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PREFACE

Thisg veport is the outcome of the study on Harmonization of Fiscal
Incentives to Industry in the CARTFTA territories conducted by the
United Nations Economic Commission for Latin America. This study was
undertaken at the request of the Commonwealth Caribbean Heads of
Governments made at their fourth meeting (Resolution 10) and covers the
territories forming the Caribbean Free Trade Association and Belize,

whose inclusion in the study was subsequently requested,

A team of experts was assembled by ECLA to undertake the study.
The team comprised:

(i) Mr. Igbal Gulati, Regional Economic .Adviser attached
to the ECLA Office for the Caribbean;

(ii) Mr. D.M. Bhouraskar, Chief of Public Finance Section,
Division of Publi¢ Finance and Financial Institutions,
Department of Economic and Social Affairs, United
Nations, New York; and

(iii) Mr. Gustavo Wiese, Regional Adviser on Fiscal Policy
attached to the Permanent Secrétariat of Central
American Common Market,

Mr. Igbal Gulati was appointed as the leader of this team.

The team visited all‘the territories except Dominica and Grenada.
It held discussions with senior officials from all the territories, and
was formally invited to attend the Third Meeting of the East Caribbean
Common Market Council of Ministers in St. Lucia. It thus had the
privilege of meeting with the Council and discussing matters connected
with the harmcnization of incentives. The leader of the team also

visited Belize.

A draft of this report was submitted to the Commonwealth Caribbean
Regional Workshop on the Harmonization of Fiscal Incentives to Industry
held at Port-of-Spain from 8 to 12 September 1969. The summary and
conclusions from the Report of the Workshop (E/(N.12/844) are reproduced
here in Annex I. The éxpert team has offered its comments on some of
the views expressed at the Workshop. These comments are included in

Annex II.
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On behalf of ECLA, and on behalf of the members of the team, I
should like to express our thanks to the Governments, their Ministers
and O0fficials, for extending to the team their maximum cooperation,

courtesies and consideration.

Carlos Quintana




Chapter 1

INTRODUCTI ON

1, When ihe Govermments of the Commonwealth Caribbean agreed upon the
formation of the Caribbean Free Trade Area {bereafter referred to as
CARIFTA}, they wére, 1t appears, fully aware ithat effective progress
towards trade liberalisation within the free trade area would depend

in large measure on common action in other éi-easE especially those of
industrial pelicy, external tariff, and incentive poliey. The rationale
of a common incentive policy is simple and should be quite obvious.
Firstly, with respect {0 commodities in which member countries agree
-upon free mutual trade, it is essential that disparities in tax
incentives should not ordinarily be allowed to distort the inter-member
cost structure of their production. Secondly, but no less importantly,
member-territories shouid avoid making sizeable.sacrifices in terms of
revenue (in addition te what the consumers directly undergo under the
impact of protective policies of Governments) in competitive bidding
among themselves by the offer of more and more generous tax concessions.
Instead, they can offer the attractions of a unified market of a size

much larger than any of the national markets, taken separately.

2. Article 23 of the Agreement provides for the approximation of
legislation with respect to tax concessions granted for the purpose of

encouraging the establishment or development of manufacturing industry.

3.  Paragraph 1 of Article 23 provides that no member territory may
introduce more generous tax concessions than the most generous alrea&y'
.obtaining in sny of the member territories. Paragraphs 2 and 3 lay
down procedures for notification of changes in incentive provisions '
made by member territories and for dealing with representations. In
paragraph 4 of the same Article, the CARIFTA Council is authorised to
recommend, on its own initiative, proposals for the approximation of
concessions within the Area. These proposals may include schemes for
the increase or reduction of concessions consistently with the
provisions of the Agreement and may be implemented notwithstanding the

provisions made in paragraph 1 of the said Article.
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4, On' a careful reading of Article 23, it becomes clear that the
provisions of paragraph 1 are intended to be transitory in nature.
Until the CARIFTA Council has had time te formulate its recommendations
for the approximation of tax incentives being offered to manufacturing
industries, individual member rterritories are allowed under paragraph 1
to introduce changes in their existing tax incentives, as long as they
do not thereby offer more generous incentives than the most generous

already obtaining in any of the member territories,

5, The long-term objective; however, appears to have been for
harmonizing industrial incentives in the region on a rational basis,

and the Agreement clearly foresees the possibility that this exercise

in harmonization might entail not only inecreases but alse reductions

in concessions already being offered. That is why the Agreement clearly

states that the proposals of the CARIFTA Counecil for the approximation
of industrial incentives do not have to conform to the rule laid down
in paragraph 1, i.e. of approximation at the most generous level of

' concessions already obtaining.

6. It is in the above context that a Resolution of the Fourth Heads
of Government’s Conference on Regional Integration called upon the :
United Nations Economic Commission for Latin America (ECLA) to
undertake a study on the harmonizing of incentives. This Resolution

was included in Annex A of the CARIFTA Agreement.

7. This report is the outcome of the study undertaken on behalf of
ECLA in pursuance of the above Resolution of the CARIFTA Heads of
Governments. It is hoped that it will help the CARIFTA Council in
formulating its proposals for the approximation of industrial tax
incentives and lead ultimately to the adoption of a regional policy on
industrial incentives, Also, it is hoped that in due coursge the Council
will, on the basis of the experience gained in harmonizing industrial
tax incentives, want to go further and seek to harmenize tax incentives
being offered in various member territories‘in other fields such as
tourism, housing, mining and even agriculture sc¢ as to ensure balanced
development of the territories in the Area, In that sense, this exercise
will only mark the beginning of a number of exercises in harmonization

of incentives.
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8. While the present study derives its autherity from the Resolution
cited above (followed by formal requests by three of the member Govern-
ments in the Area), it covers not only the present eleven member

territories of CARIFTA but also Belize (British Honduras) which expects
to join the grouping and whose inclusion in the study was specifically

requested by the Govermment,

9. This report is divided inteo five chapters including this
introductory chapter, Chapter II gives the general eccnomic background
of the Area, in so far as it is immediately relevant to the subject

under study. In Chapter III is aitempted a review of the existing
gituation in the Area with regard to tax incentives offered to
industries. This is followed in Chapter IV by an evaluation, principally
in terms of economic criteria, of not only the existing incentives but
also the machinery and procedures set up for their administratiom,
Chapter V presents recommendations for a regional incentive policy for
the Area and outlines a scheme for the harmonization of tax imcentives

offered to industries.

10. A draft of this Report was submitted to the Caribbean Regional
Workshop on the Harmonization of Fiscal Incentives to Industries held
at Port-of-Spain from 8 to 12 September 1969, The participanis at the
Workshop were senior officials drawm from all the member tgrritories of
CARIFTA and Belize. The summary and conclusions of this Workshop are
reproduced here as Annex I-and the team’s comments on principal points

of divergence with the Report are included in Annex IT,



Chapter II

BCINOMIC BACKGROUND

il, A regional incentive policy for the promotion of imdustrial
development must, of necessity, be formulated in the context of the
prevailing economic circumstances of the aréa-it covers. The ecenomic
picture of the area comprising of the eleven member territories of CARIFTA
and Belize is dominated by a few predominant characteristics, some of
which are quite peculiar to this Area. The regional policy for

. . . . . 1
barmonization of incemtives mmnst, itherefore;, take due note of these. Y

12, The first of theselchéracteristics is the smallness of the size of
not vanly esch territery by itself but alse of the Area as a whole., The
total population of the Area comprising of the twelve territories is
estimated at 4.5 million in 1867. Although the per capita income of

Area as a whole is,relatively speaking,noﬁ as low as of most under-
developed countries im the world, the combined national income of the
territories is still email. It is roughly half the combined natiomal
income of the five member-countiries ¢f the Centrsl Americen Commen Market.
As an index, however imperfect, of the size of the market, it shows how

small even an integrated Caribbean marke’ weould be.

13. The second main characteristic of the Caribbean economic picture
is the sericus disproportion between the suppiy of labour force amd of
the other factors of preduction. Cuvrent unemployment levels in the
Area range from 12% to 18% and the average rate of growth of population
is estimated at 3% for the Area ag a whole., With populéiian growing at
such a high rate and the existing levels of unemployment alreacy high
by any standard, not only has the problem of providing full productive
employment become a serious economic issue but also it has acquired a

great measure of urgency in view of its social implications.

g/ In this very short review of the econcmic background of the Area,
the authors of this report have relied principally on the Chapter
on "Characteristics of the Caribbean BEconcmies” by Williem Demas
in his boolt, The Economics of Develonment im Swall Countries (196519
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14. Thirdly,'the economies of almost all the territories are
structurally highly dependent. They derive a sﬁ%stantial part of thair
current national income from s small number of primary exports, namely,
sugar, banana, mineral c¢il and bauxite;, sold to a few developed
counfries; Primary exports of the Area are estimated to have contributed
nearly 30% to the Area's combined gross product inm 1963. Their role in
providing employment is even more significant, accounting &s they do for
over 40% of.the Area’s working force, But while in the past, including
the decade of 1950's, primary exports were the prime-mover of the Area's
economicrgrowth, there is increasing evidence that they may net be able
to play that role in the future. In fact, agricultural exports of the
Area are vitally dependent on special arrangements granted principally
by the U.K., and to some extent by Canada, and there is serious aanger
of earnings from this scurce not only not increasing but actually
declining in the near future. This danger has arisen because of the
distinct improvement in the chances of British entry into the European
Common Market which may oblige Britain to forsake its nld Caribbean
gources of its agricultural imperts. Constraint on the growth of the
Area's mineral exports may emanate more from the supply side than firom
the demand side. Bub, on current reckoming, there is no immediate danger

of any significant slackening with respect to these exports.

15. VWhile primary production and its export dominate the economic
picture of the Area, manufacturing plays a rather miner role in thise
picture. The contribution of the manufacturing sector to the Area’s
gross domestic product was estimated at 14% in 1967, and its

contribution to the Area's employment was even lower.

16. | The Caribbean economies:are dependent structurally net only in the
sense that a few primary exports going to even fewer countriss comtribute
significantly to their national imcewes, but also in that they reiy
greatly on foreign capital inflowa for the finamcing (of their relativéiy
high rates) of gross capital formation. The average rate of gross |
capital formation for the Ares as a whole is currently estimated at 26%

a year., Of this the portion finamced by foreigm scurces, including
reinvestment of profits by foreign firms operating in the Area but
excluding depreciation allocations, was as high as 36%. If depreciation

allocations were included, as they should be, the dependence cn fereign
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capital would rise very much higher. For Trinidad and Tobago, for
instance, the corresponding ratios for 1968 are estimated to be 23% and
62% respectively. This relatirely high dependence on foreign funds is

due largely to the structural characteristics of the economies, especially
of those ierritories dependent on mineral extraction and refining. Partly,
however, it is also a reflection of the low level of domestic savings

{i.e. excluding savings of fsreign enterprises).

17. The growth of tourism in the Area has been quite rapid in recent
years and can be sald to have helped diversify the economies to the

éxtent it has reduced, relatively, their dependence on primary exports.

But it cannot be ignored that the tourist trade, particularly as it has
developed in this Area, has some of the samé characteristics as the
primary exports. Tourist trade of the Area is highly dependent on the
North American continent for both demand as well as source of finance

for investment. Also tourist trade has contributed to the growth of

local skills at almost the same comparsblie level of technology as have

the Area's primary exports. However, the growth of tourism, if sustained,-

ghould provide an additional stiwulus for local manufacturing.

18, The fourth significant characteristic of the Area’s economic
picture is that the extent of economic cooperation among the

territories, at the eve of the formation of CARIFTA, was not only very
limited but alsc somewhat lopsided. Trade within the Area accounted

for a very smalllpr0portion of the total foreign trade of the

territories comprising the Area. The share of intra-regional trade in
the total foreign trade had remained, more or less, unchanged at around
6% in recent years, At the same time, however, the share of manufactured
preducts, excluding minerals and mineral products, in intra-regional
trade, though rather small at present, had been on the increase. The
share of manufactures, covered by SITC sections 5 to 8, in intra-regional

trade rose from 27% in 1957 to 34% in 1963.

19. But the gain of the increasing share in intra-regional trade in
manufacturing had gone tos the territories which dominated the
manufacturing sector of the Area. Jamaica and Trinidad & Tobage together
accounted for 85% of the Area's combined gross manmufactured product in

1967, Guyana and Barbados together accounted for another 11%. But
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-
while Jamaica and Trinidad & Tobage together dominated_the manufacturing
sector, in so far as the trade in mamufactured products within the Areca
-was concerned, it was Trinidad and Tobago which dominated the scene,

with its share at 59% of the trade as against Jamaica's share of only 18%.

20, To sum up this short review ¢f the economic backgrcund, the Ares
offers, relatively spesking, a rather small-sized warket which is in need
of basic structural transformstion with 2 view te meeting its serious
problem of high {(and even riging) level of unemployment, and to ;edmcing
its excessively dependent character. While the relative smallness of

its present contribution can e taken as a measure of the scepe that
should exist for the expamsion of the manufacturing secfor in the Area,
future expansion of the manufacturing sector would have consciously to

seek a better inter-territorial balance than exists at present.
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Chagter 111

REVIEW OF EXISTING TAX INCENTIVES

21, The practice of offering tax concessions to new and developing
manufacturing enterprises is gquite widespread, It is especially so
among the developing countries of the world; with the objective of
accelerating industrial development. The twelve Caribbean territories
coverea by this study are no exception. With the relp of these tax
concessions, the Governments hope to not only encourage the investment
of domestic savings but also atiract foreign capital into the
manufacturing sector. It is breadly true that the develdpment of the
manuf acturing sector helps developing countries diversify their
respective econcomies and also create, both directly and indirectly, new
and more rewarding cpportunities for the use of local resources,
physical and manpower, whereby the rate of growth of domestic output

and imcomes can bhe arcelerated.

I. CEGICE OF INDUSTRIES AND ENTERPRISES

Eligible Industries:

22, Each of the twelve Caribbean territories, which the present study
covers, offers some.tax concessions to manufacturing enterprises. While
the principal tax laws of these territories governing the grant of tax
conceasions do not identify any favoured areas of manufacturing
activities, they do lay down some broad, and rather vague, conditions

of eligibility.

2%, With respect to these broad conditiens of eligibility, the twelve

Caribbean territories could be divided into three broad groups:
{a) The territories in this group set themselves virtually

no formal! limitation om the choice of industries. They
lay down a very broad requirement such as that "the
industry is not being conducted on a commercial scale
or at all and for which there are insufficient
conditions te enable such industry to be conducted on
a commercial scale;” or an industry where there is
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favourable prespect of further development.” i/
In this group fall Antigua, Domimica, St. Kitta-
Nevis-Anguilla, St. Vincent and Trinidad & Tobage.
Belize too can be said to beleng to this group.

(h) The territories in this group reguire thal in order
to qualify for tax comcessioms the growtn of the
manufacturing industry concerned should not only
be generally of benefit to the territory but alse
"have a benelicial effect on employment both im
numbers and in gross wages“. gy In this group of
territeries fall Barbades, Grenada, Jamaica,
Mentserrat and St. Lucia,

(¢) In this last group falls enly one territery,
namely Guyana, whose law requires not on:y that
the trade in gquestion should be "wholly of a
developmental and risk-bearing nature" but also
"is likely to be instrumental te the development ‘g/
of the rescurces of, and beneficial to the Colony".
When Guyana's law speaks of the development of indigenous resources,
it pessibly refers to both physical and manpewer resources of the

territory.

24, In a sense, Barbados and Jamzica can also be said to belong to
group {c). Their legislations require that before approving an indusiry
consideration should alsoc be given to "whether manufacture ef the

product would utilize raw materials or skill available to the Island®.

25. While the formal position is vague, in actual practice the
territories seem to have evolved some system of priorities in the choice
of industries for concesgsicnal treatmenti. In Barbados and Jamaica, for
ingtamece, manufacturing exclusively for export is accorded a speeci 1
treatment through formal legislation specially enacted for the purpose.
But in other territories, as for example Trinidad and Tobkage, while no

special legislation has been enacted for the purpose, manufacturing for

l/ See Section 3 of Trinidad and Tobago’s Aid to Pionecer Industries
Ordinence, 1950,

2/ See Section 3 of Jamaica's Industrial Incentives Law, 1858,

§/ See Secticn 2 of Guyané's Income Tax {In 2id of Industry)
Ordinance, 1951.
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export has been accorded a somewhat higher priority within the frame-
work of the general incentive legislations., Also, resort has been made
sometimes to special legislation for according a higher priority to
certain types of industries. In Trinidad and Tobago, for instance,
separate incentive legisiations were enacted for cement, fertilizer,
tyre, lubricating oil and'petrochemical industries., Also, Barbados and
Jamaica enacted special measures for the promotion of factery

construction by iiself,

Pioneer Appreach:

26. In view of the particular approach feilowed in these territories
in granting concessions, thé.task of exercising choice as beiween
industries effectively arises at the time of the approval of entérprisee
All of them éubscribe, formally or informally, to what is referred to

as the "pioneer enterprise' approach. The approach is conceived
principally in relation to import-substitute industries, although,
formally speaking, approval has to be obtained even by enterprises
manufacturing entirely for exports. Basicaily, the idea is to give the
benefit of tax concessions net to all enterprises in an industry but
only to a few early starters. These early starters are supposed to
face greater risks than those who ente; the saime industry later.
Accordingly, while more than one enterprise in an industry might be
granted the benefit, this concession would no! be extended once it is
felt that establishment of additional capacity in that particular
industry does not call for special encouragement. In sbme cases, it is
guite likely that given the size of the demestic (i.e. national) market,
establishment of additional capacity may not be justified unless there

is reasonable prospect for export.

Financial and Technical Viability:

27. Whether an enterprise manufactiures a product for the domestic
maxket or for export, all the territorial laws on the subject of
incentives insist upon the approval of the enterprise itself. This, as
indicated above; springs partly from the 'pioneer enterprise' appreoach
to which all the'territories seem to subscribe. Underlying almost all
incentive legislations in the Area is &lso a certain concept of
viability, principally financial, to which an approved enterprise must

conform.
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28. In Barbados, Belize, Grenada, Jamaica, Montserrat and St. Lucia,
to qualify for approval an enterprise should first be a company 2/ and,

.at the same time -
(a) be adequately financed,

(b) have adequate trained personnel or be able to
obtain their services,

(¢) have access to necessary technical information,
(d) be able to obtain adequate raw matérials, and
(e) possess'(or will possess) the necessary factory.

Guyana too insists on the enterprise being a company to qualify for tax
concessions but does not set any viability conditions. On the other hand,
the formal position of Trinidad and Tobago along with Antigua, Dominica
and St. Kitts is that to qualify for approval an enterprise does not have
to be a company, nor do these territories lay down any conditions which
an enterprise should satisfy. But in actual practice they too require

an applicant to subtmit all the information necessary to enable the
authorities not only te examine its financial and technical viability,

but also evaluate its project in the broader context of the economy.

Level of Investment:

89. In St., Kitts-Nevis-Anguilla, the new incentive legislation dealing
with Special Development Areas prescribes a minimom level of investment
(BC $250,000) to qualify'for tax concessions and also the period within
which the construction of the factory in the area declared as a speciai
development area should commence. No other territory imposes, formally
or informally, such a condition. Though, in actual practice, the
proposed level of investment may influence the decision to approve or
reject an application, no rigid rules seem to have evolved in any of

the territories on this matter.

g/ Jamaica's Industrial Incentive Law defines ‘'company' as any company
incorporated or registered in the island or a company incorporated
outside but carryirg on businese in the island. The corresponding
legislation in Barbados appears to be more restrictive in that it
insists on the company's registration in the island. Belize requires
the company to be "formed and registered under the Companies
Ordinance" of the territory.
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Follow up on Performance:

30. By end large, it is true of all the territories in ithe Ares thal
when an enterprise gets the necessary spproval entitling it to tax
concessions it isg obliged to start construction amd ther preoduction
within the stipulated time. Any feilure om either score hag to be
explaired to the satisfaction of the @mmp@ﬁémﬁ exthorities, [Failure %o
do s¢ may attract penslties, including revocstion of the approval itself.
Unce an enterprise is duly established there is little, if amy, follow
up on its performance. As indicated earlier;, im some territories, the
legislation enjoins the selection of industries om the bagis of their

beneficial impact on resource-use and employwent but ne later evaluation.

31, Inp addition, rules exist im all the territorisl legislations to
Eéaﬁrict the employment of non-nationels amd alse te prevent abuse of
méachinery, plent snd meteriales imported free of duty, and there is
possibly some amount of follew—up in this respect. DBut whem it comes
to. following up on such matiters &8 investment, employment and training
of local perg@ﬁnelp and wse of local inpmtg tne exietirg adwiniastrative

and legal position, on all accoumts, is highly unsetisfactory.

TI. TAX CONCESSIONS CURRENTLY OFFERED

32, Tax comcessicns being offered to memmlacturing enterprises im the
Area fall into two bread groups: {a) income tex relief, snd (b) duty
free importation, The objective underlying the first group of
conéessions is to increase after<tax profits. The objective underlyimg
the second group of concessions is to reduce the cost of inputs. Even
in the latter case, the ultimate impect shonld ordimarily be to increase
the after~tex profits of the beneficiary. Still the twe sets of
concessions are so distimetly different, including in tkeir impaet on

investmert decisions, that ﬁhey have to be considered separately.

é/ Although Trinided emd Tobage’s legislatienm is ratner broadly worded,
ites nmew Plan singles out this aspect == ome of the important
deficiencies in the administration of the territory's tax incentives
and proposes that as a matier of policy indusiries receiving
ingentives should be foilowed wp to ensure that they fulfil the
obligations underteken om spplicstion. See Draft Th .d Five YVear
Plan, £. 115. '
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(a) Income Tax Reliefs

33. As will be obeerved from Appendix I to this Report, conceasions

falling in this group are being offered in the form of -~
i) holiday from income tax,

ii}) relief from imcome tax on dividends paid out of
tax-exempt profits,

1ii) relief from income tax on interest on berrowings,
iv) deferment of deprecéation deductionsg

v} accelerated depreciationm deductioens, and

vi) carry-forward of losses.

i) Income Tax Holidsy:

34,  All the territeries offer exemption from income tax fof a period
of years beginning, senerally, with the date of production. Jamaica
and Barbados offer the approved enterprise a choice between two oplicma.
One option is of a straightforward exemption of 7 and 10 years
respectively as from the date of production. Under the second option

a slightly shorter tax heliday pericd ie combined with deferral of
depreciation deductioms during the tax holiday periced within 3 years of
the date of productien. By a recent amendment of the Jamaican law,
enterprises wanting to memifacture new products - defined as produsts
with respect to which 20% of the Jamaican market is supplied by
existing marufacturers in the Island -« get a 1l0-year tax holidey frem
the date of production or withim 3 years thereafter and also deferral

of depreciation deductiems, In Jamaica, exemptiom from income tax
during the tax heliday period may be either full or 50%. But no criteria
are laid down, noxr have any evolved over time, om which Lo rest the
decision to grant 100% or 50% of the benefits.

35. Trinidad snd Tobago, Guysuna and St. Kitis offer a full tax
holiday of & years which can be extended to 10 years, together with
deferral of depreciation deductions until after the tax holiday period.
Belize and St. Vincent offer a full l0-year tax holiday but without

" deferral of depreciation deductioms, Of the remairing six territeries,

Grenada, Montserrat and St. Lucia offci a 7-year tax holiday and Antigua
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and Dominica offer a 5-year tax holiday, without deferral of depreciation
deduétions. The tax holiday offered by St. Lucia may bhe full or partial
but no criteria have been set for determining the extent of boliday to

be granted.

38. Lately, for factories located in parte designated as special
development areas, St. Kitts has decided teo offer a lS-year tax holiday
and Dominica a 30-year holiday. Jamaica too, offers am extemsion of
between 1 te 5 years in tax holiday for an enterprise mamufacturing a

new product and located in designated special developmeni areas.

37, In all the territories, the tax heliday period is related t{o the
date of production which is set for the enterprise im the order
approving it for the grant of tax holiday. The enterprise is expecied

teo start turning out its produce in marketable quantities bv this date,

ii) Relief from Income Tax on Dividends:

38, ALl the territories, except Antigua, extend exemption‘from income
tﬁx to'dividends paid out of profite accruing o ao approved enterprise
during‘its t&x_holiday periwdg With the exception of Jamaica and
Trinidad'&_Tobagoglall other territories require thet to gmaiify for
this exemption dividends should be paid cut withim 2 specified period.
Belize, Grenada, Moutserrat and St. Lucie insist on distribution within .
the tax holiday period. Barbados, Dominica, Guyana, St. Kitts and

St. Vincent allow & further twe years, after the expiry of the tax
holiday period, for tex @xemp? distributions to be made. Jamaice and
Trinidad & Tobago formerly imposed a similar limitstion but have removed
it recently. They have possibly recognized thai such a limitation enly
forces enterprises to distribute their profits rather than plough them
back, It appears that St. Vincent too has recently removed this

limitation on distribution.

30. Several of the territories impese a few additionmal conditioms for
dividends paid out of itax holiday profits to qﬁaiify for exemption in
the hands of recipients. One such condition is that non-resident
re@ipients will quelify for tax exemption, provided they are not liable
to imcome tax on such dividemds in the country of tﬁeir residence;

Guyans and Trimidad & Tobago do not impose any such condition and
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St. Vincent and St., Kitts seem to have recently abolished this condition.g/
Jamaica belongs to the group which imposes this condition but unlike

the rest Jamaica gualifies its condition further. Where a non-resident
shareholder is liable to tax on such dividends in his country of

residence, his exemption from inceme tax in Jamaica would be restricted

to the excess, if any, of tax payable in Jamaica over that payable in

his country of residence. Thus what the Jamaican provision seeks to do

is to relieve the non-resident shareholder of tax to the extent that

Jamaica is foregoing its revenue im his favour and not in favour of the

foreign itreasury. The corresponding provision in other territories

disqualifies a non-resident shareholder altogether regardless of what

amount of tax is payable by him in his ccountry of residence.

43, Another condition which is imposed by Eelize,‘GrenadaF Montserrat
and St. Lucia ig that the total amount paid to shareholders, residents
and non-residents, as tax exempt dividends should not exceed the amount
invested by these shareholders in the enterprise. One possible
justification for this type of restriction could be that these
distributions are considered to be in the mnature qf repayment of capital
and as such are exempted only to the extent of the capital subscribed
by the shareholders., But the assumption underlying this argﬁment cannot
be valid if the shareholders continue to wvetain, as they do, their |
shareholdings. Another possidble justificationm couid be that this
restriction would prevent unduly large amounts to be distributed as

tax exempt profits. Where the tax heliday is granted for 7 years, the
above restriction would amcunt to limiting anmual tax exempt
distributions to 144 of equity capital — a liberal rate of return but

limited none-the-less.

iii) Relief from Income Tax on Interesti Payments:

41o Barbados offers exemption with respect to interest paid on its
debenture stobk by an approved enterprise. This exemption holds with
respect to the first seven years of the tax holiday period under either
of the two tax holiday cptiens that Barbades offers. Where, however,
the interest recipient is a non-resident, he will be éxempt only if he
ignot liable tc tax on such receipts in the country of his residence..
Along with Jemaica, Barbades also offers a 15-year exemption en

interest paid by an approved factory builder on its debenture’ stock.

Q/ Their respective Income Tax Ordinences, as updated, do not impose this
restriction on tax exempt dividends paid to non-resident shareholders.
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42, Trinidad and Tobago does not offer a general exemption on
interest payments. But in the case of a few special industries, viz;
petrochemicals, lubricating oils and greases, and fertilizers, tax
exemption has been offered for the duration of the tax holiday period -
which in all the three cases is for 10 years - with reepect to

interest on loang raised by approved enterprises., St, Kitts too has
offered; through its very recent legislation, exemption on interest
received by peréons making loans to an approved manufacturer locating

a factory in the designated special.development areas.

43, TIn none of the territories offering tax exempticn on interest
paid by approved manufacturers, is sny special rule laid down for the
treatment of such tax-exempt interest in caleulating profits or losses
during the tax holiday period. But the permission to deduct tax exempt
interest in the calculation of its profit or loss enables an enterprise
to extend his effective tax exempition beyond that formally allowed,
Barbedos does, however, stipulste for an approved builder of facfory
that tax exempt interest is mot to be taken as a deduction in the
calculation of profits. Jemaica does not lay down this stipulation

for its approved builder,

iv) Deferment of Depreciation Deductions:

44, Most territories require that with respect to investment made
during the tax holiday period, normal annual depreciation deductions
should be made during the tax heliday peried. But some territories
allow these deductions to be deferred until afier the tax heliday
periocd has expired. Barbados and Jamaica allow this under ome of the
two tax holiday options. (Jamaica now allows it for all new products).
Guyana, St. Kitts and Trinided & Tobage permit thie to all '
manufacturing enterprises approved for tax holiday. Guyane and
Trinidad & Tobago go even further and allow such enterprises to claim
these deferred depreciation deductions at accelerated rates allowed
under ordinary Income Tax rules. On the other hamd, Barbades, Jamaica

and St. Kitts expressly forbid thisgl/

1/ As will be observed from Appendix IIY to this report, with the
exception of Dominica and Belize, all i{he territories allow faster
recovery of capital by allewing a higher deduction than is normally
allowed. This concession is widely available tc any enterprise
incurring expenditure on plant, machinery, and, in most cases,
industrial building.
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45. Deferment of normal deprecisction deductions means that an enter~
prise cap claim these deductions against prefits aceruing to it on
expiry of {the pericd. The result neturally is to reduce the taxable
profits of the enterprise during this subseguent period. It can be
taken to wean either am extemsion of the tax heoliday period or, even
more appropriately, the grant of & substantial investment ali@wanceas
It is more in the nature of investment allowsnce because the sziont eof
relief from income tax is tied up to the smount of investment im
depreciable assets - which is precisely whet a straightforward

investment allowsmce is supposed to do. 8/

48, But the really disturbing espect of the concession to compute tmx
holiday preofits without making depré@iatj@m decductions arises becavs®
dividends are payable tex free im these terrvitories %o the full extemt
of profits thus calculiated. It is quite comceivable that on the expixy
of the tax holiday perioed {or within & short while thereafter) am
enterprise enjoying this cenmcession may not only have no veserves for
further expansion but alsce have no funds left with itself evem to
replace its old assets so as to maintain its ewxisting level of
production. The likelihood of such a situation arising is partiecularly
strong when tax exempticn of dividends peid ocut of tax holiday profits
is made conditional to distributioms beimg withinm the tax holidéy pericd
and a short period there&fﬁarg gs ls the cese in Barbados, Gmyana, and
Bt. Kitts.

v} Carry-forwerd of Losses:

47, Some territorize meke mo special rules for carry—forward of losses,
if any, incurred by zn enterprise during the peried for which it emjeows

tax holiday. In the absence of any special provision, the rulez applying

§/ Deferment for a peried of 10 years would be eguivelent to an
investment allowance of 61% assuming that the normal deducticas
are allowed at the rate of 10% of capital cost, on the declinimg
balanee method.

9/ Barbados and Jeamaica offer cutside of the incentive laws, a
straightforward investment allowance ¢f 20% on expemditure.
incurred on plent =od machimery by any enterprise emgaged in
designated basic industries. The allowance can be claimed
ageinst profit chargeable to tax. '
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to ordinary business losses are possibly being applied in these
territories to losses incurred in the tax holiday period. Normally,
trade losses not set off against income from other sources in the same
year can be carried forward to subsequent years. Antigua, Belize and

Dominica fall in this group.

48. Barbados, Grenada, Jamaica, Montserrat and St. Vincent belong to
the group which allows losses not written off during the tax holiday
period i.e. net losses, to be carried forward to the year or years
immediately following and set off against the income of the same
enterprise. Barbados allows carry-forward of such losses for 3 years,
and Grenada, Jamaica and Montserrat for 6 years. St. Vincent allows

an indefinite carry-forward provided the set-off does not reduce the
income tax payahle‘in any one year by more than 50%. In Barbades,
under the tax-holiday option which does not allow deferment of
depreciation deductions, the law specifically'allows such deductions to
be included in fhe computation ¢f loss in the tax holiday period. But
in Jamaica, under a similar option such deductions are specifically
excluded in the computation of tax-holiday period loss to be carried
forward. Thus, the Jamaican provision is more restrictive than the
Barbados provision. Grenada and Montserrat prescribe the same rule as
Jamaica, and St. Vincent's rule appears to be in line with Barbades in
7 this respect. But while Barbados, Jamaica and St., Vincent allow losses
carried forward to be set off against the subsequent income of the same
enterprise, Grenada and Montserrat do not seem to impose such a

.restriction,

49. Guyana, St. Kitts and Trinidad & Tobago allow any lose incurred
in the tax holiday period to be carried forward and set off against the
income in subsequent years. They do not require that only losses not
written off during the same period can be carried forward. Thus there
need be no netting of losses for the tax holiday period as a whole.
Interestingly enough, all these three fterritories also allow deferment
of depreciation deductions until after the expiry of the tax holiday
periﬁd. Guyana and Trinidad & Tobago impose no limitation on the

period for which such losses can be carried forward. Nor does St. Kitts.
But St. Kitts requires that the set-off of such losses sheould not reduce
the tax payable in any one year by more than 50%.A
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50. Barbados and Jamaica too offer a tax holiday option with deferment
of depreciation deductions but both allow only net losses i.e. losses
not written off, of the tax holiday period to be carried forward and

that too for a specified number of years.

{b) Duty-Free Importation

51, As can be seen from Appendix II to this Report, concessions

offered under this heading are principally of twe types:

i) exemption of machinery, plant and construction
materials from import duties, and

ii) exemption of materials and fuels from import duties.

i) Duty-free importation of machinery, plant and construction
materials;

52.  All the territories provide for duty-free importation of machinery,
plant and ccnstruction materials by approved enterprises for a specified
period.. This period usually terminates with the end of the tax holiday
period. Generally gpeaking, the territories do not, however, extend
this concession to the importation of items as might be required fer
effecting repairs or replacements to the existing machinery er plant.
Barbados is an exception in that it specifically provides for the duty-
free importaticn of machine parts to be used for effecting repairs, so
long as they are imported within the period of 10 years laid down for
duty-free importation. Guyana withholds this concession not only from
items imported as replacements of exiéting plant and machinery but

also from all machinery and plant not of "British Empire origin®,

53. Jamaican law authorizes the Government to withdraw this concession
with respect to any article that is produced locally and is both
available in adequate quantity and also cbmparable in price and quality
with similar imported articles. Other territeries do mot specifiecally
make similar prevision, But some of them seem to keep this censideration
in mind while granting licence for duty-free importation to irdividual

applicants,

54. Belize offers duty-free importation of not only plant, machinery
and building materials but also vehicles. Most other territories do

not allow duty-free importation of ordinary commercial vehicles.
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ii)  Duty-free importaticn of meterials and fuels:

55, IMateriale going inte the manufacture of exports are gemerally
relieved of impoxrt duty, either through in—bond importatiom or through
drawback of duty aiready paid. As ig the practice aslmost 8ll over the
world, the customs legislations in the territories covered by this
study contain appropriate provisionms o this effect. Barbados and
Jamaica are tiae twe territories which have enacted separate iﬁ@@ntive
legislatinm for enclave enterprises i.e. those emgaged exclusively in
the manufacture of exports. These legislations provide for duty-fres
importation of not only plant, machinery and construction materials,
but also of materials, fuels; containers and lsbels. ' Other territories
take reccurse to the appropriate provisions in their customs
legislations to grant duty-free lwmpoertation of materials te enclave
enterprises, All terviteries, imcluding Barbados and Jamaica allow
.duty=free lmportation of materials to home based enterprises alse,

with respect to their exporte.

55, As regérds enpterprises menufacturing for the domestic markets,
nome of the territories, except Belize and St. Luciagig/ authorize
through their respective incentive legislation duty-£free importation
of raw materials. Bult various territories do tale recourse, in
varying degrees thoughk, to their respective customs legislations to
permit duty-free importation of materials te certain enmterprises
manuiacturing for the domestic market. For instance, Guyana’s list of
exenptions from import duty specifies 18 industries with respect %o

which certain imported raw materials can be imported duty free. It

‘;Q/ The Development Incentives Qrdinance of Belize zutherizes the
Minister to "exempt any raw wmaterials imported for use in a
development enterprise Irom payment of customs duty and entry tax
on such terms and conditions as may be stated in the Order.” The
Ordinance does not require that this comncession be given to export
enterprises or to enterprises manufacturing eny special products.
It is believed that in practice the Govermment tries mot to allow
duty-free importaticon of raw materials produced locally. St. Lacia’e
Development Incentive Ordinance does not specifically provide for
duty~free importatien of raw materials but 2 Resolution of the
Legislative Council, deriving its authoriiy from the Ordinsnce,
passed on 19 December 1968, grants this exempticn specifically.
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appears, however, that the territory which has made most extensive use,
in recent years, of its customs legislation to allow duty-frxee importaticn

of industrial raw materials and components is Trinidad and Tobage.

57, As in other territories, in Trinidad and Tobage, the principal
incentive legisiation dealing with pioneer industrial enterprises does
not offer duty-free importation of raw materials, The territory's

gpecial incentive legislations concerning cement; nitrogenous Zertilizers,
and petrochemicals li/ industries offer duty-free importation of mot
only raw materials but also fuel and contaimers. In actual practice,
however, enferprises engaged in other industries aznd granted the
pioneer status have also been granted duty-free importation of raw
materials, Even enterprises not approved for pioneer status may le,

and in fact are, granted dﬁty=free importation of raw materials. i@/

58. Since the formation of CARIFTA, the member~territories other them
Trinidad and Tobage are believed to have beccme more liberal, in varying
degrees though, in granting duty~free importation of industrial
materials. They are believed io have been under strong pressure Ior

the grant of this cencession from entexprises manufacturing for the
CARIFTA (including national) market. This pressure derives its main
strength from the argument that duty-free importaticn of raw materials
allowed to Trinidad and Tobage manufacturers places the competing
manufacturers in the other member territories im an unfzvourable
competitive pesition within noet enly the CARIFTA market but also their

respective national markets.

IiTI. RELATED QUESTIONS

89. No comparative study of tax concessions offered by different

countries can presume to offer a satisfactory picture without giving

11/ 1In the case of petrochemicals, a restricticr was introduced
whereby the spproved manufacturer has to satisfy the Comptreller
of Customs that such articles are mot produced in the territory
at reasonable prices.

12/ On 30 June 1968, the number of pioneer enlerprises enjoying
duty-free importation was 102; +the pumber of other assisted
industrial enterprises emjoying this concession was 184.
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gome idez of the pesitien in each of the countries concerned with respect
to such intimaiely related matters as the general level of incoume

taxation, goverpment policy «n protection of domestic producers against
foreign competition, and other pon-tax’ incentives offered by:the government
for promotion of industrial development. An attempt is made in the
paragraphs thal follow to give some idea of the vosition of the

territories covered by this study with respect to these related matters.

Income Tax Levels

80. As can be seen from Appemdix III to this Report, the range of tax
rates applying to both companies and individuals is quite wide. The
rate of tax on company incomes ranges in the Area from 20% in Mentserrat
to 51.7% in Barbados. At the same time, however, it caonot be ignored
that in ten of the twelve territories, ihe spread is much narrower,
nanely between 373% and 45%. With respect to individual incemes, again
the vange is wide, extending from the maximum. marginal rate of 20% in
Mentserrat to 75% in Barbados, Jamaica and St. Kitts. Here too, nine
territories have maximum marginal rates between 65% amd 75%. But in
Trinidad & Tobage and Jamsice, falling into this group of nimé, the
maximum rates of 65% and 75% respectively apply to -a much higher slab
of inceme than in the rewaining seven. In Jamaica, the maximom rate of
15% is payable on the portion of individual income exceeding $35,520
whereas the same rate starts applying in St, Kitts on income exceeding
$18,500, and in Barbados on income excesding $24,000. In Trinidad and
Tobage, the maximum rate of 65% is payable on the portion of individual
income exceeding $60,000 whereas the same rate starts applying in
Antigua on income exceeding $14,400, in St. Vincent on income exceeding
$159000, in Grenada on income exceeding $20,000 and in St. Lucia on
income exceeding $24,000. In Guyana, the maximaw rate of 70% is payable
at the portion of income exceeding $1455@O whereas in Belize it starts

applying when income exceeds $35,000,

8l. On the whole, the existing position with respect te the level of
income taxation im the Area is that the rates applying to company income
are somewhatl lcower in less developed member territories of CARIFTA than
these applying in the rest of the territories, but this is not so with

regard te individual incomes. Montserrat apart; the burden of tax eon
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individual incomes sheuld work out to be higher in less developed
territories (and alsc Barbados and Guyanz) than in Jamaica and
Trinidad & Tobago. Belize, which is mot yet a2 member of CARIFTA, is
in the same position as the less developed member territories of

CARIFTA.

62. In this copnpection it is important to noie alse that, unlike tke
rest of the territories, Trinidad and Tobago now subscribes to a system
of company taxation under whichk a company pays tax on its prefits om
its own behalf, and not on behalf of its shareholder. Therefore, the
distributions are separately taxable. Thus 2 company in Trinidad pays
45% tax on its profits ané a withholding tax on its distributions made
abroad, {The statutory rates laid down for variocus types of distributions
are subject, however, to bilateral tax agreemenﬁs with different
governments., ) 13 Jamaica too has recently snnounced its imteniion to
adopt a similar system as frow 1970 when the rate of tax payable by
companies on their own behalf will be set at 35% and the withholding
tax on distributions, made both locally and abroad, will be payable

at the rate of 373%. In the rest of the territories, the whole tax
paid by the Company with respect to the distributed parit of its profits
is a withhelding tax. Therefere, there is no further withhalding to

be made on distributicn.

Protection from Fereigu Competition

63, It is estimated that in Jamaica mearly twe-thirds of the enter-
prises manufacturing for the home market and enjoying income teax
heliday and other concessioms are, ai the same time, enjoying seme
degree of protection from foreign competition. In mest cases,
protection has been given through quantitative restrictioms imposed

under a system c¢f impoft licensing,

gg/ In the Tax Agreements negotiated so far, substantial reductiong
have been agreed upen betweem Trinidad and Tobage and the
countries concerned. The e“fective burden of the withholding
tax on distributions going to these couniries is naturally much
lower *than what it would be if the full statutory rates were
applicabie,
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84, In Trinidad and Tobage too, protection of the home market for
domestic manufecturers has taken the form mostly ol quantitative
restxrictions on‘imp@rtso The list of items subject to quentitative
restrictions, called the Negative List, has grown to great proportions
in recent vears, As in Jamaica, in Trinidad and Tobago tes in most
cases enterpriges receiving benefits ol tax holiday and duty-free
importation of plant, machinery and, even, raw materials have, at the
same time, been extended protection from foreign competitiom. Again,
in Trinidad also protection has been given largely by imposing

guantitative restrictions on imperts of similar foreign goods.

65, Jamaica and Trinidad & Tobago together ascount for 85% of the
total gross manufactured product of the Area, Both the terriiories
appear tec be meking liberal use of the system of import licemsing in
imposing guantitative restrictions on imports of foreign substitutes
and thereby protecting their enterprises manufacturing for the home
market. Not much use seems to have been made of the higher tariffs to
protect the homes products. In both the territories, import licensing
which now covers a fairly wide range of items nas been offered largely
in additicon to, and met in lieu of, tax concessions that the
manufactiurers have been granted under their respective incentive

programmes,

66, While in the rest of the territories also, the Governwents have armed
themselves with power to impese quantitative restrictions on imports,

this power is not being exercised as freely as in Jamaica and Trinidad

& Tobago. The explsnation for this restraint in the other territeries

‘ls not necessarily that they are sceptical of the advantages of this

form of protection, but pessibly becausz they have far fewer import

substitute industries to protect.

67. It is believed that as a pre-condition to granting protection

through gquantitative restrictions,. the manufacturer is usually asked to

14/ Between January 1967 and June 1968, as meny as 80 additional tariff
items were placed on the Negative List. During the same period,
85 factories enjoying income tax holiday and/er duty-free
importation are believed to have started production.
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agsure (and even demonstrate with facts and figures, his sbility in this
respect) not to raise prices for the consumers of his preoducis by more
than a reasonable margin above the similar imported products. At the
gsame time, the Governments retain te themselves the right to issue
licences for imports, as and when it has reasom to believe either that
the locsal manufacturer is unable to meet the entire local demand, or
that the prices the consumer is being called upen to pay for the local

product are unjustifiably high, It appears, however, that inm actual

practice the overall impact of quantitative restrictions on lmports has

generally been to raise consumer prices.

Other Non-lax Izcentives

68, Several territories offer not only tax concessicns and protectien
but alse several other facilities to industrial enterprises. Tor
instance, in Barbados four sites have been earmarked for industrial
developmenta The Barbados Development Board offers factery space at
these sites at concessional rental and is even prepared in certain
circumstances to construct a factory at the client’s reguest. In Jamaiesm,
the Industrial Development Corporation constructed 24 factories at a cosi
of $8.2 million between 1856 and 1963 and renied them out to mamufacturers.
In the 1963-68 Development Plan, 2 little over §1 millien & year was
projected for factory‘constrmction by the Corporation. The rentals
charged by the Corporation are said te contain an element of small
subsidy. In Trinidad end Tebago too, the Industrial Development
Corporation had, by the end of 1966, 114 factery gites to offer in
various industiiel estates developed by it. But of these only 20 hau

been occupied so far. In other territories, this type of assistance,

if any, is in its infancy.

65, Provision of finance on favourable tevms as an incentive for
industrial develepment, is not being used cn any great scale. But
institutions have been, or are being, set up in some o¢f the
territeries te provide fimance for industrial development on
favourchle terms. Jamaica has alr 2dy established a development benk
of its owr and Trinidad is in the process of establishing one im the
very near future. The principal c¢bjective of these imnstitutioms is to

effer financial help on reascenable terms to local ertrepremsurs.
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70. On the whole, it appears that of the incentives offered in the Area
to sﬁpplemen‘t tax concessions, protection from foreign competition is by
far the most important. Other non-tax incentives do not seem to have
played any significant role, at least not so far, in the whole package
of incentives available to manufacturing enterprises coming up within

the Area.
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Chapter IV

‘EVALUATION OF EXISTING TAX INCENTIVES

71,  Evaluation can only be made in terms of a set of certain objectives,
The principal. cbjective of the tax incentives offered to manufacturing
industries in the territories covered by this study was, no doubt, to
promote industrial development. But industrial development is promoted
not for its own sake but with a view to helping attain certain economie
goals. In the Caribbean context, accelerated industrial development is
aimed at with & view to both diversifying the economies and at the same
time accelerating the rate of growth of domestic incomes, through a

fuller and better use of lecal resources.

72, Diversification of the economy would call for a shift in emphasis
from traditional areas of production and investment and re-channelling

of available savings, domestic as well as foreign, in the development of
non-traditional areas of production. . At the same time, it may as well
be an objective of econcmic policy te rely as little as possible on
foreign funds for the country‘’s development. 2 In that case mobilizatiom
of local savings and their redireétion to industrial development will

become objectives in themselves.

73.  Accelerating the rate of growth of domestic incomes presumes a
fuller and better use of available local resources. While most of the
territories would want to accord a rather high priority to the use of

local manpower, —/ the fullest development of local physical resources

'nl/ Guyana's 1966/72 Development Programme accords diversification of
output "our first priority". See P. II.1l.

g/ See Trinidad and Tobago's 1969-73 Draft Plan. Pp. 107-8.

E/ Jamaica's 19663-1968 Plan, for instance, referred te the territory's
employment problem as one "which stands in the centre of its policies
and programmes"” and went on to say that “the measures designed to
stirulate ectivity in the private sector are aimed at the provision
of an increasing number of jobs from year to year™. See Pages 55-56
of the Plan. '
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with maximum possible bemefit accruing to the country, is also accorded

a high priority. 4

74, It is in the light of the zbove objectives that the system of
industrial tax incentives, which now obtains in the territories covered
by this study, has been appraised in the following paragraphs. An
attempt has beer made in this‘chapter bath to make an overall evaluatiom
of the impact of existing industrial tax incentives offered in the Ares
and,also to evaluate major concessicon offered under the present system
separately. But it goes without saying that it is in their totality
that these concessions, in combination with non-tax concessions offered

by the territories, would ezercise iheir bemeficial impact.

- I. OVERALL EVALUATION

15, -~ Relevant énd complete informatisn, necessary for an evaluation of
tax incentives in terms of their impact onm invesiment, employment and
value added in the manufacturing sector, is diffiecult te come by for
all the terﬁitbriesa waeverg even if sufficient information were
available, evaluation in these terms is nct easy to make. Any exercise
in such evaluation emccunters a principal conceptual difficulty, namely
the difficulty of separating gains in value added, cuployment or invest—
ment éttributable'to tax incentives from gains that would have accrued
otherwise, Would a given invesiment have taken place in the normal
course, if no tayx incentives weré offered? Assuming that the amswer is
oo, how much investment would have takem place in the asbsence of tax
incentives? Only then would ome lmow, what gains in imvestment to
attribute te tax incentives. The same goes for gains in employment smd
- value added. Thus it is in only very broad terms that an evaluation

- can be made and that too with respect to the tervitories for which some

information is forthcoming.

76. In Jamaica, between 1950 éﬂd 1966, a total of 134 factoriesg hed
been established under its varicus incemtive laws. The investment

involved in these factories is estimated at $170 willion. 3By the end

é/ See Jamalca's 1963-68 Flan, P. 53,
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of 1967, the number of these factories had risen to 168 and employment
in these factories stood at 10,000 which comprised about 15% of total
industrial employment. In Trinidad and Tobago, the number of pioneer
factories (i.e, those enjoying both tax holiday and duty-free
importation), established till the end of 1966, was 136 and the
investment in these factories was estimated at $210 miilion; employment
was estimated at 6,650. By the end of 1967, the number of these
factories had risen to 147 and employment to 7,550. Employment in
picneer factories comprised nearly 16% of the employment in the

manuf acturing sector. In addition, a good number of factories were
established in Trinidad with Government assistance limited mainly to
duty~free impertation of plant and machinery and also raw materials,
These provided employmemt to an estimated 6,500 wbrkersq Thus the
total employment provided by both pioneer and other assisted factories

accounted for about 30% of the total industrial employment.

7. t is significant that in Trinidad and Tobago, between 1964 and
1968, investment in factories accorded pioneer status was nearly five
times as high as that in factories approved for other assistance. Butl
the estimated additional empleyment in the two categories of factories
was very nearly the same, i.e. 4,000 each. This could possibly be

taken as an indication that capital intensive enterprises could be

attracted when duty-free importatioﬁ'ﬁas'combined with inceme tax

exemption which, in Trinidad, includes a sizeable investment allowance,

78, Equally significant is the fact that in Jamaicé, of the total
employment in factories set up under incentive laws, mearly half was
accounted for by factories manufacturing exclusively for exports. Over
the period 1960 to 1967, the increase in employment in export factories
accounted for about 65% of the itetal increase in employment in factories
established under incentive laws. The only additiomnal tax benefit
offered to export factories (i.e. over and above those offered %o
approved factories manufacturing for the home merket) was duty-free
importation of raw materials and fuels - a benefit they were legimately
entitled tc even if there was no incentive programme in operation; In
Jamaica, unlike in Trinidad and Tobago, duty-free importation of raw

materials to factories producing for th= home market was more an
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exception than the ruie. And even an active pelicy of prctecti@n‘fram

‘fbreign competition was mot adopted until 1985, Simce then, progresé in
the establishmeni of home based enterprises has beem more rapid tham in
the past. Jamaican experience could possibly be taken to indicate that,

for home based enterprises, exemption from income tax was perhaps less

important than protection or duty-{ree imperitetien of raw materials

combined with that of plant and equipment.

11, SEPARATE EVALUATION OF CONCESSIONS

Income Tax Exemptios

79, BExemption from income tax reflects itself in 2 higher met return
for any enterprise. Therefore, the fuller this exemptioﬁ and the lomger
the span of this exemption, the greater is the gain to fhﬁ enterprise.

0f course, the assumption is that {a) the enterprise wakes profits during
the period of the tax holiday, and (b) the benefits of tax exemptiom
extended to the enterprise canpoe?t be, or is not actually, pre—empted by

3
sone cther governments. —

80, Vhile, therefore, there is no doubt about the atiractiveness of
income tax exempticn, it is important to note that this attraction is
beingnoffered with virtually no sirings atiached. Generally specking,
exemption from inceme tax extends to the whole of profits during the
period of tax holiday regardless ef what return they represent om capitsal
invested. Alse, it is gvailable to all approved enterprises. In a few
of the territovies, there do exist proéisions for differentiating
between énterprisesn But even in these territories differentiation is
not tied up to any objective criteria. Lately, however, an attempi has
been'made in a few territories to tie up some smount of differentiation

with the development of backward regions.

§/ In their tax agreements with other coumtries, the territories of the
 Aress have not had much success so far in securing tax sparing
arrangements so as to prevent formal pre-emption of exemptions
extended by these territories. In actual practice, the enterpriges
enjoying exemptions have several ways open to them to avoid
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8L, The existing position with respect to income tax exemption
therefore, is that, barring a few excepticnal cases, it is available to
approved enterpriges without sny qualifying requirement or restriction.
There 18 no reguirement that ties up the extent or length of the |
exemption to any performance bemeficial to the economy., Nor is there
any restriction impesed with respect to the use of the profits thus

exempted, or even the portion thereof which represents saving in tax.

Tax Exemption of Dividends

82, If all the territories were subscribing to the same system of
company taxatiocn as obtainms in Trinidad and Tobago since 1966, and as
is being introduced in Jamaica from 1970, the guestion of exempting
dividends could be considered independently o¢f the exemption of company
ingcome. Under the system of company taxation that 6btains in the other
territories, the company pays tax on behalf of its shareholders. The
exemption of dividende in the hends of shareholders was, therefore,
only a legical extension of the exemption of the company's profits from

income tax.

83, But the exemption of dividends en the .conditien that tax holiday
prefits are distributed within a given period is impossible to justify
because it defeats one of the primcipal objectives of the whole system
of tax incentives; namely, encouraging investment im industries. When
an enterprise is allowed to defer depreciation deductions until the tax
holiday period has expired, the existing rule requirimg distributiom of
the tax hoiiday profits within a given period becomes doubly offensive

because it almost forces the ehterprise te fold up within that period.

84, As regards the rule that exemptiom of dividends is available only
i? the non-resident recipient is mot taxekle on such receipts in his

nome ceuntry, it appears that the underlying intention is_conveyed only

by the Jamaican provigion whereby the shareholder is relieved of tax to

the extent that the territery does mnot forege its revenue to the foreign

treasury.

Tax Exemption of Interest Payments

85. [Exemption of imterest in the hands of recipients may be justified

in certain special circumstances, for ingtance where the capital



_32_

sfructure of a company is unavoidably debenture - or loan-oriented, But
its implications in terms of revenue foregone for the territory granting

the exemption ought to be clearly understood,

86. Interest payments are ordinarily allowed as a deductible expense
in the computation of chargeable profits or losses. If the deduction
of tax exempt interest is allowed in the computation of losses to be
carried foxrward, interest payments become a device for extending ome's
tax holiday beyond the formal period. As things stand, only one

territory, namely Barbados, provides a safeguard against such abuses.:

87. Even granting that safeguards can be taken to prevent use of
interest payments as a device for extending the tax holiday period, it
may 8till not be to the advantagze of the territery concerned to give
exemption on interest payments, if interest is payable abroad., When
tax becomes payable on interest payments, i.e. on expiry of the tax
holiday period, the rate at which pon-resident recipients become liable
is mach lower ithan the rate at which tax is payable on company profits,
This isllargely s0 regardless of the system of company taxation buf it is
more =0 under the s&stem cbtaining in Trinidad and Tobago. From the
point of revenue, debenture or loan financing of capital, particularly
when it comes firom abroad, is to the disadvantage of the recipient
country. But exemption of interest payment encourages precisely this

type of capital financing from sbread.

Depreciation Deductions

88. Accelerated depreciation deductions allow early recovery of amounts
invested in depreciabie assets and can, therefore, be said to reduce
risk, Investment allowances permit recovery of capital larger than that
actually invested., Deferment of depreciation deductions is also &
device permitting recovery of amounts iarger than those actually invested
and is, in effect, an investment allowance, though specially devised for
enterprises enjoying tax heliday. Imnvestment allowances (including
deferment of depreciatior deductions) permit a higher net return. So
does a straightforward exemption from income tax. But the difference

is that the earning of a higher net return is tied up with the level

of investmert in one case whereas in the other case it is tied up to

nothing, except, of course, the establishment of the enterprise itself.



- 33 -

89. It could be argued that in econcmies confronted with the problem
of large unemployment, investment allowances are inappropriate since
they would create a bias in faveur of capital as against labour. To
the extent that these two féctors are mutually substitutable, the
shjection is gquite valid. But, by and large, the scope for
substitution is extremely limited in most areas of manufacturing.

In fact, given the techmology, which cannot underge any major

read justment in the short run at least, investment in plant and
machinery should help create additiomal jobs.: Where an enterprise is
manufacturing for export, smy readjusiment in tschnology may be
undesirable even when it is feasible, In such a context, to tie up a
given addition to the rate of net return with the level of investment

might serve the economy better than to leave it sltegether untied.

90. What is objectiomeble, however, about the investment allowamece

given in the f@rm”pfidefermenﬁ of depreciation deductions until beyond

the tax holiday peried is to allow these accumulatiens te be distributed

as tax exempt dividends. BEven more @bjéctidnahlé is the rule reguiring

early distribution.

Carry—forward of Losses

GL, The permigsion to carry forward losses, if any, of {he tax holiday
period is evidently intended to take care of genuine cases of hardehip.
Ordinarily, most enterprises would expect to make lititle profit im the
first one or two years of production. Tax exemption during this early
phase means little to them, It is only the exemption beyond this phase
that helds promise of taﬁgihle gain to them. Any enterprise, therefore,
welghing gains of tax holiday would comsider the period as z whole and
only if ithese are stiractive @n@ughrﬁill it decide to undexrtake the |
venture. It is, therefore, only appr@priate fhat in permittiﬁg the
carry forward of losses, the emtire tax koliday periocd is treated as

one accounting pericd and only net losses are aillowed to be carried

forward,

2. It could certainly be argued that for the tax ewemptiom incemtive
to be effective, it should be available tc an enterprise during the
period when it is actually meking reasonable profits. Some territories

offer the option whereby an approved enterprise could choose any date
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within 3 years of the date of production for the tax holiday to commence.
This is evidently intended to achieve the above purpose, But in these
territories only the net loss of the tax holiday period car be carried

forward.

’ »

Duty-free Importation of Plant and Machinery

93. The general case for granting this concession rests on the promise
that high tariffs on plant and'machinery raise capital costs and, there-
fore, deter investment.- But in this Area this concession serves
principally to eliminate the tariff differential againét non-Commonwealth
sources with respect to imports of plant and machinery. Preference
tariff on most items of plant aend equipment is, by and-iarge, very low

in this Area and, therefore, unlikely to be a major conéidération
influencing inveétment decisions, But the differential agéinst non-
Commonwzalth sources is laige enough-g/ to influence the decision
regarding the source of import. Once an item of plant or maéhinery is
.imported, it would ordinarily be ar objective of economic policy to use
it as intensively as possible. Thereby, a developing economy not only
saves, usually scérce, foreign exchange but also possibly raipes the

" value added for every dollar of capital cost already incuvred. Following
this line of reasoning, it should alse be in the interest of a developing
economy to encourage the reppir of existing machines and discourage their

premature repiacement,

Duty—free Importation of Raw Materials

94, As regards duty-free importation of raw materials, fuel and packing
materials, the present situation, especially as it has evelved since the
formation of CARIFTA, is scmewhat confused, Genmerally speaking, dutyu
free importation of raw materials regardless of the processing undergone

abroad creates a bias not only against local substitutes but also

6/ The differential now rangee beiween 25% to 15%.

1/ The present policy for excluding machine parts from duty-free
importation does not, therefore, serve the best interests of the
territories. In a developed economy, of course, where the problem
principally is of slackening total demand, economic policy might
seek exactly the opposite. -
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against local inputs, labour and material. Therefore, this concession

would generally militate against local processing.

95.  Where imported raw materials etc. goe into the manufacture of
exports, duty~free importation may have to be allowed far more liherélly
than when they go into the manufacture of import substitutes. Even

with respect tec exports, however, the objective of-incenfive.policy

must always be the encouragement of meximum processing at heme.

I1I. EVALUATION OF NON-TAX CONCESSIONS

96, 0f the non-tax concessions, the concession that is most used is
the protection from foreign competition, Other concessions, namely,
pro§ision of factory sites at favourable rentals and provision of
finance, have by comparison remained in the background and it is guite
unlikely that they would have contributed significantly %to industrial
development in the Area. On the other hand, protecticn seems to have

helped'significantly i the development of home based industries.

Protection from Foreign Competition

87, Formally speaking, protection from foreign competition is net pert
of the scheme of tax incemtives offered to industries; stiil, protectiom
is currently being offered in the Area mostly in combination with tax
concessions. Al the same time, whatever protection is offered, it is
given through quantitative restrictions much more than through high

tariffs.

98, To some extent at least protection aad tax concessioms offered
under incentive programmes overlap. If duty-free importation of plant
. and machinery and raw materials reduces the input costs, protectien

- allows output prices to be raised. Thus protection and duty-free
importation fall in a different category than income tax exemption
because the latter presupposes the earning of profits whereas duty-free
impertation and protection, both, elp in tﬁe very earning of these

profits. It is in this light that the experience in Jamaica with respeet
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to home based industries is toc be vi@weﬁa‘g/- Duty-free importatien and
protection are close substitutes, depending of course upon the exﬁent of
import content of an industry's ecutput. On the other hand, income tax
exemption would largely complement but not replace duty-free importation

or protectien,.

89. As regerds the choice between high tariffs. and guantitative
restficti@ns, it appears that the balance of advantage generally lies
with the former as s method of protectien. Firstly, reliance om the
latter places a considerably gréater burden on the administrative
machinery. It becomes the function of admjnistration‘c@ms$ﬁntly to keep
reconciling the demands of the local imdustries for protection against
foreign imports with the okligation tc the consumers of supplying the
gocds affecterd at reasonable prices - & none toc ecasy tesk as experience
in the Area sesems to indicate. On the other hand, while protection
through higher tariffs is no doubt premised om a certain increase in
the prices to the consumers, it imposes no respemsibility om the

sdmini stiration to prevent the prices from risimg - a respomsibility
which, in any case, may be difficult to fulfil. Secondly, protection
through higher tariffs has an advantage over that through guantitative
restriction that it retains some element of competition, or at least

of the threat of competition, Thirdly, within the framework of the

former, to the extent that imports gtill meet part of the local demsnd,

the treasury, and mot the import trade, appropriates the gaim from the
higher prices of imperts. And this gain in revenue would naturally

reduce the need for the Government to raise revenue through othner

8/ Eveluatiép.of tax incentives im other parts of the world confirms
that businessmen tend ‘¢ comsider protection more important te them
than income tax exemption. In Mexice's case, for instance, its
high tariff is considered possibly the biggest factor in promoting
new industries., In Central America, toeo, tariff pretection is
considered more important tham incentives. (George E. Lent, Tax
Incentives for Investment in Developing Countries, im IMF Staff
Papers, July 1967, P.281,)
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taxes for whatever purpese such revenue may be spent; one of ~gsueh.
purposes may be to subsidime certain commodities to keep their prices

Y
from rising, —

1V, 'ADMINISTRATIVE ARRANGEMENTS

100, In the grant of various tex concessions discussed szbove, all the
territeries subscribe 1o the primciple of selectivity with respect to
both industries end enterprises., There can be mo doubt that the
selectivity apprcach reflecting the pricrities that inforz & territory's
economic bolicy should secure optimal returns for the sacrifice invelwed
in the grant of incentives. Unfortunately, however, the guidelines lLaid
down in the respective statutes for selection are so very wide and vagee
that too much responsibility is placed on those admimisterimg the
incentives arrangements, When administration is called upon to apply
criteria of selecticn which are not spelt out precisely, it leaves
considerable room for arbitrariness in their applicaticn mot omrly betwzen
one industry and another but alse between ome enterprise and ancther
within the same incdustry. It is doubtful 1f iz sctuzl practice the
selectivity approach, as has been applied in the territories, secured
optimum results. Also, in the regional contezt, the existing arrangement
has led to disparities in the dispensation of tax incentives between
member territories, particularly with respect to enterprises within the

same industry.

101. As has been observed earlier ia this chapter, once an enterprise
o
marufacturing a specific product is spproved, tax concessious are offered,

~ky and large, on & non-disceriminstery basis. Regardless of whether

g/ Lately, there has been scme amount of rethinking in the Area on
both the role of protection and the choice between gquentitedive
protection and high tariffs. For instance, Trinidad and Tobago's
Third Plan not only calls for a review of the list of items sub-
ject to guantitative import restrictiom but also emjeins thet, in
future, generally speaking an industry should not expeet to receive
both picnmeer status and pretection at the same time and, as far as
possible, guantitative restrictioms should e replaced by higher
tariffs,
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tbey contribute more or less to the domeatic econcmy in general terms,
or ln specific terms such as inm regard to employment, use of leozal
phkysieal resources, or balance of payments, the approved emterprises
are, generally, eligible for the ssme set of concessicons. Even in
territories where there exist provisiocns suthorizing the Governments
to offer partisl concessions i.e. & percentage rather than coemplete
exemption from income tax, little existe by way of guidance as to the
basis of differentiation between enterprises. Nor have amy eriteria
and procedures been developed in actusl practice for the evaluation of
enterprises with & view tc making use of this power to differentiate

between enterprises.

102, TFurther, while the selection procedures which have evolved over &
period seem to require & fairly detailed examination of applications
before they are granted or rejected, littie time or resource is peing
devoted in any of the territeries om the evalustion of the acilual
‘perfmrmamce of the selected emterpriéeso Onee am-enterprise is_aalectedg

the tasks of adwinistration af@ limited to makimg sure that -
A(i) the factory is established or starts production on time,
(ii) the factory does not cwploy eny uneuthoerized foreigner, and

(iii) +the fac?@ry does mot abuse the duty-free importatioca
goncessions.

103. As things stemd, in most territories the approved enterprizes ars
under no cbligation to furnish at regular intervals full information
o their operatiens during their tax holidey peried. The result is
that even if the administration wanted to eveluate their performence,
it may find itself severely nandicapped imn tie absence of adequate
information. One of the first steps towards a performance-oriented
administration of tax incentives would be to reguire, by law, the
submission by enterprises granted tax concessions of detailed

information on their operaticms at repuler intervels,
. P -

-3
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RECOMMENDATIONS FOR REGIONAL HARMONIZATION
I. BREGIONAL TNCENTIVE POLICY

104. The express objectives of the free trade asscciation establisked

by the CARIFTA Agreement are mob only to promote the expansion and
diversification of trade within the Area, but alse to encoursge balanced
and progreésive developrent of the economies and to ensure that the
benefits of free trade are eguitably shared by the member territories.

In the formulation of the regional incentive policy for industrial
development, these very sbjectives of the Agreement cam be said to provide

some broad guidelines.

Specific CARIFTA Guidelines

105, At the same time, the Agreement sets certain specific guidelines
for the regiconal policy for tax incentives offered for tLhe promeotion

of industrial develcpment. It recognizes that “certain industries may
require for their economic operation the whole or large part of the
entire regional market protected by a common external tariff or other
suitable tariff". Also accepting "the principle of seeking to
establish more industries in the less developed coumtries", the
Agreemert requires that nlswﬂbjec‘t to existing c@mﬁitmemt”g the regiomal
poliéy of incentives should bear in mind "the special needs of the less

developed countries for preferential treatment, such as soft loansg® l/
106. Thus the Agreement clearly recognizes the need for -

(2) having to pretect certain industries om a regienal
basig to provide them the whole or a large part of
the regional market, and

{b) for offering special incentives with a view to
accelerating industrial devel@pment im the ¢@ss
developed member territories. .

For industries in the first group the Agreement envisages the use

principally of the instrument of regional protection. For industries

1/ See Resolutions 4, 5 and 7 as repr@auced in Annex A to the CARIFTA
Asreement.
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falling in the second group, the Agreement speasks of according special
incentive treatment. It is not clear, however, whether or mot the
special incentives which the Agreement envisages included tax concessions
over and above those offered in the better developed member territories.
This doubt has been raised becamse the Agreement exemplifies the speeial
needs of the less developed member territories in terms of their need for

soft loans only.

107. Thst the Agreement coempletely over-ruled amy disparities between
member territories with reépect to tax comcessions would, however, be

a very narrow interpretation of the relevamt resolution. Surely, the
authors of the Agreement could mot have ignored that already st least
one major member territory, namely Jamaica, was just beginning to offer
additional tax concessions with a view to encouraging the incatinn of
new indusiries in the less developed parts within the territwy. If
the regional incentive policy were to concede to differentials in tax
concessions a role in alleviating the imbalances in development within
a territery, such policy could net be specifically precluded from using

the same instrument for correcting imbalances between territories.

108, Perhaps the reference to tax-concession-differential was deliberately
avoided, with a view not to restricting the scope of regional policy for
balanced industrial development. At the same time, the reference to soft
loans was possibly meant to troaden the sphere of action towards

correcting inter-territorial imbalances; for, after all, the role which
various nen-tax factors play in stimmlating or deterring develephent

cannot be easily cverlooked. For instance, serious infra-structural
dificienciss in certain territories would be virtually impossible to-
cbmpensate with tax incentives. Instead, pesitive action is called for

in cerrecting such deficiencies te enable such territories to attract

industries.

109, It is, therefore, assumed that the offer of tex-concession-

differentials by less developed member territories within the framework

of a regional incentive policy is mot ruled out by the Agreement., It

wuuld; however, be over—optimistic to rely entirely om the differentials

in tax concessions to secure balanced industirial development im the

region.
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Regional Strategy for Developaent

110, Within the broad framework of the CARIFTA Agreement, the guestionm
of hermonizing tax incentives can be said to assume seversl dimensions.
The cbjective of freeing and promotimg trade among the territeries im
comnodities produced within the Area constitutes only ome, albelt
essential, dimension. Tax incentive pelicy musti, at the sawe tj@eg Lorn
an integxal'part of the overdll devel&pment strategy in the Area end
should reflect the prioriiies of such a sirategy. Development stratemy
within the area will, ne doudbt, have to take accoumt ¢f the relstive
supply of factors of production within the Area. For instence, current
thinkﬁng in the Area on development planning not omly accords the
highest priority to the achievement of full employment but alsc lays
.great store by mobilization of domestic sevings which are curreatly

toe low to meet the Area's capital needs.

111, The relative ebundance of working force and scarcity of domesgtic
savings are phencomencen bthat the CARIFTA Area shares with most developimz
countries all the world over. But, the Area is particularly well
endowed with respect to certain natural resources, as f@r‘exampl@
bauxite, wineral oil, natural gas and also forest products. Thig is
apart from the particular advantage that much of the Area enjeys with
respect to its location and climate, thereby meking it particmlafly”_

aftractive to tourist industry. And these it must fully expleit.

Factory Scarcities

112. A rational incentiverpaﬂicy should net be comtent, howev :r, with
reflecting factor supply situsfion inmdirectly through its articuletiom
of development priorities., The incentive policy must directly articmiede
the relative supply position of various facters. Tn doing so, it shouwld
seek to secure maximum employment of the relatively sbundamt facters im
the area because only thereby would increased industrial activity

generate optimum additional income for the teiritories,

Export Orientation

113, The relatively small size of the CARIFTA market imposes certain
constraints on indugtrial development in the Area. But these cem be

mitigated if markets were feund sbroad for the industrial products of
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the Area. Otherwise, industrial development predicated on the market
of thié size might, in the case of several producis, mean subsiituting
tigh-cost Local produets for low-priced mess-produced imported products,
In éuch cases, production for the domestic market alome is unable to
realise economies of scale, and therefore takes place at sub-optimal
levels. Incentive policy for the region might, therefore, justifiably
wish to place an added emphasis on production for the markets outside .
of the Ares. But production for the export market might be considered
lessemtjalg and therefore worthwhile promoting, net only because it
helps achieving eptimal scale but also because this may enable the
ecoﬁomies to increase the employment of local resources, particularly
labour, and thereby secure an increase im locsl incomes. It is probably
for this reason that in several developing countries special incentives
are offered not only to enmcourage home based industries to veature into
the export market but also for the establishment of emclave enterprises

which manufacture exclusively for export.

114; Wi{hin the Area; some of the territories have already provided in
their incentive programmes specially for firms producing exclusively
for the export market. Some other territories accord specizl itreatment,
at the time of selection, to such enclave enterprises, within the
fremewerk of their general incentive legislation, In the CARIFTA
context, paturally such firms will be producing enly for export

putgide of the Avesz. 2

115, A4 view was expressed that it wase notlnecessary to harmonize
incentives offercd for such enterprises since their products will not
compele for the Ares market, This view, however, overlooks that in
the absence of agreement on tax incentives for enclave enterprises,
“anope will remain for competitive bidding among the territories for
.oreign éapital to come to enclave entérprises within their respective
jurisdictions. On the cther hand, agreement reached on incentives teo

enxclave enterprises, will ge cne step further towards the goal of

g/ This is slready the case in both Barbades and Jamaica. But it is
not clear if other territories, such as Trinided and Tobago, do
likewise.
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balanced development of the economies of the Area expressed in the
CARIFTA.Agreemento'g/

Related Questions

116. Whatever regional policy is agreed upon on tax incentives, such
sgreement must take place within the framework of some understanding
among the territories om such closely related subjects as the level of
income taxation (including level agreed upon in tax agreements with
third countries), the level of protection. and also the level of non-
tax incentives. Any scheme of incentives adopted without‘agreement on
these intimately related guestions would only amount to transferring
the burden of mutual competitive outbidding among the territories from:
tax incentives om to these areas. Further, in this competition the
larger and better developed territories will have a distinct advantage
over the smaller and less developed member territories in the Area in
always being able to offer more attractive terms. This will only defeat.

the whole purpose of the exercise on incentive harmonization.

i17; Thus it would appear that in seeking to harmonize tax incentives
offered to manufacturing enterprises, agreement will have te be
sufficiently bread-based as to cover the above gquestions, which, we
feel, are closely linked to incentive policy. The territories should,

in particular, agree broadly on the level of income taxation,

particularly the level applying to companies, on the level of protectiom,
| whether through the use of tariff or through quantitative restrictions,
and on the level of other nomn-teXxdncentives’ to be offered-to manufatiuring
enterprises. Agreement on these matters should help considerably in

the realization of a common incentive policy.

118, As regards tax incemtives, the regional policy should bear in mind
the need for less developed territories to offer special inceniives,
conform to the broad strategy of development for the Area and also

articulate directly the relative factor supply pesition in the Area.

§/ Although this study is concerned with the manufacturing industry
only, the line ¢f reasoning taken here would apply as much to
tourist trade as it does to enclave type of manufacturing because
in tourist trade also the "product” iz very largely exported.
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Such an incentive pelicy would, il appears, have to emphasize bhe use of
‘local resources, particuiarly labour, to encoursge reimvestment of
business profits, and alsc to place accent on mavufacturing for export
outside the Area., Even for enterprises manufacturing exclusively for
export, it would be desirszble for the tewrit@rﬁes 16 agree on @ COMMOn

set of tax imcentives.
II., PROPOSED SCHEME OF INCENTIVES

118. Once agreement is reached on the broad comtcurs of a regional
incentive policy, it should be possible to proceed to the discussiom of
the scheme for incentive harmonization for the Area. Such a scheme must

set down clearly the followimg:

(a) scope of harmonization;

(b} clasgification of imdustries;

{e) selection of enterprises;

(@) level of tax conmcessiens;

{e) income tax reliefs;

{£) duty-free impdrtatiwn;

{g) property taxes and other local tazes;

(h) transitiomal arrangenents.

{a) Scope of Harmonization

120, Article 23 of CARIFTA Agreement calls for the harmonization of tax
‘incentives offered to manufacturing industries. It might still be useful
to indicate clearly the type of tax incenmtives which it is proposed that
the scheme of incentive harmonization should cover. There need not be
any argumémt that such a scheme should include all incentives offered

in the form of various types of income tex relief or duty-free impurt&ﬁi@no

121, As regards taxes (such as property iaxes) impesed by or on behalf
of the local bodies (municipalities, corporatioms, etc.), the present
practice in almost all the territories is to grant exewpilion therefrom
t@remterprises approved for imcome tax reliefg. But it appears that in
all the territories granting this exemption, excepf Barbades, the relief
given thereby uswally works out to be guite small relative to other
reliefso..ﬁt is generally agreed that this relief could not khave played

any significant role im the imdustrial development ¢f the territories.
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On the other hand, in view of the limited financial resources of local
bodies, the grant of this exemption (or its withdrawal) could make
gquite a difference to theifr finances.- Ordinarily, local rates of
taxation would be expected to be related to their revenue requirements,
It is thevefore proposed that under the regional scheme of incentive
for industries exemption from property and other local taxes should

not be givemn.

{b) Classification of Industries

122, Selectivity should, as before, continue %o be the primcipal basis
foer the grant of tax incentives to industries, to obtain optimal results
for the sacrifice made in the area in terms of Governmen!t revenue that
is thereby foregone. As noted earlier, the difficulty however with

the existing territorial legislations on the subject of incentives iz
that the qualifying criteria, parficularly for the selection of
industries, are couched inm very bread, and therefore necessarily vagus
terms. But criteria for selection of industries can be worked out only
if the major elements of the basic strategy for industrial developmenti
were clearly known., In the absence of a clearly articulated strategy
for the Area, it might be difficult to build an industry-~wise preference

into the scheme of tax incentives,

123. At the same time, it might be considered desirable to exclude
certain industries in the Area compleiely from the purview of tax
incentives, é/ For instarce; it might quite justifiably be felf that
"taking into-account “the-existing position in'the Ares with regpett ' to
the availability of raw materials and the manufacturing capacity, it
might not be necessary to give tax incentives for their expansion. In
that case, an agreed 1ist of such industries as can be excluded from
the purview of tax incentives altogether méy be drawn up. This could
be a first step in exercising selection between industries in the

grant of tax concessions.

é/ This appreach, nemely of listing the industries not eligible
for a tax concession, has already beem adopted by Trinidad and
Tobago in the grant of rebate in income tax for increased
exports,
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124, - Alse, as indicated above, it might be perfectly justified, an
purely economic ceonsiderations, to encourage industries engaged
exclusively in the mamufacture of export goods. Such emterprises will

-fail in a special category,

125, Another group of industries which wight call for a different,
though not necessarily overasll preferential incemtive treatment, is
that of capital-intensive industries. These would be such izndustries

in which -
(i) the initial investment invelved is quite swbstamtialg
{ii}) capital-out ratio is rather high, and also

{1ii) on the hasis of kmown technology, there is little room
for substituting labour for capital. ’
These criteria would have to be quantified in the light of the require-

ments of the Area.

126, Thus it appears that for the purpose of am imcentive harmenization

scheme, irdustries may be grouped as under:

(i) Industries not eligible for tax incemtives.
{ii1) Enclave Industries
{iii) Capital-intensive Industries

{iv) All other industries.

Agreed lists will have to be drewn up for industries falling in groups
(1) and {iii)}. Industries manufacturing enmtirely or partly for the local
market will fall in either group (iii) or group {iv). These will include
‘not only regional ihdustriesg i.e, those for which, in terms of the
Resolution adopted by Fourth Heads of Govermment Conference on Regional
IntEgratian; the need is recognized ofloffering protection from foreign
competition on a regionsl basis, but also small scale industries. é/ Ne

separate set of tax incentives are considered necessery to offer for these

4

g/ A small scale industry could be defined in a number of ways. But
from the point of view of this Area, & definitiom in terms of a
certain meximum level of investment should be preferable io &
definition in terms of the level of employment.

P
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industries, - though & certain distribution might usefully be made in

the matter of npon~tax incemtives.

127. In ‘the spplication of this scheme, the Goveramemts should be

‘given the freedom teo bé'moré fesfﬁictiie,'if théy wish but not more

liberal., It is assumed also that a list will be drawn up for the

Area as a whole of industries which are specifically excluded from the
purview of these concessions, This list wonld have te be reviewed at
regular intervals and brought up-to-date. Each territory may be given
the freedom to add any other industry te this list but not to remove
any industry from the list, Similarly, a list will have to be drawn
up of capital intensive industries for the Area as & whole. Bui in
thig case each territory may have the freedom to remove any particular
industry from the list but mot to add amy additional industiry te such
list. The over-riding objective in suggesting this restrictionm om the
free&om of territories to modify the lists would be to ensure that this
freedom is mot exercised to offer benefits over and above what ia

agreed upon in a regional scheme.

{c) . Selection of Enterprises

128. The existing position in all the territories is that selection
effectively occurs at the emterprise level rather ithan at the industry
level, Butl in the. context of the Ares market, the application of the
present approach raises a pumber of problems., Firstly, the pioneer
entérprise epproach which now informs the selection of enterprises is
rather narrowly counceived in terms of the national situation., If the
same approach is to continue hereipafter, it will have to be applied
in the context of a mmech wider market. If, as is most likely, the
selection of enterprise is entrusted to the national administratioms,
it is net unlikely that there would arise wide disparities in the
applicationlwf this approach. On the other hand, if the suggestion
made above is accepted for drawing up a list of industries which would
be entirely excluded from eligibility to tax incentives, it will have
already achieved the principal cbjective underlying_the piocneer

enterprise approach.

128, It would be a fair assumption to make that sc long as an industry

is not placed on the list of excluded imdustries, then not cnly is there
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rooe for expansion in such industry but also such expansion deserves to
be enéouraged° The pioneer enterprise approach alsc implies some
assumption regardiné the level of output which an industry, especially
when it is an import-substitute industry, should reach before it can be
depended upon to expand on its own. Once, therefore, the suggestion to
draw up the list of excluded industries for the region 2s a whole is
adopted, the major objective of pioneer enterprise approach will have
been achieved, namely of not giving concessions to enterprises which do
not deserve them. O0f course; it is assumed that this list of excluded
industries will be brought up-te-date at regular intervals and necessdry

procedures will be estabiished im this regard.

130. There are other important considerations which Governments in the
Area keep in mind before approving an enterprise. Under the existing
incentive regime in most territories, it is not only obligatory that

the approved enterprise should be & company but also that the auth&rity
should he satisfied with regard to its financial viability. The
épplieations have, therefore, to be fully supporied by necessary
information and evidence in this regard. Some territories require local
incorporation; others are thinking in terms of incorporaticen as a local
pﬁblic company, as disfinct from a priﬁate cOmpany: one territoryfplans
to impose a certain minimum proportien of local participation in the
capital of such a company as an additional gualifying condition.

There is no gainsaying that each of these reguirements has considerable
merit, There is, however, a strong feeling among the territories that

. not all of them are yet in a pesition to impose these conditioms, at
least not to the same extent. In the circumstances, it appears the
selection of enterprises should be entirely a matter for each territory
.to decide on whatever criteria each wishes to impose. For the purposes
of the regional scheme it should be enough if {a) the enterprise approved
by a national administration is not engaged in an excluded industry, and

(b) its industrial classification conforms to the regicnal scheme.

g/ Thinking on these limes is clearly reflected in the Trinidad and
Tobage Plan for 1968-73, especially in the modifications te the
. draft made by the Cabinet before its submission to Parliament.
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(d) Level of Tax Comcessions

131, There exists a wide disparity ip the level of tax concessions now
being‘offered tb industries by varioua territories. In any attempt at
harmonizing these comcessions, the first and very important question to
answer would be: should the regional scheme of incentives seek to

offer a higher or lower total of tax concessioms than those heing offered
to-day? The answer to this guestion will determine whether iﬁ the
process of barmonizing taﬁ goncessione the bias should be towards raisingl

er reducing the presemt level of tax concessions,

132, One of the most important contributions of the establishment of &
free trade area should have been the wideninglof the unified local
market. Previcusly, enterprises had to predicate their calculations and
projections om the basis of swaller mationsl markets, Now that the
market for locally produced goods would be much wider than before, it
should meke a sigmificantly favourakble impact on these caleulations and
projections, It chould thereby. reduce the meed for offering the
etiractions of tax comcessious, particulsrly income tax comeessions
offered to those mamufacturing for the lecal market, at least mot ab
the same level as hefore. Im fact, recemt reviews of tax ipcentives.
offered in developing countries have raised sericus guestioms about the
very effectiveness of tax concessions in atlracting capitai, especially

from abroad. This is how the IMF study sums up its review of tax
incentives ¢fiered in developing countries:

“"The available evidence suggests that, in general,

developing countries meed not be concerned about matching

the tax benefits of other countries im order te atiract

foreign capital for mew industries, Tax comsiderations

typically play & role subordinate to more hasic economic

factors in the locationm of indusiry. Competitive bidding

ameng countries by the offer of more and more gemerous

tax concessions tends to reduce revenues from foreign

investment without increasing the total flow of capital,

especially for import substitute indusiries serving a
domestic market.”7/

In any case, it will be genmerally agreed that, at best, tax concessicns
--are—one-ef -the several important fecters which influence invesiment decisions.

- L e e - - - -
~sn P s L PRy e N :
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Z/ See George E. Lent, IMF Staff Papers, July 1887, P. 315.
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In the circumstances, the regional scheme of tax incentives proposed in

this Report seeks an overall reduetion in the level of concessions now

being offered in the Area.

133. Another aspect of the present positioen is that, by and large, once
an enterprise crosses the barrier of approval, it is eligible for tax
concessions, with little variation between cne approved enterprise and
another on the basis of either promise or performance, This, as hés
been pointed out earlier, is not satisfactory from the point of view of
getting the optimal returns, Since the foremost objective of accelerating
industrial development is to secure the generation of additional incomes
within the Area, the appropriate thing to do would be to tie up tax:
_concessions as far as possible to the performance in this respect, namely
to the contribution of the enterprise to the value added locally. This
would certainly imply a major departure from the existing practice

obtaining in the Area, but is one that should have occurred long back, §/

134. Alongside this, it would be advisable to encourage reinvestment of

profits. This would achieve twe purposes:
(a) it would mobilize savings for industrial development, and
(b) it would reduce the outflow of funds abread.

At the seme time, distribution of préfits might be actively discouraged
for precisely the same reasopns. On the whole, it should be easier to
attract the investors already operating within the Area to opportunities

‘for diversification and expansion, than new investors not guite familar

; with-tﬁe Area. However, thié might possibly come into conflict with |
the broader objective of diversifying ownership of business and industry.

To the extent this conflict does arise, appropriate safeguards will have
to be provided for at the national level. The broad scheme of tax
concessions i8 outlined in the following paragraphs in the light of the

eriteria set out above,

§/ Already, Trinidad'’s new Development Plan calls for a veformulation
of incentives in a manmner that places accord on the mazimisation of
the percentage of local value added in the value of gross output
of indusiries.,
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(e} Income Tax Reliefs

1356, The scheme of income tax exempticn proposed here seeks a

combination of complete exempticn for a rélatively ghort initial peried
and a longer partial -exemption therecafter. The extent 9f the proposed
partial exemption is tied to the comtributiom of a2 firm to the ecomomy

in terms of value added locally. The calculation of wvalue sdded locally

suggested herein seeks to intreduce & bias not only for the use of

local labour and materials but aiso for local processimg, imcluding

local fabricationm of t{ocls and plant, and plcughing back of profits

within the Area.

Complete Exemption from Income Tax

136. It is proposed that all approved enterprises should be emticled

to complete exempltion from income tax (i.e. full Sax koliday) from

the date cf productien for a pericd of:

3 years in Barbados, Guyana, Jamaica and Trimidad
& Tobago

8 years in less developed territories.

For enterprises established in designated (according to criteriz agresd
upon at the regiomal level B/) less developed parts of Barbados, Guysne,
Jamaica and Trinidad & Tobego, the period of tax holiday may be fixzed

as 4 years,

Partial Exempticn from Income Tax

137. On expiry of‘%he tax holidey period, the enterprises should be
accorded partial relief from income tax for a further period of 10 yeers
according to the following schedule, depending upon the percentage value

added lsocally by an enterprise every year.

9/ In Puerto Rico, this desigmation of less developed zomes for puvpeses
of industrial incentives is based on the necessity of estetlishing
factories in that particular zone, taking imto account its populelfen,
and the nature snd opportunities of employment existing there, and
with due regard also to difficulties such zone confronis in atiractimg
factories., The designation of =zones is wade upon the recommendatien
of a Commiittee comprising of the Plamming Board Chairman, the
Secretaries of Treasury, Labour and Commerce, and the Econowmic
Development Administrator. The seme Committee may recommend deletion
or re-~designation of =cnes.
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Percentage fHelief frem Income Tax

Percentage Velue

] . Tor enterprises meaufasiur- for other
Avded Locally ing_exclusively for exports Enterprisesg
Less than 10% NIL _ NIL
Between 10-25% : 30 20
25-50% ) . . 50 a5
Above 5C% 78 50

138. TFor purposes cf paragraphs 138 and 137 above, the fellowing

definitions are suggested:

Approved Enterprises All mew emterprises and extemeions-
of existing enterprises manufacturing products, not
gpecifically excluded, established &md/@r approved after
the coming jinte force of the regional scheme may be
considered as approved enterprises for the pmrp@s@ of

the scheme.

Date of Production should be the date om which the approved
enterprise starte menufacturing its product.in merketable
guantities, to be defimed as 10% of its capamcity output in
physical terms, or the date not later thaun 18 months from
the date of approval, whichever is earlier. In the case,
however, of an enterprise engaged in capital intemsive
industries, so specified, the date of production will be
the date by which the enterprlse has exhausted its claim
of investment allowance against its income chargeable to
tax.

Percentsge value admed locally during & year shall be
caleulated according te the formula: ( %%,x 100 }, where

T stapds for the iotal value of outpul sold by the enter-
Prise during the year and L stands for total value added
locelly. The total value added lecally by an ﬂmterpvlse
will be arrived at by {a) adding items (i §9 (i}, (dii1)
(iv) and (v):

i) wages and selaries paid during the year;

ii) raw materials {including fuels) and com-
poments purchased locally; 10/

1i1) interest and mansgement charges paid:

10/ The imclusion of this item {ag netted) in a firn's value added is
deliberate; it is designed to imtroduce & bias in favour of locel
materials and components.
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iv) depreciation deductions as allowed umder income
" ftax rules; 11/

v) ‘profit befere tax (after making all the deductions
. .including depreciation deduction);
and (b) deducting from the sum thus arrived at the sum of items (vi},

(vii), (viiid), {ix), (x)} and, where sppropriate, (xi):

vi) wages and salaries paid to non-citizens;

vii) interest and management charges accruing to
non-citizens;

viii) profits distributed and remitted abroad {imcluding
all branch profits of foreign companies not
reinvested locally);

ix)} import content of raw materials {including fuels)
and components purchased locally; 10

x) depreciation deductions Efb fatég with respect to
import—content of depreciable assets: ll/

xi) element of protection enjoyed with respect to local
sales.
Items (ix) and (x) will be determimed by an authority so desigmeted
by each Government and the enterprise shall be obliged tec furnish all
the necessary information as would help the authority concermed teo
determine the import content of raw materials {including fuels) and
components purchased locally and also of the depreciable assets of the

enterprise.

Ttem {xi) will alsc heve to be determined by an zutnority so
designated by each Govermment, and the enterprise shall be obliged teo
furnish the said authority with ail the necessary information. ‘here
the enterprise is enjoying tariff protectiom, a further item of
deduction would be the arount arrived at by the value of output of the
enterprise sold locally multiplied by the rate of protection duty,
VYhere protection is given through guantitative restriction, the

corresponding amcunt would be the difference Getween the value of

;9/ The inclusion of this item (28 netted) in o firm's value added ia
deliberate; it is designed te intreduce a bias in favour of Lloeal
materials and components,

11/ The inclusion of this item, as netted, in a firm's value added is
deliberate again, designed as it is to encourage locelly fabricated
plant, machinery and tools.
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cutput at prices charged locally and the value of outpui at inter~

pational prices.—

Percentage relietf from income tax <during a year is the preportion by

whiclk the enterprise will be relieved of the income tax liability as

calculated vader normal income tax rules.

139. Investment Allowance: For enterpriscs engaged in listed capital

intensive 1ndustr1eb only, an investment al 1@wance is prcposed of 30%

on . the orlglnal cost of machinery and plant. TaLs allowance should not
be treated as 2 normal depreciatien deduction., It will be a deduection
over and above the normal dépreciation deduétions with respect to
tapital expenditure incurred on ﬁéchinery and plant. As already
indicéted9 sﬁch an enterprise should be entitled te¢ claim this zllowance

~ before the commenceéement of its tax heliday peried.

140. Depreciation Deductions: It is propesed that all approved enter-

prises should be required to make normal depreciation deducticns in

~ accordance with incéme tax 1égislation during the period of complete
mﬁaxuexempti@n aﬁd the1periud Of-partial tax exemption following that.
in the case of.enterpfiséé éngaged in capital intensive industries,
mbr@al depreciatién deductions will also be made during the period
3gf0ré-the tax-holidéy pericd Qhenfiﬁvéstment allowance 1is being
'claimed against the charceaﬁle'income of the enterprise. Accelerated
d@@recla*lgn deductlon may be allowed in the form of an initial allow-
ance of 20% with respect to new exnendlture incurred ¢n depreciable

assets after the expiry of the period of complete *ax exemption.

Lg/ Where an industry enjoys prcétection from foreignm competition, the
. inclusion of -all profits made by a firm is, in most cases, bound

to overstate its contribution to value addedéd. In the Central
Américan Common Market, where it still remains undecided whether
or net te include profits in the calculation of a firm's value
added, when'a firm's net benefit to Balance of Payments is to be
calculated; the ¢.i.f, value of imperts for which the firm manu-
factures local substitites, and not the ex-factory price of local
substitutes, is used as the basis. The objective clearly is not
to allow the firm to claim credit for wvalue added thrﬁugh niph@r -
prices chayrged under the cover of protection. :

£§/“ The existinmg situatien in this regard is far more liberal in

77 "Yerritories which alicw deféerment of depreciation deductions. Fer
a five~year tax holiday, deferment of depreciation deductfions at

the rate of 10% a vear, under the declining balance method, wounld

be equivalent to an investment allowance of 41%,



i4l. garry-ferward of Lossess F@r 2ll appreved enterprises, the

©period of comp ete tax exemptlum should be coansidered as ene

accountlng period f@r the computation of net loss. Net Loss thus
calculated may be carried forward against the income of the same
enterprise dnlyg but for as long -ag it is not writtem off

completely.

142, Treatment of Dividends: Dividends paid out of profits of

the initial period @f complete exemwtion should, it is proposed,

be - exempt from 1nc0ne tax in the hands of shareh@lders provided
-(a) the authorltles concerned are fully satisfied that these
ﬁroﬁltb were so.exempt and (b) +h@ dlstrlbutloq cf the enterprise
11n the year for whlch exemnwnon 18 clalmed in the hands of
-shareholders does mot exce@d lu% of eguity capltaﬂul=/ Where the
sharehelder is a non=r951dent9 he would be exempted from oniy

so -muach of incoﬁé taxuas~éxceeds his liability on such dividends
in his‘couﬁtry-éf re%idenceﬂ As regards profits made by the
appreved eﬁterprise-dufing-the.éﬁﬁséquent period of pertial
exemption, they.should not be givén any exeaption in the hands
-of sharoholders ’Thlég if é‘hoped Aﬁllx discourage cnterprises

from dlstrlbutlng such prnfltsow~/ In no case should taere be

any prov1510n, dlrect_y or indirectly, forcing distributien of‘

profits by such enterprises.

14/ The objective of this second gqualification is to déter
large. distributions in any year and not fo withheld ... _
exempiimn.in_the,hands 2f the shareholders.

13/ It might well be arghed that inder the system of company
' texation obtaining in territories cther than Trinidad
~and Tobago (and, as from 1970, Jamgica too), denying the
- benefit of partial exemption to shareholders on their
dividend income is tantamount to withdrawing the partial
exemption from the company itself. This is valid pro-
vided it is assumed that profites enjoying partial
exemption must necessarily be distributed as dividends.
If they are ploughed back, the partial exenmpticn is noil
surrendered. Nor does the shareholder lose in the process
because accumulation of reserves by the cowmpany reflects
itself in the appreciation of the market value of his
equity, which; at least so far, is not tazxable in the
Area. ~ '
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1%3, Treatment of Interest: Exemption from imcome tax of interest

payments in the hands of recipients should mnot be granted. Such
an exemption could be much costlier im terms of revenue loss te
Government than exemptionrof dividends. As & matter of strict
_ﬁegiungi pelicy, interest paywments made by any enterprise,
-rappépveﬁ er hot9 shouid9 it is strongly urged, be'subject to tax

. oo . . 1
iﬂ{the'hands-of recipients like any other receiptozé/

1%&, @nter@yises Manufgcturing partly for Expor*: Where an

approved enterprise is exporting enly e part, and moi wheole, of

its output cutside eof the Area, partiel relief from income tax
propoesed in paragraph 137 above should be given with respect to

prefits. attributable to exports at the rates set out in the

gchedule for enterprises manufacturing exclusively for sxports.
With respect to the balance of its profits, i.e. those attributable
to sales within the Area, relief would be available to such an
enterprise at the.l@wer rete applicable toc cther enterprises inm

the schedule referred to above.

iﬁ/ Where the tervitories have, in their tax agreements with

capital experting countries, agreed to impsse en ordinary
interest payments made abroad & rate lower than the company
rate of tax {and this holds true for most of the territories
covered by this study), foreign companies might still find
it to their advantage to rely more c¢m leoan than equity finance.
But this would naturally werk out tc the disadvantage of the
concerned territory's treasury. Since tax agreements take
time to modify, it might be worthwhile introducing some sorg

. of ceiling on the ratio of loam to egquity fimance for foreign
private capital. This recommendation should net be construed
as an argument against a government policy restraining the
extent of foreign participaticon in the equity capital of an
enterprise with a view to encouraging local participation., In
fact, the 1ocal value added formula preposed in this Heport
_seeks also to achieve the same objective.

Also;, under the system of company taxation where the company
pays tax on its own behalf and even the resident sharcholder
gets no credit for that {(in Trinidad, the resident shareholder
gets credit for almost 85% of the tax paid by the company)
there is a matural bias in favour of lecan financing even for
local capital. Therefore, there would be a case for a similar
restriction en local capital as well under such a system,
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145. For purposes of paragraph 1ih abeve, it is proposed that

profits attribntable to exports should be taken to be the amount

produced by the formula:

P x 3 ‘ . ; , e
=—§“:L where P is chargeable profit of the

gnterprise for the year;
E-is sales proceeds (ex—factory) of the cutput
bf the enterprise exported during the same year
outside of the Area; and
S is the sﬁles-procéeds {ex—tactory) of the
total cutput of the enterprise sold during
the same year.(excluding any excise dutyg
if paid), ‘
Although, ofdinarily the rate of profit pef uﬁit of eutput
_should be lower for export than for lecal sale, under the

.propesed formula it is assumed to he the sade., This is

deliberate. The intentien is to create thereby a bias in

favour of expsri-oriented import-substitute enterprises as

compared to both purely impert-substitute enterprises and

‘alsc enclave enterprises.

146. Increased Export Allowance: This additional relief from

ineeome tax is proposed te be offered to gl@;Z/manufacturersp
iﬂcluding aspproved enterprises after they have exhausted their
periud-of pdrtial exéﬁpti@ng on the'ﬁasis of the increase they
show in their export sales. It is proposed that the allowan e
should be given at the rate of 1% of <the profits attributabl:
to exports for every 1% increase in the proceéds from ithe sale
of expoerts during the year over the sale preceeds from exports

in the year immediately preceding. The profits gttributable

to experts will be calculated in the manmer preposed Inm paragraph

145 above. The allowance. should not, however, exceed the tax
that would have been payvable e¢n the prefits zviributable to

exports -in that véar at the -ompeny rate of tax., This zllowance
should, it is believed, promote expansion in experts even after

the other tax concessions have exhausted themselwves.

AZ/ Except possibly these on the 1ist of excluded industries.
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.Qf) . Dutvwfrea Importation.

147, Machlnery and Plan If uniformly low rates cf duty wefé

appllcable to 1mp0rts of macblnery and plant from non=C0mmonwealth

as well as Cummonwearth sourcesg,there might be no necessity o
previde foflihis dutymfree importation, If9 however, the existing
:marglns of prefprpnce for 1mpo*ts from Commonwealth sources must be
retalned th@ incentive scqeme fer the reglun would, it is felt, have

to prov1de for duty—free 1mp0rtat10n by approved enterprises of maChIBEAY
and plant. Thl% conce551or shou14 be available for the peried coverlng
the whoie period beglnnlng with the zppreval of an enterprise and ending
with the ten years of paftial exenption ffam_income tax. At the same.
time, it is pr0pdsed.that the concession should extend to mechine

parts imported.by the enterprise for repair'dndfor replacement during

the same period.

148. Constructien Materiagls: Duty-free 1mportat10n of construction

materlais should be allowed only if they or their near-substitutes are

not available locally in sufficient grantity and at competitive prices.

149, Baw Materials: As a matter of policyg duty-free importation

of raw materials and components shouid not be allowed as part of the
acheme 01 tax conce€510ns except where }mperts go inte the manufacture

of exports. At the same time, it cannot be over-—-emphasised that

whatever dutles are - 1mposed on 1mparted raw ma*erlals (1ncludlng

fuels) and romponents would have to be unlform throughout the Area

in all cases where the end=pr0ducts Would be eligible for Area Treat-—

m:nt.

150. Assmming that harmonization of tax incentives is accorded the
high priority it deserves in the overall scheme of economic integration,
it. will be difficult to disassociate it from a cbmplementary exeréise

in the fixation of common external tariff wiﬁh respect to industrial

raw materials, components and fuels. In fact, in the larger exercise

on common external tariff if ﬁhe‘unification of tariifs is to_be

phased over a Deriod as ig likely to be the case, the uariffs On

these 1tems would deserve te be accorded a_high priority, almost at

par w1th tae protectlve tarlffs on items competing with local manpu=

facturers. When these tariffs are being restructured, as a broad



- 59 -

prlnClple the rates ef duties should be fixed in a wmanner that
thev rise suff1c1pnt]y progressively with the degree of processing
imports undergo outside of the Area so as to build into the system

of tariff a strong hias'in favour of processing within the Arez.

(g) Property Taxes and other Local Taxes:

151. Under the regional scheme, it is proposed that noe exemption
should be offered with respect to taxes levied; by or on behalf

of, local bodies. -4

(h) Transitional Arrangements:

152, The Governmeuts in the Area secm to feel committed sirongly
to the arrangemeunts already entered into under their respective
inceﬁtiﬁe législaﬁions. The existing enterprises enjoying tax

. benefits under these Jispensations would, therefore, have to be
rallowed'to co;tinue enjoyimg them until these benefits expire in‘
due course. A£ fhe same fime, it -ecannot be overlooked that until
such tiﬁe as all the enterprises in the Area operate on the basis
of uniforﬁ’set“of concessions, there will remain problems of
granfing full énd fres access, to the products of enterprises
enjoying diétiﬁctly:better terms than others, within ﬁhe Area.

It is, thérefore, necesééry to persuade these enterprises to have
thenselvés reclassified ﬁnder the regional scheme, once it is
iﬁtrdduéédi '

153. For enterprlees approved under the old legislations and

eh0051ng_to be governed by them, it would have to be made

&bsolutely clear that none of the beneflta under the new

scheme would be made avallable to them. Nor should such enter-
prises be entitled to claim the protection of Article 23(1)
Qhefeby no member territory can introduce more generous con-
céssioﬁé thaﬁ the most generous already obtaining in any of
‘the mehberlferritories. In faet, it might be worthwhile going
és farlas to deny area treatment tc the products of enter-

prises chooging to remain under the old dispensation.
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154. Among existing enterprises applying fer approval under the
regional scheme;.there_éouid possibly be two types; The first type
of enterprise woulﬂ-be one in whose case the period between its
date of production ané the date of the coming into force of the
regional eeheme is iess than the period of complete tax exemption
ellowed ueder’the reéional scheme. Such an enterprise should, it
is propoéed, he ehtiﬁledlto complete tax holiday for the difference,
and partial ieeome tax relief in the period thereafter. Also, it
should be eligible for cther benefits under the regional scheme in
the whole of thls perlod including the period of complete tax
exemption. The second type of enterprlse would be one in whose case
the period between the date of production and the date of coming
info‘force qf‘the regional echeﬁe exceeds‘ihe perioéd of complete
tax holiday-alloﬁed ﬁnder the regional schene. Such an enterpriee
sheuld 1t is propo%ed ba deemed for every year {or part of the
year) of tnls exeess, durlng which the enterprlse ernjoved tax
holiday under the old incentive legislationm, to have enjoyed already
éertiai texrreiief for tﬁice the period. Therefore, under the
regiunel echeme; the enterﬁfise shouldlbe entitled to partial tax
relief and othef benefite under the regionel scheme for only the |
- rémdining peridd.
'lésuA.ﬁh fhe eventlit.ieldecided.not ﬁo go as far as to deny area
treatment to enterprises ch0051ng to enJoy tax concessions under
the old dlspeﬂs&tl@ﬂ%; it will be necessary to safeguard new
enterpr1ses The problem arlses where such an exis ting enterprise
19 entltled under the old alepensatlon to 1mp0rt raw materials,
fuels and/or components free of duty, and i3 now accorded area
treatment w1th respect to its products. Urder the regional scheme,
the enterprlses prouuc1ng a 51m11ar product for the local market
and approved under the reglonal scheme anywhere in the Area would
not.he ellg}ble fer-duty—free 1mportat10n of raw materials etca

Put in this part1eu1ar c1rcumstance, the enterpr*ses aprproved under
'ﬁhe‘reg1onal scheme would have to be granted the same duty-free
e05e95s10n rFhls concession should be given for the period for
.whlch the Government, sf the territory in which the existing
enLerprlse is located, ié cbliged under its old legislation to

continue extending this facility to the existing entefprise.
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ITI. EVALUATION, ENFORCEMENT AND CO-ORDINATION

156. Since“the'incentive legislationsvnee extant in the Area
subsc;ibe to the seiective approach,-the eligibility of:each
enterprise must be separafely determined before benefits are
awardedw Some of the territories, namely, Barbedos, Guyana,
Jamaica and Trinidad & Tobago, have established special
linstitutions with the principal objective of appraising the
epplieations. ‘In the rest of the territcories, the appraisal
ef‘epplication&:ie undertaken generally by the departments
entrustedmwifh the_proeotion-of industrial activity. In all
the territories, the final approval of application lies in

the hands of tlie appropriate Ministers.

157. The approachrﬁroposed in this Report for the formulation
of the-reéiehal scheme ie aiso selective. To start with, it
calls. for -a llst of 1ndustr1es which may be excluded altogether
from the purv1ew of the scheme. Then, also with respect to
1ndustr1es not thus excluded the eligibility of each enter-
prlse to tax concess:ons under the regional scheme will be
condltlonal upon the grant of prior approval by the respective
.nat1onal adm1n1strat10n. And to galn this approval, an
lenterpr1se must pass any test that the natlonal admlnlstratlon
might w1sh to prescrlber- Flnally. and here the propOSed reglonal
echeme gees much further than anythlng attempted 80 far, the
_ extent of beneflts is tallored to the contrlbutlon each enter-
prise actually-makes-te-the local economy. -Thls calls for a
.contxnulng evaluatlon of every enterprlse covered by the sahehe
| until it exhausts 1ts entltlement to tax conce331ons. Thus
"evaluatlon w111, in fact be the prlnclpal sheet—anchor of
'the proposed reg1ona1 scheme. It is, therefore, extreuely
important that the agencies ehtrusted with this task at the
nationdd.levels ehoqld have competent technical staff tfo

_undefteke objeetive evaluation.

158. The agencles entrusted w1th evaluat1on work will have
to work very closely w1th other agencies w1th1n each national
admlnlstratlon charged with the administration and/or enforce-

ment of different aspects of incentive scheme. The income
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tax administratioﬁ, for instance, will be rgsponsible fpr the dis-
nensation of inc@ﬁe tax.re?ief‘ But it wili have to go entirely by

the appraisal of the eva1uat on'agency wlth respect to the coatribution
of an enterprlse to the local value added. Same aspects of the
evaluation are such as would call for a type of technical expertise

which the income tax administration 1is ordinarily unlikely to

pPossSess. leerse, whlle the customs administration in each terrifory

would take care of admlnlsterlng the conce531ons for duty-free

importation, verlflcatlon of valuations pTaced crt imports, especially

“of capital goods, could not be left entlrely to customs administration.

‘The evaluation agency should try to develop expertise whereby such

valuations can ke adequately checked.

159, The guestion naturally arises: €0 whom could these different
administering agencies turn for assistance in such aspects of

evaluation in which they themselves lack the necessary techinical

“expertise? In terrltorlebrsuch as Jamaica and Trinidad & Tobage, the

technical wings of the -respective Industrial Bevelepmeni Corperation
could possibly be entrusted with such a jsb. Perhaps Barbados and

Guyana would also be in a positioﬁ te strengthen their technical

w1ngs to undertake this JOb for themselves. As for the less'dnveloped

terrltorles9 they would perhaps flnd it much more econemlcal tc set

up a Jﬂlﬂv agency t.o undertake such technlcal woxrk for all of them.

As umlng that the @road machlnery of evaluatien in the Area 1is

organlsed alonv the llmes 1ndlcated 1t w111 become essential that

there ghould be a contlnulrg exchange of lnformation and experience
betwecen the evaluatlon agencies in the Area, g0 as$ to ensure not
enly unlformvty of precedures and standards but also their cont1nu1no

imprevement.

_160. With respect to enforcement, while some asﬁects of it will

continue to be as important as they are at present, others will

hecome even more “impertant, For insuanceg each order granting
: &

-

ﬂwpr@vai to an enterPM1se sets down the dateg by which factery

constructlun wust start and by which the factory wmusi start pro-

duction. The enforcement of these dates will remain important,
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in order not oniy to preventi abuse but alsc to ensure speedy
develdpmentw As for the maintenance of accounts in prescribed
forms and the supply of appropriate information within prescribed
time limitsgrtheir enforhement will assume even greater importance
uﬁderﬁthe regional scheme. The implementation of the regional
scheme.is predicated on a continuing evaluation of the actual
peff@rmancé of approved entérprises whtich can onrly be undertaken
on the basis of a regular infleow of adeguate information from

[}

these enterprises.

1615. Again, although the responsibility for enforcément would
rest oh the coﬁcefned department or departments in each
territory, the‘need for a continuing exchange of full information
between the territories cannct be overstated. Also, frequent
exchanges of experience among persons engaged in each territory
in different aspects of enforcement could lead tc net only
uniformity ¢f administrative standards but also to their con-

tinuing improvements.

162a IT would be 1mportant thereforeq to central ise work for

the Area \perhaps by settlng up a sort ¢f industrial incentives

“clearing house within the Regional Secretariat) for the cellaticn
and analysisrdf 211 the necessary infnrmatiﬂﬁ on enterprises
approved under the regional écheme.of indunstrial incentives, and
for its circulation at reéular intervals, say quarterly. to all
the memher territories. Towards this end, the natienal
&dminiétering amtharities entrusted with the approval and
subsequeﬁt evaluation of enterprises would have to undertake
to.feed such a cenﬁral agency, at frequenf intervals, with all
the ﬂécessary irformation, hegiﬁning with infurmation

collec+ed at the tlme of approval of entﬂrprlses and, followed
up by Lnfnrmatlor on the evaluaticen of their actual coniri-
butlon tﬂ the econcmy year after year in terms of empioyment,
use of locai maﬁeriéls, inveétment and leocal value added. The
imp@rt?nce of fhislédfk in achieving an effective harmonization

o o . . . . .
¢f industrial incentives cannot be easily minimized.
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Annex 1

Summary of Conclusions
of the

- Commonwealth Caribbean Workshoprﬁn Harmenization

of_Incenfives”to Industrieé‘in the CARIFTA Territories

{BE/CN,12/84% )

1, Although it was rather difficult to determine explicitly
the weight attached to the incentive factor ~ particularly tax
incentives = by private investors, the Workshop agreed that
incentives played a positive role in ﬁromoting industrial

development in developing countries, -

2, There was a geﬁeral consensus that harmonization of

incentives was essential among member countries of CARIFTA, _
Harmonization would aid in balanced regional development; permit
a reduction in "leap-frbgging" of capital, facilithte_a rational
approach to the_forhulation of a regional industrial policy, and
avoid revenue losses arising through competition in the granting

of incentives,

3 The existing incentive legislation, although intended to
promote industrial development, did not fully reflect industrial
priorities in a strategy of development. The criterien prescribed
for the granting of incentives was in most cases couched in general

terms,

4,  There was an important relationship between specific
incentives and disparities in basic tax structures of CARIFTA
countries, This relationship became more obvious after the
enjoyment of specific incentives by enterprises was exhausted. The
Workshop, therefore, considered it highly desirable for CARIFTA
countries to work towards harmonization of their basic tax

gtructures,

5. Protection played a very significant role in a scheme of

incentives and could not, thefefore, be considered independently
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of a regional incentive policy., The partiecipants generally
recogﬁized that the use of tariffe was preferable to quota
restrictions as instruments of protection, At the same time
they pointed out certain sdvantages = in the short run - of the
gquota system which iz now widely used in the regien. They
stressed the need to evolve & regional policy towards protection
taking into account particularly interests of relatively less

developed member territories of CARIFTA,

6. The Werkshop cbserved that in a majority of CARIFTA
countries, the follow-up procedures and an ex=~post appraisal of
the impact ¢f incentives was still far from satisfacf@ry owing

to the non-availability of relevant, complete and accurate data,

7. The Workshop stressed that a regional incéntive poliéy mast
form an integral part of the overall development sirategy in the |
Area and ought to provide discriminating tools of implementing
pricrities underlying that strategy. It described principal
6bjectives ¢f & regiconal incentive pelicy as the achievement of
full employment, diversification of the present gconomic stracture,
and a balanced regional deveiapment@ In view of the felatively
small size of the CARIFTA market and the limitations it placed on
industrial development in the Area, the Workshop attached great
significance to production for the markets outeide the Ares and

stressed the need for according special incenmtives to exports.

8. ‘The Workshop agreed on a classifica$ion of industries into

enclave industries amd other industries.

9. The participants accepted therpfinciple of establishing a
ligt ¢of industries, &t the regiomal level, that would be excluded

from any incentives,

10. The Workshop agreed that in any regional incentive policy,
preferential treatment should be accorded to the less developed

territeries,



- 66 =

i1, The Workshop agreed en the need for harmonizing
income tax benefits for enclave industries among CARIFTA
countwries, The Workshop did not appreciate the necessity
of relating bemefits extended to enclave indusiries teo
their performance in terms of lecal value added but

recommended a fixed peried of income tax holiday.

12, The Workshop accepted the principle ef local value

added as the criterion fer measuring contribution made

by ali énterpriseg - except enclave = and relating income

tax benefits to such contribution. Fer ease of administration,
it modified the definition of-lgﬁal value added given in

the Report of the Expert Team.

13. lThe Workshop established three groups of centributions
for industries inm terms of local value added and recommended,
on an ex-ante basis, fixed perieds of income tax heliday

for the three different groups; both for developed and léss
developed tverriteries, The benefits available under Group 1

in more developed territories were to be restricted only to
certain types of industries. There was, however, no censensus
on the duration of benefits &é well as the scope of their

applicatien for Greup 1 in more developed territories,

14,  Agreement was reached on making a distinction between
a pioneer industiry and an existing industry and on the scale

of benefits t¢ be extended to them.

15. Since tax holidays were to be given ex-ante, it was
agreed to evaluate the performance of tax exempt enterprises
periodically and to ensure that the intended benefits were

proportional t¢ the promised performance,

16, In matters of carry-forward of losses, and interest
payments the Workshop agreed with the recommendations

contained in the Report of the Expert Team.
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17, On the trestment of dividends, the Werkshop agreed with
‘the recommendations of the Expert Team, except to the provision
that the distributicn of the enterprise in the year for which
exemption is claimed in the hands e¢f the shareholders should

not exceed 16% of equity capital.

18, Importation ¢f plant, eguipmént and spare parfs are to

be exempted from &uty during the pefiad ef income tax holiday,

It was agreed that importation of raw materials should be exempt
from duties provided sych raw me#terials were not svailable in the
region in adequate quantity. The Workshop also agreed to the
principle of establishing a list of raw materials aveilable within

the region, N

19. With regard te¢ the tremsitionsl .arrangements, it was agreed
that the énterprise operating under the old incentive legislation
should be giveh_a free ehoice either to continue to enjoy those
benefits or to opt for reclassification umder the regional

incentive scheme,
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Annex 11
Expers Team's
Comments on the Revort of the Workshop
1. Our Repori on Harmonization of PFiscal Incentives to

Industries in the CARIFTA Territories, in its draft form,

constituted the principal working paper at the Workshop. The
Workshop discussed all the aspects of a regional incentive policy
and examined our recommendations on all issuves, It was heartening
%o note that the area of agreement was substantially large.

The participants agreed with our basic approach to the problem

and accepted the majoriiy of the recommendations made in the Report,.

2a In particular, the Workshop agreed to the principal
objectives underlying a regional incentive policy and accepted
the principle of employirg local value added as the criterion for

measuring contributions made by all enterprises - except enclave

industries - and relating income tax benefits to such contribution,
The Workshop did meske some modifications, on grounds, principally,
of administration, to the definition of local value added given

in our Report. We fully appreciate that administrative difficulties
would be encountered in the use of a conceptually comprehensive
definition of local value added and our Report does not seek to
undérstate them. It must, however, be pointed out that the

modified definition adopted by the Workshop is more liberal by

virtue of what it excludes, particularly the element of protection.

This would maturally dilute, to some extent, the local value added
condition of eligibility for the granting of benefits. This fact
would, therefore, have to be borne in mind in formulating the
scale of benefits, should the modified definition of local value

added be ultimately adopted.

Tl Departure from the use of local value added as a criterion
for measuring contribution was made by the Workshop only in the
case of enclave industries, I+t was pointed out that these were
foot-loose industries and offered only a temperary solution to the

econcemic problems of the regiomn. However true this may be (and this

* E/CN.12/844
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itself is arguable); there is no reason for not tying up the tax
" benefits given tec enclave enterprises to their performance., Their
contribution to locél value added, however significant, is bound to
vary from industry to industry and from enterprise to enterprise,
Naturally, those making a relatively higher contribution deserve to

receive more encouragement, It is therefore essential, in our wview, %o

relate tax benefits to the contribution the enclave enterprises

make to the vregion,

4. Other issues, where the views of the participants differed

from those of ours, relate largely to the nature and extent of

income tax benefits to be offered, In the first place, the Workshop
preferred a fixed period of complete itax holiday to be cffered '
ex-ante to a combinatioﬁ, as proposed by us, of complete iax

holiday for z limited duration and appropriate partial tax holiday

of a prolonged period, the latter based on an evaluation of performancelé
These two™ approaches have obvious implications for the evaluation of
performance, The Workshop agreed that even though a complete

holiday only be offered for a fixed period, the length of this peribd
should be tied up to performance in terms of local value added.

It would be, therefore; reasonable to expect that the member territories
would insist on the submission of income tax and performance returns
even during the period of tax holiday, It should be then not only

eagy but also appropriate for the administration to undertake

evaluation on a continuing basis. In fact, in our schems,

e e

1/ Incidentally, this proposal for combining a complete tax .

holiday in the beginning with a partial tax holiday in the period
to follow is not new to the Area. One of the two options offered
in Barbados and Jamaica to approved manufacturing enterprises

_ combines an initial full tax holiday with a subsequent partial
tax holiday. Trinidad and Tobago's Fiscal Review Tripartite
Committee (1967) recommended substituting the existing system
of full tax holiday only by a combination of a sghort initial
tax holiday with a longer subsequent period of partial tax
holiday. What our proposal seeks to do, in addition, is to
tie up the partial tax holiday tc pesrformance in terms of local
value added and exports.
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the evaluation exercise would sizrt only at the end of the

initial limited period of complete tax holiday. Also,

the seemingly psychological advantage of granting a long full tax
holiday ex-ante, as claimed by the participants, may be, on the
contrary, outweighed by the frustration likely to be caused by the
periodic adjustments, to an offer made ex-ante, wiich might become
necessary in the light of the subsequent evaluation of the actual

performance of an enterprise,

5 The scheme of income tax exemptions considered by the Workshop,
ineluding reservations made in Group I by some participants, suffers,
in our opinion, from two major weaknesses, In the first place,; it
does not take into account, and mitigate, special problems faced

by capital-intensive industries, It is true that a majority of
participants had wished to restrict, for more developed territories,
the maximum benefit of 1l0=year tax holiday proposed for Group I only
to certain categories, namely those manufacturing capital goods,
intermediate goods and industrial raw materials, Unfortunately,

the Workshop did not reach any agreement on the application of this
additional condition in more developed territorics, Lt should be

obvious however that under our scheme, provided they contributed more

than 50 percent in local value added, capital intensive industries

would enjoy more liberal benefits than under the scheme for which

the Workshop indicated its preference, We have proposed an investment
allowance of 30% for such enterprise in additiom to the full tax
holiday of 3 years and half of the full benefits for ten succeeding
years, If these benefits are translated in terms of full tax

holiday, the period of full tax holiday available to such enterprises

should generally exceed ten years.

6. The failure of the Workshop to appreciate fully the probvlems
of capital inténsive industries arises, in our opinion, principally
from the classificatidn of industries it considered and which differs
somewhat from our scheme of classification, In our classification,
we have separated, and highlighted, capital intensive industries

and have argued out for them a case for investment allowance, Since

the classification adopted by the Workshop did not explicitly
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recognise the importance of identifying such industriss sevarately,

- their problems and the-relevance of an invesiment allowance in their

context got lost in the general scheme of income fax exempticn,

Ts Secondly, the Workshop scheme of income tax benefits does

not provide for any preferential treaiment to enterprises which

sell only a part of their output in the export market, This
ommission is serious,; particularly in wview of the fact that the
participants themselves attached great significance te production

by import sﬁbstitution enterprises for the markets outside of the .
Ares and‘stressed the need for granting special incentives to exports.

We strongly bvelieve that in order to overcome the constraint of the

relatively small size of the CARIFTA market and to ensure economies

of scale, it would be essential to give export relief {o exporst

criented enterprises.

8. Another point of disagreement with ocur Report centered around

the concept and definition. of depressed areas in more developed countries

and the incentive ireatment to be accorded to them, It iz obviously
extremely difficult to give any objective credance to this concept

or %o suggest acceptable quantifieble characteristics for its
measurement, Nevertheless, we are willing to accept it as a

"working concept" which can be understood only in relation to issues

of regional development within a more developed territery. It is,
however, difficult to accept the premise, impiied in the Workshop
Report, that for purposes of incentives such "depressed areas' should
be treated on par with less developed territories, 'Deprasszed areasg”
would have still the advantage of benefiting from the centrally
provided services such as marketing and research, Moreover, the cost
of extending infrastructure facilities to such areas is likely to be
much less than of rectifying major infrastructural deficiencieg of less
developed territories, For these reasons, while it may be necesgsary
to accord some preferential treatment to depressed areas in more developed

territories, between these depressed areas and less developed territories,

}t'would be desirable to give a more preferred treatment to less

developed territories as is suggested in our Report.
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9. In conclusion, we submit, with all modesty, thal the scheme
of income tax benefits proposed hy us has more meriis than the one
congidered by the workshop. It has the advantage of distinguishing
variqps primary cbjectives and of giving weights to them in
accordance with their importance, It must be recognized that

performance has several dimensions and although local value added

is a _primary objective, other significant aspectis of performance

cannot be ignored. It is only a system of partial tax holidays which

can be linked to various aspects of performance, Once it is decided
to give, ex-ante, a fixed period of full tax holiday, flexibility for
a conscious use of a scheme is naturally frozen and it is difficult
to tailor benefits in proportion to contribution made to different

objectives,

10, We should also like to express our serious reservations on the
Views expreséed by some participants in favour of deferring

deduction of depreciation allowances until after the end of thg tax
holiday period. Such deferment permits recovery of capital in\
excess of the amount actually invested and is tantamouht to an
investment allowance. They are also similar, in some respects, to

a tax holiday in that they allow a higher net return., What 1sﬁgg§§

objectionable about the deferment of depreciation deductions, until

beyond the tax holiday period, is to allow these accumulations to be

distributed as tax exempt dividends. This the participants concerned

were fully prepared to concede. They felt however, and quite
strongly, that to withdraw this particular concession, alongside, what
they believed to be, a general scaling down of tax cancessions even
in the scheme considered by the Workshop, might affect adversely the
competitiﬁe position of the CARIFTA territories as against third
countries in attracting industrial enterprises, We do not share

this fear, however, Tor we believe that the additional attraction

offered by a unified market much larger in size than that of any

individual member territory of CARIFTA shculd compensate largely

for the suggested scaling down in concessions under the regional

scheme.
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INCOFE "TAX RELIEFS OFFERED IN CARIFTA TERRITGRIES -
AND BELIZE TO0 SPECIALLY APPROVED MANUFACTUHING
... » ""ENTERPRISES UNDER THEIR RESPECTIVE INCENTIVE LEGISLATIOMS

ANTIGUA = -

BARBADOS" ™ -

“BELIZE =~ = -

"DOMINICA "=

GRENADA -

GUYANA -

JAMATCA" -

Type of Relief ~ A, Holiday from Income Tax

A person declared a Pioneer Eateiprise is exempt from
income tax on profits from pioneer operations for

"five years from the productien day.

A company declaréd an Approved Enferprise can choose
cne of the two options below: '

Option (1) comprises of exeuption of profits of the
enterprise from income tax for ten years from the
date of production,

Option {(2) comprises of complete exemption from
income tax in the first seven years and 2/%rds
exemption in the eighth year aad 1/3rd in the ninth
year, as from the date chosen by the agpproved
enterprise within 3 years from the production day.

Any conmnpany declared a Development Enterprise 1is
exempt from income tax for a period commencing from
the date of the Order and ierminating TeRl years
after the production day,

A person declared a Pioneer Enterprise. is en-
titled to exemption from income tax cn its profits

~for five years from the production day. However,

under a special Agreement with a coumpany, Sunday
Istand Port Authority Luid.,within the area marked
out for special development in and arcund the
CABRITS, exemption from income tax. as from several
other faxes, is given for a period of 30 years as
from 16.2.1968, the date of the Agreement, to all
licenceés including manufacturing enterprises.

A company declared a Development Enferprise. is
entitled to exemption from income tax on its
profits for seven years from the production day.

A manufactuering company, other than a gold or
diamond mining company is. on authorization, en-
titled to an exemption from income tax for five

-years from the date of sueh aunthorization.

It hag recently been announced that this period
of tax holiday could be extended to fen years
and that a two-year tax holiday could te con-’
sidered for smaller investments in secondary
industries. T )

A company manufacturing a ‘new product® or for
exports only is entitled to exempiion Trom income
tax for a period of ten years from the date of
production or from a date chosen within three
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years thereafter. The period may be extended up to
fifteen vears with respect to designated special
development areas in the country. A preduoci may be
designated a mew product if less than 20% of the
national market is being supplied by existing approved
manufacturers. While a manufacturer of exports omnly
is entitled to 100% exeaption, other manufacturers

.may be granted 100% or 50% exemption, depending upan .

the approved productso‘

For approved products other than ‘mew productis’,’an
approved company may choose benefits under either of
the two options:

Urder Opticn (1) income tax exemption is given for
seven yvears from the production day.

Under Option {2) complete exemptions from income tax
for four years from the date chosen by the enterprise
vithin three years from the date of preduction is
combined with partial exemptiiorn in the following
two years as under:

{a} if the product is entitled to 100% relief. it
will enjoy the exemptiem with respect to 33=1/3%
of income in the fifth year and to 66-2/3% of
income in the sixth year before deduction of
anmual allowances: or

{(b) if the product is entitled to 50% relief, it
will enjoy the exemption with respect to 66~ 2/3%
of income in the fifth year and §3~1/3% of income
in the sixth year before deduction of annual
allowances.

" A company declared as Development Enferpriseé, is en-

titled to exemption from income tax on its profits
for a pericd of seven years frem the production day.

A person declared as Pioneer Enterprise, is entitled
to exemption. from income tax initially fer a peried
of five years from the production day. This may be

' extended on application, for a furiher perlod of five

zearso

A Pioneer Enterprise which is established within a
designated Special Development Area and during the

" Special Development Period (i.e. epding on 3i.12.1973)

will be entitled to exempition from income tax for a

‘period of fifteen years from the production day.

"A company declared a Developmenf Enferprise is

entitled to such proportionrate relief from inceme
tax as is specified in the Development Order for a
period of seven years frpm the production day.
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‘ST, VINCERT 7" "-" ' Any person declared as Pioneer Enterprise is
. entitled to exemption from income tax for a
period of ten years from the production day.

TRINIDAD & = '~ :
- TUBAGOT T =  Any person declared as Pioneer Manufacturer

ST is entitled to exemption from income tax
for a period initially of five years from
the production day. This period may be
extendéd from five years to a period not
exceeding ten yvears where circumstances

. warrant it,

In specific cases, as in the case of Cement,

" Fertilizer, Lubricating 0il, Tyre and
Petrochemical manufacturing, exemptionm from
income tax has been given straightaway for
a period of ten years from the production day.

Type of Relief - B. Treatment of Diviaends

© U UANTIGUA ~ There is no provision specifically exempting
distributions made by a company cut of tax
holiday profits in the hands of the recipients.

Nor is it clear if in any specific case,
e.g., West India 0il Company, such exemption
was agreed upon,

T BARBADOUS T 7 "= 7 Where profits of a company in the first seven
T years of the fTen-year tax holiday period under
Option (1) and of the nine-year period of tax
" holiday under Option (2), are kept in a

séparate account, dividends paid therefrom are
exempt in the hatids of the shareholdet: i) -
‘if he is a resident of the island: er ii) if
not a resident, he is not liable to pay income
tax on the dividend in h<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>