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Preface

This book presents the results of Polish-Ukrainian scientific cooperation. It conta-
ins the papers prepared for the 10th international conference “Quantitative Methods
in Accounting and Finance”. Accounting and finance face nowadays many challen-
ges. They require both an international and local approach, they need to be conside-
red from the theoretical and practical point of view, and they also encourage general
and specific analysis.

Support from quantitative methods is needed in order to discover, implement and
verify new finance and accounting trends, methods and instruments. The research
papers which are part of this book present different aspects of accounting and finance
combined with a quantitative, in particular Econometric, approach.

Some of the papers focus on methodology of measurement, estimation and
forecasting of financial phenomena, especially those related to investment processes.
Others address specific problems of accounting such as accounting solutions
for different branches, legal issues of accounting, responsibility and reporting.
An alternative approach was also undertaken and the roles of a narrative and culture
in accounting were presented.

The variety of papers selected for this issue ensures the complexity of the book.
It provides theoretical as well as empirical material which can be used in further
research and in business practice, particularly in accounting and finance. We hope
that the content of the book provides a starting point for scientific discussion and
practical changes.

Marta Nowak
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Summary: The aim of this article is to present and analyze some problems related to the de-
termination of tax costs. Tax expense is determined under the procedure as a result of the tax
bill. Elements of the account are tax revenues and taxation costs. The way they are set is de-
termined by the actual course of economic events and the content of tax legislation. Taxpayers
expect that the legal standards will be formulated so that it will be possible to clarify disputes
as to the manner of conduct on tax returns. However, the complexity of economic phenomena
results in virtually no possibility of their accurate normalization. In addition, the legislator
introduces regulations that have an impact on the taxpayer by making economic decisions.
The circumstances also affect regulations for determining the costs. They contain a number of
limitations to the recognition of costs. At the same time in provisions there is some freedom
to determine the costs. This implies the need for the taxpayer proper procedures spreadsheets.
They will allow to reduce tax risk and tax optimization.

Keywords: income tax, income account, tax costs.

Streszczenie: Celem artykutu jest przedstawienie i analiza wybranych problemoéw zwigza-
nych z ustalaniem kosztow podatkowych. Koszty podatkowe ustala si¢ w ramach procedury
rachunku wyniku podatkowego. Elementami rachunku sa podatkowe przychody oraz podat-
kowe koszty. Sposob ich ustalania determinowany jest rzeczywistym przebiegiem zdarzen
gospodarczych oraz trescig przepisow podatkowych. Podatnicy oczekuja, ze normy prawne
zostang tak sformulowane, ze mozliwe bedzie jednoznaczne rozstrzyganie co do sposobu
postepowania w rozliczeniu podatkowym. Jednak ztozonos$¢ zjawisk gospodarczych skut-
kuje praktycznie brakiem mozliwosci ich doktadnego unormowania. Ponadto ustawodawca
wprowadza regulacje, ktore maja oddzialywac na podejmowanie przez podatnika decyzji go-
spodarczych. Przedstawione okolicznosci wptywaja m.in. na regulacje dotyczace ustalania
kosztow. Zawieraja one wiele ograniczen dotyczacych uznawania kosztow. Jednoczesnie
z przepisOw wynika pewna swoboda ustalania kosztow. Oznacza to konieczno$¢ stosowania
przez podatnika wiasciwych procedur kalkulacyjnych. Pozwola one na ograniczenie ryzyka
podatkowego oraz optymalizacj¢ podatkowa.

Stowa kluczowe: podatek dochodowy, rachunek dochodu, koszty podatkowe.
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1. Introduction

The financial result is charged with an income tax. The way of its settlement depends
on the form of the income tax. Given the manner of determining the amount of
tax liability, there is a flat-rate income tax and income tax on general principles.
A characteristic trait of flat-rate forms is setting income tax without taking into
consideration the amount generated as a result of professional activity. A characteristic
feature of the flat-rate taxation is therefore the lack of the problem of determining
the outcome of the activity, because the result is not taken into consideration in the
settlement of the tax.

The basic form of charging the financial result is taxation on general principles.
The essence of the tax structure is determining its amount by taking into account the
result of the tax, therefore the income or tax loss. Income (tax loss) is a tax measure of
the effects of activity, which determines the level of the charge. The tax on a general
basis is calculated from the base, which is income minus deductions from the income.
The tax rate may be either proportional or progressive. The tax may be addi-tionally
reduced by tax deductions.

The individual elements of the structure of income tax on general terms are
defined in the relevant tax regulations. The Polish tax system has different formulas
for determining the income tax from the results of economic activity. The legislator
differentiates between tax results for taxpayers who are individuals [Ustawa z dnia
26 lipca 1991 1. ...] and for other taxpayers, and therefore legal persons [Ustawa z dnia
15 lutego 1992 1. ...] and other entities without legal personality. The differences relate
to tax rates, the extent of deductions from income and tax. The common element in
the various forms of tax is the tax result.

According to art. 7 of the law on income tax from legal persons and art. 9 of the
law on income tax from individuals, income is the sum of the excess of revenues
over costs of obtaining them achieved during the fiscal year. If the acquisition costs
exceed the amount of income, the difference is a loss. Income (tax loss) of a business
is determined only by taking into account the revenues and expenses related to these
activities. In the procedure of determining the tax, one should calculate the amount of
tax revenues and tax costs taking into account their respective elements [Olchowicz
2009]. The legislation defines the three elements of the bill as a result of the tax.
First, it defines the nature and types of income and tax costs, it indicates the events
and situations that cause an increase or decrease in income or tax loss. Second, it
determines the rules of valuation and income tax expenses. Thirdly, it refers to the
recognition of revenues and tax costs, i.e. their inclusion in the appropriate months
and years of settlement.

The aim of this article is to present and analyze the procedures for determining the
costs of taxes. The article presents various problem areas related to the determination
of costs. The main problem is the indication of the range of costs included in the tax.
It is therefore necessary to separate the costs recognized in the income tax and costs
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excluded. Another important problem is the calculation of tax expenses which are
included in the income tax result in a given period.

2. Costs and organization of a tax bill

The essence of the tax bill result is correct, and thus compliant with the rules
determining the scope, amount and time of obtaining or withholding of tax revenues
and tax costs of obtaining them. The tax result is calculated for a specific period. For
the settlement of advance payments on a monthly or quarterly basis, the results are
calculated YTD. However, in order to make the annual tax settlement, there is settled
a fixed income or tax loss for the year. The amount of the tax result is determined by
the amount attributable to the period of revenues and tax costs.

The amount of income or tax loss depends on the extent of the revenues and
expenses taken into account, the manner of their valuation and the moment of
recognition in the income statement. In the income tax result, there should be taken
into account only those events that are relevant for tax purposes. These events should
be valued according to the rules contained in the tax laws. The period which takes
into account the identified and valued event also follows the rules.

In the case of bookkeeping, the tax result is usually based on the financial result.
Financial results presented in financial reporting reflect, on the one hand, the course
of economic events, and on the other hand the accepted accounting principles. These
principles and their application may be identical in accounting law and tax or different
in either of the two regulations [Litwinczuk (ed.) 2013]. Differentiation of the adopted
policies and methods of their use stems from the different objectives of the regulation.
The aim of establishing the financial result (according to the balance sheet law) is
the accurate and reliable representation of the results of operations. The rules for
determining the tax result have been determined by taking into account the fiscal
taxation and additional economic and social objectives pursued by the tax regulations.

Tax costs are determined in the context of a specific procedure which can be
described as deductible costs [Poszwa 2009]. The object of the bill is only the cost
of the tax, which, to distinguish it from the accounting cost, is defined as the cost
of revenues. The effect of the bill should be the correct amount of costs incurred in
a specific period and costs included in the income statement tax. These costs are
deductible in a given period. For the correct determination of the moment of cost
deduction in the tax bill it is necessary to establish the eligibility of costs by the relevant
sections, and their relation to expenditure on payment for the purchased assets and
services. As in the case of revenue, the amount of the costs of tax stems from both the
actual course of economic events and from the free, to a certain extent, assessment of
these events, by the taxable person within the framework of the existing legislation.
A precise and unambiguous reflection of the economic reality is not possible, which
means the necessity for the acceptance of tax risk.
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The method of calculating the tax cost is closely linked to the form of records. For
the purpose of further consideration, it is assumed that the taxpayer keeps accounting
records. The method of determining the tax costs according to the laws on income tax
from legal entities and individuals is identical. The procedure for determining the costs
of obtaining revenue includes the following consecutive steps. First, it is necessary
to identify the tax cost, i.e. indicate which costs included in the accounting books
are included in the cost of revenues. Second, it is necessary to conduct a valuation
and determination of the timing of the recognition of costs. This involves calculating
the deductible costs and determining the moment of incurring the cost of the tax and
the indication for which the billing period (month, quarter, or year) costs should be
included in the bill, i.e. deducted.

The basic problem is to identify the scope of the tax costs. The income tax takes
into account only those costs which meet certain conditions. Another problem is to
determine the amount of costs which are deducted from the taxable income within
the period in question.

3. Problems of identifying tax costs

Identification of the cost of the tax is carried out by taking into account the definition
of deductible costs (art. 15 paragraph 1 of the law on income tax from legal persons
and art. 22 paragraph 1 of the law on income tax from individuals) and the catalog
of exemptions from the tax costs (art 16 of the law on income tax from legal persons
and art. 23 of the law on income tax from individuals). According to the tax laws,
tax deductible costs are the costs incurred to generate revenue or preserve or secure
sources of income with the exception of costs excluded from the tax bill. Tax costs
can therefore include only accounting costs which fulfill certain conditions.

The main condition is the actual incurred expense recognized in the accounting
books. Not included in the income tax are the expenses considered to be reserves
or accruals. The basis for recognition of the cost incurred is its documentation and
registration [Nykiel, Marianski (eds.) 2015]. The main condition of the recognition
of the cost is its actual occurrence. This means that it requires the charge of the
property of the taxpayer, and no other entity. In addition, for intangible services,
the tax authorities expect to be shown that such services were actually provided.
Presentation of an invoice or contract may not be sufficient evidence of “incurred”
costs [Kosakowski 2015].

Another condition for the recognition of the costs incurred to the cost of revenue
is its relationship to the business activity (the cost must be incurred in order to achieve
income or preserve or secure sources of income). The tax bill cannot take into account
the costs that relate to income exempt from taxation (e.g. the cost of agricultural
activity). The estimation of the connection of cost to the business has to some extent
a discretionary nature and often will cause doubts in interpretation. The burden of proof
rests not only on the taxpayer, but also for the tax authorities, which should seek to



170 Michat Poszwa

establish the actual facts (i.e. the principle of objective truth). The tax authorities have
the right to assess the connection between the cost and the business (e.g. assessment of
whether the phone is used exclusively for business purposes). In some situations, the
assessment will also pertain to the validity and reasonableness of cost (e.g. assessment
of the “reasonableness” of the purchase of an “expensive” car).

Costs regarded as desirable, and therefore linked to the operation of a business,
are tested for their presence in the registry of costs excluded. Deductible costs are
included in those “deliberate” costs which are not excluded [Marciniuk (ed.) 2016].
Costs excluded are those that are related to the business, but arbitrarily are not included
in the tax bill. The list of expenses includes positions which do not cause doubts
regarding their interpretation (e.g. administrative penalties), as well as items whose
interpretation is ambiguous (e.g. the costs of representation which are not defined
for tax purposes, thin capitalization) [Kukulski 2006]. Deductible expenses therefore
include costs considered to be related to the business (fulfill the positive condition),
which also are not exempt from the tax bill (do not meet the negative condition).

Tax costs are thus only those costs which meet the positive conditions (they have
been incurred and are purposeful) and which do not fulfill the negative condition (are
not excluded from the tax).

4. Problems of deducting tax expenses

Tax costs are included in the income tax in the corresponding period. It is therefore
necessary to perform a valuation of the costs for a given month, quarter and year.
Valuation includes both the activity measuring the cost of tax and determining the
amount of the deductible costs in a given period. Measuring the cost of obtaining
revenue happens on the basis of the source documents, and in the case of fixed
assets and intangible assets, by taking into account the detailed arrangements for tax
depreciation. The amount of tax deductions is determined within the limits of laws
without regard to actual consumption. Determining deductible costs means the need
for settlement of tax costs carrying out the calculation of the tax base of products,
services and goods. The tax legislation lacks specific regulations concerning
the accounting and calculation of taxing costs [Matecki, Mazurkiewicz 2015].
The analysis of interpretations by the tax authorities shows that in the absence of
regulations it is necessary to apply the principles adopted in the accounting policy
of the entity. Settlements and calculations of tax expenses are closely related to the
determination of the moment of deducting tax expenses.

Determination of the moment of recognition of the cost in the income tax is an
essential element of the procedure for determining the tax costs. For the correctness
of the bill, it is essential to first isolate the moment of incurring tax cost and then the
moment of deducting the tax cost.

Correct establishment of the moment of the incurred cost determines the period
of recognition of the cost as tax-bound. Deductible expenses may include only the
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costs incurred. For the taxpayers who keep accounting books, the day of the cost
incurred is the date when the cost has been added to the books based on the received
invoice (bill) or the recognition date of the cost on the basis of other evidence in the
absence of an invoice (bill), with the exception of provisions and accruals. To obtain
recognition for the cost incurred, it is necessary to obtain an invoice (bill), if the
transaction is documented with an invoice (bill). Another proof of incurring the cost
can only be used in cases where it is not possible to use an invoice. It is also dubious
whether the condition for recognition of costs incurred should be the costs’ registration
in the books in any account (such an interpretation follows from the regulations) or
the cost account (such understanding of the provision is used in some NSA verdicts)
[Kosakowski 2015].

The moment of incurring the tax cost is determined on an accrual basis. The
condition for the recognition of the cost incurred is not the expenditure itself but the
“recognition of the expense in the books.” However, one should take into account
the specific legislations. Some costs are recognized as incurred on a cash basis.
Exceptions to the accrual basis include in particular the costs of salaries, social security
contributions and other interests transferred to the Social Insurance Institution.

The costs incurred are deducted in the income tax result. In order to determine
the deductible cost in a given period (e.g. a year) there should be two groups of costs
incurred, namely the costs directly related to revenues and costs other than those
directly related to income (expenses indirectly related to revenues).

Costs that are directly and indirectly related to the revenues are not defined in
the tax regulations. It can be assumed that the costs directly related to revenues are
deductible costs relating to products, services, goods and other assets which are the
subject of sales (from which there are obtained tax revenues). Simply put, these are
therefore the costs (taxes) of producing goods and services covered by the activities
of the entity [Walinska et al. 2014]. All other tax costs, including those that cannot be
allocated to products, services, etc. are tax expenses indirectly related to the revenues.

The purpose of separating deductible costs directly and indirectly related to the
revenues is to determine the date of their deductions, and therefore their inclusion in
the income statement tax [Kudert, Jamrozy 2013]. Incremental costs directly related to
revenues are deducted in the period of obtaining the corresponding revenue. Therefore,
costs for services sold in 2016 will be deducted from these revenues in 2016. However,
if the costs were incurred in the following year, but before submitting the annual tax
return, they would also be deducted in the year of reaching one’s income (and therefore
in the year preceding the year in which they were incurred). Incurring the cost after
the date of filing the annual tax return results in them being deducted in the year they
were incurred (i.e. after obtaining the revenues).

The tax costs incurred, indirectly related to the revenues, are deducted in the period
when they are incurred (and therefore recognized in the books). The costs indirectly
related to the revenues need to extract those that have been paid in advance and relate to
the period of over one year. These costs are subject to mandatory periodic settlements
proportionally to the length of the period to which they relate.
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Tax costs included in the income tax in a given period are mostly running costs
and thus the costs incurred during this period. However, there are possible situations
when deductible costs were incurred in previous periods. This means having to include
the cost shifts in the tax bill. This also means striving to include these costs in the
periods to which they relate, regardless of the period in which they were incurred.

5. Conclusion

In the procedure of the costs of obtaining revenues it is necessary to distinguish two
basic steps. In the first stage, it is determined that the costs included in the book
are tax deductible costs. Qualification of expenses for taxation is based on clear
evidence, as well as a discretionary basis based on a subjective assessment of the
economic processes and the interpretation of the rules. The costs included in the tax
are then included into one of two groups (the costs directly and indirectly related
to revenues). The result of this division is to determine the amount of costs that are
deducted in a given period, and those that will be deducted in the income tax result
in the future.

Each stage of determining tax costs faces specific problems. At the stage of
identifying the cost, the taxpayer must demonstrate that the expense was actually
incurred and what was its relation to the profile of the business. In a number of
situations the objective demonstration of the existence of such a relation is difficult. In
addition, the taxpayer has to decide whether the costs incurred belong to the category
of costs excluded. Such decisions are, to some extent, subjective.

At the stage of determining deductible costs there is a basic problem of qualifying
costs into those directly related to income and those indirectly related to the income.
To a certain degree, the qualification of the tax cost is carried out arbitrarily. It is
therefore necessary to develop adequate criteria for assigning costs. The consequence
of these decisions will be the earlier or later presentation of income.

Tax costs undoubtedly represent a source of tax risk. This stems from the fact that
establishing costs is, to some extent, subjective. The evaluation by the taxpayer may
differ from the assessment of the tax authorities. The development and application
of procedures concerning tax costs helps minimize this risk.
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