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The article examines the legal and practical
aspects of tax law for entrepreneurs in Poland
and the European Union, focusing on recent
legislative trends affecting small and medium-
sized enterprises (SMEs). Drawing on
classical economic principles and the Polish
constitutional framework, the author outlines
the foundations of the Polish tax system,
emphasizing the complexity of tax obligations
faced by entrepreneurs, especially in the context
of income and social security laws. The paper
details various forms of business organization
and their tax consequences, including personal
(unincorporated) and capital (incorporated)
entities, with particular attention to the issues
of liability, double taxation, and the flexibility to
switch between different tax schemes. Special
consideration is given to recent innovations
such as the Estonian CIT model, which allows
for deferred corporate income tax, and policies
enabling unregistered business activity for micro-
entrepreneurs, thereby lowering administrative
barriers.

The study analyzes the impact of anti-tax
avoidance rules (notably GAAR) and compliance
mechanisms, such as digital tax reporting and
the Standard Audit File for Tax (JPK), arguing
that while these contribute to a modernized and
more transparent tax regime, they also increase
the administrative burden on SMES. The practical
implications of frequent legal amendments,
especially for partnership  structures, are
discussed, as are the limitations of recent
reforms, such as the abolition relief cap and
extended CIT liability. Comparative perspectives
are introduced, highlighting differences between
Poland and other EU countries, where simplicity,
transparency, and legal certainty tend to prevail.
The article concludes by emphasizing the
need for ongoing tax simplification, enhanced
digitalization, more progressive social insurance
models, and better coordination with EU law
to improve the entrepreneurial climate and
competitiveness of Polish SMES.
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Y cmammi aHani3ytomsCsi npasosi ma rpak-
MUYHi acnekmu nodamkosoz2o rnpasa 0s1s1 nio-
npuemyis y Mosbwi ma €sponelickkomy Cotosi,
3 0C006/1UBUM aKUEHMOM Ha Cy4acHi 3aKkoHoO0asui
meHAeHyji, Wo BrauBarms Ha Masli ma cepeoHi

nidnpuemcmsa (MCIT). Criuparoyucb Ha Kna-
CUYHI EKOHOMIYHI MPUHYUMU ma KoHemumyuyitiHi
3acadu [llonbWj, asmop OKPECAE Mi0BalUHU
10/1bCLKOI 100AMKOB0I cucmeMU, MiOKPEC/IOHU
CK/1a0HICMb M0OamKOBUX 30008’i3aHb, 3 KUMU
cMuKaromsCs MorpueMyj, 0Cob/1UB0 B KOHMEK-
CMi 3aKOHIB NPOo ornodamkysaHHs1 0X00i8 i coyj-
a/1bHO20 CmpaxysaHHsl. Y pobomi demariizy-
0mMbCs1 Pi3Hi hopmu opeaHizayjii 6isHecy ma ixHi
100amKoBi HaC/ioKU, BK/IIOYaKYU MNEPCOHasIbHI
(HeiHkoprioposaHi) U kopropamusHi (iHkoprio-
posaHi) cmpykKmypu, 3 0CO6/IUBOK yBa20l0 00
numaHe  Biornosida/ibHoCMI, M00BIUHO20  Or1o-
0amkyBaHHs ma. 2Hy4Kocmi rnepexooy MiX pi3-
HuMU nodamkosumu cxemamu. OKpeMo po3e/isi-
0arombCsi Cy4acHi iHHoBauji, maki siK eCIMOHCbKa
MoOe/ib nodamky Ha rpubymok, Wo 003B80/1sIE
BiOK/1IaCMU cri/iamy KopropamusHO20 ro0amky
Ha rpubymok, @ makoxX Mo/limuKu, siKi 0arome
3mo2y MIKpOMIONpUEMUSIM BECMU He3apeecmpo-
BaHy 20Cro0apChKy Oisi/IbHICMb, MAaKUM YUHOM
3HUWXYHOHU aOMiHicmpamusHi 6ap’epul.

Y OocridkeHHi rpoaHasi3osaHo Br/IUB npa-
BU/1 MPOMUAIT yXU/IEHHIO BIO cri/iamu nooamkis
(3okpema, GAAR) U MexaHi3mis 00mMpUMaHHSI
100amKoB020 3aKOHO0asCmsa, $IK-0m  eJiek-
MPOHHa 38IMHICMb Ma cmaHoapmHull esnek-
mpoHRul ayoum-chalin onsi nodamkis (JPK).
ABmOp cmBepoXye, Wo, Monpu ModepHizayjro i
iGBULLEHHS MPO30POCMI 00amK0OB0O20 PEXUMY,
yi Hosayji BOOHoYac roknadaroms 0o0amkosuli
aominicmpamusHuli mseap Ha MCI1. Okpec-
JIEHO MPaKMUYHI HaCIOKU Yacmux 3MiH 3aKOHO-
0ascmaa, 30kpema 07157 MapmHeEPCMB, & MaKoX
06MeXeHHs1 HewjooasHiX peghopM, makux siK
BCMAaHOB/IEHHS1 JliMImy Ha rnodamkosi riibau U
PO3WUpPEHHST 30608's13aHb 3 MO0AMKY Ha rMpuby-
mok nidrpuemcms. [pedcmas/ieHo MopiBHS/Tb-
Hull aHasi3, 30Kpema BIOMIHHOCMI MiX [Tosbuyero
ma iHwumu KpaiHamu €C, de yacmiwe rpesa-
JI0IMb  IpOCcmoma, Npo3sopicmb | npasosa
BU3Ha4YEHICMb. Y BUCHOBKaX MIOKPEC/IEMbCS
HeOobXiOHICMb M00a/TbW020 CrPOWeHHs rnodam-
KiB, po3wupeHHs1 yughposisayji, 3acmocysaHHsi
6i/lbl  npo2pecusHUX Modesnell  coyjiaslbHo20
cmpaxysaHHsl ma Kpawjoi koopouHauil 3 npa-
B80M EC 3a0/15 NoKpaweHHs1 MionpuUeEMHULbKO20
K/iMamy ma KOHKYPeHMOCTPOMOXHOCMI 110/1b-
cbKux MCIT.

KntouoBi cnoBa: masii ma cepedHi rniornpuem-
cmsa (MCII), onodamkysaHHsi 00X00i8, yXu-
JIEHHS1 BIO Cri/iamu rodamkis i KOMI/IaEHc, npa-
808 ¢hopmu 6i3HECY, 2apMOHI3ayis noodamkis
y €C, admiHicmpamusHul msizap

A fundamental principle of the Polish tax sys-
tem Tax Law in Poland for the Small and Medium-
sized Enterprise Sector, in line with the economic
doctrines of Western free-market economies, is
the concept articulated over 240 years ago by
Adam Smith in his seminal work An Inquiry into
the Nature and Causes of the Wealth of Nations.
This concept encompasses the following princi-
ples: precise definition of the tax; convenience
for the taxpayer; low cost of tax collection.

It should be noted at the outset that one of
these principles is not fully consistent with Polish
tax regulations — namely, the principle of tax neu-
trality is violated in cases involving the taxation of
various types of business income. However, the
remaining principles are generally respected by
lawmakers and tax policy institutions. Regardless
of the perceived complexity of the Polish tax sys-
tem, the original principles remain relevant. The
tax system should be comprehensible to the tax-
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payer and perceived as a legitimate cost of con-
ducting business activities.

As with all other economic entities, small entre-
preneurs in Poland are subject to a statutory obli-
gation to pay taxes. This obligation is grounded
in the Constitution of the Republic of Poland,
Article 84, adopted on April 2, 1997, which states:
“Everyone shall comply with their responsibili-
ties to bear public burdens and benefits, includ-
ing taxes, as specified by statute”. Furthermore,
Article 217 of the Constitution stipulates: “The
imposition of taxes and other public levies, the
specification of taxpayers, the subject of taxa-
tion, tax rates, and the principles of exemptions,
remissions, and tax reliefs shall be determined
by statute”. However, the Constitution does not
define the term “tax”.

According to Article 6 of the Tax Ordinance
Act, a tax is defined as a public-law, gratuitous,
compulsory, and non-refundable monetary ben-
efit paid to the State Treasury, a voivodeship,
county, or municipality, arising from a tax statute.
Taxes constitute a primary source of revenue for
the State Treasury and serve several functions
beyond income redistribution and economic reg-
ulation. For example, they may act as incentives
for business creation or foreign direct investment.
In Polish law, taxes are characterised by their gra-
tuitous nature, obligatory payment, universality,
and irrecoverability.

Although this study focuses on the tax burden
borne by small businesses, it is important to note
that these entities are also subject to other man-
datory contributions, particularly those related to
the social security system (ZUS). These include
contributions to social insurance, health insur-
ance, the Labour Fund, the Guaranteed Employee
BenefitsFund, the State Fundforthe Rehabilitation
of Disabled Persons, and the Company Social
Benefits Fund. The level of these non-tax bur-
dens often affects the profitability of business
operations, especially when hiring employees.

According to the constitutional principles
of the Polish state, taxes are governed by spe-
cific tax statutes. These statutes regulate taxes,
fees, and non-tax budgetary dues, and define
the taxpayer, the taxable object, the moment
the tax obligation arises, the tax base, tax rates,
and the rights and obligations of tax authorities,
taxpayers, payers, and collectors, including
their legal successors and third parties. “Tax law
provisions” include the regulations of tax stat-
utes, provisions of ratified international treaties
on the avoidance of double taxation, and other
ratified international agreements concerning
taxation, as well as executive acts issued under
tax statutes, following the currently binding Tax
Ordinance Act of August 29, 1997.
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The table below illustrates the so-called Tax
Legislation Package in Poland. This includes
laws regulating taxes, fees, and non-tax budget-
ary dues, specifying the taxpayer, taxable object,
timing of the tax obligation, tax base, tax rates,
and the rights and obligations of tax authorities,
taxpayers, payers, and collectors, including legal
successors and third parties. As evident from the
summary, each statute governs a specific type of
tax (Chart 1).

Income Tax and Anti-Avoidance Policy for
Small and Medium Enterprises in Poland: Legal
Overview and Evaluation. Income tax is the fun-
damental fiscal obligation imposed on all entre-
preneurs upon the generation of income. It also
constitutes the core tax burden for small busi-
nesses. According to Polish legislation, the term
“tax” encompasses not only the principal liability
but also: a) tax prepayments, b) tax intallments
(if permitted by tax law), c) fees and other non-
tax budgetary liabilities.

The amount of income tax owed is deter-
mined by the chosen form of taxation, selected
at the commencement of business operations.
For small enterprises, the selection of a specific
tax form, such as the tax card system (PIT-16), is
submitted alongside the application for registra-
tion in the Central Registration and Information on
Business (CEIDG). Alternatively, entrepreneurs
must notify the tax office within 20 days of the end
of the month in which income was first generated,
or by the end of December if income was realised
in that month. Identical procedures apply to tax
card-based taxation.

It is important to note that income taxation
within the SME sector in Poland, much like in
other EU member states, is accompanied by
increasingly robust anti-tax evasion mecha-
nisms. The Polish government has undertaken a
proactive role in educating taxpayers about their
responsibilities. Initiatives include the introduc-
tion of domestic reverse charge mechanisms,
joint liability for the purchase of sensitive goods,
split payment systems, VAT sanctions, deregis-
tration of VAT taxpayers without prior notification,
the Standard Audit File for Tax (JPK), and the STIR
system (teleinformatics clearing house system).
These measures are largely designed to close the
so-called “VAT gap”.

Additionally, the government seeks to
limit income tax optimisation strategies often
employed by SMEs through legislative meas-
ures. These include fiscal obligations that serve
as administrative penalties for the abuse of legal
loopholes, as well as the introduction of a General
Anti-Avoidance Rule (GAAR), discussed in this
paper. Economic crimes, especially those related
to tax fraud, are prosecuted vigorously. The issu-
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Chart 1
Tax Legislation Package of the Republic of Poland
Tax Statute Type of Tax
Act on Goods and Services Tax (Journal of Laws 2020, item 106) Value Added Tax (VAT)
Act on Excise Duty (Journal of Laws 2020, item 722) Excise Duty

Personal Income Tax Act (Journal of Laws 2020, item 1426)

Personal Income Tax

Corporate Income Tax Act (Journal of Laws 2020, item 1406)

Corporate Income Tax

Act on Lump-Sum Income Tax on Certain Revenues Earned by
Individuals (Journal of Laws 2020, item 1905)

Tax card, lump-sum tax on
recorded revenues, lump-sum
income tax on revenues of clergy
members

Gambling Act (Journal of Laws 2020, item 2094)

Gambling Tax

Tonnage Tax Act (Journal of Laws 2020, item 1443)

Tonnage Tax

Inheritance and Donation Tax Act (Journal of Laws 2019, item 1813)

Inheritance and Donation Tax

Agricultural Tax Act (Journal of Laws 2020, item 333)

Agricultural Tax

Forestry Tax Act (Journal of Laws 2019, item 888)

Forestry Tax

Civil Law Transactions Tax Act (Journal of Laws 2020, item 815)

Civil Law Transactions Tax

Local Taxes and Charges Act (Journal of Laws 2019, item 1170)

Real Estate Tax,
Transport Vehicle Tax

Act on Tax on the Extraction of Certain Minerals (Journal of Laws

Tax on the Extraction of Copper

2020, item 452) and Silver
Act on Tax on Certain Financial Institutions (Journal of Laws 2019, Tax on Certain Financial
item 1836) Institutions

Act on Retail Sales Tax (Journal of Laws 2019, item 1433)

Retail Sales Tax

Act on Special Hydrocarbon Tax (Journal of Laws 2018, item 2269)

Special Hydrocarbon Tax

ance of false invoices can result in imprisonment
for up to 25 years, while the admission of tainted
evidence in criminal proceedings may lead to
asset confiscation or state-imposed manage-
ment of a company.

Legislators also exhibit sensitivity to the eco-
nomic condition of taxpayers. This was particu-
larly evident during the COVID-19 pandemic
(2020-2021), when tax enforcement was relaxed
through economic stimulus packages aimed at
preserving business liquidity and maintaining
employment. Such instances reflect the regula-
tory function of taxation. However, any relaxation
of enforcement should be carefully balanced with
robust legal oversight, as regulatory laxity may
inadvertently encourage economic crime.

Of further interest is the phenomenon of delib-
erate tax avoidance by entrepreneurs in pursuit of
financial gain. Tax benefit is defined as the elim-
ination, postponement, or reduction of tax liabili-
ties, or the artificial creation or inflation of a loss.
This may also include deliberate overpayments
or unjustified claims for tax refunds. On April 19,
2016, the Polish Senate adopted amendments to
the Tax Ordinance Act, introducing the General
Anti-Avoidance Rule (GAAR).

Under this provision, tax authorities may initi-
ate proceedings to assess whether a tax benefit
was obtained in a manner inconsistent with the

purpose and intent of tax legislation. The statute
specifies that any action primarily undertaken to
obtain a tax benefit, where such benefit contra-
dicts the objective of the law, is invalid. Artificial
actions - those that a rational economic actor
would not undertake absent tax motives - are
deemed ineffective. Factors considered include
unjustified splitting of transactions, use of inter-
mediaries without economic rationale, self-can-
celling or offsetting elements, transactions that
restore an initial state, and disproportionate eco-
nomicrisks comparedto non-tax-related benefits.

Tax authorities are authorised to assess out-
comes based on hypothetical scenarios in which
such transactions had not occurred. A notable
feature of Polish tax law, however, is that taxpay-
ers are permitted to amend their tax declarations
after the initiation of proceedings, allowing them
to settle the original tax debt with accrued interest
instead of facing punitive measures.

Finally, under the Polish Entrepreneurs’ Law,
the legislature operates under the principle of
trust in the entrepreneur. This presumption holds
that businesses act lawfully, ethically, and under
good business practices.

Poland’s approach to income taxation for
SMEs is, in theory, grounded in a commitment to
legal clarity, equity, and compliance. The incor-
poration of the GAAR and a suite of technologi-
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cal tools marks a significant modernisation of
tax administration. These initiatives mirror global
best practices in tax governance.

However, the practical complexity of navigating
these regulations may place a disproportionate
burden on small enterprises with limited adminis-
trative capacity. The risk of harsh penalties — even
for procedural errors — can undermine the busi-
ness environment, especially in the absence of
widespread professional tax advisory support for
SMEs. A balance must be struck between closing
tax loopholes and maintaining a supportive, pre-
dictable legal framework that encourages entre-
preneurship.

The legislative flexibility demonstrated during
the pandemic illustrates the system’s potential
responsiveness to macroeconomic shocks. Yet,
ongoing dialogue between policymakers and
SME representatives is necessary to refine and
humanise the tax environment, ensuring it does
not become a barrier to innovation and economic
resilience.

Legal Form and Taxation: Unregistered
Business Activity. The legal form of a business
plays a fundamental role in determining its tax
obligations and the structure of its operations.
Legal forms in Poland can be broadly classified
into two categories: personal (unincorporated)
and capital (incorporated) entities.

Personal forms include: Sole proprietorship
(individual business activity), registered at the
local municipality office; Civil law partnerships
(spytka cywilna); Professional partnerships
(spytka partnerska); Limited partnerships (spytka
komandytowa).

Capital forms, on the other hand, encompass:
Limited liability companies (spytka z ograniczong
odpowiedzialnosciq, sp. z 0.0.); Joint-stock com-
panies (spytka akcyjna).

These are registered with the National Court
Register (Krajowy Rejestr Sgdowy, KRS). Small
entrepreneurs in Poland can operate either as
sole proprietors or through limited liability com-
panies. The choice between these forms carries
significant legal and financial implications, par-
ticularly regarding liability. In sole proprietorships,
the entrepreneur bears unlimited liability with
their shareholder’s assets, while in limited liability
companies, liability is confined to the company's
share capital.

Taxation and Legal Form. The selected legal
form determines the applicable type of income tax:
Personal Income Tax (PIT) is applied to individuals
(sole proprietors and partnerships); Corporate
Income Tax (CIT) applies to legal entities such as
limited liability and joint-stock companies.

In unincorporated forms, taxation is single-
layered — the business income is taxed only once

226 R 45,2025

at the owner’s level. In contrast, incorporated
forms face double taxation — first at the corporate
level and then at the shareholder level (e.g.,
dividends).

Changing the Form of Taxation. Entrep-
reneurs have the right to change their form
of taxation during their business activity.
Beginners typically start with general taxa-
tion rules (progressive PIT rates) and may
later switch to a flat-rate tax as their income
increases. However, because estimating future
income can be difficult at the start, this some-
times leads to higher tax burdens, evident only
during annual tax settlement.

To change the legal or tax form, the entre-
preneur must notify the Central Registration
and Information on Business (CEIDG) using the
CEIDG-1 form. This can be done at the local
municipal office or online.

Deadlines for Changing the Form of Taxation
are very restricted. Depending on the chosen
taxation method, statutory deadlines must be
observed:

1. For switching to the flat-rate tax or lump-sum
taxation on registered income: by the 20th day of
the month following the first revenue-generating
month in the tax year, or by the end of the tax year
if the first revenue occurred in December.

2.For selecting the tax card method: by
January 20 or before commencing business, with
submission of the additional PIT-16 declaration.

3.To opt out of the tax card and switch to
another method, by January 20 of the new tax year.

If a taxpayer starts a business during the tax
year, the chosen tax form applies from the date
of CEIDG registration. If no form is selected or
deadlines are missed, the default method will be
general taxation based on progressive rates.

Amortisation and Tax Form Transitions.
The choice of tax form also affects deprecia-
tion rules. A taxpayer moving from a lump-sum
method to general taxation must maintain a reg-
ister of fixed assets, deducting any prior depre-
ciation calculated under the lump-sum system.
Conversely, under lump-sum taxation, deprecia-
tion is not a deductible expense, so maintaining
an asset register is not required.

Unregistered Economic Activity. Entrepreneurs
who have not conducted business for the last six
months and generate monthly revenue below
50% of the minimum wage may conduct unreg-
istered business activity. They are exempt from
registration, tax reporting, and income tax obli-
gations associated with business activity — unless
the activity requires a license or the individual is
a shareholder in a registered company. In such
cases, tax obligations follow personal income tax
rules, as for any natural person.
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A significant legislative innovation affect-
ing small businesses is the introduction of the
Estonian CIT in 2021, officially referred to as the
“lump-sum tax on income of capital companies”.
Its core principle is to defer corporate income
tax until profits are distributed to shareholders.
The Estonian CIT is chosen for four years, with the
possibility of extension.

Eligibility conditions include: Revenue not
exceeding PLN 100 million; Shareholders must
be natural persons; The company must coo-
perate with at least three unrelated business
entities.

The relationship between legal form and taxa-
tion is critical in shaping the financial strategy of
small enterprises. Entrepreneurs must weigh not
only tax burdens but also legal liability, compli-
ance costs, and growth prospects. The flexibility
in tax form selection allows businesses to adjust
as they grow, but also requires diligent attention
to deadlines and statutory obligations.

The introduction of the Estonian CIT demon-
strates a progressive move towards supporting
business reinvestment and liquidity. However, it
is accompanied by strict criteria, indicating the
government’s cautious approach in balancing tax
incentives with oversight. Meanwhile, the option
for unregistered business activity lowers the entry
barrier for micro-entrepreneurship, promoting
grassroots economic activity without overwhelm-
ing administrative demands.

Overall, the Polish tax system for SMEs is char-
acterised by increasing complexity but also grow-
ing flexibility and targeted relief mechanisms.
Policymakers must continue to simplify compli-
ance and provide clarity to help entrepreneurs
make informed decisions and foster a transpar-
ent tax culture.

Since 2021, Polish tax legislation has under-
gone significant changes affecting the taxation
of partnerships, especially general partnerships
(spytka jawna) and limited partnerships (spytka
komandytowa). These entities, traditionally
taxed at the level of individual partners, may now
become subject to corporate income tax (CIT)
depending on the composition of their sharehold-
ers and the structure of income reporting.

As of January 1, 2021, limited partnerships
became independent taxpayers under the CIT
regime. This reform introduces double taxation
for such partnerships: profits are taxed at the
partnership level, and again when distributed to
individual partners. In contrast, general partner-
ships remain transparent for tax purposes unless
they include legal persons as partners, in which
case, they too may become subject to CIT.

The amendment also introduces a partial tax
exemption for limited partners, allowing a 50%

exemption from income derived from the partner-
ship, up to a cap of PLN 60,000 per annum.

Another significant development is the
restriction of the abolition relief (ulga aboli-
cyjna), introduced under the amendment of
October 28, 2020, and effective as of January
1, 2021. Taxpayers are still permitted to deduct
abolition relief from their income tax; however,
the deduction cannot exceed PLN 1,360 annu-
ally. Originally enacted by the Act of July 25,
2008, the abolition relief aimed to mitigate the
effects of the proportional deduction method by
equating its outcome with the more favourable
exemption with progression method. The relief
applies to foreign income, including employ-
ment, personal services, copyright income, and
business activity. Additionally, the 2021 amend-
ment enhanced consumer protection for sole
proprietors. Entrepreneurs operating under indi-
vidual business activity who purchase goods or
services not directly related to their business
(even if invoiced) are now treated as consumers.
Consequently, they benefit from the protections
under Article 385 of the Civil Code and Article
38a of the Consumer Rights Act.

The 2021 tax reforms introduced a more
complex and restrictive framework for small
business owners, particularly those operating
in partnership structures. While the extension
of CIT liability to partnerships may be justified
on grounds of tax transparency and anti-abuse
measures, it has drawn criticism for increasing
compliance costs and discouraging the use
of partnerships as a flexible business model.
In effect, entrepreneurs who selected these
forms for operational simplicity now face com-
parable tax burdens to corporations, but with-
out the accompanying legal benefits, such as
limited liability. The reduction of abolition relief
also represents a significant policy shift. While
the cap on deductions may be seen as part of
a broader strategy to align domestic and inter-
national tax treatment, it disproportionately
affects Polish tax residents employed abroad.
Critics argue that this change undermines fair-
ness for expatriate workers, especially those in
lower-income brackets.

From a comparative perspective, Poland’s
tax system has become increasingly complex
and rule-bound, particularly for small and medi-
um-sized enterprises (SMEs). Countries such as
Estonia or Ireland, often lauded for their entre-
preneur-friendly tax codes, emphasise simplicity,
deferred taxation, and low compliance barriers -
all areas where Polish legislation still lags. Despite
recent attempts to modernise the tax code (e.g.,
through the Estonian CIT model), the coexistence
of multiple overlapping tax regimes and frequent
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legal amendments creates uncertainty and hin-
ders long-term planning for businesses.

Other scholars, such as Gajewski (2022),
have highlighted the adverse impact of unstable
tax policy on entrepreneurial activity in Poland,
stressing the importance of predictability and
coherence in tax law as a fundamental pillar for
economic growth [1].

Within the European Union, small entrepre-
neurs benefit from the principle of free move-
ment of goods, services, people, and capital,
which enables them to freely choose the location
and legal form of their business activity. While
Article 26(2) of the Treaty on the Functioning of
the European Union (TFEU), as amended by the
Treaty of Lisbon (2009), does not explicitly ref-
erence entrepreneurial freedom, the Member
States have consistently emphasised the impor-
tance of entrepreneurship, especially among
small and medium-sized enterprises (SMEs) [2].

However, relocating business operations solely
to benefit from lower nominal tax rates in another
EU Member State may be misleading. The effec-
tive tax burden must be assessed comprehen-
sively, taking into account not only corporate or
personal income taxes but also mandatory social
security contributions. A notable example is
Denmark, which is often cited as having one of the
highest income tax rates in the EU. Nevertheless,
due to low social insurance contributions, the
overall fiscal burden on micro-enterprises can be
more favourable than in other jurisdictions per-
ceived as tax-friendly, such as the UK.

Moreover, currency fluctuations and tax-free
thresholds play a significant role in determin-
ing actual tax advantages. For instance, a newly
established micro-enterprise in the UK may
earn up to J10,000 annually (approximately PLN
52,700) without incurring income tax liability. In
contrast, in Poland, the tax-free threshold as of
2024 remains at PLN 30,000, meaning that the
equivalent income in Poland would trigger a tax
obligation if other allowances are not applied.

Some EU Member States provide clear and
standardized rules for micro-enterprises, treating
them analogously to employees or providing them
with tailored legal frameworks. For example, in
Denmark, Slovakia, and the UK, tax systems offer
predictable thresholds and reporting require-
ments, simplifying compliance and minimising
risks. In contrast, Poland maintains a system that
exposes micro-entrepreneurs to significant risks
resulting fromincorrectincome forecasting, which
is similar to the German approach. In Germany,
both employees and self-employed individuals
are required to pay income tax advances, with
amounts determined by their declared affiliation
to one of six tax classes [3].
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This framework may create unintended dis-
advantages for micro-entrepreneurs in coun-
tries like Poland, where tax policy lacks ade-
quate flexibility and predictability. As a result,
Polish entrepreneurs may be more vulnerable
to financial penalties due to estimation errors
or delays in income realisation. The issue of
over-complexity and legal uncertainty in Polish
tax law has been widely criticised in the literature.
According to Gajewski, the absence of a coher-
ent, pro-entrepreneurial tax framework impairs
long-term investment and undermines trust
in legal institutions:

A 2014 report by the World Bank’s Paying Taxes
ranking, which assessed 189 countries based on
the ease of tax compliance, placed Poland at 78th
position. Despite later reforms, the country con-
tinues to struggle with bureaucratic rigidity and
frequent legislative changes, which stand in con-
trast to more entrepreneur-friendly jurisdictions
within the EU.

The Polish taxation system, particularly for
micro-enterprises, remains overly compli-
cated and prone to sudden regulatory changes.
Although recent reforms have aimed to broaden
the tax base and reduce avoidance, they have
done so at the cost of legal certainty and fis-
cal neutrality. In comparison, countries like
Denmark and the UK pursue more symmetrical
approaches, where tax and insurance obliga-
tions are harmonised and transparently cali-
brated to income levels.

In my view, Poland should adopt simpli-
fied regimes for micro-entrepreneurs, per-
haps by introducing flat-rate taxation with
opt-out options based on income brackets.
The lack of clear segmentation between
employees, contractors, and business own-
ers causes legal ambiguity and contributes to
administrative inefficiency. Drawing from the
practices in Denmark or Estonia, where dig-
italisation, clear compliance thresholds, and
deferred taxation models are successfully
applied, Poland could redesign its tax system to
supportlong-term entrepreneurial activity rather
than penalise short-term forecasting errors.

Taxation of SMEs in Poland Since 2020:
Trends, Challenges, and Future Directions
within the EU Legal Framework. Small and medi-
um-sized enterprises (SMEs) are the backbone
of the Polish economy, constituting over 99% of
all enterprises and employing more than two-
thirds of the workforce [4]. Recognising their vital
role, Polish tax policy has undergone significant
adjustments since 2020 aimed at supporting SME
growth, improving compliance, and aligning with
broader European Union (EU) tax frameworks.
This paper outlines key developments in Polish
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SME taxation since 2020, evaluates the effec-
tiveness of current regulations, and proposes a
direction for future reforms, with particular atten-
tion to coherence with EU tax law.

The evolution of Polish SME taxation since
2020 is notable. Poland has introduced several
measures aimed at simplifying taxation and low-
ering the tax burden on SMEs. These include the
implementation of a lower corporate income tax
(CIT) rate, new lump-sum taxation options, and
digital tax reporting obligations.

One of the landmark reforms was the reduc-
tion of the CIT rate for small taxpayers (defined as
businesses with annual revenues not exceeding
EUR 2 million, later increased to EUR 2.5 million)
from 19% to 9%. This measure was designed to
stimulate entrepreneurship, enhance profitability,
and encourage reinvestment among small and
medium-sized enterprises (SMEs).

In 2021, Poland adopted the so-called
Estonian CIT, a system in which corporate income
is only taxed when profits are distributed. This
model benefits SMEs by improving cash flow and
incentivising long-term investment. The Estonian
CIT became available to entities with revenues not
exceeding PLN 100 million and meeting specific
ownership and employment criteria [5].

Also significant was the expansion of the lump-
sum tax on registered income (ryczat od przy-
chodyw ewidencjonowanych), which became
more accessible for service providers and liberal
professions in 2021. Rates were simplified and
adjusted based on the type of service, reducing
administrative burdens and enhancing predicta-
bility for micro-entrepreneurs [6].

Poland also advanced its tax administration
through digital tools like the National e-Invoice
System (KSeF), introduced on a voluntary basis
in 2022 and made mandatory starting in 2024.
These systems aim to reduce VAT fraud and facil-
itate real-time tax reporting [7].

Despite positive steps, several challenges
remain:

a. Complexity and Legal Uncertainty: Frequent
legislative changes, often rushed and poorly com-
municated, have created uncertainty for SMEs.

b. High Burden of Social Security Contributions
(ZUS): The relatively high fixed social insurance
costs disproportionately impact micro and small
businesses.

c. Disparities in Tax Treatment: Different tax-
ation systems (general CIT, lump-sum, Estonian
CIT) create complexity and room for tax arbitrage.

Polish tax reforms must be examined in light
of EU tax harmonisation efforts. Although direct
taxation remains largely a national competence,
the EU promotes coordination to avoid harmful
tax competition and ensure fair taxation.

The European Commission's SME Strategy
(2020) emphasises simplification, fairness, and
digitalisation as guiding principles. Poland’s
reforms broadly align with this vision, particularly
in digitalisation and simplified regimes. However,
preferential tax treatment (like low CIT rates or
Estonian CIT) must be carefully managed to
avoid contravening state aid rules under Articles
107-109 TFEU [8].

EU directives such as ATAD (Anti-Tax Avoidance
Directive) and DAC (Directive on Administrative
Cooperation) have affected Polish SME taxation,
especially in regard to reporting obligations and
transparency. Polish SMEs operating internation-
ally must now complywith cross-border disclosure
rules and Controlled Foreign Corporation (CFC)
regulations, adding compliance burdens [9].

To enhance effectiveness and equity, Polish
SME taxation policy should move in the following
directions:

— Stability and Predictability: Legislative pro-
cesses must be more transparent and allow ade-
quate time for consultation and implementation.

— Further Simplification: Expansion of flat-rate
tax regimes and harmonisation of definitions for
SMEs across tax statutes would ease compliance.

— Social Insurance Reform: A progressive
model of social contributions, based on income
rather than flat rates, would better reflect SMESs’
capabilities.

— EU law harmonisation: Poland should con-
tinue aligning its practices with EU best practices,
particularly concerning digital taxation and green
incentives.

Poland has made substantial progress in
modernising and simplifying SME taxation since
2020. Through measures such as reduced
CIT rates, Estonian CIT, and digital reporting
systems, the government has enhanced the
business climate for smaller firms. Nevertheless,
challenges related to complexity, compliance,
and social insurance remain. As Poland navi-
gates its future tax policy, a balanced approach
aligned with EU standards will be crucial to
ensuring a fair, competitive, and growth-oriented
environment for SMEs.
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