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Estonian CIT
for all companies
and at lower rates

|. Taxpayers face humerous changes in
the taxation with so-called Estonian CIT

The government has adopted and submitted to the Parliament the tax part of so-called Polish Deal.

The draft proposes, among other things, solutions aimed at further development of an alternative
taxation system - a lump sum tax on income of capital companies, i.e. the so-called Estonian CIT.
The changes will include: extension of the list of entities entitled to lump sum taxation to include
limited partnerships and limited joint-stock partnerships; removal of the need to incur certain
investment outlays as a condition for the application of lump sum tax provisions; removal of the
requirement relating to the upper limit of income of taxpayers covered by the lump sum tax, and
in consequence also of tax liability assessment; greater flexibility of deadlines for payment of the
tax liability with regard to so-called preliminary adjustment, and in some cases also abolishment
of the obligation to pay such liability; reduction of tax rates.

[I. No more revenue limits and restrictions
in categories of companies

The amendment provides for extended applicability of the lump sum income tax regulations and
significant easing of conditions precedent for both initial and continued application of the lump
sum income tax system. Currently, so-called Estonian CIT is only available to capital companies,
i.e. in practice the joint stock and limited liability companies only. According to the new
regulations, the right to this form of taxation would be granted to all companies subject to CIT,
that us - in addition to the aforementioned - also to limited and limited joint-stock partner-
ships. The amendment will also abolish the revenue thresholds which limited access to lump sum
taxation. This means that companies will be able to use this form of taxation regardless

of the amount of income they generate. Currently, lump sum taxation is only available

to entities whose revenues, as stated in the provisions, do not exceed PLN 100 million.

AN T
lll. New deadlines for payment of lump
sum tax on profit distributions

The new regulations also provide for more flexible deadlines for the payment of tax liabilities

on account of net profit will also be modified - according to the proposal, it will be due by the

income was so distributed. This applies both to lump sum tax on income on account of distribu-
ted profit and on account of profit allocated for coverage of losses, and to lump sum tax on

' lump sum on that account at one time, in an-amount equal to the lump sum due on the income
on account of net profit by the end of the third month of the tax year following the last year of
== lump sum taxation. Besides, the act defines deadlines for the payment of: lump sum tax on

e income from undisclosed business operations, lump sum tax on income on account of hidden
profits and on account of non-business expenses, lump sum tax on income on account of change
in the value of assets.

=== with respect to so-called preliminary adjustment. The deadline for payment of the lump sum tax

Q,? 20th day of the following month after such income was paid out in whole or in part or otherwise
= committed, but no later than by the 20th day of the seventh month of the tax year in which the f

distributed income on account of net profit. Besides, the provision entitles the taxpayer to pay a

From January 2022,
any capital
company, regardless
of its size, will be
allowed to choose
settlement under
the rules of Estonian
CIT, i.e. lump sum
tax on income.

Also the settlement
of such lump sum
tax is to become
easier, and the tax
rates will be
reduced to 10 and
20%. When settling
PIT, partners in such
companies will also
deduct a part of the
lump sum tax paid
by the company.
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V. A definition of
distributed income on
account of net profit
will be introduced

According to the general structure of so-called Estonian CIT,
lump sum taxation only takes place at the moment when
income on account of net profit is distributed, i.e. when
profits are transferred out of the company and reach
broadly understood shareholders. Therefore, as part of the
amendment, definition of distributed income will be added
to the CIT Act. As follows from that definition, distributed
income on account of net profit is the part of income on
account of net profit that has been allocated for distribution
in any form, including, in particular, distribution to share-
holders, coverage of losses arising in a period other than the
period of lump sum taxation, payment of share-related
remuneration, or increase of the share capital.

V. The list of so-called
hidden profits that
increase the lump sum
tax base will be
expanded

With regard to determining the lump sum tax base, a new
introduction to the list will be added defining the so-called
hidden profits. Currently, hidden profits are understood

as cash, non-cash, paid, gratuitous or partly paid performan-
ces, made in connection with the right to a share in profit,
other than distributed profit, whose direct or indirect benefi-
ciary is the shareholder / partner or an entity related directly
or indirectly to the taxpayer or to such shareholder or partner.
After the amendment, hidden profits will mean cash, non-
-cash, paid, gratuitous or partly paid performances, made in
connection with the right to a share in profit, other than
distributed profit, whose direct or indirect beneficiary is the
shareholder / partner or an entity related directly or indirectly
to the taxpayer or to such shareholder or partner. Some of the
specific types of hidden profits listed in the provision will also
change (loans and credit; remuneration paid out of profit),
and new categories will appear: additional payments, interest
on a share, profit to supplement a partner’s capital share,
payments in case of reduction of a partner’s capital share.

VI. Taxpayers will
no longer be required
to report capital
expenditures

The amendment provides for withdrawal from the require-
ment that the taxpayer should incur certain capital
expenditures as a condition for application of the lump sum
tax provisions. This is done by deletion of the provision
(Article 28g of the CIT Act), which originally introduced
such requirement. As a reminder, taxpayer subject to lump
sum taxation is currently obliged to incur direct capital
expenditures exceeding 15%, but no less than PLN 20,000
over 2 consecutive tax years of the lump sum taxation,

or 33%, but no less than PLN 50,000 over 4 tax years,

in relation to the initial value - as determined on the last
day of the tax year preceding the two-year or four-year
period of lump sum taxation, respectively - of fixed assets
included in groups 3-8 of the Classification of Fixed Assets
and Intangible Assets, excluding passenger cars, means of
air transport, floating stock and other assets serving
primarily the personal purposes of shareholders or members
of their families.

VIl. The lump sum tax
rates will be reduced
to 10% and 20%
respectively

Another significant change within the scope of so-called
Estonian CIT is reduction of the lump sum tax rates
Currently, the rate is 15% of the tax base for small
taxpayers and taxpayers with average revenues not
exceeding the maximum revenues defined for small
taxpayers, and 25% of the tax base for other taxpayers
(as a reminder, the regular CIT rate is 9% and 19%).
However, the rate may be reduced by 5 points (that is, to
10% and 20% respectively) if certain capital expenditures
are incurred. After the change in regulations, the rate will
amount to 10% of the tax base for of small taxpayers and
taxpayers starting their business activity, and 20%

for other taxpayers. However, due to withdrawal from
requirements concerning investments, further reduction
of the tax will no longer be possible.
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VIII. Partners will be able to deduct
from their PIT a part of the lump
sum tax paid

Amendment of the rules of lump sum taxation of income entails the need to also
change the taxation of partners of such companies with PIT. As a result of the changes,
the lump-sum tax calculated on the revenues gained by a partner from payments of
the company’s distributed profits during the period of the lump sum taxation on the
companies’ income (if arising from distribution of profits for that period duly separated
in the company's equity) will be subject to reduction by an appropriate amount
determined in accordance with the new regulations. Besides, the rule is to be introdu-
ced that withholding agents collecting lump sum personal income tax on paid receiva-
bles on account of the company’s distributed profits generated during the period of
lump sum taxation of the company’s income will be obliged to take such reduction into
account. Here, partner means a shareholder of a limited liability company, a joint-
-stock company and a limited joint-stock partnership, as well as the limited partner
and the general partner of a limited partnership.

IX. When paying PIT, small taxpayers
will deduct up to 90% of the lump
sum tax, while others - 70% only

Pursuant to the new regulations, the PIT reduction to which a partner shareholder will
be entitled is to amount to 90% of the product of that partner's percentage share in the
company's profit, calculated as at the date when the right to distributed profit was
acquired, and the lump-sum tax due on the company's distributed profit from which such
revenue was derived: for small taxpayers or taxpayers commencing business activity,
whose profits are subject to lump sum taxation on the company’s income at the rate of
10% or 70% of the product of the partner's percentage share in the company's profit,
calculated as at the date when the right to distributed profit was acquired, and the lump
sum tax due on the company’s income from its distributed profit from which the income
was obtained, and for other taxpayers whose profits are subject to lump sum taxation on
the company’s income at the rate of 20%.

We also reported on other changes to so-called Estonian CIT
in our previous tax alerts.

For details of the solutions described above,
please contact our Experts.

BDO is an international network of independent audit and advisory firms. Service provision within the BDO network
is coordinated from the Brussels global office. BDO’s beginnings go back to 1963. We have been present in Poland since
1991. We have 5 offices in: Warsaw, Krakow, Poznan, Wroctaw and Katowice.

BDO has for years been recognized in prestigious rankings of the activities performed by its Audit and Tax Advisory
Departments, including most recently:

The last distinctions for the company are related to the Rankings:
Companies and Tax Advisors of Dziennik Gazeta Prawna for 2020:

1t place The Best Tax Advisor in the category of medium-sized companies
The 2020 rankings prepared by the Rzeczpospolita and Parkiet dailies:
15t Most Active Firm on the Stock Exchange
3 Best Auditor of Listed Companies
5t Best Audit Firm

BDO spétka z ograniczong odpowiedzialnoscia sp.k., ul. Postepu 12, 02-676 Warszawa;
tel.: +48 22 543 1600, fax: +48 22 543 1601, e-mail: office@bdo.pl

RAFAL. KOWALSKI

Head of Tax Department
tel.: +48 22 543 16 00
Rafal.Kowalski@bdo.pl

The information
presented herein

does not constitute
comprehensive
information or opinion.
Consult your

adviser before

making any decisions.




