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TAX POLICY ASSESSMENT IN SLOVENIA – CASE OF INTEREST
TAX SHIELD

Tatjana Jovanović1, Maja Klun2

Abstract
The tax policy assessment is an indispensable strategy within any modern country’s sys-
tem of governance. There are several types of “impact assessments”, with RIA as one
of the most commonly used. This tool is used to measure and analyse the benefits, costs
and effects of a new or existing legal regime, which can be carried out by collecting and
analysing empirical data in the context of a broader decision-making framework. The
main objective of the paper is to analyse which stage the Slovenian regulatory impact
assessment is in, and whether this stage is sophisticated enough to provide for the essential
verification of tax policy and specific instruments, focusing mainly on the case of interest
tax shield issues. Methodologically, the paper is based on a systematic literature review,
a survey for public consultations and statistical tools for calculating the differences in in-
ternal indebtedness in different observed periods. The results show that the Slovenian RIA
is not sophisticated enough to evaluate complex tax instruments and policy. Nevertheless,
tax policy decision-makers should reconsider the implementation of a thin capitalization
rule (but also future tax policy instruments) focusing also on other, non-tax revenue, factors.

Keywords
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I. Introduction

The globalisation of the world economy occurred due to the increased mobility of indivi-
duals and financial transactions. Consequently, businesses and individuals enjoy a greater
supply of various types of goods and services; they can also choose from among several
different locations for their investments and between different places of employment and
retirement. The world’s globalization affects the whole area of economic policy, with
1 University of Ljubljana, Faculty of Administration, Gosarjeva ulica 5, SI-1000 Ljubljana, Slovenia. E-mail:
tatjana.jovanovic@fu.uni-lj.si.
2 University of Ljubljana, Faculty of Administration, Gosarjeva ulica 5, SI-1000 Ljubljana, Slovenia. E-mail:
maja.klun@fu.uni-lj.si.
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strong influence on national tax systems. These effects can be observed in terms of geo-
graphically more mobile tax bases for income and wealth taxes, more sensitive behaviour
among highly educated individuals as generators of economic development as far as diffe-
rences between tax systems are concerned, several difficulties in calculating and collecting
taxes on activities that take place beyond national jurisdiction and strongly changing tax
administration activity models as new technologies open up3.
The several advantages arising from globalization cannot hide the even more numerous
problems governments have to face in regard to regulation of the national tax system.
These are competitiveness, tax evasion and avoidance, tax competition and the trans-
nationalisation of the tax base, which governments have to fight at the national level
as well as at the level of the worldwide economy. This is only possible in an adequate
legal environment. The legal environment depends on legislation, which in the context
of multinational companies sets the rules for market competition and unique operating
conditions. Inappropriate legislation (not only with regard to taxation) overwhelms the
requisite frameworks and can be administratively burdensome, inexcusably costly and
even counterproductive. Administrative burdens are an administrative expense incurred
solely due to the requirements of regulation and not due to the normal costs of business.
Legislation is important and necessary, but may cause additional, unnecessary compliance
costs, which represent an additional burden on businesses and an unnecessary loss of
valuable time and, consequently, competitiveness. Rapid technological developments, the
opening and expansion of global markets and increasing access to information mean that
legislation needs to be constantly reviewed and updated if a country and its market are to
keep pace with a rapidly changing world4.
The main idea of the paper is to present the development stage of Slovenian legislative
procedures, especially focusing on preliminary impact assessment of the tax legislation
affecting companies operating multi-nationally. In the last decade, we have witnessed many
and rapid changes in Slovenian tax legislation, sometimes even reforms, while the effects of
those have been analysed neither ex-ante (preliminary) nor ex-post (later). Several of them
have been the result of tax policy coordination within the European Union (EU) (Kouba
et al., 2016). In addition to the strictly settled objectives of each respective legislation
change, the legislator’s main objective in the field of corporate income taxation should
be to increase international economic efficiency and the tax neutrality of international
tax policy5, 6, 7. The concept of efficiency assumes that productivity rises with production
factor distribution within market mechanisms, provided governments do not intervene.
While neutral tax legislation does not interfere with production factor distribution, it is
impossible to achieve truly neutral tax legislation. The challenge facing tax policy should
be to achieve the highest possible degree of neutrality. The efficiency objective can be
achieved without the neutrality condition.

3 Owens (1998).
4 European Commission (2006).
5 Hufbauer (1975).
6 Musgrave (1969).
7 Musgrave (2002).
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Focusing on the main objectives of the article, the research questions are:

• In which stage is the Slovenian methodology (procedure) for regulatory impact
assessment?

• Is this stage sophisticated enough to facilitate the essential verification of the
advisability of specific tax instruments, such as the interest tax shield?

To achieve its main objectives, the paper will focus on a systematic literature overview, then
a survey analysis and finally the use of statistical tools (SPSS – Friedman and Wilcoxon
test).
The article is divided into five sections. After the introductory part, a literature review
on regulatory impact assessment is presented in the second part. The third part focuses
on the Slovenian methodology for assessment of the regulations, while the fourth part
empirically evaluates the advisability of the interest tax shield instrument in Slovenia. The
fifth section evaluates the results of the research and concludes the paper.

II. Literature review

Tax policy necessitates an appropriate methodology for the analysis and assessment of the
impacts of tax instruments within tax regulation. Adequate tax policy is an even greater
challenge in the case of multinational companies operating in several jurisdictions. They
are obligated to respect two or more legal (tax) systems as far as profit taxation is con-
cerned: the legal system of the country in which they permanently operate and the legal
system of the resident country8. For multinational enterprises, tax implications represent
a key factor in decisions on whether to invest in a country. Research to date in the field
of taxation of the profits of multinational enterprises (multinationals) has shown that in
many respects multinationals are mobile and able to avoid taxes. Legislators or politicians
involved in measuring the appropriate level of tax revenue in an individual country are
therefore inclined to limit opportunities for tax planning9, 10. Therefore, policymakers are
forced to protect national tax revenues and simultaneously attract foreign direct invest-
ment (companies), which complicates the situation. They implement various measures to
prevent a longer-term effect in the form of tax competition11. National legislators use two
instruments to avoid the up to now observed profit shifting of multinational firms. On the
one hand, tax competition has led to a significant decrease in corporate tax rates12, and
on the other hand, countries, typically large and high-tax examples, have implemented
anti-avoidance rules in order to prevent profit shifting13.
Adequate tax regulation evidently requires a balanced approach between the successful
attraction of foreign direct investments and protection of public finances in the form of
anti-avoidance rules. Namely, policy instruments are carriers of causal ideas and economic

8 Kovač (2009).
9 Wamser (2014).
10 Weichenrieder (2009).
11 Jovanović (2014).
12 Ramb & Weichenrieder (2005).
13 Weichenrieder (2009).



4 Tatjana Jovanović, Maja Klun: Tax Policy Assessment in Slovenia –
Case of Interest Tax Shield

theories used and adopted by the legislators, who are socialized into ways of seeing policy
problems through certain cognitive and normative lenses. The reason for that derives
from the fact that policy instruments are contingent on presuppositions and conjectures
about the relationship between public policy and the economy14. Accordingly, effective
policy-making and thus tax regulation necessitates effective mechanisms that can facilitate
preliminary impact assessment of planned tax instruments. Similar ideas have been present
in the EU since the second half of the 1990s. They have been promoting the diffusion
of institutions and policy instruments that enable governments to assess and manage
regulation in different fields through the entire life cycle, including outcomes and long-
-term impacts. In order to achieve this aim, such approaches must contain well-developed
metrics, usually in the form of benchmarks and standards that can demonstrate the quality
of the proposed policies independently of the policy field15.
All of the above represents the reason that countries are facing a great challenge in creating
an approach or methodology for efficient and effective policy assessment and policy-
-making. Evidence-based policy-making is one of the latest policy-planning approaches,
widely applied in public administration16. Policy assessment is most commonly practiced
as one of several types of “impact assessments” that have emerged in the last two decades,
such as regulatory impact assessment (RIA), sustainability impact assessment (SIA) and
simply impact assessment (IA). There are slight differences among them, especially in
terms of objectives and relevant impacts, but the terms are often used interchangeably,
creating some confusion. These broad types of policy assessment in turn harness a range of
policy assessment tools and methods, such as cost-benefit analysis (CBA), scenario analysis
and computer modelling. The idea of policy assessment has spread rapidly around the world
in the last two decades, while in the 1990s there were only a few OECD countries using
it. Since 2008, the number of countries using this concept has increased to 31 countries
that have either adopted or are in the process of adopting it17. Policy assessment systems
(in the form of RIA, SIA and IA) have become a part of legal procedure in almost every
European Union (EU) member state and in countries as far apart as the USA, Australia and
South Africa, with the systems in different countries varying enormously in their design,
implementation and even purpose. Nevertheless, it is important to emphasize that the
procedure in some countries exists only on paper and is poorly implemented in practice.
The most recent countries to start using policy assessment procedures are Estonia and
Lithuania18.
The most recent studies of policy assessment procedures19 among world countries show
that RIA is being applied in a number of developing and emerging economies, but is not
well institutionalized. Developed countries, such as Germany, the Netherlands, Sweden and
the UK, have set the agenda for this regulatory innovation since the 1980s, with some forms

14 Morgan (2003).
15 Coletti & Radealli (2013).
16 Petak (2015).
17 OECD (2009).
18 Adelle & Weiland (2012).
19 Adelle et al. (2016).
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of compliance cost assessment, while for the majority of European Union member states,
the move towards RIA has accelerated in recent years20. Focusing on OECD countries,
the number has grown between 1974 and 2012, and 33 countries have begun using the
system. At the same time, the countries involved admit that implementation is demanding
from both an administrative and technical perspective21.
RIA is therefore one of the most common and essential tools for analysing the quality
of legislation and/or evaluating the impact of regulations. The general goal of assessing
regulation impacts is to assist governments by facilitating ex-ante evaluation of the potential
impacts of policies on all stakeholders, more effective implementation of sector-specific
policies and a holistic projection of the long-term impacts of policies. RIA is used to
provide an overview and measurements of the likely benefits, costs and impacts of new or
existing regulation. Analysis, evaluation and assessment of regulation impacts produced
in line with the RIA methodology offers comprehensive support for the policy-making
process, as RIA uses the following elements to assess the impacts of regulations22:

1) Empirical analysis – Decisions are conceptualized around facts and analyses which
determine parameters for action in accordance with certain metrics

2) Expert groups – Decisions are based on the professional opinions of trustworthy
experts

3) Agreement among stakeholders – Decisions are reached in collaboration with
interested parties, who seek common ground that would balance out their interests

4) Political consent – political representatives search for solutions or decisions on the
basis of the priorities of politically set objectives

5) Comparative analysis – the decision is based on a comparison with external models
such as systems in other countries

Each decision in the policy-making process stems from a combination of the decision-
-making methods listed above. The combination of elements used differs from country
to country, in line with national culture, political traditions, administrative systems and
current socio-political developments. The decision-making framework provided by RIA
includes multiple methods that at their core are experience-based. The role of RIA in the
policy-making process is therefore to surpass the narrow framework of formal empirical
methods; in line with its nature, RIA can make an important contribution to other methods
used to support decision-making when designing different kinds of public policies. The
elements (methods) listed above must be mutually complementary, as none of them inde-
pendently provide adequate support for public policy-making. The effective integration of
the elements of RIA and their purposeful use in the decision-making process can facili-
tate fact-based decision-making, improve the inclusion of affected stakeholders in public
discussions and the decision-making process, ease the inter-agency harmonization of po-
licies and constitute a foundation for the use of alternative methodological approaches to
evaluating planned policies and their effects23.
20 Francesco et al. (2012).
21 OECD (2015).
22 OECD (1997).
23 OECD ( 2008).
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Generally, there is a lack of theoretical knowledge about planning and preparation pro-
cedures for tax legislation assessments, and there are almost no studies that specifically
report the tax policy assessment in any country. The exception we found was a study on
impact assessment of measures in the field of taxation in Great Britain. In 2012, the UK
adopted a special tax policy focusing on making legislation in this field competitive, simp-
ler, mindful of the environment and fair. The research results for the period 2010–2013
show that one third of the changes in tax legislation did not contribute to any of the stated
objectives; one fourth of the changes led to greater fairness, while a mere fifth addressed
simplification. Additionally, the study showed that competitiveness did improve, while the
environmental aspect is covered by only 7% of the changes24.
Although RIA does not provide a standalone tool for supporting the decision-making
process, findings gained through its use can shed light upon an important trend in designing
and steering public policies. Conclusions arrived at on the basis of RIA are all the more
important if adequate prior analysis was conducted when selecting suitable methods in the
framework of RIA for evaluating individual policies and their impacts25. The point is not
the “ideal” tax legislation structure, but rather ascertaining the efficiency and necessity
of processes for tax legislation creation through assessments of effects on the various
segments of the social environment. In some OECD countries, this process has become
a complex ritual involving various interested groups, which aim to create their own vision
for tax policy through tax legislation. In developed countries, the process involves inter
alia professional lobbyists, political analysts, lawyers, consultants and accountants, while
in developing and transition countries, it is carried out with fewer interested parties.
Both formats have their advantages and disadvantages. A small group of highly qualified
people can do a better job of creating relatively harmonized legislation, but the lack of
institutionalized experience in tax law may mean that the process will not be smooth and
will not include adequate consultation with experts at each step. Adequate research support
must be provided to experts involved in the process, with the research encompassing three
key areas: (1) an assessment of tax revenues, (2) research or analysis of the current situation
and (3) comparative analysis of the organization26.
All of the above-mentioned areas have to be addressed very precisely in national tax
policy assessment procedures. When considering the first area (tax revenues), national
legislators pay special attention to companies operating multi-nationally. This can be
nicely presented in the example of the previously mentioned tax shield instrument. The
fact is that an equally important element in the tax planning of multinational enterprises
is their ability to structure finances in terms of capital and debt, not only for the enterprise
as a whole, but also within the group. Aside from the direct loss of revenue, increasing the
opportunities for tax savings gives multinational enterprises advantages with respect to
enterprises that only do business at the national level. The interest tax shield phenomena
launched the introduction of the so-called thin capitalisation rule that generally denies
(i.e. does not recognise for tax purposes) interest expenses for internal loans if the debt-to-

24 Bradley (2015).
25 Radaelli & Francesco (2008).
26 Thuronyi (1998).
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-capital ratio or the amount of interest exceeds a specific limited threshold, i.e. is actually
spreading27. The literature indicates that those rules (thin capitalisation rules) are effective
at limiting internal borrowing28, 29. This has been proved particularly to be the case for
Germany, although it remains unclear whether tax revenues are simultaneously growing.
Based on this knowledge, our further research will concentrate on the Slovenian case of
tax policy assessment, especially considering the tax shield instrument.

III. Tax policy assessment in Slovenia

The beginnings of policy and legislation assessment in the Republic of Slovenia are con-
nected with a systemic approach to the reform process in the field of public administration.
The Slovenian assessment concept is based on RIA, which was first mentioned in the Pro-
gramme for Effective Accession to the European Union and also in the Strategy for the
Continuous Development of the Slovenian Public Sector 2003–2005 (it also appears in the
most recent version of this strategy, for the 2015–2020 period). The historical overview of
activities in the field of RIA shows that over the past decade a fair amount of progress has
been made in the direction of introducing assessments of effects or impacts of regulation;
in particular, much has been done to remove administrative hurdles. On a negative note,
elements of RIA are dispersed throughout multiple legal acts, the breadth of the analysed
impacts is too extensive and there are no precise instructions for conducting analyses of
impacts or effects. The link between impact assessment and public participation in the
decision-making process is also deficient, as it is not addressed systemically30.
Nevertheless, the Government program of measures to eliminate administrative barriers
and the Rules of Procedure of the Government31 were implemented in 2005 and 2006. The
RIA concept did not get off the ground in reality until 2009. The reason for that was a lack of
knowledge about the content and meaning of the assessment system as well as the absence
of umbrella legislation in the RIA field. There were some cases of more intuitive assess-
ment, but no systematic methodology of data collection and evaluation, decision-making
basis, or techniques of including the public in the decision-making process existed. Decla-
ratively and legislatively, through the Rules of Procedure of the National Assembly of the
Republic of Slovenia, the manual for the planning, management and evaluation processes
of public participation, the handbook for assessments of the effects of regulations and
policies, the e-democracy portal, etc. the RIA concept was implemented, but due to the

27 Haufler & Runkel (2012).
28 Overesch & Wamser (2010).
29 Buettner et al. (2012).
30 Rakar (2005).
31 It determines the following elements when submitting a new law or an amendment: assessment of the current
state and reasons for amending the law; objectives, principles and key solutions of the draft law; assessment of
the financial impacts of the draft law on the state budget and other public financial resources; a statement that
funds for executing the law are available in the state budget, insomuch as the draft law foresees the use of budget
funds in a period for which a budget has already been adopted; a presentation of how the field is handled in other
legal systems and of the compatibility of the proposed legislation with the laws of the European Union, which
must contain solutions from the legal systems of at least three European Union members; and other impacts that
the adoption of the law would produce.
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lack of umbrella regulation of RIA, there was neither a basis nor measurement of the
implementation thereof.
After some pressures from OECD connected with full membership, in 2009 and 2010
Slovenia adopted the Resolution on Legislative Regulation, the amendment to the Rules
of Procedure of the Government and the implementing instructions or information support
for RIA. It looked like a great step towards more systematic and hierarchical methodology,
but the results, observed from a practical, not declaratory level, were not much of an
improvement32.
There are no specific analyses of the impact assessment for tax regulations and policy
in Slovenia. Nevertheless, the Court of Audit of the Republic of Slovenia researched the
level of the impact assessments in Slovenian legal order in 2007 and 2012, focusing on
the following criteria: (1) assessment of financial impacts of the draft law; (2) issuance
of opinions on the assessment of the financial impacts of the draft law; (3) checking for
any other foreseen impacts of the draft law; and (4) public participation in the process for
preparing the draft law. As far as the first criteria is concerned, an assessment of financial
impacts on the state budget and other financial resources was provided for 86.21% of all
draft laws in 2004, while in 2005 it was provided for 97.78% of draft laws. In 2012, in
61.7% of all cases, the legislator presented some financial impacts of the proposed law.
The Court’s research additionally shows that other impacts were assessed in just 30% of
cases in the form of a general description. A very interesting research finding was that
the proposers often claimed (41.67% of proposed laws in 2004, 61.36% of proposed laws
in 2005) that a law would not have any other impacts whatsoever, i.e. that it was not
expected to impact the environment, the economy or social security. Regarding criteria for
the inclusion of individuals and other interested groups, it turned out that in the majority
of cases, the legislator does not keep statistics on hits on the website for draft laws or
on responses to published draft laws33, 34. The results for the later period show that the
legislator did not list other impacts in 4.6% of cases, and in 54.2% of cases there were no
other foreseeable impacts, while in general it presented no essential progress in evaluation
of the impacts.
As far as tax regulation in Slovenia is concerned, the procedure of regulation assessment
does not differ from other legislation procedures and criteria assessed. In Slovenia, the
Ministry of Finance as the proposer of the tax legislation is usually confronted with very
short deadlines and very often politically dictated changes, even reforms of legislation.
The consequences are evident: badly planned tax policies, volatility and unpredictability
of tax system, frustrated taxpayers, etc. All of those negative consequences are specifically
harmful when considering foreign companies operating in our national economy. Tax
policies clearly have an impact on foreign direct investment through a number of factors,
but the weight of this impact is questionable. There was no research done for Slovenia to
analyse the factors and conditions for the appropriate FDI-attracting tax policy that would
protect national tax revenues on one side and keep the country tax competitive on the other.

32 Kovač (2011).
33 Court of Audit (2007).
34 Court of Audit (2012).
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The previous research has shown that tax structure is an even more important indicator
of the tax burden than GDP ratio as far as FDI attraction is concerned, while policy
makers should evaluate and analyse the continuity of taxes, transparency of the system for
determining the tax base, enforcement of payment of tax revenue, independence of the
judiciary in administrative disputes involving decisions of the tax authority, a network of
international agreements on the prevention of double taxation, etc.35

Finally, we can conclude our research on RIA procedure development by identifying several
problems in terms of the practical use of RIA, which is, at a declaratory and theoretic
level, very precisely regulated but is much more loosely determined. Consequently, the
RIA concept is at a relatively low development stage far as policy assessment is concerned.

IV. Impact assessment of anti-avoidance tax instruments
in Slovenia

To present and support the above-mentioned claim, we are going to analyse one of the
tax instruments for the elimination of the interest tax shield. The interest tax shield is the
amount of tax savings on profit due to interest, which is tax deductible when calculating the
tax base for corporate income tax. Debt financing, unlike equity-financing, influences the
tax base through tax-deductible interests. The interest tax shield encourages businesses,
especially those operating in groups within the various countries, to seek such a financial
structure within the group that relieves group units in countries with high income tax
rates. Consequently, tax administrations are forced to protect the tax base and tax revenues
regulating anti-avoidance thin capitalization rules. The thin-capitalization rules monitor
the interests charged between related parties or the amount of loans on which interest is
charged. In the last decade or two, many countries have introduced various forms of thin
capitalization rules, and this is also the case for Slovenia.
The Slovenian thin capitalisation rule of 2005 stipulated that interest on loans36 received
from a shareholder or partner who at any point in the tax period directly or indirectly held
no less than 25% of the shares or holdings in the capital or voting rights of the taxable
person, provided that the loans in question exceeded, at any point in the tax period, four
times the amount of the holding of the shareholder or partner in the taxable person’s
capital (the surplus of the loans), established with regard to the amount and duration of
the surplus of the loans in the tax period, would not be recognised as an expense unless
the taxable person provided evidence that it could have obtained the surplus of the loans
from a non-affiliated lender. Loans extended by a shareholder or partner also include loans
extended by third parties, including loans extended by banks that are guaranteed by the
shareholder or partner in question, or when the loans are obtained in connection with
a deposit held in that bank by the shareholder or partner in question. The amount held
by a shareholder or partner in the capital of the recipient of a loan shall be determined
for the tax period as an average on the basis of the balance of paid-up capital, net profit
brought forward and reserves as at the last day of each month in the tax period. Qualified

35 OECD (2003).
36 Excluding cases involving borrowers that are banks and insurance companies.
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participation was fixed at four times the amount of the holding of this shareholder or
partner in the capital of the taxable person (ZDDPO-1, Official Gazette of the Republic
of Slovenia, 33/06 – consolidated version, of 30 March, 2006), while in the transitional
provisions the Act stipulated eight times the amount for 2005, six times the amount for
2006, 2007 and 2008 and five times the amount for 200937.
Our main objective was to prove the effectiveness (ineffectiveness) of this rule in Slovenia,
while the legislator’s Corporate Income Tax Act impact assessment was very poor, not to
mention the lack of overall tax policy as far as FDI are concerned. The proposed changes
to rules on thin capitalization were also very general and do not include all the elements
listed in the Rules of Procedure. In the explanation of the proposed legislation of corporate
income tax, the proposers only clarified the meaning of the instrument and did not give
reasons for the change or list expected impacts. Based on the theory of legislative planning
and preparation, the assessment of the thin capitalization tax instrument was found to be
lacking (at the very least) in its analysis of practices to date and the current situation, and,
consequently, in its assessment of impacts on the budget. The assessment did, however,
include comparisons with other countries. The research to date from throughout the world
has shown that the base variable or parameter – internal debt of companies – decreases
due to tightening of the thin capitalization rules, which means that thin capitalization is an
effective instrument for limiting debt financing. These findings motivated us to empirically
analyse the case of Slovenian thin-capitalization instrument implementation.
But before presenting our analyses of the thin-capitalization instrument in Slovenian tax
law, we have focused on one of the most important RIA elements – public consultation.
We have addressed this element of RIA by asking interested parties. The survey was send
to three different groups of experts: academics, tax advisors and civil servants who work
in the field of taxation (tax administration and ministry of finance). The survey was carried
out in 2015. Out of 168 replies, 12 were from academics, 55 from the private sector (27 tax
consultants, 21 accountants, 1 auditor and 4 others) and 101 from the public sector (only
one was from the Tax Authority). Among several other questions, respondents were asked
to express their opinion about the statement “The tax rule in Slovenia for preventing the
interest tax shield is adequate.” The results of the survey show that 58% of all respondents
agreed (42% did not) with the statement. Focusing on responses by sectors, the differences
are obvious. Only 34% of the public sector representatives agreed, compared to 76% of
private sector representatives and 80% of academics.
Additionally, we extended our research from a qualitative to a quantitative analysis. Our
statistical analysis presents the case of impact assessment of the specific tax policy –
the instrument of thin capitalization. While the literature indicates that thin-capitalization
rules (TCRs) are effective at limiting internal borrowing, we were interested if that was
the case in Slovenia as well. We decided to analyse data for all 666 companies operating
in Slovenia and with a foreign ownership share of no less than 25% in the capital of the
taxable person (associated enterprises). The data were obtained from the annual financial
reports collected by the Agency for Public Legal Records and Services (AJPES). While

37 ZDDPO-2, Article 81.
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we were interested in testing the differences in indebtedness by the criterion of capital
origin, we have first classified the number of companies by the origin criteria.

Figure 1: The number of enterprises by the criterion of capital origin

Source: own (2016)

Figure 1 presents the number of companies by the capital origin counties in our sample.
It turned out that for almost 75% of companies, the country of origin is Austria, Germany
or Italy, while the group of “others” consists of companies with another country of origin.
For the companies in our sample, we have focused on the variable “internal debt”, which
presents the obligations of subsidiary companies (operating in Slovenia) to parent com-
pany, operating abroad. The analysis included data for the years 2003, 2004, 2009, 2010,
2012 and 2013 using a two-year average (2003 and 2004, 2009 and 2010, 2012 and 2013)
for each period of the comparison. Variable – internal debt consists of long-term and
short-term loans and the two-year average variables are labelled as ID0304, ID0910 and
ID1213. In the first step, the descriptive statistics were calculated, which did not show any
special features. The next step was the test of statistically significant difference in internal
corporate debt in the periods 2003/04, 2009/10 and 2012/13 by the criterion of capital
origin.
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Figure 2: The average internal debt and number of units in the sub-sample in the observed
period and according to capital origin

Source: own (2016)

According to Figure 2, the internal debt of the enterprises in the sample in the observed
period has on average increased in the observed period by the criterion of capital origin.
The exceptions are enterprises whose ownership is from Austria. The internal debt of
those decreased in the periods 2003/04 and 2009/10, but again increased on average in
the period 2012/13 and exceeded the indebtedness of the measurement period 2003/04.
Nevertheless, the tax policy instrument has limited the amount of internal indebtedness
in the year 2005, while the internal debt of companies on average increased. To prove the
statistical significance of those differences, the Friedman test was carried out to verify if
the differences are statistically significant in any of three periods. The results (Table 1)
confirmed that the differences in internal debt of the enterprises by the criterion of capital
origin are not statistically significant, which leads us to the conclusion that an increase in
internal debt in most companies does not deviate from the average to the extent that we
can speak of typical deviations.

Table 1: The results of the Friedman test – the differences in internal debt in the periods
measured in relation to the origin of capital

Average (e) N χ2 df Sig.

ID0304 328,970 217 0.848 2 0.655
Austria ID0910 323,204

ID1213 343,556

ID0304 167,470 115 3.919 2 0.141
Germany ID0910 213,520

ID1213 222,370

ID0304 20,827 110 1.258 2 0.533
Italy ID0910 78,068

ID1213 96,404

Continued on next page
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Average (e) N χ2 df Sig.

ID0304 143,971 145 4.312 2 0.116
Other ID0910 332,608

ID1213 458,365

N – number of units; χ2 – chi square; df – degrees of freedom; Sig. – statistical significance

Source: own (2016)

Nevertheless, the analysis was upgraded (Wilcoxon test) to verify the change in internal
corporate debt in relation to the origin of the capital in two specific periods measured.
It turned out (Table 2) that the differences in internal debt of enterprises with Austrian,
German and Italian capital origin by different (par of) periods were not statistically signi-
ficant. The only exception was the increase of internal debt for German enterprises for the
periods 2003/04 and 2012/13 (z = −2.473; p < 0.05), which is statistically significant.
The internal debt of companies labelled under “others” has increased in the observed pe-
riods, but the increase was not statistically significant in the periods 2003/04 and 2009/10
and in the periods 2009/10 and 2012/13. A statistically significant increase in internal debt
appeared in the periods 2003/04 and 2012/13 (z = −2.191; p < 0.05).

Table 2: The results of the post-hoc (Wilcoxon) test of the differences in the periods observed
in relation to capital origin

ID0304 ID0910 ID1213

Z −1.081 −1.380
ID0304

Sig. 0.280 0.167
Z −1.081 −0.549

Austria ID0910
Sig. 0.280 0.583
Z −1.380 −0.549

ID1213
Sig. 0.167 0.583

Z −1.731 −2.473
ID0304

Sig. 0.083 0.013
Z −1.731 −1.057

Germany ID0910
Sig. 0.083 0.291
Z −2.473 −1.057

ID1213
Sig. 0.013 0.291

Z −1.420 −1.396
ID0304

Sig. 0.156 0.163
Z −1.420 −0.094

Italy ID0910
Sig. 0.156 0.925
Z −1.396 −0.094

ID1213
Sig. 0.163 0.925

Continued on next page
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ID0304 ID0910 ID1213

Z −1.245 −2.191
ID0304

Sig. 0.213 0.028
Z −1.245 −0.293

Others ID0910
Sig. 0.213 0.769
Z −2.191 −0.293

ID1213
Sig. 0.028 0.769

Source: own (2016)

The analysis proved that the thin-capitalization rule did not decrease the internal debt
of multinational companies operating in Slovenia, as was expected on the basis of the
literature and the Slovenian legislator’s intention to tighten the rules of interest on related-
parties loans deduction. It turned out that internal indebtedness on average increased.
On the basis of our empirical research as well as the last proposal of the Amendment
Corporate Income Tax Act, which extended the rule on “sister” companies, we can claim
that the Slovenian RIA procedure is not sophisticated enough to facilitate the essential
verification of the advisability of a tax rule like thin-capitalization.

V. Conclusion

The RIA process helps policymakers think through the consequences of their proposals,
improve the quality of advice to Ministers and encourage informed public debate. An
effective regulatory impact assessment procedure means38:

• costs and benefits directly related to drawbacks;
• the necessary information and attitudes towards regulatory impact have to be

collected through a wide range of consultations;
• strong political support is a precondition for RIA as an important tool that is

constantly applied as a part of policy.

In the case of the interest tax shield limitation through the thin-capitalization instrument,
none of these pre-conditions were met. The main objective of the paper was to empirically
analyse the economic effects of the tax rule implementation as a case of ex-post impact
assessment. It turned out that a tightening of the tax rule did not cause a decrease in
internal debt ratios. On the contrary, the internal debt ratios increased on average in the
observed period, from 2003/04 to 2012/13.
Our ex-post assessment of the tax policy in the case of the interest tax shield is an example
of good practice in evaluation of the tax policy instrument. It offers an example of tax
instrument evaluation as one of the important factors of tax policy, especially for FDI. We
managed to prove that the model for linking the tax policy instrument with financial and
investment decisions of FDI is not adequate for Slovenia. The entry into law of the rule on
the grounds that it would secure the tax base and consequently tax revenue therefore did
not make sense, as these parameters were not an issue in the first place. This appears to

38 George and Kirkpatrick (2007).
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be even more acute once one notes that the legislator made the rule even more stringent
in 2014. Considering our findings as well as literature review, the Slovenian tax policy
targeting FDI should be evaluated specifically and multi-dimensionally. Notwithstanding
the inadequate RIA procedure, the tax revenues should not be the leading criteria of tax
instrument assessment, while there are several factors influencing national economy. It
should be evaluated whether the additional tax revenues coming from this (or others)
tax instrument compensate for the negative influence of bureaucratic obstacles for FDI,
especially if there are no binding legal requirements in EU jurisdiction.
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