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Abstract 
The issue of transfer pricing presents the crucial area of legal arrangements of in-
come tax and is the subject of dynamic development in the global but as well as in 
the national scale.Recently the transfer pricing has become the central theme for 
both tax administrators and taxpayers in the Slovak Republic. The paper's aim is to 
assess the issue of transfer pricing in the Slovak Republic and compare the selected 
attributes of transfer pricing with other countries of the Visegrad Group.The theoret-
ical research has been applied for reaching the paper's aim.It can be stated that the 
Slovak Republic altogether with other countries of the Visegrad Group respects the 
rules arising from the OECD Guidelines in the area of transfer pricing between re-
lated parties, while the concrete methods of application of the arm’s length principle 
and the obligation of keeping the documentation on transfer pricing are anchored in 
the particular legal arrangements as regard the income tax.

Keywords: arm´s length principle, documentation, related parties, transfer pricing, 
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1 Introduction 
By the entrance of Slovakia into the European Union (EU) the Slovak market 
became the part of the unified market of the EU member states. The protection 
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in form of customs and administrative restrictions was abolished and the market 
became global and integrated (Tóth et al., 2016). Ongoing internationalization 
and permanently growing world globalization processes shape the market and 
influence business activities, demands and needs of enterprises (Országhová et 
al., 2016; Babčanová et al., 2012). The development of the regulatory framework 
of markets, technical and organizational innovations, and new societal and con-
sumer perceptions in integrated Europe, have changed the business context and 
the determinants of corporate success (Pakšiová, 2016). Globalization allows for 
reallocation of sources of production resources, including work, on international 
scale depending on their price and availability. Development of relationships be-
tween economies, growth of liberalisation and integration of trade markets, co-
operation of regional blocs, such as European Union, affect conditions of running 
business activity (Skórska, 2016). One of the practical phenomena of globaliza-
tion is the creation of international companies. One of the most crucial interna-
tional tax questions to which international companies are exposed is the transfer 
pricing. 

The issue of transfer pricing is an important factor affecting tax incomes of 
individual countries (Brabec & Hasprová, 2016). Transfer pricing is the phenom-
enon by which related corporate entities in different jurisdictions determine the 
price at which a transfer of goods or services between those two entities should 
be deemed to have occurred. This phenomenon is an inherent and endemic part 
of the international trading system (Bastin, 2014). Transfer pricing is employed 
as a profit allocation strategy to attribute a multinational corporation’s net prof-
it before tax when crossing international borders (Clempner & Poznyak, 2017). 
High transfer prices for sales of goods to affiliates in high-tax countries are used 
to repatriate profits to low-tax countries, thereby reducing the over-all tax burden 
(Behrens, Peralt & Picard, 2014; Usmen, 2012). Transfer prices play an important 
and strategic role on income shifting by multinational companies (Wang, Gao 
& Mukhopadhyay, 2016). Transfer price taxation is a system that tries to protect 
the domestic tax authority and to prevent international tax evasion (Cho & Park, 
2015). 

2 Data and Methods 
The paper's aim is to assess the issue of transfer pricing in the Slovak Republic 
and compare the selected attributes of transfer pricing with other countries of the 
Visegrad Group. The theoretical research has been applied for reaching the pa-
per's aim. Basic input materials are following legal norms except for professional 
literature:
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 � OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Ad-
ministrations,

 � Act No. 595/2003 Coll. on Income Tax with the latest amendments (hereinaf-
ter referred to as “Income Tax Act”),

 � Regulation of the Ministry of Finance of the Slovak Republic No. 
MF/014283/2016-724 on determination of documentation content pursuant 
to the Article 18 par. 1 of the Income Tax Act,

 � Methodical instruction of Financial Directorate of the Slovak Republic to the 
application of transfer pricing methods. 

Generally accepted basic research methods have been applied in the paper's 
processing which lead to the achievement of scientific knowledge in relation to 
the before mentioned issue. 

3 Results and Discussion
3.1 Transfer pricing in the Slovak Republic
The beginnings of legislation amendments of transfer pricing in the Slovak Repub-
lic reach the period of the Slovak Republic establishment. The Act No. 286/1992 
Coll. on Income Tax contained the provisions pursuant to which an income tax 
base of related parties was adjusted by differences to which prices between related 
parties differentiated from prices used between unrelated parties. The range of le-
gal arrangements of related parties has gradually extended what was disclosed in 
the new Act No. 366/1999 Coll. on Income Tax. The national legal arrangements 
of transfer pricing in the Slovak Republic has always been influenced by the in-
ternational legal arrangements, namely the OECD Guideline on Transfer Pricing 
for Multinational Enterprises and Tax Administrations and documents adopted 
at the level of the European Union. The influence of international legal arrange-
ments was fully displayed by the adoption of actual valid Act No. 595/2003 Coll. 
on Income Tax with the latest amendments. This Act presents the essential legal 
norm adjusting the transfer pricing in the Slovak Republic. 

The arm's length principle presents the base of transfer pricing. It is defined in 
the Article 18 par. 1 of the Income Tax Act. It is based on the comparison of con-
ditions set in business or financial relationships between related parties with the 
conditions which would be agreed between unrelated parties in comparable busi-
ness or financial relationships under comparable circumstances. The arm's length 
principle allows tax administrator to adjust the tax base of related party to a dif-
ference which occurs when the prices in transactions differentiate from the prices 



INTERNATIONAL SCIENTIFIC DAYS 2018 

1570

in comparable transactions between unrelated parties under comparable circum-
stances.
Related party is defined quite extensively by the Income Tax Act. Related party is 
a domestic or foreign close person pursuant to the Civil Code, or economically, 
personally or another affiliated party. Economical or personal relationship means:
1. A person's share in property, control or management of another person. The 

share in property or control means more than 25 % of direct or indirect share 
or indirect derived share in share capital or voting rights. If the amount of 
indirect derived share exceeds 50 %, all parties by means which the amount is 
calculated, are economically related regardless their real amount of share. The 
participation in management means the relationship of statutory members or 
members of supervisory board of commercial companies or cooperatives to 
this commercial company or cooperative. 

2. The mutual relationship between parties which are under control or manage-
ment of the same party or in which this party has direct or indirect share in 
property. 

Pursuant to the Income Tax Act another relationship is defined as a business 
relationship created mainly for the purpose of tax base decrease or increase of tax 
loss. 

The subject of transfer pricing are transactions of related parties, marked as 
controlled transactions. The price is the subject of a controlled transaction, is 
marked as a transfer price. Transactions realized between unrelated/independ-
ent parties present unrelated transactions. Controlled transactions are compared 
with uncontrolled transactions while only those transactions might be compared 
which have all economically crucial comparable features. 

Methods of transfer pricing present the manner how to calculate a difference 
to which prices differentiate in the mutual business relationships between relat-
ed parties from prices used between unrelated parties in comparable business 
relationships. The Slovak Republic has adopted the methods of transfer pricing 
pursuant to the Directive on transfer pricing which are based on the comparison 
of price (traditional transaction methods) and the comparison of profit (trans-
actional profit methods). The Income Tax Act allows the mutual combination of 
before mentioned methods, respectively allows the selection of another method 
which is not defined in the Income Tax Act and the Directive on transfer pricing. 
The condition is to use another method which shall be in conformity with the 
arm's length principle. 
Traditional transaction methods derive from the price comparison of goods or 
services which are the subject of controlled transaction between related parties. 
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a) The Comparable Uncontrolled Price Method compares the price charged 
for property or services transferred in a controlled transaction to the price 
charged for property or services transferred in a comparable uncontrolled 
transaction in comparable circumstances. The Comparable Uncontrolled Pri-
ce Method may also sometimes be used to determine the arm’s length royalty 
for the use of an intangible asset. 

b) The Resale Price Method is one of the traditional transaction methods that 
can be used to determine whether a transaction reflects the arm’s length prin-
ciple. The Resale Price Method focuses on the related sales company which 
performs marketing and selling functions as the tested party in the transfer 
pricing analysis. 

c) The Cost Plus Method is used to analyse transfer pricing issues involving tan-
gible property or services. It is typically most applied to manufacturing or 
assembling activities and relatively simple service providers. The Cost Plus 
Method focuses on the related party manufacturer or service provider as the 
tested party in the transfer pricing analysis. The method evaluates the arm’s 
length nature of an intercompany charge by reference to the gross profit mark-
-up on costs incurred by suppliers of property (or services) for tangible pro-
perty transferred (or services provided). It compares the gross profit mark-up 
earned by the tested party for manufacturing the product or for providing the 
service to the gross profit mark-ups earned by comparable companies.

The transactional profit methods derive from the profit comparability arising 
from a controlled transaction. The application of transactional profit methods 
is appropriate in case there is not a sufficiency of reliable data at disposal for the 
analysis of comparability in traditional transaction methods. 
a) The Profit Split Method is typically applied when both sides of the controlled 

transaction contribute significant intangible property. The profit is to be divi-
ded such as is expected in a joint venture relationship. The Profit Split Method 
seeks to eliminate the effect on profits of special conditions made or imposed 
in a controlled transaction (or in controlled transactions that it is appropria-
te to aggregate) by determining the division of profits that independent en-
terprises would have expected to realize from engaging in the transaction or 
transactions. 

b) The Transactional Net Margin Method compares the net profit margin (relati-
ve to an appropriate base) that the tested party earns in the controlled transac-
tions to the same net profit margins earned by the tested party in comparable 
uncontrolled transactions or alternatively by independent comparable com-
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panies. This method is used to analyse transfer pricing issues involving tangi-
ble property, intangible property or services.

Uniform rules do not exist when applying individual methods of transfer pric-
ing which would be appropriate and applicable in each situation. The selection of 
particular method is the result of compromise while it is necessary to take into 
account a possible method inaccuracy, prioritize a higher level of comparability 
and a tighter relation to a transaction. The application of selected transfer pricing 
method shall be announced to a tax administrator by a taxpayer, while a taxpayer 
is obliged to demonstrate and justify the submission of transfer pricing documen-
tation. 

A taxpayer might ask a tax administrator for a decision on approval of a par-
ticular transfer pricing method before performing a transaction with a related 
party. Therefore a taxpayer can confirm whether his proposed procedure of trans-
action pricing is in accordance with the arm's length principle. The decision on 
approval of the transfer pricing method may be issued for up to five tax years 
(with a possibility of prolongation if the terms are not changed). 

In case of controlled transactions each related party is obliged to keep the 
documentation on used method of transfer pricing. The documentation presents 
the file of information, data and facts presenting and explaining the procedure of 
price creation in controlled transactions. The minimal range of documentation 
is limited by the Measure of the Ministry of Finance of the Slovak Republic No. 
MF/014283/2016-724 on determination of documentation content pursuant to 
the Article 18 par. 1 of the Income Tax Act.

From the point of required data range the following types of documentation 
is recognized: reduced, basic and full documentation. Each of the before men-
tioned documentation is fully determined for a precise group of taxpayers who 
are obliged to keep a particular documentation. Taxpayers natural persons and 
taxpayers who are micro-accounting entities pursuant to the Act No. 431/2002 
Coll. on Accounting with the latest amendments keep the documentation min-
imally in range of reduced documentation. The possibility to keep the reduced 
documentation relates as well as to the selected subjects of public administration 
but only for some controlled transactions. The same is applied in case of trans-
actions between domestic related parties, it is sufficient to keep the reduced doc-
umentation as regards domestic controlled transactions. The possibility to keep 
the reduced documentation is assessed positively as regards the Articles of OECD 
Guideline on transfer pricing pursuant to which the interstate requirements on 
documentation content should not cause inappropriate burden to taxpayers. 
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3.2  Comparison to other countries of the Visegrad Group 
Retaining tax revenue is a major driver of fiscal policy formulation in the coun-
tries of the Visegrad Group as it is throughout the world. Thus, transfer price 
regulations appearing in the tax systems of all countries of the Visegrad Group are 
compared in the following table 1. 

Table 1  Comparison of the selected attributes of transfer pricing to other 
countri es of the Visegrad Group

Transfer Price 
Regulations

The Countries of the Visegrad Group
Slovakia Czech Republic Hungary Poland

Arm´s length 
principle since 1999 since 1993 since 1996 since 1997

Legislation

Income Tax Act 
No. 595/2003 
Coll; Double 
Tax Treaties.

Income Taxes 
Act No. 586/1992 
Coll; Double Tax 
Treaties. 

Act LXXXI 
of 1996 on 
Corporate 
Income Tax; 
Act XCII on 
Taxation; Act 
CXXVII on VAT; 
Double Tax 
Treaties.

Corporate 
Income Tax 
Act From 
February 15th, 
1992; Personal 
Income Tax Act 
From July 26th, 
1991; Double 
Tax Treaties. 

Controlled 
parties

Domestic and 
cross-border 
related parties.

Domestic and 
cross- border 
related parties.

Domestic and 
cross-border 
related parties; 
branches and 
head offices; 
entities having 
common 
directorship 

Domestic and 
cross-border 
related parties.

Related parties

25 % < direct 
or indirect 
control or 
common 
managing 
director or 
other control 
aimed 
purely on 
circumvention 
of tax

25 % < direct or 
indirect control 
or personally 
related

50 % < direct or 
indirect control 
or common 
managing 
director

25 % < direct or 
indirect control 
personal, family 
relations
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Transfer Price 
Regulations

The Countries of the Visegrad Group
Slovakia Czech Republic Hungary Poland

Applicable 
transfer pricing 
(TP) methods

Traditional 
transaction 
methods and 
transactional 
profit methods 
according to 
OECD TP 
Guidelines (the 
principle of the 
best method 
applies).

Traditional 
transaction 
methods and 
transactional 
profit methods 
according to 
OECD TP 
Guidelines (the 
principle of the 
best method 
applies). 

Traditional 
transaction 
methods and 
transactional 
profit methods 
according to 
OECD TP 
Guidelines. 

Traditional 
transaction 
methods 
according 
to OECD 
Guidelines are 
preferred over 
transactional 
profit methods. 

Documentation 
liability since 2009 since 2006 since 2003 since 2001

Subjects 
obliged  
to keep the 
documentation

Taxpayers 
engaged in 
transactions 
with related 
parties. 

Taxpayers 
engaged in 
transactions with 
related parties.

Taxpayers 
engaged in 
related party 
transactions 
with the 
exception 
of small and 
medium sized 
companies 
as defined 
by the Act on 
Corporate 
Income Tax 
(individuals 
are outside the 
scope).

Taxpayers 
engaged in 
transactions 
with related 
parties. Entities 
performing 
transactions with 
“tax havens”. 
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Continue the table 1

Transfer Price 
Regulations

The Countries of the Visegrad Group
Slovakia Czech Republic Hungary Poland

Simplified 
documentation

Yes, as option 
for selected 
taxpayers e.g. 
individuals, 
small and 
medium 
entities, and 
if certain 
conditions are 
met. 

Yes, simplified 
documentation 
as an option but 
only for selected 
transactions. 

Yes, for low 
value adding 
services 
if certain 
conditions are 
met. 

Taxpayers 
with revenues 
or costs > 
10.000.000 Eur 
are obliged to 
attach to the 
tax return a 
simplified report 
on transactions 
carried out. 

 Advance 
Pricing 
Agreement 
(APA)

since 2004 since 2006 since 2007 since 2006

Penalties

No specific TP 
penalties, but 
adjustment 
of tax base 
plus penalties. 
For non-
compliance 
with the TP 
documentation 
obligations a 
penalty up to 
3.000 Eur.

No specific TP 
penalties, but 
adjustment of 
tax base plus 
penalties and 
interest for late 
payment. 

If the TP 
modification 
results in tax 
shortage: 50 % 
tax penalty and 
late payment 
interest 
penalty. Failure 
to present 
appropriate TP 
documentation: 
penalty up to 
2.000.000 HUF 
per transaction. 

If the revenue is 
evaluated by tax 
authorities in the 
amount higher 
than declared 
by the taxpayer, 
and the taxpayer 
does not submit 
the required TP 
documentation 
– the difference 
between previous 
and evaluated 
amount is 
taxed 50 % tax 
rate. Possible 
responsibility 
under penal-
fiscal code. 
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Transfer Price 
Regulations

The Countries of the Visegrad Group
Slovakia Czech Republic Hungary Poland

Safe harbours

Not officially 
published/
accepted- but 
generally 
accepted. Low 
value added 
services 3-10 
% mark-up.

Low value 
added services 
3-7 % mark-up.

Low value 
added services 
3-10 % mark-
up.

X

Country-
by-Country 
Reporting 

Rules 
implemented 
with effect 
from March 1st, 
2017.

Rules 
implemented 
with effect from 
September 19th, 
2017. 

Rules 
implemented 
with effect from 
May 31th, 2017. 

Rules 
implemented 
with effect from 
January 1st, 
2016. 

Level of 
attention paid 
by Tax Authority

9/10 9/10 9/10 10/10

Source: Own processing according to Mazars CEE Tax Guide 2017 and Accace 
Transfer Pricing CEE Overview 2017.

In the Visegrad Group countries the issue of transfer pricing is amended by 
particular legal arrangements related to the income tax. The rules of transfer pric-
ing relate to foreign as well as domestic related parties in all before mentioned 
countries. In the Slovak Republic the obligation to evaluate transaction on the 
arm’s length principle referred only to foreign related parties till the end of 2014. 
Effective since 1 January 2015 the rules of transfer pricing has been spread also to 
domestic related parties. With effect starting January 1st, 2017, the capital thresh-
old to qualify as a related party increased from 5 % to 25 % in Poland. Thus, 
transactions between entities holding less than 25 % shares (directly or indirectly) 
are not covered by documentation obligation. In Hungary, the Hungarian head 
office and the foreign PEs/branches, as well as the Hungarian PEs/branches and 
the foreign head office qualify as related parties. Thus, the transfer pricing rules 
also apply to these enterprises. Furthermore, the definition of related parties was 
amended as of January 1st, 2015. As a result of the changes, the concept of com-
mon directorship was added to the definition. Thus, even if the ownership (vot-
ing) rights of one entity in another entity do not exceed 50 %, but the entities in 
question have the same management, then the two entities are considered related 
parties and are subject to the obligations prescribed by transfer pricing rules.
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In the before mentioned countries including the Slovak Republic all taxpayers 
keep the transfer documentation as they perform transactions with domestic or 
foreign related parties. Generally, there is no legal obligation to prepare transfer 
price documentation in the Czech Republic. However, the taxpayer is required to 
provide documentary evidence of all facts which he is obliged to state in his tax 
return or other communication with the tax administration. In this context, the 
taxpayer may be requested to prove how the transfer prices in its related-party 
transactions were determined, and whether they comply with the arm’s length 
principle. In Poland except for taxpayers performing transactions with domes-
tic or foreign related parties it relates to those taxpayers who perform transac-
tions with so called tax havens. Polish taxpayers whose revenues do not exceed 
2.000.000 Eur in a given year have no obligation to prepare transfer pricing docu-
mentation. In Hungary the exceptions are presented by small and medium-sized 
enterprises and cases, when the transaction was made based on agreement with 
and individual. The possibility of creation of simple transfer pricing documen-
tation is allowed in all the V4 countries for the selected subjects, transactions or 
meeting of certain conditions. 

In the all Visegrad Group countries the acceptable methods of transfer pric-
ing are those pursuant to the OECD Guidelines. In the Slovak Republic and the 
Czech Republic the traditional transaction methods can be used as well as trans-
actional profit methods of transfer pricing while the principle of the most advan-
tageous method is applied. Hungary does not establish priority of methods as 
well – the traditional transaction and transactional profit methods are equal. If 
the arm´s length price cannot be supported by the methods according to OECD 
Transfer Pricing Guidelines, other methods shall be applied. The traditional 
transaction methods are preferred over transactional profit methods in Poland. 
When the transfer price is determined by the tax authorities, the comparable un-
controlled price method is applied in the first instance. If a taxpayer has deter-
mined the arm's length value of a transaction by applying one of the three stand-
ard methods and there is no doubt about the objectivity in choosing the method, 
this method is also binding for the tax authorities. Even in the Slovak Republic re-
cently the usage of traditional transaction methods has been preferred before the 
transactional profit methods. This hierarchy in the application of transfer pricing 
methods has been eliminated by the amendment of the Income Tax Act effective 
since 1 January in accordance with the current version of the OECD Guidelines. 

The news in the area of transfer pricing is so called the country-by-country 
reporting. As at 28 January 2016 the Slovak Republic signed a document on au-
tomatic change of information, so called the country-by-country reporting to-
gether with other thirty countries within the thirteenth measure for action plan 
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of transfer pricing. The rules of country-by-country reporting relate to the large 
multinational groups with consolidated annual turnover exceeding 750 million 
Eur. The obligation of such companies is to report on an annual base the infor-
mation relevant for financial administration in a given state. Individual tax of-
fices will subsequently change these information on global allocation of income, 
profit, capital, employees, assets or information on paid taxes. Through the rules 
of country-by-country reporting it should be easier for tax offices to reveal the 
inaccuracies in prices of international companies and as well as the related tax 
evasions. The country-by-country reporting was firstly implemented in Poland 
within the countries of the Visegrad Group, namely in the year 2016. In other 
countries of the Visegrad Group the rules of the country-by-country reporting 
were implemented within the year 2017, for the last time in September in the 
Czech Republic. 

4 Conclusion
The transfer pricing is still more discussed issue in the world, as well as in Slova-
kia, where every year the number of tax controls is growing due to this area. The 
transfer pricing relates to the transactions realized between related parties which 
may be influenced by mutual relations of these parties. If the prices applied in the 
transactions of related parties are not comparable with the prices which shall be 
used by unrelated parties in comparable transactions, the tax evasions can occur. 
In order to avoid the tax evasions the rules of transfer pricing are applied in the 
majority of countries including the countries of the Visegrad Group. The rules 
of transfer pricing in such countries derive from the principles set in the OECD 
Guideline for Transfer Pricing for Multinational Enterprises and Tax administra-
tions. 

The Article deals with the assessment of national legal arrangement of transfer 
pricing in the Slovak Republic. The relevance of transfer pricing in Slovakia has 
increased in the last years also as regards the amendments in the Slovak legal 
arrangement which determines the obligation to keep the documentation on ap-
plied method of transfer pricing not only for foreign related parties but as well as 
for domestic related parties. The selected attributes of national legal arrangement 
were compared with the legal arrangement of transfer pricing in other countries 
of the Visegrad Group. In conclusion it can be stated that the Slovak Republic al-
together with other Visegrad Group countries respects the rules arising from the 
OECD Guidelines in the area of transfer pricing between related parties, while the 
concrete methods of application of the arm’s length principle and the obligation 
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of keeping the documentation on transfer pricing are anchored in the particular 
legal arrangements as regard the income tax. 
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