Interesting changes in taxation for entrepreneurs
- decision to be taken by 22. February 2021

From 1st January 2021, most entrepreneurs running a business individually or as partners in a
civil/general partnership of individuals may choose a lump-sum as a form of taxation of revenue from
business activity. It can be a very attractive alternative for taxation at progressive tax scale or 19%
flat tax rate. Income taxed at lump-sum tax regime is not subject to 4% solidarity tax.

The deadline for choosing that option is, in principle, 22" February 2021.

Changes in 2021

1.

Higher revenue cap enabling the of the lump-sum tax and quarterly lump-sum payment

A lump-sum taxation was previously addressed to entrepreneurs who, in the preceding year,
earned revenue from business activity not exceeding EUR 250,000. The revenue cap is now
increased to EUR 2,000,000. In the case of civil and general partnerships, to determine
whether a partner is entitled to lump-sum regime, sum of revenues of all partners should be taken
into account.

If the amount of revenues for the preceding year did not exceed EUR 200,000, the entrepreneur
may additionally choose to pay the lump-sum tax on a quarterly basis.

Extension of the type of businesses entitled to apply the lump-sum tax/exclusions from
lump - sum taxation

As a rule, revenues from service activities may be taxed at a lump-sum tax. This also includes
revenues from so-called “professionals”. The definition of “professionals ” has been extended by
including i.a.: architects, construction engineers, construction appraisers, insurance agents,
brokers, agents of investment companies, investment advisers, legal professions and
accountants.

On the other hand, the list of services, rendering of which excludes the possibility of applying
lump-sum taxation, was significantly reduced. Currently, the list includes i.a. services related to
pharmacies, currency exchange offices, trade in parts and motor vehicles accessories and the
production of excise goods.

The lump-sum taxation is still not applicable to the entrepreneurs who, as part of their business
activity, receive revenues from the provision of services or the sale of commercial goods or
products to the former or current employer, corresponding to the activities performed in the
current or previous tax year under the employment relationship.
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3. Reduced lump-sum tax rates

The most important changes include:

e 17% rate of revenues earned by professionals (previously 20% rate),

e 15% rate of revenues from the provision of services, which so far were mostly taxed with
the 17% rate (e.g. IT ) or which were excluded from the lump-sum tax before 2021 (e.g.
financial intermediation and business consultancy, performed outside “proffesinal services”),

e 8.5%/12.5% rate of revenues from rental and accommodation as part of business
activities, which equalized the situation of entrepreneurs and private renters.

4. Social security and health care contributions and loss settlement after choosing of lump-
sum tax regime

After choosing lump-sum tax regime:

e itis possible to deduct paid social security contributions (deduction from the revenues) and
paid health care contributions (deduction from the tax due up to 7,75% of the base for the
contributions),

e entrepreneur does not lose the right to settle the loss from business activity incurred within
last 5 years.

5. Lump-sum tax regime - formal selection/declaration is required

If the first business revenue is earned in January 2021, the taxpayer has to submit a written
statement on the election of the lump-sum tax regime by 22" February 2021. The statement
should be submitted to the head of the relevant tax office or by updating data in CEIDG.

If the first revenue is earned at a later date, the deadline for submitting the above mentioned

statement is as follows:

e by the 20 day of the month following the month in which the taxpayer earned his/her first
revenue, or

e by the end of December, if the first such revenue is earned by the taxpayer in December.

Failure to meet the above deadlines makes it impossible to apply the lump-sum tax to revenues
earned in 2021.
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If you are interested in the above information and its impact on your business, please contact:

Anna Misiak Anna.Misiak@mddp.pl tel. +48 22 322 68 88

Rafat Sidorowicz Rafal.Sidorowicz@mddp.pl tel. +48 22 322 68 88

or your advisor from MDDP.
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MDDP is a leading Polish firm that provides comprehensive advisory services in the areas of tax, law,
business consulting, finance, outsourced accounting and payroll services as well as training and
conferences.

Since 2004, we have been continually increasing the team of advisers equipped with experience
acquired both in reputable advisory companies and the largest enterprises on the Polish market. Our
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Clients include leading international corporations and the largest Polish companies from all sectors
of economy.

We consider trust to be the basis of successful cooperation. We support our Clients in taking the
most important business decisions. We combine international experience in business with the
knowledge of regulations and the specificity of a given industry. We focus our activities mainly on
the Polish market guaranteeing full involvement and individual approach to the cooperation.

This Tax Alert cannot be treated as legal or tax advisory services. MDDP Michalik Dtuska Dziedzic i
Partnerzy spdtka doradztwa podatkowego spétka akcyjna shall not be liable for the use of the
information contained in the bulletin without prior consultation with our legal or tax advisors.
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