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This paper’s goal is to analyze the aspects that put in the spotlight the 
accounting and the taxation policy of small companies. The principles 
that rule the establishing of the small companies’ income tax have been 
depicted. We also underlined the influences of the limitation of fiscal 
deductibility for certain categories of expenses in the case of: 1. Small 
companies that pay VAT; 2. Small companies that that have to adopt a 
regular taxation policy in the course of a fiscal exercise. The article 
contains examples that have been inspired by the activity of Romanian 
economic entities.  
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THE NOTION OF SMALL COMPANY 
 

According to the regulations stated by art. 103 of the Fiscal code, a 
small company is a Romanian legal person which, on the 31st December of 
the foregoing fiscal year cumulatively complies with the following 
conditions:  

• realizes incomes, from sources different than consulting 
and management, of over 50% of it’s total income;  

•  has a number of employees between 1 and 9 inclusively;  
•  it’s total income has not exceeded 100.000 euro;  
•  the legal person’s corporate funds belong to persons other 

than the state, local authorities or public institutions. 
 In the situation of a newly established legal person, it can choose to 
pay the tax over the income of small companies  starting with the first fiscal 
year, when the requirements regarding the income structure and the 
corporate funds are accomplished at the date of the registration at the 
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Commerce registry and the requirement regarding the number of employees 
is executed in a maximum of 60 days from the moment of the registration. 
 Observations:  

1. The companies that generate income preponderantly from 
counseling and management activities cannot pay the tax over the income of 
small companies.  

2. The hiring of the first employee is compulsory, with the 
observance of the 60 day legal term. Otherwise, the company loses its small 
company status, in this case being forced to depose at the territorial fiscal 
authority a mention statement, in accordance to the OG no. 92/2003 
regarding the Fiscal procedure code, republished, with the following 
changes and completions. 
 
PECULIARITIES REGARDING THE WAY OF ORGANIZING THE 

ACCOUNTING  
 

Small companies are obliged by the changes occurred in the 
legislation in 2007 to:  

1 either to organize the accounting in distinct compartments, or sign 
deals with persons or authorized legal persons that offer accounting 
services.  

2. to depose annual financial reports even if they have not had any 
activity. In the case of small companies that pay income tax, the income 
accounting has to put in the spotlight the information that is necessary in 
order to monitor the following indicators:   a. The amount of taxable income 
expressed in Euro; b. The ratio of consulting and management activities 
based income in the total income.  

  
THE DECLARATION AND PAYMENT OF FISCAL 

OBLIGATIONS REGARDING THE WAGE TAX AND SOCIAL 
CONTRIBUTIONS 

  
In the sense provided by Law no 346/2004, small companies belong 

to the group of small and middle sized companies. As the article 4 of the 
law states, small companies have a number of up to 9 employees and an 
annual turnover or an amount of assets of up to 2 million euro, or the 
equivalent in lei. 
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The small companies that correspond to the requirements of the law 
no. 246/2006 declare and pay the wage tax and the social contributions 
every trimester. 
 

THE OPTION REGARDING THE TAX OVER THE INCOME  
OF SMALL COMPANIES 

 
 Following the dispositions of art. 109 par. (2) of the Fiscal code, the 
legal persons which are being established in the course of the fiscal year 
have to insert the option in the registration request at the Commerce 
registry. This option is binding for the current and the next fiscal years as 
long as the conditions provided by art. 103 are respected. 
 In the case in which, during the fiscal year, one of the conditions 
stops from being accomplished, the small company is obliged to keep for 
the current year the tax regime it has chosen without having the possibility 
of changing this option even if the conditions are fully respected at a later 
time.   
 Example: In the first semester of the year N a company has 9 
employees and is registered as a payer of the tax over the income of small 
companies. In the month of July of the year N, the company has hired two 
more employees. At the end of the fiscal exercise of the year N, the 
company is considered to have 11 employees. 
 Solution: According to the rules that we mentioned above, until the 
31st of December of the year N, the tax policy of small companies is 
maintained.  
 Starting with the 1st of January N+1, the company:  

• Becomes a payer of profit tax;  
•  Has the obligation of deposing a mention statement; 
•  No longer has the right to get back to the tax policy of the small 

companies even if it consequently complies with the legal 
conditions. 

 In accordance to art. 107^1 of the Fiscal code, if in the course of a 
fiscal year a company realizes incomes that exceed 100.000 euro, or the 
ratio of the income resulted from consulting and management raises over or 
is equal to 50%, it would pay profit tax taking into account the income and 
expenses made from the start of the fiscal year. 
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 As the methodology rules approved by HG 1861/2006 state, the 
RON/EURO exchange rate used for the determination of the euro equivalent 
of the income realized by small companies is the one that is published by 
the National Bank of Romania for the last day of every month of the period 
to which corresponds the respective income. In order to comply with the 
condition regarding the level of the income realized in the course of the 
fiscal year, including the calculation of the ratio of the income realized 
through consulting and management activities in the total income, the same 
categories of income which constitute the tax base for the tax over the 
income of small companies. 
 The calculating and paying of the profit tax is performed starting 
with the trimester in which the limit stated by this article has been exceeded, 
without having to pay delay penalties. In order to determine the due profit 
tax, the payments representing the tax over the income of small companies 
have to be deducted. 
 

THE TAX BASE 

 
 In what concerns the small companies, the tax is calculated over the 
total amount of the income, regardless the amount of the expenses. 
 According to art. 108 of the Fiscal Code, the tax base of the tax over 
the small companies’ income is represented by the income that comes from 
any source, from which the following are deducted: 

• the income from the supply variation;  
•  income from the production of noncurrent assets;  
• income from the usual activity, representing the quota of the 

subvention and other resources ment to finance investments;  
•  income from provisions; e) income resulted from remittal of 

debts and the increases owed to the state budget, which have not 
been considered as deductible expenses, according to the laws in 
force; f) income realized through compensations  from insurance 
companies, for the damage inflicted to the assets owned by the 
company. 

 Facilities: We have to mention that in the case in which a company 
buys cash registers, the acquisition value is deducted from the tax base, 
according to the justifying document, in the trimester in which the cash 
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registers have been put into use, according to the law. The tax quota for the 
income of small companies is: 2.5 % in 2008; 3% in 2009, according to art. 
107 of the Fiscal code, modified by Law no. 343/2006. 
 

THE INFLUENCES OF THE LIMITATION OF FISCAL 
DEDUCTIBLITY FOR CERTAIN CATEGORIES OF 

EXPENSES 

 
 As we have stated previously, small companies calculate the tax over 
income without taking into account the amount of the expenses. 
 Subsequently, we can conclude that the deductibility limits for 
certain expenses do not influence this tax. However, from the content of the 
Fiscal code results that, in what concerns the small companies that are 
registered as VAT payers, the exceeding of the expenses of which fiscal 
deductibility is limited influences the way of applying the rules that concern 
VAT. 
 In order to strengthen this statement, it is necessary to quote the 
dispositions of art. 128 pars. (8) let. F) : “It does not constitute goods 
delivery: the free giving of goods of small value in actions of protocol or 
other destinations provided by the law, in the conditions established by the 
methodology regulations”. As a consequence, in the case in which are given 
away free goods that have a value that exceeds the limits of fiscal 
deductibility, the company owes VAT, regardless the fact that it is a payer 
of profit or income tax. 
 The second situation, in which the dispositions that refer to the 
expenses that have a limited fiscal deductibility becomes applicable to the 
companies that lose the quality of small company during the fiscal year 
based on the fact that they have exceeded the tax base of 100.000 euro or 
have realized income from consulting and management that have a ratio of 
50% or more of the total income. 
 Since the profit tax is calculated cumulatively from the beginning of 
the year, fiscal undeductible expenses are taken into account, registered for 
the period in which tax over the small companies’ income has been owed. 
           Example: It is considered that, in the course of the first semester of 
the „N” financial exercise, the main economic indicators reached by a small 
company have the values shown in the following table: 
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Trimester I – RON- Trimester.II-RON- Nr. 
crt. 

 

Indicator 

31 
st.01 

28 
th.02. 

31 
st.03. 

 

30 
th.04 

 

31 
.th 05 

30 
.th.06 

Total income, 
of which 

    2.500     5.500     8.500   10.250 13.500 15990 

Tax base 
regarding the 
duty on small 
companies’ 
income, of 
which  

    2.400     5.280     8.400      -   -  - 

1.  

  

Consulting and 
management 
income 

       480     1.200     3.528     6.250    6.450  7.950 

2. The ratio of the 
income 
obtained from 
consulting and 
management 
activities 
compared with 
the total income 

 20,00% 22,72% 42,00% 62,00% Irrelevant Irreleva
nt 

Total expenses, 
of which 

    2.225    4.005     7.778     9.345   12.015 14240 3.  

Fiscally 
undeductible 
expenses 

         15         28          42         86          94     114 

4. The result 
before taxation 
Income- 
expenses 

       275     1.495        722       905     1.485  1.750 

5.  Expenses with the tax over the small 
companies’ income= Tax base x 2,5% 

       210         

6. Payments made in the account of the tax over the 
small companies’ income 

      210   

7.  Expenses regarding the profit tax 16 %( 1.750 
+114) 

     298 

8.  Due profit tax = 298 -210      88 

 
Remarks:   
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1. In April, the income resulted from consulting and 
management activities exceeds the ratio of 50% of the total 
income. 
2. Starting with the second trimester, it is necessary to adopt the 
regular taxation policy and the cumulative profit tax has to be 
calculated from the beginning of the year.  

 
The accounting analysis of the  1st 01.-25th 04 period: 

 
Expenses regarding the 

Income tax 
Income tax Current bank accounts 

                   210                                    210   210                                         210 

. 
 
     
 
The accounting analysis of the 01st 04-25th 06: 
 

Expenses 
regarding the 
Income tax 

Expenses 
regarding the 

profit tax 

Income tax Profit tax Current bank 
accounts 

-210                          298                      -  210     - 210                      298 
                                                                                                 210 
                                                                                                   88                                88 

 
 

 
 
The profit tax is paid judging by the amount that stands for the 

difference between the cumulative profit tax which is calculated from the 
beginning of the year and the amounts paid as tax over the income of small 
companies. 

In order to decide if a certain income belongs to the category of 
incomes realized through consulting and management activities one has to 
analyze the contracts that have been singed.    

The difference between the small companies’ income tax  and the 
regular tax policy consists mainly in the taxation base. 
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Since the small company pays a tax that is calculated based on its’ 
total income, regardless of the expenses amount, the legal person which 
abides the regular taxation policy pays a tax over the difference between the 
income and the expense, as the Fiscal code rules provide. 
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