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TO

: L. P. Reade, A.I,D. Director

SUBJECT: JAMAICA - REVENUE POARD ASSISTANCE SUMMARY AND

lol

RECOMMENDATION MEMORANDUM

BORROWER: The GOVERNMENT OF Jamaica (GOJ)

Irplementing Entity: The BOARD OF REVENUE, Ministry of Finance

LOAN AMOUNT: $3,.554 Million (Three Million Five Hundred and
Fifty Four Thousand U,S. Dollars)

Purpose: To help the GOJ design and 1introduce a revised
Jamaican tax system that will support the GOJ's economic
recovery program, and the structural adjustments through which
these program goals are pursued.

Project Description: To provide technical assistance to the
Government of Jamaica in its effort to:

a) redesign Jamaica's tax structure along lines that fit
the Government's objective of achieving stable
economic growth through a private sector led, export
oriented, development program;

b)  improve the administration of the tax system; and

c) initiate the implementation of the systems and to
develop the long~term implementation plan designed in
(a) and (b) above.

Total Project Cost: $5.012 million,

Application: The GOJ's application for the loan is included in
Annex B,

Statutory Requirements: All statutory criteria have been met.
See Annex E,

Environmental: The 1Initial Environmental Examination was a

negative determination. See Annex D.

Recommendation: That a Loan of $3.554 mi'lion be authorized to
the GOJ on terms «nd conditions described in the following
Project Authorization.

(1v)
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Theodore Carter Ty
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PROJECT AUTHORIZATION

NAME OF COUNTRY : JAMAICA

NAME OF PROJECT REVENUE BOARD ASSISTANCE

NUMBER OF PROJECT: 532-0095

NUMBER OF LOAN : 532-v-023

1.

Pursuant to Section 105 of the Foreign Assistance Act of 1961, as
amended, I hereby authorize the Board of Revenue Assistance Project
for Jamaica, involving planned obligations of not to exceed Three
Million Five Hundred and Fifty Four Thousand United States Dollars
($3,554,000) in loan funds over a three year period from the date
of authorization, subject to the availability of funds in
accordance with the A,I,D. OYB/allotment process, to help in
financing foreign exchange and local currency costs for the Project.

The Project coneists of the provision of technical assistance to
the Government of Jamaica and will include assistance to enable (1)
redesign of the tax structure of Jamaica along lines that fit the
Borrower's objectives of achieving stable economic growth through a
private sector-led export oriented development program; and
improvements in the administration of the tax system and (2)
initial implementation of the redesign and improvements.

The Project Agreement, which may be negotiated and executed by the
officer to whom such authority is delegated 1in accordance with
A.I.D. regulations and Delegations of Authority, shall be subject
to the following essential terms and covenants and major conditions
as AI,D. may deem appropriate.

a. Interest Rate and Terms of Repayment

The Cooperating Country shall repay the Loan to A.I.D. 1in U.s.
dollars within twenty (20) years from the date of first
disbursement of the Loan, including a grace period of not to
exceed ten (10) years, The Cooperating Country shall pay to
A.1.D., 1in U.S. dollars interest from the date of first
disbursement of the Loan at the rate of (1) twe percent (27%)
per annum during the first ten (10) years, and (ii) three
percent (3%) pa2r annum thereafter on the outstanding balance of
the loan and on any due and unpaid interest accrued thereon,
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b.

Source and Origin of Commodities, Nationality of Services

Commodities financed by A.I.D. under the Project shall have
thelir source and origin {n countries included in A.I.D.
Geographic Code 941 or Jamaica, except as A,I.D. may otherwise
agree in writing. Except for ocean shipping; the suppliers of
commodities or services shall have countries included in A.I.D.
Geographic Code 941 or Jamaica as their place of nationality,
except as A.1.D. may otherwise agree in writing.

Ocean shipping financed by A.I.D, under the Project ghall,
except as A.I.D. may otherwise agree in writing, be financed
only on flag vessels of the Cooperating Country and countries
included {n A.I.D. Geographic Code 941.

Conditions Precedent to Initial Disbursement

Prior to any disbursement or the issuance of any commitment
documents under the Project Agreement, the Cooperating Country
shall furnish in form and substance satisfactory to A.I.D,:

1. An opinion of counsel acceptable to A,I.D. that this
Agreement has been duly authorized and/or ratified by, and
executed on behalf of, the Borrower, and that {t
constitutes a valid and legally binding obligation of the
borrower In accordance with all of its terms;

2, A statement of the name of the person who is to act as the
official authorized representative of the Borrower in
connection with the ~ Project Agreement, and of any
additional representives, together with a specimen
signature of each person specified in such statements;

3. Evidence that a Senior Revenue Board Tax Official has been
appointed as full-time Project Manager by the Revenue
Board, to oversee the implementation phase of the project;
and

4: Evidence that the Revenue Board has assigned a permanent

employee as a counterpart to each persou financed by A,I,D,
to render technical asgsistance to the Revenue Board,

(vit)



Condition Precedent to Disbursement for Training

Prior to any disbursement, or to the issuance of any
commitment document under the Project Aareement for
training, the Borrower shall, except as A.I.N. mav
otherwise agree in writing, furnlsh tc A.I.D., in form
and substance satls‘actory to 2. I.D., a comsrehen51ve
training plar covering the entire Proiect activity.

Condition Precedent to Disbursement for Training
Outside Jamaica -

Prior to any dishursement or the issunance of any commit-
ment documents under the Project Aarecement for trainina
outside of Jamaica, the Coope ratlnq Country shall, exceot
as A.I.D. may otherwise aarce in writino, furnish to '
A.I.D., in form and substance satJCfchory to ALILD.
evidence that a system of bonding or some other mothoﬂ
acceptable to R.I.D. has bheen 1mnlementod to ensure that
participant trainces will return to their posts for a
period of time not less than twice the length of time
spent ir training.

Covenant

The BRorrower shall covenant that, unless A.ILD. otherwisce
agrees in writing, it will:

1. provide adequate budaet allocations for nroject
1mnlomentatlon in a timely manner consistent
with implementation schedule develoned hv the
Revenue Poard; and

2. continue the randate to regulate the tax svstem
given to the Fevenue Roard under the terms of
the Revenue Foard Act.
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1. PROJECT SUMMARY DESCRIPTION

A, Degcription of the Project

The purpose of the Revenue Board Assistance Project 1is to provide
technical assistance to help the Government of Jamaica (GOJ) to: a)
redesign Jamalca's tax structure along 1lines that fit the GOJ's
objective of achleving stable economic growth through a private sector
led, export oriented, development program; b) improve the
administratlon of the tax system; and c) Lnitiate implementation of the
activities designed to achleve a) and b) above.

Working through the newly created Revenue Board, this technical
assistance project will have two components—-tax policy and tax
administration--and be conducted in two stages-—design and
implementation. In the first stage, the emphasis of the policy
component will be on formal evaluation of the existing tax system
vis-a-vis the express objectives of the GOJ's economic recovery program
and the design of adjustments to current deficiencies discovered.
Preliminary cvidence collected during the design phase of this project
suggests that the existing system has certain characteristics that
discourage saving, encourage capital flight, subsidize relativ 1y
capital intensive productiorn methods at the expcnse of employment,
encourage Imports, and discourage work~cffort and economically viasle
production for the domestic market, While there are other
characteristics of the system that mitigate some of these effects, it
appears, on balance, that the tax system is an impediment to achievem~nt
of attainable levels of production, export and employment.

Studies will be conducted on each of the elements of the tax system,
with the objective of quantifying the implicationms of each for reveunue
generation and distribution of the tax burden among social groups, and
determining the structure and level of ecconomic activity. Alternative
tax strategles will then be designed, from which an alternative program
of taxes <can be presented to support, rather than hinder, the
achievement of the growth, equity, and efficiency goals of the GOJ.

The emphasis of the tax administration component, in Its Initlal stage,
will be on those eclements of tax administratior. that are common to a tax
system 1In general, t{.e., Independent of the atructurs of the system,
These 1include training (almost exctusively) 1in such areas as {ncome
accounting, middle-level management, and taxpayer enrollment. The more
structure-speclfic clements of assistance In administratfon will be
deferred unt{l the GOJ has selected the policy and structural reforms to
be adopted.

The first stage of the project will end with the preparation of a
Governmental “"White Paper” on taxation. This paper will rely upon the



technical analyses preparea by the technical assigstance team, and will
include draft legislatlion reflecting Governmental proposals for
comprenensive tax reform.

Stage Two of the project is the implementation stage. Advisors from the
resident ‘echnical asslistance team will work with their Jamaican
Counterparts in the Revenue Board to initiate the implementation of the
structural changes adopted by the GOJ, €.8., preparation of regulations,
assistance 1in organifzing for the effictent management of the system,
preparation of forms, and planning and scheduling the indicatedq s,/stems
ad justments, The technical assfstance team that will {mplement the
project will consfst of a proup of highly speciaiized taxation experts
headed by Professor Roy Bahl of the Maxwell School at Syracuse
University. Professor Bahl has asvembled this "blue ribbon" team of
Internationally renowned experts, and will manage the teanm under a
direct A.I.D. contract.

B, Conclusions of the Feasibl1lity Analyses

The substance of the Revenur Board Assistance project is the provision
of specialized technical assistance to: diagnose 1n detail the
malfunctions {n Jamaica's tax system; prescribe a carefully designed
program of remedies, within a severly construined time period; and help
apply the therapy required to make the prescription effective, The
benefits to be derived from the project cannot be quantified until the
serles of analytical siLudies contemplated under the project are carried
out during the “problem dlaguosis™ stage of project implementat!ion.
Consequently, an a prior! cost/benefit analysis {s nelfther feasible nor
appropriate.  For this reason, a “Least Cost” justification has been
adopted as the analytical basls for the economic analys{s of the project.

The structure of thisg argument {s simple. The GOJ g committed to a
restructuring of {ts tax structurn, based on a widc variety of anecdotal
evidence that the present structure 1s not In harmony with governmental
policy. This evidence was confirmed by a GCJ-invited desiga team of
world-renowned ecxperts, dncluding Roy Bahl, Charles McClure, Dantel
Holland, Richard Bird, Oliver Oldman, and Kenneth Stacey. 1In addition,

this expert team confirmed  that  tax policy and {mplementation
fnefficiencies are having g direet and stgniflcant negative effect on
Jamaica's ecounomic recovery and development, Beyond this, the GOJ has
made a political cowmitment to stgnitficantly adjust the tax system on or

about April |, 1983, Thus, 1f A.1.D. is to play a significant role, |t
must employ experts, such as those mentfoned above, who can function

effectively within such constraints, 5 rdacuse University has put
together o team of unfquely  qualified xperts from among the very
Iimited number ot such fadividuals avaflable world-wide, They represent
a  "Least  Cost”  alternative because, realistically, there {s no

alternative aothod fo.- achiceving the desired goal within the quailey
standards and time limits stipulated,



It is incidental, but welcome, that Syracuse University was judged to be
the institution best capable of assembling and directing the work of
this team of experts from a wide variety of educational {nstitutions.
This 1is, in part, due to 1ts past performance on A.I.D. contracts, its
relatively low over-head, and Professor Bahl's experience with, and
knowledge of, the requirements of directing the specific set of expert
services required to perform the task at hand,

The Board of Revenue 1s the governmental agency through which the
Project will be administered. The high level of capability of the
Board's Commissioners, combined with the support being expressed for the
project from the Prime Minister and his staff, outwsizhe certain
organizational and Jjurisdictional weaknesses that will {nfluence the
pProject.

The Board was created in 1981, with centralized authority over all units
of the revenue system, This 1mportant step has created a structure
which, when fully staffed, and when fully operative in a clearly defined
domain, should bring a significant gain 1in efficlency to the Jamaican
revenue system. A subsidiary benefit of operating through this agency
will be the development and strengthening of an important public sector
institution.

C. Summary Budget

See Table 1 on page 4.

D, Resolution of PID Issuesg

1. Tax Administration

The principal {ssuc arising during A,L.D./Washington review of the
Project Identification Document (PID) concerned the Tax Administration
component of the project, The LAC Bureau felt that the admintstration
component was given excessive weight In Tmplementation Staye One, glven
that the project was Intended to create substantial changes {n the
existing tax structure. USAID/J concurred in this view, and the ma jor
emphasis has been shifted to the tax policy component., Further, it was
felt that the emphasis in the PID upon collecting more revenue from the
exlsting structure was fnordinately heavy. Since the oxisting structure
was deemed to be an inhibitor of cconomic growth, more rigid enforcement
of that system seemed to {mply morce severely inhibited pgrowth., This
Issue poses a fundamental dilemma, AL.D. has supported the IMF and
IBRD view that lmmediate action is required to reduce the mapgnitude of
the GOJ's ‘“udpet deflelt, for the sake of stabtlization objectives.
Yet, as notad above, more disciplined administration of the exdisting tax
system could adversely affect growth., The resolution of this [ssue, as
reflected in this Project Paper (PP), 1s to concern'rate stage one tax
administration assistance on tralning fin fundamental and zeneral tax
administratfon disciplines, rather than  on  such applications as
enforcement ard collection,
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TABLE 1,

SUMMARY BUDGET: BY ACTIVITY

(US$ 000)

SYRACUSE GoJ
Project Management 790,478 26,095
Income Taxes 261,968 40,414
Indirect Taxes 259,508 36,949
Industrfal Policy 87,087 20,900
Wealth and Housing Taxation 325,927 54,576
Bauxite and Alumina 37,608 3,932
Specfal Projects 296,998 194,816
Resident Advisor 456,657 81,050
Income Tax Advircor 447,843 82,615
Customs Advisor 317,476 58,869
Kingston Office 222,014 469,016
Counterpart Costs - 88,764
Tratning 50,000 300,000

TOTAL 3,553, 564

1,457,996

TOTAL

816,573
302,382
296,457
107,987
380, 503
41,540
491,815
537,707
530, 458
376,345
691,030
88,764
350, 000

-

5,011, 560



2, Customs

At the PID review, the view wa- expressed that customs 1is such a
complicated area that assistance in customs administration should be
deferred pending a comprehensive review of customs and related areas.
USAID/J has pointed out that an extremely important and topical element
of the current emphasis on the project has evolved around a GOJ request
for assistance 1in the area of customs administration. It is widely
recognized that customs administration 13 made more difffcult becausc of
efforts to avoid restrictions occasioned by the perennlal disequ{librium
in the market for foreign exchange. However, whether the law is thoughit
to be imperfect or not, it Is, nevertheless, the law of a sovercign,
democratic state. Conscquently, it {s USAID/J's view, as reflected In
this PP, that some form of technfcal assistance In the customs area 18
essentfal to retain the enthusfasm of the GOJ for the project as a
whole. As with the other elements of admin{stration, however, the
customs administration assistance proposed in the Project Paper is at an
appreciably lower level than was propoced in the PID, and will focus on
the preparation of a plan for longer term tmplementation,

3. Tax Policy

A.I.D./W suggested that USAID/J consider removing the tax administration
component entirely in order to allocate more of the project's hudget to
the policy component. As indicated in PID i1ssue 1. above, the relat{ive
magnitude of the components have been adjusted in favor of tax policy.
USAID/J does not consider It necessary, however, to abandun
administrative assistance entirely. The opportunity for the project to
have a profound, positive influence on the GOJ's lagging structural
ad justment process 1is conslidercd high, as argued in the FY 1985 CDSS for
Jamaica and {n this PP, However, it 1is also {mportant to note that
policy and administration are so {ntimately related that this
oppo:tunity would likely be lost if adminilstration were totally removed.

4, Technical Assistance

The Development Assistance Executive Committee expressed con~ern that a
three or four man team, each with speclalized expertise, would not be
able to function as an Integrated unit, The operaticnal proposal put
forward by Syracuse, through Professor Bahl, describes {n detail the
process through which the fndividual experts can and will function as a
true team., It was also suggested that alternatives to the U,S, Internal
Revenue Service (TRS) be explored In order ¢n paln greater expertise in
the tax pollcy area. Alternatlve modes have becen explored.  The Senfor
Advisor on Administr: fon feels that the IRS .s the source that is most
likely to have the combination of expertise required. Nevertheless, the
reduction fn magnitude of the administration component, and chanves in
timing and emphasis made during PP desipn, mn§ not be acceptable to the
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IRS because that element of the PID was primar{ly a reflection of IRS
views, In this event, alternative, identified sources of tax
administration technical assistance will be employed.

E. PROJECT COMMITTEE

USAID/Jamatlca

Dennis Darby,OPPD/ PDD Project Officer
Robert Friedline, OPPD

Sam Skogstad, AID/Econ

Geraldo Berrios, CONT

Jack Hjelt, RHUD

Dan Rathbun, OPED

Wes Hawley, CO

Consultants

Dr. Roy Bahl, Professor of Kconomics and Director,
Metropolitan Studies Program, Syracuse University

Dr. Oliver Oldman, Professor of Law and Director,
International Tax Program, Harvard University

Dr, Daniel Holland, Professor of Finance, Sloan School
of Management, Massachusetts Institute of Technology

Dr. Charles McClure, The Hoover Institute, Stanford
University

Mr. Kenneth Stacey, Retired Customs Official, British
Customs Service

AID/Washington

Paul O'Farrcl!, PFC



II, DETAILED PROJECT DESCRIPTION

A, Background

1, Economic and Political Environment

After a period of steady growth In the 1960s and early 1970s, the
Jamaican economy fell into a sustained decline. Between 1973 and 1980,
real per capita GDP declined 20 percent, the unemployment rate reached
27 percent, foreign exchange reserves were exhausted, and perennial
budget deficits, coupled with (nflationary finance, left the economy in
a state of near financial collapse.

A substantial contrihuting factor to these depressed economic conditions
was the GOJ development policy, which greatly expanded the role of the
public sector in the economy and protected domestic industry In order to
promote Import substitution, The strategy of growth through {import
Subst{tution, with a concentration on the manufacturling sector in so
small a nation, was destined to fail, The combination of increased
governmental regulation of the economy and protectionist policies
penalized exporters and private sector {nitiative, and led to an
increasingly inefficlent allocation of domestic resources. In the
agricultural sector, government policies provided disincentives for
exports and, in fact, incentives for {mports, which further shortened
the supply of forelgn exchbange for bullding productive capacity.

The opposition Jamaica Labor Party won an overwhelming parliamentary
majority In the 1980 elections and a mandate to derepulate the economy,
stimulate private sector Initiative, and switch to an export promotion
growth strategy. The new Seaga Government embarked upon a three-year
economic recovery programn, the cornerstones of which were disciplined

flscal managemear, nobiitzation of foreign asslstance, and major
adjustments in the structure of the economy. The structural adjustments
were to be achieved by significantly tincreaslinp relfance on private

market mechantisms, relatlve to povernment regulation and centralilzed
planning, and replacing the heavily protectlonist import-substitution
development strategy with a stratepy of promoting export-oriented,
market-efficlent, domestic production,.

In 1981, the cconomic recovery program made Impressive progress.,
Foreign exchanpe resources {lowed fnto Jamaica through foreign
asslstance, conmmercial lending, and private transters, Arreirs on
commercial cxternal debt scrvice pavments were ecliminated, and the
overall budpet detlelt decllioed from 14 percent of 6D to 12 percent.
Domestle monetary cuxpansion was reduced to levels ceonsistent with the
goals of the recovery propram,  Some structural lmpediments to privite
markets, e.p., price controls, were eased,
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In 1982, however, the world market for bauxite and alumina, Jamaica's
principal foreign exchange earners, contracted far beyond expectations.
Export earnings and government revenue assoclated with bauxite and
alumina fell far short of the projected levels upon which the recovery
program was bascd. The povernment was confronted with a serious fiscal
problem, as the exacerbated foreign exchange shortage and scvere revenue
shortfalls reduced resources available to fund povernment Activities 1n
support of the cconomic recovery program at projected 1levels., Because
of the lmportance of these activities to the economic recovery, and the
intransigence of recurrent expenditures (primarily wages and salarlies),
there was little preocpect for curtalling public expendltures, On the
revenue side, there was little that could be done in a short period.
Administrative fmprovements undertaken {in 1981 had alreadv 1increased
collectlions, leaving little room for further cxtensive cains from that
source. Moreover, the government held the view that the tax system was
In need of major adjustments to make [t compatible with the efficiency
and equity goals of the cconomlc program generally, That consideration,
and the pro-cyclical lImplications of tax Increases at a time when
exogenous cxpenditures were depressed, precluded slignificant
discretionary actions to Increase tax revenue, Inevitably, therefore,
the budget deficft falled to realize the further reduction that had been
programmed for 1982,

One consequence of the unexpected shortfall of resources In 1982 was
that 1t {1luminated the fmportance of comprehensive tax reform to the
success of the structural adjustment program and, indeed, the entire
economic recovery program., 1t became clear that the conflict between
the need for revenue and the need to correct the dislncentive effects of
the existing tax system was not susceptible to a satisfactory :esolution
until the structure and admintstration of the tax system as a whole had
been subjected to a comprehensive review and reform,

Prime Minfster Seapga {s committed to Implementing such reform and !iiu
elevated this o a position of top priority on his polic; agenda.
Through the Board of Revenue, A,I.D. has been asked to provide technical
assistance and sapport to:  (a) undertake the comprehensive review of
existing tax policy and administration; (b) develop, In conjunction with
the Government of Jamalca, a proposed tax system desipn; (c) provide
training for its admintstration; and (d) assist tn the fmplementation of
the system that emerges from the process, The Board of Revenue
Assistance Project responds to that request,

2, The Government Sector

The central povernment  budpetary posftion has  been weak since the
mid=1970s, A current  account deficit has existed for many vears,
Although there 1s some debate about how to measure Uhe slze of the
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overall budget deficit, it is near 15 percent of GDP and approximately
80 percent 1is financed by donor assistance. A program of expenditure
reductions and/or tax increases is necessary to fill, at least, the
current account gap. Barring a substantial acceleration of economic
growth that similarly boosts revenues, dlscretionary fiscal ad justments
by the GOJ will almost certainly be called for.

The level of taxation In Jamalica fis high for a country of f1ts Income
level, at nearly 29 percent of GDP i{n 1981/82, Even {f one ignores all
bauxite taxation on grounds that it does not impose any domestic burden
(certainly an unrealistic assumption), the tax burden is 15 percent,

The composition of the tax structure has changed ma1<edly during the
past decade, but the changes have occurred on an ad hco basis more than
by design. The most recent exampie of this ad hoc apy-oach is found in
the Prime Minister's May 5, 1983, budget message, In order to close a
financing gap of US$60 million in the FY83-84 budget, the following
measures were adopted:

1) an increase in the tax on cigartettes of J46d
per package;

2) a new transfer tax on overtime sales;
3) a new tax profits of life fnsurance companies; and

4) a 1% education tax on payrolls,

The imposition of a substantial production levy in 1974 made the bauxite
tax a major component of the tax structure. With the declining fortunes
of the bauxite sector, this relative importance has fallen. Otherwise,
the drift has been toward an increuse in income taxation, [n large part
because of a combination of high rates, a high rate of inflatfon, and
indexing of neither rates nor brackets. The property tax has declined
in relative Importance, as there was a long delay in revising the

valuation roll and rates have not been fncreased, Indirect taxes --
customs, cxcise, sales, and consumption dutles -- have not Increased in
relative importance, {n part because many of the taxes were levied on a

speciffic, rather thao an ad valorem baslis,

3, Statement of the Problem

Jamaica has critical fiscal problems. On the one hand, the povernment
is belng pressed to ralse taxes In order to reduce a large and
continuing buduvet deficit., On the other hand, {t acknowledyes a nced to
reduce the tax burden In order to stimulate production and emplovment in
the privi+te sector. This dilemma {s a result of the plecemeal approach






1]

In striving to achieve this goal, an improvement in the fairness and
efficlency of the tax system can also be realized. It should be noted
that either or both of these objectives could, in most LDCs, be the
principal justification for Lhls iype ot project. However, in the case
of Jamaica, improvements in equity or tax administration are not the
sole motivations. A key motivation 1s to reform the policy and
administration of the tax structure so that it measureably supports, not
hinders, development policies and structural acjustments designed to
change the course of the Jamaican economy and establish it as a model of
broad based growth and stability based on active, free, and competitive
markets,

C. Purpose of the Project

The purpose of this project is to design and introduce a Jamalcan tax
system that supports the Government's economlc recovery program, as well
as the structural adjustments through which this program 18 pursued.
This requires that four criterla be met by tax reform.

1. The tax system needs to be restructured so that it will make a
maximum contribution to the development of the economy. There are many
areas where the present system nceds reform. It is commonly asserted
that taxes are so high that they discourage work effort; that they
provide disincentives for saving and investment; that they discourage
repatriation of funds held abroad by Jamaicans, and discourage
Investment in the ccoromy by forelgners; and that they subsidize imports
at the expense of uxports, 1In comblnation, the present environment of
exchange market dfsequilibrium, quantitative {import restrictions,
tariffs and tariff exemptlons, and fndustrial incentives make production
for the limited local market much more attractive than production for
export, especially beyond the CARICOM market. Finally, the tax system
induces a varlety of distortions 1in relative prices that have
unfavorable effects on the allocation of resources. The government's
goal of {increased reliance on free market forces as determinants of
production and consumption decisions requircs a restructuring of the tax
system to reduce these distortions, ‘

2. There 1is a need for fiscal stabilization. The tax system must
raise an amount of revenue adequate to cover expenditure requirements,
It is not the responsibllity or mandate of this project to identify the

proper level of public cxpenditure in Jamalca; that fs a declsion which
belongs to the GOJ, owever, the revenue yield and  elasticity
Implicatifons of alternative tax structure changes must be identified,
and thefr Implications understood, Only 1in this way can the
Implications for non-tax financing requirements be anticipated, and
thefr f{mplicatfons for monetary and credit policy be fncorporated Into

development planning,
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3. A comprehenstve tax reform should provide a falr and cquitable tax
gtructure, The rules of  taxation should be clearly stated and
understandable by the taxpayer, and the administration of the tax should
treat all taxpayers fuwpartially, Under every tax, all those who are
equally circumstanced with respect to the base of that tax should pay
the same amount of tax. The present 1income tax, for example, under
which the self-employed can caslly avold thr payment of income taxes,
violates the maxim of hor{zontal equity. Cousidering the reformed tax
Structure as a whole, its burden should be distributed in a pattern
consistent with the GOJ's long~term concern with the distribution of
Income ar3 wealth,

4, Any tax system should be adminfstrable in an cfficient and fair
manner. This goal should be pursued for both the current and revised
tax structures. Since, like many developing countries, Jamalca Is short
of skilled administrat{ive manpower, trainfing will be a key component teo
the achfevement of thig objectlve, espectally in  the short run.
Addftionally, however, the desfpn of the revised tLax Structure must
recognlze the woal of adminfstrability within the context of a
developing country, with {ts Thuman resource constraints, limited
computerization possibilitics and lack of resources. While these
criterfa lay out the primary purpose of comprehensive tax reform,
clearly there can be conflicts among them. For ervample, certain aspects
of comprehensive re nrm almed at stimulating economic growth by removing
distortions and heavy tax burdens may result in sacrifices of tax yield
and vertical equity.

‘Ither reforms rveinforce one another; for exampl:, simplifying the ta%
system  to  fmprove {ts administration may lead to an Jncrease 1in
revenue.  Consequently, a key -equlrement of the project in meeting ity
purpose Is Lo articulate the areas of conflfel  and fdentify the
fmpIfcations of propused solutfons so that the GOJ can make an ifnformed
Judgement on the cconomic and soctal consequences of [ts public finance
chofces.

D, Project Activitles and Outputs

The reform of the Jamafcan tax system will require Intensive study of
cach major component of the system (sec below), and an Integration of
the indfvidual findings and recommendations so as to produce proposals
[or comprehensive tax reform.  in addition, the project will assist the
GOJ In the implementation of the tax reform program it adopts.

1. Analysils of Income taxation.
2. Analysls of tax {ncent {ves.

3. Analysts of foreipn trade and donestic indirect
taxation,
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4, Analysis of wealth taxation,
5. Analysis of the taxation of bauxite and alumina.

6. Other special studies on:
a. the distribution of tax burdens,
b. the elacticlty of the tax system,
¢. 1mpacts on low income families,
d. computerization and tax administratton.

7. Alternative proposals for comprehensive tax reform,
integrating the findings and recommendations of the
analyses carrled out under Tasks 1 through 6,

8. A reorganization of the structure and procedures
of tax administration, including the preparation
of a long term implementation plan.

9. Training of a core group of managers and
administrators,

A summary follows of the analytical approach, key Issues, and possible
directions of recommendations of the analyses to be carried out to
achieve outputs 1 through 9. A more comprehensive treatment of these
outputs is contained in Annex A, It should be emphasized at the outset
that the objective here is comprehensive tax reform. Though these tasks
have been separated, the planned analyses will be carefully {integrated
(see Management Plan).

Output 1: Income Taxation

The major {income tax concerns fn Jamaica h:ve to do with company and
personal income tax structure and administratiosn.

a. Personal Income Tax

Background

Receipts from personal Income tax declined 1In  real terms from
$126 million In flscal year 1978 to $110 million in fiscal 1981 (both
years' revenues are In 1977 dollars), despite a brisk rate of Inflation
during the perlod. Thls performance points up che malalse of the
personal {ncome tax. Taxpayers have found legal and, more likely,
1llegal ways of protecting themseclves from “bracloet creep”. However,
the success of taxpayers In avolding {ncome tax s uneven. Perscas of
equal circumstance with respect to cconomic {ncome are paying widely
varylng amounts of {ncome tax. In particular, the {ncome tax has really
been  a  levy on  the emploved;  the self-emploved  have  been  the
benefliciarfes of unsalutory negloect,
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Plan of Study

This task will attack the problem of the income tax by developing two
alternative "models" for GOJ consideration, each a version of a
broad-~based tax. Each  will be evaluated with respect to the
distr.bution of the tax burden, economic effects, .nd administrability.
Particu’arly Important I[n evaluating these two models 1s the relation
between the personal income tax and the corporatce fncome tax.

Alternative one would replace the present Income tax with an
expenditure tax, Like the 1ncome tax, the expenditure tax
could be progressive, Moreover, in determining the tax base,
it would iunvolve much the same kind of reporting as under the
income tax.

The difference between an income tax and an expenditure tax lies solely
In its treatment of savings. Under the income tax, savings are included
in the tax base; under the expenditure tax, they are excluded.
Therefore, to go from the present so-called income tax to an expenditure
tax would not be so drastlic a step In terms of {ts administration.
However, compared to an {ncome tax, the expenditure tax would have the
advantages of simplicity, admintstrabfl{ity and allocational efficlency.
It would be inferior to the Income tax, however, on distributional
grounds. There s a tradeoff, therefore, between these two sets of
considerations., And, (t will be an objective of the study to develop a
sense of what {is involved In thls tradeoff in the specific context 1n

Jamaica.

The alternative to the present tax ian Jamaica is a pure 1ncome
tax model, This would {nvolve developing a tax base that more
accurately measures real economic i{ncome.

The twvo models would be compared to the present tax with respect to
resource allocation, distribution of the tax burden, and
administrability. No matter what the choice -- an expenditure tax, a
purer {ncome tax, or an Improved verslon of the present personal {income
tax, apectal attentlon must he plven Che self-caployed who are "hard to
tax .

To explore both alternatfve models and develop the evidence relevant to
choosing amony the three alternat{ves represented by these two and the
current  tax, & sample derlved from tax returns will have to be
developed, Tt will then be passible to compare the distribution of the
tax burden for the two alternatives and the present income tax vis a vis
A number of assumptfons about the revenue required from the tax., For
ecach alternative, as well as for the present personal {ncome tax, the
analysis will cvaluate the appropriate relation between that tax and the
company tax.,  With respect to hriveing the self-coploved into the tax

system, the analyvses would report the experience in other countries with
the "hard to tax”,



b. Taxation of Companies

Background

Resident companies ave taxed on their worldwide income, and non-resident
companies are taxed on income originating in Jamaica. Tax rates are
35 percent on agricultural companies and 45 percent on non-agricultural
companies. Intercorporate dividends are taxed at 37.5 percent.
Business expenses Incurred In carning {ncome are gencrally deductible.
Members of groups of affilfated companies are treated as separate
entities for tax purposes. Inventories are valued at the lower of cost
or matket value. For the purpose of calculating cost, first-in
first-out (FIF0) 1is acceptable, and annual depreciation allowances are
generally based on a declining balance method applied to the historical
cost of assets.

Plan of Study

The taxation of company income can be appraised under either of two
models: taxation of 1income, or taxation of consumption. Moreover,
under the income tax model the goz! can be fntegration of the company
and personal taxes, or a classical (separate) system, The cholce
between these objectives has potentially fmportant implications in terms
of distributional cquity; neutrality of resource allocation; effects on
saving, 1investment, and development; and the simplicity of tax
administration and compliance.

Under the present system, the treatment of capltal consumption
allowances raises a number of related concerns that deserve further
{nvestigation. First, some of the deprecfation allowances may be less
generous than required to approximate loss of economic value. Moreover,
to the extent that depreclation allowed for tax purposes differs
significantly from economic depreciation, {investment cholces may be
distorted.

Second, fallure to allow tax-free recovery of {nvestment {ntroduces an
element of distortion with regard to the choice between long and
short-lived assets,

The Jamaican Income Tax Act contalins a number of standard provisions
Intended to prevent understatement of Income and underpavment of tax

through various kinds of manipulation. lHowever, only three percent of
company returns were audited fn 1980-B1,  Glven what appears to be a low
level of adminlstratlve capability, one must fnvestipate the extent to
which these statutory satesuards really work as {ntended,

The Interactlon between personal and company taxes desetves attention at
several levels.,  The most obvlous of these s the present provigfon for
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partial relief from double taxation of dividends. This provision 1is
intended tc encourage equity finance and increase the flow of savings
available for that purpose. However, since early 1982 all interest on
bank .eposits of individuals has been legally exempt from taxation.
Consequently, the salutory effect of the partial dividend exemption is
more than offset by the total cxemption on interest f{ncome. 1In addition
to the obvious stimulus for lepgitimate saving via hanks and other
savings fInstitutfons, which by ftycelf should encourage the use of debt
relative to equity firance, this exemption opens the door to magsive tax
avofdance via tax arbitrape. An  entrfepreneur, who might otherwise
tonsider using his owa capltal to finance his investment, can reduce his
tax liability by depositing funds in a bank account, using the account
as collateral, _.nd borrowing from the bank.

The lack of & capltal gains tax is commonly seen as a problem, primarily
in the taxation of {ndividuals. In fact, 1t also has important
ramificat{ons in the area of company taxation and {ts relation to the
taxat{on of {ndividuals.

The analysis will also examine the present system of partial dividend
relief, In comparlson with 1) a classical eystem, {1) complete relief
from double taxation of dividends, and 111) complete Integration, An
Integration of company and individual taxes, while attractive in many
respects, could not be proposed lightly, Thus, one aspect of the
research must  be 4 thorough f{nvestigation of the administrative
simplification it would allow, the reduction in ecconomic distortions {t
would entail, and the difference in tax burden {t would bring about, A
particularly fmportant questfon is whether the administrative advantages
could be realfzed without sacrifice of a gradrited rate structure. Any
such analysis would, of course, need to coasider carefully the
fmplications of the large role played by multinational firms oand firms
subject to tax holidays,

Output 2: Taxatfon and Investment Incentives

Background
—

Public policy In Jamaica 1s used deliberately in a myriad of ways to

fnfluence  private {avestment decisions. In additton to providing
incentives to influence the level of Investment, Jamaican policy
addresses  the kinds of  economic activity undertaken, the cholce of
locations, and the markets for which production Is undortaken,

Taxation 1s a major clement of the policy set dirceted to these
chofoes, Tax dincentlves are provided through fncome tax holidavs ,
special {avegtront allowances, preferontial deprectation rules, customs
exenptiaons,  and  ecxemptions of certaln dividends pafd by qualifyinp
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-comparies. In addition to tax incentives, selected domestic economic
activities are shielded from foreign competition by quantitative
restrictions and customs duties on imports of rival goods., Finally,
some activities, particularly non-traditional exports, benefit from
exemptions from certaln administrative regulations governing access to
foreign exchange and import permits.

The examples of investment {incentives set Fforth above represent
deliberate efforts by the Government of Jamaica to influence the level
of {investment. Other elements of public policy, directed toward other
objectives, appear to have cffects that weaken the influence of the
incentives. Foreign exchange market disequilibrium, for example,
constitutes a disincentive to investment In economically viable {mport
substitution, as do price controls on goods row primarily or largely
imported. Moreover, policies that exempt capital goods from customs
duties may encourage selection of relatively capital {ntensive
production techrologies and, therefore, cost the economy some additional
employment generation.

In general, a tax 1incentive should satisfy the following economic and
administrative criteria:

1. Tt should induce increases 1in production and employment in the
intended directions;

2. TIts principal findirect effects, such as effects on the method
of production, as well as on the level, should be understood
and evaluated;

3, It should be administratively simple and ecaslly monitored, to
minimize the chances of incentives being passed through from
eligible to ineligible activities; and

4, Tt should be sufficiently modest so that it does not permit
survival of activities that cannot become economically viable

in the absence of subsidies.

Many of the incentives available in Jamafca fall to satisfy one or more
of the foregoing criteria. 7This project will assess existing incentives
against these criterla,

Plan of Study

Studles will be conducted  to  determine the effectivencss  and
adminlstrat{ve manapeability of the system of Incentives now In place.
In additlon, the fapliciitons of polfctes not direct Iy targoted on the
preferred activities wtll bhe cvaluated In order to determine the overall
fneentive or disincenative effects of nublle policy. In particular, a

coriprehensive review of the foreipn trade and payments regime will he
undertaken,
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With respect to a general sales tax, a question that requires particular
examination is the possible broadening of the base to include services.
It is not clear, for example, that service taxes of the sort discussed
in some of the existing reports on this matter can be easily tied into a
manufacturer's level tax. The administrative aspects of malntaining
separate excise and customs systems togcther with a general sales tax,
the differing kinds of skills required to administer these types of
taxes, and the possibility of administvat{ive Improvement over the next
few years are all matters that will have to be considered very closely
in designing an appropriate indirect tax structure for a country such as

Jamaica.

In addition to these general reports, there will be particular studies
of:

T~ taxes on automoblles and petroleum products;

~= taxes on the traditional sumptuary excise on alcoholic
beverages and tobacco;

== the coordination between excise taxes and more general sales
taxes;

== the resource allocation effects on the foreign trade and
Indirect tax systems as a whole, both as they now exist and
with respect to the various alternatives that might be
considered; and

-— the administrative aspects of all existing caxes ard possible
tax changes, both bec use o ' difference between c¢xctse and
sales tax administration mer . oned avove, and because of the
extent to which administrative possibilities will limit what
can be done, particularly in the general sales tax area.

Output 4: Wealth Taxes, Housine Taxation and Related Problems

The principal forms of wealth taxation in Jamalca are property taxes,
property transfer taxes, and motor vehlcle taxes, There {s no fncome

tax on capital palns.

a. The Property Tax

Backeround
LT . LR,

Property tax, {in principle, should be one of the ma jor sources of
revenue In Jamafca, However, this tax has never been an fmportant
source of revenue=-either carlier, when [t was levied on capital value,
or slince 1t has been levied oa anlwproved land value. A major reason
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for the poor revenue response of property tax lies in the constancy of
the assessed values since 1974, With assessments unchanged and nominal
Tates constant, the tax has remalned unproductive for government and
become a continually smaller burden for taxpayers. Property tax
receipts fell from a modest S percent of total tax revenue to an
Insignificant 2.5 percent over the ten year period between 1974 and 1983.

A new valuation exerclse fIs underway and scheduled for completion in
1983. Tt will be adopted for property tax bills due April 1984, Ten
years between valuations Is too long. The departures botween market and
assessed values that develop over time lead to strony, Inequiti{es among
taxpayers, and destroy the credib{lity of the tax. With the new
valuation, these disparities will have been resolved. The property tax
could become a more powerful revenue source. This fs a very approprilate
time, therefore, to reconsider its role fin the revenue structure.

Plan of Study

A major argument for converting the property tax from capital value (the
value of land and the Improvements therecon) to unfmproved land value was
that the latter would force i{dle lands into productive use. Additional
grounds for favoring a tax on unimproved 1land 1lie 1in 1its relative
simplicity and lower costs of administration. The Commissioner of
Valuation has estimated, very roughly, that {t requires at least three
times the resources he presentlv has (with an even higher multiple
applied to such skilled and scarce categoriv~ of personnel as
Professionally qualifled property valuers) to undertake a valuztion on
the capital value base of Jamaica's 540,000 parcels., This 1is an
Important consideration, but it {s not definitive. 1f there would be
substant{al beneffts In other respects from switching to the capital
value base, the addittonal cost of Joing so could be a good I[nvestment,

There 1s concern, however, that a tax on unmimproved value may result in
a pattern of burden distr{bution that does not appropriately reflect
"ablility to pay”. Among the most important issues to be studied here is
how the two bases would affect the burden distribution. We intend to
treat this question through empirical analvsis, 1{.e., by drawing a
sample of parcels,

A number of other {ssues will be consldered: the possibililty of a
classified property tax, the Impact of alternatives to the flat rate
structure, the wisdom of allowing supplementary Parish rates, and
property tax exemption policy.

Whatever base Is chosen, and whatever rate schedule ls dectded on, the
property  tax will remaln A  meagre revenue source  unless ma jor
administrative difficulties are remedied, These difficulties lie in the
areas of up=to-date assessments, collectlon of arrcars, and valuation of
spectal types of property, such as housing under rontal restriction
Taws, Associated with this study will he a careful analysis of  the
transfer tax and how those taxes {nteract with the housing scctor.
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This research 1is expected to generate the information, administrative
procedures, and technical competence that will enable the GOJ to get
more revenue from the property tax, design property and transfer taxes
more suitable for meeting its economic and social objectives, and keep
these taxes on a more current basis., Thisg will make them more reliable,
as well as productive revenue measures, without causing distorting
effects on the pattern of housing investment.

b. Transfer Tax

All reul and personal property tax transfers are subject Lo taxation,
although many are not effectively taxed. The transfer tax, to some
degree, seems to substitute for a capital gains tax. It {s S percent of
the gross amount of the transfer, but not to exceed the capltal gaing op
the transferral property. We propose to study the operation of the
present transfer tax, Ilts economic potential, and alternative "models"
for vaxing wealth. While Jamalca 1g not unique in falling to tax this
base, there 1s no reason 1in principle why more revenue should not come
from wealth. This is particularly the case for Jamaica, since a tax on
wealth or wealth transfers could catch those who avoid income tax.

c. Taxes and Housing

This aspect of the study will explore the numerous ways in which the
Jamaican tax system interfaces with the housing sector, The three
Premler examples of this interface are the housing finance trust, the
fringe benefit provision of the income tax that allows exclusion of
employer provided housing from taxable income, and the property transfer
tax. In addition to these, there are other housing related issues that
will be explored. For example, how should rent-controlled properties be
valued for purposes of the new rent control law?

The study will address two questions. Flrst, how much tax revenue is
lost becausce of these various subsidies to the housing sector? Second,
what are the effects of the subisidies on the houslng sector? For
example, one might explore whether the various subsidies result 1in
Jamaicans consuming higher quantities of housing than houscholds 1in
developing countries of similar Incomes, Additionally, one might
examine the distributfon of the subsidy to see 1f all income classes
benefit equrlly, or whether one class {s benefitting more than another.

The output of the study will be at least two documents, The first would
be an examinatfon of the current tax system. Each major {nterface of
the tax system would bhe fdentiffed, described and analyzed to determine
the revenue loss and the effect on the housing scctor. The second
output would be a scet of recommendat fong  as to how the tax might be
chanpoed Lo better meet the poaly of the vovermment.
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Qutput 5: Taxation of Bauxite and Alumina

Background

The bauxite—alumina industry in Jamalca 1s subject to two different tax
regimes: the produrtion 1levy and the company {income tax. The
Production levy {s an ad valorem tax on the mining of bauxite. Since
all bauxite {s transterred between affillated firms, no markeet prices
are established. The valuation of output {s, therefore, based on a
reference price for aluminum metal,

The primary objective of tax policy in mining, especially in developing
countries acting as hosts to forelgn-based multi-nationals, is generally
taken to be the extraction of a sizeable fraction of economic rents
(that part of profit that exceeds profits attainable on alternative
investments). 1f taxes do not strike only rents, they will adversely
affect production and may adversely affect the cholce of mining
techniquesy.

It does not appear that the production levy was carefully designed to
capture economic rents, rather than impinging on output. It makes no
allowance for costs, and its rate falls as the reference price =- and,

presumably, rents -- rises,

Plan of Study

The primary purpose of the study will be to determine how Jamaica should
tax the bauxite-alumina industry, considering a) the uneed for revenue,
b) thte desire to avoild discuuaraging local production, and c¢) prospects
for the {industry, {including the continued development of alternative
supplies of bauxite and moveanents In energy prices.

Output 6: Special Studies

A number of special Issues aridse which are essential to the formulation

of a comprehensive reform, but do not neatly fall {into the categories
above. These Include tax Incldence, the elasticity of the tax system,

and the socfal {mpacts of the tax system,

The Incidence of Jamaican Taxes

Who pavs Jamaican taxes and will pay them under a reformed tax system?

This question  lles at  the center of cevaluating alternative tax
propusals.  The objective of thls analysis s c¢leart to establish the
distribution of Lurdens across Income classes under the present system,
and  to  siaulate  the  change In  progressivity/reprossivity  under
alternative  chanpges  In structure and/or  adminlstration, At the

sugsestlion of the Board of Revenue, we wlll also attempt to make

(78]
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estimates of the distribution of expenditure benefits., Comparing these
with the distribution of tax burdens will produce an idea of the income
redistribution which occurs through the tax/expenditure process,

Elasticitv Analysis

Both the World Bank and the International Monetary Fund have called for
reforms to improve buoyancy of the Jamaican tax system. While it is not
clear that an increase in the effective rate of taxation is in the best
interest of the country, it 1s clear that some estimates need to be made
of the change 1in tax buoyancy resulting from alternative tax structure
reforms,

We propose to estimate the income clasticity of Jamalcan taxes, on a tax
by tax basls, using standard methods of analysis. The partitioning
approach will be taken, 1i.e., rate and base elasticities will be
separately estimated and used in developing a forecasting model, At the
heart of this work will be estimation of the extent to which
administrative Improvements, broadening the tax base, changing the rate
Structure, etc., can work to make the tax system more or less responsive
to real and nominal Income growth. In addition to the policy plannlng
value of this exercise, the results may also assist the government In
improving {ts own forccasting exerciges.

Impacts on Low=—Income Families

Central government tax policies can have Important effects on low incume
taxpayers. These effects, however, are often hidden because the burdens
are borne in the form of employment reductions in the informal sector,
or in the price of consumer necessities. Currently, we know little
about how far "down"” the socloeconomic scale the effects of central
government tax policles are felt. This research will provide
information on that important topic.

The purpose of this research is to ldentify the effects of alternative
tax reforms on low-income taxpayers, The research requires estimation
of the current tax burden on these payers and projections of how they
would fare under varicus reform prog: v . Yoo i hatie will be
establishing "representative taxpayer families” (rural and urban) and
estimating thelr tax burden on a basls of knowledpge about the sources of
family income and the distribution of the famity budpot,

Althouph estimates of these effects may bhe made from secondary data,
cousumer expenditure  surveys, ecte., these sources will not he as
informative as specific houschold data. Therefore, we propose to carry
out a set of In-depth case studles on one hundred low-income Jamaican
families. The followlng stratitfication might be considered. Of the
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total case-study families, fifty will be urban families (twenty five
will have unemployed households heads, and twenty five will have
household hecads employed In low-wage labor) and fifty will be rural
families (twenty five will have household heads engaged 1in agricultural
labor and twenty five will have houschold heads engaged in  petty
trade). The urban familfes will be selected from an area fin Kingston;
the rural parish {s still under considoration,

The research will have clear practical value in terms of development
planning. It will show the kinds of Impacts tax polfcy changes have on
poor famtlies. Findings in this regard will have relevance to questions
concerning the effects of development on women, since poor houscholds
are preponderantly headed by women,  Changes which general development
theory might predict {n times of cconemlc scarcity, such as {increased
fertility and decreased family {nvestment in childcare, will also be
11lumfnated,

Output 7: Comprehensive Tax Reform Proposals

This output s the synthesis of the analyses and recommendations of the
Individual studies conducted to produce Outputs 1 through 6, In
Partfcular, this product s wspecifically designed to integrate the
proposed changes in cach tax Instrument so that the comprehensive tax
Structure {s internally consistent and supportive of development policy.

The output will be wused to develep a2 mite Paper issued by the
government and describing the full reform of the tax structure. The
output will fnclude a compendium of analyses to support the White Paper,
the packare of draft legislation neecded to codify the reform, and the
organfzational structure, procedures and schedule for implementation of
the reform,

To assure preparatfon of an Integrated proposal to the government, we
have taken a number of steps, Flrst, the team leaders, Professors Bahl,
Bird, Holland, McLure and Oldwman, will meet on periodic  hasls
throughout the 1ife of the Pro ject. Second, a mect!ng of the senfor
staff in January of 1984 will have as {ts purpose the Integration of the
1983 work, plannlng  the 1984 work program, and preparation  of
substantive proposals for submission to the 60J, The proposals will
form an agenda from which the GOJ will draw fn preparing the major
fncome tax reforns {t fs committed to prescent to Parliament (n April of
1984, Most fmportant, however, will be twn meetings held toward the end
of the project.  The first, in January 1935, will be desipgned to prepare
an integrated set of recommendations o serve asg fnput to the White
Paper.  The second, in late 1985 will be to begin preparation of the
Finial Report of the Project,
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Qutputs 8 and 9: Reorganization of the Structure and Procedures of
Tax Administration and Training

The effectiveness of any tax system in achieving its purposes depends
upon the effectiveness with which it 1s administered. Administrative
effeciiveness, in turn, is dependent upon the design. Tax policy, which
supplies the design, and tox administration are, therefore, inextricably
interdependent ou oue level. Nevertheless, there are certaln principles
of effective tax administration that are common to tax systems In
general. All tax systems, for example, require that taxpayers be
enrolled, that taxpayer llability be established, and that taxes be
collected.

The tax administration and training outputs of this project have two
parts, one of which can be embarked upon simultaneously with the policy
studies, and one that must await eelection by the government of the
revigsed structure it wishes to 1implement. The first component 1s
heavily weighted toward middle management executive training and initial
training for revenue agents. The objective of this first component (g
to improve the capability of the Board of Revenue to enroll taxpayers,
establish 1liability, collect taxes due, and prepare a long term
implementation plan for aduwinistering the newly selected tax structure.

Areas of administrative improvements :hat are required, regardless of
the tax system that evolves, abound. Tax account ng, for example, 1s a
highly specialized area of accounting, and there is a serious shortage
of personnel with the appropriate training. Such expertise 1s essential
to establishing liability under any form of income, consumption, or
expenditure tax, and will be provided under the Project.

Another example relates to the effective use of computer equipment to be
acquired by the Board of Revenue through a grant from the European
Economic Community. Jamaica's specific software planning has only
begun., Tt 1is essentfal that a software firm be identi{fied early so that
a consultant can visit Jamalca and determine what will be required to
develop such a package. The planning should be undertaken
simultaneously with the development of a tax structurce. The selection
of an appropriate packace will depend upon how the data processing
function will be organtzod peogitaphienlly, f,e., wlth reglonal centers
or a centraltfzed center., This determlnation {g cssentlally independent
of changes that should or might evolve (n tax policy and structure, The
present project wlll assist (n developing the relationship with a
software firm and providing training for Jamaican counterparts who will
eventually managze the system,

Another needed area of tax administration Improvement Is the desipn and
Implementation of a statistical data base system. At present,
statistical finformatfon collected by the Tncome Tax Department and
published in fts annual report (s of limited value as a management tool,
or for other analyses of tax system performance.
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Another {ssuc to he addressed {s the organization of the various tax
functions. The several revenue collecting functions have recently been
congolidated under the Revenuwe Board. However, the consolidation 1s too
recent to have resolved several l[asues with respect to the organlzation
of functions under the Revenue Board umbrella. One such 1{ssue 1is the
locus of the tax policy analysis office and the economist who will head
it. This will depend on the functions that are determined to fall
within the scope of the office. The appropriate role of this office and
the functions it can perform to best facilitate the continuous
monitoring, rvaluation, and administration of the tax system must be
defined. Once again, this issue Is Independent of the structure of the
system that evolves,

The second component of these outputs 1is the specific organizational,
management and procedural changes which must be undertaken to implement
the reforms successfully, Little specific definition can be given to
the characteristics of this output at this time without prejudging the
analyses of the present structure. However, the achievement of this
component can be verified in the evaluation of the project, 4as seen
through the long term implementation plan which will be a project output,

E, Inputs

1. Technical Assistance

The Project requires three kinds of expertise. First, the formulation
of a comprchensive tax reform package requires experts in tax policy
with a long Hhistory of work on such problems in less developed
countries. The senlor gtaff proposed for this proiect fit those
requirements admirably. Moreover, all have had experience with public
finance analysts in Jamafca: Bahl with the World Bank, Bird with the
IMF, Holland with USAID, and McLure with the Ministry of Finance of the
GOJ. Finally, they represent an appropriate mivtare of expertise on
Income, Indirect, forefgn trade and wealth taxes.

The second type of expertise {s In the area of legal services; final
fmplementation of any tax  reform package wlll require drafting of
legislation, codes and procedures, Professor Oldman wil!' lead this
team, His experfence In this area, and In LDCs, makes him highly
qual{fied for this task.

The third type of expertence necessary for flnal lomplementation is an
expertise 1o tax aduialstratlion, For this nproject, three types of
experfence  and knowledwe are necessary, First, there needs to bhe a
Resident Tax Pollcy Advisor who has a gpeneral o pprectation of which
lmprovements in administratton are necessary to fit any lepal adjustment
Im the tax structure.  While all of the senfor stalf on this project
have extensive  ecxperfence  Io this  arca, and  In Implementing  tax
admintstratfon reform, a full time restdent advisor must be in place to
assist In managing and coordinatfiap the changes in each area. Second,
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because of the {importance of the company and individual 1income tax,
there is speclific nced for a resident Income tax advisor who is skilled
in procedures for improving {ncome tax asseasment and the application of
automatic data processing ckills in that area. Further, he must be
capable of training GOJ officers in these areas. The project intends to
seek such assistance from IRS, or elsewhere. Appropriate personnel have
been identifled. Third, there 1is need for a resident customs advisor
who has experience 1In day-to-day procedures ane can adaministratively
advise the Jamalcan goveroment on improving customs assessment and
collection. The customs advisor should have experience fin training and
be capable of carrying out on-the-job and a more organized In-service
training program in the customs and exclse department. Steps have been
taken to identify such an advisor, through the U.S. Customs Service and
the British Customs Service. In this connection, we have undertaken a
preliminary study of cu-toms and excise administration needs and have
fdentified the specific expertise required.

The skills and level of effort of the technical assistance is as follows:

Level of Effort

Position (Person Months) Skills and Other Remarks

Project 18 PM Senior Public Finance Economist

Coordinator with extensive experience 1n
analysis of LDC tax systems.
Also, solid experlence in

project management, including
recruiting and directiug other
senior advisors, assistant
researchers and staff. In
addition to overall management
of the technical assistance,
the Project Coordinator will
carry out specific elements of
the analysis and integrate the
component studies to obtain the

comprchensive tax reform
package. The Project
Coordinator will reside in

Syracuse, but make at least
quarterly vislts to Jamaica,
The level of ceffort represents
half time for 36 months,
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Level of Effort

Posit{ion (Persoa Months)

Skills and Other Remarks

Senior Policy 8 PM
Analyst (Income
Tax)

Senior Policy 6 PM
Analyst (Wealth
Tax)

Senior Policy 7 PM
Analyst (Indirect
Tax)

Legal and Tax 5 PM
Administration

Senior Public Finance Economist,
with specific expertise in
income tax policy and
adminlstrat{ion and their effect
on {ndlvidual and  corporate
resource allocation decisions.
The principal responsibllity of
this analyst will be to lead
the analysis and preparation of
Output 1, The entire income
tax analysis team (5 persons)
will devote 18 PN to the
project. The analyst will
provide 8 PM of effort.

Senior Public Finance Economist,
with partlcular expertise in
property taxes, Inheritance tax
and other wealth taxes,
Principally responsible for the
analysis and preparation of
Output 4, The senior analyst
will provide 8 PM of effort and
other analysts on  this .team
will provide “uU PM,

Senior Public Finance Economist,
with particular expertise ‘n

the policy and administration
of sales and consumption
taxes. Analyst will have
principal respons{hil{ity to
provide Output 3, He will
provide 7 PM of effort and will
lead a team of 4 avalysts who
will provide an additional 12.5
PM,

Senlor Legal and Tax Adminis-

tration Advisar, with
experience in drafting
leglislation and necessary
regulations, This  team  will
assist the GOJ In drafting new

leglislation a8 mipht he
requived by tax reform,
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Level of Effort

Position (Person Months) Skills and Other Remarks

Project Manager -- 16 PM Senlor Tax Administration

Resident Advisor Expert, with broad experience
in tax policy and
adminigtration, Advisor will
represent the technical
assistance in Jamaica and
provide day-to-day assistance
to the GoJ on the

reorganiz-tion of the reformed
tax system,

Resident Income 36 PM Income Tax Administration

Tax Advisor Expert. Advisor will have

(Examinations) special expertise 1{n area of
examinations. He will he

involved 1in training and 1in
advising In organization and
administrative control,

Resident Customs 24 PM Senior Customs Administration

Advisor Expert, with specific
experience in commodity
valuation manifest control,

port audit, and collection
procedures, and training.

2, Training

An essential {ngredient {n realizing the objective of the project is the
training of Jamaican personnel In the policles, administration, and
day-to-day operation of the reformed tax structure. To help f{nsure
administrative feasibility, a special effort has been made to integrate
the analysis of the tax structure and the formulation of the reform
package with tax administratfon. In each rcase, the senlor policy
analysts have been selected partly on the hasls of thelr experience with
tax administration In LDCs,

A reform which requlires sophisticated and detaliled administrative
procedures would require extensive training of Jamalcan personnel hefore
{ts benefits could be realized. While this approach could conceivably
have long-run benefits, {t would certainly delay the benefits of tax
reform and could scerfously hamper the overall development cffort of the

GOJ. Conscequently, the pollcy reform packape will concentrate on
{mproved tax Instrumeats which can be effectively mananed hy existing
staff skills supplemented, primarily, by f{n-countrv training -- both

on-the=-job and more foralized In-service courses conducted by the
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resident advisors and core trained staff from the GOJ, with support from
the senior policy analysts. 1In this way, implementation of the reform
can proceed without delays endemic {n extended absenteeism of personnel
sent for long-term training. However, despite the effort to balance the
reform with administration, there will be a need to provide some
participant training to the varfous levels of personnel who will manage
and operate the system, Repa.lless of which reform package s announced
by the GOJ, there will be a requirement to improve the capacity of the
tax administratlon staff, A portlon of this training can start at the
outset of thils proicct.

On-the-job trailning and the organization of in-service training will be
carried out by the two resident advisors, who will allocate
approximately 50 percent of their time to this task, including informal
training through counterpart participation in work tasks, They will be
assisted, particularly in {in-service training, by the senlor policy
analysts, who w*ll conduct workshops and seminars at various times
during the life of the project.

The resfdent advisors will assist the Board of Revenue strengthen its
training divlsion so that repular 1in-service classes are held for
management, administration, and operations personnel of the departments
which are responsible for the various taxes.

While the final curriculum will be developed during the initial stages
of the project, training will most likely include the following areas:

a. Participant Training

An IRS team visfted Jamaica in 1982 in conjunciion with preparation of
the PID for this project. The structure of the project has been amended
since that time. Nevertheless, the participant training program
developed by the IRS team remains relevant in scope, although {ts
magnitude has been reduced. This program is as follows.

Persons Tralning Cost
3 Senfor Executive Traintng $ 4,500
3 Diviston Manager's Intax Tralninog 10,500
5 Spectalized Management Tratninp 9,000
l Harvard Internattonal Tax Program 18,000
1 Two months In Clty Assessor's Office
{n U.S, City 3,600
1 Two months Iin Rural Assessor's Office
in U.S. City 3,600

TOTAL $49,200
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b. In-Service Training

In-service courses will be offered to staff on a recurrent basis, be
presented as short topical cessions (10 to 20 hours), and be scheduled
to coincide with the introduction of a reform, new procedure or new
form. Initially, the resident advisors would be heavily involved 1in
conducting these {in-service courses. However, during the 1life of the
project instructional responsibility will shift to Jamalcan personnel of
the Board of Revenue,

c. Goyvernment Staff Training Institute

Training needs in accounting and auditing, which require louger courses,
will be carrifed out by the two government staff training {institutes
which now provide these courses. The resident advisors will review the
relevant course content and recommend modifications appropriate to the
tax reform program.

3. Commodities

The project will procure a micro computer system so that data and
reports can be entered in Jamaica and processed and edited both in
Jamaica and Syracuse. This will permit floppy disks to be exchanged
using the similar facilities located at both places. In addition, g4
third micro computer unit will be lodged with the USAID/J Economic
Officer, who will be providing technical backstopping for the project.
While the immediate use of this system will be to carry out the analysis
related to outputs 1 through 7, the equipment will br used subsequently
by the Board of Revenue In 1{its continuing research and analysis
activities,

The project will also procure one sedan and one station wagon to provide
logistics support for the project.

4, Cost of Inmputs

The overall cost of the project 1s US$5,011,560, financed by a
$3,553,564 U,S. 1loan contribut{on and the local currency cqulvalent of
US$1,457,996 provided by the GO0J. The U.S. contribution will be used
primarily for costs which cannot be financed by local currency. The
Jamaican contributfion will cover local costs, such as housing and per
diem for all expatrlate project staff while In Jamaleca, salaries and
other costs of all locally hired Jamalcan staff, In-country logistics
costs, and Internotional travel ou Alr Jamaica.

Detafled budget cestimates are provided {n Part III D of this project
paper. A summary of costs by object clasy s provided on the following
pastes A summary budvet by activity [s contained {n Part 1.C, pave 4,
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Summary Budget by Object

(in U.S, §)

Item U.S. GOJ Total
Personnel $1,576,811 284,831 1,861,642
Travel/Conferences 134,936 204,846 339,782
Equipment 42,600 79,831 122,431
Allowances* 419,664 196,732 615,396
Supplies 64,974 10,112 75,086
Training 50,000 300,000 350,000
Office Costs 3,320 221,629 224,949
Publlcations 29,024 - 20,024
Indirect Costs 986,897 - 986,897
Contingency 245,338 160,015 405,353
Total $3,553, 564 $1,457,996 $5,011, 560
* Includes allowances for furniture, appliances, etc., for

resident personnel support,
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Therefore, the only remaining issue 1s whether this technical assistance
s obtained at least cost. In this regard, the technical assistance
team has been carefully selacted on the btasis of unique skills, which
could not be obtalned through normal competitive procurement.
Consequently the costs of the project reflect the choice of contracting
for this team through Syracuse University, or obtaining their services
through another corporate or institutional mecans. Given the established
relationships between these indlividuals and Syracuse Unlversity under
the Local Revenue Administration Project, and the relatively lower
overhead rate of Syracuse Universi{ty compared to average overheads of
consulting firms, the project as designed is considered the least cost
approach,

Historical Perspective on Sole Source Procurement

In the process of preparing the Project Identification Document, the
USAID Mission In Jamafca and the Revenue Board reached the conclusion
that this project should be both designed and implemented by the most
qualified tax experts available. The problem to be addressed by the
Project was one of ftdentifying flaws in the tax system, designing a set
of changes {1u the system to remedy the flaws, and assisting in the
timely and orderly implementation of the newly designed system. The
project design process  was essentially a process of developing a
Fescarch propram and an implementation plan for all of tliese tasks. Tt
was {mportant, therefore, that the details of the research and
Implementation proposal be prepared by the pcople who were to carry it
out. This {s the standard, accepted approach to a scholarly enterprise
of this sort,

Based odan this conclusion, the Mission believed that the
A.T.D./Wachington collaborative agreement with Syracuse Unlversity (the
Local Revenue Assistance Project) would be an approprlate vehicle
through which to contrart for a single team to design and fnplement the
project, The General Counsel's office ruled, however, that this
agreement could w0t  be used. Therefore, the Mission sought, and
received, a "Sole Source Procurement Watver”, permitting a separate
contract with Syracuse to assemble g unfquely qualifi{od set of cxperts
to assist {n the desirn and lmplementation of the project.,

B, Administrative Feasibil{ty: Organization of the Jamaican
Rovenue Syst T

Since 1981, the revenoe system of Jamatca has been organized under the
overall  supervision of a  Revenue Board. It 1s charged with
soosdirection and control or the three revenue Departments”, The three
referenced Departments are:

1. Collector-General Department
2. Income Tax Department
3o Land Valuation Ortice (ot the Minlstry of Finance),
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These departments are responsible for administration of both the
asgessment and collection functions of the various taxes that, together,
constitute the Jamaican tax system. The taxes administered by each are

as follows:

Collector General Department

Tax Assessment Tax Collection

Customs Dutles Land Taxes

Excise Taxes : Income tax outside of Kingston-
St. Andrew

Consumption Taxes
Retail Sales Tax
Motor Vehicle Licenses

Income Tax Department

Personal Income Tax Pergsonal and Companies

Companies' Profit Tax Income Tax inside Kingston—
St. Andrew

Stamp Tax

Tiand Valuation Office, Ministry of Finance

Land and Property Tax None

There has been discussion of establishing separate departments for
customs and for stamp taxes. These changes are expected to occur in the
near future, so that the number of independent departments under the
Revenue Board umbrella will be five, rather than three as at present.

The reorganization that placed overall responsibility for revenue In the
Board of Revenue was an Important step. It identified a sinple agency
as the kev source of staff Input into the development and framing of tax
policy. ‘'/hile tax policy formulation rests ultimately with the Minister
of Finance and Planning (a portfolio uow held by Prime Minister Seaga),
the reorpantzation Is compatible with the conception of taxatlon as an

{ntegrated system that requires centralirzred guldance and  control.
Aprropriately, the Revenue Board fs a high leve! body that rececives Its
guldance from a three man Policy Committee made up ol the Minister of

State for Finance, the Fiaanclal Secretary, and the Director of Revenue
Services.,









38

C. Social Soundness Analysis

1, Socio-Cultural Feasibility

One of the principal components of this Project is a major study of the
system of taxation in Jamaica to improve tax administration, expand the
fevenue base and remove disincentives to production. There are no
inherent socio-cultural coanstraints to *his component of the Project.
While there exist certain obstacles to implementation of major changes
in tax structure, the Project design has incorporated components to
address these.

The signilicant socio-cultural features which were considered in the
Project design are 1income distribution patterns, the extent of
self-employment, household expenditure patterns and attitudes to
taxation.

Income Distribution

Income Distribution data suggest that the median income for 1981 was in
the range of $50 per week. Given that the mean income 1s less than $30
per week, this would suggest that the income distribution in Jamalca is
highly dispersed.

Self-Enployment

417 of the employed labor force is self-employed and is therefore liable
to tax based on self-assessment. Considerable evasion of taxes occurs
in this group, which leaves the PAYE tax payers (wage and salary
earners) bearing the brunt of income tax burdeus.

Household Expenditure

No housechold expenditure survey has been conducted since 1972;
consequently, the data basc for assessing the impact of tax reforms on
varfous proups is not available,

2. Mult iple Occupations

Micro level studies of sclected communities indicate that low income
familics utilivze a numbor of strategles for survival, Although 1low
fncome  ecarners mavy not be formally employed, they have aceess to
carnings which are not nnw liable for tax.

In recounttion of these sociological patterns, the Project 1includes a
component  to  study {ncome  and  expenditure patterns of a sample of
households from various lower income groups. The sample will be evenly
Afvided amony urban and rural honseholds, and between households headed
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by low-income wage workers and by "unemployed” individuals. Thus, the
findings of this study will provide information on which to predict the
impact of possible tax reforms on low 1income groups. It will also
provide new data on the econonic conditions of women, as a large
proportion of “unemployed” household heads are women.

3, Attitudes of Taxatlon

Pressur. Groups

Resistance to taxation is expected in any soclety., In Jamaica, a nuuber
of pressure groups are organized to lobby for changes 1in the taXx
system. These groups include the Private Sector Organization of
Jamaica, which represents companies and large employers of labor, the
Small Business Association, the National Development Foundation, tiie
Trade Unions and more recently, Life Insurance Companies. These
interest groups have submitted various proposals to the government which
can be reviewed during the coursc ~f the proposed study. Since the
views of these groups represent .he majority of persons currently
affected by tax policy, their involvement in the Project will prove
useful. Furthermore, these groups a‘e effective in moulding opinions
and encouraging compliance; and, as such, can be effectively
incorporated in tax policy planning. .

4, PAYE Taxpayers

Fifty PAYE taxpayers from 10 large companies representing financial,
manufacturing, and public sector organizations were interviewed to
establish the extent to which taxpayers would support or resist
reforms. The findings from these 1interviews have been sumnarized and
presented to support our conclusions that changes {n the tax structure
and improvements in tax administration are desirable at this time.

5, Perception Of The Level Of raxation

Sixty percent of those Interviewed {ndicated that they perceived that
the level of taxation In Jamalca was high by comparison to other
developing countries. The remaining 407 did not have enough information
to make a comparison. Of this group of 50 PAYE tax payers, 107 felt
that the proportion ot income going to taxes was reasonable, while 90%
felt that income which poes to meet tax liabilitics was too high.

Support for reduction In tax rates was high (907), even I!f it meant
reduction in publlc expenditure.

Sim{larly, 90% of respondents felt that the qualfty of public services
{n relation to taxes was poor; only 207 reported willingness to pay more
taves in order to Improve the quality of public services.
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Over half of those interviewed recommended drastic charges 1in the tax
structure. The changes recommended included:

- lower rates on overtime pay

- institution of an education tax

- reduction of duty on motor vehicles

- reduction of taxes on investment income.

6. Equity

The majority of respondents "viewed the present tax structure as
inequitable. While there s variability in views regarding the
distribution of the burdens, re.spondents feel that PAYE employees bear
the hardest burden.

- 407 cited the working class as hardest hit.
- 40% cited the middle income salaried employees as hardest hit

- 60% viewed executives and big businessmen as
bearing the lowest tax burden.

Although all respondents felt that urban incomes were most adversely
affected by tax policies, only 40% recommended high tax for rural
dwellers. Despite the pevception that high 1income earners were
benefitting more from the present tax policy, only 30% of respondents
supported expenditure taxes on luxury ltems,

7. Tax Administration

Eighty percent of the respondents viewed the administrative system as
poor. Complaints against the system ranged from excessive documentation
requirements, and long delavs in processing to perceived corruption. Of
those Interviewrd, 707 viewed the process of filing as complicated.
Only 107 were unaware of tax credits avatlable to them; however, as many
as 407 reported that they did not make use of all the credits. Twenty
percent of the respondents felt that the tax system was adequately
equipped to deal with cvasfon, while 707 sce the system as not at all
well cquipped for dealing with evasion., The majority of the respondents
felt that over 50Y of the tax liabil{ty Is subject to cvasion.

Our general conclusions are that among PAYE taxpavers:

(a) there {s a perception that the tax structure
exhibits Inequities amony {ncome groups;

(h) there {s support for reforms;



41

(¢) there is a perception that tax evasion is
extensive; and

(d) there is a lack c¢f creditability in the tax
administration system.

Tax evasion has become Institutionalized, primarily in response to high
tax rates. Compensation practices tend to emphasize the payment of
emoluments as allowances in order to be competitive iIn securing scarce
skills. For example, it 1s customary to give increases as allowances,
rather than to increase basic pay. Overtime work is given on a contract
basis, so as to eliminate tax llability. A review of management level
salaries indicates that allowances exceed basic salary as a percentage
ol total compensation.

Tax avoidance by self-employed persons 1is well documented by the
authorities. Several mechanisms have been identified for evaluation,
for example the use of shelter companies by salesmen, understatement of
income by professional practice cwners, etc. Tax authorities recognize
that a large number of unregistered companies exist in the services
sector, which do not fall into the tax system. This project will
examine the self-employed group 1in order to determine the extent to
which it 1is feasible to levy taxes and attempt to collect from
self-employed persons.

A review of the increased revenues generated from the recent 'Back Tax
Axe' campaign -- a public education campaign directed at self-employed
persons, indicates that where information is clearly disseminated and
enforcement exists, compliance increases. We recommend that any program
of tax reforms be accompanied by public education and activities which
highlight the capability of the tax authoritices to enforce the law.

8. Government Commitment

The restructuring of the tax agencles {s seen by the Government of
Jamaica as a pre-requisite for tax reform, and this s in progress
(Ministry Paper/4). The purpose of restructuring is to rationalize the
agencies, and increase efficiency and speclaltzation, The establishmont
of the Revenue Board {a 1981 demonstrates the commitment of the
government to {mprove its tax administration capabflity.

D. Filnancfal Analvsis

The total financtal {nvestment in  this project will amount to
$5,011,9560, 0Of this total, AJT.D will fund $4,553,564, or approximately
717, while the Government ot Jamatea w11 contribute £1,457,995, or
approximately 29%, Tt has been determined that AJT.D. will supply 1007
of the project's forefen exchanae requirements, and that the G0J will
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supply all the local currency costs. The total A.I1.D., contribution will
consist of loan financing. A.I.D.'s funds will be useu, primarily, to
Pay for the cost of technical consultants, This component accounts for
84% of A.L.D.'s contribution. The GOJ will assume the local support
Costs, i.e. personnel, locally procured commodities, in~country
training, etc.

The following is a brief explanation of the A.I.D. funded components,

1. Technical Assistance $2,966,000
2, Training 350,000
3. Equipment 90,000
4,  Contingency 148,000

Standard A.I.D. disbursement procedures will be followed., Payment will
be effected by direct billing to the Co.-roller's Office USAID/Jamaica.
It 1{s anticipated that recurrent costs will not pose a problem for the
G0J. This project is an {institutional strengthening activity with a
very high technical assistance component, which will end upon the
completion of the project, Secondly, expenditures for new equipment, an
item which woulil generate recurrent maintenance costs, are miniscule.
Expenditures for new equipment 1{s budgeted at $115, 500, This wonld
result In a recurrent maintenance cost of between five and six thousand
dollars per year. Finally, the project will emphasize the training of
existing emplovees, as opposed to the hiring of new ones. Consequently,
When the project ends and the training programs terminate, there will be
no persovunel-related recurrent costs to deal with.

Summary Cost Estimate and Financial Plan
(US$000's)

Yr. 1 Yr., 2 Yr. 3 Total

1. Technical Assistance 1,295 836 835 2,966
2. Commod{ties 90 - - 90
3. Training 50 150 150 350
4, Contingencv(t.a.nnly) 65 42 41 148

TOTAL 1,500 1,028 1,026 3,554
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of scholars who have distinguished themselves, both by their
contributions to their academic disciplines and by their ability to
apply their knowledge and expertise to the resolution of real-world
problems.

The members of the team are:

Project Coordinator and Senior Tax Policy Advisor:

Dr. Roy Bahl, Professor of Economics and Director,
Metropolitan 5Studies Program, Syracuse University.
(Tax Incidence and Burden)

Senior Tax Policy Advisor: Dr. Richard Bird,

Professor of Economics, University of Toronto
(Indirect Taxation)

Senior Tax Policy Advisor: Dr. Sjibren Cnossen,
Professor of Economics, Erasmus University, Rotterdam
(Sales and Excise Taxes and Tax Administration)

Senfor Tax Policy Advisor: Dr. Daniel M. Holland,
Professor of Finance, Sloan School of Management,
Massachusetts Institute of Technology, and Editor,
National Tax Journal (Wealth and Property Taxation,
Tax Administration)

Senior Tax Policy Advisor: Dr. Charles McClure,
The Hoover Institute, Stanford University (Income
Taxes)

Senior Tax Administration Advisor:

Dr. Oliver Oldman, Professor of Law and Director,
International Tax Program, Harvard University (Tax
Administration)

Senior Customs Advisor: Mr, Ken Stacey, Retired
Customs Official, British Customs Service.

Each Senlor Advisor, in his particular area of concentration, will have
primary responsiblility for the design and conduct of studies, the
preparation ot alternative reform proposals, and related [mplementation
plans, {ncludiny recommendations on the type, content and level of
tralniny required by GOJ personnel.

These advisors will make periodlc trips to Jamalca to consult with thetr
Revenue Board Counterparts, to collect data, and to monitor progress in
their respective arcas of responsibility,
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13.

14,
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PROJECT IMPLEMENTATION SCHEDULE

MAJOR ACTICN

Project Authorization signed

PIO/T for proposed contractor sent
to AID/W

Obligation
Conditions Precedent met

Resident Tax Policy, Income Tax and
Customs Advisors arrive

Short-term T.A. arrives

Field Research by T.A, team begins -
= conprehensive training plan completed
by Resident Income Tax Advisor

Participant Training of staff in GOJ
tax departments begins

In-service training of Revenue Board
employees begins

Presentation of a program of income tax

reform sugpestions to the Government of

Jamaica -

= presentation of Income tax reform
propotals to Parliament

Presentation of comprehens{ve tax reform
proposals to the Government of Jamaica,
and providing them with asslstance In
preparing the "White Paper” on taxation

Interim Evaluation of project

The presentation of tax reform proposals
to Parliament

Resfdent Cusitoms Advisor departs

RESPONSIBLE
ORGANIZATION,
MONTH INDIVIDUAL
0 USAID/GOJ
1 USAID/J
1 USAID/J
3 GOJ
1 Contractor
1 Contractor
2 Consultants
4 USAID/J
8 Consultants
8 Consultants/
AID
Consultants/
20 AID
20 USAID/J
22 GOJ
25 Contractor/

AID



15.

16,

17,

18,

51

MAJOR ACTICN

The implementation of specific tax reform
proposals accepted by the GOJ, and Revenue
Board personnel training oriented to those
specific tax reforms

Final evaluation of project
Income tax and Tax Policy Advisors depart

In-service training of Revenue Board
employees ends

RESPONSIBLE
ORGANIZATION/
MONTH  INDIVIDUAL
Consultants/
25 AID
32 USAID/J
37 Contractor/
USAID/J
37
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PROJECT DEVELOPMENT SCHEDULE (1983)

; MAY 1983 |
f
y EC review Mission Loan Agreement Obligation '
t approval (5/11) prepared (5/18) :
1

JUNE ' ocToBER ! JaNuARY
1983 I 1983 T 1984
l

Presentation of
general program
Pf tax reform

Tax policy and
Income tax
Advisors arrive.

[ 1BRD/AID 10an|'
discussions |
in re tax

.

Chart 2

JANUARY
1985

Presentation of
comprchensive
tax reform

_—— e e .}

Field research l policy sugpgestions to suggestions to
; starts. (6/1) 3 b - government . GOJ. Assist
__________ Begin in-service GOJ with
=" training of "White Paper"
Revenue Board preparation.
employees. - ——— — ——
Customs advisor
| arrives
T s R
| 1985 o1 dess . 1986 |
I
: Presentation of ! : Customs advisor| ' Project Implementation and |
| tax reform ! ‘ departs. | | personnel training oriented |
| sugpestions to | -t e to specific tax reforms, |
) l; o e (4

Parliament. initiated.

policy advisors depart.
In-service training of

Revenue Board cuployees
end.

|
Income tax and tax |
!
i



E.

Procurement Plan

Commodity Procurement

A.I.D. financed commodities will be procured in accordance with the
direct contracting procedures and requirements set forth in detall
in Part 7.3 of A.I.D. Handbook 14.%*

The total value of the commodities being purchased under the project
amounts to $90,000 and will be broken down into separate procurement
packages with the result that the landed cost of all equipment and
materials purchased under a single contract will be less thar
$25,000. This sftuation allows the obtaining of the commodities
from the varlous sources without the necessity of soliciting formal
proposals from various flrms.

The Project Officer, 1in accordance with the A,I.D, Procurement
Regulations, will prepare for the review and approval of the
Contract Officer a certification that the procurement meets the
above criteria.

Procurement of Technical Assistance Services

Except for the possibility of a PASA arrangement for technical
assistance for the project, technical assistance personnel will be
procured under an A.I1.D, Direct Contract with Syracuse University,
The preliminavy identification of candidates for certain positions
has been performed by A,I.D., and their job descriptions are
containe! In Annex H, The services to be provided include:

(a) Project Coordinator: 18 person months

(b) Senfor Lepal and Tax Administration Advisor:
5 pereon months

(c) Senlor Policy Advisor (Income Tax): 8 person months
(d) Senior Pollcy Advisor (Indirect Taxes): 6 person months
(e) Senfor Pollcy Advisor (Wealth and Property Taxes):
6 person mont hs
(f) Senior Policv Advivor (Customs): 3 person months
(g) Resident Advisor/Project Manaper: 36 persen months
*For fustiticaticos ot the ase ot AlD direct contracting procedures,

sece Annex C,
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(h) Resident Tax Administration Advisor: 36 person months

(1) Resident Customs Advisor: 24 person months

The technical services of the above individuals to begin on or
about June 1, 1983, will be obtalned by means of an A.I,D, direct

contract with Syracuse University, A walver of competition
permitting the procurement of services solely from this
institution has been approved by the AA/LAC. The Project

Coordinator will be based in Syracus-, Hea ¥York, and will make at
least quarterly visits to Jamalca 1in the performance of his
duties, Each Seanfor Advisor, 1in performing the dutiecs under his
particular area of concentration, will make perlodic trips t©
Jamalca to consult with his/her Revenue Board counterpart(s), to
collect data, and to monitor progress in his/her respective area
of responsibilitv, TIn the case of the Resident Advisors, they
will be based in Jamalca, beginning on or about June 1, 1983, for
the periods of time stated above.

A,I.D., as requlired, will process pavments to cover the costs of
any technical assistance contracts awarded,
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Quarterly progress reports, annual evaluations and audits, financial and
other reports will be required of the Revenue Board. Specific
instructions as to the substance of these reports and
implementation actions will be issued by Implementation Letters.

other



8

VI. CONDITIONS, COVENANTS AND NEGOTIATION STATUS

A, Conditions Precedent

1, Conditions Precedent to Inttfal Disbursement

Initial disbursement will be made following receipt of:

a, Evidence that sentfor tax offictal(s) have been designated by
the Chafrman of the Revenue Board as officlal Project
manager and ofticial counterparts to each person financed by
A.I1.D. to render technical assistance the Revenue Board.

b, A statement of the name of the person who is to act as the
offictal authorized representative of the Borrower in
connectfon with the Project Agreement and of any additional
Tepresentatives, together with a specimen signature of each
person speclfied in such statement.

c. An opinfon of Counsel acceptable to A.I.D. that the Project
Agreement has been duly authorized and/or ratified by, and
executed on behalf of the Borrower, and that it constitutes
a valid and legally binding obligation of the Borrower 1In
accordance with all of {ts terms.

2. Conditions Precedent to Disbursement of Training Funds
a. Funds for training cannot be spent until A.L1.D. approves a

comprehensive training plan and schedule covering the entire
Project activity, for all contemplated personnel training
under the Project,

b. Disbursements for trafning overse.s will not be funded prior
to recefpt of evidence from the Borrower that a system of
bondinsyy, or some other method, {s In effect to ensure that
participant trafnees will return to their posts for a period
of time not less than twice the lenpth of time spent 1n
trafning.

B. Covenants

1. The Borrower shall covenant that, unless otherwise ayreed to {n
writing by A LD, ft will provide adequate budpget allocations for
Project implenentation  fn a  timely  manner  consistent  with  the

Implementation sehedules developed by the Revenne Board.

z, The Borrower <hall covenant that [t will econtinu the mandate to
revalate the taw wvaten viven to the Revenue Board ander the terms of

the Revenue Board Act,




c. Negotiation Status

This project has had substantial 1inputs, in the form of pre~Project
ac;ivities, of training assistance glven to employees of the Rev:nue
Board. There are no serlous constraints to Project Implementation, and
the Chairman of the Revenue Board and the Project Officer ar; in
agreement with regard to the requirements of the conditions precedent
and covenants.






TARLE )

VFFECTIVE AND MARGINAL RATES OF PERSONAL TNCOMF,
TAX AT SELECTED STATUTORY TNCOME LEVELS
IN JAMAICA. 198]

Statutory Income® Effective ¥s1ginal
(dn Jawaica) ___5353___ --_REEE__
6,00¢ 30.0% 30.0%
8,000 33,4 40,0

10,000 33.0 45,0
12,000 35.0 50.0
15,000 38.5 57.5
20,000 43.3 57.5
30,000 48.0 57.5
50,000 51.8 57.5
100,000 54,7 S57.5

aAfter all allowances and exemptions. No account
teken of credits in computing tax liabilities.



TABLl 7

NOMINAL AND REAL TAX RECEIPTS: CGCVERNMENI OF JAMALCA,
F1SCAL YEAR, 1978-82°
(do)lar amounts in millicns)

) Tax Reverue 1978 ‘ 1979 1980 1981 1932
Total (4867.9) (546.2) ~ (4759.7) (397 .3) (460.5)
487.9 737.4 836.) 880.9 1149.¢
Jaxes on Income and (190.7) (195.5) (189.1) (165.9) (210. 1
Profits 190,7 263.9 329.6 412.2 524.7
a. Company ( 64.3) ( 79.6) ( 91.0) ( 89.4) (100.3)
64,3 107.5 158.6 19§,2 250.4
b. Personal (2.26.4) (115.9) ( 98.1) ( 96,5) (109.8)
126.4 156.4 171.0 214.0 274.3
Taxes on Preoduction and (260,2) (293.5) (236.3) (178.9) (200.1)
Consumption 240.,2 -396.2 412.8 396.7 499.6
Taxes on Property ( 24.6) (17.4) ( 13.3) ( 10.5) ( 11.5)
24.6 23.5 23.2 23.3 28.8
Taxes on International ( 32,4) ( 39.9) ( 41.0) ( 22.0) ( 38.8)
Trade and Transactions 22.4 53.9 71.5 48,7 96.8
ADDENDUM 1977 1978 1979 1980 1981
CP1 -~ Jan. 1975-100b 130.1 175.6 226.,7 288.4 324.8

r

Number in parenthesis are in terms of 1977 dollars.

bThe present vear ends on March 31lst. Hence, 1977 is the appropria%c
deflator for fiscal 1978, etc.

SOURCE: IMF, taraica: Recent Economic Developrient, December 13, 1982, Tables
21 and 23,
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11,
12.

13,

14,

15,
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VFRSONAL INCOME TAX CREDITS AS OF ASSESSMENT YEAR 1980

l'ersonal Allotment
Pensioners
Wife

Wife Earned Income

Maintenance and Alimony

Chiid

Child at University
Dependent Relative
Female Relative have

care of widow's or
widower's child

Life Assurance and Capital

Growth Funds linked to
Jife Assurance

Mortgage Tnterest

Medical and Dental Expense

Houschold Helper

Savings in Cooperative
and Building Society

Dounations

o mmas et 0 —

lax Credit

$600
AN
§140

40 percent of earnmed inceme or $220,
whichever is less

40 percent of Alimony or Maintenance or
separation allowance to a maximum of $160.

80
§120
S$40G each with a maximum of $80

S40

60 percent of sums used to purchase
premiums or units to a maximum of $360

’

40 percent of interest paid on $60,
vhichever 1s less

40 percent of expense paid or $40,
vhichever 1is less

S4 per week to a maximum of $208

6V percent of shares subscribed, or $360
whichever 1s lerse

40 percent of donations not excecding
1/20 of statutory fnceme made to approved
institurions



16,

17,

10

Special

Yensioner's Relief

TANLY 3 (CONTL)

Tax CGrodic

$156 in any case where the maier part of
income is emoluments, statutorv income

doer. not exceed 512,000, does not derive

from a business in which tavpaver is
principal owner or partner

$400-~Available to a vensioner at least
(0 years old, participatirg in an
approved statutory pension or super-
annuaticn scheme.

'anks and Other Savings A provision intreduced in 1982, makes
Tnstitutions Interest Bank and other savings institutions

interest earned by individuals exempt
from income tax if left on deposit for
at Jeast one year.

(This recent increase appears to pose real problems in the context
of the combination of personal and companvy tax or fer taxing
personal business incore. Apparently an owner of a business can
deposit, say, 510,000 in the bank, collecting tax-free interest.
With that deposit as security he cculd borrow $10,000 fror the bank
for use in his business. The interest paid tco the bank by the
business would be deductible, the interest received by the
individual would be non-taxable. This would be profitable for the
taxpayer as long as the rate charged to the business on bark loans
exceed the rate earned on bank deposits by '~ .s than the marginal
rate of tax on his company.)
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hut the self-enclosed master 1list is  seriously
deficient. The (ommissicrer of Income Tay estimates
that about 65,000 more names should be oun the 1list,
The {uvceme tax revenue loss {is about $100 to 140
million,

Together the revenue loss, from gclf-emploved
non-filing is S170 nmillion, wnich is over 62 prrcent
of the tax collected from those employees whose ‘rceme
tax 1s withheld under the P.A.Y.E. svstem. «Cipce
some of the self-ermploved who do file under-resort
their Jncome, the self-emploved revenue loss could be
higher, about S200 million.)

Reilecting widespread evasiocn, the schedule of income
tax rates is extremely high and reaches its maxicum at
a rather low income. As Table 1 indicates effective
rates of tax on those who do pevy the tax are very
high. More than one~third of a relativelv rmcdes
statutory income of $12,00C would be taken in income
tax. And the marginal rate at this income level 1is 50
percent, which lends some credence to the claim that
high tar rates are discouraging cvertime work.

Evasion breeds further evasion. Uith rates on tlcse
subject to P.A.Y.E. so high, emplovers increasingly
are carving up the compensation thev pav emplovees
into a smaller and smaller salary component and
expanding a set of emolurents of all kinds. These
latter are legallv includable in taxable income, but
the practice of nc: declaring them is widespread.

The personal income tax rate "schedules have not been
adjusted proportionately to irflatieon in Jamaica,
consequently taxpayers wheoee veal inconre remained the
same have been suhicet to rmuch higher effective rates
jn recent vears corpared with an ecarlier period. A
subnission prepared bty the Joint Taxation Committee
(comprised of lawvers and accountants) for the
Minister of Finance shows the ¢ffective rate of tar en
a Jamaican with $5,000 of statvtory income in 1970 and
the purchasing pewver eaquivaient thereef 1n 1020,
vising f{rem 0 percent te 47 percent. A similar
calculation at the $10,000 rea) incore level, yielded
an cffective rate cf 7 percent in 1970 as apaiust a
rate of 53 percent in 1980,
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a. taxation of the self-enployed;

L. taxation of untaxed frirges;

¢. the structure of credits, evermptions and deductions;
¢. capital gains and trersfer taxes;

¢. capital consunpticn allowances;

f. dnflatiecr adivstments;

g. lege) shortcorings of the current svstew.

lndustrial Policvy and Tex Incentives

pescrigtion

Jamaica currently provides a variety of tav ircentives intended to
encourage particular economic activities. The present program of tawx
concessiens, with some modificaticon, dates from 1956, Jamaican policv,
particularly in the area of tax hol'davs and iwrport duties, have been
constrainec somewhat bv Jts obligations as a member of the Caribbean
Common Market (CARICCM) since 1973,

The most prorfnent incentives unde» the {income tax are the tax
holiday provisicrns and investment allcwances. Protection cif production
for the domestic market is provided by the combination of quantitative
restricctions and custom duties applied to imported final poods and the
custons exempticns for dmported raw materfals and capital goods.
(General incentives to saving found in the personal irncome tax are
covered below). FLunning counter to efforts to encourape both import
substitution ard export promction 13 the naintenance of an over-valued
exchange rate.

Tax holidays of six ¢t~ ten vyears (up to 15 vears for
convention-typz hotels and factories sited 1In selected geographic
locations) arc granted for manufacturers of certain products. producers
of non-traditicnal exports, agriculture and hotels. Dividends paid out
of profite beneflitting trom tax helidavs are also exempt to Jamaican
sharehclders, up te the level of the company tax that weuld be paid,
Dividends pald te ren-laraicans from holidav profirs are taxed crly to
the extenr thar ther are taxed in the country of residence of
sharcholders.  (This prosisien {s presurably intended to tale advantage
of any forefen tax credits that would be available to shareholdere in
the U.s., and perhaps eluevhiore, and of "tax sparing" provisions in the
laws of otler develored countries.) Tosses cuctained durine the heliday
pericd can be  carried toruard to the first  oix  vyears following
expiration ot tle helidav. Mhe  Jaw {5 untortunatelv vajue as  to
whethier ic {4 all lcerves Jucurred during the bolidav perfod, or cnlv net
losses, atter offeectting profite during  the verfod, A court has
recertly decrded fin Cuver of the Jatter anterpretation,) Firms locating
in the Finprron rree trade zone also henctit trow special tav
exemptione,
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TABY Y /.

E¥YTCTIVE PROTLCTION COTVFFICIENTS FOR DOMESTI(

Food Vrecessing

Beverages

Tobacco

Garments

Footwear

Leather Goods

Furniture

Building Materials

Paper ana Paper Products

Jewelry

Rubber and Placstics

Metal Products

Chemicals

Pharmaceuticals and
Cosmetics

Electrical Appliances

Overall Manufacturing

ANIY FORTIGN SALES,

bowestic
Sales
1.5%
5.9
1,02
1,77
1,47
1.01
1.84
2.09
1.16
1.89
1.54
1,17

SOURCE: HMahmood Avub, Made in Jamaica.

197¢

CARICOM
_Sales
0,96
0.64
1.27
J.16
1.38
6.99
1.25
1.00
1.14
1.14
1.13

Ixtra=-Regieonal
_ . Sales

0.90
0.85
0.65

Y
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Yetting the revenue to be roised irom a Lrepevty tat ot a pivern
figure. either bace could be used to rafce that sum. U der both bases
those parcels with an "average Clegree" of development would bear rthe
same tax. 1f e» cuch parcels, for example, improvererts are three tirmes
as valuable as land, a capital value tax of 1 rercent or a land value
tex at 4 percent would result in the sare tas lish<® Ly, Un ocher
properties, of course, rhe twa "oy would resnlt in dircrent tax
liabjlities. Un properties that bhave 5 below  averace degree ot
cevelupment, the land vaive tax weuld be heavierv, while o rvepertiers
that have & higher thai «verage degree of deveiopment the capital value
tax would be heavier.

There 1is concern, therefere, that a taw or unimproved value wmav
result in a pattern of burden distribution that cdoes not aprrepriately
reflect "ability to pay," 1f, bv that phrase, we mean the value of both
land and the improvements on it. Eow sericus is the diticrerce between
the two bases, ard what kinde of properties are particularly aifected?
The only way to answer these questicne is to develcp the "facts". &
start was mede on such a study in & rerort by 0. St. Clare %Xisder, thevn
(April, 1977) Commissioner of Valvations (anc ncw Permarert Secretary of
the Ministry of Mining and Energyv). Hut values could have charged very
much since then. By September. 1983, we wil) have a new fet of values,

~v ....ANG_a more extensive sampling is in ordcr.

B. A Classified Prcperty Tax

Information will be Jeveloped in the new land valuaticr that woulg
permit a greater degree of "fine-tuning' in setting property tax ratec
to meet (OJ obiectives than has yet been possitle. rresentlv, one rate
applies te all uses of propertv with cdepartures therefror rrovided by &
system of reliefs cometimes based on categoriecs of property use (e.g.,
agricultural land) and cometimes on particular circurstances of the
taxpayer. 1In the new solution all parcels of land will e clasaified b
use--residential, cemmercial industrial, acvicultural, etc. (and
additionally tv aualityv grades in cach use cateaory), This weuld perrirt
developrent o a propertv tax whose rates varied .ith use ancd quality ir
that use. A "clacsified" property tav would permit o dif:ercertial
structure ol property tax rates. Would this be useful 1in achievi~g (0]
objectives, in a more equitable distribution of the tax burdern, i
easing the administration of the property tax? And, if so, what wcuid
be the most appropriate structure for a classified propertv tax”  And,
finally, based on » selccred sample of properties, how different would
the burden distribution under a classifjed ctax be”

C. Rarte Structure

Reflectine o concern with "ability to pav", Jamaica's preperty tax
Is Jevied nt progressive rates with respect Lo ecach prepertv,.  Above a
certain minirer value, the hipher the vedmproved value the hisher rhe
effective rate (ratfo o' tax liability to value) on g, Some Lowe
Arpued Choe than teture of the ta oo s o ey end rec L eneed Lo

Y oy 7%
LI T ST} 1 j ] l ) D A RS A P
. B no ¥ '“,*‘ ‘. l, !',.J h vy P o 32 O A l’-fu omuay ‘1;‘ ag."a‘l >
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Adrdnistration of the I'veperty Tax

Whatever base is chosen and whaterer rate schedule is

the property tavy wi'l remain a ncagre revenue source
admiristrative difficulties are remecdied,

unless

Lo A substantial nunher or parcess on the prepeyiy tax

roll are wurdcr cbjection., ps long 4s the asg
value 1« in dispute, collection procedutvs can
instituted.

2. A substantial amount of prorerty tax is in arresn

sesscd
0t ke

[

3. The collection process for tardy and reluctant

taxpayers is cumbersome and unduly drawn out,

h, As noted earlier, a new valuation is upd
scheduled for cormpletion in September, 19082,
used In preparing the taw bills due April 1,
Teu years between valuvatiors 1is too long.

erway,
te be
1¢84,

The

departures between market values ard assessed values

widen inordinztely over time. And the base ir
until a new valuatien is made, 1t is hard te
rates to keep revenues as the price level
because o0f tie Irecuities that would result

‘rczen
cClust
rises
among

taxpeyers whose properties have gone up in value at
different rates. Fence, the current perilous state of

propercy taxition,

Successful property taxation requires a necbanism for

keeping values up to date. ‘More frequent valuac
the obvious reredy.  But valuations are expensivy
to undertake then every 3 or 4 vears is abous th
one could expect. Taced on sales evidence ard

ion is
e, and
e moct
othor

relevant datis seurces, the Cornnissicrer or Valuaticns
plans to develnp @ land price index, which could be
used to up-date values gnrua: iy in the inter-valvation
years. This 1. an interesting idea and should be

pursued,

[

While development of land values for property tax 1is

his primary responcibiiicy, the Cemmissioncr  of
Valuations ig increasingly  drawrn  into estimating

capital values for transter tav purposes and in other
connections. Fer this purpese his ot fice reeds to
build up 4 prearer capability Anvelving hoth rove
resourcen ard trainivg of personne] already attached

to ju,

decided om,

major
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. A wmatier of growing rencern (o the Comminsicrer of
Valuations 4o assescing the value of preperty urnder
rental restrictiens. Tcechnical adiice and tro ning by
assessors expert in thie area of veluation veuld be
helpful,

how the Reseavct Vi3l Be Carrred Out

frojecte A throuph L wili vely heavily on vaiues drawr {rer the new
valuaticen to bYbe completed in Sertember, 1687, They vil' also requare
capital valuaticns to be mode by the Cenrissiorer of Valuasjone and his
staff to make up the sample of capital values to be compared with
urimproved land values.

Projects Fl, F2 and ¥3 wil) recuire the servicee ~f a property tax
administratior and collecticn expert. Projects F4 and F5 will recuire
the services of a skilled asccesor or appraiser, parricularly
experienced in the area of the study, Project F€ may also require the
services of an ecoromist Farmiliar with the cperatior ¢f a rent
controlled market,

OQutcore of Pronesed Research

This research is evpected to generate the informaticn,
administrative procedures and technical competence that will erable the
GOJ te get more revenue {rom the property ctax, desipr 2 property tax
more suitable for meeting 1ts economic and social obiectives, and keep
the property tax or 2 more current basis, thereby making it a more
reliable as well as productive revenue measure.

Other Considerations.

Lo The traini r requirements for the particular projects
herein proposed have heen noted above. 1In addition
arrangements should bhe rrde to send members of the
statf of the Llard Valuation Division tc wvarious
progrars  in  assessing  prrocedures, bSoth urbar and
rural. Ard to {ollow tlese proproms wich on-the~-job

experience in ar assesszor's office. Sere people in
the Laad Valuotion Division khave already had such
training cur-experience. More should have that

opportunicy,

N

Furids  sheouald be  provided to send a particularly
provisine mersbey of the Land Valuatior Deparcment to a
more exter-~fve crepram in tax adeinistration such as
the course otteved annually by the Intermational Tox
Propran at Harvard University.



j&ggﬁier Tax

A1} real ard personal property tax transforse zie subject to
taxation, althcugh many are not etffectively taved.,  The transter tax
seems to some degree as a substitute for a capitel eains ian, it is ©
percent of the gross ameunt of the trensfer, Sut net (o exceed the
capital geirs on the transferval prepertv.

Fut the transfer tax cer also be cernsidered a tar on wealth. And

viewed in this 1light it is neither well designed rer effect: velw
administered. The porential ¢f wealth tanation deserves exasn irztion.

We propose to study the operatiecn of the present tran fer tax, fte
economic peotential, and alternative "models" for rvaxine wvealth. thile
Jamaica is rot unique in railing tc tax this bace, there is nc reason in
principle why more reverue should not come from weaith. This 1is
particularly the case for Jamaica, since a tar on wealth er wealth
transfers could catch those who aveoid income tax.

Taxes and Housing

This aspect of the study will explore the numerous vevs in which
the Jamaican tax svstem interfaces with the heusing scctor. The three
premier examples of this interface are the housire finance trust, the
fringe benefit provision of the income tax thet allows oxciusion of
employer provided housing from taxable income ond the property transfer
tax. In addition to these, thougi, there are scre cther housing related
issues that will be explored. For example, how ctould rent centrolled
properties be valued for purpeses of the new rent control law?

The study will address two questions. First, how much taw revenue
is lost because of these various subsidies to the housing sector!
Second, what are the effects of the subsidiec eon the housivye sector?
For example, orne might explore whesher the various cubsidies result 3
Jamaicans corsuming hipher quantities of Pousing than hoeuseholds din
developing countries of sirilar inccuwes. Additicrally, cre might
exanine the distribution o the subsidy to sce it al! income classes
benefit equally or whether one class 1s benefiting more than another,

"

The output of the study will be at least twoe documents. The first
would be an examination of the current tan svetem. Foch rajor Interface

of the tax svster would be fdentitied, deceriled and anciveed to
determine the revenue jous and the ef ect on the houvsing sector.  The
second outrut would he g st o recomrerdations ar 1o hew the £on laws
might be chianced to botter mect the peals of the povernrent,  Of cour:ae

wals paper woeuld enly be dene after some of the other ancivsis o
complete so that the recorrendations of the iousing paper would b
consiatortowith the ooy eon B et e e Gt r piece o

o tvads,

¢ ¥
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Spuvcial Studies

/- number  of  special tesues ariee which are essential  te ehe
formulation of a corprehensive reform but do not neat i tall inte the
three categories rh-eove. Thes.  are: the tevation of Doy ire oqnd
alumiray tax ircidence; the ¢lastlcity ot the tan wetep: cecial impacty

)

ol the tax system: housing fivance and rent coentre,y crd traicieg,

Jaxution cof Bauxlive and Aluning

Description

The bauxite-alumina industrv #n Jamaica is subject to twe different
ta» regimes: the production levy and the company ircore tax.
(Rovalries are alsc ccllected cn bauxite, but these nve sufficiently
unimportant that they are igncred 11 what follows.) ln trte case of
alumina comnanies the compary income tax 1is credited acainst the
preduction levy, For the hauxite companies the two taxes are kept
separate, in ord: to avoid issues of credibility under the U.S. incore
tax.

The production levvy is an ad valorem tax on the tining of bauvite,.
Since all bauxite is transferred between zfiiliated firms, there ore no
free-market prices for {t, znd the valuation of output must be baced on
a reference price for aluminur metal, tor vhich there are arms' length
transaccicons,  The ad wvalorem tax rate variee inversely in a complicated
way with the [ sfce of aluminum. To protect revenues and aveid the
possibility that the baurite producers would shife output “rom Jamaica
in response to the tax, the vioduction levy, when enacied in 1074,
included presurced minimunm cutput quantities. These presumed ninimums
have, however, commenlv Yeen wajved.

The company incowe tax s applied in twe different wavs. Fer
conpanies thot process alumina (Alcen and Aleoa), the tax base is
calculated in the usual wav: that 1s, expenses are subtracted froo
sales, where the latter are valued using free rarket prices. Needlese
to say, allociotiorn of  expens:s of theue vertically iatewrated
multinatiorals Yetweer the North Awmerican parents and their Jaraicer
subsidiaries poaes nrobhlems, Since there ave rne arms' letpth
transacticn: in bauxite, the two corranies that produce onlv bauxite
(Kaiser and Reveeldi) calenlate Piability for companv tax on the basis
of a "deemed protit” per ten of anxire that is ser in censultation with
the companfes and depends on the price of alurira. Inherent in this
apprecch {8 a constroine that terubie protits cannot be rncgative in anv
vear,

Lepislatien estabhlivhiing the production lev: provided ter Jamaican

. : . L
mrehoce e Nl bere et o0 e crerataere on da o o el cii
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The vesearch has clear practical volue in terms ¢f developrent
plerning by showing the kirds of impacts tav policv changes have en Tooy
femilies. Findings in this repard will have relevarce te questions
concerning the effects of development on women sirce peor houzchelds are
preponderantly heacded bv weren, Changes which pgenera' (cevelopmernt
theory might predict 1 times ol eccrnomic scarcity such o: increased
fertility ond decreascd familv investment in childcare il. also he
jYluminated.

Nanagement NMan

This technical assistance projoct requires careful ccordination if
the tax structure reform is te be comprehensive. The following
managemenrt plan is suggested., Profcssor Roy behl will serve as Projec:
Director. Professor Bahl and a Senior Resident Public Firarce Advis~y
will both report directlv tc the Chairman of the Boarc ¢ Revenue.
Proiessors Richard Bird, Doriel Holland ard Charles lclure will tove
responsibility for the dircct rtaxaticn, wealth taxation, and Zinzome
taxation sections, respectively. This serior staff wili be in touch en
a regular basis and uill have a series of scheduled meetirgs in the
inited States and in Jamaica to discuss the project and 20 cver isstes
of ccordination. TInsorar 4s possible, their trips to Kingster w«ill
overlap. Fach team leader will bte responsible for reviewing and
approvirg the work of his research group. The lines of relationship are
described in Chert T.

The Senior Residernt Advisor will serve as the dav-to-cday liaisce
with the government of ’'araica, arnd will be in charge or the work of tre
resident tax acdministration advisors. A major function of the nesident
Advisor will be to work with the Poard "o’ Pevenue in reviewing the
interin project papers, in anticination ‘of preparatiorn cf a White Paper
on the tax reforr for riscal vears 1984 »~rd 1YE5,

The Senior Resident Advisor and the Resident lax Adnirnistratien
Advisors will be in Kingston durirg the Junce, '983- Jupre. '%%6H per:icd.
The remainder of the rescarch staff will divide their work between
on-site rescarch In Uirpston and research carrficd out in their hore
offices. All trave!l plore will be ccordinated through the “eam Leaders.

Project DRirector, and Resident Advisor.
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Mr. Lewis P. Leade,
Bircetor,

USAID/ J.rwuica,
United Stutes

2 Oxferd Foud,
Kingston 5.

Dear Mr. Rcade,

On bekalf of the Governvent of J; arca, Towoudd Vike to yoo <t
techinical wssistance In conducting a CODTCLCRSIVe Tevicw of the Jiwai. an
tax system. [he proiect we wish to CArry out would include the desio
of an aitcrnative structure thas micht be more Tully cooputinic with oo
Economic Recovery Tiou~ =mo. ind the subscouent Talomentition of o
changes the Govorioont . lints,

Qur obicctive is Lo wirive a1 a Lo Fysten that spplics cqult by
to tho voolsh Trae 0 e B S A N TS T G Y ¢

P fluctu=tions, ond that SUTICTRTCS SuTIC ent s nue te T oaere the

gg AN penuitore ohlicarions of the Fablio o costors AU the - Lime, e hoi
') Lax structure that reinforces onr oo LO o m0te cvvrzs opd ta e G

e ore heavily on criuite sector Tnit e and Peavale Lot Lok .

8

L N N E S R TIC TR R EI Prosect TRl would sigopiy e
Q) Bichest level of 1ocinicn] ENPrrtroc that de avaitahle Sp oche £ie13

(@) polioy aond tan ob o aistiation, Thoo profect e awemg car bichost o ie e

ol choel ol cverciar b e e Tlaathoont, ool T L
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heoreconnis ¢ thar the waunl ehnnnel of Cutaanicarion is through t(ho
aatienal Planning ABchicy, but Dy, Headley Lrown has durced that in this instasiso

we should communicate directly with you. A copy of this letter is being sent
to Dr. Headley Brown.

he would appreciate vour

response at the carliest possible date, as
it is urgent that this projcet be underway by June, 1983,
I shall be peateful for your Kind assictance in +hie mitter.
Yours fajthfully,
1] - ,"
- — i ’ .

(C. R. Miller)
Chalrinun
Revenue "oard.

C.c. Dr. Headley Brown
Director
National Planning Agency.,




ANNEX C

ACTION MEMORANDUM FOR THE A.I.D. DIRECTOR

FROM: The Project Committee

SUBJECT: Recommendation for Direct A.I.D. Procurement of
A.I.D.-Financed Commodities--Board of Revenue
Assistance, Project 532-0095

The A.I.D.-financed commodities to be purchased under the
subject Project consist of une micro-computer, one sedan

and one stationwag-n. They will be used in direct support

of Project operations. The budget amount for this procure-
ment will not exceed $45,000. (Two additional, and
compatible, micro-computers will be purchased for the Project
from local currency provided by the GOJ.)

It is proposed that direct A.I.D. procurement of those
commodities be approved. The reasons for recommending direct
A.I.D. procurement are:

(1) the relatively small amount of commodities
involwed; and

(2) the need to proviée quick support to the
Project.

As might be anticipated, the contemplated procurement is insuf-
ficient to permit the Revenue Board to gain any significant
institutional experience in A.I.D. procurement techniaues, nor
does such knowledge scem to have any continuing value for the
Board. VFurther, overburdening the Board with this responsibility
would, neccessarily, detract from i:s performance of primary
Project duties.

Pecommendation: For the foreqoing reasons, it is recommended that
direct A.I.D. procurement of up to US$45,000 be approved, and an
exception be made to the general policy stated in Handbook 1,
Supplement B, Chapter 3, that RA.I.D.'s policy is one of general
preference that the procurement of A.I.D.-financed project qoorls
and services recuired to implement bilateral proiects be unfler-
taken by the Rorrower, rather than by A.I.D.

APPPOVED: |
DISAPPROVED:

. \ o
, \ ‘n i)
Vo [,, DATE : lb “n:h\_\;'\.a__

DRAPTER: DDarby/RErio] incimr:5/4/3

Iy,

Clearance: A/FCOMN:SSkoqgstag o4t
RIUDC:JItjelt
OPEh:DPathbun o

CONT:Clerrios RO /



Anncyx [
UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY '

AGENCY FOR INTERNATIONAL DEVELOPMENT
' WASHINGION O C 20523

FAC/DR-1EE-83-4

[ NVIRONMENTAL THRESHOLD DECISION

Project Location : Jamaica

Project Title and Number : Revenue Board Assistance
532-0095

Funding : $3,146,000

Life of Project : Py 1983 - FY 1986

IEE Prepared by : Bruce Kernan, LAC/DR/MAD

-Recommended Threshold Decision : Categorical Exclusion

Bureau Threshold Decision : Concurrence with recommendation

Action : Copy to Lewis Reade,
Director, USAID/Jamaica

: Copy to Barry Burnett, LAC/DR/CAR
+ Copy to 8ruce Kernan

Copy to JEE file

me // ,44 1 DateJo//c.c»'ch /322,
- - 4
James S. Hester
Environmental Officer
Bureau for Latin America

and the Caribbean

fud -
/i AT



JNITIAL ENVIRONMENTAL EXAMINATJON

Project Location

Project Title and Number

funding

Life of Project

1EE/CE Prepared by

Environmental Action Recommended

Jamaica

Revenue Board Assistance
432-0095

$3,146,000 - Laan
FY 1983 -~ FY 1986
Bruce Kernan, LAC/DR/MAD

Categorical Exclusion



), Examinaticn of Nature, Scope, and Magnitude of Emvironmental Impacts

The project purpose is to assist the GOJ in its efforts to broaden its
revenue base, increase its revenue, and develop a revenue structure and
administration that will provide adequate revenue for the public sector and
reduce disincentives for the growth of the private sector. The pdracse is
3150 Lo insure that the financial burden will he equitably distributed
among the population.

1o accomplish this purpose, the project will provide technica) assist-
ance, training, training aids, and in-country travel and special support
services,

Two subparagraphs of the AID Environmental Pegulations, 22 C.F.R.,
Part 216, Section 216.2, apply to the project. Under subparagraph (i),
Initial Environmental Zxaminations are not required for education, techni-
cal assistance, or training programs, except to the extent such programs
include activities directly affecting the environment. The project
includes no activities directly affecting the environment. Under sub-
paragraph (iii), projects supporting analysis, studies, academic or
research workshops and meetings do not-require an Initial Environmental
Examination. The project will support analysis and study of the Jamaican
tax system,

. Based on the above, this determination of categorical exclusion finds
that the project will not have a direct, significant environmental impact.

11. Recommendation for Environmental Action

The proposed project will foster no foreseeable harmful change in the
human or natural environment of Jamaica. It is recommended that the Chief
"Environmental Officer for Latin America and the Caribbean approve a
Categorical Exclusion for this project.
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5C(Z) PRCIECT CEEZCKLIST

Listed below are statutory
criteria applicable

AlD HANDBOOK T Ty

AR _\:\j\

to p'o:;ec... .

This section is cdivided into two
parts. Pazt A. includes criters
applicable to all prciects. Dare
2. anplies to grojects funded
from specilic sources only: 2.1,
applies to all »rojects funded
wl-h Development Assistance
runcs, 3.2. applies o projects
funcded witk Develorment
ASsistance loans, ancé 2.3,
cpplies tc projects funcded fronm
ZSP.
CROSS REFERENCES: IS5 COUNTRY
CEZCRLIST U?
T0 DATEI? EAS
STANDART ITIM
CEECKLIST B:II
REVIZWZID FOR
TEIS PROJEICT?
A. GENERAL CRITERI2 POR PROJECT
1. FY 1982 2vorgmriation Acs
Sec. 52Z; 2l Sec. €34A:
Sec, €L3(b).,
(&) Describe how
autheorizing and appro-
prizticns cemmibtees of
Senate and House have
been or will be notified
concerning the droject:
(b) is assistance within
(Operational Year Budcet)
country or internaticnal
orcanizatiscn allecation
reported o Congress (o:
not more then &1 million
over that amount)?
2. FAM Sec. €11(e)(l). ©?Prior
LO 0D11C2%10N 1) exXCess
of €100,00, will there be

Annex E

Congressional Notification
has been submitted
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(2) engineering, finan-
ciald cor other plans
necessacy to carcyv cus
the assistance and (b) e
reazsonanly £irm estimete
of the cost <o “he U.S.
of 4he assistance?
PAX Sec. €21l(a)(2y, ¥
SurtToer LecLs.azive
action ls recuired wikhin
recipient coun::y, what
L5 basis for zeasonable
Xpectation at such
action cozpleted

5.“ »-.‘.AQ T0 '7
accomzlish

ct

YN S
-

orderly

oo
will »ne
" purpose

fD!HrrO

L% )

maent of
the asnistanc

AN Yo PY 1ag2
ADor ACT Sec.
oL, aTer or
vace land

resn ruction,
has mee nhe

stan ~riteria as
set he

Prin Stancdards
for cter and
rRela >soursces,
cace T 25, 18732
(See nchook 3 for
new guidelines.) :
PAA Sec. S1l)(e), If
Projecs 25 capirtal
assistance (e.c.,
constructicn), and all
0.S. assis:tance for it
will exceed S1 million,
hes Mission Director
certified and Fecional
Assistant Acdministrator
taken into consideration
the couniry's cazanility
effectively to maintain
and utilize the 2roject?

r‘l [ .L--l.-l—\'.l‘“("\ Ti " NSRS
Sepurerner 30, 1827 .ﬁ!nl
(a) Yes, firm financial

(b)

plans
Yes have been developed
as part of the Project
Paper.

Yes

No, further legislative
action required.

N/a

N/A

F=-2
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FAr Sec, 208. s project
susceptidle to execution
as part of recicnzl or

multilaterzl projecs? 1£
$0, Why is5 pruject not so
executed? Information
and conclucion whether
assistance will encolrace

regicazl cevelorment
progra=ms.

FAY Sec, £6Q01(2).
Information and
conclusions wiaether
Project will encourage
efforts of the country
to: (a) increase the
flow of international
trade; (b) foster private
initiative ang
corpetiticn; and (c)
encourace developnent and
use ol cooperazives, angd
credit and
savings
associztions; (d)
discourage nmonopolistic
Practices; (e) improve
technical eZficiency of
industry, ecriculture and
commerce; and (f
strengthen free
unions.

—
—

labor

FAA Sec. 601(b»),
Information
conclusions on how
project will encourage
U.S5. private trade and
investment abrcagd and
encourace v»rivate U.S,.
parcicipation creign
assistance p

(including

3 s =
G

s
Private

services of
enterprise),

AID HANDBOOK 3

heg )
Apn 3N

This project is nct
Susceptable to executioun
as a recional or multi-

lated project.

Impact

will be country specific

(a)
(b)

(c)
(d)

(e)

(£)

No

Project will have
impact on private
companies and indivi-
duals and will promote
economic equity.

Not directly.

NO.

Yes, equitable taxation
should result in better

planning.

No.

Improved tax adminis-
tration should improve

operating ccndit.ons for
U.S. investors an.t others

Commodities and technical
dssistance are U.S.
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PAGE NO.
3M-20

EFFECTIVE DATE

TRANS. MEMO NO,
September 30, 1982 3:43

AID HANDBOOK 3, APP 3\

financed, is there
rovision against such
procurement when the
domestic price of such
commodity is less than
parity? (Zxceptlioh where
commocity financed could
not rezsonably be
procured in U.S.)

Fak Sec. €04(c). Will
constTructTion OI
eng*nee:znc services be
procu*eu from firms of
counsries otherwise <«
eligible under Code S41,
but which have attzined a
competitive ~apability in
internationa. markets in
one ©r these areas?

FAA Sec., 603, Is the
shipping excluded from
compliance with
recuirement in section
901(b) of +the X¥erchant
Marine xct of 1936. as
amended, that at least 50
per centim oI the Gross
tonnage of comnodities
(computed separately for
drvy bulk carriers, 4ry
cargo liners, and
tankers) .iIﬂﬁPPd shall
be transported on
privately owne 3 U.s. flag
sommercial vessels to the
extent thac such vessels
are availaeble at fair and
reasconehle rates?

'
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Not 2pplicable
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5. MEMO NO,

EFFECTIVE DATE PAGE NO.

AGE
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Puderal agencies will be
utilized, are they
particularly suitable,
not conpetiszive with
private enterprise, and
made available without
undne interference with
domestic prograns?
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transporcation of persons

or property is financagd
on grant basis, will T.s.
carriers he used to the
extent such service 1is
available?

FY. 1282 Aporcoriation Act

Sec. 504. 1< the D.S.

Governnment is a party to

a contract for

procurement, does the
contract contain a

provision authorizing
ternination of such
contracht fos the
convenience of the Dnited
tates?

uction

N

g
capiceal (e g.,
nscruction) pr o;ect,
will U.S. engineering and
professional secvices to
be used?
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3. PFPAA Sec. 620(k). If for
conscruction o: Not Applicable
productive entercprise,
will aoccrecate value of
assistance o be
furnisghec by the 7.S5. not
exceec £200 million
(exceprt fcr productive
enterprises in Zcypt that
were cescribec In the Cp)?

C. ther Rest-icuions

l. P22 Sec. 122(b), 1%
deve.ozZment .can, is
interest rate a% least 2%
per aniaum during grace
period and &t least 3%
per annum thereafter?

2. FAx SEc. 301(é). If fund

ls estanlisnec solely by
U.S. contributions angd
administed bv an
internatiocal
organizaticn, does
Comptreller General have

Not Applicable

aucit richts?

3. Fxr Sec. £620(:). Do
drrancemencs exist to Yes
insure <hat United States
foreicn 2i¢ i3 nct used
in & wmanner which,
contrary Lo the bhect
interests of %he Daited
Stactes, preonctes or
assists the foreicn aid
projects or activities cof
the Cocmmunist-bloc
countries?

4. WIll arcrancements preclude
use c¢i Ifinzncing:

a. FAY Cec 102185y, =V
182 xtorcoriiticn Acs
Sec. toi: (L) To pey for
pericInaence of abortions
as a method of family
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THANS. ME MO NO,

EFFECTIVE DAY

SontembethO, 1982

Planning or to motivate
Or coerce versons to
Practice abortions; (2)
to pay for perfo-mance of
involuntary sterilization
a2s method of family

Planning, o:r to coerce or
provide finzncial
incertive to any person
t0 underco sterilization;
(3) to pay Zor any
biomedical :esearch which

relates, in whole or
part, to methods or +he
performance of abortions
Or involuntary g
sterilizations as a means
of family planning; (4)
to lobby for abortion?

b. FAA Sec. 620(c). To
compensate owners for
exprorriated nationalized
propercy?

€. FAA Sec. 660. 7o
Provige trzining or
advice or provide any
financial cugpert for
police, prisons, or other
law enforcement forces,
except for narcotics
pPrograms?

d. FXA Sec. 662. ror
CIA actav:yt:ies?

€. IrXxA Sec. 636(i). TFor
purchase, sale, long-tern
lease, exchance or
guaranty of the sale of
motor vehicles
manufactured ousside
U.S., unless a waiver is
obtained?

£. FY 1982 2rzrecriaztien
hCt, fec. SCX. 7o pay
bencicns, anntities,
retirement pav, cr

Yes

Yes

Yes

Yes

Yes
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Narrative Summary

Program or Sector Goal:

Premete the recovery and
sustained broadbased growth
of the Jamaican economy

Project Furpose:

Design and introduce a
samaican tax svstem that
supperts the government's
econcxnic recovery program.
In particular, the reorgan-
ized structure and procedure
of tax administration must
encourage an export oriented
aarketr based recovervy aad
E&e 144

Objectively Verifiable Indicators

--Real growth of GDP equals or
exceeds 4 percent ner year by
1986

--Unemployment declines below
22 percent of the labor force
by 1986

-Tax avoidance and under-
reporting bv self employed
is reduced by 75 percent
by 1986

-~individuals who are econom-
{cally similarly situated
pay ossentially the same tax

--revenues equal current account
expenditures

--budget deficit declining to
102 of GNP by 1986

LOG_ FRAME

Means of Verification

ANNEX F

Important Assumptions

GQJ national accounts data

GQJ unemployment statistiecs

--Board of Revenue

--G0OJ budget data

--G0J budget and GNP data

G-1

--World economv recovers from
current recession

—-Key structural reforms of
Jamaican economy are carried out

--EEC assistance in providing ADP
is completed on schedule

-~Economic stabilitv and growth

--Improvements in tax administration
will lead to greater revenues

--Consistent application of equitable
tax policy and regulations

--Continued COJ support of the tax
departnments



e
.

LOG FRACE

[AD]

Qutputs Magnitude of Outputs Means of Verification Important Assumptions

Analyvsis of income tax 1 final report Consultation with Project -—tim-lv availabilite of consultants=,
Coordinator, memhers of T.A. availability of adeauate data: foll
team, and Revenue Board cooperation of all relevant elements
counterparts of the (0J,

Analvsis of Tax Incentives 1 final report Consultation with Project --timelv availabilitv of consultants,
Coordinator, members of T.A. avaiiability of adequate data: fuli
team, and Fevenue Board cocperatien of all relevant elemerts
counterparts of the an1,

Anzlvsis of foreign trade 1 final report Concultation with Project --tim=lv availability of consultant:,

and demestic indirect tax- Cocrdinatoer, members of T.A. availabilitv of adeauate data; full

azion team, and Revenue Board cooperation cf all relevant elemy
counterparts of the €0J,

Anzlvsis of wealth raxation 1 final report Consultation with Project —-timelv availabilitv of conmsultanzs,
Coordinator, members of T.A. avatlability of adequate data: fol]
team, and Revenue Board cooperation of all relevant elemert=
counterparts of the GQJ.

tnaivsis cf the taxation 1 final report Cunsultation with Project —-timelv availability of consultant-,

of 2auxite and alumina Coordinator, members of T.A. availability of adequate data; full
team, and Revenue Board cooperation of all relevant elements=
counterparts of the Gar,

r2cial sctudies 4 final reports Consultation with Project --timely availability of consultants,

l. The distribution of tax Coordinator, members of T.A. availabilit- of adequate data: fuil

bturdens team, and Revenue Board cooperation of all relevant element =

-~

2. Tze elasticiiv of the
tax svstenm

s. Impact on low income
families

<. Computerization and

tax administration

counterparts of tihe GQJ.

14 persons trained in U.s., 30-70
persons trained by GOJ.

Review of U.S. and GOJ training
statistics

--that the GO. will provide the financial
and other ircentives necessary te retair
core group

“rainad core group of
=anegers and collectors
&£ coxzprehensive tax
refern proposal

1 final report Consultation with Project
Coordinator, members of T.A.
team, and Revenue Board

counterparts

-~that the COJ tax system is in need of
major overhacl

G-2



L.

J.

OQutputs

Long term Implementation

Initiation of Implementation
of accepted tax reform(s)

Magnitwde of Outputs

Plan prepared

Draft legislation prepared;
training oriented to specific
tax reforms. Approx. 30-70
personnel trained in-service
and at GQJ staff training
institutes

LOG __FRAME

Mcans of Veri fication

Consultation with Project
Coordinator, members of T.A.
team, and Revenue Board
counterparts

Consultation with Project
Coordinator, members of T.A.
team, and Revenue Board
counterparts

Important Assumptieons

--that the consultants will be available
in a timely manner

—--that the GOJ will adopt a specific tax
reform package.



INPUTS

LOG FKAME

Tmplementition Target/

objectively verifiable indicators Means of Verification

A.1.D. Technical Assistance

Cr=oodities

ticnal responsibilities
clv assigned to counterparcs.

ing and PER DIEM of
ritriate Staff
-"-oouncry Loglstics Costs

ciining (In-Country, Government
217 zra2iring institutes).

Important Assumptions

140 person months of assistance,
96 long term, 44 short term

Project records
(USAID files)

-= 14 tax Jepartment personnel Site Inspection
trained at Executive and working
level in accounting, collection,
compliance, etc.

—= 345.000; tor ADP equipment -= AID Mission files

and 2 motor vehicles.

-~ GOJ provides J$5243,213 -~ On-site review of operations

over LOP for payment of
counterparts

-= 403 provides J3607 668 -- Consultation with
Expatriate Staff

-- GOJ provides j:28,128 -~ Consultation with GOJ
senior personnel

-= GOJ provides J5822,000 -— On-site review of operations

over LOP

G-4

Avalilability of §.S. and GUJ
resourcess acceptance of U.S.
technical.Assistance modes and
ability cof technicians to
adjust te Jamaican context.

That the GOJ will provide
adequate incentives to
retain qualified personnel.

Timely procurement of needed
equipment.

G0J will nominate project
counterparts to oversce
implementation of project.

GOJ will provide an adequate
host-country cortribution.

GOJ will provide an adequate
host-country contribution.

That current priority placed
on training bv GQJ is
maintained.
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Kevenue Board Assistance Project during intensive review and implementation
phases and determine that procurement from any other source would impair
foreign assistance objectives and would be inconsistent with the fulfillment
of the foreign acsistance progran.
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