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Abstract

The aim of this article is to show the way to doaculation necessary when choosing the
appropriate form of taxation of a small and medisize entrepreneur. For a taxpayer making
the decision to choose the form of taxation, thedamental importance has the establishing
what determines the profitability of particular ¢sxand how to conduct tax policy in order to
calculate the possibly lowest tax. The amount af isadetermined by declared revenues,
costs, tax base deduction and tax deduction, ajsahé tax rate. When analyzing tax
payments, a few issues need to be taken into atdberforeseeable economic situation of an
enterprise (income, costs, investments), the plessitanner of its tax approach (declaring
income and costs), and the tax deductions thatbeamised. The personal situation of a
taxpayer is also of fundamental importance, ance@aply the scope of duties in rates of
insurance, acquiring income outside economic disyi the right to use taxable allowances,
including within the vested rights, as well as tigit to joint tax settlements with a spouse or
children. The amount of tax depends finally onitidividual situation of an enterprise and a
taxpayer himself. The matter of choosing the appatg (optimal) form of taxation of
economic activities is of fundamental importanaecsiit influences the amount of planned
revenues, costs of their acquiring and calculativggtax base deduction or tax. Fitness for
information and the costs and nuisance of recoegpikegy and first of all the amount of tax
need to be taken into account as well.
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1. INTRODUCTION

Fiscal burden accompanies all economic activitfesnterprises. Regardless of the place, line
of business and the scale of economic activitiash @ntity is obliged to settle amounts due to
the state. The resistance on the side of entegpssanly natural.

Although it is impossible to escape the burdenaodation, the peculiarity of every entity
separately implies different kinds and scales isftiype of solutions. The choice of the proper
legal form of performing the activities, the shagets structure that minimizes the burden of
taxation, and the taxpayer using effective toolsm@naging tax liabilities can limit their
amount. The aim of this article is to demonstrateag of calculating essential when choosing
the right form of taxation of a small and mediurnesentrepreneur.

2. THE KINDS OF ELEMENTS THAT HAVE AN INFLUENCE ON THE FORMS OF
TAXATION.

Because of the fact that entities are obliged tarestthe effects of pursuing economic
activities and to transfer their part to the statelget, mechanisms aiming at limiting the
amounts paid by taxpayers have appeared. For teepeises that pursue economic activities



fairly, the legality of a chosen solution is of lamental importance. Such solutions include
tax optimization in its broad meaning, which invedvchoosing the lawful solution that allows
avoiding tax or lowering its amount. Tax law foresesuch optimization, the use of
regulations permitted by the law in the scope ofakde allowances, exemptions or the
possibility to settle tax losses.

In the tax ruling the following rule has been eftdied: “if the legal order in force makes it
possible for a taxpayer to choose a few lawful toiesions allowing achieving the intended
economic goal, of which each shall be of a differaxx dimension, then the choice of the
most beneficial tax solution shall not be treatscciacumvention of the law'"Thus the tax
optimization within the law limits was sanctionédsing the possibility to minimize the
burden of taxation on the grounds of the tax lavadsepted by fiscal authorities, though
circumvezntion of the tax law or even tax evasiorvehaothing to do with lawful tax
planning:

The income drawn from economic activities in Polasdourdened with one income tax:
individual income tax or company tax. A Polish eptieneur who is not a legal person has the
possibility to optimize income tax by choosing ai&ive taxation forms. He is able to select
taxation on the grounds of the personal incomeatdor flat income tax on selected incomes
drawn by natural persons act. Within the first actentrepreneur chooses between taxation
with general rules, i.e. progressive taxation by tax scale or the uniform rate taxation.
Within the other act (after complying with conditg), the choice is made between lump sum
on recorded revenues and a tax card.

Tax instruments aim at reducing regular charges sinthulating the development of
enterprises. It is connected with taxable allowardefined by the Tax Ordinance as foreseen
in the tax law provisions exemptions, deductiorgjuctions or decreases, using of which
causes the tax base reduction or tax reductionemfipg on the conditions of use, the
instruments can be divided into general ones, addesfor entrepreneurs without statutory
limits, and selective, the use of which requiregtimg certain conditions.

The group of general instruments foreseen by thishPaw includes: leasing, accelerated or
delayed depreciation, choosing the taxation mebyod natural person, an allowance for new
technologies, simplified advances for income taxHgytax regulations, and allowances in tax
payment on the grounds of the Tax Ordinance. Theethee instruments are: tax exemptions
resulting from starting activities in the SpeciatoBomic Zone (SEZ), tax privileges
connected with creating the Tax Group Business (JI(3Bcilities concerning advance
payment dates for those starting their activit@iwances and tax base deductions or tax
deductions, joint taxation of spouses accordinthétax regulations. A few of them, leasing,
amortization, an allowance for new technologiefiuance the costs of revenues and thus the
tax base. The rest of them result in direct redmotif the amount of tax.
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The aim of managing taxes in an enterprise is tatlthe tax risk and minimize tax
expenditure. It is of a supplementary character,iti.is achieved taking into account the main
aim of an enterprise (earning money). Accomplisharggoals should not limit achieving the
aims of an enterprise (earning money by means efihrket operations — producing and
selling products, creating and taking over new re@k For instance aiming at simplifying
records and settlements by the flat rate tax caat lvariance with other financial targets, e.g.
wish to raise outside capital, which requires aorapriate detailed financial report, including
the tax report.

When the tax expenditure (the sum of the coste@dnds and settlements, and the amounts of
tax due) and the tax risk are low and the influeofca taxpayer on the burden of taxation is
significant, the tax is favourable.

The simplest criterion of choosing the form of tioa is defining the amount of expenditure
of its records and settling. The most conveniex¢daare respectively: a tax card, a recorded
lump sum, and general flat and progressive talegetin the basis of the tax revenue and cost
register.

The nuisance of settlements taken into accountwbrst is the general tax on natural and
legal persons settled on the basis of account bobke estimation of formal obligations
should take into consideration not only the incaase Fulfilling other possible records and
reporting obligations, first and foremost concegnihe VAT and connected with settling
accounts with employees, takes place alongside ti¢h obligations concerning settling
accounts with an entrepreneur. Thus the simpliboat in flat rate taxes can be valid if a
taxpayer settles VAT anyway and settles accountls s employed workers. We can risk
the statement that most often in such a case I®ts @i records and settlements concerning
the income tax are not of significant importance daaxpayer. For most taxpayers flat rate
tax simplifications are not important. Those sirfigditions have no meaning for micro
entrepreneurs who do not pay VAT and do not emplogkers.

The criterion of records costs is of significanpontance if a taxpayer is capable of choosing
between book records and less expensive and sirtgplerevenue and cost register. The
consequences of using a certain form of recordsi@renly administrative costs but also the
tax risk and the amount of declared income, thespidid tax. The decision to choose the tax
revenue and cost register should in some casesatle far a period longer than a tax year. If
a taxpayer expects to exceed the sales by € 8Qald€®he should consider whether or not it
would be profitable to keep an account books from lieginning of his activities. It would
help to avoid future costs when changing from tecords to book records and to maintain
content-related continuity.

Among tax constructions we can find both exemptilvos tax and allowances reducing tax
rate or already stated tax amount. The form ofguegfce close to allowances can also be
taken by tax base exemptions of certain kinds obnme e.g. those intended for investments.
Influencing taxpayers’ decisions by means of allowes reducing the rate or amount of tax
and also preferences resulting from the configonatif tax base has both advantages and
disadvantages. The system of allowances consisfirgducing the tax rate or directly the tax
amount is of a simple construction, and when thpeetsof the tax psychology is taken into
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consideration, the system can be understood astaal allowance. Lower burdens that result
from diversifying the tax base are often treatedaxpayers as satisfaction of social jusfice.

Using the financial factor that is taxation in simgpthe size, structure and spreading over
time the costs of pursued activities in financightggies is a particularly complex concept.
An enterprise possesses broad or limited scopeeefldm in influencing the level of tax
burden owing to costs. It refers particularly tce tburden of income tax. Besides, the
tendencies to maximise costs and minimise costsapgear simultaneously. In financial
strategies one aims at mutual adjustment in timewénues and costs in order to minimise
the burden of taxation in periods included in theet horizon of a financial strategy. The
criterion of this adjustment is minimising the beindof taxation with simultaneous ensuring
current and long-term financial liquidity as wel ¢he desired level of productivity in all
periods included in the time horizon of a financahtegy’

Among the sources of financing enterprises, owrrcgsuoccupy an important place, among
them financial surplus comprising of amortizatiorda profit after tax playing an important
role. The amount of a profit after tax dependshenamount of a profit before tax and income
tax. The amount of a profit before tax is influethd®y all economic factors occurring in an
enterprise, including the capital assets and intdé@@nd legal values structure as well as the
methods of their amortization, varied tax benetisp other regulatory receivables (so called
guasitax). A profit before tax is an accountingr@agh, in the tax approach this amount is the
tax base. A thesis can be advanced that in themiedax many phenomena influencing the
amount of financial surplus are focused. Influegdiaixes has a good effect on the amount of
the surplus, including generation of the profiamenterprise.

The state burdens enterprises with varied chargegsiring involving financial resources.
Those burdens include taxes as an important fagterating expenditure in those
organizations. The increase of the burden of tarateduces paying capacity of enterprises
defined as the ability to meet all obligations. Therease of expenditure on taxes influences
the financial liquidity, which is of significant ipprtance because, as is indicated in literature
and practice of management, many enterprises drargted profit failed because of the lack
of financial liquidity.

The presented picture shows clearly that taxes haignificant influence on the condition of
finances in enterprises, and also on achievingsgmathose enterprisés.

3. SOLUTIONS FOR COMPANIES CONCERNING CHOOSING THE FOR M OF
TAXATION.

The possibility to choose the form of records amel form of taxation can be made use of
only by taxpayers to whom, when pursuing econorntoidies, the regulations of personal
income tax act concern. The group will include: unakt persons individually pursuing
economic activities and natural persons who arenpes in partnerships, registered
partnerships, and limited liability partnerships.the case of partnerships it is partners, not

® J. SokotowskizZarzdzanie przez podatdPWN Publishing House, Warsaw 1995, p. 40

® Polski system podatkowy, zzdnia a praktykaedited by A. Pomorska, Uniwersytet M. Curie-Sktadkiej
Publishing House, Lublin 2004, p. 380

" Finanse matych §rednich przdsibiorstw, edited by W. Pluta, Polish Economic Publishing EeuwWarsaw,
2004, p.49.



companies, that are the income tax payers. For tlemever the legislator does not allow the
possibility to choose the form of recording economiocesses, ordering keeping full account
books. The company tax payers need to be taxeddiogoto general rules in the form of
monthly, simplified or quarterly advance money. Jhaso need to settle on the basis of
account books.

It is extremely difficult to state unambiguously iain form of taxation and recording is best
for a taxpayer. The characteristic feature of uhiésing the possibility to choose is the
variety of the kinds of the pursued activities,itlseale and size. For that reason there are no
unambiguous and permanent criteria that could bd.0&hen a taxpayer can choose among a
few form of taxation, deciding on one of them hesitake into account both benefits and
losses. The most beneficial (optimal) form of tamtwill be the form that ensures the
highest net income (the amount of money means #dtaation that a taxpayer has at his
disposal) and satisfying other needs.

Evaluating and estimating one needs to remembéd#ending on the form of taxation the
following are different:

- tax base (general rules — income, lump sum — revemu activity, a card — tax paid
according to the decision of the head of a reveafiiee),

- tax rate that depends not only on the form of iaratbut also e.g. with lump sum on the
kind of pursued activity, and with taxation withngegal rules on the amount of income
(with this form of taxation we deal with an ascemgltax scale — the rate rises along with
the increase of the tax base, if a taxpayer doesna&e use of taxation in the form of the
flat tax),

- the scope of obligations imposed by regulations

For those reasons when analysing certain formxattiian, the following need to be taken into
account:

- the amount of planned revenues and the possibditgetermine the amount of costs of
revenues, also making tax base or tax deductions,

- fitness for information of the records of economients,

- costs and nuisance of making use of a certain &dmdcords’

In order to compare the amount of business taxingakito account different forms of
taxation one needs to decide on such a kind ofigcind such corporate status that concerns
all three ways of taxation. An example can be pags@economic activities in the area of
retail trade in food products, fruit and vegetable=t us assume that the activity is pursued in
own premises, in a town with 15,000 citizens, oeespn is employed with an employment
contract.

8 N. Artienwicz, Jak wybra najkorzystniejsz forme opodatkowania i ewidencjonowanigdn accountant’s
Monitor” 2008, no 1, pp. 23-24.



In 2008 revenues of 68,640 PLN will be drawn.

The costs of revenues will include:

purchase of articles of trade — 22,450 PLN

- an employee’s salary + employer’s social contritmgi— 13,500 PLN
- protective clothing for an employee — 90 PLN

- purchase of fuel for a company car — 1,150 PLN

- costs or car repairs — 300 PLN

- automobile liability insurance and comprehensivdomobile and property damage
insurance — 800 PLN

- fixed assets depreciation — 1,800 PLN
- electricity, water and heating — 1,450 PLN

- phone bills — 720 PLN

Total: 42,260 PLN
Thus the income will be 26,380 PLN (revenue — costevenues).

In 2008 we will pay employer’s social contributiong 5,740 PLN that we will be able to
deduct from the income. Contributions for healtbuirance that we will deduct from tax will
amount to 2,130 PLN.

Comparing the amount of income tax due taking atcount different forms of taxation:
3.1 TAXATION WITH GENERAL RULES

Revenue of 68,640 PLN minus the costs 42,260 Plihnceme of 26,380 minus the amount
of social contributions of 5,740 PLN = tax base26f640 PLN x tax rate of 19% = 3,921.60
PLN minus the amount reducing the tax of 586,85 RL8I334.75 PLN minus contributions
for health insurance of 2,130 PLN = 1,204~7%5,205 PLN.

The income tax will amount to 1,205 PLN.
3.2TAXATION WITH GENERAL RULES —19% FLAT TAX

The income of 26,380 PLN minus the amount of samatributions of 5,740 PLN = the tax
base 20,640 PLN x 19 % tax rate = 3,921.60 PLN maouantributions for health insurance of
2,130 PLN =1,791.60 PLN 1,792 PLN.

The 19 % income flat tax will amount to 1,792 PLN.



Just like in the case of the flat tax, decidinglom tax scale as the form of settlements, the tax
we will pay will be calculated on the income drawihe tax will not be paid until our activity

is profit-yielding, which means when our revenugseed costs. Deciding on taxation by the
scale we are not required to make a declarationtaffmosing this form.

One of the differences between the tax scale amdldh tax are tax rates. In the case of the
flat tax it is 19%, the tax scale is 19%, 30% a4

Unlike in the case of the flat tax, deciding on tae scale we can exercise different kinds of
privileges. Settling in this way we make use of fillowing possibilities: joint settling with a
spouse, preferences for single parents, exemptoon fax in connection with investments in
the Special Economic Zone and tax allowances. &kestale is profitable when our income
does not exceed significantly the first tax thrédhti our profits exceed significantly the first
threshold, then the flat tax as the form of taxat®omore beneficial.

Choosing the tax scale as well as the flat taxaveeobliged to keep the revenue and cost
register.

Deciding on the flat tax we are devoid of:

- the possibility to settle with a spouse,

- preference for single parents,

- exemption in connection with investments in thectdeEconomic Zone,

- any kind of tax allowances.

Incomes settled according to the flat rate do noluide other incomes taxed by the tax scale
or capital incomes. Using the flat rate we have right to reduce income by our and co-
workers’ social contributions. Choosing the flak 8 beneficial when company income
exceeds significantly the first tax threshold.

3.3TAXATION IN THE FORM OF LUMP SUM ON RECORDED REVENU ES.

Revenue of 68,640 PLN minus the amount of sociakrdmutions of 5,740 PLN = 62,900
PLN x the 3% tax rate = 1,887 PLN minus contribngidor health insurance of 2,130 PLN =
-243 PLN.

Taxation of the shop in the form of lump sum metese is no income tax.

The amount of tax depends on the amount of revandenot on income like in the case of

general rules. Tax must be paid whether our aiEs/generate a profit or a loss. The amount
of lump sum depends on the kind of activities. Lusajn is an easy form of settling since it
does not require many formalities, only simplififdancial documentation that includes

employment records, revenues records and capgatsasecords is required. In this form the
tax base is revenue that before taxation is redbgeazhid social contributions. The amount of
tax depends on the amount of revenue, it is caledilas interest on revenues, joint taxation
with a spouse is not possible.



3.4TAXATION IN THE FORM OF A TAX CARD.

In accordance with Appendix 3, Part Il of act passe 20th November, 1998 on flat income
tax on certain revenues drawn by natural persomsindl of Laws no 144, item 930 as
amended, services in retail trade in food, bevesaigdaccos and flowers, in a town with the
number of citizens between 5,000 and 50,000, wingoieying one worker, the monthly tax

rate is between 461 PLN and 723 PLN. Thus assumm@gowest rate, annual income tax
would amount to:

461 PLN x 12 months = 5,532 PLN minus contributi@@rshealth insurance of 2,130 PLN =
3,402 PLN,

Whereas assuming the highest rate, annual incomedald amount to:

723 PLN x 12 months = 8,748 PLN minus contributiforshealth insurance of 2,130 PLN =
6,618 PLN

Choosing a tax card means there is no need tolaaevenues or costs of activities, and tax
is paid every month, it is of fixed amount deteredrby the head of a revenue office, after
reducing it only by a paid contribution for heaitisurance. Other allowances and deductions
or preferential settlements with a spouse andif@le parents are not possible. An adventure
of a card is no need to keep records.

The presented example shows that various formaxaition for economic activities in retalil
trade in food products, fruit and vegetables tlt®me tax amounts to:

1. taxation with general rules — 1,205 PLN

2.19% flat tax — 1,792 PLN

3.lump sum on recorded revenues — does not occur
4.a tax card: minimum 3,402 PLN, maximum 6,618 PLN

In this particular example the best choice is taxain the form of lump sum on recorded
revenues because income tax does not occur fovtibke year.

Taxation in the form of a tax card is the leastdfiemal even if we were obliged to pay the
minimal rate.

Taxing activities with general rules, adding acamg costs (keeping documentation by an
accountancy bureau) of 3,000 PLN a year to costew@nues, income tax would be reduced
to

Revenue of 68,640 PLN minus the costs of 45,260 RIZ\R60 PLN + 3,000 PLN) = income
of 23,380 PLN.

Income of 23,380 PLN minus the rate of social abaotrons of 5,740 PLN = tax base of 17,
640 PLN x 19% tax rate = 3,351.60 PLN minus amaedlucing tax of 586.86 PLN =
2,764.75 PLN minus contributions for health inseeanf 2,130 PLN = 634,75635 PLN.



The possibility to shape tax by costs exists onlthe case of taxation with general rules since
with flat rate forms tax is calculated without tagiinto account costs. Thus if costs are less
significant, taxation in simplified forms is morerneficial, since a taxpayer will draw higher
net income, whereas the higher costs, the morefibethét is to tax by the tax scale. These
costs reduce taxable income and the amount oftpai lower as well.

4. SUMMARY

For a taxpayer deciding on the form of taxations ibf fundamental importance to establish
what defines the profitability of particular taxasd how to conduct their tax policy in order
to establish potentially lowest tax. The amountax is determined by declared revenues,
costs, tax base deductions and tax deductionselhsasvtax rates. Analysing tax payments it
IS necessary to take into account the foreseenoaagnsituation of an enterprise (revenues,
costs, investments), possible ways of tax appréaetiaring revenues and costs), possible tax
deductions. The personal situation of a taxpayealss essential, first of all the scope of
duties in contributions for insurance, income algseconomic activities, the right to tax
allowances, including within vested rights, as wadl the right to settle with a spouse or
children. The amount of tax depends finally on raliviidual situation of an enterprise and a
taxpayer himself.

The basic criterion when choosing the form of tetats the ability to foresee the amount of
tax that will need to be paid at the end of theyar. The lower tax, the more beneficial form
has been chosen. It is not possible to state umambsly which for of taxation is more

beneficial, and which should be avoided, as it ddpeon an individual situation of a given
taxpayer.

As it has been showed in this article, the questiochoosing the appropriate (optimal) form
of taxation of economic activities is of key importe since it influences the amount of
planned revenues, the costs of revenues and obase or tax deductions. Fitness for
information, costs and nuisance of keeping recardsmost of all the amount of tax that we
will need to pay should be taken into account.
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