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PROPOSALS OF CHANGES IN THE POLISH TAX SYSTEM 
IN RELATION TO DIRECT AND INDIRECT TAXES 

The neccssity of reforming lhe Polish tax ystem ha· been suggested by 
both business communi ty and scientists and palilicians as well as experl. from 
the International Monetary und (IM ) and the Buropean Commi ion (EU) . 
In that respect, there exists far-reaching agreement. Propo al of change in 
the Polish tax system in relation to direct and indirect taxe . Thc arguments 
start at the point of determining the direction of uch reform and parlicutar 
solutions, especially in the areas of income and capital taxati on. 

In t he case o f income tax for ind i viduals, t he JMF ex pert' suggcst 
abclisbing hous ing relief, and education and health rcli f. T hey also sugge t 
abolishing a joint tax return declar<.don for couples and single parents. 

However, it turn s out that hou ing relief is favourcd by both wealthy and 
poorer people who havc been saving in building ocieties for several year . As 
shown by the German cxperience, building societies (Bausparkassen) play an 
important role in ocia! and cconomic life where they eontribure largeły to 

economic growth. It is untrue that housing relief causes a decrease in stale 
revenue. Thunks to such re lief many r:·eviously unemployment people find 
work in housing eon truc tion thus removing the need for paying them 
unemployment or other bcnefit , and at the ame time providing income from 
which they have to pay income tax to the state budget. 

As far as the proposuł o: abol ishin ;,; joint ta·· return declaration for couple · 
and single parents, such famiły oriented forms of taxat iun cx i ·t at prc ent in 
the majority of EU countries (Inventar der Steurn 1998). lt has a longstanding 
and stable position in the taxation systems of European cou ntri es. The 
abolition of such a system is not planned in lhe ncare t fu ture within the 
European Union. I think that Poland, in moving towards the harmoni zation of 
our taxation law with tho e of the European Union standards , should not give 
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up such a form of prcferential family raxation because thc financial results of 
ab h h1ng uch a y tcm would be too high. 

lt 1 wonh pointmg out thar a significant social function in the income 
taxation ystems of individuals in OECD c umrics is fulfi lled by rax-free 
allowance which for cxample in Germany amounts to nearly 12,000 DM and 
in Franci.! 42.500 Fr. In Poland howe er, i ts han: in income tax of individual 
1s rather symbolic. 

rhe !MF cxperts also proposc thc abolition of investment relief in income tax. 
lnve U11CI1l relief havc bccn widcly used in European Union countries when there 
\\as a nccc sity for rapid Lechnica l and techno! gic.:al tran. formation. t present 
thcy havc be n rcstrictcd but, for cxample in the eastem land of Gerrnany there is 
till pcc1al tax lcgislation relating to investment relief, dcsp1te the fact that thes 

arca rccc1vc cvery year 300 to 4.000 million DM from German or EU budgets for 
thc dcvclopmcnt of not only infrastrucrurc. l11c Poli h cconomy remains in an 
mcomparably wor. e po ition t ha n thc castem lands o f Germany and using fax 
molivatlon for mvcstors, particularly in the spherc of mtroducing new technology 
and 111110\ ation , i s 111 my opinton fully JUstilied. , uflicicntly trong market stimuli, 
'' h1ch would re. ul t m a radical acceleration o f su ch proces e . do not exist 

Thc opponcnt · of applymg tax relief on invc tmcnt use the argumem that 
such rclu.:f result in a lO\ ering of the tate hudget revenue. However 
concctly formulatcd relief can hecorne whcn applicd to sufficiently large 
motlvatmg amounts a s1gndicant facror in economic growth, and ar the same 
ume, an element ··crank1ng up prosperity" without causing a fali in the 
n::vcnuc . Thi re ults from thc fact that an individual or a company in 
undertakmg an mve tmenl project usually has to purchase mach ines, 
cqu1pmcnt or tcchnology on which AT i payable. What is more, such 
invc tmcnt i locatcd on a piece of land on which there i also payable some 
property tax. Frcqucntly thcrc are somc other paymcms to makc on top of 
thc c, like excise dut_, road tax or stamp duty . As a rcsult, often even before 
makmg any deduct1on from taxc payable on invcstmcnts. central and !ocal 
:wthonty budget. rcccJvc from an invesror a tidy un duc from the mentioncd 
paymcnts. lt is also worth rcmembering that a complcted projcct brings morc 
mcomc, which ha · to be shared with the taxman. Hence tax relief on 
111 e tments is rcfcn·cd to as a tax credit, which in most cases is repaid to the 
state promptly and at a profil. 

The proposais of the IMF cxperts also aim at simplifying and changing the 
rules o f amorti zation, which in t urn would influence t he levcls o f payable income 
ta:-.. They uggc t in pa11icular moving away from further reappraisals of fixed 
a set s. l imiting t he rang e o f amortization rat c and furtber amm1ization o f pans o f 
a . et written o f!" duc to mora! (economic) wcar and tear. 
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The suggestion of abandoning the practJCC of further reappraisals of fixed 
asscts in Poland, in conditions a ingle-figure- and st ill falling- inflation is 
fully J ust i fi e d. It i s also necessary to red ue e t he rang e o f rare applied to 

amortization allowances. At present there are 63 such rates, and curting their 
number would greatly contribute to reducing co ts eonnecred with calculating 
amortization allowance for so many differently rated componems of 
compante ' a sets. 

The IMF cxpe11s also propose an introduction of taxes on interesr accrued 
in bank accounts, at the ame time stil! making exempt from income tax 
financ1al profits obtaincd mostly from trading in stoeks and shares. In most 
EU countries there operates asy tern oftaxing intereston deposit accoums of 
pnvate individuałs, thi can ałso take a form of a lump sum arrangemem 
(interest on income from such source), or income from interest accured is 
taxable within the total income (Jacobs and Spengeł 1996, p. 91 ff.). 

o far the EU ha not reachcd an agreemem relating to a unifonn system o
taxmg 1nterc t on bank dep i ts. I think Poland should not rush with accepung 
thc ·olution based on taxing incom<: from bank deposits. lt JS • orth 
rcmembering that the habit of saving money is nor wid spread in Poland. and 
mtroducmg such taxe would rnake it even less attractive. Also among the 
account holders there already exists a feeling that their deposits are already 
taxed, s ince part o f t he deposits i s transferr d to the Nationał Bank of Poland 
in a form of not-earning-in terest obligarary reserves. Their le el is much 
higher than in the EU countries. It also has to be remembered that taxing th 
income from bank dcposits with making income from capital profits tax-free. 
can only strengthen the tendency to abandon bank deposits in favour of other 
form or inve tmg money. 

A repott presented by TMF experts in December 199 draws attention to the 
fac t that the present threshold of lump sum ta ation on registered income at a 
lcvel of 400,000 PL is too high. The report also formulates suggestions as to 
compul ory nature o f lump sum sy tern, for t he period o f at least four years. 

Thc threshold of lump um system, which has been furtber increased in 
l 999. i really to high. but the proposal o f introducing a compulsary lump sum 
y tcm for a period of a few year i s not practical. In thc Polish raxation system, 

a taxpayer can abandon a lump sum taxmion and change in a new year to 

income tax collected on generał principles. The opposite situarion is ais 
po s1blc as long a the condition detenn.ined for the lump sum taxation are 
observcd. One should point out however that the subjcct scope of lump sum 
paymcnt on registered income is seriously limited in Poland, therefore the 
introduction o f a compulsary lump sum arrangement for a period o f a few ycars 
would forcc the taxpayer to eonduet c:ctivitics only within the types of activity 
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~llhJ ~:~L Lo LlliS form uf ta\ation . lt would thcrct'orc contradiet thc- principle of 
fn.:~: ~:hOII:C uf CCOI101111C sphcrc for Cntr prcncurs. 

l he IMF rcpon al · propo cs abolishing in accordance with the decision of 
1: · mcmbcrs which projccts abo!Jshing spccial economic zone cannot result in 
abol1 hing specwl cconomic zone · within Poland. uch a solution remains in 
uccordancc \\·ith thc decL 1011 of E mcmbcrs \\ h1ch projects abolishing special 
ccoJHll1liC zones b~ thc ) ~:ar 2002. Abolishing special economic zones cannor 
rcsuh 111 abo!J h1ng cxcmp11on · and tax relief obtamed earlicr by the inve.tors. 
l he con~c .·. 1ono.; granl\:d l'ar!Jcr ha n· to be rcspected until the p0111t of expi1y. 

l he non-changcabJ!It)' or ta:< la\\'S in short periods is standard for El' 
countm:s. Thc reform o!' thc Poli h sy rem of raxa tion should nor mean 
Jll'rmancnt change 111 ta\. la\\' as happens at pre cm rn :-o lutJon once
at.:c~:pted should rcman1 111 f'orcc for at lcast a fcw years. Thc Ie cl nf ax 
htlllkn ~" an m1ponam parameter ot cconomic caiculus and rh 1r frequenr 
~· hangc~ mtroducl' unccna1nty a" to t he cffccll\'cne sof thc dccision taken. 

But 111 t he ) ca rs l 99:1 199<' thc incomc tax law for individuals was changcd 
31 11111c ~ 1ncomc la.\ la\\'s for l egał cntities wcrc changed 39 limes, and during 
t'our ycars ( 1994- 1 99~) t he law regarding tax on goods and service and excise 
ta\ \\as changed 16 ltmc .. 

l a~ rl'fom1s al n ha \'l: to en. ure equal trcatmem of all economic subjecr by 
la\ authunlic ·. nfonunatcly apart fi·om tax relief :md all wances, of a 
... ystcmatic nmurc, wx la\\ s also allow applying prcfcrentia l trcatment on merit. 
.\ C<.: lll'(.illlg lO :Jrtlclc l-l* 1.2 nr t he ta :< law. Thc mimster or finance attempts to 

cn ... ur~: t he u ni form a pplkat ion or ta xa tion lu w s. On t he othcr hand, on the basiS 
nt' art1ck 22 ~l o l' thL' amc At:l, and al o on lhc basi. of thc earl ier decree on 
la.\ ob!Jgat1ons, thc Min1st~:r oJ' Finance can order the suspcns1011 of fixing tax 
n hl 1gatJon · and collccLJons or tax s 111 c a c justi lic d by public intcrest o f the 
Important intcrcst of tax paycrs,. In practtcc, in the ycars 1995-199 , the 
~lln1stcr rccommcndcd in O\·cr 'O ·a es tha t thc rax orfice does not collect taxcs 
t'rom pccific wxpaycrs. Those rulmgs werc followcd by the respcctivc organs, 
and as a re ult 60(.) mlllions PL l in wxes was not collecrcd. And so rhe relief 
.111Li s oi'meri t \\·crl' appl1ed in those ca es con tradicling rhe principle ofequality 
oJ' eompanies bclorc the la\\. l t is worth pointmg ou t thc extremely imprecise 
\\ording or tht: dc~rcc on ~uspcnsion uf' tax collecting in casc justilied by 
pubile mtcrc-t. The conecpt t r public intcre t i very extensivc and not very 
pn:cisc and crcates a typica l loopholc for mcrit based deci sions. 

Tht.: reform of thc Poli h tax. ystcm ha to movc towards a implification an 
uniformization or scvcral legat acts. ln income tax of individuals alonc, therc 
l'Xi ·t at prcscnt a many as 115 cxcmptions included in variou dccrecs and 
n:gulauons. Thc numbt.: r ot' lega! acts detcrmining the taxations system is too 
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largc. In all kinds o f taxation the regulations constitute nly a smart part of the 
ex1sting legał act . For example in the ca e in incomc tax of individuals aparr 
from thc rclcvant decree, ther ar also in [orce recommendations from several 
other Act . likc trade union r rc latcd to handicapped people. Apart from these, 
the func tiomng o f thi tax i regulated by 13 rulings of the Ministry of Finance 
and 19 rul ings o f the Govemment and the Ministry ofFinance. 

Revcnuc from income ta can be a significant source of enriching !ocal 
linancml budget . c erth !es thcre should be created such a ystem in hi h 
local auth ritics wou ld be imercstcd in increasing this revenue through creating 
ond1tion for establi hing ne\ companies and new jobs. However m th1 

·1tuation whcn thc hare of l cal authorities in the income tax revenue 1 mali 
( 1% o f the rcvcnuc will be directcd to !ocal budgets), i t is hard to imaginc that 
n could motivatc uch ac tivities. Ifthe own re enue ofthe counties (p wiat) th 
cxpenditurc of which is dccided by the locd authority will constitute only 4% 
o f thc generał revcnue, and the rcmaining 96% of income received via sub idi s 
and fundi ng from the centra l budget will be decided by the Ministry. it v uld he 
hard to spcak o f scll:.government at thc level o f thc countic (powiat). u h r f m1 

coultl be descnbetl only as a paper refonn becau e in real tcrms i t mean going back 
l y atleast 20 year lo the ccntralizcd sy tern offinancing thc public scctor. 
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