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Estonian accounting tradition should 
be viewed in the transitional context of 
political and economic systems. More 
than 20 years occurred transformations 
from a centrally planned to a market 
economy involved significant legal 
and institutional changes in the whole 
accounting area. Estonia, as a rather 
small country (population 1.34 million, 
territory 45, 215 km²), can be consid-
ered as a distinguishable example of 
these changes. We hope to shed more 
light on the accounting reforms and 
their effects on the Estonian account-
ing research and practice.  

Accounting reforms in Estonia 

More than fifty years lasted Soviet 
period in Estonia, when the planning 
economy principles via rigid state reg-
ulations were assumed to maintain the 
macro-economic balance of the eco-
nomic system. The employed account-
ing methods and techniques had cen-
tralized state focus and were used at all 
enterprises without detailed customiza-
tion to the particular circumstances at 
the organisation’s level. In the plan-
ning economy conditions the main 
goal of enterprises was to fulfil a plan, 
which had been drawn out by the state 
institutions.  

The enterprise managers had not much 
responsibility about production effi-
ciency and products quality. The ac-
counting system was the dominant 
instrument for planning and budget 
control. In general accounting did not 
serve the interests of enterprises, but 

the interests of state and its ministries. 
In planning economy conditions, ac-
counting had a relatively low status, 
being inflexible and unresponsive to 
market innovations. Contrary to the 
West, the prestige of accounting was 
extremely low in the previous Soviet 
Union. 

Through the collapse of centrally 
planned economy in the late 1980s the 
situation in the accounting area in Es-
tonia changed substantially. Estonia 
started to aspire towards market econ-
omy when it was still a part of the 
Soviet Union.  

The accounting reforms in Estonia 
during last two decades can be viewed 
as an example, how to build up its 
national accounting system in the con-
ditions of economic transformations. 
The accounting reforms can be distin-
guished between three different stages: 
the introductory stage (1990-1994), the 
system-building stage (1995-2002) and 
the system improvement stage (since 
2003). 

Introductory stage 

In July 1990, more than a year before 
independence was regained in August 
1991, the Regulation on Accounting 
was adopted by the Estonian Govern-
ment. This event was the first step 
towards creation of market-economy 
accounting environment in Estonia 
marking the beginning of the spread of 
accounting disharmony within the 
Soviet Union. This event started also 
the introductory stage in formation of 
market-economy accounting environ-
ment. Although, in the contemporary 
sense, the Regulation was quite modest 
in content and volume, consisting of 
only ten pages, the actions spurred by 
the Regulation greatly contributed to 
and helped create a favourable envi-
ronment for the adoption of the basic 
principles of market economy account-
ing, preparing movement to the second 

stage of the Estonian accounting re-
form.  

After the introduction of the Estonian 
Regulation on Accounting in 1990, 
there was some discord between the 
legal requirements and the actual ac-
counting practice, as many accountants 
with their Soviet-era background failed 
to grasp the intrinsically different na-
ture of financial accounting in the con-
ditions of market economy. However, 
various retraining programmes and 
accounting disciplines taught at the 
universities and other higher education 
institutions have had considerable 
influence on the accounting profession 
and supported the accounting 
knowledge transfer into the organisa-
tions.     

System-building stage 

The significant incentive for the sys-
tem-building stage of accounting re-
form has been the European integra-
tion decision, when Estonia submitted 
an application to join the European 
Union in the middle of the 1990s. The 
most important question for Estonia 
(and probably for other transition 
countries) was: how to build a forward
-looking and flexible accounting regu-
lation system, which would enable 
integration into and harmonization 
with the European accounting frame-
work. First of all, this concerned busi-
ness accounting, but the question was 
expanded to the whole accounting 
area. In June 1994 the first Estonian 
Act on Accounting (EAOA) was 
passed by the Estonian Parliament and 
came into effect in January 1995. One 
of the most conceptual issues of the 
EAOA was an attempt to create the 
facilities for merging the Continental 
European approach with the Anglo-
American approach.  
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In these circumstances the accounting 
framework and procedures in Estonian 
companies and institutions have since 
1995 been legally regulated by the 
EAOA as a frame-law and by the Esto-
nian Accounting Standards (EAS) 
issued by the Estonian Accounting 
Standard Board. This combination had 
a number of advantages, in particular 
in the initial period of the accounting 
reform, speeding it up and enabling the 
transition process to be flexible. In 
1995- 2000 the EASB issued 16 EASs 
to improve particular aspects of ac-
counting in Estonia. 

Corporate accounting and information 
disclosure practices are influenced by 
the nature of enterprise ownership, 
sources of finance and the stage of 
development of capital markets.  Tal-
linn Stock Exchange opened for trad-
ing in 1996, where seventeen domestic 
companies were listed. In 2001, the 
Helsinki Stock Exchange (HEX) 
Group from Finland acquired strategic 
ownership in the Tallinn Stock Ex-
change Group and trading in Estonian 
securities in the HEX trading system 
started in 2002.   

These events pointed to a need for 
internationally acceptable accounting 
standards and improved the require-
ments on disclosure and reporting 
principles of listed companies. The 
income tax reform in year 2000 
changed considerably the country’s 
corporate income taxation principles. 
The moment of corporate taxation 
shifted from the period of earning 
profits to the period of their distribu-
tion in either explicit (dividends) or 
implicit ways (the latter include fringe 
benefits, expenses unrelated to busi-
ness, etc.). The idea was to increase 
competitiveness of a transition country 
like Estonia and to encourage private 
investment and expansion of economic 
activity. 

 

 

System improvement stage 

The system improvement stage of ac-
counting reform in Estonia was needed 
to meet the requirements of the im-
proved European accounting frame-
work following the European Commis-
sion’s decision from 2002. The initial 
steps were arranged through the new, 
amended version of the EAOA and a 
revised set of the EAS, which came 
into force in 2003. 

The main characteristic of the new 
EAOA and the new set of EAS is their 
clear orientation to the International 
Financial Reporting Standards (IFRS). 
Since 2003 the Estonian Accounting 
Standard Board (EASB) has revised 18 
standards and brought them in line 
with the requirements of the new law 
and the IFRS The new Act allows all 
companies to apply the IFRS instead 
of the national accounting standards in 
both consolidated and stand-alone 
financial statements for statutory pur-
poses. This change was also supported 
by the abovementioned fact that in 
Estonia the corporate tax is charged on 
dividends, not on profit. Therefore, the 
accounting framework does not affect 
the tax basis or the state budget reve-
nues.  

The new Act has also expanded the 
scope of the legal accounting frame-
work, involving also governmental 
institutions. The EAOA is specified by 
the general rules for organisation of 
the accounting and financial reporting 
of the state and the state accounting 
entities (riigi raamatupidamise 
üldeeskiri) which are based on and are 
in compliance with the accounting 
principles generally accepted in Esto-
nia and the international public sector 
accounting standards. Thus the transfer 
of the Estonian public sector from cash
-basis to accrual accounting can be 
regarded, in the light of the New Pub-
lic Financial Management Framework, 
as an attempt to adopt the accounting 
principles that apply in the private 
sector. It can be summarized that the 
new EAOA has covered the regulation 
of the accounting principles for all 
entities either business or public ones.  

Consequently, starting from 2003, 
there are no considerable differences 
in recognition and measurement poli-
cies between IFRS and Estonian ac-
counting principles. Minor differences 
remained mainly in disclosure as the 
Estonian accounting principles is pri-
marily meant for small and medium-
size entities requiring less disclosure 
than IFRS. In 2011 the EASB updated 
the Estonian Accounting Standards 
according to the IFRS for SME-s. De-
velopment of the Estonian accounting 
system throughout its three stages can 
be regarded as a process of harmoniza-
tion, which more or less consciously in 
different stages moved from regional 
focus (until the middle of the 1990s) 
towards global harmonization (until 
now).  

The central role in the Estonian ac-
counting reform has been played by 
the EASB. The Board started as a de-
partment of the Ministry of Finance, 
but from stage to stage it became more 
independent of the Ministry in its deci-
sions concerning the accounting regu-
lation. To enable a flexible manner of 
accounting regulation and to speeding 
up the reform, particular accounting 
themes are regulated by the accounting 
standards issued by the EASB.  

The way how the profession is orga-
nized and the public attitude towards 
accountants and auditors affects audi-
tors’ ability to influence or control the 
behavior of companies and their re-
porting systems. In 1990, a step to-
wards creation of a proper auditing 
environment was made by establish-
ment of the Estonian Regulation on 
Auditing and the Board of Auditing. In 
1994 the first set of auditing guidelines 
was enacted. It has to be emphasized 
that the Estonian Government continu-
ously brought up the topic of auditing 
framework. The Chamber of Auditors 
was authorized under the Act on Au-
diting in 1999. The Chamber oversees 
the registration, education, certifica-
tion and disciplining of auditors, set-
ting of auditing standards and the regu-
lation of audit practice. 

(continued on the next page) 
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The Estonian Association of Account-
ants was established in 1996 as an 
accounting interest group open to any-
body, without any qualification re-
quirements. In the beginning, the main 
objective of the Association was to 
provide retraining in order to improve 
the accounting system. In January 
2001, the Vocational Law was en-
forced in Estonia, which created basic 
conditions for organizing the certifica-
tion of accountants in improved cir-
cumstances.  

The present requirements set to the 
accounting profession in Estonia are 
based on the Guidelines on National 
Requirements for the Qualification of 
Professional Accountants. Currently 
the main objectives of the association 
concerning their potential impact are 
to distribute accounting knowledge 
and practical experience, and to repre-
sent their professional opinion in pub-
lic discussions (including comments 
and suggestions on the drafts of the 
EAS opened for public discussion on 
the website of the EASB). The Estoni-
an Association of Accountants is not 
directly involved in the accounting 
regulation setting, but a representative 
of the association is a member of the 
EASB, the issuer of the EAS. The 
association organizes conferences and 
seminars to contribute the profession.  

Challenges 

During the transition period the man-
agement roles had been redefined in 
order to focus their attention more on 
the market alterations, customer de-
mands and organizational changes. 
Therefore, for enterprises it was neces-
sary to develop their management ac-
counting systems, which could provide 
accurately, measured cost information 
for pricing-decisions, budgeting or 
performance measurement purposes in 
order not only to survive but also to 
gain success in contemporary fast 
changing environment. Similarly to 
other transition countries the adapta-
tion process in Estonian companies to 

new and constantly changing condi-
tions has demanded very deep altera-
tions in the functioning of manage-
ment accounting systems. Conceptual 
changes in financial accounting served 
as a precondition for the design, intro-
duction and improvement of cost ac-
counting and management accounting, 
and the development of companies’ 
management accounting systems.  

Market economy countries have not 
experienced such a conceptual change 
in financial accounting in such a short 
time during the last decades. Therefore 
the evolution of financial accounting 
has influenced the development of cost 
accounting and management account-
ing and the legal accounting reform 
represents an essential and inevitable 
motivator of these management ac-
counting changes to occur. 

An interesting feature of management 
accounting change in Estonian organi-
sations is that due to the economic 
restructuring they had an opportunity 
to develop the traditional financial or 
cost based and innovative accounting 
tools simultaneously. Hence, manage-
ment accounting change represents a 
combination of the introduction of 
traditional market economy based 
practices and the application of con-
temporary accounting tools, expressed 
by the system’s sophistication. The 
increasing need for management infor-
mation, the availability of competent 
accountants, changes in managerial 
practice and dissatisfaction with per-
formance measurement indicated the 
drivers of management accounting 
changes. During 1990s the shifts in the 
management accounting systems of 
Estonian organizations represented 
mainly technical and conventional 
developments focusing on issues of 
cost information accuracy and conven-
tional management accounting ap-
proaches (i.e. the replacement of the 
full costing method with variable cost-
ing). The prevalence of production 
oriented and narrow-scope accounting 
information reflected the main features 
of management accounting practices.  

Later we can track the shifts towards 
more sophisticated and contemporary 
approaches (i.e. activity-based costing, 
balanced scorecard). More often the 
organisations’ management accounting 
systems started to emphasize the ne-
cessity for the wider spectrum ac-
counting information including market 
and customer performance indicators 
delivered by the integrated perfor-
mance measurement methods and ap-
proaches.  

Accounting research in Estonia 

Curriculum on accounting has been 
developed at four universities 
(University of Tartu, Tallinn Universi-
ty of Technology , Estonian University 
of Life Sciences and Estonian Busi-
ness School. The accounting research-
ers’ community is relatively small 
(about 15 people) representing mainly 
the university members including the 
doctoral students, concentrated at the 
University of Tartu and Tallinn Uni-
versity of Technology.  

Most popular research topics include 
management accounting, financial 
accounting, public sector accounting 
and accounting history. The research 
funding, mainly arranged by Estonian 
Science Foundation, is based more and 
more on sophisticated bibliometric 
models. Although accounting research-
ers in Estonia find it hard to compete 
for research funding with researchers 
from other areas of social sciences, 
they still have received a number of 
research grants for the projects on 
accounting during last decade. The 
focus of empirical accounting research 
in the politically and economically 
changing context was initially largely 
devoted to the financial accounting 
and auditing issues. There have been 
carried out studies by the university 
staff and also practitioners, describing 
the accounting principles and financial 
reporting application by the compa-
nies.  
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The reforms of legal accounting regu-
lations represent the necessary motiva-
tor for management accounting devel-
opments in the organizations’ practices 
to occur. There are few published stud-
ies dedicated to the financial account-
ing developments and problems in 
Estonia. But these describe only some 
fragments of the accounting develop-
ments in Estonia. Since 1999 there 
have been conducted studies on the 
management accounting area, which 
findings are internationally available 
(see reading list). Nevertheless, current 
stage of management accounting re-
search is characterised by the limited 
amount of well-documented and sys-
tematic research evidence on this area 
in management accounting. 

Besides the teaching and research ac-
tivities, Estonian accounting scholars 
has a certain influence on accounting 
regulation and business practice. As 
members of the EASB, accounting 
scholars have contributed to the devel-
opment of national accounting stand-
ards and their alignment with the IAS/
IFRS. But they also publish papers for 
practitioners that are based on empiri-
cal research of Estonian companies 
and organizations, retrain top manag-
ers and also serve in different profes-
sional positions, such as on profession-
al certification boards, supervisory 
boards and as legal experts in practice 
etc. This intense intertwining of re-
search work and practical experience 
has influenced the growth of account-
ing popularity among undergraduate 
and graduate students.  

Organisation of the 37th 
EAA congress in Tallinn 

Today the Faculty of Eco-
nomics and Business Admin-
istration at the University of 
Tartu is the leading business 
administration (including 
accounting) research institu-
tion in Estonia. It has already 
hosted the international con-
ferences (ISSWOV 2006; 
EIBA  2008; EACES 2010, 
ESU 2010). 

We consider the opportunity of organ-
ising the annual 37th EAA congress in 
2014 in Tallinn as a great honour and 
prospect for promoting accounting 
research and profession in both Esto-
nia and the Baltic Sea region. The 
doctoral colloquium will be held with-
in the facilities of the University of 
Tartu, one of the oldest university in 
Northern and Eastern Europe (founded 
in 1632).  
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