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ABOUT THE KEY ASPECTS OF THE PROFIT TAX REFORM

Dezdemona Maglakelidze,

Associate Professor, Akaki Tsereteli State University
Natela Vashakidze

Associate Professor, Akaki Tsereteli State University

RESUME

The paper deals with the most important aim of the profit tax
reform _ investment stimulation and some aspects of the reform
as well. The amendments have already been made to the Tax
Code of Georgia. In Georgia the reform of profit tax is particularly
relevant for the business sector, as in the case of re-investment
business is exempted from the profit tax. The aim of the new leg-
islation initiative is to create favorable conditions for starting-up
and developing business, to accelerate economic growth and to
stimulate investment. Before the profit tax reform in Georgia, a
classic model of the two-tier tax system was effective. In the first
stage, 15% tax was paid when profit was generated in the enter-
prise. The payment of dividend to a founder resident enterprise
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was not taxed. In the second stage, a 5% tax was paid when a
dividend was finally distributed to an individual or non-resident. As
a result of the reform, tax rates remained the same, the object of
the taxation has not practically been changed. However, the time-
point of profit tax to be paid in the first stage has been postphoned
until paying a dividend to an individual or non-resident.

Calculation of a distributed profit tax does not require a de-
tailed analysis of separate revenues and expenses and focus is
drawn on control of cash disbursements. The presented model
will greatly simplify tax administration. It is necessary to control
the cases when there is an attempt to disguise the profit as the
expenses. However, unlike the classical model of profit tax, there
is no such need for cost control which is not related to the outflow
of money from the company. Such costs include: depreciation and
amortization, accrued interests, revaluation losses and etc. Final-
ly, Georgia needs to continue the policy of lower taxes and less
bureaucracy which will serve as contributing factor to the rapid
economic growth.

Key words: income tax, reform, the object of taxation, dividend.
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