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Structuring of real estate deals from a Slovak tax perspective

Slovakia is a relatively small market for real estate investment and development, but despite this, it has attracted a high level of foreign investment in recent years, partly driven by the country’s EU membership, its location at the heart of Europe, and its 2004 tax reforms.  

Since Slovakia’s EU accession on 1 May 2004, foreign companies and individuals have been able to own most types of land directly. However, in practice, most foreign investors acquire real estate through a Slovak company, as this often has both tax and commercial advantages. In addition, most sales of large real estate assets take the form of the sale of shares in the Slovak company that owns the real estate, as this is usually more tax efficient for the seller than a direct sale of the assets. 

Hence in many cases the foreign investor will either directly acquiring the Slovak company that owns the real estate, or establish a new Slovak company to make this acquisition.  If the acquisition will be debt financed, then the two Slovak companies could be merged after the acquisition, leaving the debt in the merged company. This should enable the loan interest to be treated as tax deductible, if carefully structured. 

Financing for Slovak real estate projects is generally arranged on a project by project basis, and raising finance locally is increasingly attractive because there are a significant number of lenders chasing relatively few projects, and Slovak interest rates are quite low at present. Slovakia, unlike many countries, does not have any thin capitalisation rules. Such rules normally require a company to keep below a certain debt:equity ratio if it wishes to treat all of its interest on loans to related parties as tax deductible. The lack of such restrictions in Slovakia means that a Slovak real estate company can be almost fully debt financed without losing its right to treat interest as tax deductible, as long as the interest rate does not exceed a market rate.
As well as using a suitable structure for acquiring Slovak real estate, it is also necessary to consider its eventual sale. If a holding company resident in a jurisdiction that has a favourable tax regime for investing in Slovakia is used to hold the shares in the Slovak real estate company, its sale of these shares should not be taxable in Slovakia, and may also not be taxable in that foreign country. In choosing a suitable holding company location, consideration must be given to the costs of maintaining the company there, the tax treatment of dividend income, and any other costs, such as stamp duties and other transfer taxes.  

Compared to many other jurisdictions, Slovakia’s tax system is relatively straightforward. Slovak companies are subject to Slovak corporate tax at a flat rate of 19% on their worldwide profits, as adjusted for tax purposes, including any capital gains.  There are no regional taxes on profits or turnover.  Slovakia also does not levy any tax on dividends paid out of profits from 2004 or later years.  
Interest paid by Slovak companies to non-Slovak entities is generally subject to withholding tax of 19%, but this is reduced to nil under many of Slovakia’s double tax treaties. In addition, interest paid by a Slovak entity to a related company that is resident in another EU member state is not subject to Slovak tax provided certain conditions are met (in particular, the companies must have been closely related for at least 24 months prior to the interest payment date). 

Buildings, but not land, are depreciated for tax purposes over 20 years, starting from the year in which the building is put into use. Most other assets are depreciated over four, six or twelve years, depending on the type of asset. A company can opt not to claim tax depreciation in a particular year, which may be beneficial if it already has a loss for tax purposes in that year. This has the effect of extending the tax depreciation period, or increasing the tax written down value of the asset at the time of sale, thus reducing the taxable gain. If the company does generate losses for corporate tax purposes, these can be carried forward and used over the following five years.

The sale of land is generally exempt from Slovak VAT.  However, an important exception to this is land zoned for construction, which is subject to 19% Slovak VAT. This creates a cash flow cost for a Slovak company acquiring land for development, since although the VAT is recoverable, unless the company is already making sales subject to Slovak VAT, it must wait two to three months to receive the VAT refund. 

The sale and rental of buildings is also generally exempt from Slovak VAT, but sales or rentals made within five years after the building is approved for use are subject to VAT. In addition, it is possible to opt to apply VAT to sales and rentals of land and buildings that would otherwise be exempt. This tends to be advantageous where the sale or rental is to an entity that can fully recover Slovak VAT, as it enables the seller or lessor to recover input VAT on its purchases of goods and services related to the real estate.  

Slovakia levies an annual real estate tax on companies and individuals owning land and buildings. In general, the real estate tax liability depends on the size, type and location of the real estate. The local municipalities set the real estate tax rates annually.
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