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Abstracts: To understand the essence of the tax balance, one must start
with the functions of a company within the economy of a country in general.
The state demands financial resources from companies based on the profit
earned, so each company is interested in minimizing the profit it achieves
in the market in order to reduce the tax base upon which the state claims
resources. Since the tax balance is a report that shows the amount of
taxable profit, i.e., the tax base, the state is interested in its most accurate
definition. It is also necessary to present the importance of understanding
the tax balance in a way that is acceptable to the company's management,
especially in economies that are in development, like ours. The paper pre-
sents the position of the tax balance within the financial system, the role,
and place of the tax balance in the family of other financial statements. It
particularly highlights the role of the risks that arise when preparing and
controlling the tax balance, as well as the dependence of the tax balance on
the form and structure of the company.
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Introduction

In this paper, a comprehensive ana-
lysis will be provided of the weak-
nesses in the current corporate inco-
me tax system, along with proposed
solutions for overcoming these weak-
nesses from both accounting and nor-
mative perspectives. The corporate
income tax represents one of the
most substantial sources of budge-
tary revenue, with a tendency for
continued growth. This form of fiscal
revenue serves as an instrument
through which domestic economic
development can be indirectly stimu-
lated, which will be emphasized
throughout the paper.

By addressing the shortcomings of
the current tax balance structure
and deficiencies in tax control, the
paper will highlight the necessity of
adopting international accounting
standards and ensuring their proper
implementation (Dasié, B., 2023;
Pusonja, 2024). The implementation
of international regulations is of
critical importance for the corporate
tax balance, as this specialized finan-
cial report, included in the broader
set of financial statements, is based
on tax law aimed at protecting the
state against tax evasion-a common
issue associated with this type of tax.
Both revenue and expense compo-
nents within the tax balance will be
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analyzed, with special emphasis on
certain revenue positions, despite
the prevailing literature focusing
predominantly on the expense side.

The comprehensive application of
international standards-which ca-
nnot be applied selectively-will be
presented, along with relevant
experiences from developed countri-
es adapted to the local context. Du-
ring the research and preparation of
this thesis, several scientific me-
thods were applied to confirm the
established hypotheses, including
the method,

inductive-deductive method, empi-

analytical-synthetic

rical method, descriptive method,
comparative analysis method, nor-
mative method, and comparative le-
gal method.

Society functions through perma-
nent interrelations between the eco-
nomic and non-economic sectors.
Within these
policy occupies one of the most signi-

interrelations, tax
ficant positions. Taxation is the pro-
cess through which resources are
collected from taxpayers and redis-
tributed to the non-economic sector,
requiring the adherence to certain
essential principles (Tosié, 2023b).

The importance of profit is reflected
in the fact that it is linked to nu-
merous actions and procedures
throughout the business year, and

its relevance is reinforced by the



wide array of users who rely on this
metric (Pikelj, 2020; Janadkovié¢ &
Pejéié, 2024). Users of profit-related
data include owners, managers, em-
ployees, suppliers, the state, and
others. From a theoretical economic
standpoint, profit can be defined in
various ways: as the difference be-
tween all revenues and expenditures
affecting the performance of an
accounting period; as an increase in
value across successive periods; or as
the excess of output value over the
input value used to generate it
(Vasié, 2022).

In this paper, profit will be observed
in the context of a fundamental ins-
trument for the distribution of gross
domestic product. A practical exam-
ple will demonstrate how a correctly
determined tax base affects the
distribution of GDP. To adequately
understand the essence of profit, it
must be clearly distinguished from
2019). While
corporate income tax treats profit as

capital (Metzger,
a measurable amount, it is often
mistakenly equated with capital.
The relationship between capital and
profit can be viewed as the relation-
ship between state and change-
capital being the state, and profit
being the change. The concept of
profit can be interpreted both econo-
mically and from an accounting pers-
pective. Economically, profit repre-
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sents the incentive for rational beha-
vior, defined as an increase in enter-
prise wealth during a period. How-
ever, for the purpose of this paper,
the accounting concept is more
relevant-defining profit as the posi-
tive difference between a company’s

revenues and expenses.

The Need to Respect Taxation
Principles and the Risks Arising
in Tax Balance Reporting

The principles of taxation represent
a significant factor in the process of
preparing a corporate tax balance.
These principles are categorized into
several groups, among which four
major categories are distinguished:
financial, economic, socio-political,
and legal-administrative principles.
Another classification includes: fi-
nancial (tax yield and elasticity),
economic (appropriate choice of tax
base and tax type), social (univer-
sality and equity of taxation), and
affordability,
and convenience of taxation). Thus,

technical (certainty,

the importance of these principles is
diversified according to various fac-
tors. The role of taxation principles
in the preparation of the corporate
tax balance takes on a different cha-
racter, as not all principles hold the
same level of relevance in the context
of corporate income tax (Malinié,
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2013). For instance, economic princi-
ples are considered more significant
than financial ones in the context of
corporate income tax, and their role
and importance will be emphasized.

In the tax balance, the synchroni-
zation of tax principles is achieved
through its function as an instru-
ment for determining and controlling
corporate income tax, as the business
cycle of an entity is seen as a closed
system-where total income equals
total expenditures plus profit (Ska-
ri¢-Jovanovi¢ & Spasié, 2012). We
begin with economic principles,
which require that taxes should
exert minimal influence on business
decisions. Specifically, these princi-
ples involve the proper selection of
the tax source and the most effective
form of taxation in terms of its
optimal economic impact (Buettner
& Thiemann, 2017). To most effecti-
vely explain the relationship be-
tween the tax balance and taxation
principles, we will clarify the societal
role of these principles. A well-cho-
sen tax base should indicate that tax
revenues must be collected in a ma-
nner that does not adversely affect
the business activity of the entity
(Ili¢ Popov & Kostié, 2016). Since the
business entity is the fundamental
unit of societal development, the tax
treatment of profit must be prog-
ressive and ensure a favorable com-
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petitive position in the international
market. The moderation of tax
burdens is typical in economies that
prioritize domestic economic deve-
lopment, viewing the economy thro-
ugh the lens of organic theory. For
example, in the United States (USA),
it can be observed that as corporate
profits increase, the tax rate also
increases, representing a significant
step toward the equitable redistribu-
tion of national income (DeYoung &
Jang, 2023).

Financial principles require that
taxation provides sufficient resour-
ces to cover public expenditures.
Essentially, these principles are ba-
sed on two core requirements: tax
yield and elasticity (Popovié¢ & Ilié
Popov, 2021). The yield requirement
1s viewed through the collection of
sufficient funds through taxation,
which, alongside other public reve-
nues, should be adequate to cover
public spending. The elasticity requ-
irement stems from the notion that
the tax system should be designed to
allow for easy adjustment of tax
rates as needed. Social principles are
based on the assumption that tax
obligations are universal, emphasi-
zing fairness in taxation and the
proper distribution of tax burdens.
Technical principles of taxation are
concerned with how tax obligations
are determined, the regulation of tax



procedures, and the collection of
taxes. The core requirements here
are tax certainty, payment conveni-
ence, and cost-effectiveness in tax
collection.

The corporate tax balance, viewed
through the lens of economic prin-
ciples, serves as a tool for the imple-
mentation of tax norms in practice
(Raidevié & Randelovié¢, 2008). Many
authors commonly illustrate this
principle through the Laffer curve,
which symbolizes the relationship
between tax rates and tax revenue,
although its practical application is
somewhat different. As seen in the
case of the United States, the role of
economic principles in the economy
is primarily reflected in the tax
burden rate within a given economy
(Hemed, 2022).

The Dependence of the Tax
Balance on the Legal Form
and Structure of the Enter-
prise

Tax balances are reports that differ
depending on the entities preparing
them (Mear, Bradbury, & Hooks,
2020). Based on the form of the busi-
ness entity, we can distinguish be-
tween: the tax balance of an entre-
preneur, the tax balance of a com-
pany, and the consolidated tax ba-
lance. According to the type of
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business entity, we differentiate
between the tax balance of profit-
oriented and non-profit organiza-
tions. Based on the circumstances
under which the balance is compiled,
we distinguish between: the regular
tax balance and the special tax ba-
lance (Zeki¢é & Brajkovié, 2022).
According to the residency status of
the taxpayer earning income within
the territory of a specific country, we
distinguish between: the tax balance
of a resident and the tax balance of a
non-resident.

The family of tax balances is exten-
sive, which 1s why it is necessary to
explain each type of tax balance
individually according to these cla-
ssification criteria (Tosié, 2023). To
highlight the specific features of each
individual tax balance, we will begin
with assumptions that are essential
to each category.

In the previous section, we discussed
the distinction between regular and
special tax balances. Therefore, in
this part, we will focus on the two
groups of tax balances defined by the
form and type of the business entity.

A graphical presentation of the cla-
ssification of tax balances is provided
in the following example, which cle-
the

among the various tax balance

arly illustrates distinctions

groups.
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Figure 1. Types of tax balances

A company, as the bearer of econo-
mic activity in a society, assumes
different forms and possesses a di-
fferent economic structure depen-
ding on the goals and tasks it seeks
to achieve (Milojevié et al., 2015).

The Role of the Tax Balance in
the Tax System

The effectiveness of any system de-
pends on the characteristics of its
elements; if any component fails, the
entire system may collapse. The func-
tioning of the state, as a highly com-
plex system, relies on the interplay of
its various elements. One of the most
critical elements for the functioning of
the state is the budget (Auerbach,
Gorodnichenko, & Murphy, 2020; Da-
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§ié, 2024). For the budget to fulfill its
functions, it must be securely and sta-
bly supplied with fresh financial reso-
urces, meaning a continuous inflow of
funds must be ensured.

The inflow of financial resources is
secured by the state apparatus thro-
ugh institutions and instruments
embedded within a system known as
public finance (Golubovié & Jankovié,
2023). In all societies-regardless of
their stage of development-the share
of revenue derived from corporate in-
come tax tends to be substantial. The
more developed a country is, the
higher its revenue from this type of
tax is expected to be. The tax balance
is an instrument by which the state
establishes a link between taxpayers
and the government (Gogié, 2018).



Through this instrument, each busi-
ness year 1s closed by allocating a
portion of profit to the state in the
form of corporate income tax. For the
budgetary revenue system to operate
in a stable manner, the state enacts
tax laws that all taxpayers are obli-
gated to follow. However, despite
these measures, a certain level of tax
avoidance in the form of tax evasion
always persists (Schandlbauer, 2017).

The tax balance serves as a mirror of
the state apparatus-an indicator of
the government's ability to supervise
its economic entities, encourage their
development, and establish an appro-
priate redistribution of GDP. It is not
appropriate to adopt the tax balance
model of developed countries, nor to
apply the models used by less deve-
loped countries (Jovanovié, 2018).
Every country should design its tax
balance based on its own economic
structure and modalities. Within the
tax balance, priority should be given
to those elements that align with the
country’s strategic goals.

It is essential to establish the cri-
teria upon which the recognition of
income and expenses for tax purpo-
ses is based. These criteria vary de-
pending on the legal and economic
frameworks of individual countries
(Milogevié & Stankov, 2023). As the
global system of financial reporting
is based on International Accoun-
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ting Standards (IAS), which pres-
cribe legal norms relating to the
content and form of the tax balance,
the formal structure has become wi-
dely harmonized, while the substan-
ce remains dependent on the spe-
cific tax regulations of each country.

From the perspective of both form and
substance, it i1s evident that the
quality of tax balances has signi-
ficantly improved compared to pre-
vious periods, a fact supported by
comparative observations of countries
at different levels of economic deve-
lopment (Numa, 2024). The corporate
income tax balance, as a tool for
determining corporate tax liability,
comprises both formal and sub-
stantive aspects. On the formal side,
international standards have contri-
buted to the unification of the tax
balance’s presentation.

However, the substantive side of the
tax balance depends on the specific
tax regulations applicable in each c-
ountry, resulting in significant diffe-
rentiation (Luéié, Dasié, 2015). For
example, even though Serbia is at a
relatively lower level of economic de-
velopment, it has adequately addre-
ssed corporate income taxation-both
for residents and non-residents-thro-
ugh appropriate tax regulations.

The substantive side of the tax ba-
lance is defined by various indicators
that, as this paper has shown, sig-
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nificantly affect the level of tax eva-
sion. The standardization and partial
harmonization of international tax
regulations have facilitated the inter-
pretation and application of tax ba-
lances (Alstadseeter, Jacob, & Micha-
ely, 2017). The tax balance, as an
instrument by which the state moni-
tors and influences budget revenues,
contributes to improved control over
public finances through international
alignment, ensuring a more balanced
relationship between revenue and
expenditure at the national level.

It can be concluded that the metho-
dology and formal appearance of tax
balances are largely consistent with
international standards. However,
their substantive application must be
analyzed separately for each country,
as individual states maintain local
discretion with regard to tax rates,
tax bases, depreciation methods, and
deadlines for filing tax returns (Vr-
7ina, 2022).

The core elements that vary from
country to country and reflect the
differentiation in corporate income
taxation include the definition of the
taxpayer and the determination of
the tax base. With regard to the tax-
payer, it has been shown that most
legal entities operating for profit-
excluding partnerships-are subject to
corporate income tax. These elements
are defined with the aim of reducing
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tax evasion, which tends to occur as a
result of growing corporate profits in
developed countries, where the amo-
unt of tax owed is often substantial.

Conclusion

With the completion of the transition
process in the Republic of Serbia, an
increase in corporate income tax will
inevitably become necessary, as this
form of taxation will represent one of
the key components of the national
budget. The current situation reflects
efforts to attract foreign investments,
increase employment, and stimulate
economic development, particularly
in underdeveloped regions.

The application of balance sheet
principles during the preparation of
the tax balance is crucial, with special
emphasis on acknowledging relevant
risks that may arise during the tax
reporting process. A clearly differen-
tiated accounting profit and taxable
profit form the basis for a correct un-
derstanding of the tax balance, whe-
rein accounting profit is viewed in a
narrower sense than taxable profit.
This distinction plays a clear and un-
ambiguous role in the redistribution
of national income.

A secure budgetary revenue stream
implies that the state must establish
a tax balance that enables precise and
each

accurate determination of



taxpayer’s liability. Stable revenue,
on the other hand, depends on redu-
cing tax evasion and ensuring that
the state can effectively monitor and
enforce compliance with tax laws by
The redistribution of
national income concerns the balance

enterprises.

between budgetary revenues and
expenditures and refers to the equi-
table taxation of all corporate income
taxpayers. The rate of tax evasion in
this context should aim to approach
zero in order to achieve a fair redis-
tribution of national income.

To improve the theoretical and pra-
ctical elements of tax balance repor-
ting, we have highlighted key posi-
tions within the tax balance and su-
ggested possibilities for relevant im-
provements in their presentation,
which significantly contributes to the
reduction of tax evasion.

It must be emphasized that, in the
long term, taxation will gradually-but
certainly-cease to exist as a primary
instrument of state financing. In the
future, the state will operate as a ser-
vice provider for which citizens will
pay specific fees, similar to paying for
car servicing today. The state will lose
much of the power it currently holds,
as it will no longer manage such vast
financial resources. In the future, all
resources will become commodities,
and their usage will be subject to pay-
ment. Consequently, services such as
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defense, healthcare, and education
will become standard market commo-
dities. These conclusions point toward
the need for further expansion of this
research, which will be presented in a
future paper.
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MESTO I ULOGA PORESKOG BILNASA U
FINANSIJSKOM SISTEMU IZVESTAVANJA

Sazetak: Da bi se shvatila sustina poreskog bilansa mora se poéi od funkcija
preduzeca koju ono ima u privredi jedne zemlje uopste. Drzava potrazuje od
preduzecéa po osnovu ostvarene dobiti novéana sredstva, tako da je svako
preduzeée zainteresovano da dobit ostvarenu na trzistu Sto vise umanji
kako bi se osnovica po kojoj drzava potrazuje sredstva smanjila. Kako je po-
reski bilans izvestaj kojim se prikazuje iznos oporezive dobiti odnosno
poreske osnovice, drzava je zainteresovana za njegovo sto preciznije defini-
preduzecéa znacaj poznavanja poreskog bilansa, posebno u privredama koje

se nalaze u razvoju, poput nase.

U radu je prikazana pozicija poreskog bilansa u finansijskom sistemu, uloga
1 mesto poreskog bilansa u porodici ostalih finansijskih izvestaja. U okviru
Cega je posebno istaknuta uloga riziika koji su prisutni prilikom sastav-
ljanja 1 kontrole poreskog bilansa i zavisnosti poreskog bilansa od oblika i
strukture preduzeca.

Kljucne reci: bilans, porezi, izvestavanje
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