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Alena Andrejovska (Slovakia), Jozef Glova (Slovakia), Oksana Tulai (Ukraine)

INVESTMENT ALLOCATION
IN SLOVAKIA AND UKRAINE
IN TERMS OF EFFECTIVE
CORPORATE TAX RATES

Abstract

Since countries differ in their traditions, cultures or different tax systems, investment
allocation can be a difficult task for some investors. Effective tax rates present indica-
tors of the real corporate tax burden and consider the impact of all legislation elements.
This paper deals with the effective taxation of selected intangible and tangible assets.
The analysis will be processed by calculating average and marginal tax rates (EATR and
EMTR) according to the methodology of the Centre for European Economic Research
(ZEW). Then, the relationship between these two tax rates was calculated, and the
relationship was identified that evaluates the most optimal criteria between location,
amount and source of investment financing. The analyzed period is the year 2020. The
analysis is a quantification of the amount of the tax rates for a hypothetical investment.
The next step in the analysis is a calculation of the tax shield, which expresses tax sav-
ing of investment and the economic income of project, including taxation, and means
financial benefit for an investor. The results have shown that Ukraine is a better choice
for the investor, as this country reached lower values of effective tax rates for all other
types of assets, except land, than Slovakia. In the case of own funds financing, there
is a difference between 10.7% and 11.6%, and in the case of debt financing, the differ-
ence ranged from 10.8% to 11.7%. The exception was land, the rates for which were
higher than in Slovakia by 0.70%. This paper has confirmed the research hypothesis
that Ukraine is a more tax-attractive country than Slovakia.

Keywords corporate taxation, capital mobility, depreciation, tax
shield, debt financing, economic income, investment
project

JEL Classification H20, H21, H25

INTRODUCTION

The most significant changes in the tax systems of individual coun-
tries result in globalization and digitalization of the economy, which
have improved geographical mobility of taxes. The methods and prin-
ciples of corporate taxation differ from country to country. The re-
cent effort to harmonize tax systems is gradually reducing disparities
between countries, while capital mobility between countries becomes
easier. Investors’ decisions on investment allocation are considered a
key since the success of doing business in a challenging market en-
vironment depends on them. Generally, each investor tries to min-
imize costs and his/her tax burden and prefers a country in which
he/she will pay the lowest possible taxes. Not only the statutory tax
rate, which is a percentage of the taxable tax base, is important. It is
also an effective tax rate, which includes many structural elements,
such as depreciation methods in each country, methods of inventory
valuation and inventory reduction, inflation rate, or capital used in
the investment implementation. Although calculating the effective tax
rate is a complex process, it has a greater informative value than the
statutory tax rate.

http://dx.doi.org/10.21511/imfi.17(3).2020.25
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Therefore, this paper points out the importance of calculating the average and marginal effective tax
rates, which, in the first aspect, take into account the real tax burden of the property, and in the second
aspect, are crucial for the investor. The paper aims to analyze and evaluate the taxation of the selected
types of intangible and tangible assets. It consists of two parts. The first part analyzed the development
of the statutory tax rate, total tax revenue and corporate tax revenue in the studied countries. The sec-
ond part calculates average and marginal effective tax rates and their interrelationship in terms of the
accounting and tax legislation of the Slovak Republic and Ukraine. The analysis was carried out in the
year 2020. There are six categories considered for assets: intangible assets, buildings, plant and equip-
ment, land, financial assets, and inventory. These categories represent assets that are burdened by vari-
ous elements of tax legislation and reflect differences in taxation. The calculation of these rates follows
the ZEW (2018) methodology. The selection of countries was mainly motivated by geographical and
neighboring location, and the second motive was to compare a EU country with a country that is not yet
part of the EU. The paper put forward and investigated the hypothesis that Ukraine has lower effective
tax rates compared to Slovakia. Tax incentives and advantages for investment in Ukraine or Slovakia,
based on the calculation of average and marginal effective tax rates, were discussed from the perspec-

tive of foreign investors.

1. LITERATURE REVIEW

For investors planning to invest in a country,
an important indicator is the effective tax rate,
which gives them information about tax burden
(Nicodeme, 2001). Bayer (2011), Gupta (2007) and
Bird, Martinez-Vazquez, and Torgler (2008) state
that it is important to monitor the overall tax bur-
den because it represents the size of the compa-
ny’s taxation. In other words, the tax burden is the
proportion of tax paid to total company income or
profit in a country. Although the legislation sets
the statutory tax rate, and in some countries also a
reduced tax rate, the tax burden should be viewed
from a broader perspective. Baker and McKenzie
(1999) and Barrios, Nicodéme, and Sanchez
Fuentes (2014) state that the inappropriateness of
the use of statutory rates as an objective indicator
in monitoring and subsequent comparison of cor-
porate taxation led to the derivation of an effec-
tive tax rate. It clearly has better reporting capacity
than the statutory rate. Tax differences from for-
eign investment analysis have suggested that com-
panies may have a significant incentive to change
their behavior to minimize their overall tax bur-
den. Also, the effective tax rate is a better choice
for analyzing the potential impact of investment
strategies. Giannini and Maggiulli (2002) state
that the parent company uses the most efficient
source of financing the subsidiary in all coun-
tries. However, on the other hand, a more efficient
source of financing a subsidiary is by introducing
some more sophisticated financial measures. In
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both cases, the effective tax rate of international
investments drops markedly.

Korotkevych and Nazukova (2016) state that the
evaluation based on marginal and average tax
rates and tax legislation in a country has an im-
pact on the investment decision. It helps to detect
an effect of different financial factors on invest-
ment decision considering not only taxes but al-
so changes in general economic indicators (such
as the development of inflation rate, depreciation
rules, return rate of investment in the country to
which it is directed).

To determine the effective tax rates, there are sev-
eral ways and methods based on a set methodol-
ogy (Devereux & Griffith, 1999, 2003). Kubatova
and Rihova (2012) divided tax rates into fictitious
(dummy) rates (such as microeconomic effective
tax rates EATR and EMTR) and real rates. De Laet
and Wohlbier (2008) assessed that using statutory
tax rates. They found it inaccurate and mislead-
ing when comparing tax burdens across countries.
According to the authors, a more accurate method
is a comparison with effective rates since it uses
another aspect of the tax system and maintains in-
formation about the level of taxes paid.

Nazukova (2015) emphasized that EMTR shows
the extent to which the tax system reduces the rate
of return on investment if there are not only ba-
sic tax rates in the analysis but also some techni-
cal elements of the tax system, such as investment
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credit, conditions for transferring costs to future
accounting periods, taxation of capital gains, etc.
When assessing the tax burden on investment
activity, it is important to consider the impact of
tax benefits. As tax benefits are often provided for
more than one year, one of the promising research
areas is the assessment of the impact of the tax
burden on permanent investments.

In recent literature, there are many empirical stud-
ies, such as McKenzie, Mintz, and Scharf (1997),
Barios et al. (2014), Devereux and Griffith (1999,
2003), Kubatova et al. (2012), Devereux, Griffith,
and Klemm (2004), Kubascikova, Tumpach,
Juhaszova, Turebekova, and Saparbayeva (2019),
Papcunova and Novakova (2019), which analyze
the impact of the effective tax rate on the econom-
ic behavior of firms. They included investment lo-
cation, selection of investment opportunities and
tax evasion. The effective average tax rate is more
dependent on the statutory and effective margin-
al tax rate of the host country. The country with
a high statutory tax rate may have an incredibly
low or even negative effective marginal tax rate.
However, when the statutory tax rate is high, the
effective average tax rate increases sharply with a
profit increase. This could explain why countries
with low statutory tax rates attract foreign invest-
ments, particularly from the third non-EU coun-
tries (Giannini & Maggiulli, 2002). For example,
Barrios et al. (2014) examined the influence of ef-
fective rates on the economic behavior of com-
panies, investment allocation and the impact of
optimization strategies on the tax base. Dyreng,
Hanlon, Maydew, and Thornock (2017) monitored
changes in effective corporate rates for 25 years
and found that statutory tax rates remained rel-
atively stable, while effective rates have changed.
The reason was that some companies have been
able to reduce effective tax rates through tax
planning strategies and benefits in the tax sys-
tem. Effective tax rates (ETR) can be calculated in
three different categories, i.e. consumption, labor
and capital. These categories allow assessing how
the tax burden is divided between different factors.
In the case, the focus is on companies, i.e. on the
capital tax rate, which is calculated using macro-
economic and microeconomic methods and uses
aggregated data by international organizations.
Macro- and microeconomic methods are divided
into an ex-post (retrospective) approach and an
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ex-ante (perspective) approach. According to Tecl
(2018), the ex-ante approach is relevant for those
investors who are planning to locate their invest-
ments, but its calculation is quite complicated. On
the other hand, the ex-post approach calculates
the tax rate based on real data, but the disadvan-
tage is the time delay.

2. METHODS

Ex-ante approaches were developed by King and
Fullerton (1983) who analyzed the effect of tax
on capital costs. They introduced a methodolo-
gy of an ex-ante marginal ETR. Later, Devereux
and Griffith (1999, 2003) studied tax effects on in-
fra-marginal investments, the revenue on which
reached a higher level than capital costs. They
broadened the analysis by King and Fullerton, in-
troduced a concept of the average ETR and pre-
sented correlations between marginal ETR, aver-
age ETR and statutory ETR. The methodology for
calculating the EATR is based on the ratio of the
actual pre-tax rate of return needed to achieve a
zero economic income after tax (where the capital
cost is the initial investment) to the actual post-tax
rate of return for the shareholder. The main source
in calculating the effective average capital tax rate
was the corporate taxation database by Z.E.W.
(2018). This database provides an estimation of ef-
fective average tax rates (EATR) for all European
countries divided according to assets and financ-
ing sources. As this methodology does not include
all countries and does not follow specific tax legis-
lation located in a country, an analysis that would
bring it closer has been performed. In the paper,
the methodology of calculating the average and
marginal effective tax rates to selected types of as-
sets has been applied, which differ in the elements
of the tax legislation of the country and reflect dif-
ferences in real taxation. The analysis is a calcu-
lation of the tax burden on a hypothetical invest-
ment, therefore the year 2020 is monitored.

In the calculation, costs and revenues from the
project are considered, especially their difference
and the discounted value of tax discrimination
variability. Revenues are considered to be taxed at
the expected rate of return and depreciation with-
out the influence of inflation rate. Costs reflect
discounted shareholder rate, accounting deprecia-
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tion and inflation rate. The tax shield expressed as
(1-NPV) explains tax savings from amortization.
Financing capital sources were divided into three
groups according to OECD (2018) as follows:

1. Retained earnings (55%).
2. New deposit (10%) and
3. Debt (35%).

The input data in the analysis defined the econom-
ic environment and determined the assumptions
for a particular investment. They are defined as
economic parameters and are applied in all coun-
tries due to the comparability of results.

The paper has formulated and analyzed the follow-
ing research question: Ukraine has lower effective
tax rates compared to Slovakia.

There is a positive correlation between the level of
the corporate tax rate and interest income deduc-
tion, which underlines differences between sourc-
es of financing.

Another input data structure used earlier in an-
other case in Andrejovska and Konec¢na (2019) is

as follows:

(r) : areal interest rate return set at 5% (consider-
ing the level of alternative investment).

( p) : an expected (or required) rate of return be-
fore taxation set at 20%.

(7[) . inflation rate at 2%.

(5 ): accounting depreciation rate set according
to ZEW (2018).

(2') : an effective statutory tax rate, in the case of
Slovakia at 21%, in the case of Ukraine at 18%.

(e) : an effective real-estate tax rate set based on a
statutory real-estate rate (n) at 0.25%, reduced in
corporate tax rate (in the Slovak Republic 21%, in
Ukraine 18%). Since the ZEW (2018) model uses a
market value that does not match the acquisition
price in all countries, it determines a single and
most optimal basis to reflect the market value at
0.36 percent.

(v): value of reduction in inventory calculated
using the FIFO or LIFO method. The FIFO meth-
od uses the first price to value the inventory in-
crease as the first price for valuing the inventory
reduction (v equal to 1 is considered). The LIFO
approach uses the last price for valuing the in-
ventory increase as the first price for inventory
reduction. In Slovakia, the LIFO approach is not
allowed (considering v to be 0). The weighted
arithmetic average is determined based on real
acquisition prices as a proportion of inventories
in the warehouse to total inventories in quantity
units, valuated at least once a month (v is equal
to 0.5). The pre-determined inventory value rep-
resents a price for high-turnover inventories
(mainly in the agriculture sector), which at the
time of inventory delivery in the warehouse is
not known (v is equal to 2).

(¢) : tax depreciation (see Table 1). According to
Slovak Tax Act No. 595/2003, for tangible assets,
straight-line depreciation and accelerated depre-
ciation will be used. Intangible assets are depre-
ciated for a maximum five-year period up to the
acquisition price. In the case of Ukraine, there
are no clear tax principles for the tax depreciation
method. Ukrainian companies have the choice to
select straight-line depreciation, reduction of the
residual value, accelerated reduction of the re-
sidual value, cumulative and production method.
The last three belong to accelerated depreciation

Table 1. Input assets for Slovakia (SK) and Ukraine (UA)

Source: Own processing according to ZEW (2018).

Asset according to Z.E.W. [6]

Accounting depreciation Asset life in Tax depreciation of SK :

Tax depreciation of

Intangibleassets 15.35% = 0.1535

12

Buildings

Plantand equipment .

years [2] UA [J]
100/5 = 20% ...100/2=50% .
30 100/40 = 2.5% ..., 100/20=5%
& 100/6 = 16.6% 100/5=20%

tand

Financial assets -

Inventory H -

http://dx.doi.org/10.21511/imfi.17(3).2020.25
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methods. Except for above-stated methods, the ac-
counting unit may use depreciation methods set
by the Tax Act (The Tax Code of Ukraine).

(i) : a nominal interest rate that would rise with
rising inflation and an increase in the real inter-
est rate.

( p) : a discounted rate for a shareholder.

( }/): a variability of tax discrimination of share-
holders that expresses a proportion of financial
sources of given investment to financial sources
of alternative investment. If personal income tax
is eliminated, then variability value is 1 because
a shareholder will not be discriminated in an in-
vestment decision. In that case, a shareholder will
choose a bank deposit.

(A) : depreciation tax shield determined by mul-
tiplying the net present value with tax coefficient

(2') : tax savings, since depreciation is a cost item
that reduces the company’s tax base. When the
corporate tax rate or nominal interest rate de-
crease, then tax savings will rise. In the analysis,
tax savings from the Z.EW. (2018) model in the
following formula are used:

2 T
A=1¢ [%}L(Lj ++[LJ .
+p 1I+p 1+p

Z.EW. (2018) defines the effective average tax
rate (EATR) as a proportion of the net present
value of the tax paid to the NPV (net present val-
ue) of income inflow, excluding the initial costs
of investment. To calculate EATR, the formula
FEATR :(R* —R)/R* is used, where R is an
economic investment income before tax and
R’ isa marginal economic income. However,
this approach does not define EATR when mar-
inal investment projects are without taxation

R = 0). A different approach to calculate
EATR is proposed by Devereux and Griffith
(1998). 1t is a difference between R* and R to
the proportion of the net present value before
tax, i.e. p/(l + r). This expression considers the
influence of personal marginal effective tax rates
of capital income, which reduces economic in-
come after tax:
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EATR:u,
p

where R” is an economic investment income be-
fore tax, it interprets a difference between the re-
quired return rate before taxation, as well as real
before considering interest rate of the alternative
investment opportunity. To determine the net
profit value of the investment project, it is neces-
sary to discount coefficient R™ at the real interest
rate:

@

R=L—"
1+7

®)

During the evaluation, different types of assets are
monitored, and the relationship is adjusted using
individual indicators. Considering Z.E.W. (2018),
the effective marginal tax rate is the tax burden of
a hypothetical marginal investment. It is defined
as a ratio of the difference between the return on
marginal investment before tax p and the rate of
return on an investment after tax s to the rate of
return on marginal investment before tax p. This
relation can be written as follows:

EMTR=2—%. 4)

p

The value p is the actual rate of return before
tax required to gain a zero economic income af-
ter tax (capital expense is the initial investment),
and the value s represents the shareholder actual
return rate after tax. With the existence of taxes,
the return on investment changes, and ensuring
the optimality requires the same return on an-
other investment at a given margin. The value p

is also called the cost of capital and is calculated
for each investment depending on its specification
and form of financing of this investment oppor-
tunity (i.e., own sources or debt). Three sources
of financing EATR and EMTR are considered,
two of them are from own sources (i.e., financ-
ing from retained earnings and the new deposit)
and one is from debt financing. When there are
no personal taxes, and considering y equal to one,
then debt financing will always be nil and capital
costs of investments financed by new capital and
investments financed from retained earnings will

http://dx.doi.org/10.21511/imfi.17(3).2020.25
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be equal. The only difference then is in financing.
To reduce capital costs to the minimum, some
companies try to optimize the capital structure.
Corporate tax is the cost of equity financing and
often is higher than tax-deductible interests. This
means that corporate rates often cause lowering
tax shield.

Debt financing is defined using the following
formula:

FDE:)/-(1+e)'(p—i+i~r). ©)
I+p

And the formula for financing through the new
deposit is as follows:

p-(1-3)-(1+¢)
I+p

FVE _ _ ©)
After adjusting formulas (2) and (3), the relation-
ship between the effective average tax rate (EATR)
and the effective marginal tax rate (EMTR) can be
formulated. This helps to decide on the implemen-
tation of a particular investment and assess the
relationship between the investment location and
size. EATR expresses the level of average effective
taxation to the profitability of an investment. It
reflects actual financial flows and the tax burden.
However, EMTR is a better indicator when assess-
ing investment incentives. The described relation-
ship between marginal and average rates can be
written as:

EATR =L EMTR + 2L 7,
p p
where 7 is the statutory corporate rate.

(7)

This relationship is necessary when investors make
their decisions between mutually exclusive invest-
ment locations or investment types in a country.
The selection depends on the tax rates of marginal
investments expressed by an average effective tax
rate.

3. RESULTS

The most important indicator affecting the tax
burden is the statutory tax rate. Although this is
the first indicator that considers decisions on the
implementation of business activities, it does not
give an objective view of the tax burden. Since
2004, when Slovakia joined the EU, the develop-

http://dx.doi.org/10.21511/imfi.17(3).2020.25

ment of the statutory tax rate has significantly
changed. In that time, a flat tax system was intro-
duced to increase foreign capital inflows and limit
tax evasion. The tax rate was set at 19% until 2012.
In 2013, the tax rate increased by 4% to 23%. The
government effort was to raise tax revenues in the
public budget to reduce the deficit of public finance
under 3% of GDP. This aim was fulfilled, and the
total tax revenue reached EUR 1,7 bln, represent-
ing around a 7% increase compared to 2011. In the
analyzed period, the tax expenditure growth rate
was around 10%. Corporate tax revenue ranged
from 12 to 22% of total tax revenues. In 2015, the
tax rate decreased by 1% to 22%, and in 2017, it
reduced again to 21%. This reduction was intend-
ed to create assumptions about the improvement
in the business environment and should motivate
to pay taxes. However, this government measure
was criticized, arguing that it was only a small re-
duction of 1%. Consequently, the tax rate of 21%
caused a decrease in corporate revenues at 21% at
the level of EUR 2,6 billion (Figure 1).

Ukraine changed the corporate tax rate only once,
in 2011, from 25% to 18%. This reduction should
overcome the crisis in the economy caused by a
decrease in the investment activity and a reduc-
tion in capital accumulation by companies in the
real economic sector. Despite the changes in the
tax system, this situation has not yet been elim-
inated. The Ukrainian budget consists of 80% of
tax revenues of which corporate tax is the most
significant. The ratio of corporate revenues to to-
tal tax revenues declined in the period, while in
2004, it was the highest — 26%. In 2009, there was
the biggest change in corporate rates in compar-
ison with the previous year. While in 2008 cor-
porate revenues represented EUR 6,2 bln of total
tax revenues at the level of EUR 29 bln, in 2009,
corporate revenues decreased by more than half -
at EUR 3 bln of EUR 19 bln of total tax revenues.
This reduction resulted from the global financial
crisis that caused a decrease foreign demand and,
in particular, a decrease in the production volume
in the export-oriented economic sector (Figure 2).

The development of corporate tax revenues was
accompanied not only by exports, but also by a
reduction in the number of companies. In 2014-
2015, the number of companies decreased on aver-
age by 10% per year. More than 50% of corporate
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Source: Own processing according to the Ministry of Finance of the Slovak Republic.
Development of tax revenues — Slovakia

25% 3% 0 290 22% Dt s 18 000
2 >~ 16000
14 000
12 000
10 000
8 000
6 000
4000
2 000

19% 19% 19% 19% 19% 19% 19% 19% 19%

20%

utttenll

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

xR

I Total tax revenue, mil. EUR  mmmm Corporate tax revenue, mil. EUR ==@=Statutory tax rate

Figure 1. Development of tax revenues in Slovakia

Source: Own processing according to the Ministry of Finance of Ukraine.

Development of tax revenues — Ukraine

40000 30%
2 0, 0, 0, 0, 0, 0, 0,
35000 5% 25% 25% 25% 25% 25% 25%
[ & & & & & 25%
30000
% 18% 18% 18% % 9
25000 20%
20000 15%
15000 10%
10000
0,
5000 2%
0 0%

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

I Total tax revenue, mil. EUR  mmmm Corporate tax revenue, mil. EUR ==@==Statutory tax rate

Figure 2. Development of tax revenues in Ukraine

revenues was paid by private enterprises, 20% by vestment decision making, it is also quite impor-
foreign companies and companies with foreign tant information in the calculation. A progressive
capital, the rest 14% was paid by government com- corporate tax rate has rather a negative impact on
panies. Based on this analysis, the statement that entrepreneurs and does not motivate them to cre-
the development of statutory tax rates does not ate higher earnings. Too high tax rates contribute
have a significant impact on the development of to the development of the shadow economy and
corporate taxes can be formulated. The statutory tax evasion. This leads to a decrease in govern-
tax rate is not the only indicator that influences in- ment tax revenues.
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In the analysis, two corporate tax rates were com-
bined. One of them was EATR that was decisive
for the investment location, the other was EMTR,
which aimed to capture the investment extent
used in a country. By combining these two vari-
ables, the relationship of EATR <> EMTR is for-
mulated that is used for making an investment
decision on the implementation of a particular
investment and evaluating the most optimal rela-
tionship between location, amount and source of
financing of investment. The part of EATR is the
economic income of the project before tax that ex-

Table 2. Calculated values of EATR and EMTR

presses the size of the financial benefit of the pro-
ject regarding taxation. The lowest value of EATR
belongs to the highest value of economic income.
The important indicator was also a method of in-
vestment financing either through own sources
(i.e., new deposit, retained earnings) or through
debt financing. Every investor tries to diminish
expenses and increase profit. In the analysis, there
is an abstraction from the personal income tax,
so the values of financing through new deposits
equal financing through retained earnings. The
analysis starts with calculating the tax depreci-

Source: Own processing.

Values
Title Accounting depreciation Tax depreciation rates Tax depreciation shield
rates Slovakia Ukraine Slovakia Ukraine
Intangible assets 15.3% 20% 50% 0.1717 :
R 5Foperty i S T s B etsnires A
“Plant and equipment 17.5% C166% %
S - e B B
“‘F‘i'ﬁ‘ancial aééets - — ......
ml.r‘wu\'/‘entory - | e - | -
Economic income Retained earnings New deposit Debt
after tax Slovakia Ukraine Slovakia Ukraine Slovakia : Ukraine
0.0598 0.0598 0.0737 i 0.0810
0.0900 100900 01039 . 01056
S e e
Soee So e
0.0989 0989 0.
Inventory 0.1009 0.1009 041149
i Retained earnings New deposit Debt
EATR (in %) - - - - — -
Slovakia Ukraine Slovakia Ukraine Slovakia Ukraine
Intangible assets 43.62 38.83 43.62 45.02 : 40.04
“Industrial property 27.77 2592 2777 S 2916 2713
“Plant and equipment 4528 39.82 4528 4667 ¢ 4103
S ot Rt e e
“‘F‘i'ﬁ‘ancial aééets 23.06 1976 2306 2446 T 2098
‘Inventory 22.03 18588 2203 2343 . 2009
i Retained earnings New deposit Debt
EMTR (in %) - - - - — -
Slovakia Ukraine Slovakia Ukraine Slovakia Ukraine
Intangible assets 13.56 11.27 13.56 -27.09 : -21.74
"Industrial property 19.44 14.03 19.44 S 479 0 661
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ation shield that represents tax savings when in-
vesting in depreciation assets. When making an
investment decision, the tax depreciation method
should be used. It secures maximizing of the net
present value of tax depreciation shields.

For Slovakia, a 21% statutory tax rate is considered,
and for Ukraine — a 18% tax rate. If the invest-
ment in a total amount of 100 000 EUR in intan-
gible assets were realized in Slovakia, tax savings
would be 17 170 EUR, with the return rate in five
years, while annual savings would be at the level
of 3434 EUR. In the case of Ukraine, a company
would save 16 250 EUR, with a minimum depre-
ciation period of two years, with annual savings
of up to 8 125 EUR. Buildings with a depreciation
period of 40 years in Slovakia would save only 173
EUR per year, total savings would be at 6 920 EUR
that represents 6,9% of the investment acquisition
price. In comparison with Ukraine, the deprecia-
tion period of a given asset is 20 years with the
return rate up to 475 EUR and the total savings
9500 EUR that represents 9,5% of the investment
acquisition price. The last analyzed assets were
plant and equipment, with the depreciation period
of 6 years in Slovakia and total savings 16 560 EUR.
In Ukraine, the depreciation period is almost one
year less, i.e., five years with total savings 14 720
EUR. This can confirm that the depreciation pe-
riod of assets plays an important role in the invest-
ment decision making. The Slovak Tax act defines
the maximum depreciation period of assets, while
the Ukrainian Tax act considers the minimal de-
preciation period of selected assets. According to
Stetsko (2015), the tax shield represents a certain
saving on the taxpayer’s payments, as, according
to the tax legislation, corporate costs include any
interest costs on debt obligations (including any
loans) during the reporting period, if the costs
are related to the taxpayer’s business. Although
tax savings of tangible asset are higher in Slovakia,
the annual return rate is higher in Ukraine. The
lowest tax savings would represent investments in
buildings in both countries. Plant and equipment
bring savings at 16.56% of the acquisition price in
Slovakia and 14.72% in Ukraine.

In the EATR analysis, the economic income be-
fore tax is also evaluated that represents a level
of investment advantage regarding taxation. In
terms of investing through its own resources, in-
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ventories show the highest value of the benefit
in the case of Slovakia (0,1009) and in Ukraine
(0,1069). Plant and equipment show the lowest val-
ue in this method of financing in both countries.
In terms of debt financing, the best choice repre-
sents an investment in inventories in both coun-
tries. However, Ukraine is a better choice in inves-
tor decision making, since it shows higher values
than Slovakia. In Ukraine, debt financing in in-
ventory is at the level of 0,1190, while in Slovakia
only at 0,1149.

Another analyzed variable is EMTR that expresses
the influence of the investor’s tax burden. Blechova
(2008) states that the higher EMTR, the lower in-
terest investors have in placing their investment
in a country because of higher capital costs. The
smallest tax rate through own sources financing
reports intangible assets. For Slovakia, EMTR
reached 13,56%, and for Ukraine 11,27%. The
worst investment choice through the new depos-
it seems to be financial assets, the value of which
was 29,87% in Slovakia, and 26,41% in Ukraine.
Debt financing usually showed negative values
and was influenced by the real return rate of an
investor in alternative investment set at 5%. This
rate eliminates capital costs in negative values that
represents tax savings compared to the return rate
of alternative investment. In the case of Ukraine
and Slovakia, the most appropriate choice of debt
financing investment are intangible assets, the tax
rate of which in Slovakia reached -27,09%, and
in Ukraine - -21,74%. From this point of view,
Slovakia is a better country to place investments
in intangible assets, plant and equipment and land
(i.e. values are higher compared to alternatives). In
other types of assets, Ukraine shows better EMTR
values.

4. DISCUSSION

An interesting part of the paper is the analysis of
the relationship between EATR and EMTR. The
results are influenced by the marginal rate of in-
vestments. The effective marginal tax rate and
the effective average tax rate are tax wedges that
create the return rate of investment (before and
after taxation) and evaluate how taxation affects
investor’s decision in a country as mentioned by
Kubatova et al. (2012). From own source financing,
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intangible assets are the most effective choice for
the placement and size of the investment. In terms
of financing through the new deposit and retained
earnings, the Slovak rate reached 18,85%, while
the Ukrainian rate was at 16,10%. According to
this financing method, the highest rates can be
seen in investment in financial assets, i.e. 24,16%
for Slovakia and 20,86% for Ukraine. Therefore,
the better investment choice is Ukraine, again due
to lower rates than inSlovakia. In terms of debt fi-
nancing, the lowest value are shown by financial
assets in Slovakia (15.46%) and intangible assets
in Ukraine (9.84%). When assessing the financing
method, it was found that both countries reported
lower tax rates for debt financing. Similar results
were also confirmed by Petrukha and Nazukova
(2015) who stated that the highest effective tax
rates were typical for investments financed from
the new capital, and the lowest taxation was typi-
cal for investments financed from debt. Since the
acquisition of new capital involves the issue of
new shares and the dividend payments taxed un-
der the current legislation rules, the level of the tax
burden of new capital is the highest. At the same
time, as the interest paid for the use of the loan is
excluded from the tax base, the tax burden of the
debt-financed investment is the lowest. The less ef-

fective investment in Ukraine would be financial
assets reached the highest value through debt fi-
nancing. To sum up, the lowest rates are for those
investment that evaluate the investment location
together with the extent. These rates also con-
sider economic conditions associated with capital
costs, level of depreciation, nominal interest rate
(discounted expected rate of return of sharehold-
ers), inflation rate. Arachi and Biagi (2005), Feld
and Heckemeyer (2011), and Hanlon et al. (2010)
monitored the impact of different rates on mak-
ing decision and allocation of capital. According
to Vegh and Vuletin (2015), the decisive impact of
EMTR and EATR has their accrual determination
of the tax base, which includes all the features of
the tax system in analyzed countries. Thus, the
state should try to find a compromise and care-
fully consider its own interests and the interests
of entrepreneurs before setting the corporate tax
rate (Simkovd, 2016). The theoretical implication
of this paper is the use of analysis for the academic
needs as well as for the public that deals with the
tax issue. On the other hand, the practical finding
is the calculation of effective tax rates and the tax
shield that gives investors important tax informa-
tion about the real taxation of specific types of as-
sets in which they want to invest.

CONCLUSION

Determining the level of the statutory tax rate is a difficult process, since it is necessary to find a balance
between the state needs and the investor needs. The state seeks to constantly increase revenue in the state
budget and regulate the economic situation in the country. On the other hand, investors try to find such a
country where they pay the corporate tax as low as possible. However, the solution is not to find a country
with the lowest statutory tax rate that which does not guarantee the lowest taxation automatically, but to
find a country with the lowest effective tax rate. For investors, this not only means the lowest percentage
that they have to pay from the tax base but also lower inflation rate, interest rates on capital, more favora-
ble conditions of depreciation of long-term assets, as well as other factors that are taken into account in
calculating the effective tax rate. The first part of the empirical research evaluated the development of the
statutory tax rate, total tax revenues and corporate tax revenues in Slovakia and Ukraine. The develop-
ment of the statutory tax rate was monitored from 2004, when Slovakia became the member of the EU
and realized the significant tax reform. In that time, the flat tax system was introduced in Slovakia that
should bring more foreign capital to the country and eliminate tax evasion, which did not happen. The
tax rate was set at 19%, and increased steadily until 2020, and subsequently reduced to the original 21%.
The corporate tax revenue ranged from 12 to 22% of the total tax revenue during the whole monitored
period. During the period, Ukraine changed its corporate tax rate only once in 2011, when it decreased
from 25% to 18%. The proportion of the corporate tax revenue in total tax revenues moved from 25.58%
in 2004 to 10.76% in 2018. The second part of the empirical research calculated the effective average and
marginal tax rate of tax systems in both countries. Firstly, the decisive step was to calculate the tax shield,
which brought tax savings at 17.17% in Slovakia and 16.25% in Ukraine for investment in intangible as-
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sets. It should be noticed that this tax-depreciation shield is associated with the depreciation period of the
property. This means that with the same hypothetical investment and depreciation period, the return in
Slovakia would be five years with an annual tax saving of 3 434 EUR, and in Ukraine two years, with an
annual tax saving of 8 125 EUR. While the Slovak tax legislation sets the maximum depreciation period
of assets, there is a minimum depreciation period of assets in Ukraine. However, from the first point of
view, it seems that Slovakia provides a higher percentage of tax savings, in comparison with the annu-
al rate of return, Ukraine is better investment choice just due to the earlier return. The analysis further
quantified three types of tax rates (EATR, EMTR, and their interrelationship EATR¢>EMTR), for which
the method of financing from own and equity sources is important. The analysis of EATR and own fi-
nancing of investment showed that in the case of Slovakia and Ukraine, the most effective choice is the
investment in inventory. The analysis of EMTR showed that the most effective choice is the investment
in intangible assets, which had the lowest EMTR for investment in their own funds, and Ukraine also
had a 2.29% rate lower than Slovakia. Having calculated the relationship between EATR¢>EMTR, it was
found that the results were similar and Ukraine had lower rates of about 11.7% for all financing meth-
ods. The results of the analysis identified that Ukraine is a better choice for the investor, as for all types of
assets except land the country showed lower effective average and marginal tax rates than Slovakia, and
also its statutory tax rate was 3% lower. Based on the analysis, the research hypothesis set in the introduc-
tion part of the paper is confirmed. Ukraine is a country with a lower corporate tax rate. Given the results
of the analysis, the statement that Ukraine is fully taxed competitive, and the amount of its effective tax-
ation is remarkably interesting from the investment point of view, regardless of other economic, political,
legislative, and cultural conditions, can be clearly formulated.
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