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Introduction

Significance of the topic - Development of opportunities for
improvement and transformation of tax management is an important
source of revenue mobilization in the state and one of the effective
economic levers in the market economy. It is in the conditions of the
formation of optimal tax management that sustainable development of the
country's economy and stable economic growth, and improvement of
socio-economic problems facing the country are achieved.

The formation of rational tax management is a guarantee of the
optimal functioning of the tax system of any state, and the appropriate and
correct policy implemented by the state is an effective tool for influencing
economic development. Therefore, issues of perfecting the mechanism of
tax management always appear as the most important prerequisite for the
formation and development of the country's tax administration.

The functional elements of tax management, such as the organization
of tax flow management processes, tax taxation, tax regulation, tax control
and their impact on business activity and its expansion, are always the
subject of judgements of well-known economists. This is because the goal
of the current economic system is to create a flexible and optimal tax
system that will be viable in the market economy and will be able to
respond to the current goals and challenges of the country's development.

By analysing the tax system of Georgia, it becomes clear that the
functioning of the tax management mechanism is accompanied by certain
shortcomings, overcoming of which and forming a fair tax system is the
leading direction for the country. In this regard, the correct and proper
tax administration is noteworthy, which contributes, on one hand, to the
implementation of an optimal fiscal policy and, on the other hand, to the
regulation of the relationship between tax authorities and taxpayers. Based

on the factors mentioned above, the development of the tax culture in the
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country is very relevant, the timely resolution of which significantly
ensures the perfection of the country's tax system.

Tax management, the transformation tendencies of its separate
mechanism belong to a new direction that applies to all economic entities
and includes the budgetary and tax sphere of the entire country. On the
other hand, the improvement of tax management is directly related to
taxes and the manner of their administration, which is regulated by the
tax legislation. One of the main goals of the 2021-2024 strategy of the
Revenue Service of the Ministry of Finance of Georgia is to increase
compliance with the law related to the fulfilment of tax and customs
obligations.

Perfection and development of the tax management mechanism,
possibilities of transformation of individual systems constantly require
research and introduction of scientific innovations. In the process of tax
administration in the country, it is necessary to pay a lot of attention to
improving the relationship between tax authorities and taxpayers and
raising the level of public tax awareness, as a result of which the tax system
will become more attractive to the public, and which in turn requires
constant scientific study and new understanding of public tax problems.

It is the aforementioned factors that determine the relevance of the
issue of studying and analyzing the problem of tax management, which is
dedicated to the presented qualification paper: "Possibilities of perfecting
tax management mechanisms and strategic transformation in Georgia".

The object of the research is to determine the possibilities of
perfecting and transforming tax management mechanisms in Georgia in
the direction of business activation and ensuring stable economic growth,
and the object of the research is the tax system operating in Georgia and
relevant tax relations.

Based on the significance of the research, the purpose of the research
is to study the functioning mechanism of the tax management in Georgia

and the possibilities of their transformation, and to prepare proposals for
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its improvement and to develop relevant recommendations. Based on the

purpose of the research, we must solve the following tasks:

® To study and analyse the advanced experience of tax management in
the world.

®  Revealing the current challenges of tax management transformation
in Georgia;

® Determining directions for improving tax management in Georgia
and assessing their possible impact on the business sector.

® Determining directions for improving tax management in Georgia
and assessing their possible impact on the business sector.

Theoretical-methodological base of the research - the theoretical-
methodological base of the research is diverse and is based on the
following sources: materials of international organizations and the
European Union, informational-analytical materials of the Ministry of
Finance of Georgia and the Revenue Service, scientific articles and
monographs of foreign and Georgian scientists, as well as the results of the
research conducted independently by the doctoral student, whose analysis
had a significant impact on the conclusions and recommendations.

Research methodology - taking into account the set goals and
objectives, modern research methods are used in the dissertation, such as:
the principle of unity of historical and logical, methodical approaches of
induction and deduction. In the research process, ways and methods of
analysis, grouping and comparison of statistical data, and questionnaire
survey were used.

The research condition of the problem - issues of tax management
and the formation and development of tax systems belong to the subject
of great interest of scientific-economists. In this regard, the following are
noteworthy: Francois Canet, Adam Smith, William Petty, David Ricardo,
John Maynard Keynes, Arthur Cecil Hughes, Paul Samuelson, Arthur
Laffer, Milton Friedman and other theoreticians of Ben Bermark, Philip
Dybeg, David Card, Joshua Angrist, Richard Tyler Thoughtful.
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Issues of tax management are widely covered in the works of
Georgian scientist-economists. In this regard, important investigations
have been carried out by: R. Kakulia, I. Meskhia, V. Papava, M.
Chikviladze, I. Ananiashvili, R. Basaria, Z. Rogava, N. Chikhladze, V.
Verulidze, I. Bukia, S. Putkaradze, E. Shainidze, R. Korchilava, T. Koridze,
M. Tsikubadze, D. Jangirian, T. Kiladze and others.

The research carried out by the presented scientists presents the
existing problems of the tax management transformation mechanism and
ways to solve it. Globalization processes in the modern world have further
aggravated the issues of tax strategy, and the further improvement of the
tax management strategy should ensure the development of the country's
business environment for investment attractiveness.

The presented study represents a kind of innovation in the direction
of developing the tax management strategy of Georgia.

Scientific novelty of the paper
® The theoretical-methodological aspects of the formation and

development of the mechanism of tax management in modern global

conditions are presented;

® The international experience of tax management functioning,
current advanced models and directions for further improvement are
evaluated.

® The current situation and main directions of the transformation of
the functioning of the tax management mechanism in Georgia are
analysed;

® The modern challenges of tax management in Georgia are identified
and the main directions for its improvement are defined;

® The stages of the development, establishment and development of
the tax system and its implementation mechanisms, events and
results that lead to the need for changes in the tax legislation are

presented.
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The impact of easing the tax burden for certain categories of
taxpayers with changes in the number of taxes, tax rate and
administration mechanisms on the financial situation of the country,
specific business, and development opportunities is discussed.

The directions of the state budget revenue growth trends are
substantiated by the improvement of tax administration and the
optimal regulation of mechanisms transformation processes.

In order to improve the attractiveness of the business environment
and improve the investment space, proposals such as optimizing
taxes, improving the transformation and management of tax
mechanisms, simplifying tax administration, adjusting benefits to the
real situation, creating favourable conditions for small and medium-
sized entrepreneurs, as well as the tax laws of some countries,
including Germany, have been developed. Understanding the system
and more.

Specific proposals are presented regarding the possibilities of
transformation of the tax culture in the country, the norms of
behaviour of taxpayers in general and measures, taking into account
the peculiarities of individual fields and types of business.

Proper argumentation is given regarding the differentiation of
income tax; Appropriate calculations and necessary transformation
mechanisms are presented for the grouping of payer categories, tax
rates, and determination of deadlines.

Theoretical and practical importance of the work - from a theoretical

point of view, the work based on the conducted research provides an

opportunity to develop the methodology of tax management.

The practical value of the paper is reflected in the conclusions and

recommendations developed by the author, which will contribute to the
further improvement of the functioning mechanism of tax management
in Georgia and can be used during the formation of the theoretical

foundations of the country's tax policy development.
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In addition to the above, the results of the paper provide us with a
more in-depth understanding of business needs and the development of
capabilities for planning and implementing support measures from the
state, which is a prerequisite for the post-crisis economy, rapid recovery,
and dynamic development of affected businesses.

The topic was tested at the expanded session of the Faculty of
Economics and Business, Business Administration, Management and
Marketing Department of Shota Rustaveli State University of Batumi on
March 27, 2023.

Based on the above, the qualification paper was formed with the

following structure:
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Introduction

Chapter 1. Theoretical Foundations of Tax Management Research

§1.1. Evolution of Tax Activity, Stages of Development

§1.2 Formation Methods and Principles of Tax Management

§1.3 Taxation System in Georgia, Peculiarities of Administration

Chapter 2. Comparative Analysis of International and National Practice of
Optimality of Tax Management Mechanisms

§2.1 Peculiarities of Tax System Development and Modern Challenges
Existing Abroad

§2.2 Strategic Transformation Tendencies of Tax Management

Chapter 3. Main Directions and Opportunities for Perfecting Tax
Management

§3.1 Main Directions and Opportunities for Perfecting Rational Tax
Management

§3.2 Opportunities for Tax Administration Reform

§3.3. Strategic Transformation Opportunities in Tax Activity

§3.4 Compatibility of Tax Management Mechanisms with Advanced
Foreign Practice

Conclusions and Recommendations
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Main Content of the Paper

In the first chapter of the paper "Theoretical Foundations of Tax
Management Research" - the formation of tax management - theoretical
approaches to development are discussed.

The tax system emerged historically and develops along with the
emergence of the state. In this way, certain connections between the state
and the economic category of taxes can be seen, following the
development of the society, the functions of the state gradually improved
and the process related to taxation also underwent evolution.

Taxes, as an opportunity for the formation of public income by the
state, are determined by the following circumstances:

- Dividing the population into social groups;

- Forming the state apparatus;

- Establishing independent effective structures of commodity-
monetary relations;

- Considering the demographic situation;

- With various state needs or the necessity of programs;

Therefore, the necessity of taxes is related to the fulfillment of tasks
and functions of the state. Taking into account the above, it is possible to
conclude that taxes are the main means of budget revenue formation and
the state of development and security of the country depends on the level
of its administration.

A complete theoretical understanding of taxation originates from the
17th century. One of the first theories of taxation was the exchange
theory, and the classical theory of taxation is directly related to Adam
Smith and David Ricardo. According to this theory, taxes are the main
source of government revenue that covers the costs of maintaining the
government.

The English economist of the 20th century, John Maynard Keynes,

draws attention to the fact that the monetary savings of the population
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prevent economic growth, and therefore he considered it appropriate to
remove excess monetary savings in the form of taxes.

The Keynesian revolution significantly affected economic policy,
and its "general theory" provides a rationale for the conduct of social
policy in the country. He considered unemployment as a negative socio-
economic phenomenon and proposed a set of various measures to combat
it. Keynesian postulates are widely represented in theories of economic
growth that have been developed since the late 1950s.

The views of the American economist Paul Samuelson (1915-2009)
are more important on the issues of the formation of the tax system and
its administration, who studied the problems of modelling the capitalist
cycle and proved that the growth of the national economy is possible
based on the correct combination of the country's fiscal and monetary
credit policies and negative processes are mitigated on the basis of tax
policy regulation.

The evolution of tax activity is connected with the theory of supply
economy, the founder of which is M. Burns, G. Stein and A. Laffer. They
consider taxes as an important factor of economic development and state
regulation. According to them, high tax rates have a negative impact on
entrepreneurial activity and overall lead to a decrease in tax revenues.

The Laffer curve is used to adjust the impact of tax revenue and tax
burden. The Laffer curve is associated with the name of Arthur Laffer. The
Laffer curve graphically determines the relationship between the volume
of government revenues and the average level of tax rates in the country.

Taxes were used both in the world and in Georgia to implement
important functions of the state, but taxes did not have the organizational
form they have today. For example, the following types of taxes were
widespread in ancient Georgia: dues, quitrent, war levy, hearthmoney,
wine tithe, pasturage fee, grocery tax, trade tax, estate fee, etc.

After the collapse of the Soviet Union and Georgia's independence,

the country embarked on the path of transition to a market economy, and
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political-economic and social problems, which demanded the need to
form a new tax system, were clearly on the agenda.

The evolution of tax affairs in Georgia can be conventionally divided
into three stages. The first stage begins after independence, with the
formation of the regulatory legal framework for tax administration and
the adoption of the first tax code in 1997. The second stage originates from
2004, when the state set out on the path of establishing a liberal tax model
and simplifying the tax system, as a result of which tax administration was
significantly improved, tax and customs infrastructure was renewed. The
implemented changes did not give enough stimulus to business
development in the country, which was facilitated by the world economic
crisis. The current tax reform was continued from January 1, 2011 with
the implementation of the new, third tax code. It is from this period that
the third stage of the development of the tax system originates, which
continues to this day.

In our opinion, the tax reforms implemented in the country should
significantly improve the business environment and promote the
continuity of entrepreneurial processes.

Tax management includes a set of principles for managing the

country's tax system, which schematically has the following form:

Tax flow Tax planning
management
organization Tax
management
Tax Tax control
regulation

Scheme 1. Tax management structure Source: Chart compiled by the

author.
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It is clear from the diagram that tax management is closely related to
the tax mechanism, which in turn includes the organization, planning,
regulation and control of tax processes.

In our opinion, tax management is a set of forms, methods and means
of tax relations, which is consistent with the goals and objectives of the
state and is regulated by tax legislation.

The modern tax system in Georgia includes all the nuances that are
regulated by legislation, and its implementation is ensured by the existing
tax code and subordinate normative acts.

The effectiveness of the country's tax system depends significantly
on tax payment, tax control and ensuring the fulfillment of tax obligations,
which is achieved by tax administration. Without tax administration, it is
impossible to successfully implement the fiscal function of taxes in the
country. In the last period, the term "tax administration" was firmly
established in the economic literature. Under tax administration is
understood the implementation of functioning and authority by tax
authorities within the scope of their competence, which is established by
the tax legislation of the country.

The main goal of tax administration is to raise the tax culture of
taxpayers, to improve tax relations, which should ultimately ensure the
fulfillment of taxpayers' tax obligations. State policy in the field of tax
administration should be flexible and adapted to political and economic
changes. To some extent, it has a social purpose, since the relaxation of the
tax system leads to a decrease in budget revenues, an increase in the
number of tax offenses, which in turn threatens the fulfillment of the
state's social obligations.

Tax benefits are part of the tax system of Georgia, which has a
significant regulatory effect. Tax benefits include reduction of tax rates
and tax base for tax-paying entities. We think it is important to introduce

and refine such tax incentives in the legislation, which are focused on
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attracting investments, including; with free economic zones, reinvestment
of benefits, etc.

Tax incentives provide some flexibility to tax systems, but at the same
time complicate the technology of tax administration. Therefore, when
developing a system of tax incentives, a kind of balance between the fiscal
and incentive functions of taxes should be taken into account.

Tax incentives as a whole are the main tool of tax policy, which helps
to fulfil the regulatory function of taxes. The decision on tax incentives
should be made taking into account the following aspects, such as: direct
losses of state revenues, ease of tax administration, distributional effects
and externalities.

From our side, maximum attention was focused on measures of tax
system administration, including measures of tax payment, tax control,
fulfilment of tax obligations. It is important to note that every subsequent
change in legislation should be an attempt to improve and improve the tax
system, which will be tested in practice. A step forward in the
development of the Georgian payment system is the refinement of the
rights and duties of the participants of the relationship provided by the tax
legislation of Georgia and the determination of the measures of
responsibilities, the introduction of public notices and the protection of
the legal interests of the payers in this regard.

We think that for the perfect functioning of the tax system, it is
important to carry out such administration measures during which, on the
one hand, the taxpayer cannot ignore it, and on the other hand, its scale
(rigidity) does not destabilize the activity of the taxpayer and prevent
him/her from achieving his economic goals.

In the second chapter of the work "Comparative Analysis of
International and National Practice of Tax Management Mechanisms’
Optimality" features of tax system development and modern challenges in
the world are discussed. In this regard, the tax system of the United States

of America and the tax administration process are worth noting. It is one
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of the developed systems in the world, which is managed by the US
Treasury. The tax structure consists of federal, state and local taxes. These
taxes represent the most important tool for managing the country's
business sector. Unlike the EU countries, there is no value added tax
(VAT) in the US, but its analogue is the Sales Tax.

Among the different types of taxes in the United States, the main
types of taxes are: income tax (federal and state level), profit tax, estate tax,
sales tax, gift tax, excise tax, customs tax, and others. The ratio of the tax
burden to the wages earned by individuals in the United States is shown
in the chart below (see chart #1).

Diagram #1.
The percentage of the tax burden on wages earned by an individual in
the US.

The percentage of the tax burden on wages earned by
an individual in the US

= 7,6% Employer's share of tax paid from wages earned.
7,1% Employees' share of tax paid from wages earned.
15,1% Income tax.

70,2% Income of an individual after paying taxes.

Source: iqolecision.com/nalogi-v-s-sh-a-obzor/
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From the presented diagram, it is clear that 7.6% of the tax burden
from the wages earned by individuals comes to the employer, 7.1% to the
employee, 15.1% to the income tax, and 70.2% is received by the
individual as income.

The US tax system is also recognized for its tax benefits and
incentives. In particular, after the Second World War, US tax legislation
regulated a system of tax credits.

US tax law is based on special tax treatment rules with respect to
intellectual property objects. There are more than a hundred tax
incentives in the US tax law that encourage the development of innovative
areas.

In order to improve and develop the tax system, the US applied both
long-term and short-term tax reforms. During the 20th and 21st centuries
in the USA, six tax reforms were carried out, which were related to
fundamental changes in tax policy, namely:

- Melon tax system (1921-1926);

-Roosevelt's new course (1933-1945);

-John Kennedy's tax reform (1962-1968);

-Ronald Reagan's reform (1981-1988);

-Bill Clinton's reform (1993-2001);

-Donald Trump's reform (2017-2020).

According to the tax reform law signed by D.Trump, the corporate
profit tax rate has been reduced from 35% to 21%. The tax for legal entities
operating abroad has also been reduced to 15.5% for cash payments, and
to 8% for non-cash payments. Tax benefits for capital expenditures were
also approved for legal entities.

As a result of the analysis of the tax system of the United States of
America, it becomes clear that tax management and tax administration in
the country are aimed at the development of such tax methods that
contribute to the regulation of economic development and ensure

minimal state intervention in market mechanisms. The main feature of
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the functioning of the tax system was the liberalization of direct taxes and
the increase of the scope of indirect taxes.

The long-term goal of the US tax system is to create harmonious tax
relations that ultimately ensure balanced relations between the state, the
taxpayer, and other international entities.

The tax systems of European countries are somewhat different from
the system of the United States of America in terms of tax administration
and tax declaration submission by taxpayers.

The laws of the EU countries are similar in many ways, but in terms
of taxation, each country decides for itself who is considered a resident,
what rates to introduce and what kind of benefits to introduce, that is, the
tax regulations in the EU countries are different, but recently a course
towards universal harmonization has been actively taken.

There are two main approaches to the formation of tax policy in
relation to natural persons:

1. The territorial principle, which is based on the objects of taxation
originating in the territory of the state, regardless of the subject's
national or legal affiliation.

2. The principle of residency is based on the taxation of objects by
persons who have the status of a tax resident of a particular state,
regardless of the place and source of income.

The most common criteria in EU countries are the place of physical
presence, an individual acquires the status of tax resident if he/she is
actually present in the territory of this state for a certain period (usually
183 days per year).

The categories of tax subjects are different in European countries.
Three approaches are distinguished.

1. Recognition of each individual with income as a subject of

taxation, regardless of his/her marital status (Italy, Austria, France,

Slovenia, Slovakia, Poland, Lithuania, Latvia).
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2. The object of taxation is a married couple whose income is

considered as total joint income (Portugal, Luxembourg, Malta). In
Germany, Spain, Ireland and Norway, spouses are given the choice

of filing an individual or joint return.

3. The subject of taxation is the family, which is considered a group

of persons who live together and lead a common family.

In terms of analyzing the EU tax system and sharing experience, it is

very interesting for Georgia to understand the tax system of Malta.

In Malta, the basic VAT rate for legal entities is - 18%, profit tax -

35%, dividend - 0%, royalty - 0%, there is no tax on authorized capital.

Malta has favorable taxes for businesses, as a large part of the taxes

can be refunded, for example:

6/7 of the paid tax is returned from the paid tax, and after the
return, the tax rate is only 5% if the company is engaged in
trading activities;

5/7 of the tax is subject to return if the company received passive
income and royalties;

2/3 of the paid tax is returned if the company is subject to a double
taxation avoidance agreement;

The tax paid is 100% refundable if the Maltese company is a
holding company and owns a share in a foreign enterprise, such
company falling under the category of participating holding

company.

To ensure the return of tax paid to companies, it is divided into five

accounts. Tax refunds are made only from the first and second accounts.

1. Final payment (Finol Toix Account)

2. Income received in Malta (Maltese Taxed Account)

3. Income from abroad (Foreign)

4. Income from immovable property (Immovable Property
Account)

5. Incomes that are not taxed (Untaxed Account).
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The refund process is the same in all cases, namely, first the company
pays the taxes, then writes a statement about the refund. The tax office
will review the application within 14 days and after the application is
approved, the refund will be made in the same currency in which the taxes
were paid.

In our opinion, the features and practical experience of the tax
system of Malta are very important for Georgia, and the transfer of its
experience will be of great help and will advance the tax system of
Georgia.

Tax management on the one hand is associated with tax planning,
regulation, analysis and control, and on the other hand it is related to tax
administration.

In the process of transformation of the tax system of Georgia, it is
necessary to protect the tax optimum when determining the tax rates,
which will give entrepreneurs the means to expand their production scale
and create new jobs. According to modern world practice, 35-40% belongs
to such optimum, and 55-60% remains at the entrepreneur's disposal.

The structure of individual taxes in the tax revenues of the unified
budget of Georgia in 2021 gives the following picture (see diagram #2). In
2021, value added tax has the largest share in tax revenues, 45.1%, and it
represents 10.0% in the gross domestic product (GDP). The second place
is occupied by the income tax at 28.2% and it is 6.3% of the GDP. Excise
tax represents 14% of the tax revenues of the consolidated budget in 2021,
and its share in GDP is 3.1%. As for the profit tax, it is represented by 7.6%
of the tax revenues of the consolidated budget in 2021, and in GDP its

share is 1.7%.
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Diagram #2.
The share of taxes in the tax revenues of the consolidated budget of
Georgia for 2021.

Other taxes;

PPoperty

Import tax; 0,7 tax; 3,71

Source: Ministry of Finance materials. www.mof.gov.ge

One of the main elements of tax management development is tax
planning. The tax planning system is a combination of state tax planning
and business entity tax planning, each of these systems has its own goals,
namely; State tax planning is focused on the mobilization of taxes in the
budget, while the purpose of tax planning of business entities is to
minimize taxes to ensure the reduction of real expenses of business
entities.

Table #1 gives us an idea of the forecast of tax revenues in Georgia
and the state of their performance. From the analysis of the table, it can
be seen that the forecast indicators of the planned revenues for the last
four years are characterized by the performance trend, in particular, in
2018, 11822.1 million GEL was mobilized in the budget, that is, the plan
was fulfilled by 101.0%, and in 2021, 15142.6 million GEL was mobilized
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in the budget, that is, the plan was fulfilled by 101.4%, as for the
mobilization of tax revenues in the budget, here, too, during the research
period, we have planned the implementation of the tax revenues plan, in
particular, in 2018, the tax revenues plan in the country was fulfilled by
100.1%, and in 2021, 100. by 8%. As for the implementation of the tax
revenue plan of individual types, in 2018, the profit tax plan was
implemented by 99.5%, and the VAT tax plan was implemented by 99.9%.
During the research period, in the rest of the years, plans for mobilization
of certain basic types of tax revenues in the budget were implemented,
which indicates that the calculation of tax plans, both at the central and
local levels, is carried out on the basis of uniform methods, and the
Revenue Service is actively involved in the mobilization of tax revenues
in the country's budget.

The trends of transformation of the elements of tax management that
we have studied have shown us that Georgia has been actively reforming
and perfecting the tax system since its independence, but for the
formation of a modern tax system, it is necessary to refine and perfect the
separate elements of tax management, which will be in compliance with
the tax legislative and regulatory framework of the European Union.

In the third chapter of the paper "Main Directions and Opportunities
for Perfecting Tax Management", the main directions for improving
rational tax management, opportunities for tax administration reform, and
opportunities for strategic transformation of the tax system in business

relations are analysed.
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Dynamics of indicators of revenues of the unified budget of Georgia

Table #1

2018-2021 (mln. GEL)
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The issue of optimal distribution of the tax burden of taxpayers in the
Georgian economy remains one of the acute problems, and at the same
time, there is no internationally recognized methodology for determining
the amount of tax rates in the world. The tax burden is determined by the
ratio of the total volume of mandatory taxes collected by the state to the
gross domestic product. With such an approach, it is impossible to discuss
the severity of the tax burden, since such an approach requires the
existence of a comparable base, comparing the norms of maximum
taxation with the optimal level of taxation in monetary terms.

In our opinion, the current economic situation in the country cannot
be fully reflected by the tax burden indicator, because the tax revenues
actually collected by the Revenue Service do not include the amount of
potentially available tax revenues, and when the recorded gross domestic
product is accepted, the shadow economy remains, the size of which is
primarily determined by the severity of the tax burden.

Along with the optimal distribution of the tax burden, it is important
to increase the understanding of the legislation. In some cases, non-
fulfillment of tax obligations by taxpayers is explained (caused) by
incompletely formulated legal norms in the Tax Code, which sometimes
provide the possibility of non-uniform interpretation and are often
interpreted differently by the parties.

Gaps in the interpretation of records continue to remain in the
existing legislation, which hinders the level of understanding of the
legislation and contributes to the increase of disputes between the parties.
We think that the results of the settlement of similar disputes should be
taken into account, and legislative records should be specified and
maintained at the level of the code (and not of normative acts).

Research has confirmed that one of the main goals of the 2021-2024
strategy of the Revenue Service of the Ministry of Finance of Georgia is to

increase compliance with the law related to the fulfillment of tax and
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customs obligations, which the service intends to achieve by solving the

following tasks.

> By developing services tailored to interested persons;
> By raising the level of awareness of tax payers;
> Managing the process of existing risks in the field of

compliance with laws;
> By introducing a customs risk management and
information advance development system.

For this purpose, we consider it expedient to form a unified
methodological online platform with the Revenue Service, which will
help individuals and legal entities to avoid interpretations related to legal
issues and improve their awareness of the requirements of the legislation.
It is also important to form and develop a unified feedback system, which
ensures the involvement of taxpayers in the process of providing services.

In our opinion, development of civic values in the society will
contribute to raising the awareness of the society in terms of attitude
towards taxes and will increase the confidence of the country towards the
tax institutions. The formation of a healthy society is the basis for the
formation of a tax system in the country.

In terms of raising the public's tax awareness, the state should
actively engage in the effective use of advertising means, which will
significantly influence the formation of people's behavior in the society.
The advertising of tax activities by the state should become an element of
the country's culture, and the use of advertising for this purpose gives the
state the greatest leverage to influence the human psyche.

Perfection of tax management and administration in the country, in
turn, requires staffing of tax authorities with qualified staff so that they
can fulfill the obligations imposed by law in accordance with high
professional standards. One of the main tasks for achieving this goal is
raising the qualifications of employees of tax authorities, updating the

existing standards of motivation and evaluation in the system, and
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increasing the level of employee satisfaction, taking into account the
requirements of the new standards.

In order to create a modern work environment in tax authorities, it
is necessary to introduce results-oriented management standards, which
ensures the simplification of managerial decisions. Taking into account
the specifics of the activities of the Revenue Service and in order to
conduct the activities perfectly, we consider it expedient to complete the
transition to the information security standard - ISO27001 in the near
future.

In our opinion, one of the directions for improving tax management
in Georgia is the implementation of the mechanism for the fair
distribution of the tax pressure of direct taxes. Equal distribution of direct
taxes will allow individuals and entrepreneurs to increase real incomes.
We consider it expedient to make such changes in the Tax Code in the
future, which will ensure the transition to a progressive tax mechanism
instead of proportional tax taxation. In our opinion, at the first stage, it is
better to introduce a differentiated rate of income rate only on the income
received in the form of salary (and not on the income received from
entrepreneurial activity), for the reason that there will not be a significant
reduction of tax revenues at the initial stage. At the same time,
entrepreneurs, subjects should be given a certain opportunity to choose
another mode of taxation (small, micro, fixed), which will serve as a kind
of compensation for them.

It is necessary to reform the organizational process of issuing
regulatory acts of tax administration. The regulatory legal framework for
tax administration should be based on three components, namely
neutrality, stability and simplicity. Neutrality should ensure the
implementation of such legal acts, in which the interests of both the state
and entrepreneurs will be taken into account as much as possible. Stability
should ensure the normalization of changes made in legal norms of

taxation. There is still an insufficient level of knowledge of tax legislation
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in Georgia, and the frequent changes made in legislative and normative
acts increase the probability of making mistakes on the part of business
entities. The feeling of legal instability is one of the main problems for
business. A stable legal environment simplifies the process of tax
administration for both parties and improves the tax culture in the
country.

The simplification of legal acts means the development of such legal
norms, which will not have the possibility of various interpretations and
will be freely understandable for entrepreneurs.

In terms of developing the perfection of tax management in the
country, the revenue service should promote the presentation of
conscientious taxpayers in the society, where it will be discussed about the
financing of social projects, health and education system development
with the money they paid. On the other hand, tax authorities should be
staffed with qualified staff so that they can fulfill the obligations imposed
by law in accordance with high professional standards. One of the main
tasks for achieving this goal is raising the qualifications of employees of
tax authorities, updating the existing standards of motivation and
evaluation in the system, and increasing the level of employee satisfaction,
taking into account the requirements of the new standards.

In the process of working on the dissertation topic, we conducted a
sociological research using the interview method, according to a
previously prepared questionnaire. The subject of the research was the tax
reforms and its impact on the activity of business entities, as well as the
purpose of the research was the assessment of the tax system of Georgia
by taxpayers and their attitude to the implemented legislative changes. 2/3
of the subjects participating in the research are in favor of paying for VAT
registration and introducing a differentiated model of taxation, while the
majority of taxpayers believe that income and further reduction of VAT

will have a positive effect on the results of their activities.
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Diagram #3.

Types of taxes whose rate reduction, according to business entities, will

have a positive impact on their activities Source: Diagram compiled by
the author

M 35.9% of payers inco % of payers VAT
M 18.8% of payers profit tax & 8.8% of payers excise duty

M 4.7% of payers import tax M 4.7% of payers property tax

Diagram #4.
The attitude of the surveyed business entities regarding the revision of

the issue of registration as a VAT payer

Ch itle

= Fair 65,
m Unfair 4,4 %

= |t’s hard for me to answer 30,4 %

Source: Diagram is compiled by the author
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Based on the analysis of the results of the research, the identified
needs from the business side, including the improvement of tax
management, legislation and the tax system, were reflected in the
prepared conclusions and recommendations.

The results of the sociological survey of entrepreneurs conducted by
us showed that 60% of the interviewed entrepreneurs consider the
frequent changes made in the tax regulatory legal acts and the
administrative norms of their implementation as a factor hindering the
stable running of the business.

In our opinion, due to its specificity, the tax legislation is
characterized by increased sensitivity on the part of the business sector,
which requires compliance with different standards of normalization and
regulation of changes to the tax code. Thus, we consider it expedient for
the law-making group working on the amendments to the Tax Code to
determine the consequences of the amendments to the tax norms within
the scope of the possibility, and to make the amendments prepared during
the current year effective from January 1 of the next year (except in special
cases). With these changes, businesses in the country will have a sense of
security and stability, as the government will not introduce additional
regulations that will increase the tax burden on businesses. For foreign
investors, it will become a guarantee that they enter a predictable market,
where the rules of the game do not change subjectively and the business
environment does not deteriorate.

In order to avoid and prevent disputes and ambiguities related to the
use of indirect methods in the process of tax administration, we consider
it expedient for the Ministry of Finance to develop an instruction for the
use of the indirect method, which will specifically define the period of the
tax audit and what types of operations the indirect method should be used
for. The instruction should describe in detail the legal violations, during

which it is possible to use indirect methods of verification.
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The European choice for the country's development creates great
challenges in terms of taxation, which can already be emphasized
considering the economic practices of developed countries. In recent
years, under the conditions of the global pandemic, society has actively
switched to a remote lifestyle, which has further increased the scale of e-
commerce.

Taking into account the above, when processing the strategic
directions of transformation of tax management in Georgia, the answer
should be given to the organizational-structural transformation of the
functioning of tax taxation, tax administration mechanism in the
conditions of digital technologies.

In the conditions of digital technologies, the approaches of the tax
authorities of the state to the payers should be fundamentally changed,
because the geographical boundaries of the payers are no longer dominant.
In the conditions of “internetization” and digital technologies, the tax
system should be able to adapt to new business models and in the process
of tax administration, it should replace existing activities with modern
technologies.

It is very important for Georgia to form a tax transformation strategy,
because the period is not far when our economy will be transformed to
digital technologies and the tax system should also be reorganized to
modern technologies so that e-commerce does not fall outside the
country's taxation system.

For this purpose, at the first stage, it is necessary to outline the scope
of economic activity under the conditions of digital taxation and define
the object of taxation, place of service, time and other terms in the
explanatory part of the terms of the tax code. As for the administration of
indirect taxes, in particular, the problem of value added tax should be
solved using "Blockchain" technology, which will allow us to provide
information on all transactions made by taxpayers to the tax authorities

and make the taxpayer digital.
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An important condition for easing the tax burden for business entities
in Georgia is the transition to a multi-level model of VAT taxation,
because it is unacceptable for primary demand products and luxury items
to be taxed at the same rate of VAT in the country. Making appropriate
changes to the VAT rate in the tax code will contribute to revitalization
of business in the country, expansion of the tax base, a sense of justice, and
ultimately harmonization of the Georgian tax legislation with the EU
legislation.

In the necessity of forming an effective tax system, the issue of
socialization of acceptable taxes is taken into account, which means: social
justice, in terms of achieving material and spiritual well-being. One of the
goals of Georgia's tax transformation strategy should be to balance the
glaring amount of social inequality. In this regard, the introduction of a
progressive model of income tax in the country appears to be the only way
to distribute the public good to different strata of the population equally.

In terms of tax management, the compatibility of the Georgian Tax
Code with European (German, Danish, Spanish, etc.) tax legislation is
desirable in the future. The mentioned legislation provides for many
factors and circumstances, amendments and clarifications. The Code
contains specific rules for small, medium and large businesses, educational
institutions, disabled persons, students, etc. The German tax system is
characterized by an individual approach. In Germany, the VAT rate is
progressive depending on the profile of the goods, for example, industrial
goods are taxed at 19% and food at 7%. It should be noted here that the
tax burden in Germany is 50%, and the standard of living is quite high
compared to the EU countries.

When harmonizing the tax management mechanisms of Georgia, the
acceptable Danish and Spanish experience in terms of progressive taxation
is taken into account, because the progressive taxation system is a good
way to reduce social inequality in the country. Although Denmark has the

highest progressive rate compared to other European countries, the state
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is doing everything to reduce the gap between the rich and the poor. In
Denmark, annual income of USD 7,500 is taxed at an income tax rate of
8%, and for individuals whose annual income exceeds USD 80,000, the
income tax rate is 55%.

In Georgia, we consider it expedient to improve the tax
administration system in the future, so that in the tax code as well as in
the organic law, tax deductions are detailed and specific, in order to reduce
as much as possible subordinate normative acts, rules and manuals of
instructions, which brings a lot of ambiguity to the effectiveness of the tax
system.

Using the practical experience of developed countries in the process
of forming the mechanism of tax management in Georgia will allow us to
improve the tax legislation, improve the tax culture and successfully

implement the process of socialization of the tax system in the future.

Conclusions and Recommendations
Taking into account the results of the research, it is possible to
highlight the main conclusions, which we formulated as follows:

1. Formation-transformation of the tax system in Georgia includes
three stages. The first stage begins with the country gaining
independence and adopting the first tax code. The second stage
originates from January 1, 2005, when the second tax code came into
force, as a result of which tax administration was significantly
improved, the country's tax and customs infrastructure was renewed.
And from January 1, 2011, the new third tax code came into force in
the country, it is from this period that the third stage of reforming
the tax system begins, which continues to this day. At this stage, the
new tax and customs codes are being refined in terms of

harmonization with the EU tax legislation.
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Based on the analysis of the views of foreign and Georgian scientist-
economists on the structure of tax management, constituent
elements, the formation and regulation of the tax system, the
principles and conditions of the regulation of the country's tax
system have also been elaborated in our opinion.

Considering the practice of advanced countries, some terminological
features of tax management mechanisms and transformation were
defined;

The experience of tax mechanisms of foreign, including developed
countries, provides for a system of tax benefits and incentives. Also,
the legislation is based on special rules of taxation in relation to
intellectual property. There are more than a hundred tax incentives
in the US tax law that encourage the development of innovative
areas.

From the tax legislative practice of the member states of the
European Union, the differentiated rates of taxation with the
payment of VAT are taken into account according to the commodity
groups. In the Maltese tax system, a large proportion of taxes for
businesses are refundable. To ensure the return of tax paid to
companies, it is divided into five accounts. 1. Final Tax Account 2.
Maltese Taxed Account 3. Foreign Income 4. Immovable Property
Account 5. Untaxed Account. Tax refunds are made only from the
first and second accounts. The return process is the same in all cases,
namely; First, the company pays the taxes, then it writes a statement
about the refund. The tax office will review the application within
14 days and after the application is approved, the refund will be made
in the same currency in which the taxes were paid.

In Georgia, unlike the developed countries of the West, the tax
burden on the business sector is unevenly distributed, which is
caused by the shortcomings of the tax legislation. One part of the

enterprises bears a large tax burden, while the rest bear the
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minimum. In Georgia and the West, similar rates are used for the tax
bases, but the tax base in Georgia is wider according to taxes, which
is why the tax burden is higher than in the developed countries of
the West. Thus, the tax system operating in Georgia without
optimizing the tax rates cannot contribute to the development of the
economy and the creation of new jobs.

One of the directions for improving tax management is the
development of a mechanism for fair distribution of tax pressure in
the country. We consider it expedient to switch from the
proportional tax system to the progressive tax system in the country,
or to introduce appropriate changes in the tax code and differentiate
the income tax for individuals, parallel to the increase in salary and
other incomes.

Imperfectly formulated legal norms in the tax code are the cause of
wrong interpretation in individual cases. For this purpose, it is
appropriate to launch a unified methodological online platform with
the Revenue Service, which will help interested parties to avoid
interpretations related to legal issues and improve their awareness of
the requirements of the legislation. Also, in terms of improving tax
management, it seems appropriate to form a unified feedback system,
which ensures the involvement of taxpayers in the unified system of
tax management.

It is important to raise the culture of state thinking among
entrepreneurs. In this regard, the formation of public tax awareness
in Georgia should start from the level of general education, and the
Ministry of Education and Science should include the subject of civic
education in the national curriculum, within the framework of
which great attention should be paid to taxes, its importance in state
building, and the importance of paying taxes to the well-being of

each member of society should be explained.
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10.

11.

12.

13.

The results of the sociological survey showed us that a third of
business entities consider the frequent and untimely changes made
in tax regulatory legal acts as a factor hindering the stable running of
business in the country. It is also necessary to take into account the
fact that the business sector has an increased sensitivity to tax
legislation. Therefore, the regulation of amendments to the Tax Code
should be more flexible.

Among the many changes made in the tax code in the process of
reforming the tax system in Georgia, the introduction of the concept
of a bona fide taxpayer into the tax law and the exemption of the
taxpayer from sanction based on it, on the basis of which the dispute
review board of the tax authority and the court were given the right
to exempt the taxpayer from the sanction. Unfortunately, the Tax
Code does not define the concept of "good faith" and "bad faith" and
the standard of good faith of the payer. Taking into account the
above, in order to fairly exercise the discretionary rights in the tax
legislation, we consider it justified to prepare a situational guide for
the Ministry of Finance (for LEPL Revenue Service) and to carry out
periodic training of the employees of the tax authorities with its help.
In the process of tax administration, the use of an indirect method is
often used, which becomes the reason for confrontation and disputes
between tax payers and employees of tax authorities. In order to
avoid and prevent disputes and ambiguities related to the use of
indirect methods, we consider it expedient for the Ministry of
Finance to develop an instruction for the use of the indirect method,
which will specifically define the period of time or what types of
operations the indirect method should be applied to during tax
audits. The instruction should describe in detail the legal violations,
during which it is possible to use indirect methods of verification.

In order to further improve the Tax Code of Georgia, we also consider

it expedient to make changes in the rule of registration of an entity
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14.

15.

16.

as a qualified VAT payer, because the said rule does not specify the
specific circumstances that the authorized person of the payment
authority should rely on when making a decision, and often the
decision is made based on subjective views. Thus, it is appropriate to
specifically write down the criteria that a person must meet in order
to be granted the status of a qualified VAT payer in the "Rule of
granting or refusing to grant the status of a qualified VAT payer to a
non-qualified VAT payer".

In the process of forming the tax transformation strategy of the
country, the issues of functioning of tax taxation and tax
administration mechanism should be taken into account in the
conditions of digital technologies in Georgia. The transformation of
the country's economy to digital technologies requires the
reorganization of the tax system on digital technologies so that e-
commerce does not fall outside the taxation base in the country. For
this purpose, it is necessary to introduce specific definitions about the
object of taxation, place of service, time and other terms in the
explanatory part of the Tax Code, and the problem of value added tax
is to be solved by using "Blockchain" technology, during which it will
be possible to provide tax authorities with information about all
transactions carried out by each taxpayer. Information delivery and
payment of bills in digital mode.

The process of transformation to the digital economy going on in
the world will definitely put Georgia in front of the need to introduce
new taxes and changes in administration, sharing the international
practical experience of electronic profit taxation and thus expanding
the tax base is an important step on the way to solving this problem.
We consider it an important condition for reducing the tax burden
for business entities in Georgia to switch to the current multi-level
model of VAT taxation in the EU countries, because primary demand

products and luxury items in the country cannot be taxed at the same
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17.

18.

19.

VAT rate. Making appropriate changes in the tax code will help
improve the business environment in the country, expand the tax
base and ultimately harmonize the tax legislation of Georgia with the
legislation of the European Union.

In order to reduce the tax burden of individuals and especially low-
income persons, we consider it appropriate to harmonize the tax
management mechanism with the Danish and Spanish experience in
terms of progressive taxation of citizens' incomes, because the
progressive taxation system is one of the best ways to reduce social
inequality in the country. Although Denmark has the highest
progressive rate compared to other European countries, the state tax
system clearly regulates the differential impact on the family budget
between high and low income earners.

Strict compliance with tax legislation, among other factors, largely
depends on the motivation of the payer, which can be facilitated by
the so-called By encouraging the "honest payer”, establishing various
procedural benefits, etc. Therefore, we consider it appropriate to
clarify the concept of a bona fide taxpayer defined by tax legislation
and to accurately identify it in tax practice, which on the one hand
will eliminate various interpretations and bring more clarity to tax
disputes or court proceedings, and on the other hand, will positively
affect the motivation of taxpayers to fulfill their tax obligations on
time and in full;

Dynamism in business activities is significantly determined by timely
understanding and consideration of current changes in tax
legislation, which is not always possible. In order to ensure the
mentioned, we consider it expedient that the amendments prepared
in the tax code should be implemented from January 1 of the
following year (except for special necessity), but no earlier than 6

months. By setting a reasonable deadline, business organizations will
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21.

22.

be able to fully understand the content of the changes and properly
prepare.

Following the development of modern digital technologies, on the
one hand, their use in the operation of individual companies and, on
the other hand, the number of subjects involved in business activities
in this field are increasing. This trend has already become the object
of attention of regulatory authorities, especially in highly developed
foreign countries. Accordingly, it is desirable for Georgian companies
to take into account the fact that foreign tax legislation already
regulates similar activities, and this will happen in Georgia as well.
Therefore, it is advisable for Georgian business organizations to
modernize their financial management taking into account the
expected legislative changes, which will reduce the vulnerability of
their activities to expected changes and ensure a high rate of business
continuity.

In the process of preparing the methodological base for the
introduction of the electronic tax system in the country, it is
desirable to involve the representatives of the companies. In
particular, this applies to international companies that operate in the
field of electronic commerce and that already have some experience
in the mentioned direction.

Indirect taxes have the highest specific share in the tax revenues of
the state budget of Georgia, including VAT. These taxes burden
business entities, especially business organizations with small
turnover. During the research process, it was revealed that the
majority of taxpayers are in favor of revising the issue of taxation and
VAT registration according to the groups of VAT goods. For the sake
of smooth business development, we consider it appropriate to
review the issue of VAT registration and the tax rate, taking into
account the scope of activity and the volume of turnover. Such a

change will not lead to a significant decrease in state tax revenues,
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23.

moreover, such an approach will increase the rate of legalization and
allow small businesses to work more conscientiously.

It is important to improve the mechanisms of payment management
in order to reduce to a minimum the evasion of paying the declared
taxes by the taxpayers in the process of assigning the qualified VAT
payer, the right of deduction and automatic refund of the deducted

amounts.
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