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Taxation of digital business activities
With the aim to ensure that digital business activities are taxed in the country of the user, Member States
are now starting to seek unilateral solutions how to capture business models that can make profit from
digital services in a country without being physically present. Slovakia is doing the same; starting from 1
January 2018 the definition of permanent establishment is broader and thus, profits of foreign operators
arising from Slovakia from certain digital activities are taxable.
Reflecting this trend and in an effort to ensure a coordinated approach to taxation of digital economy at
Union level, the European Commission proposed new rules in that matter recently. To become law, the
proposals must be adopted by the Council by unanimity. Below is a brief summary of the most important
information.

Actual measures adopted in Slovakia
with effect from 1 January 2018
As we have already informed you in our News
Flash, Slovakia, with the aim to address the
challenges of taxing modern digital business
activities, introduced with effect from 1 January
2018 the broader local definition of permanent
establishment.
Recurring services of mediation of transport and
accommodation even if they are performed
through a digital platform are considered as
activities carried on through a permanent place
in the territory of the Slovak Republic and thus,
lead to creation of a permanent establishment.
Foreign operators of such digital platforms
are obliged to register in Slovakia for income
tax purposes. According to the publicly
available rulings of the Slovak Ministry of
Finance, operators of digital platforms create
permanent establishment in Slovakia with no
regard to the fact if they come from state with
which Slovakia has double taxation treaty, or
from states that Slovakia does not have double
taxation treaty with. In the case the tax
registration obligation is not fulfilled, the
payments for mediation services shall be
subject to a withholding tax.

Legislative proposals proposed by
the European Commission
Member States are now starting to seek fast,
unilateral solutions to tax digital activities, which
creates a legal and tax uncertainty for business.

With the aim to ensure that the digital economy
is taxed in a fair, growth-friendly and sustainable
way, a coordinated approach is proposed at
Union level.
Recently, the European Commission proposed
new rules to ensure that digital business
activities are taxed in a fair and growth-friendly
way in the EU. The proposed rules should be, if
approved implemented by the Member States
by the end of the year 2019.

Proposal 1: A common reform of the EU's
corporate tax rules for digital activities
This proposal would enable Member States to
tax profits that are generated in their territory,
even if a company does not have a physical
presence there. The new rules would ensure
that online businesses contribute to public
finances at the same level as traditional 'brickand-mortar' companies.
A digital platform will be deemed to have a
taxable 'digital presence' or a virtual permanent
establishment in a Member State if it fulfils one
of the following criteria:
▪ It exceeds a threshold of EUR 7 million in
annual revenues in a Member State
▪ It has more than 100,000 users in a Member
State in a taxable year
▪ Over 3,000 business contracts for digital
services are created between the company
and business users in a taxable year.
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Proposal 2: An interim tax on certain revenue
from digital activities

creation and which are the hardest to capture
with current tax rules, such as those revenues:

This interim tax should ensure that those
activities, which are currently not effectively
taxed would begin to generate immediate
revenues for Member States.

▪ created from selling online advertising
space;
▪ created from digital intermediary activities
which allow users to interact with other users
and which can facilitate the sale of goods
and services between them;
▪ created from the sale of data generated
from user-provided information.

This indirect tax would apply to revenues
created from certain digital activities, which
escape the current tax framework entirely.
This system will apply only as an interim
measure, until the comprehensive reform has
been implemented and has inbuilt mechanisms
to alleviate the possibility of double taxation.
The tax will apply to revenues created from
activities where users play a major role in value

Tax revenues would be collected by the Member
States where the users are located, and will only
apply to companies with total annual worldwide
revenues of EUR 750 million and EU revenues
of EUR 50 million. This will help to ensure that
smaller start-ups and scale-up businesses
remain unburdened. The proposed tax rate is
3%.

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.
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