than 529 million euros in
September 2008.

4.4.3 Credit Transfers

Credit transfer is the dominant payment instrument
in Estonia in both volume and value terms. Business
to business transactions are almost exclusively
executed as credit transfers, as many companies
initiate payments via their own ERP system, and send
the payment requests directly to the bank in batches.
The maximum payment execution time allowed by
the regulations of the Bank of Estoniais + 1. Current
market practice is that all payments initiated before
cut-off time (mostly banks have the cut-off time for
domestic payments around 16:00 CET and for book
transfers around 20:00 CET) are executed with same
day value.

It means that in general, the beneficiary receives the
money on the same day the payment was initiated.

4.4.4 Direct Debits

The use and limitations of the direct debit have to be
previously agreed upon by the payer and the benefi-
ciary. Direct debits expenses in Estonia are borne
by the beneficiary's account, service is free for the
debtor.

On the Estonian non-cash payment instruments mar-

ket, direct debit is still a novelty and its share is small
as compared to the credit order, for example. The vast
majority of direct debits are transferred from private

accounts.

In June 2007, banks launched a new service allowing
customers to make domestic direct debit payments
even if the remitter and beneficiary’s accounts are at
different banks. The service was designed for compa-
nies that wish to receive direct debit payments from
customers who hold current accounts at different
banks, without entering into contractual relations with
all of the banks where customers have opened current

accounts. For consumers, this means that they will in
the future be able to pay invoices to all companies that
settle accounts using direct debiting, regardless of
which financial institution they bank with.

4.4.5 Cheques

Payment cheques have never played an important role
in the payment instruments market within Estonia.
However, there is a certain small group of people who
prefer this way of payment.

4.5 Electronic Banking
4.5.1 Introduction

In recent years a plethora of banking services suited
for electronic processing have migrated to the Inter-
net. There are no countrywide standards or any multi-
bank offers on the Estonian market.

4.5.2 General Functionality of EBS Offers

Many banks have shifted the focus from PC-based
electronic banking systems to web-based platforms.
The services offered through the World \Wide Web
include payment transactions, account information,
inter-company netting solutions, FX dealings and
information, etc. (in quasi real-time). Even though the
web-based solutions are becoming more and more
advanced, a number of banks still offer more sophisti-
cated services via PC-based tools. Electronic Banking
Systems are offered based on the banks’ own propri-
etary formats.

4.5.3 EDIFACT / Host-to-Host Solutions

Corporations’ growing efforts of streamlining payment
processing are primarily supported by the banks with
foreign ownership, as demand for the most part comes
from companies with headquarters outside Estonia.
Host-to-host solutions are provided for domestic as
well as international payments.

4.5.4 E-payments and E-invoice / EBPP

E-payments and E-invoices are emerging in the Esto-
nian marketplace, both as B2B and B2C services, but
not yet that widespread.

4.6 Cash Pooling Solutions

4.8.1 Introduction

Cash pooling solutions offered are influenced by the

fact that banks cannot set off their credit and debit
balances for capital adequacy ratio purposes.
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Foreign banks, primarily Nordic, which have entered
the Estonian market by purchasing large share hold-
ings, have however pushed the use of cash poolingin
recent years.

The Bank of Estonia’s reporting requirements, however,
make Estonia a less attractive environment for pooling
of resident and non-resident cash balances.

4.6.2 Notional Pooling

A notional cash pool has been developed by many
banks in the region using the framework of the Europe-
an cash pool, which is based on the notional consolida-
tion of group account balances in individual or multiple
currencies. E-banking tools provide the possibility of
applying limits to group account balances and the easy
distribution of funds, which ensures that money is
moved quickly to the place where it is most needed.

Of course, no actual transactions are involved in this
process. Banks are now also offering interest compen-
sation pooling as an alternative to notional cash pool-
ing because it is less complicated. The bank takes all of
a company's same-currency accounts and joins them
together in a collective pool.

4.6.3 Cash Concentration

Cash concentration is allowed and available as both
single legal account pooling balance netting and zero
and target balancing solutions. It is primarily the banks
with Nordic ownership that offer these solutions.

4.6.4 Mlticurrency and Cross Border Pooling

On a cross-border basis notional as well as cash
concentrating pooling schemes are offered. However,
the primary tool for pooling continues to be the sweep-
ing and funding of cash across borders. Cash pooling
solutions across currencies are usually not part of the
services offered by the banks. However, one or two of
the more sophisticated banks (owned or dominated

by Nordic banks) do offer such solutions, domestically
as well as cross-border, as interest compensation /
enhancement solutions.
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5 Useful Links - Estonia

Embassies
Foreign embassies in Estonia

Embassy of Denmark
www.ambtallinn.um.dk

Embassy of Finland
sanomat.tal@formin.fi

Embassy of Germany
www.germany.ee

Embassy of Ireland
embassytallinn@eircom.net

Embassy of Norway
www.norra.ee

Embassy of Poland
www.tallinn.polemb.net

Embassy of Sweden
www.swedenabroad.com

Embassies of Estonia abroad:

Estonian Embassy in Denmark
www.estemb.dk

Estonian Embassy in Finland
www.estemb.fi

Estonian Embassy in Germany
www.estemb.de

Estonian Embassy in Ireland
embassy.dublin@mfa.ee

Estonian Embassy in Norway
www.estemb.no

Estonian Embassy in Poland
www.estemb.pl

Estonian Embassy in Sweden
www.estemb.se



Danske Bank

Denmark Danske Bank
www.danskebank.com

Estonia Sampo Pank
www.sampopank.ee

Finland Sampo Pankki
www.sampopankki.fi

Germany Danske Bank
www.danskebank.com/de

Ireland National Irish Bank
www.nationalirishbank.ie

Latvia Danske Banka
www.danskebanka.lv

Lithuania Danske Bankas
www.danskebankas.lt

Northern Ireland Northern Bank
www.northernbank.co.uk

Norway Fokus Bank
www.fokus.no

Poland Danske Bank
www.danskebank.com/pl

Russia ZAO Danske Bank
www.danskebank.com/ru

Sweden Danske Bank
www.danskebank.se

General Information

Bank of Estonia
www.eestipank.info

Estonian Banking Association
www.pangaliit.ee

Card Centre of Banks
www.estcard.ee

Tallinn Stock Exchange
WWW.ee.0mxgroup.com

Ministry of Finance
www.fin.ee

Ministry of Economic Affairs
and Communications
www.mkm.ee

The Estonian Financial
Supervisory Authority
www.fi.ee

Statistical Office of Estonia
www.stat.ee

Estonian Chamber of Commerce
and Industry

www.koda.ee

Enterprise Estonia
www.eas.ee
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Danske Bank A/S Eesti filiaal
Narva mnt. 11
15015 Tallinn

Tel. +372 6 800 800
www.sampopank.ee



