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Abstract

The paper assesses the development of profits in the selected legal entities of agricultural primary production
in the Slovak Republic as well as the progress in taxation of profit distribution in the form of dividends
including mutual correlations in 2009-2014. Mean values of profit or loss are noted for the diverse
development of examined variables. The development of mean values of dividends from the net profit is
achieved a slight increase in the selected years. The dividends generated in the analysed periods were not
taxable because according to the Slovak tax law dividends were not subject to tax. The results of testing
of differences significance in profit or loss values in the reviewed commercial companies and cooperatives
determined that the statistically significant differences existed in the particular years. In case of dividends
no statistically significant differences were found. The statistically significant correlations between profit
and dividends were reported by means of nonparametric correlation analysis except for the profit generated
in the year 2009 and dividends in the year 2010.
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The accounting result (profit or loss) is an important
financial indicator expressing the effectiveness
and efficiency of business activities mainly

Introduction

Profit after income tax which a legal entity achieved

in a prior accounting period is obliged to be
settled within the subsequent accounting period.
The shareholder’s/cooperative member’s right
for profit share belongs to his basic rights and results
from the ownership share in a legal entity’s share
capital. If Articles of Association do not determine
the manner and amount to be paid as a profit share,
it is applied that the profit is divided in accordance
with their shares of unpaid contribution. The legal
entity can allocate profit shares only from the net
profit (i) decreased by shares in the reserve fund,
(i) increased by retained earnings and funds created
from profit. In general, if a legal entity does not
disclose the profit it cannot allocate shares in profit
to a shareholder in the form of dividends. Despite
that fact the allocation of dividends is not a legal
right; it is the subject to a collective approval
of statutory body deciding about the profit
distribution between shareholders/members
of cooperative.

in connection to the contributed capital. It is
the basic information source and the measurement
of financial profitability of contributed capital
to the respective accounting period (Bastincova,
2007). The Act on Accounting (2018) defines
the profit or loss as the monetary final result
of the company’s activities achieved during
the accounting period. Pursuant the accounting
legislation of the Slovak Republic profit or loss
is calculated in the appropriated structure
in the income statement included in the individual
financial statements. The individual financial
statements provide basic information source
to a company management but as well
as to the external users of information (KoSovska
and Varyova, 2015). According to Hornungova
and Milichovsky (2016), the income statement
representing the influence of managerial operational
decisions on the economic results of the company,




has been used to study company performance
(in this case the information whether the company
generates profit or loss). Tumpach et al. (2014)
states there are different groups of external users
of business information for the financial statements
whose needs are more often in the mutual
contradiction. As a result, data about the business
transactions, events and conditions need to be
presented in the form of general purpose financial
statements. The issue of accounting information
provided by the company financial reporting
is treated by Saxunova (2014). By means
of the specific function and the importance
of agriculture within the national economy this
sector is the subject of government regulations
which deforms a market and market prices
as these are the input for accounting systems
of agricultural companies and significantly
influence the accounting result of agricultural
companies and the assessment of their economic
performance (Dvorakova, 2012). Hanova et al.
(2015) compared economic position of the Slovak
Republic with the EU countries by using the selected
socio-economic indicators. The participation
in profit (loss) belongs to criteria according
to which the legal form is opted. The selection
of a business legal form belongs to long-term
effective decisions and it presents the factor
substantially influencing the financial politics
of a business (Sivak et al., 2015). The legislation
stipulates mainly the manner of payments,
respectively shares in profits in relation
to the profit distribution (Commercial Code, 2018).
Profit distribution and loss settlement is decided
by the General Meeting of a company,
generally when the financial statements are
approved. Particular profit distribution depends
on the balances of equity, internal directives
of an accounting entity and presents in the Articles
of Incorporation or Articles of Association,
on the amount of profit or loss and other
circumstances (Steker and Otrusinova, 2013).
In many countries the corporate profit is subject
by two level of tax, corporate level of income tax
and investor level tax when the corporate net profit
is distributed as dividends. The mechanism
of dividend payments differentiates according
to individual countries (Kralovi¢ and Vlachynsky,
2002). The issue of profit distribution policy is
a topic often discussed by many authors
in various jurisdictions such as Siroky and Valentova
(2013), Sander et al. (2014), Matuszewska-
Pierzynka (2015), Mei and Wei (2015), Toder
and Viard (2016). The investors shift the profit
to low tax jurisdictions and the concern grows due
to increasing international tax rate differentials

(Martini et al., 2012).

The aim of the paper is to assess development
and mutual relationship between profit and its
distribution in the form of dividends as well as
to consider the legal treatment of dividends taxation
in the selected legal entities of agricultural primary
production in the Slovak Republic (hereinafter
referred to as “SR” or the “Slovak Republic”)
by means of testing of differences significance
and correlations of reviewed  variables
in the analysed period of the years 2009-2014.

Materials and methods

Data source for the assessed legal entities
is presented by the Information Letters
of the Ministry of Agriculture and Rural
Development of the Slovak Republic (hereinafter
referred to as “MARD SR”). These are the data
from individual financial statements of agricultural
legal entities (limited liability companies, joint
stock companies and agricultural cooperatives).

The taxation of profit and its distribution
in the form of dividends within the territory
of the Slovak Republic is considered in accordance
with the provisions of the Act no. 595/2003 Coll.
on Income Tax as amended (further referred as
“Income Tax Act”) as well as from the international
perspective, in particular, the provisions
of the Council Directive  2011/96/EU
of 30 November 2011 on the common system
of taxation applicable in the case of parent
companies and subsidiaries of different member
states (further referred as “EU Parent Subsidiary
Directive” or “Directive”) is also taken into account.

The significant differences and correlations
in values of dependent variables are examined,
namely Profit and Dividends for the years 2009-
2014. The selected descriptive characteristics are
calculated for the assessed variables — the point
and interval mean estimate, the standard error
of mean estimate and the standard deviation.

The analysis of variance and repeated measures
(ANOVA Repeated Measures) is the most suitable
analysis for the testing of differences significance
of dependent variables.

The analysis model of variance with repeated
measures without division to groups:

Ylj:/’l+aj+ﬂi+/1ij+eij’

Where u is an average of dependent variable, o, is
effect of j repeated measure, f, is effect of i object,
/ll.jis an interaction between the repeated measure j




and the object i.
We are interested in one zero hypothesis:

HO,: u, = ... = u, (averages of repeated measures
are the same).

The restricted condition of using the significance
tests is the condition of  sphericity
of the covariance matrix — the equality of variance
and covariance in the covariance matrix for repeated
measures. Mauchley Sphericity Test is used
for the verification of the covariance matrix
sphericity — the assumption of using the analysis
of variance for repeated measures with more than
two levels. If the condition of covariance matrix
sphericity is not met, the amount of the first level
error is increasing. In such cases the degrees
of freedom of used F-test are adjusted by means
of  Greenhouse/Geisser and  Huynh/Feldt
Adjustments. In order to determine the statistically
significant differences at the level of intragroup
factor Year the multiple comparison is used, namely
Tukey HSD Test. The null hypothesis assumes
that in the profit or loss there are no statistically
significant differences between the assessed
years. The null hypothesis assumes that there
are no statistically significant differences in paid
dividends from profit between the assessed years.
It means that the variables Profit and Dividends are
not dependent on the intragroup factor Year.

The nonparametric correlation — Spearman Rank
Order Correlations is used for the assessment
of correlation significance between selected
variables during the analysed years due
to the deviations from the normality. The null

hypothesis states that examined variables are
independent (Munk, 2011).

MS Access, MS Excel and the system STATISTICA
are used for the data processing from database
and the analysis of relations between selected
variables.

Results and discussions

In general, profit presents generated result
in the accounting period which positively
influences the equity of a legal entity. Profit or loss
disclosed by a legal entity achieved for a current
accounting period shall be settled till the end
of the following accounting period. Based
on the decision of the statutory body
of a commercial company or cooperative
the profit part can be allocated in the dividends
in the favour of shareholders/cooperative members
who participate in the equity of a legal entity.

The calculation of selected descriptive
characteristics and 95% interval of mean reliability
presents the results for the analysed variables
of the selected legal entities of agricultural primary
production in the Slovak Republic in the years
2009-2014.

Results from accounting of legal entities figured
the differentiated development in the analysed
years (Figure 1) based on the achieved values
of the development of mean level of profit or loss
in the selected agricultural legal entities. In the year
2013 the interval mean estimate of profit or loss
was at the level -29890.5 EUR till 1014.2 EUR.

Source: Own calculation based on data from the Information Letters of the MARD SR
Figure 1: Means plot for variables Profit 2009-2014.




For comparison in the year 2012 the mean
amount of profit was at the level 32970.2 EUR
and in the year 2014 at the level 52165.0 EUR.
The highest average level of profit was recorded
in the year 2011, on the contrary the highest average
value of loss was in the year 2009.

The significance of differences at the level of factor
Year was tested in connection with the presented
results of selected descriptive characteristics
of examined variables.

Based on the results of Mauchley Sphericity
Test (W = 0.582; Chi-square = 532.706; df = 14;
p = 0.0000) the assumption of using the analysis
of variance for repeated measures was breached
in case of the variable Profit.

Because of the sphericity assumption breach
the adjusted tests of significance Adjusted
Univariate Tests for Repeated Measure (Table 1)
were used for the testing of differences. In case
of the dependent variable profit the null hypothesis
was set which at the level of factor Year assumes
that there are no statistically significant differences
between the analysed years in the obtained profit
or loss. The hypothesis was rejected with 99.9%
reliability.

If the null hypothesis was rejected which states
that there are no statistically significant differences
between the analysed years, Tukey HSD Test
(Table 2) is applied, on the basis of which there are
statistically significant differences in the individual
years of the recognized profit after tax
for the period.

Based on the multiple comparison we identified

(2012, 2014), (2014, 2011), it means that in such
cases the statistically significant differences were
not demonstrated between the analysed years.

As regards the obtained results of selected
descriptive characteristics it can be stated that
in the reviewed period of years 2009-2014
the slightly increasing trend was determined
in the mean amount of dividends in the selected
agricultural legal entities in the Slovak Republic
(Figure 2) while the development of such a variable
influence mainly the recognized accounting result
obtained in the prior accounting period. The most
significant increase in dividends was achieved
in the year 2013 when the highest mean amount
of dividends from profit distribution recognized
in the accounting period 2012 was disclosed
at the level 117319.6 EUR. In the year 2014,
the interval mean estimate of dividends was at level
83361.3 EUR till 132530.6 EUR.

As well as in the case of profit, the validity
assumption was breached even for the dependent
variable which was the level of dividends based
on the results of the Mauchley Sphericity Test
(W = 0.129; Chi-square = 1.092.001; df = 14;
p =0.0000).

Adjusted Univariate Tests for Repeated Measure
(Table 3) were used for the testing of differences
significance. The null hypothesis was set also
for the assessed variable dividends which assumes
that there are no statistically significant differences
between the amounts of dividends from profit
between the reported years.

At the level of factor Year no statistically significant
difference is determined in the variable Dividends

three homogeneous groups (2013, 2010),
G-G G-G G-G G-G H-F H-F H-F H-F
Epsilon df1 df2 p Epsilon df1 df2 p
Year 0.817 4.084 | 4027.256 0 0.821 4.104 | 4046.101 0
Source: Own calculation based on data from the Information Letters of the MARD SR
Table 1: Adjusted Univariate Tests for variables Profit 2009-2014.
Profit | Mean 1 2 3 4
2009 |-85268.4 FkAE
2013 | -14438.2 [ ****
2010 -8916.5 | ****
2012 32970.2 il
2014 | 52165.0 wkdE wkdE
2011 70466.4 wkdE

Source: Own calculation based on data from the Information Letters
of the MARD SR

Table 2: Multiple comparison for variables Profit 2009-2014.




Source: Own calculation based on data from the Information Letters of the MARD SR
Figure 2: Means plot for variables Dividends 2009-2014.

G-G G-G G-G G-G H-F H-F H-F H-F
Epsilon df1 df2 p Epsilon df1 df2 p
Year 0.535 2.674 1433.527 | 0.2445 0.538 2.689 1441.393 | 0.2444
Source: Own calculation based on data from the Information Letters of the MARD SR
Table 3: Adjusted Univariate Tests for variables Dividends 2009-2014.
Valid N Spearman R t(N-2) p
Dividends 2010 & Profit 2009 854 0.066 1.924 0.0547
Source: Own calculation based on data from the Information Letters of the MARD SR
Table 4: Nonparametric correlations for variables Profit 2009 and Dividends 2010.
Valid N Spearman R t(N-2) p
Dividends 2014 & Profit 2013 826 0.104 3.012 0.0027

Source: Own calculation based on data from the Information Letters of the MARD SR

Table 5: Nonparametric correlations for variables Profit 20013 and Dividends 2014.

(p > 0.05) and the null hypothesis is rejected.
It means that there were no statistically significant
differences in paid dividends between the particular
years.

In connection with the before mentioned facts
the nonparametric correlation analysis, specifically
Spearman Rank Order Correlations, was used
for the determination of significance level
of correlations between the selected variables.

The statistically significant correlation
between profit and dividends was determined
within the analysed variables in the assessed
commercial  companies and  cooperatives
in the years 2009-2014, except for the profit
recognized in the year 2009 and the dividends
in the year 2010 (Table 4), the statistically

insignificant trivial correlation was determined
between the variables (p > 0.05).

In the following analysed years the small
statistically significant correlation was determined
between the variables profit in the year 2010
and subsequently the dividends in the year 2011
(»p = 0.0017), the profit in the year 2011
and the dividends in the year 2012 (p = 0.0037),
the profit in the year 2012 and the dividends
in the year 2013 (p = 0.0000), as well as the profit
in the year 2013 and the dividends in the year 2014
(Table 5).

The net profit after income tax for the accounting
period influences not only the subject of selected
business activities but as well as the legal form
of entrepreneurship. The most frequently




represented forms of legal entities of agricultural
primary production in the Slovak Republic
present limited liability companies, joint stock
companies and cooperatives. Above mentioned
issues are approved by AdamiSin and Kotuli¢
(2013) as commercial companies and agricultural
cooperatives have a dominant position from legal
entities and also have higher equity (Toth et al.,
2014).

Agricultural companies are influenced
by the biological character of production,
seasonality but as well as currently valid system
of subsidies payments (Serencés et al., 2014).
Biological nature of primary agricultural production
significantly impact on the economic performance
of legal entities (Gyurian and Kfutna, 2015).
According to Toth et al. (2016) climate and weather
related risks have a strong effect on agricultural
production. Risk and return are negatively
related and investors are comparing the risk
with a profitability. With the entry of the Slovak
Republic into the European Union (hereinafter
referred to as “EU”) companies can apply
for assistance in the form of subsidies, grants
or other assistance in the form of contributions
from the funds of the SR or the EU. Despite
the supports of SR or EU, companies need
to reassess their economic activities and use
of selected methods appropriately and prevent
possible financial bankruptcy (Filarska, 2017).
The entrance of the SR in the EU meant
for the Slovak agricultural legal entities
the possibility to adopt the financial compensations
and the reduction of losses occurred by the influence
of external effects under certain assumptions.
The success of performed business activities is also
the comparison of recognized profit or loss of legal
entities with the achieved profit or loss of other
companies in the agricultural primary production
in the Slovak Republic. In the year 2009 despite
of rising subsidies from the EU the unfavourable
profit or loss of agricultural legal entities was
caused mainly by low prices of agricultural produce
(Report on agriculture and food sector in the Slovak
Republic for the year 2009). In the year 2010
the profit or loss was influenced by various factors,
except for the subsidies politics specifically
direct payments, the faster increase in realization
prices of agricultural produce as well as the input
prices to agriculture and the flood impacts during
the year caused the produce breakdown (Report
on agriculture and food sector in the Slovak
Republic for the year 2010). In the year 2013
the differences persisted in the profit or loss between
companies in the various climatic conditions
and in the legal forms. The subsidies were provided

in accordance with the same criteria and conditions
for both legal forms (Report on agriculture and food
sector in the Slovak Republic for the year 2013).

Above mentioned statements are approved
by the achieved results of selected descriptive
characteristics regarding the development of profit
or loss in the analysed commercial companies
and cooperatives (Figure 1). In the years 2009, 2010
and 2013 the agriculture in the Slovak Republic
as a whole obtained the negative accounting
result (loss). On the contrary, in the years 2011,
2012 and 2014 the profit has been generated
in the selected legal entities. The profit
for a particular financial year after corporate income
tax presents the net profit which can be allocated
in the form of dividends between shareholders/
members of cooperative based on the decision
of statutory body.

The profit of the Slovak legal entities is included
in the general tax base. Corporate income tax
in the SR is levied on all taxable income which
is subject to standard corporate income tax rate.
Income is computed as taxable revenues reduced
by eligible costs incurred to generate, assure
or maintain taxable income, subject to additional
tax adjustments. From the international perspective,
corporate income tax has been characterized
in recent years by a gradual decrease of the nominal
tax rate and the countries of the EU are no exception
(Delgado et al., 2014). The corporate income tax
has developed also in the Slovak Republic. Since
1993 the Slovak corporate income tax rate has fallen
from 45% to 21%. In comparison with the countries
of Visegrad group, the corporate income tax burden
is the highest in the Slovak Republic. Within
the period of last 17 years, the most significantly
reduced the corporate income tax rate in the Czech
Republic, by 12 percentage points, i.c. the current
corporate income tax rate amounts 19%. The lowest
corporate income tax rate presents Hungary
in the amount of 9% (Taxation Trends
in the European Union, 2018 Edition).

From the results of the selected descriptive
characteristics it can be further stated that
in the analysed period of the years 2009-2014
the slight increase of average value of dividends
was determined in the agricultural commercial
companies (Figure 2). This issue relates
to the principle of a particular direct taxation.
Pursuant to this principle the income shall not be
the subject to income tax which has already been
taxed. Before stated principle is the part of adopted
tax reform approved in the Conception of tax
reform in the years 2004-2006 and subsequently
in the tax law (Act on Income Tax, 2017).




In the Slovak Republic, the dividends paid
out of profit earned in the analysed periods
2009-2014 were exempt from taxation, unless
they were distributed out of profits earned prior
to 1 January 2004. In this respect, it should be noted
that, according to the amendment of the Income
Tax Act, effective from 1 January 2017, dividends
are subject to withholding tax (Act on Income Tax,
2018).

In particular, dividends are subject to tax if paid
to individuals and, in specific cases, to companies
for tax periods starting after 1 January 2017.
Dividends paid to individual shareholders/
members of cooperatives or tax non-residents
from contractual countries by Slovak legal entities
are subject to withholding tax at a rate of 7%,
if the applicable double tax avoidance treaty
does not determine otherwise. A withholding tax
of 35% applies to dividends paid by Slovak entities
to all tax residents from non-treaty countries
(i.e. countries with which the Slovak Republic
has not concluded a double tax avoidance treaty
or a treaty on the exchange of tax information),
including individuals and legal entities.
The withholding tax shall be remitted to the tax
authorities by the person paying the dividends within
15 days of the following month for the previous
calendar month. The Slovak legal entity paying
the dividends is obliged to report the withholding
tax to the respective tax authorities. The same
approach applies to dividends received by Slovak
tax residents from foreign sources due to its shares
in a foreign company from profit generated
after 1 January 2017. In such case, those are
included in the separate tax base and taxed at a rate
of 7%, or 35% in the case of receipt of dividends
from non-contractual countries.

The EU Parent Subsidiary Directive is incorporated
into the Slovak tax legislation and therefore need
to be taken into consideration in respect of profit
distribution. The Directive eliminates double
taxation of profits distributed by a company resident
in one EU member state to a parent company
resident in another member state, affects the levying
of withholding tax on dividends at domestic or tax
treaty rates. The EU Parent Subsidiary Directive
is mandatory for all EU member states, due
to the fact that double non taxation is one of the key
EU areas for urgent and coordinated action, it forms
part of an on-going effort to improving the paper
functioning of the internal market, by closing tax
loopholes generated by exploiting the differences
in national tax systems (Explanatory memorandum
of the proposal for a Council Directive amending
Directive 2011/96/EU on the common system

of taxation applicable in the case of parent
companies and subsidiaries of different Member
States).

Should conditions stated in the EU Parent
Subsidiary Directive are not met, the respective
bilateral  double  tax  avoidance  treaty,
as the important toll for elimination of double
taxation of dividends, need to be considered.
Currently, the Slovak Republic has an extensive
array of double tax treaties, which normally reduced
the withholding tax on dividends. The Double
Tax Avoidance Treaty concluded with the Czech
Republic reduces the withholding tax on dividends
to 5% or 15%. The reduced rate of 5% is applicable
to legal entities directly holding a minimum stake
of 25%. The same rates on dividends are applied
under the Double Tax Avoidance Treaty concluded
with Hungary. The Double Tax Avoidance Treaty
concluded between the Slovak Republic and
Poland reduces the withholding tax on dividends
in the amount of 0% or 5%, while 0% is applicable
to legal entities directly holding a minimum
stake of 10% for a period of at least of 24 months
as at the date of payment.

Based on the achieved results, statistically
significant correlation was determined between
profit and dividends in the assessed commercial
companies and cooperatives within the reviewed
variables. Whereas the right to the payment
of particular dividends does not arise directly with
the fact that a legal entity has obtained the profit
in a financial year but it arises with the decision
of a legal entity’s statutory ~ body
about the distribution of profit between
shareholders/members of cooperative.

Conclusion

The following conclusions are formulated based
on the assessment of achieved profit or loss
and paid out dividends as well as the assessment
of their mutual correlations in the reviewed
legal entities of agricultural primary production
in the Slovak Republic in the analysed years 2009-
2014. Based on selected descriptive characteristics
the development of mean levels of profit
or loss determined a differentiated progress
in the particular period 2009-2014. On the contrary
the mean value of dividends slightly increased
in the analysed years. The facts related
to the development of profit or loss in the agriculture
are approved as well as by reports on agriculture
and food sector in the Slovak Republic
for the assessed years. The testing of differences
significance in values of selected dependent




variables (Profit and Dividends) which were treated
on the base of independent variable at the level
of factor Year resulted in the fact that between
the analysed years there were determined
the statistically significant differences
in the achieved accounting results which were
dependent on the reported years in which
the assessment was conducted. The profit or loss
in the commercial legal entity of agricultural
primary production is affected by specific
circumstances, namely climatic conditions,
seasonality and adopted subsidies of non-investment
character which cause the recognition of diverse
levels of obtained profit or loss in the respective
years. The statistically significant differences
were not determined between the amounts
of paid dividends between the analysed
years, i.e. the dividends were not dependent
on the concrete years. Before stated is approved
by the fact that if a shareholder/member
of cooperative does not decide on the distribution
of net profit, it is not paid and is accumulated
in the equity of a legal entity in the form of retained
earnings. The statistically significant correlation
between profit and dividends was recognized
in the analysed years based on the determination
of correlation significance between the reviewed
variables in the selected commercial companies
and cooperatives. The amount of dividends paid
from profit depends on the decision of statutory
body of a commercial company or cooperative
as well as the amount of profit recognized
in the prior accounting period. Pursuant
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to the concluded analysis it can be stated that
if a legal entity does not recognize the profit,
the share in profit in the form of dividends cannot
be paid to shareholder/member of cooperative.
The statutory body of a legal entity is obliged
to decide about the dividends allocation.
In the Slovak Republic, dividends were not taxable,
unless they were distributed out of profits earned
prior to 1 January 2004. Dividends distributed
out of profits generated after 2017 and paid
to resident individuals or tax non-residents
from contractual countries by Slovak legal entities
are subject to tax at a rate of 7% or 35%. The foreign
investors within the EU countries can benefit
from the provisions of the EU Parent Subsidiary
Directive which allows exempt dividends and other
profit distribution paid by subsidiary companies
to their parent companies from withholding taxes
and eliminates double taxation. The additional
tool for elimination of double taxation
of dividends presents bilateral double tax treaties
which the Slovak Republic has concluded.
The provisions of double tax treaties in many
cases also reduce withholding tax rate applicable
on dividends in accordance with the national law.
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