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MMPUBYTKOBUH MOJATOK 3 ®I3BMYHUX OCIB, SIKI 3JJIMCHIOIOTH
HIAIMTPUEMHUIBKY AIAJBHICTD ¥ IOJIBIII, — XOPOWIE PIIIIEHHSA?

Ipeocmasneno nepesacu i HeOONIKU KOHKPEMHUX (hopM NOOamKy Ha 00xoou Qizuunux oci6. byia cghopmynvosana mesa npo
HeadeKeamHicns NOOAMKOBUX piuteHb, SKI 3acmocogyemvcs 6 danuil yac y Tonvwi, cymo Kol npoaeiiemvcs 6 demansix i 00-
MEJICEHUX MOICTUBOCTAX 6UOOPY PopMu onodamKyeans. Ichyome pisui gopmu onodamxysants i KOHMPOIIO 0ePAHCAsU HAO
NAAMHUKAMY ROOAMKI8, Npobiema 8 momy, wob susHauumu mesxicy, 00 AKoi NOOamKoge HAGAHMAICEHHS. NPUXo0Ums y Gpopmi
VXBALEHUX NOTIMUYHUX PilleHb, SKI N08 S3aHI 3 NeBHOI0 COYIANIbHOI I eKOHOMIUHOI0 i0eono2icio. OOHAK KO MaKi 0OMediceHHs
nepesuyeri, NOOAMKo8e HABAHMAICEHHS NPUXOOUMb Y NPUXOBAHIT (hopmi KOH@IcKayii.

Knrwuosi cnosa: nooamok, 6isHec-0isibHicIb, NOOAMKOSI (hopMmut, NOOAMKOSI NilbeU.

Uzi¢gblo A. PERSONAL INCOME TAX OF NATURAL PERSONS CONDUCTING BUSINESS ACTIVITIES
IN POLAND - A GOOD SOLUTION?

The article presents advantages and disadvantages of the particular forms of income tax imposed on natural persons. A thesis
has been formulated about inadequacy of taxation solutions currently applied in Poland. The discussed inadequacy is manifested
in the details and limited possibilities of choosing the form of taxation. Constant changes in the personal income tax regula-
tions indicate that the optimum, which could guarantee simple solutions encouraging people to run business activities and that
could also guarantee the state a possibility to control correct tax settlement, has not been found yet. There are various forms of
taxation and control of the state over taxpayers; the problem is to define the limits up to which the tax burden comes as a form
of acceptable political choices which are related to a particular social and economic ideology; however, when such limits are
exceeded, the tax burden comes as a concealed form of confiscation. Depending on the selected form of taxation, the fluctuation
of the tax is very high; assuming the income at the level of 20 000 EUR and costs at the level of 18 000 EUR, it can be as low as

228 EUR and as high as 11 000 EUR annually.
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Problem: discussions on the income tax have been
continued for many years in various areas: philosophical,
psychological and economic. The article is focused on
the economic field, combining some attempts at the
simplification of the tax system in Poland with the results
involving possible advantages for taxpayers. Constant
changes in the personal income tax regulations indicate
that the optimum, which could guarantee simple solutions
encouraging people to run business activities, and that
could also guarantee the state a possibility to control
correct tax settlement, has not been found yet.

The analysis of the latest research and publications.
The starting point for the considerations presented in
the article is a publication edited by Professor Lech
Balcerowicz, which presents a selection of texts provided
mainly by some outstanding economists, philosophers
and psychologists on freedom and the role of the state,
its political system, market and liberalism. Wolowiec
and Skica focus on the analysis of the income tax in the
European Union. The authors analyse the tax policy,
indicating its serious economic and social consequences.
However, no ideal solution has been provided so far.

The article aims at the identification of possible
advantages for taxpayers, resulting from the selection of
the particular forms of taxation imposed on the income
earned from business activities and at the identification of
advantages and disadvantages of each solution. The article
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does not provide any detailed discussion of legal solutions
applied in that field in Poland; only an analysis of their
key assumptions is provided.

The following research methods and tools have
been applied: the analysis and criticism of the Polish
normative acts, mainly from the field of the income tax
of legal persons. The subject of the analysis is a natural
person who runs business activities in Poland and who
is given a possibility to choose the form of taxation, in
accordance with the Polish legal regulations as they are
stated on 31% March 2017.

The Civil Code defines the characteristics of a natural
person, and considering the issues discussed in the presented
article, the most important features are individualisation
(a name, a surname), being a subject of a relation under
the civil law, legal capacities to perform legal activities. A
legal definition of a business activity in Poland states that it
is an economic activity involving production, construction,
trade or services provided in a continuous and organised
way. A taxpayer is generally defined by the Polish legal
regulations as a natural person, a legal entity of an
organised entity without legal personality, which is subject
to tax liability based on the legal tax acts. Additionally,
it should be emphasized that there are some differences
between the tax law and the balance sheet accounts legal
regulations. The tax law is usually understood as a set of
legal regulations which define the level of taxes and the
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way they are collected; such regulations come as a tool for
the fiscal authorities. However, the tax law is not identical
with the balance sheet accounts law which comes as a set
of legal regulations defining the main accountancy rules
for economic entities. The balance sheet accounts law
must be respected in order to provide a real economic
and financial situation of an entity. In fact, both these
laws affect accounting, seen as a system of information,
in various ways, and they mainly affect the picture of an
economic entity. The balance sheet accounts law creates a
real image of an economic entity with the use of economic
facts, which usually refer to incurred costs and income
generation. The tax law is used for the implementation
of the tax policy and, particularly, for the performance
of the fiscal function. Considering the dual character of
the law, that is namely: simultaneous applicability of the
balance sheet accounts law and the tax law to economic
entities, there are some accounting, settlement and
financial consequences. The legal regulations referring to
the income tax force taxpayers to keep accounting records
in a way that provides the definition of the income levels,
taxable base and the level of due taxes for a tax year.

In Poland a natural person may choose from several
forms of income taxation of natural persons (Scheme 1).
Every form, however, has its limitations in terms of its
application, various advantages and disadvantages,
depending on business activities carried out by a natural
person. Therefore, the analysis of tax benefits and the
decision on the taxation form should be carried out for an
individual person.

Taxation on business activities
Act on the income tax Act on the flat-rate
of natural persons income tax
General principles: | General principles: Lump sum tax

Tax scale Flat rate tax on recorded
18%, 32% 19% revenues

Fixed
rate tax

Scheme 1: Taxation forms of personal income tax

According to Scheme 1, the forms of accounts records
for income taxation that can be selected by a natural
person who runs business activities are as follows: the
fixed rate tax and the lump sum tax on recorded revenues
(subject to the Act on the lump sum tax) and the general
principles which are regulated by the Act on the income
tax of natural persons.

The fixed rate tax requires a declaration submitted to
the tax office. Based on an individual decision, the head of
the tax office grants a taxpayer the right to use that form
of taxation and defines the taxation rate. It is the simplest
form of taxation of all, considering (see Table 2) the fact
that there are no monthly income statements, there is only
symbolic annual information submitted to the tax office,
there is no obligation of keeping accounting ledgers, no
monthly advance personal income tax payments and no
subject to taxation (neither revenue nor income are subject
to taxation; the tax amount is defined by the head of the
tax office, and it is constant throughout the fiscal year).

The income tax assessment depends on the type of
business activities, the number of employees (usually
0, which means that there are no employees, sometimes
up to 2-3 employees and in some cases up to 5 people
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employed), the size of the town where business activities
are performed (the current division is the following: up
to 5000 inhabitants, over 5000 up to 50 000 and more
than 50 000 inhabitants). The type of business activities
should be consistent with the classification defined by the
legal regulations, that is namely, among others: providing
services, manufacturing, food and beverage retailing,
selling tobacco products and flowers, selling home-made
meals at home, freelance professions in health care, for
example: physicians, nurses; freelance professions in
veterinary services, home nursing care, babysitting,
education services — private lessons at home.

The tax is payable irrespective of the actual revenue
(which may come as an advantage when the revenue is
high, but it may become a serious burden when the revenue
is low). A taxpayer may not make any deductibles from
their income (revenue) and from the tax. Some special tax
reliefs may be defined by the tax office for the disabled or
for entrepreneurs who employ the disabled.

Obviously, legislators dedicate this way of tax
settlement to people who run small companies, usually as
sole independent business entrepreneurs, however, it does
not mean that taxpayers with high turnovers or with large
assets are not allowed to take advantage of that taxation
form. By meeting all the requirements of the tax law,
such people also get a chance for such an exceptionally
favourable way of tax settlement.

The lump sum tax on recorded revenue also comes as
a simplified form of taxation which is dedicated to people
who earn their revenue exclusively on independent one-
man business activities (or in a form of a partnership of
natural persons), at the amount which does not exceed
the level of 150 000 EUR. In order to use that form of
taxation, one must submit a statement to the tax office.
Taxpayers who did not exceed the amount equal to 25 000
EUR in the previous fiscal year are entitled to settle their
tax liabilities on quarterly basis. The amount of the due tax
is not affected by the incurred costs of business operations,
because the tax is paid on the revenue, not on the income.
There is no obligation to keep cost accounting records
unless they are needed for some other purposes, e.g. VAT
(purchase) and staff (salary statements, see Table 2).

The advantage of the lump sum tax on recorded
revenues is simplified accounting where no tax deductible
expenses are recorded. Taxpayers and partnerships in
which partners are due to pay the lump sum tax on recorded
revenue are only obliged to keep records of their revenues
separately for each fiscal year. The lump sum tax on
recorded revenue is imposed on, among others: revenues
earned by natural persons from non-agricultural business
activities, revenues earned by natural persons who operate
in the form of a private partnership of natural persons or
a general partnership of natural persons, revenues earned
on hire, sub-hire lease, sub-lease agreements or any other
agreements of similar nature.

The tax rates are differentiated in terms of the
revenue type, namely: they range from 20% for freelance
professions (e. g. lawyers), 17% (generally) on the
revenues earned on wholesale, 3% for catering services.
An advantage of that solution involves rates which are
lower than the rates under the general principles, flat rates
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and a simplified way of keeping tax records. However,
similarly to the fixed rate tax, there is also a disadvantage
involving no possibilities of making deductions from the
income (revenue) and from the tax.

Another form of the income taxation on natural persons
who run business activities is the tax scale. In this case
the income is subject to taxation, that is: the difference
between the revenue and the incurred costs. The current
tax scale in Poland (as stated on 1* January 2017) is
presented in Table 1.

Taxable base
calculation Due tax
over up to
85528 18% .
PLN minus tax-
85 528 15 395.04 PLN + 32% ;ﬁgﬁ;ﬁg
PLN of the surplus over 85 528 PLN

Table 1: Income tax of natural persons
in Poland according to the tax scale

The tax scale is a taxation method applied to levy
personal income taxes; based on that method a tax
progression is applied. It means that the tax rate increases
when taxpayers’ revenues move them into the next tax

bracket; the tax brackets are statutorily defined. The most
important advantage of this solution is a possibility to
reduce revenues by tax deductible expenses (sometimes
it means that there shall be no tax to pay at all) and a
possibility to make use of some tax reliefs or to apply joint
taxation with the spouse and to deduct the loss incurred
during the previous years.

The flat rate tax is mainly dedicated to taxpayers
who perform their business activities independently. Its
structure resembles the scheme of the income tax calculated
on the basis of the tax scale. In this case the advantage
also involves a possibility of settling the loss incurred
during the previous years and a possibility of reducing
the tax by tax deductible expenses. It also provides a
stable rate which does not depend on the taxable base. A
disadvantage of this solution is the obligation to keep the
accounts records and no possibility of using any tax relief
or joint taxation with the spouse.

Conclusions. There are various forms of taxation and
the control over taxpayers performed by the state. The
problem is to define the limit up to which the tax burden
is a form of acceptable political choices related to the
particular social and economic ideology, and over which
it becomes a concealed form of confiscation.

Lump sum tax

Feature Fixed rate tax Tax scale Flat rate tax
on recorded revernues
Taxable base n/a revenue income income
Annual tax return very simplified required required required

none, due amount
is defined in advance

Monthly advance personal
income tax payments

required (a possibility
of quarterly settlement)

required (a possibility
of quarterly settlement)

required (a possibility
of quarterly settlement)

Tax rate/amount 79 - 4117 PLN 20%; 17%; 10%, 18%, 32% 19%
8,5%, 5,5%, 3,0%

Tax reliefs and preferences |n/a n/a n/a yes

Accounting ledgers n/a 1 n/a 2 required required

! Tt is not required by the tax regulations, however the balance sheet accounts law may impose its own solutions in that field.
2 unless required by the balance sheet accounts law, VAT regulations or for the purpose of staff financial settlements.

Table 2: Characteristics of the basic taxation forms of natural persons
who conduct business activities in Poland

Depending on individual possibilities of using a
particular taxation form, tax deductibles and tax reliefs
(or their lack), the level of the revenues and incurred
expenses, taxpayers who run the same business activities
may change their decisions on the selected taxation form.
However, the financial benefits (a lower tax) can be
balanced with the lack of the requirements which refer
to keeping accounts records for the taxation purposes
(cost and time-consuming), with the sense of safety and
stability (a defined percentage of the tax on the revenues
or a tax defined by the tax office). Assuming that there are
no tax reliefs and deductibles and according to the taxation
methods listed below, a taxpayer who runs business
activities and who earns revenues on sale at the amount
of 20 000 EUR and costs at the amount of 18 000 EUR
may pay an annual income tax at the following amounts
(the exchange rate as stated on 31% March 2017: 1 EUR =
=4.2198 PLN; the exchange rate of 1| UAH = 0,1460 PLN
on that day; the social insurance contributions have not
been considered):

a. Fixed rate tax: from 228 EUR to 11 712 EUR

approximately,
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b. Lump sum tax on recorded revenues: from 600 EUR

to 4 000 EUR approximately,

c. Tax scale: 230 EUR approximately,

d. Flat rate tax: 380 EUR approximately.

It should be remembered that the essence of democracy
is the awareness of citizens that every penny levied on
taxes belongs to all of us, not only to the politicians
(S. Kelman, Harvard Kennedy School of Government).
Such considerable differences in taxes may encourage
people to avoid paying, however the introduction of a
uniform single rate tax, either flat rate or progressive, does
not seem possible. Although the analyses indicate that in
the European Union there has been a conspicuous tendency
towards progression flattening observed (reduction of the
higher tax rates), tax revenues are maintained at the same
level, or they are at a slightly lower level; such a solution
is unfavourable for natural persons who run small business
activities.

With its economy of great development potential,
Ukraine also applies various forms of taxation (single rate
tax). A direct comparison of both countries in this respect
is difficult, considering a great number of details of the
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tax law and different specifics of the applied solutions; it  taxpayers and the possibilities of the state control over the
is however crucial for the selection of taxation form by  tax settlement.
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