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Amortization for tax purposes of property in real
estate companies

The provisions of the so-called "Polish Deal" in effect since January 1st, 2022, introduced
Article 15(6) of the CIT Law, according to which real estate companies may recognize as
deductible expenses amortization allowances on, among other things: commercial real
estate in an amount not exceeding the value of amortization allowances made for
accounting purposes charging the entity's financial result.

Consequences of introducing Art. 15(6) of the CIT Law for companies valuing
property at fair value

In practice, Article 15(6) of the CIT Law excluded amortization of buildings for tax
purposes in case of real estate companies which value buildings at what is known as fair
value, and thus do not amortize them for balance sheet purposes. Such an interpretation
has been confirmed by the Director of the Tax Chamber in numerous individual
Interpretations issued in 2022.

In the individual interpretation issued on April 25, 2022 sig. 0111-KDIB1-
1.4010.107.2022.2.MF the Director of the Tax Chamber claimed: “Since the value of the
amortization allowance in the case in question reaches "0", as the Company does not
depreciate the asset under the accounting regulations, then - given the wording of the
legal standard in question, the Company is not entitled to recognize amortization
allowances on fixed assets included in Group 1 of the Classification as deductible
expenses under the amended provision of Article 15(6) of the CIT Law.”

Important: In consequence of introducing this provision, real estate companies which
have not changed the method of real estate valuation do not include amortization
allowance on the initial value of property as tax deductible costs.



Precedential rulings of the Provincial Administrative Courts

In the first weeks of February, the first rulings of the Provincial Administrative Court in
this matter were issued. As it turns out, the Provincial Administrative Courts in Warsaw
and Poznan disagreed with the interpretation of the provision made by the the Director
of the Tax Chamber (rulings: sig. Ill SA/Wa 1788/22, Il SA/Wa 2755/22, Ill SA/Wa
2756/22, sig. | SA/Po 752/22 and sig. | SA/Po 789/22, 1 SA/Po 790/22, | SA/Po 795/22).

Contrary to the tax authorities, the Provincial Administrative Court decided that the tax
depreciation restrictions do not apply to those taxpayers who value property at fair value
for balance sheet purposes (they do not make amortization allowance for balance sheet
purposes). This means that real estate companies which have chosen this method of
presentation and valuation of assets, may perform amortization write-offs from real
estate on rules applicable from the 31st of December 2021.

Given the number of individual interpretations and the relatively wide range of entities
that may be affected by the restriction on depreciation for tax purposes, more Provincial
Administrative Courts rulings can be expected in the near future. It should be expected,
however, that the issue will ultimately be decided by the Supreme Administrative Court.

What are the effects of positive decisions of the Provincial Administrative Court
for real estate companies?

Favorable judgments of the Provincial Administrative Courts give hope for a favorable
ruling of the Provincial Administrative Courts, and then a positive decision for taxpayers
before the Supreme Administrative Court.

Accordingly, real estate companies that did not depreciate buildings for tax purposes in
2022 can expect a favorable ruling before the Provincial Administrative Court in their own
case.
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About KR Group

KR Group was established in Poland in 2000. Over the
years the company has built a considerable position on
the highly competitive market of accounting, tax, audit,
payroll and HR services. KR Group applies an excellent
understanding of business realities to its core services,
thus attracting the most renowned companies
in its portfolio of clients.

Expanding in the CEE region?
Choose a single regional provider

Instead of looking for service providers in each country
and multiplying your expenses, cooperate with us. We
can help you unleash your regional synergy by cutting
unnecessary costs and speeding up your processes.

Our offer includes a variety of integrated services for
pan-regional groups in CEE, such as:

* Single point of contact, including dedicated account
manager and team to facilitate cooperation across
KR Group offices

* Harmonization of VAT compliance processes and
one-stop shop for settlement of VAT in the CEE-5

*  One-time reporting system, including unified
management reporting and HR & payroll reporting

¢ Centralized
services

payment  process management

Pan-regional tax team capable of dealing with
cross-border  transfer-pricing projects and
accounting software localization

Interfaces and integration developed for most
accounting and reporting software

Knowledge-sharing  tools and
ensuring time efficiency

procedures

In-house developed accounting data warehouse
connected with local accounting software.
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