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I Treating Multiple Persons as a Single VAT-Taxable Entity

An amendment has been made to the instruction approved by the Georgian Minister of Finance’s order N°996, dated
31 December 2010, on “The Administration of Taxes,” adding a new article 46': “Treating Multiple Persons Established
in Georgia as a Single VAT-Taxable Entity.”

The addition of this article is due to amendments made to Paragraph 9 of Article 73 of the Tax Code, which grants the
tax authority the right to treat any multiple persons established in Georgia as a single taxable entity to prevent VAT
evasion, despite their formal/legal independence, if the following conditions are met:

¢ Major decisions related to their business activities/management are made by the same person;
o Their place of business is identical;

e The nature and substance of their activities are identical;

¢ None of the group members are registered as VAT payers.

The Minister of Finance’s order defines cases and procedures under which multiple persons may be considered as a
single taxable entity, as well as cases in which the nature and substance of their activities are deemed identical.

According to the new article 46/, it is considered that major decisions related to the activities/management of the
persons are made by the same person if that person makes decisions on at least two of the following issues: selection of
contractors and conclusion of transactions with them; determination of the price of goods/services; selection of
employees and determination of terms in employment contracts with them; appointment and dismissal of a director;
distribution of dividends; assumption of obligations; securing obligations, etc.

As per the amendment, each member of the group is deemed a VAT payer from the moment a taxable transaction is
carried out (including this transaction) that causes the cumulative value of taxable transactions among the group
members to exceed 100,000 GEL.

Andersen in Georgia is a member firm of Andersen Global®, an international association of member and collaborative firms presented in more than 174 countries, providing tax, legal,
valuation, business advisory services and other services to its clients operating in diversified industries.
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It should be noted that in the case of treating a group of persons as a single taxable entity, the cumulative value of

transactions performed by all members of the group is considered for the mandatory VAT registration of each group
member, excluding transactions of goods/services performed among the group members themselves.

The amendment came into effect on 16 October 2024.

I Replacement of the Leasing Provider

A change has been made to order N7536 of 17 March 2021, issued by the Head of the Revenue Service, which approved
the methodological guidelines on value-added tax (VAT). Specifically, example N°7 was added to section two of
appendix N9 of the order.

Case Facts:

In July, leasing company A entered into a leasing agreement to lease a truck with an option to buy to taxable person B
for a period of one year. The total transaction value amounted to 18,000 GEL, and the monthly leasing payment was
1,500 GEL (consisting of 1,200 GEL as part of the asset’s value and 300 GEL as interest).

After six months, when B had an outstanding balance of 9,000 GEL payable to A, leasing company A was replaced by
leasing company X in the leasing agreement. Specifically, A transferred all rights and obligations arising from the
leasing agreement (including ownership rights to the truck) to X for 5,000 GEL.

Evaluation:

The Revenue Service’s assessment is that the above transaction does not constitute the supply of goods for VAT
purposes. A’s transfer of ownership of the truck to X is based on the replacement of the leasing provider in the contract,
which represents an assignment of rights (cession). According to Paragraph one of Article 171 of the Tax Code of
Georgia, this is exempt from VAT without the right of deduction, as it is considered a financial transaction.

I Transfer of Ownership of All Assets of a Foreign Enterprise Registered in a Low-Tax Jurisdiction to a
Georgian Enterprise

Chapter VII” has been added to the instruction approved by the Georgian Minister of Finance’s order Ne996, dated 31
December 2010, on “The Administration of Taxes”. This amendment defines specific criteria for the benefit established
by Article 309, Paragraph 146 of the Tax Code. It also provides information on the required documents and certain
procedural issues.

According to the amendment, if all assets of a foreign enterprise registered in a low-tax jurisdiction are transferred to
a Georgian enterprise, the import of goods into Georgia is exempt from import tax if the following conditions are met:

o The transfer and import of all assets owned by the foreign enterprise registered in a low-tax jurisdiction to the
Georgian enterprise is completed before 1 January 2028.
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e The same individual or group of individuals holds 100 percent ownership in both the foreign enterprise

registered in the low-tax jurisdiction and the Georgian enterprise.

e The individual (or group) holds 100 percent ownership in the foreign enterprise as of 5 June 2024.

e The individual (or group) holds 100 percent ownership in the Georgian enterprise at the moment of
transferring and importing the assets to the Georgian enterprise.

According to the same order, ownership by an individual (or group) in a foreign enterprise registered in a low-tax
jurisdiction is considered to include both direct and indirect ownership (including beneficial ownership through a trust
or nominee ownership). Additionally, for the purpose of enjoying the benefit, the transfer of ownership of all assets
(including shares) by a foreign enterprise registered in a low-tax jurisdiction to a Georgian enterprise is considered to
include:

o The gratuitous transfer of ownership of all assets (including shares) by the foreign enterprise registered in the
low-tax jurisdiction to the Georgian enterprise;

e The transfer of ownership of all assets (including shares) by the foreign enterprise registered in the low-tax
jurisdiction to the individual or group of individuals holding 100 percent ownership in the foreign enterprise
(including gratuitous transfer, dividend distribution, or any other form), and the subsequent gratuitous transfer
or capital contribution of all received assets to the Georgian enterprise by this same person.

According to the order, “all assets” refers to all assets/goods owned by the foreign enterprise registered in a low-tax
jurisdiction as of 5 June 2024, which remain in its ownership at the time of the transfer.

This amendment came into effect on 2 October 2024.

This publication provides only general information, and it is not recommended to make decisions on specific cases based solely
on this document. It is important that you consult a professional before making any decisions. Andersen in Georgia disclaims
any liability for any loss resulting from actions taken or not taken by individuals relying on the information in this publication
or making decisions based on it. In case you would like to discuss the issues addressed in this publication with relation to the
specific circumstances relevant for you, please contact Andersen in Georgia.
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