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General characteristics of the act

Topicality of the research: At the stage of a constant development of the economic
relations among states, the issues related to the taxation of incomes and capital for the
countries taking part into this process became topical. At the background of raising
competition for attracting capital and investment, a requirement of a double taxation
avoidance in the current law is deeply felt. Mostly, it is related to the agreements executed
by Georgia for the avoidance of the double taxation on incomes and capital. It is important to
choose the appropriate principles, methods, and forms for the avoidance of the double
taxation, to specify the information related to the incomes and expenses of the nonresidents
in the source country, to advance the current model of taxation policies and to mobilize
more money recourses into the budget of the country.

Hereby, the experience of the prolonged practical activities in this field provided the
interest towards the mentioned problem and representation of the act about the
advancement of each element of the avoidance of the double international taxation among
countries.

The aim of the research: To specify the economic parts of the agreements about avoiding
the double international taxation executed by Georgia, and developing an advancement of
the algorithms, that provides the grows of the budget incomes and the economics of the
country.

The main tasks:

» Research, analyses and evaluation of the idea, formation, reasons, principles, types,
methods, theoretical-methodic basis, and a state regulated normative-legal basis of avoiding
the international double taxation;

» To show the effectiveness and characteristic tendency of the system of avoiding the
international double taxation and the agreements executed by Georgia with the contracting
countries;

» To analyses and evaluate incomes received by activities within a fixed institution or
without it by a non-resident in the source country and to form the positions as well;

» To analyses and evaluate the economic results got by the agreements executed by

Georgia about avoiding the double taxation;
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» To detect the factors that have negative effects on the effectiveness of the
advancement of the mechanism for avoiding the international double taxation and to specify
the economic parts;

» To specify the directions for the advancement of the mechanism of avoiding the
international double taxation and to develop appropriate algorithms;

The object of the research is the process related to the mechanism of avoiding the double
taxation.

The subject is the advancing directions of the theoretical-methodic and practical aspects
relating to avoiding the international double taxation.

Current condition of the research, and its theoretical and methodical basis. The
theoretical basis of the act is the works of the scientists and practical specialists working on
the issues about international double taxation. Among the foreign authors, the following
famous scientists made a great contribution to each aspects of the research and on the
decision of problematic issues: Ph. Baker, A. Brizgalina, A. Gracheva, P. denberg, V. Koshina,
O. Martin, M. Pirer, L. Polezharova, A. Skaar, A, Phokin, A. Shakirianov, A. Shakhmatiev,
etc. The introduction of their works made us possible to express our position authentically.

Activity of Georgia within the international agreements about avoiding the double
taxation begins from 2000, but fundamental researches of Georgian scientist-economists
about the issues of international double taxation doesn’t exist there. The works have been
published about the separate directions relating to the topic by the following authors: V.
Giorgadze, Z. Vashakidze, Z. Rogava, G. Uridia, I. Papaskua, N. Terashvili, L. Chkhikvadze,
G. Kupharadze.

The methods of the research and the information basis. Method of comparative analyses
and syntheses, statistical observation, generalization and abstraction, analogy, systemic
approach, modeling, etc. are used in the process of research.

The informative basis of the research is: the pattern conventions about double taxation
issues for developed and developing countries by United Nations Organization and pattern
conventions about incomes and capital by the organization of economic cooperation and
development; The constitution of Georgia; Tax code of Georgia; The law of Georgia “about

entrepreneurs’; The agreements between Georgia and other countries about avoiding double
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taxation on incomes and capital and prevention of failure to pay; The orders of the Ministry
of Finance of Georgia; The data from electric basis of the revenue service, national statistics
bureau and specialized web-pages.

The main theses to be maintained. After researching the problem the following thesis
are revealed:

» The stipulating processes of avoiding double taxation of incomes and capital of non-
residents and economic categories reflecting it: international economic and international
legal double taxation;

» Ideal-methodic approaches of avoiding international double taxation, that are
expressed by studying of principles, types and methods of avoiding incomes and capital by
non-residents, an obligatory registration of fixed institutions and necessity of keeping
particular register;

» Taxation of incomes of the non-residents in the source country by the least tax rate
method existing in the resident country in regard to the similar incomes;

> Suspension of agreements executed between Georgia and the contracting countries or
any changes into them. It is caused by one of the articles of the agreement “Other Incomes”,
where incomes got by active as well as passive activities are perceived without any economic
ground;

» The privileges set by the agreements about avoiding double taxation among
contracting countries and the rule of using them. To set sanctions on misinterpreted
information; Additional fields representing incomes and expenses in the profit declaration
form of non-residents and parts of calculating of profit tax payment in the source country.

Scientific innovation of the research. The act represents the first attempt in Georgia to
research existing approaches about avoiding international double taxation. Set agreements on
the Legal-economic mechanisms about “avoiding double taxation on incomes and capital and
prevention the failure to pay taxes” are learnt, analyzed and evaluated during the research
process and theses are presented, that consist of the following innovative parts:

» The idea of international economic double taxation and international legal double

taxation — economic categories of indicating process of taxation of incomes and capital of
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non-residents, are specified on the basis of learning and generalizing of ideal-methodic
approaches of avoiding the double taxation;

» There are studied and analyzed the tendencies of developing of existing principles and
forms in this act. It is proved that an effective legal mechanism to this direction is in the
process of formation in Georgia. According to this, statements are established and offered,
that prefer taxation of incomes of non-residents in the source country (Georgia) according to
the territorial principle;

> It is proved that the agreements executed between Georgia and other countries about
“avoiding the double taxation on incomes and capital and prevention the failure to pay
taxes”, particularly in the section of “other incomes”, are not effective for the source country.
Accordingly, there is represented the mechanism, that incomes related to the active activities
shouldn’t be reflected in “other incomes” and should be regarded as income got by a non-
resident from the activity of fixed institution and should be taxed according to the taxes set
in the source country or should be specified in “other incomes”, that are meant to be incomes
got from the passive activities;

> A new element should be considered into the active formula of calculating of profit
tax in the source country (Georgia) with a fixed institution by a non-resident. The new
element considers administrative expenditure of the head office of the non-resident, despite
its location;

» In order tax rate in the source country not to be more than tax in the native countries,
incomes taxation (dividends, percentages, royalty) from the passive activities is represented
with the least tax rate method by the non-residents;

» From the research and analyses of profit declaration of non-residents, it’s necessary
the declaration to be advanced. It means adding of fields into the form of current declaration
form. Accordingly, it is offered to add information about incomes from outside the country
in the section of the incomes, to add administrative expenditure of the head office of a non-
resident in the part of the expenditure and to add information about necessary data for
calculating the expenditure in the section of the declaration information.

Practical importance of the act. Realization of the opinions, statements and offered

recommendations, represented after the research, contributes to the developments of
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problems related to avoiding the double taxation, as theoretical-methodic basis. Also it
contributes to the decision on practical issues, that will increase incomes in the budget of the
country, helps to attract foreign investments, to settle problems related to the employment
and grows of the economy.

Approbation of the act results. The approbation of the research results was held at the
international conference, it was reflected in the articles and was published in various précis
and reviewing magazines as well. Besides, author’s opinions about avoiding the double
taxation was reported to the sectorial boards of Economics and Business Faculty of Sokhumi
State University, in form of presentations of examinations and seminars.

Structure and volume of the act. The act is represented by 182 printed pages. It consists
of an introduction, three chapters, 7 paragraphs, conclusions and statements, bibliography
and appendixes. The structure of the act corresponds to the logic of the research and has the
following form:

Chapter 1. Theoretical and methodic basis of avoiding the international double taxation

a. The ideal basis of the idea, origin and development of the international double
taxation

b. Ideal-methodic approaches of avoiding the international double taxation

c. The state regulation of avoiding the double taxation of the international agreements

Chapter 2. Analyses and evaluation of the current system of avoiding the international
double taxation

2.1 Features of taxation of incomes got from the active and passive activities in the
source country by the non-resident

2.2 Economic effectiveness of the agreements executed by Georgia related to avoiding the

double taxation

Chapter 3. advancing directions of avoiding the international double taxation

3.1 The main aspects for the legal regulation of avoiding the international double taxation

3.2 An algorithm avoiding international double taxation.

Conclusion

Bibliography
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I. The main content of the act

There is proved topicality of the subject of the research, and the aim and tasks, object
and subject of the research are formulated by the logical sequence, main theses for the
maintaining of the act is shown in the introduction section of the act. Separate elements of
the scientific innovation are developed and practical importance of the act is defined after
complex study, analyses and evaluation.

Chapter I — ,Theoretical and methodic basis of avoiding the international double
taxation®. There are defined and evaluated the idea of avoiding the international double
taxation, the ideal basis of its origin and development, and principles, types and methods of
avoiding the international double taxation. Territorial and residential principles and
considering and releasing methods of avoiding the double taxation are learnt as well.
Particular attention is paid to the fixed institutions, as the payer of the taxes in the source
country of the non-resident. There are also defined and evaluated the legal aspects of a state
regulation of the double taxation in Georgia.

After studying the idea of avoiding the international double taxation, theoretical and
methodic basis of its origin and development, it is highlighted that the double taxation is the
taxation of the same income or capital, with the same or similar taxes, by more than one
country. It is proved that the precondition of the international double taxation is
intensification of interregional relations of social-economic countries, that empowers the
movement of labour and capital among countries. Besides, the advancement of the
contemporary communication technology facilitates and stimulates companies to do business
in more than one countries simultaneously.

In this case, the non-resident is under the economic and legal responsibility and as a
result, tax obligations may be formed as a source of residence and incomes in the country.

In order to tax the income (of profit) of the company, wish of receiving the taxes is
flickered on one hand by the ,source country® of the income, country, where the person gets
income (profit), and on the other hand, by the resident country®, country, that is the fixed
location of the entrepreneur. Income source country considers that as the place of economic
activity is person’s country, the income received within the jurisdiction of the source
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country, must be taxed with the taxes established in the source country. The resident
country considers that the person employed in the income source country, who provides
commercial activities, is legally his resident and/or citizen and correspondingly taxation of
the incomes got by the person from the economic activities should be done by the tax law of
the resident country. In the first case, the basis of spreading tax jurisdiction on the person is
his location of doing economic activities, and in the second case, its legal-juridical status. But
considering the business interests of the entrepreneur, it may not matter whether the
resident or profit source pay taxes in the budget of the country or not.

Considering the location of the economic activities and its legal-juridical status, there are
studied and specified the processes, that provide the development of the international
economic double taxation and international juridical double taxation.

International economic double taxation means the taxation of incomes received from
passive economic activities by the resident of one country with the income source in another
state with one of the taxes and with all taxes in the state of the resident according to the tax
legislation of the country. The international juridical double taxation means the taxation of
the incomes from an active economic activity by the help of a fixed institution of one
country’s resident into another country according to two or more state tax legislation;

In order to define the tendencies for avoiding double taxation, the stages of formation of
international double taxation are formed.

The first stage began from the second half of the 19" century and included the period till
1913. This period is characterized with the beginning of formation of contemporary
globalization process, with the concentration of capital and the formation of transnational
companies. There begins the cooperation among countries about avoiding the double
taxation of incomes and properties. The first international tax agreements were executed in
the nineteenth century: Between France and Belgium — in 1843, and between Luxemburg
and Netherlands — 1845.

The second stage began after ending of the First World War and included the period
from 1920 till 1945. Statements about separating the incomes to be taxed from the direct
taxes became important direction on this stage. This direction concerned the companies,

performing their business in more than two countries.
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The third stage began after ending the Second World War (1946) and continued till the
middle ages of 1990s. World economic system was developing in this period, with the
conflict between capitalist and socialist economics. Besides, international relations were
developed intensively and large national organizations were formed: The League of Nations
was substituted for United Nations Organization, groups for integration were formed:
Organization for Economic Cooperation in Europe, Free Trade zone of North America, etc.

In 1963 Organization for Economic Cooperation in Europe developed the first version of
a convention “about double taxation of incomes and capital. This convention was finalized in
2008, after proceeding further processing. More than 500 agreements were set on the basis of
this convention. Since it was oriented on the relations of developed countries, experts in
United Nations Organization developed typical the convention about regulations of relations
of developed and developing countries in the sphere of taxation. This typical convention by
United Nations Organization was constituted in 1980.

The fourth stage began from 1990s and continues up to now. This stage of developing tax
system is characterized with the fastest development of informational technologies, that led
to the world financial globalization, immediate drain of capital among countries, formation
of new businesses, that doesn’t fit to the traditional scheme of taxation. The process of
international coordination of tax contracts in the sphere of electronic commerce begins from
1998.

The economics of Georgia is being incorporated in the international competence.
Georgian market is attractive for many foreign companies or people. Investment inflow
begins in Georgian business. Accordingly, Georgia as a country of incomes source becomes
inseparable from the international taxation system.

While executing agreements about avoiding double taxation, Georgia uses the model
convention by Organization for Economic Cooperation in Europe.

In order to study ideal-methodic approaches of avoiding international double taxation,
there are defined specific terms used in the model conventions, such as: ,resident®, ,non-
resident®, ,fixed institution (representatives)®.

Resident is originated from a Latin word — “residents” and means a person, who

constantly lives in a particular country. Besides, the person can’t be a citizen of this country.
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From the point of economics and administration, a resident is a natural person or a legal
person, who is registered in a particular country and is under the legislation of this country.

According to the Georgian Tax Code, the resident is a natural person who spends 183
days or more in the territory or Georgia, during the calendar year in succession, or a natural
person, who has been engaged in the state job of Georgia in foreign country, during a tax
year.

The main criterion for defining the residence of a legal person is a place of a state
registration.

Non-resident is originated from a Latin word, too — “non-resident” and means a natural
or a legal person, who acts in the territory of a particular country, does any business, and is
registered or constantly lives in another country.

According to the model convention of avoiding international double taxation, ,fixed
institution“ is meant to be an economic business, that is located on a particular place and is
engaged in doing business partly or entirely.

Terms are defined by the agreements about avoiding double taxation, set by Georgia.
Building sites, installing or assembling objects are considered to be the fixed institution for
non-residents, on the basis of the abovementioned terms (see timetable 1, pg. 13).

The term of a constant taxation is a basis of agreements about avoiding double taxation
executed among countries. Accordingly, in order to define a right of a state to perform a
taxation of a business profit (income) in another state, it is necessary the non-resident to
have a fixed institution (representative) in a source country.

There are defined précised approaches, which while taxing incomes (profit) through the
fixed institution, advantage of a model convention to be highlighted in the behalf of the
model convention by Organization of an Economic Cooperation and Development (OECD).
Developing countries in the behalf of developed countries have a chance to expand the area

of a “fixed institution” as a tax base of contemporary transnational corporations.

42



Timetable

Terms of a building site, an installing or assembling objects, which define whether a

non-resident is a fixed institution!2

1.

The period of beginning of an
observation on a fixed institution Countries
(representative)

Slovenia, San-Marino. Slovakia, Bahrain, Qatar, United Arab Emirates,
Germany, Switzerland, Egypt 6/183, Singapore, Malta, Kuwait,

6 month Luxemburg, Finland, Czech, Austria, Latvia, Italy, Poland, Turkmen,
Armenia, Kazakhstan, Azerbaijan, Netherlands, Dania, France, Spain,
China, Uzbek, Norway, Iceland,

9 month Croatia, Portugal, Serbia, Estonia, Israel, Lithuania, Belgium, Rumania,
Bulgaria, Greece, Cyprus

12 month Sweden, Hungary, Turkey, the United Kingdom, The Ukraine, Iran,
Japan, Belarus

90 month India

In order to provide intensive development of commercial-economic relations among

countries and contribute the scale of international business growing, the importance of the

agreements about avoiding the double taxation is studied and evaluated. Besides, it is

specified that the main task of such agreements is to tax the non-resident legal person in the

source country.

Incomes received by the non-resident from fixed institution or without it, is under the

legislation of this country. Accordingly, in order to examine tax policies of avoiding the

double taxation, it is important to study various principles, forms and methods existing in

one tax jurisdiction.

The following are used in the practice of the tax jurisdiction: The principle of residence,

territorial, and citizenship.

- Ministry of Finance of Georgia
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The idea of the Residence Principle is that any person, who is considered to be the
resident of this jurisdiction, according to the tax norms, is subordinated to the taxation in
this country, concerning his whole income, from all sources, including foreign sources;

According to the Territorial Principle, only income (capital) is taxed, that is related to
doing the business or that is located on its territory;

On the ground of the developing countries, unlike developed countries that are mostly
importer of finished goods, new technological communications and other assets, there is
highlighted territorial principle in this act, since in this case profit (income) will be taxed in
the territory of the source country and taxed money will be accumulated in their budget.

Legal form - ,fixed institution“ includes incomes got by non-resident in the non-
resident country (source country). sThe resident includes incomes (passive incomes) got by
the investment business in the source country.

According to the model conventions, the developed countries, considering particular
situations, use the worldwide methods for avoiding the international double taxation:
Methods of Exemption and Consider.

Method of Exempting from taxes means, that combined income got by the one state
resident participating in the agreement, must be exempted from taxation in the first country.

Method of considering means that profit tax paid in the resident country will be
considered to be the money that would be remitted according to the current rules and rate in
the country of registration.

Famous American scientists Richard L. Dernberg and V. A. Kashin, as well as I. G.
Rusakova, have performed great services for the classification of methods and development
of the theory of avoiding the international double taxation.

We can represent methods for avoiding international double taxation and their relations
in a diagram form, for a demonstration, on the basis of generalization of studied methods and

principle in the theory:
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Diagram 1.

Methods and relations of avoiding the international double

taxation

|
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taxes > the source country with the
least tax rate

The second chapter — ,Analyses and evaluation of system of avoiding the international
double taxation“; There are done analyses and evaluation of a current system of avoiding
double incomes taxation. It is done by non-residents in Georgia (source country) and
includes incomes got from fixed institutions and/or without it. There is mentioned that
incomes of non-residents in Georgia got from an active business is related to the existence of
a fixed institution. Incomes got from a passive business are not related to the existence of a
fixed institution. It has been highlighted that incomes got from a passive business is usually
taxed with Residence Principle. Besides, the incomes got from Georgian source with the
thesis of ,other incomes®, is fully taxed with Residence Principle, whereas incomes got from
a passive as well as an active business are united under this thesis in practice. It means that
incomes got from such businesses by non-residents are not taxed in the source country and
the budget of Georgia loses millions of incomes. Incomes got from similar businesses must be
related to the existence of a fixed institution and must be taxed in the source country. On the
ground of economic effectiveness, the necessity of changes into the agreements executed by

Georgia about avoiding of double taxation is proved.

45



On the ground of the information got from the revenue service and the analyses of data
described there (timetable 2, pg. 17), it seems that the money not paid by the non-registered
non-residents in the budget was thousands of million GEL in 2011-2014. Setting the precise
number is impossible as factors are various, usually because of irrelevant positions towards
registration and taxation of non-residents. During this period, sum paid on non-residents in
Georgia is — 3,5 mil. GEL; Withheld sum is 9,6 mil. GEL, that’s only 0,27 %. The least tax rate
on similar incomes, set for residents in Georgia, is 5 %. It is easy to understand what amount
of money failed in the budget for not taxing the incomes got from non-residents during the
last period in Georgia. Also, it is easy to count how much will be lost in the future if the
approaches developed in the agreements don’t change. But it should be considered that there
are various tax rates according to the forms of incomes and the incomes would be taxed
according to this rates; The budget of the country would be increased by at least 305 144 346
GEL ( 8,6 % of the money paid for non-residents) in 2011-2014. The article ,other incomes”
has the biggest share from the incomes got from the non-residents in Georgia; Paid and
withheld sum in this part is 2 067,1 mil. and 6,1 mil. correspondingly; That’s 58,4 % of the
money paid for non-residents and 63% of the withheld money. While taxing with relevant
tax rates, the budget of the country would get 210,9 mil. GEL in addition, only with the
article ,,other incomes®.

It seems that most part of the incomes earned with the article ,other incomes®, is got
without non-residing in the source country, that is free of taxation according to the
agreements about avoiding the double taxation, executed with contracting countries.

The money got from non-payment of income tax for hired natural persons is an
important loss for the budget of Georgia, but it is impossible to get information about it, as
calculation of such activities is unregulated. During that period, there are important losses in
the budget of the country from the passive activities, such as: dividends, percentage, and
royalty. The losses from the dividend are 7,88 %, that’s 24,1 mil. GEL; From percentage —
12,56 %, that’s 38,3 mil. GEL; From royalty — 2,65 %, that’s 8,1 mil. Gel. The budget of the
country lost about more than 7%, that’s 21,3 mil. Gel, for not taxing the private wage, the

wage for hiring job and gain of income by non-residents.
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Taxation of incomes got from non-residents in Georgia

a) To the countries having double taxation agreements

Timetable 2.

2011 2012 2013 2014
In case of In case of In case of In case of
Ne Type of income . Withheld w1thh.01d1ng . Withheld w1thh.01d1ng - Withheld W1thh91d1n - Withhe w1thhf)1d1n
Paid money with Paid money with Paid money g with Paid money Id g with
money . money . money . .
appropriate appropriate appropriate money | appropriate
percentage percentage percentage percentage
1 | Dividend 16 744 60 - 83,723 118 237 655 - 5911 883 212 601 113 - | 10630056 148,493,791 - 7 424 690
2 | Percentage 10 070 048 2,433 - 275 389 683 68 675 13 769 484 234 218 998 57 407 11 710 950 257,075,802 10 12 853 790
3 | Royalty 789985 - 118 498 15 289 030 3126 012 2973292 17 032 133 63 412 3 406 427 8,065,574 | 60,167 1613115
4 ;ﬂfﬁ?ﬁ:; 3106 548 130 465982 | 34935295 4211 3493529 | 34548554 | 119548 | 3454855 | 36288802 | 4,693 | 3628880
5 | Wage for hiring job 1255 090 2,295 251018 25 781 287 5 809 5 156 257 8512 004 1204 1702 401 22,578,949 | 38,023 4515 790
6 | Gained income - - - 5159 038 - 1 031 808 21 396 - 4279 - - -
7 | Other income 84 631 761 208 646 12 694 764 662 011 424 3762 544 66 201 142 594 724504 | 1809592 59 472 450 725,752,828 | 270,931 72575 283
Total 10 1527 892 213 504 13613985 | 1136803 412 6 967 251 98537395 | 1101658702 | 2051163 | 90381418 | 1198255746 | 373824 | 102611548
b)With countries having double taxation agreements
1 | Dividend 93 684
2 | Percentage 195 340 119 833 9767
Royalty
4 | Independent 0 0 0 17,855 0 1786 0| 31251 0 0 24 0
private wage
5 | Wage for hiring job 6 909 1382 182 561 36,512
6 | Gained income
7 | Other income 0 0 0,0 48 471 0 4 847 3772 989 1244 377 299 2064 191 0 206,419
Total 66 326 6 633 3 975 238 152 328 388 448 2246752 | 93708 242 931
Total: with
countries having
agreements or not 1,136,869,738 98,544,028 | 1,105,633,940 | 2,203,491 | 90,769,866 | 1,200,502,498 | 467,532 | 102,854,479
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The third chapter — ,Directions for advancing of avoiding international double taxation®
there are developed opinions and statements are offered, about main aspects for future
advancement of legal-economic mechanism of avoiding international double taxation, that
includes specifying content of each thesis of agreements and terms, defining amount of rates
and place of taxation. On the basis of studying of agreements executed by Georgia, it’s clear that
new columns should be added to the current form of profit tax declaration: about incomes got
from outside the country; about whole administrative expenses of a head office for the fixed
institutions — in the section of expenditure; about the whole incomes of a head office and the
whole administrative expenditure — in the information section. Calculation of assessable profit

tax by means of fixed institution by non-resident is possible according to the following formula:

A.LF.L-T.E.D. - AEHF.IL)
100

P.T.F.I. - Profit tax of a fixed institution;

A. L F.I - Assessable income of a fixed institution;

T.E.D. - Total expenditure for deduction;

A.E.H. F. I - administrative expenditure of a head office for a fixed institutions;

R.P.T.- Rate of a profit tax.

Method for defining the least tax rate is offered for the taxation of incomes got (dividend,
percentage, royalty) from passive activities by the non-resident in the source country. It
considers taxation of incomes got from the non-resident in the source country, to be done with
the least tax rate established for similar incomes among contracting countries.

Taxation policies for incomes got by non-resident in the source country with the method of
defining the least tax rate is represented by a diagram in the following form (see a diagram 2,
pg. 20).

In comparison to Exempting and Considering Methods for avoiding of double taxation,

Method of taxation of incomes got at the source by the least tax rate is simple, besides its

48



advantage is shown by the usage of the same approaches to the person during taxation in the
source country and resident country.

We consider that taxation of similar incomes by the method of the least tax rate on one
hand contributes to attracting investments in developing countries, including Georgia and
accordingly contributes to the strengthening of economics of the country, creation additional
job vacancies and on the other hand, the interests of contracting states will be protected.

The mathematic algorithm has been developed in order to establish optimal rate of taxes
got from incomes in the source country by the non-residents. There are used the following
markings:

a — Income got in the source country by the non-resident;

P1— Percentage of a tax rate in the source country;

P2 — Percentage of a tax rate in the resident country;

Considering these markings, according to the percentage tax rates in the source country
and residence country, we will have the following tax policies for the taxation of the non-
resident (Diagram 3. pg. 21). If:

1) P1 - P, then income got from the non-resident in the source country will be taxed by
tax rate percentage of Pi It will be free of tax policy to the relevant income in the residence
country. The residence country will regard the tax paid for this income to the resident in the
source country. In this case, the money paid by the non-resident will equal to aP1in the source
country. Besides, on the ground of the territorial principle for avoiding double taxation, the
taxed money will be paid in the source country (Georgia).

2) P1 > P2, then income got from the non-resident in the source country will be taxed by
tax rate percentage of P2. Besides, on one hand, the resident country will regard the tax paid for
this income in the source country by the non-resident, and on the other hand will not tax
incomes got in the source country (Georgia). In this case, tax paid in the source country by a
non-resident equals to aP2. Besides, on the ground of the territorial principle for avoiding

double taxation, the taxed money will be paid in the source country (Georgia).
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3) P1< P2then income got from the non-resident in the source country will be taxed by tax

rate percentage of Pi. Besides, the residence country will regard the aP: of the tax paid by the

non-resident in the source country and the person has to pay additional money defined by P2 -

Pi tax rate. In this case, the whole money paid by the non-resident in both source country and

resident country will equal to: aP1 + a (P2- P1) = aP:. aP:1 — money paid in the income source

country by the non-resident — stays in the source country and is directed to the budget of the

source country. Money of a (P2 - P1) is to be paid in the residence country and is directed to the

budget of the residence country. It must be said that the non-resident is taxed in both cases by

max (P: P2) tax rate.

Diagram 2

Taxation model for incomes got in the source country by the non-resident
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Diagram 3.

The economic model for avoiding the double taxation

Assessable income of
the non-resident in
the contracting

Tax rates in the contracting states

The second

The first contracting

Taxation of
incomes with the

Taxation of a non-resident in the residence country

tates contracting state country least rate Assessable income rate | The money to be considered
(the source country) (residence country)

Dividend:
I Version P1% P2% P1% I version isn’t taxed Will consider aP1
II Version P1% P2% P2% II version isn’t taxed Will consider a P2
IIT Version P1% P2% P1% III version P2%- P1% will consider aP1
Percentage:
I Version P1% P2% P1% I version isn’t taxed Will consider aP1
II Version P1% P2% P2% II version isn’t taxed Will consider a P2
III Version P1% P2% P1% III version P2%- P1% will consider aP1
Royalty:
I Version P1% P2% P1% I version isn’t taxed Will consider aP1:
II Version P1% P2% P2% II version isn’t taxed Will consider a P2
III Version P1% P2% P1% III version P2%- P1% will consider aP1

In order to imagine the economic model for avoiding double taxation, the policies for taxation of dividend, percentage and

royalty, got from the passive activities, are represented by conditional percentage rates. See Diagram 4, pg. 22.
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Diagram 4.

The economic model for avoiding the double taxation with conditional percentage rates

Taxation of a non-resident in the residence country
Tax rates in the contracting states
Assessable income of the Taxation of incomes
non-resident in the Th d The fi i .
contracting states Contr:Cs:i:rchI;tate ¢ uz:;zz,t; actme with the least rate Assessable income rate The second contracting state
(the source country) (residence country) (the source country)
Dividend:
I Version 10% 10% 10% I Version Will consider10%
II Version 10% 8% 8% II Version Will consider 8%
IIT Version 10% 15% 10% IIT Version Will consider 10%
Percentage:
I Version 10% 10% 10% I Version Will consider 10%
II Version 10% 8% 8% II Version Will consider 8%
IIT Version 10% 15% 10% IIT Version Will consider 10%
Royalty:
I Version 10% 10% 10% I Version Will consider 10%
II Version 10% 8% 8% II Version Will consider 8%
IIT Version 10% 15% 10% IIT Version Will consider 10%

P.S. The basis of economic model of avoiding double taxation, is taxation of the incomes got by the non-resident in the source

country (Georgia) and contracting country (residence country) with the least tax rate on similar incomes from the current tax

rates.
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III Conclusions and Statements

Significant conclusions have been developed during the working process on the act. Also
the following statements have been developed about the advancement of avoiding double
taxation incomes got from active and passive activities by non-residents in the source
country (Georgia):

» On the basis of double taxation agreements, international economic double
taxation complies the taxation of incomes got from passive economic activities of one
country resident in another country by one of the taxes with the source of the income and
all taxes in the residence country according to the tax legislation of this country. The
international legal double taxation complies the taxation of incomes got from active
economic activities in another countries by means of a fixed institution of one country
resident, according to two or more state tax legislations;

»  As the result of the research it has been cleared that most of the agreements about
avoiding double taxation, is economically non-effective for the budget of Georgia. It is
proved by the theses “other incomes”. According to the official documents the budget of
Georgia lost 210,9 mil. GEL, but we think this information is incomplete. We consider this
on the ground of informative columns of the declaration filled and represented according to
the incorrectly and incompletely filled tax types; These columns are less controlled by the
revenue service. Payers don’t have a motivation to show real information, because they
aren’t legally in charge of providing incorrect information. Hence, in order to increase the
effectiveness of agreements about avoiding double taxation executed by Georgia, while
modification and/or setting new agreements, it’s more rational to use model conventions
regulated by UNO for the issues of double taxation for developed and developing countries;

» One of the main facts for losing incomes in the budget of Georgia is a disorder in
registration of the non-residents and keeping register in the revenue service, Ministry of
Finance of Georgia. Hence, obligatory registration of non-residents should be set and their
register should be kept;

» In case of active business without registration in Georgia (the source country) by

the non-resident, his constant institution should be a person, from whom he gets income.
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Such practice exists. Besides, agreements avoiding double taxation don’t limit the obligation
of such registration;

> In the process of executing agreements about avoiding double taxation by Georgia,
the term of three month grace should be set on the building sites, installation and assembly
objects;

» On the ground of the agreements about avoiding double taxation executed by Georgia
Taxation of non-residents should be done according not to the residence, but to the
territorial principle. That provides the taxation of incomes got from the activities in the
source country (Georgia) by non-residents;

» The rule of using graces set by international agreements should be changed so that
such grace should be studied by the revenue service and the right of using this grace or
getting back the money from the budget should be used only after this process;

» Sanctions should be enforced for providing of incorrect information for non-
residents;

» To remove graces on incomes in cash from source of Georgia for non-residents; Banks
should provide the revenue service with the information about such transactions;

» New columns should be added to the existing form of the profit tax: about incomes
got from outside the country — in the section of the incomes, and in the section of the
expenditure:

a) A column where the information should be represented about administrative
expenditure related to the head office of the fixed institution of the non-resident;

b) A column in the section of information of the declaration, where informational data
should be represented necessary for calculating administrative expenditures related to the
head office of the fixed institution of the non-resident;

» Definitions should be defined for the execution of the agreements about avoiding
double taxation; particular conditions should be defined in the behalf of each article, that

will contribute to the grows of incomes in the budget of the source country.
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