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Introduction

As we close the chapter on 2025, it's clear this has been a year of significant regulatory transformation in
Georgia. From anti-money laundering enforcement to startup tax incentives, from gambling sector reforms to
the controversial foreign influence transparency regime, the legislative landscape has shifted in ways that
demand careful attention from businesses, investors, and civil society alike.

This review examines the key amendments and new regulations that took effect in 2025, unpacking their

practical implications and highlighting what they mean for different stakeholders operating in Georgia's
dynamic legal environment.

Tax Code Amendments: A Year of Recalibration

1. Gambling Sector Tax Increase

Effective: January 1, 2025

The tax rate on income from slot machine salons and system-electronic gambling operations increased from
15% to 20% under Amendment No. 134-lIs-XlIm. However, in a balancing measure, dividends distributed

from such profits are now exempt from withholding tax and excluded from the recipient's aggregate income.

Why it matters: This dual approach reflects a policy shift—extracting more revenue at the corporate level
while incentivizing reinvestment or distribution to shareholders without additional tax friction.

2. Transfer Pricing: The Debt-Equity Reclassification Rule

A new Article 141 was added to the Instruction on Evaluation of International Controlled Transactions,
introducing criteria for reclassifying loans as capital contributions between related parties.

Key threshold: Reclassification is permitted if at least three prescribed criteria are met.
Modernization note: References to the 2017 OECD Transfer Pricing Guidelines were updated to refer to the
version in force at the time of audit—ensuring Georgia's transfer pricing framework stays current with

international best practices.

Practical impact: Multinationals and related-party lenders must now document the commercial substance of
intercompany loans more rigorously to avoid recharacterization and potential tax adjustments.

3. VAT Registration: Late Compliance Disclosure Requirement
The VAT registration application form (Annex [l1-01) now requires late registrants to disclose:

o All VAT-taxable transactions conducted without registration
e Transaction amounts and relevant reporting periods

Why this matters: This transparency measure increases accountability and helps tax authorities assess

penalties or back-taxes more accurately. It also signals that the Revenue Service is tightening enforcement
around compliance timing.

4. VAT Deregistration: Exit Disclosure Rules

The VAT deregistration form (Annex [11-03) now mandates disclosure of taxable transactions in the month of
application submission, prior to the submission date.

Strategic takeaway: Businesses planning to deregister must carefully track and report activity right up to the
exit point—reducing room for underreporting during wind-down phases.


http://www.ibccs.ge/
mailto:hellogeorgia@ibccs.tax

5. New Public Rulings on VAT

Three Public Rulings were issued in 2025, clarifying VAT treatment in specific scenarios:

Public Ruling No. 132 (May 29, 2025): Addresses VAT on services and waste supplied by Extended
Producer Responsibility Organizations (EPROS) in exchange for membership fees, and the applicability of

reliefs under Article 170.

Public Ruling No. 133 (May 29, 2025): Clarifies VAT relief for educational institutions providing catering and
transportation services to students.

Public Ruling No. 194 (July 22, 2025): Covers VAT on self-constructed buildings used as fixed assets,
including conditions under Article 160(3)(b) and valuation methodology.

What's notable: These rulings provide much-needed operational clarity in niche areas, reducing ambiguity
and compliance risk for affected sectors.

6. Tax Incentives for Innovation: A Game-Changer for Startups and R&D

Perhaps the most forward-looking reform of 2025, amendments to the Law on Innovation introduced a tiered
tax incentive framework for Innovative Startups, Innovative SMEs, and R&D Service Providers.

Innovative Startup Status
Eligibility:
e Develops an innovative product, process, or service
e Received 2 GEL 100,000 from investment funds, angel networks, or accelerators; OR = GEL 150,000
in grants from Georgia's Innovation and Technology Agency
e No tax arrears, not in debtor registry, not insolvent
Tax Benefits (up to 10 years):
e Years 1-3: 0% Personal Income Tax
o Years 4-6: 5% PIT, 5% Corporate Profit Tax
e Years 7-10: 10% PIT, 10% CPT
Renewal: Annual status, usable for up to 10 years continuously.
Innovative SME Status
Eligibility:
e 2= 5% of prior-year revenue (min. GEL 100,000) spent on R&D
e Holds a patent or deposited software, OR purchased R&D services from accredited providers
o Category 3 or 4 enterprise classification

Tax Benefits:

o If dividends distributed: taxable profit reduced by 3x R&D expenses
e If no dividends distributed: 20% R&D expense grant (up to GEL 100,000)

Renewal: Annual, no maximum duration, repeatable.
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R&D Service Provider Status
Eligibility:

e 280% of revenue from R&D activities (NACE 72.1)
* No tax arrears or insolvency

Tax Benefits:

e 5% Corporate Profit Tax
e 5% Personal Income Tax

Duration: Annual, unlimited usage, granted once.

Strategic significance: These incentives position Georgia as a competitive destination for tech innovation
and knowledge-based industries, particularly in the South Caucasus and Eastern Europe. Startups and
research-driven SMEs now have a clear fiscal roadmap to scale sustainably.

7. New Computerized Transit System (NCTS): Georgia Joins the EU Transit
Framework

Effective: February 1, 2025

Georgia's accession to the Common Transit Convention marks a major step in trade facilitation and EU
alignment. The NCTS digitizes customs transit procedures, replacing paper-based systems with real-time
electronic declarations.

Mandatory use: Road and ferry transport (except TIR carnets) for goods under:

External processing
Export

Re-export

Transit

Key features:

Single electronic transit declaration across all CTC member states

Real-time data exchange between customs authorities

Enhanced risk analysis and traceability via Movement Reference Number (MRN)
Harmonized procedures across borders

Business impact:
e Operational adjustments required: Companies must ensure NCTS-compatible systems or brokers
e Reduced delays: Fewer manual checks and faster clearance
e Legal certainty: Uniform rules reduce procedural unpredictability

Strategic importance: NCTS strengthens Georgia's role as a regional logistics hub and signals deeper
integration with EU customs standards—critical for attracting trade and transit-oriented FDI.

Anti-Money Laundering: Strengthened Enforcement

Amendments to the Law on Facilitating the Prevention of Money Laundering and Financing of
Terrorism introduced a new Chapter Xt on Administrative Liability and Proceedings.

Key provisions:

Article 43! — Administrative Liability:
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o First violation: Warning
e Repeated violation: GEL 1,000 fine

Applies to: Non-accountable persons who fail to comply with obligations under Article 41(7) and 41(9).
Article 432 — Proceedings:
e Conducted by the Financial Monitoring Service (FMS)
e Simplified administrative procedure
e FMS head or authorized officer imposes sanctions
Article 432 — Right to Appeal:
e Sanctions may be challenged in district (city) court
Practical takeaway: This framework extends AML/CFT oversight beyond traditional accountable persons,

enhancing preventive enforcement and providing clear procedural rules. It's a measured response that
balances regulatory reach with due process.

Foreign Influence Transparency: The Legal Minefield

(Note: The following analysis is based on the Georgian-language legal memorandum provided. It addresses
two laws: the Law on Transparency of Foreign Influence and the Foreign Agents Registration Act.)

Overview: Two Regimes, Overlapping Concerns

Both laws aim to regulate entities and individuals receiving foreign funding or acting on behalf of foreign
principals. However, they differ in scope, triggers, and obligations.

Law on Transparency of Foreign Influence
Who qualifies as a "foreign influence organization"?

Non-commercial legal entities (NPOs): If >20% of annual income is from a "foreign power"
Broadcasters: If >20% of non-commercial income is from a "foreign power"

Print media owners: If >20% of non-commercial income is from a "foreign power"

Internet media operators: If >20% of nhon-commercial income is from a "foreign power" (state
language content)

PwONPE

What is a "foreign power"?

Foreign government entities

Non-Georgian citizens

Legal entities not established under Georgian law

Organizational forms (funds, associations, etc.) established under foreign or international law

Obligations:

o Registration in the public registry
o Annual financial declaration

Penalties:

o Failure to register or file declaration: GEL 25,000 fine
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Foreign Agents Registration Act (FARA-style)

Who qualifies as a "foreign principal's agent"?
A person who:

Acts as a representative of, is employed by, or is under direct/indirect control of a foreign principal
Engages in political activity on behalf of the foreign principal

Acts as a PR consultant, advertising agent, or information service for the foreign principal

Collects, solicits, or distributes funds or material valuables in Georgia for the foreign principal
Provides consulting services on public or political matters related to the principal's interests in Georgia

What is a "foreign principal"?

o [Foreign government or political party
¢ Individual residing outside Georgia (unless Georgian citizen with permanent residence in Georgia)
e Legal entity established under foreign law or with principal place of business abroad

Key Exemptions (FARA-style law)
The following are NOT required to register:

e Diplomatic and consular personnel
o Official representatives of foreign governments
e Persons engaged in bona fide commercial, humanitarian, religious, academic, artistic, or
cultural activities that:
o Serve legitimate trade, humanitarian relief, religious practice, academic research, or cultural
exchange
o Are consistent with Georgia's national security and public interest
o Publicly disclose their connection to the foreign principal
o Are officially reported by the foreign government to Georgia's Ministry of Foreign Affairs
e Legal advocacy (attorney services)

Critical Analysis: When Does Foreign Funding Trigger
Obligations?
The legal memorandum concludes:

1. Commercial entities (e.g., LLCs) that do not engage in broadcasting or media activities are NOT
subject to the Law on Transparency of Foreign Influence, even if >20% of income is from foreign
sources.

2. Foreign funding alone does not trigger registration under either law. Registration is required only
when:
o The entity is a non-commercial organization (NPO) or media outlet, AND >20% of non-
commercial income is foreign, OR
o The entity/individual engages in political activity, PR, information services, fundraising, or
strategic consulting on behalf of a foreign principal with public/political interests in Georgia.

3. A Georgian citizen owning 100% of a foreign-registered company does NOT exempt that

company from being a "foreign principal” under the law. The company's legal establishment under
foreign law is determinative, not the nationality of its shareholders.
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Ambiguities and Risks
The memorandum emphasizes that both laws are vague and open to broad interpretation. There is:

e No clear judicial precedent
e No detailed regulatory guidance
o Significant room for administrative discretion

Recommendation: Given the ambiguity, case-by-case legal analysis is essential for any entity receiving
foreign funding or engaging with foreign principals, especially where activities touch on political, public, or
media spheres.

Conclusion: A Year of Expansion, Clarity, and Caution

2025 has been a year of legislative recalibration. Tax incentives for innovation signal a pro-growth agenda.
NCTS integration demonstrates Georgia's commitment to EU alignment and trade modernization. AML
enforcement has been tightened, and the foreign influence transparency regime—controversial as it is—has
expanded the state's oversight into civil society and media.

For businesses, the message is clear: stay informed, document thoroughly, and seek legal counsel
early. The regulatory environment is evolving, and the cost of non-compliance—whether in VAT, transfer
pricing, AML, or transparency laws—is rising.

For civil society and media, the stakes are higher. The foreign influence laws, despite their stated
transparency goals, introduce administrative burdens and reputational risks that cannot be ignored.

As we move into 2026, one thing is certain: Georgia's legal landscape will continue to evolve, and
adaptability will be the key to navigating it successfully.
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