
International Conference “Risk in Contemporary Economy”   ISSN-L 2067-0532    ISSN online 2344-5386  XVIth Edition, 2015, Galati, Romania,  “Dunarea de Jos” University of Galati – Faculty of Economics and Business Administration  
 

 457

 
STUDY CONCERNING THE IMPACT OF PROFIT TAX ON THE 

COMPANIES’ ACTIVITY 
 

Violeta Isai 
violeta.isai@yahoo.com   Ana-Maria Butunoi 

Victoriţa-Cosmina Danila 
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 1. Introduction   The profit is an income form obtained by means of an economical activity, following the investing of a capital. In order for the made income to be qualified as profit, it is necessary that the economical activity be undergone with the purpose of obtaining a benefit.   In practice, there is the situation where an entity undergoes an activity that produces income, which is not qualified as profit because there is no intention of obtaining a benefit, but the incomes are destined to support another personal activity of the respective entity.   The profit tax is a direct tax that applies to the benefit, obtained by undergoing an economical activity. This represents one of the main sources of income of the state budget.  Economically speaking, the taxes can manifest their function by influencing the undergoing of the economical activities. Consequently, the granting of fiscal facilities of the nature of profit tax exemption for the activity carried out in small and medium enterprises or the practising of a reduced taxation rate for the profit obtained from the export activity are measures meant to stimulate producers.   Currently, in Romania, the profit tax rate with general applicability is of 16%, as compared to the higher standards in other states (ranging from 30% to 40%). The profit tax is an expense affecting both the financial results, as well as the treasury of the enterprise and which, by its taxation basis is summing up the influences of all fiscal obligations, including also taxes, fees and social contributions registered throughout the year directly in the total costs of the enterprise, as well as sums of the nature of non-taxable incomes and of the expenses, that are fiscally non-deductible.  
2. The influence of the profit tax on the profitability  The performance of an enterprise can be analysed with the help of the financial situations. An enterprise is showing performance if it is profitable (the capacity of obtaining profit), if it is liquid (the availability of paying on the due date the short-term debts) and if it is solvable (the capacity of paying its debts on the long run). [Vintilă Georgeta,2010]  The profitability is the economic category expressing the capacity of the enterprise to obtain 
profit, which reflects its performance. The major objective of the enterprise is both increasing the wealth of the participants to the life of the enterprise (shareholders, employees, creditors, state), as well as increasing its values, by ensuring its own growth. The achieving of this objective is conditioned by the undergoing of a profitable activity that allows the payment of the production factors and of the used capitals, regardless of origin.  
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 In this sense, there are essential the relationships of determining some financial performance indicators, such as: the profit margins, the capacity of self-financing and the profitability rates.  The structure of the profit and loss account for the two fields of activity (ordinary, extraordinary) offers the possibility of determining some margins of potential money accumulation, meant to fulfil a certain payment function of the production factors and of financing the future activity. These profit margins actually represent successive levels in forming the final result of the balance. The indicators construction is done cascading, starting from the most comprehensive one (the production of the balance + commercial margin) and ending with the most synthetic one (the net profit of the balance). [Stoian A, ASE Bucharest]  The calculated incomes and expenses do not have an immediate impact on the treasury of the enterprise, except for the incidence of some fiscal aspects, respectively of the profit tax as a monetary (payable) expense that affects the availabilities in the banking accounts (and in the cash desk) of the enterprise. These flows of expenses (redemptions, calculated provisions) and incomes (recaptures on the provisions) calculated within the legal limits affect directly the calculus basis of the profit tax and implicitly, the net profit.  Given that the dividends, as part of the net profit distributed to the shareholders, are taxable incomes, one can note a repercussion on the profit tax and on the shareholders, in the sense that the latter are considerably diminished the sums owed as dividends. In fact, the shareholders support from the fiscal burden of the profit tax only that part which turns up efficiently in the double taxation of the dividends. 
  
3. The influence of the profit tax on the cash flow 
 The intensity of the effects produced by the profit tax on the flows of treasury is determined by the temporary economies of tax generated mainly by fiscal facilities, granted by the law of the profit tax, the regime of fiscal deductions and the reporting of the fiscal losses from the previous balances. Plus, if we are to consider the obligation of paying anticipation (quarterly in our country) of some advances from the yearly profit tax, depending on the results of the respective periods, or of the previous periods, accordingly, then the treasury is to be affected by the end of the fiscal balance only with the difference of the profit tax resulted from the establishing of the annual tax, based on the data in the yearly financial audit.  The profit tax is an expense affecting both the financial results, as well as the treasury of the enterprise, and which, by its taxation basis, sums up the influences of all fiscal obligations including both taxes, fees and social contributions, registered throughout the current year, directly in the total costs of the enterprise, as well as sums of the nature of non-taxable incomes and fiscally non-deductible expenses.  An increase of the profit tax would bring a plus to the state budget; therefore the effects would be of increasing the incomes. Unfortunately, the collecting under prognosis and the growth of the incomes by increasing the taxation rate shows the inefficiency of the budgetary execution, as well as the non-challenging nature of the public investments.   By the growth of the profit tax, although the collecting is not to increase significantly because of its reduced share in the overall incomes, both on the crisis background, as well as on the grounds of poor collecting, it is to generate a reduction of the net profit of the private companies and, therefore a reduction of their investments, including by reducing their bankability. The reduction of investments affects the number of jobs and together they affect the economic growth. If we add to this thing the negative impact of the reduction of the actual net income, the investments are to drop, as well as the consumption. [Stroe R,,2004]  The profit tax of the company is tackled with concern by many experts. We already mentioned that the profit tax of the company is very controversial and that some politicians and economists suggested having it annulled. The enterprisers also underline its negative impact on the prices, because they make the production more expensive. The economical arguments against the tax are very strong, but it also has some positive qualities.   Economically speaking, the companies’ profits do not represent a special “income”, since they are to be transformed eventually in individual incomes, making it possible to tax  them as such. If the tax on the personal income were to be comprehensive and equitable, the profits should not be taxed before distributing them. Plus, the tax on the company’s profit can only be “in rem”, if we are to disregard the personal stands of the individual payers, different from the tax on the personal income. This means that the tax part paid as tax profit of the company before sharing profits does not 
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correspond to the principle of the payment possibilities, and the tax on the company’s profit thus weakens the equitable action of the progressive tax. [Vintilă G, 2010]  The tax on the company’s profit does not have to be paid entirely by the company owners since it can be moved forward, in prices, or backward on the employees. Both movements mean a larger impact on the poorer people and therefore are regressive.  The profit of a company is the real proof that the respective firm is effective. As such, if the state were to leave the money to the respective firm, the latter would invest it and multiply it. It would develop, would purchase equipments would extend to other markets, would create new jobs, would increase the labour productivity and implicitly the salaries. Overall, the positive effects of the reinvested tax profit would overcome by far the benefits it may deliver to the state, for the same amount of money. Under these circumstances, the foreign investors would come again knocking on the doors of Romania. And they would be more effective than their competition abroad. But the Romanian state prefers to put a curb on the economical development of Romania.   The State should be directly interested in supporting the small enterprisers and in helping them to overcome as quickly as possible the initial period, extremely uncertain. Instead of promoting sectorial programmes that discretionary support certain firms despite others, the ruling out of the  profit tax would especially help the start-ups growing faster. The profit tax makes sense only in the case of a socialist state, a state that needs large sums of money for social services and does not care much that it sacrifices the future of the country in order to obtain the money. Even so, the ruling out of the profit tax would lead to elevated prosperity, to sustained economic growth, to direct foreign investments, to new jobs and a leaner and friendlier law frame for companies. But in the context of a minimal state, that observes the principle “The consumer pays”, the practice of applying tax profit is not only senseless, but it is contrary to any interests.  [Dragotă V, 2012]   If we want to apply tax on the companies’ profit, we should first ask ourselves what are these. The definition of the accounting profit and its conversion in a taxable basis is a complicated operation. Sometimes, it is underlined the fact that big international companies have greater possibilities to manipulate their tax basis. The possibilities become even larger, the more complicated the fiscal laws are and the more varied the number of reductions and exempts is.    Despite all of these aspects, the tax on the profit of a company has certain positive qualities and fulfils some important functions. Here are some of the major arguments: 
 the companies pay to use the public services; 
 the taxes compensate the limiting of the legal responsibilities of the person; 
 the tax is imposed on the profits that might evade payment; 
 the tax can be used as a tool of macro-economical policy;   The companies use some of the public incomes and the infrastructure in the countries where they hold offices and where they run their businesses. That tax on the company profit can be thus considered a payment for these services. The principle of the benefit is secured not only by the part of the tax that goes to the local budgets, but also by the part that goes to the central budget.  The companies use the infrastructure in a given place or in a certain country, which helps them in obtaining profit. Therefore, it is suitable for them to pay for such services.  Besides the structural economical policy, the tax can be used also as a support of the stabilizing policy, since it acts as an automated stabilizer. The profits of the companies vary more that other incomes. This is the reason why, during explosive periods, the tax represents a bigger percentage of the internal income, than during the recession period. [Stoian A, ASE Bucharest]  Within an explosive period, the tax prevents the excessive increase of the personal incomes and of the demand; while in a recession period, the tax withdraws relatively less money from the private sector.   

  
4. Conclusions  In view of determining the tax on the pay profit, we start from the tax on the due profit for the reporting fiscal year, which diminishes with the paid profit tax and stated for the reporting year.  The remaining net profit at the disposal of the enterprise after the deduction of the profit tax on the gross profit makes up the source of self-financing of the investments in future balances, as well as of payment to the shareholders by dividends.  In conclusion, the measure is pro-cyclic and has negative effects overall the economy, including for the budgetary employees, who might find themselves paying more than they receive if their salaries were increased. As for the private economy, the negative effects are to be even harsher, since they are to affect the GDP in its entirety. The pro-cyclic nature of the measure is to generate on 
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average term an even poorer collecting of the budgetary incomes and would lead to an incontrollable spiral.   
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