
 

 

 

 

 

 

 

 

 

  

  

  

 

 

 

 

 

 

 

 

 

 

News Flash  
March 3, 2021  
 

Estonian Corporate Tax 
in Slovakia 



News Flash I Accace Slovakia I Estonian Corporate Tax in Slovakia 

   
  

Estonian Corporate Tax 
Recently, an idea to move in a direction of so-called Estonian way of taxation once again appears in 
Slovakia. To be honest, the proposals we have read so far from politicians are far from the system that 
works in Estonia. Therefore, it is suitable to at least shortly describe how such a way of taxation works in 
this Baltic country. 

A distinctive way of taxation 

It must be noted that this distinctive system of 
corporate income tax was introduced in 2000 in 
Estonia and it is based on a principle that 
companies don’t pay income tax on unpaid 
profits. Corporate tax base is therefore set at 0 % 
and the subject of tax are only dividends, or 
“expenses” considered as so-called “hidden” 
profit distribution. 

In Estonia, there is no exclusion and the rule 
applies to incomes from active business 
activities, incomes from passive investment or so-
called capital gains from sale of assets. It is 
important to mention, that unpaid profit in a such 
way is not a subject to yearly taxation and it is 
also not important, if these profits are reinvested 
abroad or in Estonia (note: the exclusions may be 
applied only to so-called tax havens). 

The corporate income tax is levied monthly 
using so-called “gross-up” tax rate of 20/80 on 
any actual or deemed profit distributions. This 
income includes dividends distributions, grants, 
gifts, representation expenses (exceeding values 
determined by a law), social benefits (e.g. 
expenses borne by employer, not employee) and 
non-business expenditures. 

The corporate income tax is payable monthly 
based on a submitted tax return which shall be 
submitted by the 10th day of the following month. 
In Estonia, there is no so-called annual tax return 
filling (with an exception of so-called hybrid 
mismatches, thin capitalizations, and CFC rules), 
traditional deductible and non-deductible items to 
the tax base, or amortization of tax losses. As 
already mentioned, even so-called non-tax 
expenses (e.g. representation expenses 
exceeding established limits) are subject to 
income tax calculated monthly. Simply put, the 
company´s non-tax expense is taxed based on 

monthly submitted tax return, always after its end. 
Probably the most interesting part of the tax law 
is the taxation of profit distribution. If an Estonian 
company makes a profit intended for distribution, 
e.g. in the amount of EUR 100,000, in fact, it can 
pay the value of EUR 80,000, while the amount 
of EUR 20,000 will represent the amount of 
income tax (rule 20/80) to be paid by the above-
mentioned 10th day following the month of 
payment.  

An incentive for companies 

As an incentive for a regular distribution of 
corporate profits, the Estonian government has 
also introduced reduced corporate tax rate 
14/86, which shall automatically apply to the 
value of the distributed profit that is equal to or 
lower than the average value of the distributed 
profit for the last three calendar years for which 
the company was paying the corporate tax, 
regardless of whether it was calculated on the 
principle of 20/80 or 14/86 rate. Under certain 
conditions,  such profits don’t include incomes in 
the form of dividends received from abroad which 
are exempt from tax. 

In essence, except for the first distribution of 
profits, a part of the value of dividends distributed 
is subject to a reduced tax rate of 14/86 and the 
remaining part is subject to the standard 20/80 
tax rate. The tax rate 20/80 or 14/86 is considered 
as a deferred corporate tax of Estonian 
companies. We draw your attention to this, 
because it is often mistaken for withholding tax on 
shareholders´ dividends. For this reason, this tax 
can´t be offset against the tax liability of the 
partner in the country of his tax residence upon 
receipt of dividends. 

In Estonia, there are no rules or restriction on 
companies debt-to-equity ratio. On the other 
hand, it must be taken into account, that a loan 
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granted to a parent company or a subsidy might 
be considered as a hidden dividends distribution, 
if the substance of the transaction refers to profit 
distribution, e.g. if the due date of the loan 
provided to a parent company or a subsidy is 
longer than 48 months, then it is considered as a 
hidden dividends distribution and the Estonian 
company is obliged to prove the opposite. The tax 
authorities in Estonia provide 30-day period for 
such a proof. Unless there is a demonstrated 
interest in repaying the loan or a reasonable 
ability to repay it, the loan is considered as hidden 
dividend distributions, which must be taxed in 
Estonia under the 20/80 rule. 

In case of withholding taxes applicable to tax 
non-residents, they don’t generally apply to the 
dividends and interest paid to companies. 
However, the situation is different in case of 
dividends distribution to tax non-residents 
individuals who are subject to withholding tax of 7 
%, provided that these dividends were taxed at a 
company level by the above-mentioned reduced 
tax rate of 14/86. There are several double tax 
treaties concluded with Estonia, which allow to 
reduce the 7 % withholding tax rate even more. 
Again, it is important to mention, that this 
withholding tax doesn’t apply to the dividends 
distribution to companies, regardless of the 
country of the tax residency.  

Royalties are subject to the withholding tax of 10 
% according to the local Act on income tax, 
unless the relevant double tax treaty didn’t 
provide for a lower tax rate, or grants the right to 
tax the royalties only in the country of the receiver 
of such a payment. Of course, in Estonia as EU 
member state, royalties are excluded from 
taxation if considered as exempt payments 
between related persons within the EU, with 
mutual participation of 25 %, provided that the 
two-year holding period has been fulfilled by the 
date of payment of royalties. 

Capital profits made by a non-resident from 
the sale of estates situated in Estonia, resp. 
from the transfer of shares in so-called “real 
estate corporations” are subject to income tax 
rate of 20 %. The real estate is a company whose 
property at the time of the transfer of shares or in 
the two years prior to the transfer involves more 
than 50 % directly or indirectly of immovable 
property in Estonia, with the seller holding at least 
10 % share on the company at the time of the 
transfer. At other times, the capital profits made 
by non-residents from the sale of shares of 
Estonian companies are not subject to Estonian 
income tax. 

As can be seen, the change of the system to the 
Estonian model is very complex and to be 
effective in practice, it really requires a 
comprehensive change of tax laws. 

 

 

 

 

Disclaimer 

Please note that our publications have been prepared for 
general guidance on the matter and do not represent a 
customized professional advice. Furthermore, because the 
legislation is changing continuously, some of the information 
may have been modified after the publication has been 
released. Accace does not take any responsibility and is not 
liable for any potential risks or damages caused by taking 
actions based on the information provided herein. 

Want more news like this? 
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About Accace Slovakia 
Accace was established in 2006 in Bratislava. Accace Slovakia currently employs more than 120 
professionals and provides a comprehensive range of services in the field of accounting outsourcing 
services, payroll processing and HR administration, tax and business advisory, legal and corporate 
services, up to advisory services for start-ups. In 15 years, we have developed into an innovative provider 
of full-range BPO services. We are regularly listed among the TOP 10 advisory companies in Slovakia. The 
legal services are provided by our own established law firm, Accace Legal. You can find us both in 
Bratislava and Košice. Within Accace Group, we connect more than 600 experts in 40 locations and provide 
services to more than 2,000 clients. 

About Accace Circle 
Accace operates internationally as Accace Circle, a co-created business community of like-minded BPO 
providers and advisors who deliver outstanding services with elevated customer experience. Covering 
almost 40 jurisdictions with over 2,000 professionals, we support more than 10,000 customers, mostly mid-
size and international Fortune 500 companies from various sectors, and process at least 170,000 pay slips 
globally. 

Please visit www.accace.com and www.circle.accace.com for more information.  

Contact 

Peter Pašek 

Managing Director | Partner Accace  

E-mail: Peter.Pasek@accace.com 

Tel: +421 2 325 53 000 

https://www.facebook.com/Accace
https://www.linkedin.com/company/accace/
https://twitter.com/Accace_Global
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