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COMPREHENSIVE FISCAL REFORMS FOR GRENADA: DIRECTIONS
 

FUR RESEARCH AND TECHNICAL ASSISTANCE 

I. The Problem
 

The Grenadian fiscal system is in need of a comprehensive reform. In 

a nutshell, taxes are too high and the government share of GNP too large
 

to accommodate a growth led by increased private sector domestic and
 

foreign investmient.. The fiscal reform needs to be comprehensive rather 

then piecemeal, it calls for a different tax policy than presently exists, 

and it must incluce a progra of deficit reduction. 

Grenadian current expenditures have grown a. about the same rate as 

GNP during most of the past decade and, by 1983, accounted for one-fourth 

of total national proouct. This is a high percentage, even by comparison 

with other LDCs. Grenada's current expenditure increases have been 

largely uncontrolled--budgetary planning is not well developed--and the 

focus seems to have been as much on sustaining the public employment 

budget as on stimulating economic development activities. Capital 

spending has increased at an even faster rate than current expenditures, 

to its present level of about 30 percent of GNP. Given the small size of 

the domestic economy, it has taken a very high level of taxation and 

foreign assistance to support this spending program. 

The tax systum has developed in an ad hoc manner, largely to meet the
 

revenue demards of rising current expenditures. As in most cases where 

revenue generation is the driving force benind discretionary tax changes, 

other desirable attributes of the tax structure have been sacrificed: the 
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present system is not hospitable to increased investment or risk-taking; 

it is unfair in taxing some types of purchases and income-generating
 

activities (imported goods, exports, dividend income, wage and salary
 

income) more heavily than others; and little public savings have been
 

generated. All of these problems have been exacerbated by a steadily
 

deteriorating quality of tax administration.
 

The major structural problem with the Grenadian tax system is clear:
 

the nominal tax rates are too high. The personal income tax reaches a 

marginal rate of 65 percent at about 3 times the average family income; 

the company tax rate is 55 percent; and the average tax rate on import
 

value is 53 percent. In virtually every country where tax rates reach 

such high levels, there is pressure on the government to provide special 

exemptions; the rate of illegal evasion rises; elaborate schemes are 

hatched to avoid payment, for examples, the creation of quasi-goverrmental 

corporations, ana the payment of grocery allowances in lieu of wages; and 

smuggling and underdeclaration of import values increase. The net effect 

of these actions is to further narrow the tax base, force the nominal 

rates to rise even higher, bring even more pressures on government to 

provide exceptions, and on it goes. This is exactly the pattern that has 

developed in Grenada. By 1984, the tax system had become a formidable 

obstacle to private sector-led development. 

The problems that lie ahead are not too difficult to identify. The 

fiscal deficit of" 1984 will grow, under almost any circumstarices, during 

the next few years. The major pressures on expenditure grow ;h cannot be 
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eased overnight. The involvement of U.S. assistance in capital
 

investments will not likely be reversed or slowed, hence the substantial
 

recurrent cost commitments associated with new capital investments will 

materialize, I and a national unemployment rate in the 30 percent range 

makes it unlikely that massive public employee layoffs can occur 

immediately. 

Elimination of the deficit in the next year simply will not happen.
 

The more relevant question is whether steps will be taken now to plan a
 

longer run program of deficit reduction, or whether the GOG will continue 

to make year-to-yeur, ad hoc adjustments. The long-term, planned 

adjusthmenL is clearly the only way to go. Otherwise, the future pattern 

is likely to be one of yearly negotiation with the IMF, World Bank, and US 

government about which taxes can be raised and which expenditures can be 

cut. The result of this pattern, in so many countries, has been piecemeal 

adjustments to the tax system which have piled new distortions upon old 

distortion. There is an opportunity for comprehensive tax reform in 

Grenada in 1985, and this opportunity may not soon present itself again. 

II. Objectives
 

A comprehensive f iscal reform progrn for Grenada might take four 

objectives as basic. The first is to establish a long run (5 year) fiscal 

plan to find a balance between expenditure needs and tax requirements, and 

to set appropriate, revenue targets. Since high tax rates are the major 

fiscal issue In Grenada, the first problem to be dealt with is the need to 



control and slow the growth in expenditures while providing for adequate
 

recurrent cost coverage on new capital projects. The institution of 

budget planning and control mechanisms, reconsideration of the GOGs public
 

enterprise role, and the institutionalization of a fiscal planning model
 

are all central to achieving this objective.
 

The second goal. is to reform the tax system so that its rate and base 

structure 
will be conducive to a private sector led economic development 

strategy. This reform will involve a program of income tax rate reduction 

and broadening the tax base, but also will involve structuralit reforms 

to reconsider if not eliminate the distortions or biases in the present 

syst.m, for examples, the bias against dividend distribution and in favor 

of retained earnings, the protection of certain but not other domestic 

production activities, the absence of any taxation of property wealth, and 

the effective exclusion of capital gains from the tax base. These 

distortions may be corrected by structural reforms of the tax systn, 

depending on the kinds of tradeoffs the GOG is willing to make between 

economic development, equity, and revenue yield goals. To determine 

whether such tradeoffs are desirable, one needs to carefully study the 

potential response of investors, workers, and producers to alternative tax 

structure changes. 

Third, it is an important objective to make the reform program a 

lasting one. This means that a set of adminiscrative procedures must be 

put in place and made operational, and that a well-trained staff be left 

behind to carry on the work. Too often in the past, the technical 

assistance progr ams have been short term, and the advisors did not stay 
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in-country long enough for the reforms to "take." 
 The 1981 income tax
 

administration assistance, administration
custc~ns training in 1980, the
 

property valuation exercise in 1981, ana the financial management
 

assistance providec in 1979 are all examples of technical assistance
 

programs which did not lead to permanent improvements. The reason for 

this failure, we think, is that the advisors did not stay with it long
 

enough to see the programs through to implementation. This is why we 

stress the need for long-term technical assistance in the adiministration
 

ar ea. 

Fourth, technical assistance in the area of tax and expenditure reform 

must be coordinated. If the reform is to be truly comprehensive, and if 

all the pieces of the program are to fit together, it is essential that 

the technical assistance advice be carefully planned. For example, one
 

does not want to invest in improving the administration of some component 

of the tax systen that will be scrapped by structural reform. The program 

of purely administrative reforms must not get out -in front of the 

structural reform program. It is also essential that the fiscal reform 

and the reform of economic policy be carefully integrated. The fiscal and 

economic policy changes cannot take place independently. For examples, 

one must coordinate any change in import tax rates with changes in the 

foreign trade regime, and the income tax treatment of interest depends in 

part on changes in the usury laws. Another kind of necessary coordination 

Is that which must take place among the donors of tle technical 

assistance, at least USAID, the DIF, and World Bank. Finally taxthe GOG 

reform cannot take place in isolation frn the other Caribbean countries 

with which it, shares a common external tariff and currency union. 
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III. Technical Assistance Needs 

We might break the technical assistance needs into three general 

areas: 

" tax structure;
 

• tax administration and training;
 
" expenditure planning and control.
 

Several careful studies of particular aspects of the fiscal system are 

called for. These analyses, based on study of available data, the laws, 

observation of the operation of the systen, interviews, and/or survey 

research are indispensable in formulating the right structural reforms. In 

other cases, the technical assistance will require day-to-day advice, 

on-the-job training, and a rewriting of job duties, office procedures, 

etc. The former usually do not have to be carried out by full time 

resident staff. The latter clearly do. 

Tax Structure Studies 

The common goal in the tax structure studies will be to redesign the 

current tax systqn to be simpler, more easily administered, and more 

conducive to prcAnoting private sector invol vemnent in economic 

development. One approach to this goal--the right one, we think, based on 

our initial work--is to move toward broader-based, flat rate (or "flatter" 

rate) structured taxes with a heavy emphasis on improved administration. 

The following general discussions are indicative of the kind of work which 

needs to be done. (More detail on the general setting for the structural 

studies is provided in Fiscal Me:morandLLm No. 4.) 
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Personal Income Tax. The personal income tax can play a more important
 

role in the Grenadian tax structure. As detailea in Fiscal Memorandum No.
 

5, the present system is defective in the areas of tax base, rate
 

structure, and administration.
 

The base of the tax has been narrowed by unwarranted exemptions (e.g., 

interest income), generous deductions, and considerable tax evasion by the
 

self-employed. To control this latter problem, there is 
a clear need to
 

upgraae skills in the Inlana Revenue Department in techniques such as
 

field auditing. (Administrative reform issues are discussed below and in 

Fiscal mordui No. 13.) But the problem is more than simply 

administration; it is also a legal structure that is unfair and likely an 

impediment to economic growth. 

The steeply progressive tax rate structure, with marginal tax rates 

of 65 percent for taxable incomes above EC$30,000, has created powerful 

disincentives to work effort, private investment and risk-taking. Such 

distortions run counter to the main government policy objective of rapid 

economic growth led by the private sector. High rates have also 

discouraged compliance, damaging the horizontal and vertical equity of the 

tax. 

Besides studying the most appropriate tax rate structure, there are 

other aspects of the personal income tax that will require further 

thoug;h. For example, at present, capital gains are not taxed, but sane 

form of their inclusion in the tax base would be desirable. Income 

averaging procedures and inflation acjustments of the tax to avoid 

arbitrary real burden increases produced by inflation should be 
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incorporated in the tax law. The present tax ignores these issues. It 

would also be desirable to study the provision of a general standard 

deduction and simplified tax form as an alternative to the present
 

itemized-deductions-only approach.
 

Structural study is necessary to understand the revenue yield,
 

incidence, and economic development impacts of a more flat rate tax 

structure, indexation, various changes in deductions, credits, etc. 

Company Income Tax. The company tax has gradually diminished in 

relative importance in recent years. By 1983, it represented only 11.4 

percent of total tax revenue. This performance is to a large extent a 

reflection of the poor business climate of the last few years, to which 

the company tax itself may have contributed.
 

As in the case of the personal income tax, the present company tax is 

characterized by a deficient design of the tax base, a discouragingly high 

tax rate (55 percent), and poor admlinistration. Aeministrative issues are
 

discussed in Fiscal Memorandum No. 13. 

The impact of the company tax on incentives to invest and on 

risk-taking is of crucial significance to GOG economic development 

objectives, since the largest share of private investment takes place in 

the company sector. To create a favorable climate to investment, the tax 

rate should to be lowered. But there Is also a list of important 

structural issues, discussed in some detail In Fiscal Memorandun No. 6, 

that need to be considered prior to reforming the company tax. Some of 

these are: 
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" Whether firms should be allowed to use accelerated
 
depreciation mcthods, in additioa to the straight line
 
method currently used.
 

• 	Whether firmE should be allowed to depreciate at replace
dient cost or some other inrlation-adjusted method and what 
is the proper inventory accounting method. 

• 	Whether a longer loss-offset period than the present 3 
years should be granted. 

" What is the most desirable way to integrate the company 
and personal income taxes to avoid double taxation of 
di vi dends. 

Property Tax. As noted in Fiscal Memoranaum 7, the property tax is 

presently providing less than 1 percent of total revenues, and has been 

declining in relative importance. The major problem is administrative-

the lack of a tax roll and the ability to maintain one-.and this will be
 

addressed through technical assistance, as described below and in Fiscal
 

Memorandum No. 12. Otner aspects of the problem, however, are structural. 

The present form of property tax is overly complex, horizontally unequal, 

and yields less revenue than it could. These problems, and the 

possibilities for reform, need to be addressed through careful study of 

the alternative choices for restructuring. The following questions/issues 

are central to such study:
 

" 	Can the differential assessment rates and progressive rate 
structure under, the present system be eliminated? 

" 	How many parcels need be Included in the syst n, and how
 
should agricultural land be treated? 

" How can revaluation be efficiently accomplished and what 
techniqueHs can be used to maintain revenue yield between 
regular revaluation years? 
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There also is the question of how much revenue can Grenada derive from 

the property tax. One could make the argument that as much as EC$4 

million could have been derived in 19 84, without causing unoue economic 

distortions, had a functional property tax been in place. The level of 

property tax in Grenada, as a percent of GNP, Is well below international 

norms. Using data from a recent study of fiscal systems in 55 developing 

countries, we can estimate that a fivefold increase in property tax 

2revenue would be necessary to bring Grenada to the average. The issue 

in Grenada is not just that property taxes are low, but that other taxes 

are levied at very high rates. One needs to explore the implications of a 

hi gher ef fective property tax rate in conjunction with lower income taxes, 

to determine if such a 'swap' would be good public policy for Grenada. 

There are other forms of property taxation in Grenada that must be 

included in any considera.ion of comprehensive reform. A major question 

is whether the property transfer tax should be eliminated or reformed (see 

Fiscal Memorandum No. 8) and whether a capital gains tax on land is 

possible and appropriate. On the one hand, the property transfer tax does 

not yield much revenue and its elimination would remove some of the 

disincentive to understate property transfer sales values. The latter 

could be an important gain fcr property tax valuation purposes. On the 

other hand, as long as there i.s no tax on capital gains, the property 

transfer tax is the closest surrogate which the GOG has in place. 

Moreover, elimination of this tax may not lead to more accurate property 

value records. In this case, one might argue for a strengthened property 

transfer tax. Obviously, the issue calls for careful study and
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coordination with reforms proposed in the areas of capital gains taxation
 

and property valuation. 

Finally, the GOG should consider the possibility of using betterment 

levies, or special assessments, to capture a portion of the future land 

value increases. This form of taxation could be quite lucrative, given 

the potential impact of inf;,astructure improvements on land values. Many 

countries have found effective ways to capture the land value increments 

associated with public improvements. Careful study is necessary to work 

out the best technique for Grenada. 

Indirect Taxes. Incirect taxes yieided about 64 percent of all tax 

revenues in 1983; an. import duties constituted about 93 percent of 

indirect taxes, The heavy reliance on taxes related to foreign trade is 

almost inevitable in a small open economy such as Grenada, but some shift 

away from this heavy reliance is necessary and possible. Especially in 

the longer run, as the domestic economy develops, the indirect tax system 

must be capable of drawing local production of goods and services into the 

tax system. One focus in this structural study will be on designing such 

a system. 

There are major problems with the present system of indirect taxation 

in Grenada, as outlined in Fiscal Memorandum No. 10. The first is that 

the combined rates of tax on imports are very high, equaling 53 percent of 

the value of imports subject to duty, or 26 percent of the value of all 

imports. Basic foods carry a coi,ibined rate of over 29 percent and other 

foods from 37 to 86 percent. Non-food consumer goods carry rates ranging 

from 46 to 96 percent, with some as high as 140 percent. Thus, the level 
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of protection is very high and the burden on low income consumers may be 

quite high. 

The second problem is the very great complexity of the system: there
 

are nine different levies on foreign trade. Some apply specific rates,
 

some apply ad valorem rates, and some apply both. The tariff rates are 

highly complex, difficult to administer and there is no document that
 

shows all levies by commodity class. 

The third problem is the differential treatment of various commodities 

and importers. While relatively few commodities are exempt from duty, 

exemptions to government, statutor y bodies and businesses favored under 

tax incentive legislation resulted in 57 percent of the value of all 

imports entering free of duty. The result of this pattern is a narrowing 

of the base, perhaps unnecessarily, which leads to a higher tax rate;
 

uneven and perhaps unintended degrees of protection; and an unfair
 

treatment of consumers who cannot benefit from preferential tax rates on 

imported foodstuffs and consu-ner goods. 

Fourth, there are relatively heavy export duties which appear to be 

burdening agricultural production. Clearly these duties should be phased 

out. There are better ways to tax profits in the agricultural sector. 

Finally, there are substantial problems in the administration of
 

indirect taxes, largely in the Customs area. These are discussed below 

and in Fiscal Memorandum No. 11. 

A first order of business in Grenada is a structural reform of the
 

system of indirect taxes. While the general direction of reform already 
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seems clear, working out the specifics will require a great deal of 

research. The general scope of work for this design stage would include:
 

" A codification of the present rates levied on different
 
commodities. 

" A unification of the present nine elements of the indirect
 
tax structure into a common external tariff and a general 
consumption duty. The rate structure would also be 
simplified with three or four basic rates. The important
 
problem Is co select these rates and analyze the revenue 
and equity implications.
 

" Tax rates on domestic consumption should be brought in 
line with levies on imports to prcmote economic efficiency 
in production. Before the introduction of a domestic 
indirect tax policy, however, a careful study of try 
economic structure of the Gronadian econcmy is necessary 
to avoid cascading effects and the introauction of taxes 
that heavily burden lower income groups. The exemption 
from tax of intermediate commodities purchased by business 
would mitigate the tax cascading. The regessivity 
problem might bu handled either through a basic deduction 
under the personal income tax or through the exemption of 
basic goods--unprepared foods and medicines--from the 
consumption tax. Considerable study is needed to work out 
this aspect of the tax design. 

"A plan for phasing out the export tax needs to be 

developed.
 

Industrial and Trade Policy. The coordination of tax reform with
 

industrial policy and the foreign trade regime is especially Important in 

a small open economy such as Grenada. For example, a reduction in taxes 

on imports might exacerbate the balance of payments proble; the 

negotiation of tax treaties or trade programs may alter the GOG's views 

about the "best" tax practices; and general reforms of the Income tax may 

be an even more effective industrial policy than a tax incentive package. 
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A careful analysis and plan for coordination is necessary because
 

policymaking in these areas has been somewhat fraipented. 

At this point it is difficult to establish the full scope of work for 

this study. We can, however, suggest some of the priority areas. A first 

has to do with the present fiscal incentive package, which has been 

formulated with very little coordination and input fron the Ministry of 

Finance. An in-depth study is necessary to integrate alternative 

proposals for tax reform with the new Investment Code and other aspects of 

inaustrial policy. Indeed, changes in the investment coce would be 

necessary if new company tax provisions were to make certain incentive 

provisions irrelevant, e.g., a change in the depreciation methods allowed 

under the company tax. Similar issues may arise with respect to indirect 

taxes, especially the preferential tax treatment of imported raw materials 

and capital goods. 

Two other aspects of the fiscal reform that must be integrated with 

industrial incentive policies are: (a) the taxation of repatriated 

profits and other non-resident incomes through the (new) withholding tax; 

and, (b) the establishment of double taxation treaties with foreign 

goverrn ents. With respect to (a), it may be, for example, desirable not 

to exclude tax holiday profits fron the (new) withholding tax if the 

profits are repatriated. In terms of (b), it would be of no value to 

sacrifice domestic tax revenue through the granting oC incentives, if 

because oC the lack of a bilateral treaty with the country of residence of 
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the foreign investor, the sacrificed revenue ends up in that country's 

treasury.
 

Finally, there is the question of how an altered tax structure will
 

effect the balance of payments. The primary areas of concern, other than
 

those mentioned above, have to do with phasing out the export tax,
 

removing certain tax preferences for imported goods, tightening import 

valuation procedurcs, and reducing certain tax rates on imported goods. A 

careful study of these impacts is essential. 

Tax Incidence. With such a comprehensive reform program as this, it 

will be esoentiai to determine how the distribution of the tax buruen will 

change. In particular, one would want to consider the impact of these 

reforms on low income families and to consider how alternative versions of 

the reform package will affect these families. This analysis will enable 

the GOG to determine how much equity can be gained by various types of tax 

adjustments, e.g., lower tax rates on foodstuffs vs. an increased level of 

income tax exemopt.ion. 

A tax incidence study--an analysis of who will pay Grenadian 

taxes--must be carried out. This will be made very difficult because of 

the absence of data: there are neither national accounts nor a consumer 

expenditure sUrvey. This leaves open only one option--the use of income 

tax return data, and the establishing of national tax burdens for 

representative, but hypothetical taxpayers. For low income families, it 

will bu necessary to do a longitudinal family budget survey to determine 

how change:3 in thn indirect tax structure (in tax rates on various 

commodities) would reduce their purchasing power, and how (which) 
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exemptions and preferential rates can soften the regressivity of the 

s ys t e. 

Especially in light of the proposals under consideration here--flat
 

rate, broad-based taxes which favor investors--it will be important to 

find ways to protect the poor from onerous increases in the burden. 

Taxing the Tourist Sector. One hope for development of the Grenada 

economy is tourism. It will be important to develop a strategy for taxing 

the tourist sector that walks a fine line between generating adequate 

government revenues while not letting tax rates get so high that the 

island becomes unccmpetiti.ve. At present, the tax system can reach 

tourists through h1otcl occupancy and meals, airport departure, and excise 

taxes on itemns such as beer. The system might go much further in the 

areas of taxes on restaurant meals, taxi fares, the sales activity of 

tourist stops, and the use of utilities. 

In any case, a careful analysis of the taxation of this sector is 

necessary. The analysis needs to specify ways in which tourist activities 

can be taxec, bu; needs to do this in a context of understanding the 

practice in competing countries. The use of company income taxes, 

personail income taxes, and consumption taxes need to be harmonized in 

looking for an optimal way to tax tourists. 

Comparative Tax Practices. The Grenada economy is small, open, and 

must maintiin a competitive tax climate. Comprehensive tax reform in 

Grenada will be constrained by the practice in other East Caribbean 

States. A basic backgr'oud paper, to this study is an analysis of the 

comparative level and structure of taxes in these countries. 

http:unccmpetiti.ve
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Tax Administration and Training
 

There are four areas where tax administration and training assistance
 

are essential: income taxation, property taxation, customs administration 

and the implementation of a general consumption duty. These technical 

assistance needs are only summarized. here but are spelled out in some 

detail in Fiscal Memorandum Nos. 13, 12, 11, 10, respectively. We
 

emphasize the importance of having this administration and training
 

assistance march along with the structural reform. Much of the training 

and administration needed is basic, and can begin immediately (e.g.,
 

training in basic accoutLning and property valuation). Other needs are
 

more closely tied to structural reforms and would not begin until year 2
 

of the project (e.g., training sales tax auditors to administer a general
 

consumption tax). 

In the following paragraphs, we outline the scope of work for
 

technical assistance to improve the tax administration and to provide 

training in the four areas mentioned above. We also believe that 

technical assistance is necessary in the area of budgeting procedures and
 

control, but we have not included this component in this paper.
 

Income Tax. Because of poor administration, the personal and company 

tax bases in Grenada are unnecessarily narrow. This is a major reason why 

the nominal rates are so high. For example, IRD officials estimate that 

an assessment program that would capture the self-employed would have 

increas3ed 1934 personal Income tax revenues by EC$3 million to EC$5 

million. Thiz additional revenue would have enabled a significant 

reduction in the marginal rates. 
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The first step to improved administration is to reduce the complexity 

of the income tax system by broadening the base, simplifying the rate 

structure and permitting fewer deductions. This could eliminate about 

12,000 PAYE taxpayers from the enforcement program, leaving 2,500 

self-employed and 300 company taxpayers to be considered for the Audit 

program. A group of 12 to 15 well-trained auditors could do this work. 

The proposed technical assistance would provide this training, rewrite 

the assessment manuals, redesign the forms and generally advise on the 

operation of the department. The following ten points more or less define 

the scope of work for this technical assistance. 

Of the thirty-nine members of staff, only three have had 
any appropriate training. The training required will take 
approximately nine months. 

* The present Manual would have to be reviewed and updated.
 

* 	A management information system would have to be designed, 
including preparation of feeder reports for the system. 

" Assist in establishing a sound taxpayer assistance and 

education program. 

" Assist in redesigning the tax forms and instructions.
 

" Assist in centralizing the collection activities.
 

" Assist in the preparation of a Collection Procedures 
Manual.
 

" Assist in developing norms for a modified assessment
 
progran. 

" Assist in the preparation of job descriptions.
 

" 	Assist in complete reorganization of the assessment and 
collection functions, as soon as the self-assessment 
systn becomes operative and provisional assessments can 
be discontinued. 
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To carry out this work, training and implementation, would require an
 

18 to 24 months.
experienced resident advisor for a period of 


Property Valuation. As noted above, there is virtually no property tax
 

roll in Grenada. As a result, relatively little is collected (EC$700, 000)
 

and the real size of the legal tax base is declining. Some structural
 

changes in the property tax, such as a flat rate structure and the
 

exemption of low valued properties, could make the tax easier to
 

administer. However, there remain important problems in the
 

administration of the tax that neea to be corrected. These include (a)
 

carrying out a fiscal cadaster which locates and identifies every parcel
 

on the island, (b) putting an efficient record-keeping system in place,
 

(c) valuation of parcels to be taxed, and (d) establishing and
 

implementing a collections procedure.
 

A first, necessary step in this reform is for the GOG to provide the
 

following:
 

• Amendment of the Property Tax Management Law to eliminate 

sections prescribing certain forms and procedures, and to 

authorize establislment of the proposed system. 

" 	A commitment to complete the "photogr a nmetric" 
topographical maps in sui table scales for property 

inventory and valuation purposes (1:2500 and 1:1250). 

" The selection and hiring of tie proposed PVD staff.
 

One full-time expatriate technical advisor (2 years) and one on-call
 

expatriate advisor will be needed to help with development of training
 

materials, work procedures and in.structions and with the installation of
 

the system. The latter includes the completion of an inventory of
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identified parcels of land in a 
cadaster and of an accompanying
 

revaluation of land and buildings.
 

The short-term technical advisor would be 
 a person with broad
 

experience in property tax administration, reassessments, systems design 

and installation, tax administration improvement, and design of the 

special assessment program. This advisor would serve periodsshort of 

time on special assignments, as needed, for a total estimated time of two 

months in a two-year period. 

The long-term advisor would serve for months and would24 be a person 

with extensive experience in performance and in supervision of field work, 

including thu appraisal of land and buildings, and recoros management. He 

would (a) participate in the designing and conducting of the training 

program , (b) assist the valuations officer with the guidance and 

supervision of the installation of the new system, and (c) assist in the 

early completion of the cadaster and revaluation. This advisor would also 

be involved in the design and application of the tax collection 

enforcement procedures envisaged as a part of the improved recording and 

reporting of information (as a result of computerization), particularly of 

overdue taxes. 

Implementation of a General Consumption Duty. If, as both this report 

and the IMP recommend, the existing indirect tax structure merged intois 

a general. consumption duty, it will be necessary to have a technical 

assistance advisor during the implementation stage. The advisor will 

train the ino pe ctors in sales tax audit and will provide all necessary 
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assistance in phasing in the tax. He should be in country for about 9
 

months, overlapping the period of implementation.
 

The importance of having such an advisor should be emphasized. Even
 

after the tax is designed and the inspectors trained, there remain a host
 

of problems to be resolved. For example, a record-keeping systen needs to
 

be designed and the possibilities for computerization explored; forms must
 

be designed and printed; a taxpayer (businessman) education program must
 

be carried out; the inspectors must be given continued on-the-job training
 

in the early stages; and the "hard cases" must be dealt with individually.
 

Experierce 
 in other countries has taught the lesson that implementation of
 

such a major reform is very difficult and must go slow.
 

Custms Acinistration. Technical assistance in the Customs area, as
 

noted in Fiscal Me:icrandum No. 11, will focus on three general areas:
 

" 	Modernize and render effective the conventional control of
 
the Customs and Excise Department.
 

• Prepare the Department to adapt to the impact of future
 
fiscal policy changes and new responsibilities.
 

" Provide a training plan which will equip middle and lower
 
grade staff to administer an improved control system and
 
equip more senior staff to organize and implement new
 
procedures an" controls.
 

The problems of Customs Administration in Grenada, which ultimately
 

show up in a narrowing of the tax base, are undervaluation of imports and
 

inadequate control of the domestic use of "concessionary" materials. The
 

sources of these problems are many: 
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" The staff is poorly trained and there are neither 
instruction manuals nor adequate copies of the law.
 

" The law and regulations are out-dated and in need of
 
revision.
 

" 	Routine operating procedures are deficient. 

Technical assistance in the customs valuation area requires a long 

term advisor(s) who can assist the customs and excise department in the 

following scope of work: 

" 	Create a four man specialist investigation unit to control 
fraud in Contraband, valuation, domestic production traces 
and diversion of concessionary duty-free goods. 

" 	Create a four man "inoustrial unit" to control excise and 
domestic consumption duties, use of concessionary material 
and verification of certificates of origin.
 

" Train all middle and lower grade personnel in conventional 
procedures, higher grade in specialist innovations ana 
customs brokers. 

• 	 Set up and operate a customs valuation system 

" 	Redraft the Customs Law and Regulations to encompass new 
activities and prepare instruction manuals. 

" 	Commence preparatory work on the adjustment of the 
national tariff nomenclature to conform to the forthcoming 
Harmonized Commodity Description and Coding System - CCC 
Brussels. 

• 	 Permit the inclusion of a customs representative on the 
decision-making body for granting duty-free concessions. 

• 	 Prepare a special procedure for the import and export of 
goods connected with assenbly operations. 

* 	Make improvenent3 where necessary in routine customs 
procedurej, but specifically in the fields of tallying 
imports, refunds of duty, post-audit of documents, 

adninistratIve penalties, and hydrocarbon oil control. 
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Three levels of technical assistance have been planned according to 

cost. Level I, 2 man years, recommended here, is designed to cover 

assistance In all fields where deficiencies have been identified. A six 

week preliminary study is recommended to prepare the ground for an 

advisory team. These scopes of work are further elaborated in Fiscal 

Memorandun No. 11. 

Tfhr project could be carried out at lower levels of activity. Level 

1I, 18 man months, covers the same fields but economizes on training by 

reduction of course lengths and subjects and use of local instructors. 

The Customs Ordinance would not be redrafted: merely the Regulations 

pertaining to new procedures and manuals. Level III, 12 man months 

economizes further on course lengths and subjects and omits brokers. 

There would be no legal, regulatory or manual drafting. In all levels the 

establishment of a valuation branch has been maintained as the essential 

element including the related training. The potential payoffs of "doing 

it right," however, would seem to argue for Level I. 

Expenditure Planning and Control 

What the GOG is able to do about effective tax reform in the long run 

depends on their ability to reduce effective tax rates, which depends in 

turn on their willingness to control expenditures. While no amount of 

technical assistance can increase this willingness, there are two areas 

where the ability to control expenditure increases can be strengthened: 

budgetary control and the institutionalization of a fiscal planning model. 

Budgetary Control. The budget is the main instrument in the hancs of 

a government to achieve its fiscal goals. Good budgeting procedures 
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require: (a) clear definition of government objectives and priorities, 

and the dissemination of this information to all governmental agencies, 

(b) the gathering of information from all agencies so as to identify 

needs, to control Che size of each agency's budget, and to allocate funds, 

weighting requests against one another, (c) control and audit, to make 

sure agencies do not overspend and that they have allocated funds 

according 	 to the budget. 

The present budgeting procedures in Grenada are weak in relation to 

(a) and (b). As detailed in Fiscal Memorandu-n No. 2, the present system 

does not allow the gathering of the basic information needed, for example, 

to cut or increase expenditures in an efficient manner. With respect to 

(c) above, the MUF has in place a very effective mechanism to control 

non-budgeted spending, but auditing practices, as recommended in the IMF 

report, need to be reinstated. 

The Government of Grenada should again review the recommendations of 

the 1979 It-F Report on financial management, and should consider seeking 

additional technical assistance for implementation in this area. The I 

might be a good source of technical assistance in this area. 

Fiscal Planning Model. Another view as to how one controls expenditure 

growth is by understanding more perfectly how each expenditure decision 

impacts on the longer term growth of the Government of Grenada budget. A 

fiscal planning model has been installed in the Ministry of Finance to 

accomplish this objective (The model is described in Fiscal Memorandum No. 

14). In its present version, the model is simplistic and needs to be 

expanded. Though the model allows basic projection of employment, wages, 
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and the other objects in the budget for' each functional category, e.g.,
 

health, construction, etc, it could be improved in a second phase of this 

proj e ct. 

• 	 Using more complicated formulas, much more flexibility 
could be introduced to the expenditure forecasting part of 
the model. In particular, separate growth rates could be 
used to forecast employment and other objects in different 
functions, and growth rates could be allowed to differ 
across years. 

" At present, capital expenditure planning is done on a year 
by year basis. This obviously does not allow a smooth 
capital expenditure pattern and makes forecasts of debt 
service for new capital commi~meiits virtually impossible. 
The unplanned element in capital expenditure may leave 
unexpectedly large deficits or a scramble to introduce new 
taxes to close the deficit. Capital expenditure planning 
would be given careful study, and a realistic capital 
planning approach would be implemented. 

" 	Due to a lack of detailed historical data on revenues, the 
revenue forecasting techniques used in the present model 
are less than could be done with better data. A second 
phase of the model would introduce improved revenue 
forecasting methods. 

IV. Implementation Plan
 

One possibility for carrying out this project is through the Syracuse 

University Cooperative Agreement with USAID. This, obviously, is the 

possibility we would prefer. If this arrangement were used, the 

implementation plan would have four components: general project 

management; coordination with other donors; long-term, resident advisors, 

chiefly in the tax administration area; and short term technical 

assistance, chiefly in the tax structure area. The relationship 

established should be one in which the contractor reports directly to the 
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GOG on substantive matters, and USAID plays the role of an interested 

third-party and a monitor of contractor finances. 

General Project Management 

The Project Manager, would be the metropolitan Studies Program of the 

Maxwell School of Syracuse University. The manager would design the 

project, coordinate all short and long-term TA, review and approve all 

work, and maintain regular liaison with the Director-General Finance in 

the GOG. A Fiscal Advisor to the GOG would serve as Resident Director of 

the Tax Mission office in Grenada. We have used such an arrangement in 

Jamaica and it has worked very well. 

Coordination with Other Donors and Other Projects 

This project cannot be carried out in isolation, for any number of 

reasons. The most important is that Grenada is an open economy, heavily 

dependent on foreign trade. Moreover, Grenada is closely tied to other 

OECS countries through a common external tariff and currency union. Many 

of Grenada's tax policy problems cannot be solved unilaterally.
 

Second, there is a need to coordinate TA and policy advice from 

various donors to make sure that it is not at cross-purposes. Most 

notable here is the need to coordinate technical assistance and advice in 

the tax and budgetary policy area, from USAID, The IMF, and The World 

Bank. Third, resources are scarce and a coordinated tax policy effort can 

reduce the financial burden and speed the project implementation. 

A first step in this tax policy progrn is for the GOG to call a 

meeting of all donors involved, agree to a more or less common approach, a 

timetable and a cost-sharing program. The consortium, represented by a 
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panel of experts drawn from the donors should meet semi-annually, with CDG 

officials, to review progress anai implementation plans. 

Short-Term Technical Assistance 

A number of studies of the Grenada tax structure must be carried out, 

as described above. The procedure is more or less as follows: two field 

visits, of about three weeks each, to gather data and discuss results. 

One to two months of home office work to prepare the report. Another two 

months of elapsed tim: is necessary for GOG and home office review. The 

tax incidence analysis will take a much longer time period to complete 

because of the survey research required. A Staff Paper with findings ano 

preliminary recommendations from each analysis is the final product of 

this phase. The amount of time necessary for each study will vary,
 

depending on the complexity of the topic. A first version of the set of
 

studies required includes the following:
 

TABLE 1
 

Study Area Man Monshsa Trips
 

Personal Income Tax 3 (1.5) 2 
Company Income Tax 3 (1.5) 2 
Property Taxation 3 (1;5) 2 
Indirect Taxes: 

Customs and Excise 2 (1.0) 2 
Consumption Duty 3 (1-5) 2 

Trade and Industrial Policy 3 (1.5) 2 
Tax Incidence 
Tourism Taxation 

6 (3) 
3 (1.5) 

5 
3 

Statistics Improvements 1 (2) 1 
Comparative Taxation 2 (1) 1 
Fiscal Planning Model 2 (1) 4 

aN.unber in parenthesis indicates man-months in the field.
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Long-Term Technical Assistance
 

The Syracuse Project would open a Grenada office, from which the 

long-term advisors would work, and where the short-term field work would
 

be carried out. We would anticipate a total effort of between 87 and 102
 

man months of long-term techical assistance.
 

The Tax Project office would be headed by the Resident Director, 

Fiscal Advisor. He/she would be an economist, would serve in residence
 

for two years and would have the following duties: 

" Coordinate all project activities in country.
 

• Advise the Ministry of Finance on Fiscal Matters. 

" Discuss each staff paper and proposal with the Director 
General and staff and assist in preparing an 
implementation plan. 

* Work with the Ministr in developing the fiscal planning
 
model; and in continuously revising fiscal projections.
 

" Supplement the analysis of all short-term studies.
 

The duties of the other resident advisors--income tax administration, 

custons adninizstration, property valuation, and consumption duty 

implementation--are described above and in the Fiscal Memoranda. The 

Long-Term technical assistance man-year requirements, at various levels of 

effort, are described in Table 2. 

There is also need for an advisor In the area of budgetary planning
 

and control. It is not includud in this proposal, in hopes that funding
 

could be obtained elsewhere (perhap3 IMF). 
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TABLE 2 

LONG-TERM TECHNICAL ASSISTANCE REQUIREMENTS 
UNDER VARYING LEVELS OF EFFORT 

(in man months) 

Middle Low
 
High Level Level Level
 

Duty Package Package Package
 

Fiscal Advisor 24 24 24 
Income Tax Acministration Advisor 18 12 12 
Income Tax Collections Advisor 3- -

Customs Advisor 24 18 12 
Property Valuation 24 24 L-

Indirect Tax Implementation 9 9 9 

TOTAL 102 87 57 

V. Timetable
 

The timetable for Project analysis and implementation is 24 months. 

The structural studies described in the section above will take place 

during months 1-9. By :,ionth 12, a "White Paper" on comprehensive tax 

reform will have been presented to, and discussed with, the GOG. Of the 

short term TA studies, only the tax incidence analysis would continue past 

month 12. 

The long-term TA will begin in month 1, with basic training and 

procedural assistance. Much of this work is very basic and need not wait 

for the GOG to initiate structural refcrms in the tax system. Other 

ad:inistrative work and training--for examples, initiating a special 

assessment pro'a-- under the property tax or training sales tax 
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auditors--cannot begin until the GOG has moved on the reform of the 

System. 

A number of benchmarks in the training area might be established: 

" By the end of month 12, 12-15 income tax inspectors will 
have received basic training. These persons will continue 
wit Lh on-th0-Jc tra.nirng, and specialized coursework 
during months 12-24. 

" The Property Tax roll will have been established by month
 
12, and about 15-20 field assessors will have been
 
trained. A full valuation will have been completed at the
 
end of month 24, and an improved collection system will be
 
in place.
 

" 	Training in 'basic skills' for Customs Officers, Class II 
and III will be completed by month 6. 
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ENDNOTES
 

1. 	A recent IMF report projects that the future recurrent costs implied 
by this public investment activity could be staggering. Unless some 
control measures are put in place, one might expect current and total 
expenditure shares of GDP (in 1990) of up to 30 and 115 percent, 
respectively. With controls in, place, this growth can be slowed 
considerably, but the expenditure share of GNP will still remain high. 

2. 	 The data used to make this computation are frco Vito Tanzi, 
"Quant itative Characteristics of the Tax Systens in Developing 
Countries," in Modern Tax Theory in Developing Countries edited by D. 
Newbery and N. Stern (forthcoming). 
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DATE: May 30, 19014 

1. 	 I understood my assignment to be a review of the Grenada tax system, 

examination of current IF and G0 activity in this area, advice on 

the kinds of tax reform that might be most conducive to a private 

sector led development strategy, and suggestion of an action plan for 

USAID to assist in revision of the tax code. These areas are all 

covered in this mcmo. 

2. 	My six working days in Grenada have been full and useful, but of
 

course it is a very short time and I have done too little by way of
 

hard analysis. I met with the following people:
 

Ministry of Finance (GPnri' Policy) 

Mr. L. Wilson
 
Mr. A. Kirtin
 
Mr. V. Calendar
 

Inland Revenue Deoartment
 

Mr. B. Harford
 
Mr. Lowe
 
Mr. Hosten
 
Mr. 	Louis
 

Curtcms and Excise Deuartment
 

Mr. P. Bubb
 
Mr. Stewart
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Budgeting
 

Mr. Angus Smith
 

Exchanqe and Control Deoartment
 

Mr. 	 G. Phillips 

OAS
 

Mr. 	 Noberto Amoros 
Mr. 	Thomas Riegert
 

I received very good and hospital cooperation in every case. The only
 

exception was that the data gathered by the IMF mission were not made
 

available to me, and cnly one table in a recent report on income tax
 

reform was shown to me. 
 In the latter case, Mr. Victor Calencar felt
 

it would be premature 
 to let us see these data. In the case of the
 

data, I was tcld that the mission had taken it back to Washington and
 

copies were not left.
 

3. 	This report does not contain specific estimates or hard analysis, but
 

mostly my impressions 
 based on a quick look. I do think, however, 

that the data are available to get answers on man' of the big 

questions (e.g., what portion of the taxable capacity of Grenada is 

exempt by code or concession, which imports account for the larger
 

share of indirect tax revenues, what revenue loss would various income
 

tax rate cuts imply, etc.). I would be very surprised if the Fund
 

team did not take steps to get at these questions by pulling samples 

of lnuo:me tx fii:s arid customns declarations. 

4. 	 Time was short, and so I could not do as thorough an analysis as 

would have liked. In particular, I have not had time to do much with
 

I 
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inheritance taxes, property transfer taxes, the tax treatment of 

foreigners, motor vehicle taxes, and export taxes. I assumed that 

fiscal incentives were part of someone else's assignment, but I would 

have 1ked to do more in that area. 

5. 	This report contains a discussion of the current and prospective GOG
 

budgetary concition; a discussion of tax reform analysis currently 

, .n.:.i a on the problems and issues concerning the presentay; brief 

structure of taxes: a view of' the need for overall tax reform; and 	a
 

proposal for an action plan.
 

Budcetar, Position
 

6. 	The FY 1934 budget suggests a current account deficit of about $8
 

million, or 9 percent of total recurrent expenditures (see Table 1).
 

This estimate assigns all debt repayment to the capital budget and,
 

hence, understates the current deficit. The 1984 deficit is a result
 

of a slow growth in tax revenues (almost no growth over 1933), a
 

discretionary reduction in tax revenues due to a reduction in the
 

sta'p duty rate, and a lar8e increase in recurrent expenditures. The 

IMF' ezt-------- 225 .. increase in personal *mo,_lun.ennts in this 

total. The 1934 deficit would appear to be financed largely (about 

two-thirds) with general assistance from the U.S. Goverr .nent. 

7. 	 What are the prospects for the next 3-5 years? The GO(. has no 

long-term budget plan, nor have The Estimates for 1935 yet been
 

prepared. Based on discussions with Mr. Victor Calendar and Mr. Angus
 



TABLE 1
 

BUDGETARY POSITION
 
(in millions)
 

19311 1933 19.2 

Current Revenues 81 81.0 74.2 

Recurrent Expenditures 
8 9a 6 4.0a 67.5 

Current Surplus (Deficit) (8) 17.0 6.7 

Capital Expencitures 131 116.1 101.1 

Overall Deficit: (139) (99) (94.3) 

Financing:
 

USA general assistance 32
 
USA project assistance 52 
Otner 

Including debt repayment and military spending.
 

SOURCE: 	 Data for 1954, 1983 provided by Mr. Angus Smith,
 
Ministry of Finance. Data 
for 1932 taken frcm IMF
 
consultation report.
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Smith, however, 
Calendar chairs a working group on taxation which has
 

lust reported 
 to the GOG. While the report could not be made
 

available to us, 
 he indicated that it recommended cuts in individual
 

and business income taxes, 
 and In the export duty. The short-term
 

revenue losses 
 which would result from these actions would be made up
 

by a combination 
of economic growth and acrlnistration reforms which
 

would occur between now and FY 1936. 
 He Indicated that these factors
 

would generate an increase of $3-$5 
million In revenues. Apparently,
 

they 
have made some multi-year revenue prcjections because he was 
willing to 	 state the percentage increases 
 in 	 real GNP which were
 

assumed: 

1934 2.5 percent
 

1935 4.0 percent
 

1986 5.0 percent
 

8. 	It is difficult to make even a preliminary asspssment of the Calendar
 

analysis without 
 looking at the detailed report. 
One might, however,
 

begin to investigate 
 the three following questions. First, what are
 

t e recurrent expenditure increases 
planned for three
this year
 

period? If it Is to increase faster than GN? during this period,
 

quite substantial current account 
 deficits 
 could be in the offing.
 

The difficulties 
 of reducing public employment in a surplus labor
 

economy suggest an
such outcome. Second, exactly what are the tax
 

administration Improvements plannea Dy tne GOG, wnen are they expected
 

to 	 come on line, and now will 
they yield increased revenue? Remember,
 

there is a substantial lag between the arri:al 
 of the technical
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assistance, the training of local officers, and the flow of increased
 

revenues. Moreover, all administrative improvements do not yield more
 

revenues by themselves--some simply improve the efficiency with which
 

an office operates and set the stage for longer term reform. Third,
 

without structural tax reform, the projected GNP growth may not
 

generate tax revenue growth at levels anticipated because the buoyancy
 

of the Grenada tax system has been very low.'
 

9. One prognosis is for a substantial current account deficit over the
 

next three years. This condition could be further exacerbated by
 

deficits of the public enterprises if they are not divested. The last
 

Fund Consultation Report (page 17) estimated a transfer of $1.5
 

million to the 11 non-financial public enterprises in 1952. This was
 

equivalent to 9 percent of the total central government expenditures
 

in that year. Even more important are the increased recfrent costs
 

associated with operation and maintenance of capital facilities. The
 

IMF suggests that these may reach 7 percent of GDP by 1937. Based on
 

all of this, I would guess that, even with significant fiscal reform,
 

a current account deficit from government operations is certain to
 

occur over the next three years. To hold the magnitude of these
 

deficits in check, USAID needs to assist GO in the following areas.
 

--	 divestiture of selected public enterprises 

--	 short-run technical assistance in tax administration and
 
training
 

--	 committing the GOG to comprehensive tax reform and
 
advising on compatible short-run tax reforms
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-- assisting the COG in developing a fiscal planning
 
capability.
 

This kind of assistance is probably not going to lead to current
 

surpluses in 1985 and 
1986, but it can begin to move the GOG budgetary
 

position toward long-run balance 
and it can reduce the near term
 

deficits below what they otherwise might have been.
 

Progress on Tax Reform
 

10. Tnere is ccnsicerable current interest and activity in the area of tax
 

reform. Victor Calendar (on secondment from IMF) heads a GOG working
 

committee, and the IMF had a fiscal mission in Crenada in April. 
 In
 

addition, thero has 
 been some effort directed toward the comparative
 

tax treatment of investment (the Charles Irish report). Neither the
 

GOG nor IMPF reports 
are presently available for study: the IMF report 

because it is not finished; the GOG report because it is internalan 


government docuient and could not be released. 

11. Mr. Calendar reported that the GOG working group had taken as its 

primary objective "enhancing the responsiveness of the present tax 

struotijrp to economic growth." They also are concerned about reducing 

the regressivity of 
 the current system and improving its
 

administration. It is important to emphasize that such 
a primary
 

objective focuses on revenue 
raising and not on the provision o.
 

incentives for 
 increased private investment and production.
 

Surprisingly, the few hints he was willing to give about the tax
 



structure recommendations in the report suggest policy reforms that
 

would reduce tax burdens and revenue responsiveness: e.g.,
 

-- reduce personal income tax rates and widen the brackets 

-- reduce corporate tax rates 

-- reduce the export duty and import tax shares of GNP. 

It was not clear from the discussion where the increased revenues and
 

increased GNIP resconsiveness (buoyancy) would 
 come from.
 

Administrative improvements were mentioned, but no specifics were
 

given other than reference to an 
IMF offer- of technical assistance In
 

the income tax area. This report will require careful study by USAID,
 

1tth in terms of its long- and short-run implications.
 

12. The 
IM-- fiscal mission visited Grenada from April 9 to April 26, 1984,
 

and is scheduled to complete its report by th. end of July. 
The team
 

was led 
 by Ved Ghandl, a very capable and experienced tax policy
 

analyst, and took an its objective a review of the fiscal system
 

(taxes and expenditures) "...with a view of making it an instrument of
 

economic growth (providing incentives for private initiative and
 

enterprise) while enhancing the elasticity 
 of the tax system and
 

reducing its regressivity." The IMF objectives, then, are more
 

directed toward the effects of taxation on the economy than are the
 

objectives of the 
 COG study which, according to Calendar, are
 

relatively more concerned with how to capture more of 
the benefits of
 

economic growth for government purposes.
 

13. Since 
the final IMF report Is not available, we cannot know what
 

reforms it will propose. The team did submit, however, its
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"Preliminary Findings and Recommendations," which lays out the
 

direction of their thinking. On the question of tax reform changes,
 

they indicate the following directions for change:
 

-- lowering income tax rates 

-- broadening the income tax bases through improved 
ad.inistration and taxing interest income 

-- converting personal allowances from income tax 

deductions to income tax credits 

-- removing discretionary exemptions from Import taxes 

-- increasing the taxation on services and utilities 

-- converting duties on cigarettes and beer from a specific 
to an ad valcrem basis 

-- improving property tax a&inistration. 

In 	 the "medium term," they suggest the imposition of a broad-based
 

consumption duty, levied equally on imported goods and domestic
 

output.
 

14. 	The IMF team also had a mandate to examine expenditure planning and
 

control. Their preliminary conclusions and recommendations include:
 

-- regroup the present 18 ministries to only 7 or 8; 

-- levy user charges on secondary education and health 

services; 

-- slow down the rate of capital project implementation to 

reduce the recurrent cost burden; 

-- reinstate proper budgetary measures. 
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In 	 general, the Fund urged speed in "an 
honest appraisal of current
 

expenC,.turesi" instead of waiting until tax reforms have been
 

implemented which, they noted, could (and probably would) take a few
 

years.
 

15. 	USAID should do a careful review of the IMF study when it is
 

completed. While that study will 
 surely be competently done--and
 

there is certain to 
be 	much in it with which I will agree--it is not
 

clear that 
 its policy advice will be exactly the same as that which
 

the mission 
would want to offer. The differences will have to be
 

clearly flagged. It would be good to remember that, in this report,
 

the Fund will be laying a plan for short-run deficit elimination, to
 

which they may eventually try to hold the GOG. The mission needs to
 

be very sure before it buys into this plan.
 

Problems and issues Concerninz the Present Structure 

16. 	 The pre2ent tax system in Grenada violates most of the maxims of gcoJ 

tax practice. First, it is complicated and therefore not easily
 

understood by taxpayers. Second, it is untfair in that 
 It 

a..,n zc "r of. ac iv t l .g., hcay"c - ^ 

imported gcos vs. domestically produced goods, of exports vs. 

domestic conZupticn, an d of agriculture vs. scrvices), amcng PAYE 

earners vs. the self-employed, and it may be regressive. Third, it Is 

not auto-matically and proportionately responsive to income growth. 

The faster 
 growing components of the tax base--government and 
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services--are not reached because of poor administration or because of
 

exemption through code or concession. Finally, the tax system may
 

provide important disincentives to income earning and employment
 

generation with its high rates of income and export taxation. These
 

problems have emerged because the tax system has grown up in an
 

uncoordinated, piecemeal fashion, with almost annual adjustments in
 

the tax rate to raise more revenues, and in tax concessions to provide
 

relief. There is no histcry of a concern for reforming the "tax
 

system."
 

17. 	The rejult of this history is a very complicated tax structure. While
 

the high rates imposed have attracted much attention, the inequities
 

among various classes of taxpayers may have produced even greater
 

problems and disincentives to economic activity. The last thing one
 

wants to do now is to ccntinue in the direction of piecemeal revenue
 

aajustments which are not tied to a long-term tax reform plan.
 

18. 	The distribution of recurrent revenues by type is described in Table
 

2.
 

Personal Inccme Tax 

19. 	The personal income tax is levied on all sources of income except that
 

earned from interest on savinvs deposits. There are no separate
 

capital gains taxes. A fairly common set of personal allowances are
 

permitted, including personal and dependent exemptions, alimony and
 

housekeeplng dcductions, as well as an allowance for education 

expenditures abroad. To give an idea of the nature of the 

allowances: a family of five would face no income tax on the first 
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TABLE 2
 

COMPOSITION OF REVENUES IN 1984 BUDGET
 

(in millions of EC$)
 

Custocis and Excise 
Import Dutya 
Export Dutya 
ConsumPtion Dvtya 

inrtlr'naLiui AirpurL Levy A 

Other 

Taxes 
Company income Tax 
Indivicual ..ne Tax 
Withholding Tax 

Stamp Duty a 


Motor Ve.icle Tax 

Hotel Occupant: Tax 

Foreign Exchange Taxa 


Other 


LIcenses 

Airport Dues 


Earnings of GoverrFment Departments 

Post Office 

Rent and Interest 

Other 


Total 


aT, which are 

SOURCE: 19811 Bulget. 

Percent
 

Amount of Total
 

26.2 32.2
 

11.0 13.5
 
3.7 4.6 
7.0 8.6
 
4.! 5.0 
0.4 --

43.7 53.8
 
7.5 9.2 
11.0 13.5
 
1.0 1.2
 

15.5 19.1
 
1.5 1.8
 

0.5 0.1
 
5.0 6.1
 

1.7 2.1
 

1.5 1.8
 
0.6 0.7
 

4.7 5.8 
2.9 3.6
 
1.0 1.2
 
0.7 0.8
 

81.3 100.0
 

levied principally on foreign trade.
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$3750 earned. Two important tax expenditures under the personal
 

income tax are a deduction of up to $7,400 for mortgage interest and
 

up to $1,400 for life insurance premiums paid. By law, then, the base
 

of the tax is quite comprehensive.
 

20. 	The rate structure is progressive, reaching to 65 percent for annual
 

incomes above $30,000. At approximately the average per capita income
 

in Grenada, a family of five would have an inccme of $4050 and would
 

pay $710 in personal income tax; $347 if it qualified for the full
 

mortgage interest deduction. The amounts are equivalent to 17.5 and
 

8.6 percent of income, respectively. The broad base and graduated
 

rates provided for by the law would appear to suggest an equitable
 

distribution of tax burdens. This probably does not turn out to be
 

the case, as cescribed below.
 

21. 	By law, the tax is self-assessed; in practice it is not. Of
 

potentially 15,000 taxpayers (IRD estimate), only about 2500 file a
 

return. Of these 2500 returns, most are incomplete and have to be
 

redone by IRD staff, based on data supplied on the form. Tne
 

remaining assessments (about 5000) are made in the office (there are
 

2 

no self-declarations) and notices of taxes due are mailed out. The
 

latter are assessed on a basis of PAYE submissions, information
 

received from growers cooperatives, what is known about past level of
 

business sales, etc. Given that only ten (10) officers are available
 

to carry out tnis assessment, and that there is bound to be a paucity
 

of information about the self-employed, it is not likely that the
 

coverage of the tax is very broad. Particularly the
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self-employed--those In the service sector and those in agriculture-

are likely to be undertaxed because they are so difficult to assess.
 

So, while the statutory marginal and average rates look very high, the
 

actual effective rates may be quite a lot lower in many sectors of the
 

economy. Overall, personal income taxes accounted for only 3.9 

percent of GDP In 1932. 

22. 	There is much rocm for improvement in the administration of the 

personal income tax. The aim of these improvements would be to even 

out the tax burden, as between PAYE and the 'hard-to-tax' sectors, and 

to increase compliance generally. Both actions could broaden the tax 

base and enable either a revenue increase or a substantial rate 

reduction. Improved administration could also lead to a cleaning up 

of arrears and a one-time revenue increase. Among the income tax 

administration problems: (a) there is neither an office nor a field 

audit of returns; (b) there is not a modified assessment plan--a 

manual which enables a rough estimate of the income of the hard-to-tax 

sectors--nor are there field assessments/examinatilons of books of 

account of small firms; (c) there are almost no statistics to enable a 

monitoring of income tax performance; (d) the tax form is too 

complicated, therefore ccmpliance is made difficult; and (e) sanctions 

against non-filers and those who under report are minimal (the penalty 

rate is 1.5 Brcent pcr month on the unpaid balance) and not enforced.
 

23. 	Two administrative actions would seem called for to oroauen the case 

of the income tax and to increase compliance. 



15
 

--	Tax administration assistance, presumably in the areas
 
of income tax collections and assessments, has been
 
offered by the IMF. (This was reported to us by Mr.
 
Calendar and Mr. Wilson.) This will help measurably,
 
and could yield some short-run revenue gains if
 
accompaniea Dy a vigorous enforcement program.
 

--	The GOG needs to seel< assistance in training its staff
 
in basic accounting and auditing, and needs to expand
 
and fill the nurmber of positions in the department. The
 
present staff of 10 for assessment and audit of
 
individual and company income tax (only three qualified
 
to do field audits) is too small.
 

24. 	Are the individual inccme tax rates too high? On the one hand, the
 

top marginal rates (up to 65 percent) clearly could discourage
 

initiative, and the high nominal rates could provide a disincentive to
 

work effort and lay a substantial burcen for those who cannot evade
 

(PAYE). However, the high rates discourage compliance and will
 

stiffen resistance to a more vigorously and efficiently enforced
 

income tax. There is a good case for lowering the tax rate.
 

25. 	On the other hand, there may be substantial evasion by higher income
 

taxpayers which lowers the effective rate (i.e., the high nominal
 

rates apply only if Income is properly assessed). As is shown in
 

Table 3, onlyl 1.36 percent of all taxpayers report incomes in the 65
 

pcrccnt muargnl.t 	 1,rcc 'and on, 6.0, p cn. ... f .... 

brackets atove 50 percent. When only 'chargeable' (taxable) income is 

considered, the comparable percents are 1.00 ant 5.59, respectively. 

Interestingly, however, the 65 percent rate bracket accounts for 

nearly 15 percent of income tax revenues, and the 50-percent-and-over
 

bracket accounts for 37 percent.
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TABLE 3
 

DISTRIBUTION OF TAXPAYERS BY INCOME CLASS: 


Income Category 

EC D.llar 


$ 0 - $ 1,000 
1,001 - 3,000 

LOW - 5,022 
5,001 - 7,503 
7,501 - 10,000 
10,0 1 - 12,500 
12,501 - 15,000 
15,001 - 20,000 
20,001 - 25,000 
25,001 - 29,999 
30,000 and over 

aThese 


Proportion of 

Taxpayers Based 

on Assessable 


Income 

(in Derccrit) 


1.86 


10.18 


.56 

28.05 


14.41 
8.42 

5.25 

4.78 

2.17 

0.96 

1.36 


Proportion of
 
Taxpayers Based 

on Chargeable 


Income 

(in percent) 


10.78 


23.61 


24.... 

16.52 


8.95 

0.82 

3.00 

2.79 

1.24 

0.56 

1.00 


1983a
 

Proportion of
 
°otal Income
 
Tax Revenue
 
(in percent)
 

6.68
 

7.31
 
14.67 
13.04
 
11.69
 
8.78
 

11.80
 
6.75 
4.46 

14.32
 

data are based on a sample of 7,296 taxpayers who paid
 

total taxes of ECS7.07 million.
 

SOURCE: Provided by Ministry of Finance.
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Company Tax
 

26. 	The company tax is levied at a flat rate of 55 percent of net income.
 

A number of firms are exempt from the tax by virtue of incentives
 

granted, but it was not possible to get an estimate of the revenue
 

loss due to incentives granted. One must conclude that the rate of
 

company tax is high enough to discourage private investment.
 

27. 	Apart from the level of the rate, there are other structural problems
 

with the company tax that may have an unfavorable impact on the
 

investment clirmate. Depreciation is allowed on an original vs. a
 

replacement cost basis; hence, inflation imposes a kind of 'tax' on
 

top of the government's tax. Similarly, inventories are valued on a
 

cost basis, FIFO, which means that companies will understate their
 

actual raw material costs (i.e., inflation will impose another hidden
 

tax). Finally, dividends are taxed both as part of company income and
 

as 	 personal income received. 

28. 	The Grenada company tax should be easy to administer. Only about 150
 

firms are liable for payment. On the other hand, the books of account
 

are not adequately kept, especially by smaller firms, and only three
 

staff are qualif'ed to do audit work for individual and company income
 

tax. Reform of the ccmpany tax is called for in a ntinber of areas:
 

--	 the nominal rates are too high and likely to discourage 
private initiative--they should b'e reduced; 

--	 inventory and depreciation allowances need to be 
adjusted for price level Increases; 



18
 

-- double taxation of dividends needs to be eliminated 

through sone form of integration with the individual 

income tax; 

--	 the incentive package needs to be reviewed with an eye 
toward a more uni!orm treatment of firms; 

--	 the assessment and audit capability of the Inland 
Revenue Department needs to be improved through 
technical assistance and training. 

Depending on how far rates are reduced, these reforms will almost
 

certainly lead to revenue losses in the short-run.
 

Import and Consumction Duties
 

29. 	Taxes on fcreign trade account for nearly two-thirds of total
 

revenues, and include a complicated collection of rates and bases
 

which are difficult to administer and whose impact is no- easily
 

assessed. The systen. has been built up over time to raise revenues,
 

apparently with little concern for, other objectives. (This history of
 

discretionary changes is described in Appendix B.) Some feel for the
 

degree of ccmplicaticn can be had frcm the rough summary in Table 4.
 

To complicate matters even further, each of these taxes has a separate
 

set of exemptions, either by code or by concession.
 

30. 	This structure of indirect taxes has led to a number of important
 

problems: (a) the total effective tax rate on import value is high,
 

around 27 percent on average and 52 percent for consumer goods 

according to an IMF estimate; (b) an inefficient and costly 

administratIon; (c) an unequal treatment of Imported and domestically 

produced goods; and (d) many inequities which have grown out of 

concessional exemptions from duty. 



Levy
 

Import Duty 


Staump Duty 

Inrternrat'Lon alT

Airport Tax
 

Package Tax 


Consumption Duty 


Excise Tax 


Petrol eum 
Increased Profit
 
Margin Tax
 

Foreign Exchange 

Tax 
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TABLE 4 

IMPORT AND CONSUMPTION 

C.I.F. Value of Imports 


C.I.F. plus Import Duty 


C.1L.F. 

Volume of Packages 


Lancea
 

C.I.F. plus Duty 


Domestic Beer 


Production
 

Foreign Exchange 

Purchases
 

DUTIES 

Many, as provided in the
 

external tariff, ranging
 
from 0 to 35 percent 

15 percent
 

5 percent 

50 cents/5 cubic feet 

8 ad valcrem rate
 

classes, plus some
 
specific rates 

15 cents per gallon
 

5 percent
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31. 	The reform prcgram called for includes, as a first step, the
 

amalgamation of these various duties and taxes (other than the common
 

external tariff) into a general consumption tax. This would make the
 

tax more easily administrable, would not discriminate against imported
 

vs. domestically produced goods, and would set the stage for indirect
 

taxation of growing domestic manufacturing and tourist-related
 

activity. The duty would be collected at the import and manufacturing
 

levels, and should have as few rates as possible.
 

32. 	The base for indirect taxation can be broadened in two ways. The 

first is by elimination of concessional exemptions. The exempt status 

of raw material and capital gcods imported for re-export snould be 

retained, but the case for exempt status for other imports and of 

parastatals should be re-examined. I was not able to get an estimate 

of the value of duty-exempt goods, 'it one gets the idea that it is 

substantial. The duty base can also be broadened by administrative 

reforms. While the clearance of goods from the dock is quite rapid, 

even given the complex tax system, virtually no valuation of Imports 

is done. The stated value on the invoice ii generally accepted. The 

Controller of Customs reports, however, that he suspects under

invoicing to be a growing problem--underinvoicing by Indian and Syrian 

merchants and of goods received from the free trade zone in Miami and
 

Panama were cited as major culprits. Only one man in the C&E 

department is trained in valuation tecnniques. Tne GOG needs to
 

augment this staff and USAID might consider providing technical
 



assistance in this area. A prospectus on training needs for the
 

department is outlined in Appendix C.
 

33. 	Can the effective tax rate be lowered? Under present circumstances, 

only if a revPnue loss is acceptable. With a general sales tax, 

better valuation and a tightening of exemptions, the rates could be 

lowered, but I was unable to get hold of data to suggest the magnitude
 

of 	the changes that might be possible. Such data do exist, however.
 

ProDerty Tax
 

34. 	The base of the property -ax was changed from annual rental value
 

(British system) to the capital value of land plus improvements
 

(American system) in 1981. The tax rates, levied on assessed full
 

market value, are as follows:
 

Agricultural Property 	 0.1 percent
 
Commercial/Industrial Property 0.8 percent
 
Government/Religious Property 	 0 
Residential Property:
 

under $15,000 0 
$ 15,000 - $ 40,000 0.1 percent 
$ 40,000 - IC0,000 0.25 percent 
$100,000 - 200,000 0.4 percent 
over $200,000 0.5 percent 

A new valuation roll was begun in 1981, but only abouL 70 percent of 

the Island was completed. For those 70 percent, the IR department 

reports that maps, sketches of improvements and ownership Information 

exists, but I did not see the records. Presently, the tax Is 

pre3umably collected on capital value where it has been assessed, and 

on rental value for the remainder. Collection efficiency is reported 
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to be 'not healthy' (though records were not available), the level of
 

compliance is low and the yield is anemic.
 

35. 	The property tax is one area where there is scope for substantial
 

revenue increase. It Is about the only form of wealth taxation in the
 

system, it can be a reasonably progressive levy, and its
 

administration can be manageable if the structure of the tax is kept
 

simple. USAID should move immediately to provide technical assistance
 

in this area. The technical assistance might take the following
 

form: (a advice on property tax structure; (b) valuation assistance
 

in ccmpleting the tax roll; (c) training for maintenance of this
 

valuation roll; and (d) technical assistance in the area of
 

record-keeping. Whether assistance is needed in the area of deeds and
 

title registration will have to be determined by a reconnaissance.
 

36. 	One might also consider the possibilities of special assessments in
 

Grenada. With over $200 million in capital improvements coming on
 

line in the future, and with a possible growth in tourism, land values
 

will grow quite dramatically. Even an efficient property tax--with
 

reassessment every fifth year--will not recapture an adequate portion
 

of this land value increment for goverrment. A special assessment,
 

scme form of betterment levy, or a special provision for property tax
 

reassessment can be a good answer.
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Reforming the Tax System
 

37. 	To this point, the discussion has focused on changes in individual
 

components of tne tax system, as though they could be viewed in
 

isolation from one another. A better approach is to consider reform
 

of the entire fiscal system (e.g., how income elastic or equitable is
 

each tax is surely a less important issue than the elasticity and 
I 

equity of the total tax system). Indeed, It is the piecemeal approach 

to revenue raising that has gotten Grenada's tax system to the set of 

problems it now faces. In this section, I attempt to lay out, in a 

very preliminary fashion, a tax reform program which would conform 

with a private sector-led development strategy. 

38. 	 One must begin with a ranking of objectives: what are the most 

important goals witL the new tax code? There are important tradeoffs
 

to be made between revenue raising, elasticity, equity, interference
 

with private sector initiatives, and administrative ease. My view of
 

the best approach for Grenada, and the relationship among the
 

objectives, is summarized below:
 

-- The tax system should be as simple and uncomplicated as
 

the 	effects of the tax system on private sector choices.
 
Broad based, flat rates, and few exemptions are the rules
 
to follow.
 

-- The yield and elasticity of the revenue system depend on 
the 	 tax rates chosen, and ultimately on the rate of
 
growth in public expenditures wnicn is cesirea. To low
 
an elasticity does not provide the revenue growth
 
necessary to cover costs and leads to piecemeal revenue
 
raising adjustments, as has been the case in the past.
 
Too high an elasticity leads to autcmativ tax burden
 
increases and may encourage more rapid recurrent
 
expenditure increases.
 



-- The tax bases and rates should be as neutral as possible 
with respect to business decisions. Violations of the 
neutrality maxim are allowable correctto some market 
distortions wnich exists 
 (e.g., not taxing intermediate
 
inputs in order to preserve the competitive position of
 
exports).
 

--	 The use of taxation to protect domestic industry should 
be avolced, in part because it encourages inefficiency on
 
the part of domestic industry. Rather than give specific
 
domestic firms a tax incentive, it Is better to keep the
 
tax base broad and offer a lower average tax rate to all
 
domestic firms. This conclusion, however, needs to be
 
reviewud in light of the tax 
structure of cumpeLing
 
island3.
 

--	 Equity measures should be carefully evaluated against 
their costs. Administrative ease pronably calls for the 
tax exemption of low income workers, low valued houses, 
and some necessities. Such exemptions serve an important

equity objective, i.e., lowering the tax burden on the
 
very poor. On the other hand, an attempt to fine-tune 
the progressivity 
 of 	the tax system with graduatec rates
 
is likely to impede ad-ministrative ease, encourage 
evasion by the higher income and possibly not achieve the
 
desired objective. The 
 view here is that equity coula
 
best be served by exempting the very poor, staying with 
broaC-based 
flat rate taxes, and following distributional
 
objectives primarily on the expenditure side. 

39. There are constraints to be 
 faced in formulating comprehensive tax
 

reform in Grenada. 
 First, revenue needs will be substantial in the
 

next few years--probably so substantial that tax reduction will not be 

possibI, 
 Many past commitents are irrevocable. Second, the
 

unemployment rate 
 is 	high and the tax system should not be changed so 

as to discriminate against labor. Third, 
even a growing Grenada
 

economy is likely to be led by 
the 'hard-to-tax' sectors: Tourism,
 

tr.ade and *agriculturp, In this context, the following reform package
 

might be considered.
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40. 	First, move the individual income tax in the direction of a flat rcte
 

levy. On the administrative side, broaden the base of the tax by
 

technical assistance to improve the system of provisional (modified)
 

assessment, develop the use of third party information, and tighten
 

enforcement. The COG needs to commit to a more vigorous enforcement
 

and to expand the Inland Revenue staff in the areas of assessments and
 

collections. The IMF has offered assistance In the income tax
 

acministration area and perhaps IMF or USAID would initiate a training
 

program. How far the rates could be cut and how much the base could 

be expanded (and how fast) require analysis of data to which I could
 

not get access. In all prcbability, however, the move toward a flat
 

rate tax at any reasonable rate level would lead to a revenue loss.
 

Given the time and cooperation, the data could be assembled and the
 

estimates could be made. One would expect that the 11F had access to
 

such data, and that they will make an estimate.
 

41. 	 Second, reduce the corporate tax rate, build in an inflation
 

adjustment for dcpreciation and inventories, and eliminate the double
 

taxation of dividends. The revenue loss implied by these actions
 

could be substantial in the short-run, depending on the size of the
 

rate reduction.
 

42. 	Third, amalgamate the indirect tix system into a common external
 

tariff and a general consumption duty. The consumption duty rates
 

should be few in numDer, and should treat domestically produced and
 

imported goods the same. The base of import duties could be expanded
 

by 	 improved valuation and by expanded staff in the C&E department.
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Technical assistance in the Customs valuation area might be provided
 

by USAID. Given revenue constraints, it probably will not be possible
 

to reduce the effective rates in the near future.
 

43. 	The three major reforms mentioned above will lay the groundwork for a
 

stronger tax system in Grenada, but they imply short-run revenue
 

losses. Some of the losses will be m:Je up by a tighter
 

administration and economic growth, but a short-run revenue cost is
 

certain. Four actions could offset some of 
these losses. The first
 

is 	 divestment of selected public enterprises. This will t th offload
 

some budgetary costs and expand the private sector tax base--to the
 

extent these firms can operate profitably in the private sector.
 

44. 	 Second, there are too many incentives and exemptions in the present 

system, and these lead ultimately to higher tax rates on other 

companies and goods, and on individuals. Where possible, the 

exemptions should be eliminated--traded in for lower average rates for 

everyone--and a lid should be placed on the granting of new incentives 

and exemptions. Incentives for export promotion are a notable 

exception, but even here the GOG should be zealous about granting tax
 

advantages.
 

45. 	 Third, the service sector is undertaxed and, as (if) tourism grows, 

will be a major revenue producer. Taxes on restaurant meals, consumer 

telepnone and power bills would be good places to start. Ultimately, 

the atility to capture substantial revenues from the service sector
 

depends on the improved ability of the income tax administration to
 

deal with this hard-to-tax area.
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46. 	Finally, the time is right to strengthen the national property tax,
 

and to increase its revenue yield. USAID could provide technical
 

assistance to complete the roll and advise on the tax structure. We
 

do not have the data to estimate total yield at various rates but, 

given time, such estimates could be made. This property tax should 

also allow for special assessments, or more frequent reassessments in 

areas where land value incremenLs are substantial. The huge public
 

investment program being undertaken by the COG, and the prospects for
 

increased tourism, will surely generate marked increases in land
 

values. The prcperty tax can be used to capture some of these
 

increases for the public sector.
 

47. 	Finally, there is the issue of export taxes. Tney surely cause a
 

disincentive to production by farmers, but they yield $3.7 million.
 

Moreover, many farmers successfully avoid the individual income tax,
 

and the export tax is one way to capture their taxable surplus. Our
 

view is that the export tax should be abolished, as the COG moves to
 

tighten the assessment capability of IRD staff and as a property tax
 

is put in place.
 

An Action Plan for USAID
 

48. 	There are many levels at which USAID could work to help the COG
 

generate a comprehensive tax reform. One approach which may fit
 

mutual needs is outlined here, and the kinds of commitments USAID and
 

GOG would make are suggested.
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49. 	The role of the IMF cannot be ignored and, at least in the early
 

stages, a joint USAID/IMF/GOG working committee on tax reform should
 

be set up. The comm!ttee should work toward advising the GOG on the
 

proper long-term tax reform package. As a first step in this process,
 

USAID needs to undertake a careful and thorough review of the IMF
 

report when it is submitted in August.
 

50. 	USAID and GOG might commit to the following fiscal reform actions:
 

a. 	Put in place a simple projection model to monitor the 
long-run budgetary implications of various public 
acticns (e.g., tax incentives, the operation of new 
capital facil.ties, divestment, etc.) The motel would 
be updated annually and used by both GOG and the 
Dc:nors. USAID would develop the model, and GO would 
employ an expert to keep it current.
 

b. 	 GOG would commit to a program of long-term, 
comprehensive tax reform and would begin a dialogue 
with USAr1D and IMF on the components of' this package. 

c. 	GOG would commit to a significant strengthening of the
 
property tax, including a staffing commitment, at the
 

earliest possible date. USAID would provide TA for
 

acvice on the structure and completion of the valuation
 
roll, and setting up the administration.
 

d. 	GCG would commit to adding staff to Inland Revenue, and
 
to tightening income tax enforcement. IMF would
 
provide TA in acministration, and USAID would provide
 
training assistance.
 

e. 	UUU woula ccmmiL to adting sLaff in CustOciis, and to 

moving toward a general consumpt:on duty. USAID would 
provide customs valuation assistance and training. 

51. 	The next steps for USAID are to undertake a review of the IMF report,
 

to formulate its own tax policy position, and to send reconnaissance
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missions to Grenada to prepare terms of reference in the areas of
 

property tax reform and training, customs valuation and training, and
 

income tax training. USAID needs to appoint a fiscal advisor to work
 

the tax rerorm proceeds.
with the mission and with GOG as 


52. The work might be coordinated in one of two ways. It could be done
 

directly by USAID/Grenada, who would contract directly for the various
 

components of the work. Alternatively, it could be coordinated by a
 

contractor, who would subcontract as needed. If the latter route is
 

chosen, my group might be a good choice since we are providing quite
 

similar services (including training) in Janaica.
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NOTES
 

I. 	"Buoyancy" refers to the responsiveness of tax revenues to GNP
 

growth. The "income elasticity" is the percent increase in revenues
 

which results trom every one percent ir income.
 

2. 	A copy of the forms and notice of assessment is included in Appendix
 

A.
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Income Tax Forms
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-~~~ I0~Ni,.~~~ NrO, 

atiiiI~I~. II ilIiii~.l.ti i
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6 Tekpiuin No. Offi . ........... 


)"naIL Ol 
11*.' )1I,-1 -JL'.L.11I IXI,1 (o%'l'PU-IL I ".... 


I 'Anct. S..Iai sir PN-iii .iho Iilc
liiit iw I iinliiiuitf13 

14 
4 1 Tot.L fiiIUr I-mwni.L.ii - <n~c, I% in hL e'akr 

fI9, d11- S- 1 - -)Uhgr 

17 
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rm N4 In .ONFINh 

CRINAMA ANNUAL OF CO.,PALSM ' LLNTRLIETURN MCOME FOR ARITSIMPs, JONT V 1 Uu 

TvUSTS, ESTAneS or EDCLASED 

|le T.I LlA I9i1)
(Fam prbed ovn"Seth. 7A, 


WandIJP. v YEAR OF ASSESSMENT 191
 
Jkratin~rnl
 

Wt.(rne's PLEASE RE4AD LNSTRUCnONS CARIFULLY DEFICRE COMPLEn.NG MIlS 'OkM
 

II t Wi lr ", .. kaat faIN-.entwn 

kNunamof Conpany. Pa lntship et. rle ricnplw n tr eeut. Iii iNmtw
1 

I Mliinm Addre 4 Addrcu of Hefigrirrd 01A• I.__________________ 

2 i | nft",oneihmc.;,'al Acli 7 Dale AnJ of Regalialhon ot frrotporr..fosn 

To3 Aa..ari~nu Pet-od - Itor 

:.I. I (Tkki at piritoptila() 

4 a... t [ Comujy 0 1,'r.,rtemip ' Tn r3 

N~o.R~~d~rr0 ifr-h of Nonti. 3 J.i Ventura 0 Itiue of 0 
Pewideni Lompay L;oVnI.e Peero 

GE.NERAL DECLARATION 

......._..........resrthrattis,. a true iad wfrt ft Retur of thewboheof fthe
 
.... .. ... ..... ...... . ............................................................................................
r ~ .ol... .............. llr lJ ~o.hi..
Il' T ' h 

(hbor of Company. Paroenhp. Joint Ventrit. cI.
 

f[Om CeTy .o,, whiUt ve chiarsaible under the Income Ta. Lai!9w
10. and that ti e Sckdule anidS tlements tcluded in ihr Retur1 

an t e and ,nrx1. and I funne dariare trial I am aulnorsted to virn thst k:tur. 

G om . idne m y hi s ...................................................... day of .................................................. 19
 

SC EDULE A 

OF TAX DUE AND PAID Oficia La OrtlySTATE.IE.%7 

OrCupAtileIncamsu 

0 An.red LossMadl 

11 Craranble 'lom (Adruted) 

I) j Toial Adn- TM N yt in r 

14 f litli1 : (a) Di a ndt-dli 

1 J t C(b ,t ldMFtu T,a Patd 

1L (t) AJt- aibe It.lalt (AlIab S.i,duM) 

Tar-1 P--nn arid R (I-f - In 16) 

to Baiaooaof Tat Pa. 1W 

IV I 1l. knund l,, I 
l l n 

s Cno.na/' rrn~iq ." .. *.1.*'. 

M i l i t . I l t , I n a O i i r l t w - lu be cr ed b Ptre r o i i r i- . y t re It f 
NOTES II) hi 1RataUnt a n,rr to beaintre d to if. C-ntrtnll,,off~ l 

hPnn-'I.U 

Itoiroq Il rr ,pafo lin- r tm vr b --

panie r a duly lulhontiec sint andIt cbnlaln a enrkr,,lloo of the cinrauib iM-elite sd an ilatotrtifor rraal 

f ofMArtA. 

otlkw wedcd(Z) A wpi c jkudibed Aoouaits mo esubmunlth~ the enmuaq Sftlioa 77. 
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_____ 

SO(EEDL!LE I 
rare 2 

CIULD ALLO~iANcE (SIsrclNo. :2)
 

CLAIMo 101Oc-M(OUtli"t 000 3S0m,r aNY UTMI 
 nCILaf. £Imuimmal ANtIWVAUI0CHtO OVIa I14M0. O00 
uo'reuIT 1650 PISOfliu a) 

B~thDateof Educaliovul lnaliluti 
Atndd orN Income, 	 Amount 

Full Newa of Child D Y oI 'l,,.ta.l or (hid Auired -

TOTAL CARRL11 TO t-INE -:. PAGE I SCEUL 

DEDUTIONFril("ILL) EIIL1CATION1kE.N1SFS OVFISKAS 

Bl, ii NSm n d Add,ciT or 	 0.an~ Amount 
hd C.A.IId'nnil~~.fFull Namwo.(chil ~ -.. 

To~.CAPRI[D TO LINE23, rAGE I_____ 

SCIL1 'L.ES.lor~l o 22)ALISIOSV AND t.IAlIrTr-" %C1E: 

Limritedo-i-orf orActl --- Ioow.d wr111111 

Nameaandfull s1 i~e.,or snwuw, ~ _________l~ on Lt 21 l'akcA 
Docicovd 0, Sloawc.~d 

Itnuotrlrd Country or 

Dote unber !)ng~n 

SCIVEnULESe Irfwl No-2
IIOUSE.K.EPrER ALLOWVANCE. 

(ClaiimIlolrd Iown(l pnr 

___
 
an $11.1 Aliowaulecol, 10t~os0Of W4,dotf. 

Amount Claimed 
Wtil reouditl Whethcr Nlaro, Snale. Wid-'ed. Carry tau oc 24 

C iul NlAF pis. ISatrld or LI..rce. Atge
FAl Nameof lnItI.CeI'Call 

So Imnicim N &.251 SCIODJULE 5la AL tJ~yV~~.: 


cu.'. -o1 to rorre $120wn anal
1 

a p 1o 1.. retailea.
 
,DFPNDINT thIA 

Income Colitsiui l Icc A 
O I

I Kn,t.,n,hl~l Nature 
Your G 

lIme or Ix-tlendit 	 lAmount CLionedaol 
IrotY RlIn OlirPentCirfiithiItrih1le Cl"annl 

TOTAL CAKtRIWD TO LINE 23. PAGE I 

Fe Kit 1 626o1IFUL 
.M- -r. 

VSe N-Pa=Ill'. % uLIFELINSUIHANrC IIl I 	 1 1laYAc ltnc di' 26 tat s S.M 
m6oao ~k rn~I a opamlrela ~a rCptlSm

CL.6. ~CI In ..*oalo,-bit le. $IV.ndIr It-

I~ 	 s 

A t ut 
r,,n~r~n.I AlTOAL CAnRRoII ) 10 LNE 26, 

I Is ______ 

APO1iNSION tNI O 

1,nl Aflr 
Cla".Im oread 0 rIa.r.lkiot.A'tat 

AI'III~o I nd I' taioA
 
LonhiIibut Ii ud
 



Pqt 4 
SCIHEDULE D 

PARTICULARS OF GAINS OR PROFIT 

S*weos srGs m PvrOts (ans or Profits 
(sh-t Lntws 
in bIrukcts) 

TBUSINESS 

(a) Apx~uIIO'0. Farmng.lWinking of Esanim z ~ _ 
(h) rofe.n or 'rston 

3 1___n____ I irojo or 

RENTALS AND ROYALTIES:

4 (a) Renlial 

5 (h) Romaltw'l 

INTEREST AND DIScOuNTS 

W ItIrttlo 

7 f (tl ),, S nt" 

FRF.MIUNIS. COMNI.sIONS. FEES.LICI'NCE C I :-

Wh C..,"vIlo 

-o:eANNunlES ~ 
12 (a) Alimony and s1,ornMer
 

13 (bI IDd, of Colent,,u I
 
14 (,1 Other Annuil"s  _ 

DIVIDENDS 

16 (a) Front Remdent Compnks 

17 lb) From h--nK,.cnt Co-r~n_ 

'II OTIFER TAXABLE SOURCL-%Mll Source) 

I ENTFR TOTA.L ON PACE I I INV _14 

TO SUPPORT GAINS OR 

PROFITS OIL LOSSES FROM EACH SOURCE. COPY 

OF AUDITED ACCOUNT MUST BE SLIMITTED WITH! 

CERTIFICATES REQUIRED BY SECTION 77. 

TAX LALMI'lIMCOCm ATTACH STATEMENT 

rOTAL 

TAX RATES 

iWlwrc the Charlscablt Ir.wm oke tot Exceedi .M35. 

Where tO Chlsircablie Incoiv Liocds 57.316. hw...y , I ..,..1, .1 ., 

.. 2...5, J5.. ]twet 403 0 I.l*0t NO 'I A)for everyd,.IAr of the ',iit 

.. .. 2. 1 0c . SI ) tI N I . U U 2.300) , of ¢5¢¢.s onr ,..D U U I-or eno y do llar o l Ihe n-x t 
Fo r e Ory do llar o f thene2 ... . 2 .5t.) 2'W. 10 ) 2.4W 
For evcry collar"1 thetext .. .. ,2, i) SOc. 10 2.17I :.O0 3.000 $0 4 10'. orei 0Q102LOX 

For cverdollar of the neat .. .. I}t. hOl 3 
oclOt 

3.5 I2,5K) 
Fogcvtr dustatof theneat 04.N.) Olk. 15.10) 4.W0~ 3.10.0 35.W, SI t-* .30.-150 
For c .rydrlla of ihe nell .... 1:5 5: 200ort 6.,O) 
I-or €ery dollar of the mext W.1K0) 2 V,im)... 5. KIX) 3,M 7.336 4aO-FA0 . ,000 
For evry dolla, of ter C .... S.1,10 b1k. 30.DK) 0 12,3100 
On therneos oer 330,00)65.,-

Are Yoep )i f lt? .....................
 

Name daiddisreof Lu dlord ........................................................................................................................
 



rwuNo. IA 
Post.3 

SCITr.DULE a 

DEED OF COVENANTr PA%*IENTS I 

ZI.ld i*IO10g.'alflbk IOW. 

A, mDate0"( Pci,.,J ,r-:J A lor), Aomunl 
b ClaanodCownamLc l) No. Deed ()Cal I I 

,_ I I 
TOTAL CARRIE3 TO LINE 29,PAGE I 

MOIITGAGE INTFJrz'.' ',,LROCCUPILD PIORTY : SCIW.DUJE 9 

U.110llo Io... of Actui A . p.14 o. 17.MDQ. 

Inhcrest An.,unl 
LIn- Address P J CLo'ae, 

TOTAL CARRIII1) to LINE 2,.PACE I 

S DIFUDLEA 

CLAII FOR CREDIT FOR 
AD'A.CL TAX I'A.%ILIS t 

To be iwpponld byHoo'oiwrlAdoo-e*Tat Inotoinent FoornoRriarlftaae 


Inuoirni D- D.at 'aid NO. amount Pjd 

No,ember 30 

Fgbrury 21 .1 I 
_____________ ____I____'May 31........_______________I ______
 

021. Payrel __,__,. I I I ________ 

TOTAL CAIIRIL'r I0 LINE 35,PACE I 

NCOIE P12,(NdnIVIDEND[ ANID CLAIMS FOR SCIU:DLLE a 
DIIUILN CHEDIT 

D.rnd( son' Diodcnd from 

N n.Ke.nt ResoJont 
Coesny Addresi C'rnpucs Cvrpuns 

AMOUNT CLAIMED CARRIIED TO LINE 37. PAGE I_ -- _______ 

S01EDULE C 

APPORTIONMENT OF hk.'r INCIJ'.E OF PARMEA(SIIIP. ETC. 
S~v
 

NetI Irnmw 

IaParinert
 

Internsl on Capital o( Panncoo.Join 0,lon S
 
Sarawseo 


. -A'tParrOfof I.l," ' i t......I I- st 
m Apria.ronlable or Joinl or I'artriort Cltumnt of Dl.dert Tx Lioopijo1.. twIt or " 

,o 1$Irwo e oi Jounit) nct ilo4 Ctcdit Incomeos Osoera 

(I) (2) (3) (4) (3) (6) (7) 

Ss S 



Yor. o. ID 

NOTICE OF ASSESSMENTGR&WVA 
Nie~o. 

Tear of aaeeafment 158 Ast. l. 

Inoots Tear V)8 

INLA D REiL.U 
-,T
 DULA.RTM 

hown hereunier:
boon -i.:-sP accorl.nc to the details
Plese ao-e tnat you h. 


Arr.kcjlture, , r.,, r IU1 .ArPNDPAYAPLE 

Prcr s,-onor \',:'-ton. . 

Tr. & or ; - (a) ty 31at Mji'.t in the yer of Aeaeoasaet; 

R!nt . 

Interest .n Di-iwnd - (b) .itbin 30 dA-z of the eite of service of 

zotics of LLC3S.Ment, vctichfver is the 
Salarle! etG.  ovrr'-nt liter. (Soc, 55)Salarieba tt. - Ctn-er 

T0TAlIV7KF.ST ON UtT.TD TAX 

L Art" tax ................................ 

nO?. Iaid by the diiedate h l bear interest 

Interes: at the r.te crfone and one htlf percent per 

Lc n-s rontha or prrt thereof for thu, period dursicri 

.hich it rtmains unpaid.* Sec..100 (1) 

Pe ro.al 

Cnildren OP2CTTONS AND)A-PPJ.S 
9.1-jepticn 4150e 

J -' * ALnv porson who is agtrieved by an axssesment 
or a detertriation by the Corptroller zade on 

_$_ Liz may, by notice in writinr to the Cocptrolle 

CHAR'h s£ i r Iwithin TJIRIYY DAYS after the d&te of selr-icv 

T-J C* C:P;AALh;L IAJa __'__ a: thoLwLiu, ":r":-"n 
-
o" .

(Sec. 91) 

PLFASE B.U M OR SE!.T.'
1 

ThS 

NOTICE W1EN swatuy PAYy m.? OR 

IW1 TAX PAYATLK (REFU1, 1-VE) ClAkThr REK,.UD 

TAI DUE IS PAYAELE f 3lat AU(;U31- ly6 
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ILE AND ASST. NO ...............
 

INCOME TAX ASSESSMENT 19...... 

MST Ar. REMISED ASST. 

WC5 9 Sss 
IIEAD':-

A I 

3 

CI 

C2 

D 

31£2 I 
N 

DEDUCFlON5:-

A 

B 
c 

D 

F 

0 

H 

CIIARGEABLE INCOMfE $ 

TAX PAYABL.:- f 
on $ 

NET TAX PAYABLE S s 

ASST. ENTERED 

CARE' NOTED 

N/A ISSUED. 



SCIhEDULE F 

COMPUTATION OF BALANCING ALLOWANCES AND CH4ARGFS 

D~riptioct of Ase cost 

Dateof 
Puchaw 

ora 
SL)rp.'aII 

W D.V. 
at 0.t1 

Di'misl 
42) ( 

Total 
Allorijn.r

Griglrd
3) 

Pr.,ed, 
.if1ak 

of Trade-inr 
tval, 
4o) 

Baltninmg 
triris 
- l'fi 

(7(71 

lI4alr.CmE 
All-jn.*

4to.. 
(34 

SC4ILLUL. 

No ' 30 

smnb S30 

+ II S4 l'L~ 
Myw3i4 _d__ __iU 

REC OlITION OFaaninnu, ii ANDILOSS ACCOUNTAdkLX. In,II PROFIT 

fl(J TCLAI I rmkcXoEirFRA.IA(ETXP' I 

llOn n
nCOEplr PIAM L Clll. FUR IIN)CI ADI 


AddIJe)t) n" fm 
Cornpanr,n+ Ot:raJenr Addicriar- $Ci, np.n,n". Crrnp/ano,r r.,rn 


,S
 

IR.CONCILIATION OF CILA,
,'; 

AJLE INCOME VtITII PROFIT AND LOSS ACCOUNT 

rofirlLrru pe'rPrvdi andLa.. A -o !$............... 

Add 4 O.rdoci E 'enw.rriaralkin,abI~~lnotwelule inri.,~mhlin 

(2) 

(I) 

(4) 

Adj.nabla Prodt /Lou 

U
TI S RECONCLIATION IS REQLtED UNDER SECTION 77(I) FROMI EVERY PIJ4SON "110 CARRIES ON A nUS- IS. 

i 



_________ 

_______ 

_____ 

''a SCIEDIZ J 

COST OF SAUS 

Is
 
I. Stuckatbeg ninflg of Yc U .........................................................................................................
 

...
2. Puwxuo of Gouds( s.I or Mantux 

3. D irect Sal ics and % &g|€ .........................................................................................................
 

4. Othef Dim.1 Coms per Acon....
 

5l. Suotof Lin lIto4 .............................................................
........................................................
 

6 S ock at end of Yew ................................................................................................................
 

*7. Cou of Saesr nutcn (Lim~3 Let Linm 6) .............................................
 

SCIILLDVLF K 

TAX EMIIPT INCOME (liil tpn 01 ) 

-
I. 

i
4 

SCIIEDOLE L 

G(iSS IPA ENILS AN) 1,1II)IIULDING TAX PAIL) 

%\.atholdin 

Tota l Pt-inl to PInnIl 1 n0,J r.J to 
Veinon (CiJrni Non-Knsena Airruowc 

I. ntenn ___r_______________ _______________.1P______r__n____ ___ ¢___________ * .o1 

2. I.nter . _t I _ 

4. 3 aw Pirn unir I I 

J. Ronalc.I 

7. Feet_ _ _ . _ _ _ 1_ __ _ _ _ _ 

I. Coinmiwins 

9. f0 -C e .t I 

20 Anon. ot-

___12. Inio PCIWIJA_S_Trrtl SonnI2. lnn.1or'nnrrn Pctol.5cII 

13. :ob-)I,l (L.ms I Io 2) I " 

14.DnnulI_________
 

IS. TOTAL PAYMENTS AND DIVIDlNDS
 

SCIIEDULE hi 

CLAIM FOR CAPITAL ALLOWiANC 

Dale of o 
L ,in orI t.,'o-alh) Addition tdulVWaciimn Add liooa + I WrittenI 

ilV0Ioe(s Diinnj or ImcntIne Annual Vsluo5lFo-Ard lw I0aponsal AIIol..it A)Ilooainx CQFwIad 

Rate Allowno Ralf Allu.ari 

,)(2) (3) (4) (5) () (7I) (9) 

-- 1 i-i I--: s 1 

10TALS h 

sb1*W"sincltot13 stakt 



APPENDIX B
 

History of Discretionary Changes in Indirect Taxes
 



STAMP DUTY - CCAP 283 

STAMP DUTY - LEGAL AUTHORITY AND AMENDMENTS 

CAP 283 
5% Act. 39/1975 1975 

7A Act. 11/1978 11.2.1978 
10% People's Law No. 6/1981 February 1981 

12 ?% People's Law No. 18/1982 1.1.82 
17 % People's Law No. 43/1982 1/10/82
 
20% of C.I.F. + Duty People's Law No. 1/1983 1/1/83
 
15% of C.i.F. + Duty Ordinance 1/1984 23/1/84
 

CONSUMPTION DUTIES
 

Consumption Duty Principal Act 43/1968
 
Amendments to Act 9/1972 Schedule
 

41/1973 Schedule
 
Consumption Duty on Rum 3/19/4
 
$100 per case Beer 22/1974 Amended 5/1982 People's Law
 

38/1975
 
People's Law 17/1981
 

S.R.O. 11/1981 Schedule
 
People's Law No. 3/1981
 

27/1981
 
Consumption Duty on Beer 1600
 

per Gallon 5/1982
 
Schedule S.R.&O. 2/1982 9th March, 1982
 
C.I.F. + Duty People's Law 2/1983 1/1/83
 
Time of Physical Examination of Goods 11/1983 1/1/83
 
Class. 22-09-39 $25 per Gallon 12/1983 11/2/83
 



REVENUE TRADE TITLE 


(1) Import Duty 


(2) Consumption Duty 


(3) Excise Duty on Beer 


(4) Export Duty 


(5) Add. Export Duty 


(6) Stamp Duty 


(7) Package Tax 


(8) Cess on Cocoa 


(9) Customs Fines 

(10) License to Brew Beer 

(11) Proceeds of Sale 

(12) Excise on Rum 

LEGAL AUTHORITY 


Ordinance 35/1960 


Act 43/1968 


Ordinaitce 27/1961 


CP. 114 


CAP. 114 


CAP. 283 


Act. 50/1968 


CAP. 59
 

Ord. 35/1960
 

Ord. 27/1961
 

Ord. 35/1960
 

CAP. (111)
 

DATE OF REVISION
 

JUNE 1981
 

S.R.&O. 10/1981
 

People's Law
 

No. 11/12-1983
 

12th February, 1981
 

S.R.&O. 10/1966
 

S.R.&O. 10/1966
 

Ordinance 1/1984
 

501 per 5 cu/ft.
 

9/3/1982
 



APPENDIX C
 

Training Needs for Customs and Excise
 



Jnitlytn be ba~sAND EXCISE,umbaend i~t of htsST. GEORGE'S,~b" odd betu o 1M GRENADA, W. 

~ 27th Aprilv 1904. 

Froml C~mptrllor of C4~toms 

Y0 Pormgunent Socrotary (Planinc) 

Bubje~ott TriuIning fteed Cuatoms aind Exoizse Dopartmant. 

In keeping with our rocont convoroution Baonjamin/Bul an tho abovo sbjco I 
submit heroundoz' dotaila roquoutodo-

Upper LaVO1 Mnnnromint and Publia Soctor Ad&"inintration 

2(a of Orficor Oriade Ac.-Idamio 
Quiwlifiogtion 

(1) F. Bu~b Ac. llmiior 

Aivainoo level 
Eoce & Pubalic 

Affairs ~ 

(2) Courtney Doputy/ Sonior 
Renwick COr~pts Cambridgo 

Har~bour-
JVantOr-

Privato Tzuininz-
rea~ive to job 


Mannoacimnt Do',rca. 

Tax Ad.minintratim~ 
Ml17Cr~ity of GonLr 
Caibridae U.S.A. 

distnatin, uotos 

ond Exciao prcoo duro 

Reogional Trninln

ch-1Trijildad. 
(Druc Iriterdioticn
 

Availjle Slu0 0., 
~'rainin.Z
 

Inotituto for Tax 

UGS.A. 

RylIlttt lo' 
F'ublio Administr.
ti.) U. K. 

Ccurac. Vachin-tonr(D).C.)
 
Kyoto eowl;zt l for~jii.
 
ttifn of Trade Ozlando U.S.A..
 

1965 flc~ionzal Trcinina
 
l~chool for'GuotomJ
 
officora Trinidad.
 
1971 13.1.11. Courco 
U.7.I. St. Auguotio
 
Trinidade
 

nhi'p ln Curot~ir--Do
 
Adiiininri intion
 

IrolM:!.
 
1976 Ocnaraliooit Syatom

of prcferarnca GUjyilj
 

ti) YT70dcn Vooccl Surve~ar.
 
F cuslol(2) Itozinter tcvunno 

(4) urvoy attended atS3t, Lucia -6.12 



.t2)
 

Upper Level Manno,,ment and Public Seo.or Admiitration
 

Name of Offioer Grade 

(3) 	 Erie Stezart Anat. 
Compt. 

1a=e of Ofriuox Grade 

*ichual 11o00 Glass I 
(olrioal 

*Evernude M1ae II 

Antsine 

*Joan Pivott Class II 

*Brian Joselh Class II 

*Keneth Ronio Claos II 

*Isiah Louisan lanc II 

*Dmiis Patarson Class 1i 

kcadomio 
Mualification 

Sunier 
Calabxid~e 

noio Cuott~oCurpn 

'Academio 

4uadifiatien 

G. C.E. 

0 levol 


Do
 

Ma 

Do 

Do 

Do
 

Do 

Previous trainin. 
relative to job 

1971- 6 monti of 
traininx at Customs 
lRe.ional TraininC 
School (Trinidad) 
Gained Diotinotion 
1978- Drus Inter-
diotion course in 
U.S.A. (Waahington) 
1981 - Training in 
B.T.N. claasifioatior 
in Barbadoo 

Previous Trciininw 

relative to Job 

Nil 

Availablo couxca of 
training 

Institute for Tax 
Administration 
U.S.A. 
Royal Institute 
for Pu*lis 
Adcnaiiotra+ien U.K 

Available eou-ae 

of training 

Re-,ienal Train
ing School for 
Customs , EX.09
 
Officors
 
Trin-idad. 

Crom Azanto 
with U.K. 
Department of 
Customs & sxin . 

& 

Federal Law 
enforoemen 
Trainin- Schrsl 
Ole nco# Geor.-ia 
U.S. .. 

Do 

t Priority 



(3). 

Supor'I sorr
 

Middle 11annnfrent ILnvol 

tame Orada 	 Aoridetmio Previous Training~ Avilublo uouxosofL 
Qualif'ication rolativo t* jolt Training 
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GREr!ADA T.'.X PROJECT
 
Fiscal Memorandum Number 2
 

TO: Mr. Laurie Wilson
 
FRO.: Jorge !'artlinez
 
SUSJECT: Budget Procedure in Grenada
 
DATE: August 13, 1984
 

1. 	 in recent years the Grenadian goverrment sector has played an 

increazing role in the economy of the country and it is likely that 

the nigh relative s~ze of the public sector (about one-fourth of G.P) 

has contributed to the present stagnation of CDP. We would take the 

position that there is a need to control the growth of the public
 

expenditures and to recuce tax rates 
in order to set the GrenadLan
 

economy on a new economic growth path--one led by a private,
 

exuort-criented sector.
 

2. 	 To provide public goods and services, the Government extracts, through
 

taxation, scarce economic resources from the private sector of the
 

economy. This activity is generally justified because the social
 

return to the nation from the use of thoze resources in the public
 

sector is larger than if 
they were left in the private sector. One is
 

left, therefore, with the nebulous conclusion 
that the government
 

sector must be large enough to accommodate social needs but not so
 

large as to require tax rates that discourage private incentives to
 

produce. Establishing the "right" share of GDP to be allocated to the
 

public sector Is, however, very hard to do. Without good information
 

on how government spends its money, and what it "buys" for its
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citizens, ore cannot make good judgements about whether, and how, the GOG
 

budget may be contracted. Information is required if the Government is to
 

achieve any of the following objectives:
 

--	 to identify how much of the annual budget is 
uncontrollable, and how much discretion the government 
has in controlling expenditure growth 

--	 to fina a oeLter oasis for allocaLing pubiic funds among 
various ministries and agencies 

--	 to efficiently plin for and distribute expenditure cuts 
among agencies in the event of revenue shortfalls 

--	 to identify public activities that might better be 
carried out in the private sector 

to plan for any future expenditure adjustments that might
 
be 	 called for by changing costs or workloads (for
 
example, a projected smaller number of school-aged 
children, or an increased cost of aspnalt).
 

3. 	At present, the necessary information to support analyses suuh as
 

outlined above are not available. Indeed, the lack of adequate budget
 

preparation and control has been an important contributing factor to
 

the 	 growth of the COO budget. The current prccedur'c involves mainly 

the gathering and adding-up of requests and expenditure projections of
 

the different ministries and independent agencies for the next fi-cdl
 

year. The information is collected under the broad categories of
 

"Personnel Direct," "Personnel Indirect," "Supplies," "Overheads," and
 

"Other." Though some paring down of the budget requests is surely
 

done, there is not a systematic evaluation.
 



3
 

4. 	The purpose of this memorandum is to suggest some principles to
 

underlie changes 
 in the present system of budget preparation. The
 

main objective 
 of these changes is to generate that information from
 

each ministry which would allow the Ministry of Finance to make sound
 

decisions on (I) the overall 
size 	of the budget; (ii) the weighting of
 

t.e differnt expenditure items against one another, and (iii) 
to
 

generally 
make sure that the budget is in line with the overall policy 

obJectives of the Government. 

the5. 	If general principles laid out here are acceptable, the next step
 

is to design the specific format of the report required frcm each
 

spending unit, Ele would envision that at the same time the Ministry
 

of Finance (MuF) sends up the forms for expenditure requests and
 

projections for 
 the next fiscal year, it should demand information of 

the following type described in the paragraphs below. 

6. 	Each spending unit should prodiice a memcrandum describing the 

objectives of each program in which is involved.it In tho same 

memorancum each ministry should (attempt to) theirallocate 
expenditure over !st (in nrsornneln:e year ersonne dfirect, 


indirect, supplies, overnead and other) to the programs and activities 

identifiedj. The budget for that ag-ency could then be examined in
 

terms of how much was 
being spent for each activity. In other words,
 

in 	 ad-1ti nn tori m h- -i:Ot bi, ob nn ^P' nv.'ndj te n. 

services, overhead, etc.), each agency would be able to disaggregate 

spending 
by program (e.g., primary education instruction, education
 

administration, etc.). Clearly, the identification of programs/
 



activities will be more difficult for some ministrLes than for
 

others: the overhead units such as the office of the Chairman will be
 

especially difficult. Assistance from the Ministry of Finance will be
 

needed in the beginning to assist other ministries in the
 

identification of programs and objectives.
 

7. 	Each ministry should identify in the sam.e docuT.,ent which, if any, of 

the last year programs will be izcc.,*-uc.d r reduced in size, and 

whether any new programs are being proposed, The philosophy here is 

to begin by estimating "how much will it cost next year to continue to 

do what we are now dcing?" The analy. is should then move to prcposals
 

to increase (reduce) expenditures because of service level expansion
 

(reduction) or because of the institution of new programs. The
 

objectives to be achieved by any proposed new progr.'ais should be 

clearly '.aborated. The Ministry should also indicate the permanent
 

or 	 temporiry nature of any new program(s) or program expansions. If
 

they are temporary, a statement of the fiscal year in which they will 

be 	 phased out should be included. 

d. 	 Eacn ministry sncula oe requirec to estimate now it would recuce its 

proposed budget by 10, and by 20 percent, if such a reduction were 

required. The estimates should be made in detail (which positions 

would be eliminated, etc.) An accompanying memo should describe the 

potential effects of s,.,rh rut.5 on program levels. 

9. Some indicators of physical inputs used and workload measures should
 

accompany the budget request. These would give the budget office an
 

idea of where cuts might be possible, and what service level costs
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might be involved. Examples of the information required are as
 

follows:
 

--	 number and description of filled vs. vacant positions 

--	 estimated number of FTE temporary employees, and a job 
description for each 

--	 workload measures such as numDers of students enrolled, 

hosp'.tal patients served, etc. 

10. 	In its -review of each ministry's requests, the Ministry of Finance
 

should oeparate requested expenditures between "controllables" anc
 

"noncontrollables." In the latter case the expenditures are
 

inescapable, for example, because of previous contractual agreements
 

(e.g., agreed upon salary raises, secu-ity imperatives such as police
 

training, debt repayment). For mlost departments, however, there is an
 

element of expenditures that is discretionary and another element that
 

cannot be avoided. Placing each budget item in each spending agency
 

in one of these two categories will be arbitrary. This is
 

inevitable. The exercise will, however, facilitate decision making
 

since controllable expenditures can be identified as possibilities for
 

reduction and their benefits scrutinized. The information obtaired
 

can also be invaluable when expenditure cuts are called forth due to
 

unforeseen developments, e.g., revenue shortfalls or donor pressures
 

for 	current budget balance.
 

11. 	 Debt service (intercst and repayment of principal) is especially
 

important Item in the uncontrollable part of the budget. The Ministry
 



6
 

of 	 Finance should have a five to 
ten year projection of the annual
 

costs of servicing the debt. Short-term debt should also be
 

Identified and included in the projections. In addition, the Ministry
 

should alter the projections of total debt service costs each year, in
 

order to show the current revenue coverage of these fixed
 

commitments. Augus Smith, we understand, Is already at work on such
 

proj ect ions.
 

12. 	One of the requirements of good budgeting is comprehensiveness. All
 

expenditure (and revenue) items should 
 be included in the budget.
 

However, as pointed out by the IMF Executive Summary on Fiscal Reform
 

(August 1984), the 1984 budget does not 
cover government loans and
 

advances. Even though these items may be completely accounted for in
 

the .'ng-"'un in scme independent ways, it is still essential that they
 

be explicitly included in the Annual Budget.
 

13. 	Capital budgeting procedures need to be overhauled. At present, it
 

wculd appear that each ministry has the responsibility of identifying
 

project needs and formulating requests. The Ministry of Planning is
 

responsible 
for finting external funding for the projects. What Is 

less clear Is the assignment of responsibility to evaluate capital 

requests and to establish priorities. These ambiguities should be
 

cleared up, and a more formal capital budgeting process should be
 

Instituted. The frollowing are ncceszary clc;acntz of that proccsz.
 

--	a 
five year capital budget, which establishes priorities
 
and includes a financing plan, should be put in place
 
and reviewed annually.
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-- Every capital budget request should be accompanied by a 
cost-benefit evaluation of the project. The fact that 
projects are being externally funded does not negate the
 
need for independent GOG evaluation. In most eases
 
estimates of costs are not hard to produce, but
 
estimation of benefits is usually more difficult and
 
more controversial. But even when quantification of'
 
full benefits is not possible, a description of benefits
 
will be more helpful than no Information at all.
 
Capital resources are, of course, also scarce and they
 
should be used only for those projects wltn the nignest 
net social return. The Ministry of Finance and Planning 
will have responsibility for these analyses. 

--	 Each capital project request should be accompaniea by an 
estimate of the annual recurrent expenditures implied
for the next thre.2 to five years. Information on 
projected revenue from fees and user charges (if any)
generated frm the operation of the project should also 
be included. These recurrent costs should then be 
assigned to the annual 
 budget request of the relevant
 
agency.
 

This latter information should actually be collected by the Ministry
 

of Finance for all capital projects approved and on the way in 1984.
 

Some estimates are contained in the feasibility studies produced by
 

the donor countries (e.g., the Point Salines Airport). The concern
 

shown by the IMF in this regard are is well founded.
 

14. Steps should be taken to comply with present legal provisions
 

concerning the auditing of the Government accounts. 
 The auditing by
 

an independent agency of each of the ministry's accounts is necessary
 

to insure that funds have been spent according to the budget and that
 

the accounts truthfully represent the ministry's activities.
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15. 	The next step in reform of the budget process is to develop a budget 

justification request for each spending agency. The Syracuse project 

will be willing to assist by reviewing these documents when they are
 

prepared in draft form.
 

cc: Augus Smith
 

Roy Batl
 

JM/eg
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Fiscal Memorandum Number 3 

TO: USAID, Grenada; Ms. P. Buckles
 

FROM: Roy Bahl P
 
SUBJECT: Grenada Tax Project Workplan
 
DATE: August 13. 1954
 

1. Jorge Martinez ano 1 met with Mr. L. Wilson on August 9 ana discussea 

the objectives of the present phase of the Grenada Tax Structure 

Project, a wcrkplan and timetable, and a set of deliverables. We have 

reached agreement and Mr. Wilson understood that we would meet with 

yo,. to seek whatever clearance is necessary to proceed. This memo is 

a follow-up to our meeting of Friday, August 10th. 

2. To briefly summarize our (Bahl, Martinez and Wilson) discussion of
 

fiscal objectives and strategies, the f'1wing three elements are 

essential to a sound reform program. First, the share of government
 

in Grenadlan GNP is too large, and must be reduced. This can be done
 

through some combination of attrition, devestment, more efficient
 

budgeting, and expcnditure retrenchment. Expenditure reduction and
 

tax reduction go hano-in-hand; however, a retrenchment program will be
 

especially difficult given the present employment situation, the need 

to service new capital investment, and the budget deficit. These 

constraints lead to the second general principle: that tne fiscal 

reform plan must be inultiyear. Tax reductions will have to be phased 

in with improvements in tax administration, structural reforms in the 



4
 

tax system and expenditure control. The Fiscal Planning Model will 

provide a way to chart and monitor this phasing-in. Third, reform of 

the tax system should be guided by the goal of stimulating a private 

sector led development effort, by attracting foreign and domestic
 

investment and by encouraging risk taking. 

3. Given these general goals, the terms of reference in Lne caoie of June 

1934 (Fiscal managemenT TA for Grenada), and our initial review of the
 

fiscal situation, we have devzoped ai workplan in the following
 

areas: advice on short-run expenditure evaluation and control; the
 

development of a fiscal planning mo el; review and evaluation of the
 

IMF, Government WorKing Party and other reports on the fiscal system;
 

Preparation of a preliminary assessment of the current tax system; and
 

the design of a longer term technical assistance program for
 

comprehensive tax reform. 

Exnenditure Control 

4. The GOG Buaget Office is in process of reviewing the expenditure 

request of each ministry. Mr. Martinez is assisting in this effort by 

helping in the preparitlon or' budget justification (BJ) requests. The 

BJ statements include estimates of workloads to back up personnel 

requests, explranations of all new programs requested, etc. The form 

of these requests will vary by Ministry. In addition, meetings with 

, fnanc officrs of eah of the 30 h,,ege "votes" will begin next 

(\¢
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week to gather information on actual numbers employed, vacancies, and
 

more detail on temporary employment. n general, our role here is
 

advisory and focused on helping establish procedures to gather
 

We will not participate
necessary information for program evaluation. 


in the actual ministry-by-ministry actions.
 

Fiscal Plannirg Model
 

5. 	We will develop a fiscal plann.Ing model to generate five year 

projections of Government Revenues and Expenditures, under alternative 

assumptions about national economic growth and discretionary 

goverm.7ent 	 policy. Mr. Michael Wasylenko will be in charge of this
 

on 14th. The GOG has
effort, and will arrive in Grenada August 


assigned Mr. Angus Smith and Ms. Angela Holas as counterparts. We
 

have reached agreement with the GOG on the type of microcomputer
 

equipment necessary.
 

Tax Structure Evaluation
 

6. 	Mr. Martinez is preparing papers on the direction for structural
 

reform 	 of Income and property taxes, which assess the present 

.tructuroagain.st theorti nn~mq and Against the objectives of GCG 

policy. In this connection, he will review the findings of previous 

revicws and analyses of these taxes. His report will include 

recommendations fcr whatever add l'onal TA is necessary to bring about 

ccmprenenslve refcrm of the taxes. 

to 	 similar tax structure
7. 	A consultant will be names carry out a 

evaluation for indirect taxes. We hope to bring the consultant to 

http:again.st
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Grenada within the next three weeks. He would need one-week 

in-country to complete his report. 

Tax 	Admlnistration
 

8. 	In order to assess needs for long-term TA in tax acministration, we
 

propose to bring three experts, each for one week, in income tax,
 

customs vaiuation, anc property tax valuation. Their repcrts would
 

deal with needs in the areas of administration and training. In our
 

final report, we would review these recommendations (with Mr. Wilson)
 

ar. define alternative programs of long-term TA.
 

Resorts
 

9. 	We will issue our reports to Mr. L. Wilson in the form of fiscal
 

memoranda (FM). Copies to USAID will be at his pleasure. We will
 

also prepare a final report for GOG and USAID wh.-ih could form the
 

basis of a Project Paper.
 

10. 	The FM will be issued as completed, and after each consultant's
 

visit. The final report can be delivered within two weeks after the
 

fiscal advisor completes his assignment in Grenada. A preliminary,
 

summary version w1il be suOmittel oefore the fiscal advisor leave3 the
 

country. The Fiscal Planning model can be operational in Septe3mber,
 

if the computer can be obtained. All of the above assume no
 

unforeseen circumstances.
 

cc: 	 Mr. L. Wilson
 
Mr. Jorge Martinez
 

Mr. Robert Firestine
 

RB/eg
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GRENADA TAX PROJECT 
Fiscal Memorandum Number 4 

TO: Distribution Below
 

FROM: Roy Bahl
 

SUBJECT: Discussion with Mr. Lauriston Wilson on 8/9/34 in Grenada 

DATE: Augu3t 20, 1984
 

I. The purpose of the 
 meeting was to discuss a strategy fcr tax

reform in Grenada, to solicit the views of Mr. Wilson, anC to discuss the 
a-_reementa and dlsa;zreeents that we have with the reports by the IMF and 
the Government. Working Party. On the former, it should be ncted that the 
IMF report is not yet ready, and we have seen only an Executive Summary. 

Cbjectives of Tax Reform 

2. We pointed out that there seemed to be a disagreement between the

general objectives 
 laid out in the Government Working Party Report (The
Callender Report) and the IMF's. The former indicated that revenue
 
raising was a paramnount concern, that equity was very important, and that
work and investment incentives seemed to be running a distant third. 
 The

Fund, on the other hand, seemed to take the position that the Government 
of 
 Grenada had the stimulation of private sector-led export development 
as
 
its main objective. 
 Mr. Wilson noted that while the Government's Economic

Memorandum (crafted with the assistance of the Caribbean Development Bank)
reflected more the view of 
a planned economy, the GOG was indeed committed
 
to private sector-led development. I take this to mean that the tax

reform package on which we are working should emphasize the stimulation of
 
private incentives to a great degree.
 

A Fiscal Plnnninz Model
 

3. I explained 
to Mr. Wilson what a fiscal planning model does and

does not do; namely, 
that it will allow us to project expenditures for
 
five years under a variety of assumptions about performance 
 of the

Grenadlan economy and about government policy measures such as employment
increases, compensation increases, etc. 
 The uses of the fiscal model will
 
be to analyze "gaps" between projected revenues and projected
expenditures; to examine the impact of alternative discretionary measures 
on both the tax and expenditure sides (e.g., issuance of new debt, change
In a tax rate, etc.); It can also be used as a control device, i.e., to

show what sorts of measures are necessary to control the growth in 'public
 
expendi tures. 
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4. The most important contribution of the fiscal planning model is
 
that It will get the focus on long run rather than short run planning. In
 
fact, my view is that the growth in the Grenadian public sector will have
 
to be slowed largely by attrition and by economic growth (an increase in
 
the denominator of the expenditure-GNP ratio). We really need to get a
 
feel for how long this process could take.
 

5. As far as the mechanics of doing the fiscal planning model, I
 
explained that Mike Wasylenko will be in Grenada next week. 'Ialso
 
explained his considerable experience with this kind of work: that he has
 
done a similar exercise in Thailand as well as participated in one in
 
Kenya. We also discussed the computer equipment that would be needed, and
 
the steps necessary to get it properly equipped and into the country.
 

The Objectives of Tax Reform in Grenada 

6. A first objective is a reduction in the size of government. The 
present level of about 27 percent of GNP and projected levels (IMF) of 
more than 40 percent of GNP are not conducive to private sector 
development. As noted above, some of the reduction can take place through 
attrition and through GNP growth. This, however, will take quite a while 
and will probably not be adequate. Other measures that might have to be 
taken are (a) improvements in the budget process to increase its 
efficiency; (b) a freeze on new hirings and on salary levels; (c) a 
divestment of cL-rently held public enterprises; and (d) an increased use 
of user charges (particularly in the public utility area). The biggest 
problem in this set of proposals had to do with a salary freeze--M'r. 
Wilson noted that a proposed increment of as much as 30 percent was 
already on the table for discussion. He did think, however, that an 
employment freeze might be possible. In later discussions with AID, we 
were told that they would not like to be on record as supporting a public 
employment freeze. 

Personal Income Taxation
 

7. A first need of tax -eform in this area is to cut the rates, which 
are already far too high. We would also propose to consider fewer 
brackets, a flatter rate structure, and a broadening of the base. All of 
this would seem to be in agreement with the IMF, but in outright 
disagreement with the Government Working Party. The latter proposed to
 
increase the number of rate brackets, and would not have cut the rates
 
very far at all.
 

8. Our interest would be in the direction of simplifying the income
 
tax. Here we would think in terms of elimination of "unnecessary"
 
deductions and credits, in favor of lower rates on lower income families.
 
This Is in partial agreement with the IMF, but would seem to be in
 
disagreement with the Government Working Party which was more or less
 
silent on the issue of changing the status of deductions, etc.
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9. We would move to increase the tax net by bringing "income-in-kind" 
into the tax base. We also would propose to expand the base by improved 
administration and training. Here we are thinking of a modified
 
assessment program, improved audit procedures, and substantial
 
improvements in assessment. One could speculate that these improvements
 
would capture a substantial amount of the self-employed who presently
 
evade the tax. These thoughts are in general agreement with the IMF 
Report.
 

10. We would propose the continued taxation of dividends, and the 
taxation of interest (presently not taxed). The IMF would agree, but the 
Govern.ment Working Party would exempt both dividends and interest. Mr. 
Wilson expressed some ccncern about our initial view, but accepted the 
idea that a minimum exemption could be placed on taxes payable on 
interest; for example, the first $X could be tax free. He said that 
seemed appropriate and that he was ready to push ahead with that 
recommendation. 

11. Penalties and enforcement need to be stiffened. In particular,
 
we might lock for ways to use other transactions as methocs of 
enforcement, e.g., exit permits requiring tax clearance, etc. The IMF 
would agree on this. Mr. Wilson also agreed and noted that he had 
produced a paper on this subject for the Committee. 

12. We argued that, with a good income tax, the estate duty could be 
completely eliminated. He agreed with this, as did the Government Working 
Party and the IMF Report. 

13. We would propose phasing-in the new personal income tax structure 
over a three-year period. The phasing-in would occur as the base was 
broadened and the administration improved. In this way, the effective tax 
rates could fall on many classes of taxpayers without substantial short
 
term revenue losses.
 

14. On virtually all of these points, we reached agreement with Mr. 
Wilson and he urged us to push ahead with our preliminary work. We agreed
that Jorge Martinez would draft the first summary paper on this subject, 
and he could lay out tne first design for the longer term study to be
 
undertaken.
 

Company Income Tax 

15. The company tax needs to be reformed in a way that would make
 
Grenada more attractive to foreign investors and to encourage greater
 
risk-taking. This objective suggests rate reduction and a liberalization
 
of terms under which profits may be repatriated. Increased risk-taking
 
may be encouraged by extending the loss offset. A question that arose was
 
whether one would allow a carry forward of losses incurred during the
 
holiday period. 



16. There is a need to integrate personal and corporate income
 
taxation in order to eliminate the double taxation of dividends. 

17. The question of tax incentives, double tax treaties, repatriation
 
of profit(s) are interrelated and need to be considered simultaneously. A
 
full review is necessary.
 

18. There are also administrative needs In the area of company

taxation which more or less parallel those for the personal income tax.
 

19. A final set of questions was raised by Mr. Wilson including: (a) 
the possibility of using company taxes to encourage the company vs. 
partnership form; (b) the need to deal with the depreciation issue; and
 
(c) his hesitancy about the IMF proposals concerning imputation. We
 
agreed to examine these issues. In general, we were in agreement with the 
IMF on areas of integration, encouraging risk-taking, and rate reduction. 

Indirect Ta:es 

20. Our view of the indirect tax system is that it is unduly 
complicated and fragmented. One possibility for a long run goal is to 
merge the present system into (a) CARICOM external tariff, (b) a general 
consumption duty which would include services and have as flat a rate a
 
possible, and (c) perhaps an excise on a few of the traditional goods. In 
this approach, we would probably disagree with the IMF Report, though it 
is unclear exactly what they have proposed from the Executive Summary. 
Such a tax reform would have to be phased-in with appropriate broadening
 
of the base, and with administrative help. 

21. The base of the indirect tax system needs to be broadened in
 
order to bring down the inordinately high tax rate. We probably would not
 
favor a very broad tax at the import level that would not exempt any
 
imports of raw materials. A credit for taxes paid on raw materials could
 
be allowed for domestic producers. This value added element might not be
 
too difficult to administer, but we will need to get an expert into
 
Grenada to this for I promised to contact Professor John Due.
assess us. 

The base could also be broadened by bringing all services within the legal
 
tax base--restaurant 
meals being a first step in this direction. In
 
addition, there Is the question of the inordinately heavy amount of 
government exemptions presently allowed. The IMF wo,Lld abolish all; I'm 
sure we would abolish many of them. This question needs analysis. 

22. The export tax is a particularly obnoxious component of the tax 
structure in that it discourages both production and incentive in the 
economy. Our first leaning would be toward abolition of the export ta:: 
but, as that is phased-in, we must work out a substitute for it. We have
 
not yet given this enough thought.
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23. Finally, there is need for technical assistance to expand the
 
base of indirect taxation and to make the system more fair. In
 
particular, there is the 
 question of a need for improved valuation of
 
imports. Apparently, some technical assistance of this type was provided

in the past, but it has not been fully put into effect. The IMF called
 
for similar technical assistance. 

Prcoerty Taxation
 

24. The property tax in Grenada is very anemic, and there is much 
room to expand its role in the tax system. Properly administered and 
structured, the property tax can be a good component of the tax system and
 
can be a good substitute for income taxation. 
In Grenada, the government
is pretty much starting from scratch. This has the advantage of allowing 
us to structure a "new" property tax, without being saddled with history.
But, on 
the other hand, it means that there is a high start-up cost
 
associated with putting the tax in place.
 

25. A first item on our agenda is to get some idea of the quality of 
the current tax roll and to make some estimate of the cost of completing

the roll and making it usable. With respect to these administrative
 
needs, we have in mind identification of parcels, valuation, record 
keeping, and collection. In general, our view would be that the right

kind of property tax for Grenada is one which does not cover all small
 
parcels--the adcministration involved is more costly than the amount of 
revenue collected.
 

26. Two other important items on the structure of property taxation
 
need attention. The first is whether there should be a property transfer
 
tax and, if so, how it should be administered. On the one hand, it is the
 
closest thing to a capital gains tax in the Grenadian system. It also has
 
the advantage of providing the basic valuation data used as 
inputs for the
 
property tax. On the other hand, it is badly administered at the present

time. One thing that must be examined in our present work is what it
 
would take to create a more efficient operation of the property transfer
 
tax. The second structural issue which we must consider 
 is the
 
possibility of betterment levies. 
 With so much capital construction going
 
on in it
Grenada, is clear that land values will increase dramatically.

We need to develop a system of special assessments to capture some of this
 
betterment for purposes of government.
 

Phasing-in of Tax Reform
 

27. The tax reform will have to be phased-In over a period of time to
 
avoid inordinately high budget deficits in the very short run. (Even in
 
the absence of any new government action, the budget deficit in the next
 
few years promises to be very large.) 
 At first look, one would think of a
 
four-year, phased-in program (FY 1985 
- FY 1988). The following is a list
 
of those potential revenue reforms and those expenditure measures which
 
will be resource using in the short run, and the fiscal years in which
 
this revenue drain might be felt: 
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Income tax rate cuts (1985, 1986, 1987)
 

Recurrent cost of new capital investments (1985 onward)
 

Increased current expenditures (e.g., wage increases in 1985)
 

New debt service costs (1985 onward)
 

Increased tax administration expenditures (1985 onward)
 

28. The following are those potential reform measures--revenue and
 
expenditure side--which could add to resources available. These measures, 
and the fiscal years of initial impact, include: 

Improved valuation of imports (1986)
 

Broaden indirect tax base to include services (1986)
 

Improved income tax administration by training, modified 
assessment program, improved procedures, tougher
 
enforcement (1986)
 

Reestablished property tax, add betterment levy (1987)
 

Divestment of public enterprise activities (1985)
 

Employment and wage rate freeze (1985)
 

Increased rate of economic growth and increased revenue
 
from tourism (1985)
 

Our Work Plan
 

29. The responsibility of Jorge Martinez will be to serve as our 
Resident Advisor in Grenada, to manage the activities of the project in 
Grenada, and to provide the kinds of technical advice as outlined in the 
Terms of Reference. In addition, he will prepare a paper on income 
taxation, a paper on property taxation, and will participate in 
preparation of the Final Report. 

30. The responsibility for the fiscal planning model will be
 
primarily in the hands of Mike Wasylenko who, we anticipate, will arrive
 
in Grenada during the week of August 14th. How long he stays, and how 
quickly the model can be made operational In'Grenada, depends on when the
 
microcomputer can be shipped to Grenada. 
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31. An Income Tax Administration Advisor is needed for one week to 

write a Terms of Reference for a longer term analysis. This work will 

involve a scrutiny of the current situation and past progress. i propose 

to contact George Whitehouse in our Kingston office to arrange for him to 

go to Grenada for about a week, hopefully around the first week in
 

September. 

32. There is need for technical assistance in the area of customs 
valuation and training. Identification of the kind of technical 

assistance requires the opinion of an expert. I propose to contact Ken 

Stacey and ask him to go to Grenada before the first week in Septemner. 

33. The set of taxes that constitutes consumption duty, stamp duty, 

etc., is inortinately complicated. There probably is need for a 

harmonization and coordination of these taxes, and probably for their 

amalga-at on into one or two more general levies. We need the services 

of an expert to examine this possibility and to outline future technical 

assistance necessary to implement such a change. I propose to contact 

Professor John Due to see if we car, not get him to Grenada before 
mid-September. 

34. The property tax cannot move forward until the property tax :.oll 

is completed. I will soon contact a firm that specializes in preparing 
such rolls, ask them to send someone to Grenada for one week, and give 

them the mandate of assessing the current situation and estimating the 

cost of preparing a new roll. My first contact will be with CLT Systems. 

Possible Lonz Term Tecnnical Assistance
 

35. Until we complete the reconnaissance exercise, we cannot say 

firmly what the long term technical assistance needs will be. One can, 

however, already anticipate what some of the needs will be. 

36. Grenada needs a comprehensive tax reform that includes both
 

structural change and administrative change, as well as training. It 

would be incorrect to rush into such changes without carefully thinking
 

through what is needed. Moreover, in the name of not duplicating efforts, 

the comprehensive reform should coordinate the assistance of USAID, the 
IMF, perhaps the British, and perhaps the United Nations. A first service 

that USAID might provide is this coordination. The fiscal planning model 
could be an important tool in centering the attention of all the external 
parties on the long term fiscal future of the country. 

37. The components of a long term technical assistance will be 

defined at the end of this project. Our preliminary view is that the long 

term needs include at least the following. First, there needs to be a 

study of the indirect tax system and a design of some sort of reform in 

the direction of a general levy. Following this design phase, there needs
 

to be an implementation program to train local personnel and to aotually
 
put the new tax in place. Second, it is likely that an Income Tax Advisor
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will be needed to assist in improving audit and assessment procedures, as
 

well as to train inspectors in accounting and audit procedures. Third,
 

technical assistance in the area of customs valuation will be required.
 

Fourth, the property tax is in need of a careful structural study to
 

design the "right" kind of property tax for Grenada, and then to provide
 

the administrative back-up necessary to complete the roll and to implement
 

the new property tax system. Fifth, there need,- to be some further work
 

on structural studies in several areas. Among these, and we will have
 

more to say in a Final Report, are: (a) the proper level and type of tax
 

incentives to be offered by the Government of Grenada; (b) the proper
 

structure of the company tax and its integration with the personal tax;
 

and (c) the impact of reforms in the tax system on the distribution of
 

income, with special reference to low income families.
 

38. I would propose that an efficient way to proceed would be to wait 

until our work is completed by the end of September (and by then hopefully 

the IMF work will be completed) and call a mecJing of technical experts, 

either in Grenada or in Washington. From this meeting, we could plan a
 
strategy for long term reform.
 

Recorts
 

39. From now until the end of September, we would propose to issue
 

our reports in the following format. First, there would be fiscal
 

memoranda, brief reports that describe the results of each activity.
 

These reports will be "numbered" memoranda and will be issued as the 

occasion calls for it. Second, there will be longer consultants reports.
 

based on field visits. Third, there will be a Final Report, first in
 

draft form at the end of September, and in final form after Syracuse home 

office review.
 

RB/pb
 

cc: Mr. L. Wilson
 
USAID Grenada
 
USAID Barbados (Don Harrison)
 

USAID Washington (Bob Firestine)
 
Jorge Martinez
 
Sam Skogstad
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I. The Present Income Tax Structure
 

income tax has played only a modest role in Grenadian
1. The personal 


public finances. In the period 1980-83 the annual revenue collected from
 

the tax was only around 15 percent of total tax revenue and a little over
 

3 percent of gross domestic product. At the present time there exists no
 

indication of any trend that will alter this weak performance. This lack
 

of buoyancy can (partly) be blamed on certain structural and
 

administrative peculiarities of the Grenadian personal income tax, which
 

are reviewed below.
 

The Tax Base
 

2. The tax is levied on all sources of income, but it gives
 

1 

preferential treatment to income from capital, in two ways. First, 

bank in Grenada and from most
interest income from deposits in any 


government securities is tax exempt. Secondly, capital gains from the
 

sale of assets are not included in the definition of assessable income and
 

therefore escape the tax.
 

Imputed income from owner occupied housing is by law excluded from
 

the tax base. Farmers and some retailers are, however, imputed income
 

31 
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from "in-house" consumption. 2 . All in-kind incomes (e.g., housing, 

automobiles or grocery vouchers) are also by law fully taxable, although 

the law lacks detail in this respect. In-kind benefits seem to have grown 

in importance over the last few years.
 

4. Under the present legislation pension benefits are fully taxable. 

In August 1984, the Interim Council "contemplated" changes in the law that 

would exempt from the tax the first EC$7,200 received in pension benefits 

as well as 50 percent of any amount above the initial EC$7,200. 

5. The income tax law does not contain any provision for income
 

av3raging or any other treatment of irregular (uneven) income. Because of 

the steep rate structure of the income tax, two individuals with identical 

incomes over a period of two or more years may end up paying considerably 

different taxes. 

6. The law does not contain any provision to correct for automatic 

increases in tax burdens induced by inflation. Because of the
 

progressivity of the rate structure, as nominal incomes rise to keep up 

with price increases, taxpayers find themselves sliding into higher and 

higher tax rate brackets. Taxpayers' real tax burdens increase even 

though their real incomes may have remained constant or even decreased. 

Using the Retail Price Index, for example, a taxpayer's income of
 

EC$5,500 in 1980 would have to be EC$7,843 in 1984 in order to have the
 

3
same purchasing power in both years. Using the GDP deflator, the 1984
 

income would have to be EC$7,*°,U9. Because of inflation, the tax burden in 

this example would have increased from EC$925 in 1980 to EC$1,528 in 1984 

(EC$1,377 when the GDP deflator is used). This represents an increase in 
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tax liability of 65.18 percent (48.86 percent using the GDP deflator)
 

which 13 well beyond the rate of increase in prices and nominal incomes. 

Real incomes stay the same but real tax burdens increase.
 

Since 1980 there have not been discretionary changes in the tax law
 

that could have (partially) offset the increases in tax burdens induced by 

inflation.
 

7. The personal allowance:3 and some of the deductions allowed to 

arrive at taxable income are quite standard. But the law, for example, 

also allows deductions of up to EC$700 per child, for overseas educational 

expenses, and of up to EC$1,440, for life insurance premiums. The most 

conspicuoL deductions of up to EC$7,200, is granted for owner-occupied 

mortgage interest payments. 

At the moment we are in the process of reading 1983 data from all 

individual tax returns into the computer. In the near future we will be 

able to estimate the revenue losses implied by the present system of 

deductions. 

The Rate Structure 

8. The present nominal or statutory rate structure is highly
 

progressive, reaching a rate of 65 percent for taxable incomes of or 
above
 

EC$30,000. From data made available by the IRD for taxpayers with over 

EC$25,000 of taxable income, the effective average rate5 also appears to 

be highly progressive. Once the data from all 1983 tax returns is read 

into the computer, we will be able to establish the effective degree of 

progressivity for the whole income scale. 

r 



Income Tax Administration
 

9. The tax by law is self-assessed, but the IRD estimates that of 

15,000 potential taxpayers, only 2,500 file a return. Eventually, between
 

7,000 and 8,000 
pay the tax after the IRD mails out a Notice of (Income)
 

Assessment to those that have not filed. The present tax form is perhaps
 

too complicated, which encourages lack of compliance and overburdens the 

IRD resources because many returns have to be redone.
 

10. By law, employers must withhold part of their employees' salaries
 

along the a
lines of PAYE system, and all but the very small companies
 

appear to do so. 
 At the end of the year, the very small companies are
 

assessed and charged for the income tax owed by their employees.
 

11. There appears to be considerable tax evasion, on the other hand,
 

by the self-employed, including professionals, taxi drivers, and small
 

shop owners. The resources of the IRD do not seem adequate to undertake
 

the assessments and field audits necessary to control tax evasion in these
 

traditionally hard to tax sectors.
 

12. The problem, however, does not seem to be only a lack of
 

resources. There exists a 1979 assessment manual (or modified assessment 

plan) written with the technical assistance of the IMF, which could be 

usL< for field audits of the "hard to tax". The manual, however, has not 

been used since 1981. Instead, the self-employed have been assessed only 

a small fraction of their true incomes and the assessment has not changed
 

much over the last few years. Only very recently has the IRD attempted
 

some field-auditing. 
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13. Income tax evasion in the agricultural sector, another 

traditionally hard to tax sector, is relatively small due to the 

peculiarities of the Grenadian marketing channels. Practically all sales 

of the four major crops (nutmeg, cocoa, bananas, and "minor spices") have
 

to be made through the (four) producer, associations, which effectively 

operate as export monopolies. 
 The IRD, then, uses the records from the
 

associations 
 to tax farmers. Only small farmers who grow cash crops
 

escape the income tax net completely.
 

14. The income tax law establishes civil penalties for failing to 

file a return (up to 10 percent 
of the tax due), and for filing a
 

fraudulent return to times
(up three 
 the amount of the tax avoided).
 

Criminal proceedings are also envisioned in the law with penalties of up
 

to two years in prison. 
Civil penalties for filing a fraudulent return,
 

however, are hardly 
ever imposed, and criminal penalties have never been
 

imposed, at least in recent years.
 

II. Normative Criteria for a "Good" Personal Income Tax 

15. A traditional way to evaluate any tax structure is to examine how 

well it conforms to the normative principles of a "good tax". Some 

conflict between these criteria is, however, unavoidable and it is always 

necessary to evaluate the tradeoffs and seek some sort of balance among
 

the advantages and disadvantages. 

This type of exercise is valuable because it allows us to detect the 

most flagrant shortcomings of the tax structure, and it points to the 
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direction for reform. A list of the desirable criteria for the personal
 

income tax in Grenada should include the following:
 

i. 	 The tax should not be an impediment but rather contribute, to the
 
main policy objective of the GOG: increasing the rate of
 
economic growth led by an export oriented private sector. 
Among
 
other things, this implies that the tax not create strong
 
disincentives to work effort, investment and savings.
 

ii. 	 The tax should be flexible or elastic, producing changes in 
revenue that are proportionate to changes in public expenditure 
requirements. In this way the tax becomes not only a reliable 
source of revenue but also an automatic stabilizer or 
macroeconomic activity. For the tax structure to play this role,
 
income generated in most sectors of the economy, especially the
 
fast growing ones, must be included in the tax base.
 

iii. The distribution of tax burdens should be fair, both horizontally 
and vertically. The tax is horizontally fair if those with the 
same income and under the same basic circumstances pay the same 
tax (independently of the source of their income). The tax is 
vertically fair if it taxes different income groups according to
 
their ability to pay and reduces inequities in the distribution
 
of income. Vertical equity is of course a much more subjective 
concept, and therefore more difficult to define, than horizontal 
equity. 

iv. 	 The tax should interfere in the least possible way with private
 
decision making. That is, the tax should not induce changes in
 
consumer and producer behavior, because those changes decrease 
individual well being without compensation somewhere else in the 
economy. To minimize these "excess burdens" the tax should not 
discriminate between sources or uses of income. 

v. 	 Finally, the administration of the tax should be economical and 
non-arbitrary. Tax forms should also be clear and simple to keep
 
taxpayer compliance costs to a minimum.
 

III. An Evaluation of the Present Personal Income

Tax Structure and of the Proposed Reforms 

16. In this section we evaluate the tax base, rate structure, and 

administration in the light of the normative criteria 
listed in the
 

previous section. 
 We also review specific tax reforms recommended in two 
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recent fiscal documents, the Working Party Report, chaired by V. 

Callender, of June 1984 (hereafter the WP report) and Grenada: Agenda for 

Fiscal Reform, IMF - Fiscal Affairs Department, of August 1984 (hereafter
 

the IMF report). We should emphasize that this evaluation is very
 

tentative, because the treatment of certain perferences, etc. depends on 

the general income tax structure chosen. For example, one's view on
 

exemptions and deductions may be quite different under a consumption-based 

tax than under a comprehensive income tax. 

Issues Related to the Tax Base 

17. The exemption of interest income is horizontally unfair because 

it discriminates against other forms of capital income (e.g., dividends) 

and against labor income. The exemption is also vertically unfair because 

it benefits those with a larger share of interest income in their total 

income--the higher income.
 

The exemption also creates excess burdens, and reduces incentives to 

equity investment--therefore retarding economic growth. Finally, it 

erodes the tax base, which reduces the revenue elasticity of the tax. 

Three types of arguments may be used in favor of the exemption. 

First, it may be argued that the exemption is necessary to encourage small 

savers to open savings accounts at local banks. To achieve this desirable 

goal, however, it might be sufficient to exempt the first EC$200 or EC$300 

of interest income. It can also be argued that the exemption is a 

compensation for the controlled low interest rates that are payed 

domcstically. However, there are many other sources of income that are 

controlled in the Grenadlan economy and they are not exempted from the 
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tax. This argument will also be irrelevant once interest rate policies 

are liberalized. Finally, it could be argued that by increasing the net 

return to savings, national saving and investment would increase. This is 

a more serious argument, but the empirical evidence on this issue in other 

countries is inconclusive and, at any rate, there is not reFson to give 

special treatment only to interest income. 

Fromn the points just madc it is clear that we agree with the IMF 

recommendation of eliminating the exempt status of interest income. The 

IMF report, however, advises not to do so until controls on interest rates 

are removed, inflation is controlled, and savers are insured a positive 

rate of return. The removal of the exemption must be coordinated not only 

with the total reform of the tax but also with other structural reforms in 

the economy. The last two conditions listed by the IMF are, however, 

impossible to insure and accepting couldthem delay the removal of the 

exemption forever. The removal of interest rate controls is likely to be 

sufficient most of the time to produce positive rates of return to savers. 

It should also 
be noted that the problems caused by inflation are not
 

unique to interest income and are best dealt with in a comprehensive way. 

The WP recommendations on this issue is quite different. It advises 

extending the exemption to include interest income and dividend income. 

We believe this recommendation is unjustified. While the double taxation 

of dividends is a very important issue, it is best dealt with in the 

reform of the company tax in which this tax is integrated with the 

personal income tax. Extending the exemption to dividends leaves 
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unanswered most of the criticisms addressed above with respect to the 

exemption of interest income. 

18. The non-inclusion of capital gains in the definition of 
taxable
 

income is subject to the basic criticisms (unfair, distortionary, etc.)
 

addressed to the exclusion of interest income. In favor of the present
 

policy, one could use the argument of administrative difficulties. But
 

this argument carries little weight when only realized capital gains are
 

taxed. The IMF and WP reports do not address this issue. 

19. In principle all accrued income, including imputed income and 

in-kind benefits, should be taxed. The exclusion of imputed income from 

owner-occupied housing, it justified onalthough may be administrative 

grounds, is unfair and distortionary. Renters, who tend to be low income,
 

are not allowed any housing expense deduction, and the greater rate of
 

return to homeownership reduces investment in other, more productive
 

sectors of the economy. 

Once the cadastral roll for the property tax is completed and
 

computerized, it may not be too 
 costly to make imputations for owner

occupied housing income. The present law, after all, imputes income to
 

employees from the housing provided by their companies.
 

Imputation may still be too cumbersome and it may be 
better to follow 

the IMF recommendation of not changing the exemption of imputed income 

from owner-occupied ho'.sing. We also agree with the IMF report, when it 

recommends strengthening the tax law provisions for the taxation of 

In-kind benefits . Specifically, the report recommends specifying the 

minimum imputed income for each benefit that will be taxable. Some other
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options, however, should be considered. If the law specifies only the
 

minimum amounts, there is a risk that only minimum amounts will be
 

imputed.
 

20. The "contemplated" changes in legislation designed to partially
 

exempt pension benefits are fundamentally inequitable. This is because
 

contributions to qualified retirement plans are tax deductible.6
 

Besides being unfair, the proposed exemption would further reduce the
 

buoyancy of the tax and create (perhaps undesirable) incentives to early
 

retirement. 

It is difficult to come up with reasonable arguments that would 

support this exemption. For example, the low income of some pensioneers 

is not a relevant point, because low income taxpayers are, independently 

of their sources of income, exempted or taxed at lower rates. If a higher 

minimum exempt income is desirable, then it should be raised for everyone, 

not only pensioneers. 

The WP report does recommend the elimination of taxes on pensions, but
 

absolutely no effort is made there to justify this measure. 

21. The lack of income averaging provision in the present income tax 

may have given rise to serious horizontal inequities. The policy probably 

has also discouraged work effort and investment in more risky activities. 

Neither of the two reports deals with this issue.
 

22. The lack of inflation adjustment has caused large increases in 

tax burdens in recent years, creating taxpayers' discontent and reluctance 

to comply with the tax. This type of tax increase is inherently 

arbitrary, not intended in the law, and very likely damaging to both 
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horizontal and vertical equity .(e.g., the self-employed versus subject to
 

PAYE).
 

While the WP report does not address this problem, the IMF advises
 

"...to keep the taxable income brackets under constant review and adjust
 

them in case the 
rate of inflation accelerates." This recommendation 

approaches policy from a discretionary point of view and it may be a
 

little too vague. Questions 
such as, "at what rate of inflation or
 

inflation change does an acceleration take place?" or "how frequently
 

shoud brackets be adjusted?" have still to be 
answered. Consideration
 

should also be given to some kind of automatic adjustment, for example the
 

indexation of the income tax brackets. 

As a final point, the problem of inflation adjustment has to be
 

simultaneously considered 
 with the reform of the income tax rate
 

structure. The lack 
of inflation adjustment becomes less severe a 

problem, the less progressive the rate structure is. In the extreme case 

of a single flat tax rate, the problem completely disappears. 7 

23. The IMF report concludes that at the present time tax deductions
 

are too numerous and too generous. We agree with most of that statement. 

Tcgether, deductions and persona. allowance considerably reduce the
 

revenue elasticity of the tax. 

The home mortgage interest payment deduction is the most conspicuous 

in its generosity. As in the case of the exemption of homeowner imputed
 

income, this deduction discriminates against renters, eroding horizontal
 

and vertical equity. 
 It also creates distortions in the capital
 

accLuulation process by increasing the attractiveness of housing vis a vis
 

other assets. 
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The deduction for life insurance premiums Is much less generous, but 

still questionable at least on equity grounds. The most important issue 

concerning the treatment of contributions to pension funds, is the need to 

avoid double taxation. This would occur if both contributions and 

benefits are taxed. Of course the simultaneous deduction of the former 

and exemption of the latter are equally unjustifiable. The argument used 

in the INF repor. against the life insurance policy and pension 

contribution deductions, that they encourage compulsory saving, is, on the 

other hand, not entirely compelling. Purchasing a private life insurance 

policy can hardly be seen as compulsory saving. Some other deductions, 

such as the overseas education deduction, may also be inequitable. 

Limiting most of these deductions along the lines proposed by the IMF 

report appears reasonable. One exception concerns the limitation of the 

number of children eligible for child allowance. We do not find this 

recommendation justifiable. 

An alternative, not considered in the IMF report, to the reduced but
 

still independently itemized deductions, is a general "standard" deduction
 

to be used with a much simpler tax form. Some thought should be given to
 

this option.
 

Finally, the IMF report recommends converting all personal allowances 

into credits. While deductions, in principle, should be used for 

adjustments to gross income (to account for the cost of earning income), 

credits should be used for items or circunstances requiring special 

relief. The other important difference between deductions and credits is 

that while in the case of the former benefits increase with the marginal 



income tax rate (bracket) of the taxpayer, in the case of the latter all
 

taxpayers receive the same dollar benefits. 
Based on these two sets of 

notions, some of the IMF recommendations for conversion seems desirable,
 

and we would take issue with some others. The WP report did not deal with 

any of these questions.
 

Issues Concerning the Tax Rate Structure 

24. There is a general agreement tht the present rate structure is 

too steep. 8 The high marginal rates have produced disincentives to work 

effort, 9 savings, investment, and risk taking behavior. The high rates 

have also very likely encouraged resistance and lack of compliance. 1 0 

On the surface, it appears that the steep progressivity of the rate 

structure has at least served the goal of an equitable distribution of the 

tax. The evidence available so far, points at a quite progressive 

distribution of burdens.!1 

Because of the unknown but potentially large degree of tax evasion by 

the self-employed, the actual distribution of burdens be lesstax may 

progresstve than snown by the income returns. subjecttax Those to 

withholding may at times pay more than self-employed taxpayers with higher 

incomes. 

25. Both the IMF and WP reports recommend reforms of the rate 

structure. Specifically, the IMF report suggests the removal of 
the 60 

and 65 percent rates, and putting a cap of 35 percent on the maximum 

average effective rate. This report also recommends a lowering of all
 

rates when "the 
 revenue situation permits". The WP report essentially 

leaves the highest marginal rate of 65 percent the same, introduces more
 



intermediate rates and widens 
the income brackets, effectively slowing
 

down the progressivity of the present tax burdens. 

The common 
characteristic of both sets of recommendations is the
 

timidity of the proposed changes. This in part may emanate from an
 

overwhelming concern about revenue losses. Such small changes, however, 

will likely have very little impact on the present disincentive effect, on 

work effort, investment, and risk taking behavior. That is, these reforms 

do not support strongly enough the policy goal of fast economic growth led
 

by the private sector. 

26. The main problem with a bolder of the taxreform structure, 

besides the revenue losses, is the potential sacrifice of a progressive 

distribution of tax burdens. 

Acutally, no one can state with certainty what is the proper degree of 

tax burden progressivity. For many, a flat proportional tax is equally 

defendable. The level of progressivity, on the other hand, is not only a 

function of the rate structure, but also of the minimum level of income 

that is not taxed, i.e, the level of exemptions, deductions, or tax 

credits. For example, a flat proportional income tax can be made quite 

progressive through exemptions and deductions. 

In the matter of the implied revenue losses, it is likely that a 

comprehensive reform of the personal income tax (including the elimination 

or 
 somereduction of existing deductions, and administrative reform) will 

allow, on a zero revenue loss basis, a greater rate reduction. Actually, 

the IMF report estimates that through better assessments and improved tax 
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collections, revenues could increase in EC$1 million. The corresponding 

estimate in the WP report is between EC$3 million and EC$5 mill on.
 

There is a 
need to consider the issue of rate structure reform in an 

integrated way with the rest of the reforms being proposed. When the data 

from the personal income tax returns, already collected, are read into the 

computer and analyzed, it will become possible to consider the revenue and 

burden progrejsivity implications of various blueprints (base and tax 

structure) of the new income tax. 

Issues Concerning Tax Administration 

27. Ther, is complete agreement on the need to improve the 

adinistration of the personal income tax. The present tax evasion by the 

self-employed, besides reducing revenue elasticity compromises the 

horizontal and vertical equity of the tax. 

Even though the IRD does a good job, given the resources available, 

there is an obvious need for training in basic accounting, and in desk and 

field auditing methods. 

We agree in this area with many of the assessment and recommendations
 

contained in the IMF report (See Fiscal Memorandum No. 13). Outside
 

technical assistance will be needed.
 

IV. Some Recommendations and Scope of Future Work Needed
 
for a structural Reform of tile Personal Income Tax. 

28. In this final section we list some very preliminary
 

recommendations which follow from the analysis in Section III. 
 We also
 

indicate whaL extra work will be needed to undertake a structural reform
 

of the personal income tax.
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The GOG needs to carefully study the options of a personal consumption
 

tax vs. a comprehensive income tax. 

29. The new income tax should not exempt interest income. At most,
 

only the first EC$200 or EC$300 should be tax exempt.
 

30. Consider the taxation of realized capital gains.
 

31. The new 
income tax should provide in much more detail, for the
 

taxation of in-kind benefits. This requires further study.
 

32. Some consideration should be given to the imputation of income 

from owner-occupied housing. Otherwise renters should receive an 

equivalent advantage.
 

33. Do not implement the exemption for pension benefits, 

"contemplated" by the Interim Council in August 1984. 

34. Give consideration to some kind of provision for income averaging 

unless the new tax rate structure is relatively flat. 

35. Give consideration to the indexation of the tax rate brackets to 

avoid the arbitrary increases in tax burdens produced by generalized
 

inflation.
 

36. Eliminate or drastically reduce the mortgage interest deduction. 

As a second best, grant equivalent benefits to renters.
 

37. Reduce life insurance, qualified pension fund and overseas
 

deductions. The treatment of pension contributions must be coordinated
 

with the treatment of pension benefits.
 

38. Study the introduction of a general "standard" deduction as 
an
 

alternative to the itcnized deductions.
 



17
 

39. Study the revenue and incidence impact of converting all personal
 

allowances into credits.
 

4o. Study the revenue and incidence impact of different tax rate 

structures, including, but not limited to, those mentioned in the WP and 

IMF reports. The possibility of a flatter rate structure should be given 

serious consideration. 

41. Undertake, along the lines of the recommendations contained in
 

G.W. Whitehouse's Fiscal Memorandum No. 13 and the IMF report, a training 

program in basic accounting and auditing techniques. Upgrade and
 

implement the modified assessment manual to reduce tax avoidance and fraud 

by L.he self-employed. Upgrade the position of tax collectors. Revise
 

civil and criminal penalties. 

43. The tax form should be simplified. An alternative reduced tax
 

form (without any itemized deductions) should also be considered.
 

44. Study the integration of the personal and company income taxes to
 

avoid double taxation of dividends. The IMF recommendation on this issue
 

should be considered along with other possibilities. 

45. Develop a timetable to phase in the new tax, paying special
 

attention to the implied revenue losses, and in coordination with other
 

aspects of the tax reform. Because tax administration improvements and
 

their impact on revenues will likely take place over a period of two to
 

three years, the new tax shoud be phased in over a similar time span.
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SENDN OTES 

* 	 I have greatly benefited from conversations with Mr. Basil Harford. 

. Non-resident incomes are subject to a withholding tax (with rates of 
* 20 and 25 percent) and exempt from the personal income tax. Little
 

revenue is collected from individuals with this tax. 

2. 	 According to the Inland Revenue Department (IRD) a grocer with a 
family of four can be imputed up to EC$4,000 of income. 

3. 	The Retail Price Index estimate for 1984 is 142.6 (100 for 1980), 
according to the Ministry of Finance (MOF) StatiStiCal Office and IMF 
estimates. 

4. 	 Because capital gains are not presently taxed, no inflationary 
. increases in tax burdens have occurred in this area. 

5. 	Tax paid divided by total assessable income.
 

6. 	Some pension plans are non-contributory.
 

7. 	If capital gains were taxed, they would nave to be adjusted for 
inflation even in the case of a single flat rate. 

8. 	 See Table 15 of the IMF report for a comparison with the rate 
structure of neighboring countries. 

9. 	 Some evidence of this is provided by the reported reluctance and 
refusal of some employees to work extra-time. 

10. 	Some evidence is provided by the increasing role of in-kind
 
compensations.
 

11. 	See Tables 20 and 21 of the IMF report for the tax paid by a
 
hypothetical taxpayer *at different levels of income. See also tables
 
22 	 and 23 of the same report for the actual distribution of tax 
burdens for taxable income above EC$25,000. 
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I. The Present Company Tax Structure 

1. The Company Tax has played a decreasing role in Governmt-nt Revenue 

over recent years. From 15.8 percent of total tax revenue and 3.7 percent
 

of GDP in 1980, company tax revenue had dropped to 11.4 percent of total
 

revenues and 2.7 percent of GDP in 1983.
 

The number of firms covered by the tax has been decreasing over the 

last few years and it is now around 140. Of this number, less than 30 

percent have "gross sales" over EC$1 million. The bulk of the tax revenue 

is levied, as it is typical of other countries, on a smaller number of 

large companies, around fifteen. 

We have collected in collaboration with the Inland Revenue Department 

(IRD), data from all company tax returns due on 1982 income (Year of 

assessment 1983). Once those data are read into the computer and 

analyzed, we will have a clearer picture of the structure o, the present 

company tax base. 

There are causes the poor performance of the ax,multiple for -.


including the weak general performance of the economy, and the poor
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investment climate in recent years. But the structure of the company tax 

itself, we believe, is fartly responsible for this poor record. Witness 

for example, the repeated increases in the statutory tax rate to the 

present discouraging levels, 

Tax Base
 

2. The Company tax is levied on world-wide income, including gains 

from the sale of business assets, of all resident companies. Intercompany 

dividends are excluded.1 Because of tneir non-for-profit status, the 

four, growers associations are exempted from the tax and so is the National 

Importing Board. Non-resident companies are taxed only on business income
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originated in Grenada.


3. The expenses incurred during production, including interest, are 

deductible. There are special provisions for, insurance companies, which
 

are allowed to build (deduct as a business expense) reserves for
 

outstanding risks. Banks, however, are not allowed to builc special
 

reserves for "bad-loans." 

4. To prevent certain abuses, the law empowers the Comptroller of 

Inland Revenue to disallow some deductions. For example, foreign 

affiliates have an incentive to expatriate profits through deductible 

items (interest, royalties, etc.) Similarly, closely held companies have 

incentives to distribute profits through deductible items such as wages or 

interest. The disallowed deductions are taxed profits. 

5. Real assets can be depreciated only at original or purchase cost 

and on a straight line basis. The rates range from 2.5 percent for 

buildings to 33 1/3 percent for aircraft equipment. Faster depreciation 
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rates can be granted in special cases, such as intense use of plant and 

equipment because of multiple shifts. The 
 incentive depreciation
 

allowance 
of 10 percent is granted on top of the normal allowance for the
 

purchase of plant and equipment by qualified industrial businesses. There 

is no provision for depletion allowances.
 

6. Inventory accounting of stock-held in trade is done on a first-in 

first-out basis.
 

7. The 
 law does not provide for any kind of inflation adjustment of
 

the tax 
base. During inflationary periods, the replacement cost of 

capital will generally exceed 
original prices, hence, depreciating on a
 

historical cost basis artificially inflates profits. 
 Taxes therefore, are
 

larger than they be."
"should Similarly, with increasing costs of 

production during an inflationary 
period, valuing inventories on 
a
 

first-in-first-out 
 basis makes 
 profits to look larger than they actually
 

are. Taxes are again increased with no counterpart increase in real
 

profits. 

Offsetting forces may be 
at work, on the other hand, if inflation has
 

not been anticipated or 
for other reasons (e.g., usury laws), it has not
 

been incorporated in the nominal 
interest rates companies are charged on
 

their borrowings. In this 
 case, the real value of the companies'
 

liabilities goes own, increasing real profits without increasing taxes.
 

8. By law, losses cannot be carried forward beyond a period of three 

years, and in any particular year the losses 
to be deducted cannot exceed
 

one-half of the company's net income. 3 
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9. In addition to the incentives for business investment in the 

income tax law, the GOG is at present drafting an Investment Code which 

provides far more generous incentives. For example, new businesses with a 

domestic value added content of at least 50 percent would be granted a tax 

holiday (vhich includes complete exemption from the company tax) of 15 

years. See also, Appendix 1 of the IMF Report for other legislation 

presently in force providing incentives for business investment. 

10. There is no special provision in the law concerning the double 

taxation of' dividends. All profits, distributed and retained, are taxed 

at the same rate, and dividends are then taxed again as individual income. 

11. Aluhough the law contains provisions to avoid the double taxation 

of repatriated profits by non-residents, through the signing of
 

international treaties, it is unclear which treaties are presently in
 

force.
 

The Rate Structure
 

12. At present the company tax rate is 55 percent. The rate 

applicable to expansion of existing operations (since January 1982) is 45 

percent. For new industries and hotels (since January 1982) the rate is 

40 percent. Controlled companies (domestic companies with no more than
 

five share holders) pay an excess tax at a rate of 15 percent on those 

profits that the Comptroller, of Inland Revenue considers to be 

"insufficiently distributed." 

Tax Adiministration 

13. The IRD does not have a master roll of all the companies in the 

country, from the small number of companies presently filing, the tax 
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should not be 
 very hard to administer. 
 The IRD is, however, presently
 

understaffed 
 in terms of 
 qualified personnel. 
 Only three people, which
 
includes the Comptroller, do field 
auditing for the enforcement of the
 
company and personal income 
 taxes. Actually, 
no field auditing of
 
companies, including the 
fifteen or so large ones, has been performed in
 

recent years.
 

The poor accounting practices 
of the small companies have not, of
 
course, helped matters. Some companies have not filed returns in the last 

few years, and quite 
a few others only submit their account statements,
 

leaving the IRD to complete the return.
 

Record keeping practices in are
tne IRD generally poor, especially in 
the area 
of investment incentives. 
 Firms under a tax holiday do not have
 

to file a return or keep 
any other kind of contact with the IRD. 
 The
 
Ministry of Industrial Development does providenot the IRD either with 
any information 
on the companies that 
 have been granted favorable tax
 

treatment. 
 There is therefore, no knowledge of the revenue losses implied
 

by the present tax incentive Dolinhip 

II. Normative Principles for a "Good" 

Company Tax
 

14. The principles or criteria for a good company tdx are quite 
similar to those of the personal income tax 4
or any other tax. But
 

because 
of the lack of generality of the company tax (it taxes only
 

capital income 
and then only capital income generated in the incorporated
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company sector), some principles gain special importance while some others 

are to a large extent sacrificed from the outset. 

15. Most investment in the private sector is likely to be undertaken
 

by companies. The impact of the tax on company incentives to invest and
 

to take risks is therefore of paranount importance in connection with the
 

GOG objective of obtaining fast economic growth led by an export-oriented 

private sector. This is the reason why policies on particular issues such 

as the carry-forward of losses or repatriation of profits gain special 

significance. 

16. Because in principle the tax falls on only one type of capital
 

income, it therefore discriminates in favor of other types of capital
 

income, as well as labor income. This violates the principle of 

horizontal equity. However, because shareholders are likely to belong to 

the upper ranges of the income distribution, the ta; presently, probably 

contributes to a more equal distribution of income and wealth in the 

country. 5 

Within the company sector itself, the principle of horizontal equity
 

can be sacrificed, for example, by the concession of fiscal incentives to
 

only new companies. These inequities should always be weighed against the
 

benefits of a faster pace of investment and economic growth.
 

17. Because the tax falls only on business income from (incorporated) 

companies, it interferes with and distorts the process of investment in 

the private sector. In short, it gives an incentive to stay out of the 

company sector. Special provisions, selective incentives, etc., can 

further distort the investment process by affecting the relative prices of 

D
 11 



different types of capital (e~g., short versus long lived) and of capital
 

and other factors of production including labor.
 

18. As is the case for any tax, the law and tax forms should be 

simple so as to keep administration and compliance costs to a minimum. 

Still one must accept that the company tax has to be intrinsically complex
 

because of the diversity of the economic base covered.
 

III. An Evaluation of the Company Tax Structure 
and of the Proposed Reforms 

19. In this section we evaluate the present tax structure against the 

list of desirable criteria for a "good" company tax. We also evaluate the 

reforms recommended in the Working party (WP) report and the IMF fiscal
 

report concerning the company tax. 

Issues Related to the Tax Base 

20. In the absence of inflation the present rates for depreciation 

allowances, on a straight line basis, seem to be adequate though a bit 

conservative. 

The IMF report takes the view that the present rules may be 

encouraging too much capital intensity which is especially undesirable 

when the unemployment rate is as high as in Grenada. Without making a 

final judgement now, the apprehension shown in the IMF report may not be 

entirely justified, if onw takes into account other aspects such as risk, 

which has made investment opportunities in Grenada less than attractive. 

Witness the paucity of investment In the last few years. It is also 



8
 

common in other countries to allow more liberal depreciation policies than
 

those available in Grenada.
6
 

Existing legislation and legislation being drafted (the Investment
 

Code) on the other hand, appears to discriminate excessively against
 

already established businesses.
 

21. The present depreciation allowance policy, would not be adequate 

if inflation were to be significant. In an inflationary period, the 

present inventory accounting policy, on a first-in first-out basis would 

not be adequate either. To avoid the increase in tax burdens and 

therefore the discouragement of investment, capital assets should be 

depreciated at replacement cost, or some other type of inflation 

adjustment should be allowed. Inventories should in turn, be valued on a 

last-in first-out basis, which automatically excludes the artificial gains 

introduced by inflation. Both of these recommendations are made in the 

IMF report. The WP Report does not mention this issue. 

The proglem with the above policy changes is, besides the potential 

large cost in revenue losses, the considerably higher demands placed on 

administration. The recommendations should therefore be carefully 

reassessed after, technical assistance for training of IRD personnel is 

decided upon. 

22. There is agreement that the present policy of allowing 

carry-forward of losses for a maximum period of three years, and limiting 

any year loss-offset to 50 percent of net income, is unduly restricted. 

The policy is more restrictive than the one practiced in most countries.
 

\J
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Interestingly enough, under the Caricom Harmonization of Fiscal Incentives 

Agreement the loss-offset period is of five years. 

We agree with the IMF recommendations of liberalizing the carry

forward of losses period to at least five years and imposing no limit on
 

the loss-offset allowed in any year. The present draft of the new 

Investment Code actually, offers a carry-forward period of five years.
 

Horizontal equity would require that existing companies are granted the
 

same advantage.
 

A carry-forward period of over three years will be difficult to
 

administer, especially given the poor accounting practices of some 

Grenadian businesses. But a better trained income tax administration will
 

be better able to enforce the law and it may provide an "incentive" for
 

local firms to keep better accounting records. It will be to their own
 

benefit to be able to docunent that losses actually existed.
 

23. This is not the right place for an in-depth evaluation of the 

investment incentives presently being considered. The importance of the 

issue demands a separate and comprehensive study. What seems evident at 

the moment is that there will be a need to coordinate or integrate the 

reformed company income tax and the new Investment Code. if the reformed 

company tax contains more liberal deductions and lower tax rates, the 

scale of the fiscal incentives could be brought down. There also is a 

need to have a less discriminatory treatment toward existing firms.
 

24. While under the pruzesr. tax law, interest costs are fully 

deductible, no deduction is allowed for the opportunity cost of equity 

capital. Instead, income from equity capital, including opportunity 
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costs, is taxed by the company tax, and the portion that Is distributed as 

dividends is taxed again under the personal income tax. This process 

creates a distortion against equity capital, and at the same time invites 

tax arbitraging through debt financing. The funds that otherwise would 

have been used in equity financing can be lent out, with interest payments 

free of tax, and the principal used as collateral to obtain an equal sum 

in loans. 

The fact that distributed profits are taxed twice also invites the
 

retention of profits. If capital gains are not subject to the individual 

income tax, as is the case in Grenada, profit retention tends to become a 

true bargain. It'the market for company shares in Grenada were larger and 

more active, there would be little reason to distribute profits in the 

form of dividends. The present law actually anticipates that possibility 

and penalizes, with a 15 percent surtax, insufficient distributions by 

"controlle)' companies. But even in this case, if company shareholders 

are in a personal income tax br-icket above 15 percent, they can profit by 

receiving all their company income via retention (Pqnif:3 

faxing capital gains as reco.. i~cridcd in luMiaor-nOui No. 5, there 

is obviously a need to integrate the company and personal income taxes to 

avoid the double taxation of dividends. 

This need for integration is expressed in both the WP report and the 

IMF Report. This latter in particular recommends a return *o full or 

partial imputation of dividends, in force until 1982, whereby shareholders 

were granted a tax credit for the company tax they had paid on dividends. 

This is one of the procedures available for the integration of personal 



and company income taxes and it is known as the "dividends--received
 

credit" or withholding method.
 

True integration of both taxes would mean that the company tax is only
 

used to insure that the profits accruing to any shareholder are taxed at 

his personal tax rates. 7 

If capital gains (the way in which non-distributed profits accrue to
 

shareholders) were not taxed as is presently the case in Grenada, then
 

using a partial integration system (for individuals only) is the 

appropriate way to proceed. The "dividends-received credit" method
 

recommended in the IMF report is a partial integration method. Another
 

one is known as the "dividends-paid" method.8
 

When capital gains are taxed under the individual tax, a fuller
 

integration is desirable. Full integration, however, almost implies the
 

elimination of the company tax. Under full integration you can either
 

impute company profits to shareholders and tax them as personal income,9
 

or you tax all capital gains (realized and not) under the personal
 

10
tax..
 

It is clear from this brief analysis that full integration is hardly a
 

practical proposition, given the administrative difficulties involved.
 

To follow the IMF recommendation may then be the most desirable way to
 

proceed. The revenue costs of this alternative or any other, however,
 

needs to be established. We think we will be able to do that once the
 

company return data are analyzed. 
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Issues Concerning the Tax Rate
 

26. There is agreement that the present rate of 55 percent is
 

extremely high and that this feature of the tax may have played a very
 

important role in discouraging investment in the recent past. 

Both the WP report and the IMF report recommend, not surprisingly, 

cuts in the rate: the former cuts the rate to 50 percent and the latter 

to no more than 45 percent. None of the two reports analyzcs the revenue 

losses implied by their recommendations. With the company data collected, 

we again hope to be able to establish the revenue implications of 50 and 

45 percent rates. In our opinion even a lower rate of 40 percent should 

be considered, because of the potential impact on investment and risk

taking. 

IV. Some Recommendations and Scope of Future Work
 
Needed for a Structural Reform of the Company Tax
 

27. Estimate the revenue losses implied by the pre!9Gi1c system of 

exemptions and any new proposals in this area. 

28. Undertake a re-examination of the institutions presently enjoying 

a tax exempt status. 

29. Retain the exemption of intercorporate dividends. 

30. Give some consideration to special deduction to particular 

economic sectors (e.g., a bad-debt reserve for commercial banks). 

31. Study the possibility of giving firms a choice of depreciation 

methods, includ,.ng accelerated depreciation. The IMF concerns over 

distortions are perhaps a little overplayed. 

http:includ,.ng
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32. In conjunction with. training policy, study the possibility of
 

allowing firms to depreciate assets at replacement cost and to value
 

inventories on a last-in first-out basis. Consider other possible ways of
 

adjusting the tax base for inflation. 

33. If capital gains were to remain largely untaxed, consider the 

expansion to all companies of the surtax penalizing excess retained 

earnings in closely held companies. 

34. Liberalize the loss-offsjt period and do not impose any annual
 

limits to the deduction.
 

35. Current policy design of tax incentives does not seem to have 

enoukgh input from the MOF. There is a need to integrate the new
 

investment code and the reformed company tax.
 

36. One area of this integration that deserves special attention is
 

the severity of discrimination against already established firms.
 

37. The issues of tax incentives to foreign investors, double
 

taxation Lreaties, and repatriation of profits need to be simultaneously
 

reconsidered. There is, for example, little value to granting generous
 

tax incentives if the tax revenue sacrifice eventually ends up in another
 

government treasury. Other 
 questions such as whether repatriated tax 

holiday profits should be elempt from the withholding tax require further 

st,Y . 

The GOG should, in the framework of the regional associations, 

forcefully seek the establishment of international tax treaties. An 

inventory of treaties presently in force should be undertaken. 
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Study the most efficient and equitable way to integrate the personal
 

and company income taxes. Establish, at the same time, the revenue loss,
 

and if possible the administration costs, of the preferred integration
 

methods.
 

40. Study the revenue implications in an integrated fashion (i.e., 

taking into account other proposed reforms of the company tax) of cutting 

the present rate to 50, 45, and 40 percent. 

41. Study the desirability of giving preferential treatment (e.g.,
 

lower rates) to small companies. 

42. Study the pssibility of enlarging the company base by taxing the
 

economic activity of non-resident companies in Grenada. For example, even
 

though (by law) nonresident shipping and airline companies are supposed 

to be taxed on 2 percent of gross receipts originating in Grenada, at
 

present they are not. It has also been suggested that for example foreign 

credit card companies could be taxed on fees originating in Grenada.
 

43. Concerning administration of the tax, there is a need to improve
 

the assessment and audit capabilities of' the IRD. For detailed
 

recommendation on field auditing, etc., see Mr. Whitehouse's Fiscal
 

Memorandum No. 13. 

44. The IRD snuld maintain and update a company master roll to keep 

track of compliance. 

45. All companies, including those under tax holidays, should file a
 

tax return (even when nothing is due) and financial statements with the
 

IRD annually. This is especially important. if under the new investment
 

code tax-holiday companies will enjoy a loss carry-forward period of five
 



y3ars. There will be an obvious incentive to create artificial losses 

toward the end of the tax holiday period. The Ministry of Industrial 

Development should provide the IRD with a list of companies that have been 

granted tax incentives, as well as with ,,detailed description of each
 

firm's incenives. 

46. There will be, of course, a need to revise the company tax form. 

Private sector input on the format would be desirable. The IRD should
 

also offer help, at least initially, on how to properly fill out the
 

return.
 

47. The phasing-in of the new company tax needs to be coordinated
 

with the training program in the IRD and with the rest of the fiscal
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ENDN CT ES 

1. There exist special provisions for some companies. Life Insurance 
companies' assessable income is computed as equal to 10 percent of 
their gross investment income. 

2. Companies, by law, must withhold tax on dividend, interest, and other 
payments made by them to non-residents. Most of the withholding tax 
revenue accrues through this source. 

3. 	 See section 40 of the 1980 Income Tax Law. Subsection 3 is somewhat 
confusing and could be interpreted as imposing no time limit for most
 
losses.
 

4. 	 See Section II of Fiscal Memorandum Number 5. 

5. The company tax burden may be shifted forward to consumers in the form 
of higher prices, or backward to other forms of capital or even to 
labor in the form of lower rates of return and lower wages. The final 
incidence of the tax is a controversial issue and the final answer 
depends among other things of the company sector economic structure 
(e.g., degree of monopoly power, etc.). If the tax is shifted forward 
to 	consumers it becomes virtually inequitable. 

6. 	 This is typically done by granting businesses the opportunity to use 
accelerated depreciation (e.g., the double declining balance method or 
the sum-of-years-digits method). These policies tend to be, however, 
more distortionary than the straight line method. Granting first eyar 
additional allowances as is presently done in Grenada is more 
desirable.
 

7. 	 That is, from a strict integrationist viewpoint, the company tax 
should not exist if companies were not allowed to retain profits. 

8. 	 In this case, dividends are excluded from the company tax base, i.e., 
. the company tax applies only to retained earnings. 

9. 	 This is known for obvious reasons, as the partnership method. 

10. This is known, again for obvious reasons, as the partnership method. 
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Fiscal Memorandum No. 7
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DATE: Setember 14, 1984 (Revised, September 25, 1984)
 

RE: 	 The Property Tax in Grenada: An Evaluation of Present Structure
 
and Proposed Reforms; Some Recommendations, and Scope of Needed
 
Future Work.*
 

I. The Present Property Tax Structure
 

1. The tax was reformca in 19o1, moving away from the British 

tradition of assessmenrt: based on the rental income of properties, to the 

method of aaseso ing the tax on the market value of the property. As 

remarked in the Working Party report, this was a step in the right 

direction since the new tax encourages fuller use of land and structures. 

The reform, however, has not been completed. The property tax has yet 

to fill its potential in the Grenadian tax struuLure. Revenue from the 

property tax remained stagnant between 1978 and 11,81 at EC$0.8 million, 

and decreased slightly after the reform. The property tax share in total 

revenues fell from 2 percent in 1973 to 0.9 percent in 1983. This 

performance can and should be reversed by both completing and amending the 

reform 	 begun in 1981. 

The Tax Base
 

2. The tax is levied on the market value of all land and structures, 

with 	 no difterentiation made between market value and assessed value. No 

1 
other type of property (other than real estate) is covered by the tax.
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Government property is tax exempt as is property used for educational, 

religious, and some other purposes. Residential properties with market 

value of' under EC$15,000 are also exempt. Exempt status can also be 

granted by ministerial discretion. 

3. There is little available information on the composition or 

structure of the property tax base. We do not know, for example, what 

proportion of the tax base is exempt, or what proportion is residential or
 

commer ci al. 2 

Some information on agricultural land is contained in the 1981 Grenada 

Agricultural Census. In that year, there were approximately 8,200 farms 

with an average size of 4.2 acres. Of the total, 65 percent of the farms 

were 2 acres and less and only 5 percent, 10 acres or over. 3 Present 

prices can be as high as EC$4,000 per half acre. 

The Rate Structure 

4. The rate structure differentiates between agricultural property, 

taxed at 0.1 percent, industrial and commercial property, taxed at 0.8 

percent, and residential property. This latter, above the maximum exempt 

value of less than EC$15,000, pays according to a progressive structure. 

For residential properties with market values between EC$15,000 and 

EC$40,000 the rate is 0.1 percent for those between EC$40,000 and 

EC$100,000, 0.25 percent; for properties between EC$100,000 and 

EC$200,O00, 0.4 percent, and for those above EC$200,000 the rate is 0.5 

percent. 
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Property Tax Administration
 

5. At the time of the reform of the tax a Property Valuation Division
 

was created within Inland Revenue. The new Division was supposed to
 

complete a market valuation list (close to a cadastre) for all properties
 

in the country. A Valuation officer worked on this from 1981 to 1983. In
 

the present the position of valuation officer is vacant.4
 

It is not possible to state with conf'idence, at the present time what
 

proportion of all properties were valued between 1981 
and 1983, because no 

one knows the total nunber of parcels to be valued. Figures between 

50,000 and 100,000 have been used in the past. Similarly, the cadastre 

has been reported as 50 and even 70 percent completed, but the actual 

percentage may be much smaller, as discussed below. 

Taxpayers whose property has not been valued still pay their property 

tax on the old rental assessment basis. Actually, the entire collection
 

of the tax is still based on the taxpayer list from the old tax with a
 

ledger for each of the six parishes. The only change the reform has
 

brought is that for some of the entries (owner names) in the ledgers, the
 

rental assessment has been replaced with a market value assessment.
 

To keep the property tax roll updated, the registry, by law, is
 

supposed to send to the IRD monthly information on all transactions, 

including the names of buyers and sellers and prices. The Registry,
 

however, has never complied with this obligation, and taxpayer rolls are
 

quite outdated allowing new property owners to evade the tax. 5
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The Property Valuation List ("Cadastre")
 

6. The property valuation information collected between 1981 and 1983
 

is contained in "books", two for each parish, separating parcels with and
 

without buildings. Each parish book contains information by town,
 

villages, estates, etc. which are set in alphabetical order. Within
 

towns, information is classified by streets, and the final entries are of
 

owners (not parcels) set again in alphabetical order. Besides the name of
 

the owner, each entry contains s3onm impreci3e information on location of
 

the parcel, present use (residential, commercial or agricultural),
 

assessed value and tax. Properly speaking, therefore, the present
 

valuation list can not be called a fiscal cadastre. in a useful cadastre,
 

each parcel is plotted on a mpa, given an identification ntiber, and
 

described in various ways.
 

The likely reason why the present valuation list was not done properly
 

is the lack of maps which are essential to the cadastral exercise. The
 

only maps tnat were available for reference were photogranmetric plots of
 

St. George's and the rest of the south-west area of the island. However,
 

only buildings, not parcels, were identified. 6 The work one between
 

1981 and 1983 covered the whole island so it is not possible to identify
 

what areas contain the largest number of unassessed parcels. 

For each propcrty assessed, when the owner could be found, a valuation 

questionnaire (data sheet) was filled out, specifying a nunber of 

structure and lot characteristics.7 On the back of the quescionnaire, 

the assessor also wrote the outside dimensions of the building(s). These
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data were not given explicit weights, adn they do not appear to have been 

used in any formula or statistical technique to arrive at market value. 

7. The usefulness of the valuation list is limited not only because 

of the lack of direct information on parcels but also because of 

difficulty of establishing the accuracy or quality of the valuations. 

The number of v.4uations that were contested furing the 1981-83 period 

are believed to have been around 15 percent. This may be taken as 

indicative of lack of excessive disagreenent by owners, at least on the 

over-valuation side, with tne assessors' estimates. Some of the 

valuations made in 1981, on the other hand, may not be outdated, 

especially in areas such as St. George's, Graiid Anse, etc., where land 

prices have increased significantly during 1984. 

The proper way to evaluate the quality of the present valuation list
 

would be to field assess a random sample of properties and compare the
 

results to those in the unfinished "cadastre." 8 Field assessment will
 

not be made easy by the thinness of weil identified m3rkets and the
 

paucity of transactions. 

In lieu of field a"sessments, we used recent market sales data 

obtained from tile Registry, in a preliminary attempt to evaluate the 

quality of tie unfinished "cadastre." Of the 225 initial sales extracted 

from the Registry, only 20 could be matched with entries in the existing 

valuation list or "cadastre." This low nunber of matches is a reflection 

first of the way the present vaJuation list is kept. If the property is 

transferred or sold, the new owner's name may never be entered in the 

list. If the list was kept by parcel nunbers instead, the entry would 
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always remain active regardless of changes in ownership or title. The
 

second reason for the low number of matches between the Registry
 

information may be that the valuation list is indeed much more incomplete
 

than what had been previously, anticipated. 

For the twenty parcels that were matched, the differences between 

market values as collected in the Registry and the assessed values in the 

"cadastre" were quite large. The absolute value of the error ranged up to 

300 percent of market value, for low value parcels.9 For more expensive 

properties, the relative errors were more moderate, but still high, 

typically around 30 percent--as high as 207 percent and as low as 5 

1 0 
percent.
 

One finai point should be raised in consideration to the "veracity" of 

the market price information extracted from the Registry. Because real 

estate transactions are subject to a stamp duty, there is an incentive to 

underdeclare the value of the asset. This phenomenon is less likely to 

occur, however, when transactions involve banks through mortgage 

financing. For some of the transactions involving bank financing, the 

error was still large. 

Penalties
 

8. At present the prenalty for non-payment is 5 percent of the tax 

due, with no interest charge. When taxes become due over a year, the 

comptroller of Inland Revenue can issue warrants for the sale of property. 

This provwico:i, it soems, has not been used. The IMF Report states that 

in the case of an objection, there is no provision requiring the tax to be 

paid in advance of the appeals. However, Section 7 of the Taxes
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Management (Amendment) Law of 1982 seems to establish the obligation to 

pay regardless of appeals, as well as the right Lo be refunded if the 

appeal is won by the taxpayer. 

II. An Evaluation of the Property Tax Structiure And Proposed Reforms
 

Issues Related to the Tax Base
 

Exemptions
 

9. There are no good theoretical reasons to exempt all forms of' 

wealth other than real estate from the prcperty tax base. There are, 

however, good administrative reasons to exclude certain forms of property 

(jewelry, intangibles, etc.) Other forms of property (e.g., automobiles 

and boats) still could be easily taxed. 

The treatment under the property tax of small value real eztate is 

anothe important issue. The exemption of low value residential property, 

as in Grenada, is desirable from a vertical equity viewpoint only if it 

applies to owner-occupied property and the owner is under a certain income 

level. The fact that no a~yicultural property is exempt in Grenada goes 

against horizonatal fairness. 

The issue of low value agricultural property exemption is also 

important fron an ackninistrative viewpoint. Levying a property tax on all 

agricultural properties, regardless of size and value, will require 

including them in the fiscal cadastre. The cost of inclusion in the 

cadastre of 20,000 or so properties may be quite high. If we add annual 

recurrent tax col)ection costs, it may be worthwhile to sacrifice the
 

that the exemption may cost.t1EC$14o,ooo 



8
 

Unfortunately, the exemption of small value agricultural parcels may 

create some problems.12 In particular, it gives an incentive to 

sub-divide existing properties to (perhaps) less efficient sizes. Through 

artificial subdivision (i.e., by just nominally transferring ownership 

titles) one could also evade the tax. Basing the exemption on total 

personal property, holdings will just be a partial solution. 

Site-Value and Improvements 

10. Under the present law, both land (with its improvements) Cfnd 

structures are valued and taxed together. This approach tends to 

discourage improvements of all kinds because the tax burden increases 

proportionately with the value of the improvements. 

As an alternative, it is grequently suggested that the site-value and 

improvements (structures) should be assessed separately. 1 3 This would 

allow the heavier taxing of site-value, thus encouraging the most 

productive use of the land, and taxing the value of improvements at a much 

lower rate so to minimize disincentives to improvement expenditure. 

Betterment Levy and Special Assessments
 

11. The property tax can be justified not only on the grounds of the 

higher ability to pay of wealthier individuals, but also in terms of the 

benefits individuals receive from government services which may eventually 

raise the market value of their property holdings. 

In the event of property value increases due to particular government 

services, even a good fiscal cadastre, updated every five years, may not 

be adequate to capture the variety of market value changes. In Grenada, 

http:problems.12
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this is a relevant issue because of the massive infrastructure programs 

that are currently being implemented. 

Two approaches are possible if it is deemed desirable to tax property 

value increases caused by particular government services. One approach is 

to undertake special reassessments of properties in the area(s) directly 

impacted by the new government services. These property base increases 

can be taxed at the standard rate. A second way to do it is to levy a 

"betterment tax" (which can be a once-and-for-all payment) on those 

properties directly benefiting froin the new or increased services. This 

second approach is more justifiable when benefits can be measured quite 

directly (e.g., frontage of a sidewalk, paved access road, street lights,
 

sewerage, etc. 

Neither of the two reports, IMF or WP, dealt with pr-jperty tax base 

questions. 

Issues Related to the Tax Rate 

12. In Grenada, it is quite common to use different tax rates for 

different uses of real estate property (residential, commercial, etc.) 

The present rates, however, may be too low.14 For example, the 

agricultural rate of 0.1 percent may not justify in many cases the 

15 
valuation and tax administratin costs.1 

The progressive rate structure on residential property in Grenada 

makes the tax harder to administer. There are other potentially 

undesirable effects of the progrossive property tax rate structure. 

First, the progresive structure may not be vertically equitable since the 

tax applies to individual properties, rather than to the complete property 
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holdings of individuals. For. this same reason, the progressive tax 

structure is very likely horizontally unfair. An individual owning a 

single property will pay more in property taxes than somebody else with 

the same real estate wealth divided into two or more properties. Finally, 

a progressive rate structure gives an incentive to the fragmentation of 

property. For reasons already discussed above, the fragmentation may not 

always be desirable.
 

Issues Concerning Tax Administration 

13. The poor performance of the property tax is not surprising, given 

the present state of affairs in the Property Valuation Division. The WP
 

Report and the IMF Report strongly agree on the need to fill the present
 

vacancies in the division and on the need to complete the property
 

valuation list.
 

From the evidence gathered so far, the present valuation list seems to
 

be too incomplete and inaccurate to be of much value in the future. We 

think it is necessary to start a fiscal cadastre from ground zero. 

Technical assistance will be needed to do the cadastre and to train 

Grenadian valuation officers (See Olsen's Fiscal Memorandum No. 12). A 

good fiscal cadastre is vital to avoid inequities and to control taxpayer 

resistance to the tax. The cadastral exercise has potential value for
 

other government institutions such as the Ministry of Agriculture and the
 

Registry. The latter would benefit from a legal cadastre.
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III. Some Recommendations and Scope of Future 
Needed Work for a Reform of the Property Tax
 

14. As in previous memoranda, in this section we list some 

recommendations which follow from the analysis in Section II. When it
 

would be premature to give any firm recommendation, we indicate what extra 

work is needed to undertake a reform of the property tax. 

15. Re-examine the desirability of maintaining the tax exempt status 

of all properties that have been granted that privelege by statute and by 

discretionary order. 

16. Examine the possibility of taxing other types of property
 

(wealth). Motor vehicles ownership is a good candidate. This may require 

reforming the present motor vehicle tax and license. 

17. Study the proper exemption treatment of small value properties. 

The issues of vertical and horizontal equity, administration (including 

cadastral costs) and incentives to fragmentation have to be considered 

simultaneously. 

18. The exemption of small value properties for residential use 

should only be granted if the owner-resident is below a certain income 

level. The treatment of small value properties that are rented requires 

further study. The answer here will depend on whether the property tax is 

shifted forward to tenants. 

19. Examine the desirability (revenue, costs, efficiency, etc.) of
 

taxing site-value and improvements at different rates. 
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20. Consider the use of spqcial reassessments or of a betterment levy 

in those areas and cases where new government services and spending will 

increase property values. 

21. Property tax rates are presently low and they should be raised. 

22. Consider the substitution of the progressive rate structure for 

residential properties with a flat rate. Some ninimum exempt property 

value1 6  (e.g., what is known in the U.S. as a homestead exemption) would 

help to produce effectively progressive rates. Rate differentiation among 

the various uses of property (commercial, residencial, etc.) may still be 

desirable.
 

23. Undertake the development of a new fiscal csdastre. The present 

valuation list is poorly organized, quite incomplete, and many of the
 

assessments inaccurate or outdated. Technical assistance is needed in
 

this area.
 

24. Before starting the cadastral exercise consider- the usefulness of
 

the cadastre (and variations thereof) in other areas of governmental
 

activity. To this end consult among others with the ministries of
 

Agriculture and Housing, and the Registry.
 

25. Make provisions for the periodical updating of the cadastre every
 

three or five years. Up-to-date valuation information is essential for
 

the horizontal and vertical equity of the tax as well as its buoyancy.
 

26. If it is found desirable to tax site-value and improvements at 

different rates, the cadastre will have to keep information on those two 

entries separately. 



27. Information on the property tax mortgage deduction could be used 

to update the .,adastre. 

28. To the sane end, renovation or improvement building permits could 

be required to be filed with the Valuation Division of the IPD. 

29. To keep the Cadastre updated it will be necessary to train from 

two to four, valuation officers.
 

30. Consider the possibility of computerizing the cadastral 

information. In the future more sophisticated valuation techniques (e.g., 

regression analysis) could be used. Easy and fast access to property 

information may also be important for auditing personal income tax 

returns. 

31. It will also be much easier to keep the cadastre updated if the 

Registry complies with the law and sends monthly information on real state 

transactions to the IRD. 

32. Fines for failure to pay should be increased and interest charged 

on the balance due. 

33. The more effective way to ensure compliance would be to tie 

rightful ownership or title to the demonstration that property taxes have 

been actually paid. 

34. Because the property tax reform and administration improvements 

have a great revenue potential, they should figure at the head of the list 

of the fiscal reform implementation plan. 



EN DN OT ES 

* 	 I wish to thank Mr. David Seales of the Va±uation Division (IRD) for 
his 	assistance. 

1. There is also a "Transfer Tax" on real estate transactions involving
 
aliens as either buyers or sellers, and an Estate Duty. These taxes
 
are 	discussed in Fiscal Memorandum Nos. 8 and 9. 

2. 	 No aggTegate information exists either from the unfinished property 
valuation list or cadastre, wh.ih we discuss below. 

3. 	 State farms and farming cooperatives were much larger. Most of the 
former were over 100 acres and they represented 10 percent of all 
farmed land. Most co-ops were over 20 acres but represented only 1 
percent of all farmed land. 

4. 	 The position of Assistant Valuation Officer apparently has never been 
filled.
 

5. 	 Information is kept by owner's names rather than parcels. 

6. 	 The maps for the Northwest were produced by the Lands and Survey 
Division of the Ministry of Agriculture. There are not maps for other 
parts of the island.
 

7. 	See Appendix A.
 

8. 	 It should be noted that property assessment is by no means an exact 
science and that regardless of the sophistication of the procedure 
employed, errors should be expected. But we do expect those errors to 
be small and random. 

9. 	 Parcels valued for example between EC$6 and EC$10,000. 

10. 	 See Appendix B for thte data. 

11. 	 This figure is computed as the product of 20,000 parcels, an average 
" small parcel value of EC$7000, and the 0.1 percent tax rate. 

12. 	 Small owners may sometimes be in favor of a small property levy as the 
* means of re-certifying their ownership title on the property. 

13. 	 Site-value theoretically is the highest bid one could receive for the 
land (for any use) if the land were to be put for sale. 

14. The IMF calls them the only reasonable rates in the whole Grenadian 
. * tax structure. 
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15. 	There is some concern that.higher tax rates will be met with taxpayer
 
resistance and lack of compliance. The property tax has been
 
traditionally an unpopular tax everywhere. One possible reason may be 
its visibility (it is paid in one single installment). Horizontal 
inequities are also quite visible and probably play an important role 
in the unpopularity of the tax. 

16. 	 This minimum exempt which would apply to all properties shc;Ild be 
distinguished from the total exempt of low value properties also 
discussed in the memorandum. 
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Fiscal Memorandum No. 8 

TO: Mr. Lauriston Wilson, Jnr. 
FROM: Jorge Martinez 
DATE: September 25, 1984 
RE: The Transfer Tax in Grenada. An Evaluation of its Structure 

and Proposed Reforms
 

1. The tax is levied on the value of any transfer, of land to or from
 

a non-Grenadian citizen or company under alien control. 

2. The present tax rates are high. Aliens, either as buyers or 

seillers, pay 15 percent of the value of the parcel. When a Grenadian 

sells land to an alien, the Grenadlan citizen pays also 5 percent of the 

transaction value. 

3. The tax is administered by the Office of the Prime Minister (the 

office of the Chairman at the moment) and revenue collections have been
 

negligible. Some tax evasion, especially for transactions between aliens,
 

is likely occurring.
 

4. The main justification of the tax has obviously not been raising 

revenue, but discouraging land ownership by foreigners. Aliens' purchases 

of land could have, the reasoning goes, undesirable economic (e.g., higher 

prices for Grenadian nationals) and political consequences. However, 

taxing the sales by aliens to Grenadian nationals, as is presently done, 

runs counter to these policy objective3. 

1The rates are the highest among the countries in the region that
 
tax similar transactions. Seu Table 18 of the IMF report.
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5. The transfer tax would also be viewed as the closest thing in the 

Grenadian tax structure to a tax on capital gains, although a very crude 

and discriminatory one. 

6. It appears that the high rates of the tax together with the
 

overall economic and political climate in the recent past may have been 

all too successful in discouraging foreign interests.
 

7. We agree with the IMF recommendations that the tax rate should be 

reduced. This is especially desirable if capital gains under the new
 

personal income tax (and withholding tax for aliens) become taxable.
 

8. If political apprehensions could be overcome, the transfer tax 

could actually be eliminated without any serious consequences. If the tax 

is kept, its administration should be transferred to the IRD from the 

Office of the Prime Minister. 
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Fi3cal Memorandum No. 9 

TO: 	 Mr. Laurizton Wilson, Jnr.
 
FROM: 	 Jorge Martinez 
DATE: 	 September 25, 19811 

RE: 	 The Estate Duty in Grenada. An Evaluation of its Structure and
 

Proposed Reforms
 

I. Structure and Administration
 

1. The tax is levied on the entire value of estates transfLrred at
 

death. All gifts inter vivos made within five years of death are also
 

added to the estate. The value of assets is estimated at market prices at
 

the time of death and those estimates have to be approved by the
 

comptroller of the IRD. 

2. Real estate property outside the island is exempt and so are 

public pensions, some small charitable contributions donated for public 

purposes, funeral expenses, etc. An exemption of up to EC$100,000 is also 

granted for real estate property in Grenada, provided it was occupied by
 

the deceased at the time of death and that it is passed on to a close
 

relative.
 

3. The estate duty rates were last raised in 1979. The first
 

EC$10,O00 of estate value is exempt; on the next EC$10,000 the rate is 15
 

percent; on the next EC$130,000 it is 30 percent, and finally for values
 

of over EC$150,000 the rate becomes 45 percent. All these rates are cut
 

down by one-third when property is passed on to either parents, spouse or
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children. The rates are raised by one-third when the recipient does not 

belong to a quite extensive list of distant relatives.
 

4. The tax is administered by the IRD and aroind 200 estate returns 

are processed each year. The total yield of the tax has fluctuated 

between EC$200,000 and EC$300,000. It is left to the estate's executor or 

administrator to fiie a return and -ome evasion does take place. Part of 

the real estate property that escaped estate duty is, however, uncovered 

at the time of sale or other transfer of title. 

5. Penalties for non-filing are quite severe. Unless an extension 

has been granted by the Comptroller of Inland Revenue, failure to 

file-- within 6 months of a death in Grenada, or withi.n 12 months for a 

death anywhere else--raises the tax payable by 50 percent. Late filing 

estates are also charged a 10 p-rcent annual interest rate on the amount 

payable. According to the IRD, the application of penalties is not an 

uncommon occurrence. 

II. Evaluation and Reforms 

6. The IMF report does not contain a detailed discussion of the 

estate duty. Nevertheless, the report con3iders that the rate structure, 

especially the top mar' inal rate of 45 percent, is extremely high, and 

that all rates could be cut without much revenue loss. The WP 

recommendation is more radical. It advises to completely eliminate the 

estate duty, but it does not contain any discussion of the tax. 

7. There is wide recognition in the field of public finance that the 

estate duty could never become an imprrtant revenue producer. The tax is 
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quite generally seen and .accepted as a useful instrument for 

redistributing income and wealth in the society. 

8. Without getting into much doctrinnaire detail, one of the main
 

positions taken against the tax has been to consider it unjust because it
 

tares accumulated income which had been previously taxed during the 

lifetime of the deceased. An opposing view holds that the estate is a
 

necessary vehicle to correct for the lightly taxed or exempt income (e.g.,
 

capital gains) that accrued to the estate during the lifetime of the 

deceased. 

9. One cannot make a recommendation about estate duty without knowing 

the reform proposed for income taxation. The two must be considered 

together. Under the right circumstances, one could agree with the 

proposal to drop the estate duty. Under other circumstances, one could 

recommend keeping the estate duty in the future Grenadian tax structure. 

The tax can play an important role as a potential equalizer of the
 

distribution of private wealth. We also agree with the IMF report that,
 

the present rates should be reduced. In addition, the new tax * ould 

contain a more liberal treatment for those estates being transferred to 

spouse and children, i.e., besides the lower rates that would apply, 

certain percentage of the estate could be exempt when it is transferred to 

close relatives. 
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The purpose of this paper is to provide a preliminary survey of the 

indirect tax 3tructure of Grenada, suggest major defects and avenues of 

reform, indicate additional work that needs to be done and evaluate the 

proposals of the IMF study: Grenada: Agenda for Fiscal Reform (August 

1984), and the Report of the Working Party. This paper is based upon 

extensive discussions with Mr. Patrick Bubb, the Comptroller of Customs;
 

Mr. Basil Harford, Commissioner of Inland Revenues, review of the IMF 

report rioted above, the World Bank Economic Memorandum on Grenada (August 

1982), the report on Customs Administration by Mr. Kenneth Stacey, various 

customns tariff and related volumes and discussicn with Mr. Jorge Martinez, 

residen' representative of the Syracuse project. In view of Mr. Stacey's 

report, this paper does not deal, except incidentally, with Customs 

administration. 

I. Survey and Evaluation of the Indirect Tax Structure 

and ?roposals for Reform 

The General Picture of the Revenue Importance of Indirect Taxes 

Since detailed tables of revenues are available in the IMF report and 

elsewhere, only a brief summary will be given here. 

1. 	 Indirect taxes yielded, in 1983, 64 percent of all tax 
revenues, comparable to other small Caribbean countries. 
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2. 	Import duties of all forms, constituted 61 percent of all
 
tax revenues or' 93 percent of indirect taxes, an
 
extrcnely high figure by comparison with other countries. 

3. 	 The taxes on foreign trade are highly complex, with six 
major levies and three specialized ones. Bases differ; a 
number of rates are specific, though most are ad valorem, 
and 	some taxes use both.
 

4. 	 The combined rates of the taxes on imports are very high, 
equalling 26 percent of the value of imports despite 
exemptions, or 53 percent of the value of imports subject 
to duty. Basic foods carry combined rates of over 29 
percent, and other foods from 37 to 86 percent. Nonfood 
consumer goods carry rates ranging from 48 percent to 96 
percent, with some up to 1400 percent of the import 
values. While materials and capital goods are taxed less 
heavily, there is considerable tax burden ranging from 10

1
 
to 514 percent. 

5. Taxation of services and domestic transactions are very

limited.
 

6. While relatively few commodities are exempt, exemptions
 
to governmcnt, statutory bodies, and businesses favored 
under tax incentive legislation are substantial. In 
1983, 5Y percent of all imports entered free of duty.
 

7. 	 The level of protection is very high. 

8. 	Taxation of exports constituted 6 percent of total tax 
revenue in 1983. Hevenues were derived primarily from 
nutmeg, mace, and cocoa. This figure is not included in 
the 	figure of indirect taxes above. 

9. 	 Tax revenues from import transactions are affected by 
import licensing, which was general for several years up 
to 1983, and is now limited to specific categories of 
goods. 

The 	 VariotLs Taxes Applying to Imports 

The complex picture of the taxes on imports defies simple
 

summari zat ion. 
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The Import Duties. The Customs tariff is that of the Eastern Caribbean 

Common Market (ECCr-I) from which Grenada cannot deviate unilaterally. This 

provides a common external tariff, and (with exceptions) duty does not 

apply to imports from ECCM countries. The ECCM tariff differs somewhat 

from the standard CARICOM tariff, with lesser breakdown of categories and 

higher rates on some goods. 

The ECCM countries were authorized to apply duties on imports from 

other CARICOM countries from 1973 to 1983 because they were less 

developed. They are still continL:ing to do so; under present proposals 

rates will revert to 1973 levels in January 19615, but no final decision
 

has been reached. These apply only to a limited range of high-revenue 

commodi ties.2
 

The ECCM tariff is not h gh by standards of developing countries; 

there are few rates above 30 percent and many at 5, 10, and 15 percent. 

Much importing is done by The Grenada Marketing and National Importing 

Board, a government agency. Established to gain control over imports, it 

began with essential goods, then added others. But it became apparent 

that it was not getting the best deals. Its scope is now declining and 

phase-out is likely. It is still buying currently, however. The Board 

pays custons duty and sells primarily to the wholesale distributors, who 

also run retail businesses as well as selling to retailers. 

A substantial amount of importing is done by retailers, through the 

Agency of Wholesale Firms. They began to do so when wholesaler-importers 

would not finance the transactions. There are no licensed brokers.
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Many retailers now are Syrians ind Asians, who have come from 

Trinidad, where they are linked with family firms in that country. 

The Stamp Duty. This has become the major revenue element of the taxes 

on imports. Now imposed at a flat 15 percent ad valoren rate, it applies 

to the CIF price plus customs duty (as of 1983). Exempt a'e goods exempt 

from the ECCM tariff and government purchases, and a few others exempted 

under discretionary powers. Duty applies to imports from CARICOM, 

including ECCM. 

This is not collected by stamps, but at customs clearance. Unable to 

raise import duties, Grenada imposed this tax as a device to raise more 

money at importation. 

Consumption Duty. This levy has been introduced in several Caribbean 

countries--e.g. Barbados, Guyana, and Jarnaica--to offset the loss of 

revenue when transactions between CARICOM countries were made duty free. 

The tax is imposed on most consumption goods, at rates from 10 percent 

to 45 percent (on some 502 tariff items) plus 89 speuific rates. The 

rates vary by commodity. The base is CIF value plus import duty. 

Consumption duty applies to imports from CARICOM, including ECCM. 

By law and CARICOM requirements, the duty applies to both imported and 

domestically produced goods. 
 But in fact, with exceptions noted below, it 

does not apply domestically for several reasons. Domestic production is 

small and collection is not cost effective. Customs lacks the staff to do 

an adequate job. These are struggling industries, which the government 

waats: to encourage. 
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Domestic manufactures are taxed in only three categories. 

1. 	Rum. It should be noted that there is no custom duty on 
rum from CARICOM countries, though it could be imposed. 
Much rum is imported from CARICOM. 

2. 	Beer
 

3. 	 Cigarttes 

There was application also to sugar, but this was eliminated because of
 

the 	decline of the sugar industry. 

Administration of these levies will be summarized below. Beer is 

subject to a low excise duty, and is the only excise now imposed. 

"International Airport" Tax. In 1982, an additional tax, then of 2 

percent, now of 5 percent, was levied to aid in the financing of the new 

airport, designed to lure tourists to the island. The tax is due to 

expire in 1985, when the airport is complete. 

Initially, there were no exemptions, even imports from ECCM countries 

are taxed. Even now, there are only minor exemptions. 

Package Tax. This is a low yield specific rate tax (first imposed 

1968) on physical measure:nent of all imports without exemptions. The rate 

is 50 cents per 5 cubic feet, with a minimum tax of EC$1 

This is purely a revenue measure, but the yield is very low. 

Special-sector Indirect Taxes on Commodities. 

1. The motor vehicle tax was originally called a "purchase tax", but 

the name changed for legaI reasons. For dealers, this tax is applied at a 

110 percent rate to the CIF value plus duty plus standard markup. The 

dealer pays when he sells the car, and a receipt of payment must be 



6
 

provided before the car can be registered. On importation by a non

dealer, the base is the CIF value plus duty. 3 

The tax is administered by Inland Revenue. 

2, The purchase tax on radios and TV sets. These are collected from 

dealers by Inland Revenue; on imports by individuals, tax must be paid 

before the good, can be c'eared through customs. The tax is 20 percent of 

the selling price. 

3. Tax on petroleum profit margins occurs when the import price falls 

but the domestic selling price (a controlled figure) does not. The amount 

is calculated by the energy unit of the Ministry of Planning and collected 

by Customs on the basis of monthly returns from the two importers--Shell 

and Texaco. 

Foreig-n Exchange Tax. This is a 5 percent tax on foreign exchange 

purcnases, collected by the banks and paid to the Ministry of Finance. 

This amounts to an additional tax on imports. Exchange to pay for certain 

basic foodstuffs and drags is exempt. 

Some Administrative Aspects of' the Indirect Taxes 

As nuted above, this paper does not attempt to explore administrative 

aspects in detail. Four points, however, warrant mention. 

The smuggling problum. This is serious and has become worse. There 

are several aspects: 

• Beer, coming in primarily from St. Martin in small boats 

which make the trip primarily for cigarettes but bring 
beer also. 

• Cigarettes, a major item. 

" Whiskey, refrigerators, etc. 
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These come in small boats, much of them initially to the Grenadian 

island of Carriacou. 

Undervaluation on expensive items at the airport. Goods 
are bought cheaply in Panama, Miami, or New York. Fake 
invoices are obtained, and thus too little duty is paid. 
Particular trouble is encountered with imports by 
retailers from Trinidad (where wholesalers are controlled 
by the sane family).
 

The boat smuggling is very difficult to control. The undervaluation
 

requires trained valuation officers. 

Personnel. The urgent need for training has been stressed in the 

Stacey Report (Fiscal Memoranduii No. 11). 

There is also a problem of loss of personnel due to inadequate 

salaries.
 

The training school in Trinijad has been satisfactory, but now is
 

oriented more to the needs of Trinidad. Customs has always had problems 

in getting funds to send people, and in getting openings.
 

Collection of Consumption Duty is Limited tc Three Products, as Noted 
Below. 

1. 	Rum, this is made from local sugar to the extent of availability; some 
must be imported. All local run is consumed locally; it is 140 proof, 
preferred in the rural areas. While import duty could be imposed on 
rum imported from CARICOM countries, this is not done. Originally 
some rum was imported for blending; more and more, the imported rum 
serves as the base and local run is added for blending. 

There are two pot stills; the control seal is made where the rum comes 
out of the pot. The other still is a continuous one, with the usual 
seals, and checked by the inspector, on the tank. 

Customs officers are not stationed in the distilleries, but are called 
when needed to unlock the faciLities to permit shipment. The persons 
doing the work are specialized. 

2. 	 Beer. there is one brewery. Control techniques are similar, but check 
is made on release of sugar, and the officer checks more frequently. 
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3. 	 Cigarettes, there is one local factory, using imported tobacco. 
Documentary control is used; nothing more is needed. 

Inland revenue collection of the motor vehicle tax, purchase tax on radios 
and on TV sets, hotel and entertainment taxes. 

1. 	 The tax on motor vehicles, essentially a retail tax, is collected
without difficu2ty because cars cannot be registered until tax is 
pai d. 

2. 	Tax on radios and TV sets is collected from the dealers, with monthly
 
return and payment. There are about 20 dealers. A register is kept of 
these in Inland Revenues, and when returns are not filed an inspector 
checks. Some check is made on records. Inland Revenue believes that 
there is substantial escape from tax, as well as smuggling. 

3. 	 Hotels and guest houses report and pay on a monthly basis. If payment 
is not received, a phone call is made, and ultimately an inspector 
visits and checks the records. Little problem is encountered with the 
hotels, of whi ch there are 12. The smaller guest houses (10) give 
more trouble. A register is kept by Inland Revenue. 

41. 	Entertainment tax, mainly cinemas. Inland Revenue has relied mainly 
on 	 the film booking agents for reported charges. Problems are 
encountered with small mobile units.
 

Inland Revenue does not have separate inspectors for these taxes, 
which are handled by income tax personnel. 

Evaluation of the Indirect Taxes 

Meri ts. 

The 	indirect taxes produce substantial revenues.
 

2. 	 High level administrators are obviously competent and 
interested in improvements in the duty structure and 
operation. The competence of the Comptroller of Customs is 
particularly impressive. 

Objectionable Feature. 

High reliance on taxes related to foreign trade. This Is almost 
inevitable, given the nature of the economy, but some shift away is 
necessary and in time, possible. The existing combined burden on
 
imported goods, including those used in the lower income groups is
 
very heavy.
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2. 	 Complexity. The most serious objection is the use of several levies 
applying to imports: import duty, stamp tax, consumption duty, 
international .4irport duty, package tax (and foreign exchange levy). 
The coverage .s not identical; some use specific rates, some ad 
valorem, some both. No document shows all levies by commodity class. 
Thus correct application of the tax is very difficult if not 
impossible. 

3. 	 Discretionary exemptions. The government has freed many imports by 
type of purchaser--government, semi-government agencies, tax holiday 
business. Some of these have merit, but in total they have seriously 
reduced yield. 

4. 	 Levying of some nominal taxes: the excise on beer (in addition to the 
consumption tax); the package tax (a source of great adninistrative 
nuisance) . 

5. 	 Limited taxation of domestic transactions and services, including 
failure to conform with ECCM rules on consumption duty. This 
limitation results primarily from the nature of the economy, and there 
are currently cnly limited potentials. 

6. 	 Collection of the purchase tax on radios and TV sets from the retail 

dealers with inadequate controis. 

7. 	 Application of tax on meals o.y to hotels, not other restaurants. 

8. 	Apparent provision of excessive protection. 

9. 	 Provision of protection by levies other than the import duties. 

Administrative Inadequacies. 

1. 	Lack of adequate training of personnel, at middle and lower levels.
 

2. 	 Lack of a valuation program for Customs because of lack of trained 
personnel. 

3. 	 Low salaries for Customs personnel. 

4. 	 Substantial smuggling, very difficult to control. 

5. 	 A(dministration of motor vehicle tax, purchase tax or radios and TV 
sets, hotels and entertainment taxes by Inland Revenue instead of 
CUSt ns. Such division of responsibility is undesirable. The tax on 
radios and TV sets is adnittedly poorly enforced. 
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Direction of Proposed Reform 

Constraints. Reforms must be considered in terms of major 

constraints: adherence to ECCM and CARICOM requirements; the niture of 

the economy; the availability of trained personnel; the need to protect 

revenue. 

Some of the changes proposed will not be of much immediate 

consequence, but will head the indirect tax structure in the directions 

important as development continues. 

Structural Reform. 

1. Simplification. The most urgent change is simplification of the 

indirect tax structure, eliminating the stamp tax, the international 

airport ta:;, the package tax, the motor vehicle (purchase) tax, the 

purchase tax on radios and TV sets, the tax on petroleum profit margins, 

and the one excise (beer). 

2. The import duties would, of necessity, remain unchanged, except 

for review of the duties applied temporarily to certain imports from 

CARICOM. The import duties alone would provide protection. 

3. The primary revenue indirect tax would be a greatly revised 

consumption duty which would become in a sense a general sales tax on 

importation and domestic manufacture. This tax would be levied uniformly 

on imports and sales by domestic manufactures. Initially, perhaps 95 

percent of the revenue would be collected at importation, but the J~iestic 

setgnent would increase with economic development. 

While time does not permit provision of details of the proposed tax, a 

few key elements can be noted: 



a. 	 Commodity exemptions would be limited to fresh fruit, 
vegetables, fresh meat, and poultry; a few processed 
food items widely usec by lower income groups; basic 
medicines. 

b. To prevent cascading of tax, manufacturers would be 
able to buy or import materials ana saii-finished goods 
in effect tax free. Preferably they should pay tax on 
these transactions but receive credit for the tax 
against tax due on their sales. 

c. 	Exports would be free of tax, and exporters would
 
receive refuna of tax paid on raw material, etc. 

d. 	 The rate would be chosen in terms of revenue needs; the 
IF report suggests a figure of 26 percent if a flat 
rate is ued. This is high by comparison with rates on 
similar taxes in other developing countries, but may be 
necessary to protect revenue. 

e. 	 A single rate would simplify operation but, in terms of 
equity and discouraging imports of luxury goods, two 
basic rates might be used: 25 and 50 percent, for 
example. All rates woul: be ad valorem. Special rates
 
would apply to beer, liquor, cigarettes, motor fuel and
 
motor vehicles.
 

f. 	 Manufacturers using only craft methods, with no 
mechanical power, would be exempt. 

4. Excise taxes would not be used. There is no need for separate
 

taxes on traditional excise goods; these can be reached by special 

consumption duty rates; as in Barbados. Separate excises simply increases 

complication. There is only one minor excise now, and it would be unwise 

to 	add more; this one should be repealed. 

5. The consumption duty at a lower (10 percent) rate or a separate 

service tax, would apply to (a) hotels, (b) restaurants, excluding very
 

small ones, (c) all telephone service, (d) entertainment, (e) possibly 

electric power. It is not operationally feasible to apply tax to a wide
 

range of services. 
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6. The foreign exchange tax should be reconsidered. This is 

essentially another import levy, justifiable, if at all, only because of 

an overvalued exchange rate the country cannot alter. 

7. It must be stressed that the primary immediate gain fron the basic 

change proposed above is to lessen complexity and simplify operation of 

the taxes. There will be little increase in yield from taxes on domestic 

transactions for sane years, as there is little domestic manufacturing.
 

But the Lax structure will be readjusted so as to reach domestic 

manufacturing as it develops. 

AdCiini strative ijeform.s. 

1. Transfer all indirect tax administration to Customs and Excise; 

moving those now administered by Inland Revenue.
 

2. Establishment in Custons of a separate unit to specialize in 

domestic application of the ConsumLption Duty, and the taxes on services. 

This unit would be small initially but would grow in importance as 

domestic manufacturing increases. 

The persons in this unit should have training in basic accounting, and 

ultimately in auditing. Given the small number of persons that would be 

involved, one person should be sent for training in a country using a 

sales tax at the manufacturing and import level. Canada would be a good 

choice.
 

The training and approach for control of taxes on domestic activity 

are quite different fran those necussary for custocs operation. 

3. Provision of training for Custo.ms Officers and Valuation Officers 

along the lines proposed in the Stacey report, FM No. 11. 1 have little 

http:Custo.ms
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to add to his thorough report and take exception on only one issue. He 

suggests customs advice for training from the U.K. As alternative I would 

like to suggest Ireland and Canada. Both of these countries have similar 

backgrounds as the U.K. but are much smaller. 

4. Salaries of customs personnel should be increased to allow 

retention of adequate personnel.
 

Appendix to Part I. Domestic Manufacturing
 

Domestic manufacturing is of limited importance, yielding no more than 

4 percent of GNP. The major sactors are listed below.; 

1. 	 Run, three distiileries, as noted above. 

2. 	 Beer, one brewery, as noted above. 

3. 	 Cigarettes, one plant. 

4. 	 Garments, there were four. Two imported 
semi-finished goods and finished them. But a change 
in CARICOM rules in 1983 made it impossible for them 
to continue to import tax free and they have 
virtually closed do4n, with substantial goods in the 
pipeline. Two others, m.aking sportswear, shirts, and 
pants, continue to operate, importing thin cloth tax 
free. 

5. 	 Soap, the factory is owned by a large wholesale 
firm. The factory was importing coconut oil from 
Dominica; it is now importing oil from the U.S., 
merely using lo'al oil to blend, and thus endangering 
its tax and duty status. 

6. 	 Jams and jellles, now closed down. The firm produced 
from local fruit, but had to sell only locally 
because Df lack of adequate health standards. 
Management (government) was po,r, as was marketing. 

7. 	 Flour. 

8. 	 Perfune. Littlc more is done than blending and 
bottl ing. 
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There are of course soft drink bottling and food processing for local 

use. Most manufacturing is locally owned, independent of the wholesale 

firms. 

II. The Export Duties
 

The export duties have been used for many years; the rates of many 

have not been changed since 1909. 

A. 	 The ,lignificant ones: 

1. 	 Cocoa: EC$.12 per cwt plus 20 percent of the amount 
by which price exce ., EC$.28 per pound. 

2. 	 Nuimeg, EC$.12 per CWT plus 20 percent of the amount 
by which the price exceeds EC$.14 per pound. 

Mace, EC:?. 24 per C'WT plus 20 percent on the excess 
over EC,. 44 per pound. 

4. 	 Bananas, EC$.15 per 100 pounds. 

B. 	Others, not operative as there are no exports.
 

1. 	 Coconuts, EC$.24 per CWT.
 

2. 	 Copra, EC$.06 per CWT plus 20 percent excess over
 
EC$.05 per pound.
 

3. 	 Cotton, EC$.24 per CWT; cottonseed, EC$.06 per CWT. 

4. 	 Limes, EC$.04 per 28 1oL ., EC$.24 per 168 lb 
barrc.; lime juice, raw, EC$.05 per 100 gallons; 
concentrate, EC$.24 per 100 gallons;, lime oil, 
distilled, EC$.12 per pound; oil of nutmeg, EC$.02 
per pound. 

5. 	 Animals, per head, donkeys, EC$2.50; cattle EC$2.50; 
goats EC$.50; horses EC$5.00; pigs EC$.75; poultry 
EC:$.06; others EC$.50. 

C. 	The significant export itans except bananas, are marketed through 

producers associations, which buy from the producers and food 
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markets. The association .notifies customs of exports, and pays the 

tax 	for clearance. All export sales are taxed, including those to
 

CARICOM countries. 

D. In the production of these crops: 

1. 	 Nutmeg is grown on "estates"--formerly British owned, 
now in part locally owned and in nart government 
owned. There are also smaller producers who sell 
through the larger ones for processing; the average 
acreage is 3. After harvesting, the shell is 
removed, the nutmeg dried, crushed, and sprayed, 
before shipping. The mace is renoved and crushed. 

2. 	 Cocoa is also produced on "estates," the pod is 
cru3hed, the cocoa fermented and dried. Small 
producers sell to the estates after crushing. This 
is a very labor intensive activity. The average 
acreage is 10. 

3. 	 Bananas are also largely grown on "estates" of 10 to 
15 acres. Dealers pick up the banana from buying 
8tations where the farmers take them, and haul them 
to the pier for loading. 

E. The export duties are relatively heavy. The IMF report indicates that 

the 	 export duty on Cocoa is equal to 20 percent of the growers price, 

on nutmeg, 32 percent; on bananas, negligible (p. 137). The report 

also concludes that there is litte in the way of profits for the 

farmer after tax and in many instances costs are not covered. 

F. Objections to the export duties: 

1. 	 The use of both a nomiral specific ccst and an ad 
valoren rate is an unnecessary complication. 

2. 	 The threshold figures have not been adjusted in terms 
of changing prices. 

3. 	 The taxes are severely burdening farmers who are, on 
the whole, barely covering costs. Thus export 
productrion is discouraged. 
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G. Proposed reform--the export duties should be eliminated because of the 

serious potential adverse effects on agriculture. If they are 

retained temporarily, the threshold figures should be raised to catch 

only windfall profits and the rates possibly made progressive. The 

specific cost levies should be repealed immediately together with the 

obsolete levies on crops and animals not reported.5 

APPENDIX TO PART II
 

Major Export Commodities 
Grenada 1978-82
 

Value CC$ 
 Value EC$
 
Quantity (millions) Quantity (millions)
 

Nutmega 2.1 10.8 2.0 6.2
 
Bananasb 13.7 
 9.1 9.3 8.9 
Maceaa26 
 17 .33 2.5
 
Cocoaa 2.4 19.6 2.1l 12.5
 
Clothing ...- 1.0 
 . 6.7 
Frest Fruita .4 
 4 2.6 4.5
 

The principal buyers are (1982): Nutmeg, U.K., West Germany, USA,
USSR; Bananas U.K.; Mace, West Germany, U.K.; Cocoa, U.K., Netherlands;
 
Clothing, Trinidad; Fresh Fruit, Trinidad. 

aMillion Kg 

bThousand tons 

SOURCE: Grenada, Annual Digest of Trade Statistics, 1982. 

III. Terms of Reference for a Longer Term Study 

1. More thorough study of the Grenada economy, with reference to the 

nature of manufacturing, the nature of wnolesale distribution, the 
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relationship among importers, wholesalers, manufacturers and retailers. 

Attention would be given to the nature of record and accounting systems. 

2. Consultation with major segments of the business oommunity 

including the Chamber of Commerce, manufacturers, wholesalers, banks, etc. 

to obtain their views about the present indirect taxes and avenues of 

reform. 

3. Analysis of potential revenues from tte proposed consumption duty, 

and comparison with !MF figures. 

4. Development of a detailed statement of the proposed consumption 

duty; sut-cquent prcparation of the Act, Regulations, and Instructions, 

for application at importation and to domestic firms. Attention is
 

particularly needed to questions of rates and exemption.
 

5. Attempt to assess the distribution of burden of the present and 

proposed indirect tax system by income groups. 

6. Development of a pattern of operation and administration of the 

proposed consumption tax. 

7. Develop details of a training plan for personnel for domestic 

application of the consumption duty, and of implementation of the Stacey 

proposals. 

8. Study of the interrelationship of the tax incentive program and 

the indirect tax structure. 

9. Study of the implication of price controls and import licensing 

for the proposed tax charges. 

10. On export duties study of the actual relationship of the duties to 

farm costs and profits beyond the Pr-work, to get a clearer picture of 

adverse effects of the duties. 
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IV. 	 Evaluation of the IMF Report: "Grenada Agenda 
for Fiscal Reform, August 10, 19 84" -

In general the Report is a relatively grand one, and I am in agreement
 

with most major proposals. There is no need to restate them in detail.
 

1. "Import duties should form the 
 basis for protection."' This 

proposal obviously has merit; use of other levies for protective purposes 

obscures the amount of protection and in some instances violates tile 

CARICMM principles. 

2. "Exemption for government and quasi-governmental bodies should be 

abolished." The proposal has merit, especially for government commercial 

enterprises. 
 There is no great merit so far as government itself is
 

concerned. Taxing government imports clouds the picture of the
 

contributions of the taxes to government revenues.
 

3. "The foreign exchange lev) should be abolished when not needed for
 

balance of payments reasons." This proposal is warranted--but the country 

does face a fureign exchange problem that it alone cannot solve. 

4. "Replacement of the stamp duty, international airport duty, 

package tax, motor vehicle tax and purchase tax by a broad based 

consumption tax on import, and domestic manufacture." 

This proposal is almost the same as that proposed in this report and
 

is clearly desirable. The proposal favors a flat rate or only a few
 

rates; the suggested 15, 25, 45, 55 percent figures are too close together
 

and are excessive in number.
 

5 and 6. "Excises should be expanded to cover liquor, wine,
 

cigarettes, tobacco, and petroleum products, at ad valorem rates, on 
both
 

imported and domestic goods."
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There is no need for excises on these goods, they can be taxed under
 

the consumption duty at 
higher ratei. Separae excises simply complicate
 

the tax structure and its operation unnecessarily.
 

7. "Taxation of services should be expanded to cover 
all restaurants,
 

all telephone services, and electric power above a certain minimum."
 

This has merit. Although taxing industrial use of electric power is 

questionable, unless a tax credit is allowed the industrial firms. 

8. "The valuation branch should be made operational." This I fully 

agree wiLn. 

9. .?improve:nent of training." In general, I agree, but the Stacey 

report considers them in much more detail. 

10, 11, 12, 13. "Penalties and internal operation; license refunds, 

new regulations and manual." I agree completely. 

On export duties: "Revision of thresholds; producing progressive 

rates; ultimate renoval of the duties." I would argue that they should be 

eliminated immediately. If not, certainly the thresholds should be 

raised. 

My only objection to the IMF report beyond those noted is: the
 

recommendations appear too much like a 
clone of those for other countries,
 

despite differences between the economy of Grenada and others.
 

Application of tax to domestic manufacture is desirable--but not doing so
 

will not maku much difference currently--and the report fails to note
 

this, Violation of CARICOM rules is more apparent than real.
 

I take exception to the statement on page 841, "Export duties are
 

always justified whenever exporters earn excess profits or in lieu of
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income tax, if no income tax is applied to producer." Export duties are
 

very 	crude methods of reaching farm income and windfall gains.
 

The 	report in places ignores the difference between relation with ECCM
 

countries and other CARICOM countries.
 

V. Evaluation of Report on Working Party
 
on Review of Taxation, June 1984
 

1. The Report (p. 17) reminds one of Lhe very high ratio of taxes to
 

GDP in Grenada and mojt Caribbean countries.
 

2. The basic limitation of' the report is that it does not face up to
 

the 	 serious complexity of the present indirect taxes and proposed changes
 

are mere bandaids.
 

3. With regard to specific proposals: (ii, p. 13) 

a. 	 "Extend the hotel tax to restaurants.d This has
 

merit, as noted ab ,e.
 

b. 	 "Income tax on ;Orline tickets to 10 percent." The
 
problem is that persons may merely buy tickets to
 

nearby islands and then acquire the renainder of the
 
ticket.
 

c. 	 "Increase airport departure tax from EC$5 to EC$10."
 

This increase brings the charge more in line with
 
those of other Caribbean countries.
 

d. 	 "Replacement of the stamp transfer duty on documents
 

by a one percent retail sales tax. The latter part
 

of this proposal is highly objectionable; enforcement
 

would be very difficult, given the nature of much
 

retailing in Grenada. The yield would not justify
 
the effort, and a higher rate would aggrevate the
 
enforcement problem.
 

4. i.jposed change in import taxes (iii, p.14).
 

a.b. "Removal 	 of the import duty on cigarettes, and the
 
. stamp duty on beer, malt and stout." This is
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proposed to lessen smuggling, and is of doubtful 
desirability.
 

C. 	 "Lower rates on watches, perfume, jewelry, to lessen 
smuggling." This is also of doubtful desirability. 

d. 	 Waving "international airport" tax on machinery for 
expansion and materials for manufacture and 
re-export. 
This proposal, in itself, would add one more patch-up 
exemption. It can better be solved by the changes 
proposed in the main report above. 

5. Proposals in iv, p. 14. 

a. 	 "Eliminate 2 per.2ent tax on freight of exports." 
This 	 is clearly lesirable. 

b. 	 "Waive foreign e,ciiange tax on machinery and raw 
materials." Th1. tax should be eliminated; meanwhile 
it 	 should not be patched. The objective is to 

conserve foreign exchangc. 

c. 	 "Reduce export taxes." This is clearly warranted. 

Thus while some of the proposed changes are warranted, the report is 

disappointing in not facing up to the major weaknesses of the indirect 

taxes. 



22
 

ENDNOTES
 

1. 	Figures in this paragraph are from IMF Report, Grenada: Agenda for 
Fiscal Reform, August 1984. 

2. 	They do not apply on imports by one ECCM country from another ECCM 
country. 

3. 	Any person importing more than two cars a year is treated as a dealer.
 

4. 	 See Fiscal Memorandun No. 11. 

5. 	 Soxne fruit and animals are exported to Trinidad but in small boats 
difficult to control.
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TO: Mr. Laurie Wilson
 

FROM: Kenneth Stacey
 

DATE: September 28, 19814 
RE: Improvement of Customs and Excise Administration-Grenada, W.I.
 

I. Issues and Findings
 

This study forms part of the wider Grenada Tax Project undertaken at 

the request of the Government of Grenada. The course of the study has 

been infLuenced by two important reports; the Governenc 'Working Party 

Review of Taxation June 1984l and the IMF Agenda for Fiscal Reforr,-Grenada 

August 1984. The latter played by far the major role as it dealt in 

detail with aiinistrative matters of Customs and Excise whilst the former 

was more related to policy. The Study Approach at II below will indicate 

the degree of acceptance of the findings of both reports arid the area of 

research into matters not previously dealt with which the consultant 

considers germane to this reform project. 

Twin Aspects of Reform
 

The areas recommended for reform fall into two categories: those
 

where existing conventional Customs and Excise procedures are deficient
 

and those where quite new measures will be necessary as a result of likely
 

fiscal policy changes recommended to the Government and external issues
 

such as the U.S. Caribbean Basin Initiative.
 

It will become important when planning the composition and timing of 

technical assistance to be aware with some certainty of what policy 

changes the Government will accept and legislate although in fact the bulk 

of the recommended project could be implemented with subsidiary regulatory 
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changes unoer existing laws. Important examples of administrative change 
flowing from policy reform are the proposals to widen the base of 
consumption duty to compensate for other indirect tax modifications and 
also the reform of exemptions for various classes of incentive. 
Now Issues 

Four important issues have not been dealt with in the material made 
available to the consultant: 

1. 	 The administrative effects of the U.S. Caribbean Basin
 
* Initiative.
 

2. 	 The new Brussels tariff nomenclature which combines tariff 
and statistical classifications into one coding.
 

3. The replacement of the Brussels systan by the GATT system 
of valuation and the special prot)cols available to 
developing countries. 

4. 	 The special adinistrative arrangements for assembly 
industries wnicn are believed to be under consideration in 
an investment promotion pro 'un. 

Before a technical assistance project is implemented it will be 

necessary to take the following action:
 

1. 	 Consult with U.S. Customs to discover the extent to which 
they wish to cause to be investigated suspicious claims to 
origin, the format of their certificates of origin and the
 
rights of participation of U.S. Custons officials in
 
foreign enquiries. 

2. 	 Consult with ECC. and CARICOM regarding their intentions 
for conversion of their Common Internal tariff to the 
Harmonized System and the timing for its introduction.
 

3. 	 The policy of CARICOM and ECCM must be established to 
discover whether they intend to harmonize valuation 
procedures under GATT or to proceed as at present under 
the protocol which allows them to postpone change until 
1989. (Also important for the establishment of a national 
valuation system.) 

4. 	 Very simple procedures can be established for the 
importation of inputs for assemply operations and it would 
be beneficial for prospective investors to know that these 
can be a*ranged. 
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Traini ng
 

A staff training program is vital both for conventional procedures and
 

new controls. The local customs staff is only 101 of which 48 are guards
 

but in spite of the small numbers involved, the Customs and Excise
 

operations are prejudiced by the lack of training of junior and middle
 

level personnel. There are no problems involved in remedying this
 

deficiency. Training for new procedures including valuation will involve
 

the drawing out of experienced staff for specialist training with the
 

consequent input of new recruits. The Custas budget will have to be
 

prepared with this eventuality in mind but cannot be done effectively 

until staff requirements are estimated by the technical advisor proposed 

to perform the preliminary jtudy discussed later. Training is dealt with 

more fully under III Detailed ,,rk Plan. 

Previous Technical Assistance
 

The only technical assistance in the Customs field in recent years was 

provided by the IMF for about 3.5 months in 1979 in valuation. This
 

resulted in new legislation introducing the Brussels system of valuation.
 

As a follow-up three officials were trained in valuation in Cypruj. (The
 

advisor was from that country.) No implementation followed from the new
 

law as ato trainees were promoted to new positions leaving no qualified
 

personnel to set up a department.
 

A British Valuation Advisor, Mr. Don McPhail, has done a lot of
 

advising work recently on the subject for Dominica and some of his reports 

have filterec through to Grenada via the ECCH becretariat. No action has
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been taken on them but it woLuiU be useful for a local advisor to obtain a 

full set. 

Coordination of Technical Assistance
 

On 	 30 May 84 the Director of the Syracuse Advisory Project sent a 

report co Mr. Samuel Skogstad at USAID entitled Fiscal Memorandim No. 1. 

In paragraph 49 the Director proposed an action plan for USAID in which he 

stated "The role of the IMF cannot be ignored and, at least in the early 

stages, a joint U,8AID/IMF/:JG working committee on tax reform should be 

set up." The consultant strongly supports this proposal to avoid 

duplicEtior, of ef fort. Although the Project Design submitted in this 

report contemplates a single donor source, the consultant believes that a 

joint effort might be feasible although the question of d*vision of 

responsibilities and control in the Customs and Excise field would be 

difficult to establish. 

Objective 

The Consultant's terms of reference in general call for the design, at 

thrce levels of cost, of a technical assistance project which will satisfy 

the needs of the Customs and Excise Department as revealed by deficiencies 

identi.fied in existing controls and new ad[ministrative methods arising 

froin proposed policy changes. This can be summarized as follows: 

1. 	Mcdern.i ze and render effective the conventional control of
 
the Customs and Excise Department..
 

2. 	 Prepare the Department to adapt to the impact of future
 
fiscal policy changes and new responsibilities.
 



5
 

3. 	 Provide a training plan which will equip middle and lower 
grade staff to administer an improved control systen and 
equip more senior staf, to organize and implement new 
procedures and controls.
 

It is unlikely that the proposed advisory assistance will have an 

important impact on revenue generation during its first year of operation; 

in fact staff increases may produce a net deficit. 

The IMF Agenda for Fiscal Reform Part 1.3 (page 13) states: "...tax 

reform in Grer~ada for purposes of revitalizing the private sector is going 

to be 'costly' in revenue terms." Viewing administrative reform against 

this background it can be said that all the measures proposed will have a 

beneficial financial effect in varying Cegrees and time-spans becoming 

visible after a year's operation of the project. 

Summary of Recommendations 

1. 	 Create a four-man specialist investigation unit to control 
fraud in contraband, valuation, domestic production traces 
and diversion of concessionary duty-free goods. 

2. 	 Create a four-man "industrial unit" to control excise and 
domestic consumption duties, use of concessionary material 
and 	verification of' certificates of origin.
 

3. 	 Train all middle and lower grade personnel in conventional 
procedures, higher grade in specialist innovations and 
Customs brokers. 

4. 	 Set up and operate a Customs Valuation system. 

5. 	 Re-draft the Customs Law and Regulations to encompass new 
activities and prepare instruction manuals.
 

6. 	 Commence preparatory work on the adjustment of the national 
tariff nomenclature to conform to the forthcoming
 
Harmonized Commodity Description and Coding System - CCC 
Brusse1s. 

7. 	 Permit the inclusion of a Customs representative on the 
decision-making body for granting duty-free concessions. 
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8. 	 Prepare a special procedure for the import and export of 
goods connected with assembly operations. 

9. 	 Make improvements where necessary in routine Customs 
procedures but specifically in the fields of tallying 
imports, refunds of duty, post-audit of documents, 
administrative penalties, and hydrocarbon oil control. 

10. 	In the field of tariff policy take all steps possible to 
reduce the number of separate duties, employ a single base 
for computation and convert specific to ad valorem duties. 

11. 	 If export duties cannot be wholly abolished for revenue 
reasons the impact should be lessened by elimination of the 
specific duty element and reduction of the ad valorem 
rates. 

Although these recommendations directly concern tariff policy they
 

have a significant impact on Customs clearance procedure. 

II. Study Approach 

At the outset of the study the consultant familiarized himself with
 

the local situation by reading the material listed in Appendix B, in
 

particular tihe IMF and Government Working Party reports--both of which 

were a great value in offering a comprehensive overview of the Customs and 

Excise operation and in enabling measures to be worked out to conform with 

the relevant policy proposals. 

The study was complemented by discussion with the Comptroller of 

Customs and the Director-General of Finance and by physical in3pections of 

some procedures. Throughout the course of the study frequent consulta

tions were held with Mr. Jorge Martinez the resident representative of the 

contractor, Syracuse University, The USAID project manager was also 

informed of developments. 
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The project study derived greatest assistance from the part of the IMF 

report dealing in detail with Customs and Excise administration. It was 

clearly the result of searching enquiry and the consultant's own enquiries 

conducted over a shorter period led him to similar conclusions. It will 

be noted that the present study covers certain aspects not emphasized in 

the IPIF report such as the development of the Caribbean Basin Initiative 

origin procedures, assembly operations, licensing and training of brokers, 

control of concessionary duty-free goods and the nomenclature Harmonized 

Systems. Extended enquiries were possible because of the wide groundwork 

already covered in the IMF report. 

it may be assumed that the consultant agrees with all the relevant 

IMF conclusions to administrative reform but alternative solutions are 

of fe ieG in the case of contraband control, ref aids of duty and hydrocarbon 

oil control. 

III. Detailed Work Plan
 

The following items are numbered to conform to the sequence of the 

Summary of Recommendations.
 

1. Investigation Unit
 

Background. There is no separate investigation unit in the Customs 

Service. Smuggling is countered by part of a 48-man guard force but its 

effectiveness is confined to direct encounters with smugglers, ship's 

rummaging and thefts from ships. There is no system for the collation of 

information, detection and investigation of suppliers, routes, 

distribution, etc. 
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Fraud in other fields has rarely been encountered but when it becomes 

apparent, e.g., undervaluation of invoices, cases would be investigated on 

an ad hoc basis by a senior officer.
 

Findi ngs
 

Although smuggling is not a grave problem, it is sufficiently common
 

to cause complaint from the Chamber of Commerce. The sources appear to be 

principally the island of Carriacou and the duty-free zones of Panama and 

Miami, i.e., by sea route. Even a sophisticated coastal patrol system 

would have difficulty in protecting effectively the Grenada coastline. 

Commercial contraband is almost always centralized for sale in urban 

centers so that in Grenada the logical point to concentrate control would 

be in St. George's. This is most effectively done by challenging retail 

outlets or sales points revealed by informers, seizing the goods of 

foreign origin when not adequately supported by proof of legitimate 

purchase and prosecution of the offender by direct fine or the courts. 

Present law supports this action. 

Fraud is very likely to have taken place in the field of 

undervaluation of invoices but there has been no mechanism to combat
 

this. The present recommendations envisage the establishment of a 

Valuation Department and also units to inhibit the illegal diversion of 

concessionary goods and to control domestic production under an expanded 

application of the excise and consumption taxes. The routine checks which 

these new controls will develop are certain to throw up suspicion of 

evasion and a unit specializing in investigation of suspected fraud should 

be in existence to take over from this point. 
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Recommendations. Create a. four-man investigation unit of not less
 

than Class I personnel in service to enquire into Custons and Excise fraud
 

with emphasis on contraband, valuation, excise and consumption duties on
 

domestic manufacture and misuse of duty-free material imported under
 

concession. They would receive specialist training under the technical
 

assistance project and function under the direct orders of the
 

Comptroller.
 

2. Industrial Unit
 

Background. The term "industrial unit" is intended to describe 

functions which include the control of concessionary duty-free material, 

excise and consumption duties on domestic production and verification of 

certificates of origin under the Caribbean Basin Initiative, the
 

CARICOM/ECCM scheme and the Generalized System of Preferences.
 

It is difficult to quantify exactly the various classes of exemption 

which would call for post-importation control. The IMF shows two 

categories, "Approved Enterprises (Investment Incentives)" and "Other 

discretionary exemptions" which together represent an import value of
 

EC$58.9 million or 37.2 percent of total imports. Fifty-three enterprises
 

are listed as receiving concessions. There is no system for
 

post-importation control of any of these concessionary goods.
 

Only three domestic producers are subject to Custons and Excise 

control--beer (excise and consumption duty) and rum and cigarettes 

(consumption duty only). The IMF report recommends (Part III. 3.f. page 

43) that the coverage of consumption tax should be extended to all 
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consuner goods which would imply a comnensurate increase of taxable 

domes tic producers. 

Artifacts of Origin are currently required to be signed by Customs for 

exports to many developed countries under the Generalized Systen of 

Preferences and to Common Market countries under the CARICOM/ECCM scheme 

when duty-free or, reduced duty entry is claimed by the local exporter. 

With the advent of the Caribbean Basin Initiative, further Certificates 

will be required for duty-free entry into the U.S. Currently, it is rare 

for, any check to be made on a Certificate of Origin's correctness although 

international agreinents expect this to be done. 

Findings. The amount of duty exempted for incentive reasons to 

enterprises such as manufacturers, hotels, tourist activities, 

agriculture, etc. is sufficient to warrant a systematic control to avoid 

misuse of raw material, machinery, equipment, etc., all of which is 

subject to a clear condition of prohibition of resale in the home market 

in its imported form. Although ECCM tariff stipulates the general areas 

of concession to harmonize the incentives, there is still considerable 

scope for national freedom of action in incentive policy. Although the 

IMF recommends (Part IIl. I.C, page 35) "a review of all exemptions with a 

view to assessing whether they are justified in the economic interest of 

the country", they also recommend a full drawback of all taxes on imported 

raw material used to produce exports (Part V.l.b, page 91). With the 

imminent influence of the Caribbean Basin Initiative it is reasonable to 

presume an upward trend in manufactured exports or assenblel goods with a 

consequent broadening of the field of exemptions. 



There is no defect in the present control of taxable domestic products 

inasmuch as Ifonly three are liable to a tax. the forecasted increase of 

taxable producers mentioned in the Background above is realized, there 

will be a commensurate expansion of Customs and Excise responsibility. 

The verification of certificates of origin prior to their 

certification by Customs is understandably not regarded as a very 

productive ex2rcise. Their falsification does little harm to the country 

of exportation as it is intended principally to deceive the Customs of the 

importing country. It is the practice for donor countries to reserve the 

right o request investigation into suspicious claims or even into a 

routine percentage of claims received. One gets the impression that such 

checks under existing preference arrangements are very rare but it would 

be misleading to assume that the U.S. Customs would accept the CBI 

certificates with similar abandon. It would be prudent, therefore, to 

construct a mechanism for exercising any necessary checks. 

Recommendations. Create a four-man Industrial Unit of not less than 

Class I personnel to exercise a systematic control over concessionary 

duty-free material, verify the excise and consumption tax payments of 

domestic manufacturers and when necessary, verify the correctness of 

certificates of origin, particularly for manufactured goods. The 

personnel would receive specialist training under the technical assistance
 

project and operate under the direction of Supervisor B. 

3. Training 

Background. The present training scheme relies entirely on oierseas 

cours es and is offered onl,, to senior staff including Class I officers. 
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Numerically this has accounted for 18 trained officers leaving a balance 

of about ther same number of senior staff untrained. There is also the 

whole of the Class II and III range of staff untrained and an estimated 20 

guards whom the Comptroller feels would respond to basic training to equip 

them for promotion to Class III. Thus a body of some 55 officials is in 

need of training in basic procedures and some specialization. The 18 

senior staff wno have already received training aborad would also be 

available for specialist training. There are probably 12/15 Customs 

brokers available for any special courses which might be arranged. Apart 

from space there are virtually no facilities for local training and more 

of the senior staff has received training in instructional skills. There 

are insufficient copies of the law and regulations and no manuals of 

procedural instruction. 

Findings. There is an urgent need for training in basic skills for, 

officers of Class II and II levels and selected guards. The new measures 

proposed such as control of consumption tax, investigation, control of 

concessionary material, certificates of origin, valuation, etc., will call 

for quite long-term specialist training. The frequent errors in Customs 

documnentation are in large part due to ignorance on the part of Customs 

brokers who at present need no particular qualifications to perform their 

function. Although senior staff are technically highly qualified, they 

have not, nor can be expected to have, any experience of course 

presentation. 

The general result is that staff cannot easily be moved around as 

their knowledge is confined to a restricted field, promotion candidates 
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are hard to find and morale suffers through lack of prospects. Foreign 

training is too infrequent and is not tailored to the particular needs of 

the Service.
 

Recommendations. A training scheme should be established with the
 

help of technical assistance instructors with a four-point objective:
 

1. 	 To train suitable middle and lower level candidates in
 
conventional Customs & Excise procedures. 

2. 	 To train senior personnel in specialized Customs & Excise 
procedures , specifically those which form part of the 
overall plan of fiscal reform. 

3. 	 To train selected senior officers in instructional skills. 

4. 	 To prepare and conduct a Customs brokers course of limited 
scope sufficient to equip them to perform their function 

efficiently. 

4. 	Customs Valuation 

Background. As a result of IMF advice and assistance the 	Customs 

Ordinance 1960 was amended by a new law in 1979 legislating the Brussels
 

syst m of valuation. The branch did not become operational and an advisor 

from Cyprus arrived in 1981 to assist in implementation. The assistance 

was complemented by overseas training for these officials but ensuing and 

continuing staff problems have prevented~any active steps to installing a 

valuation system. 

In Grenada the determination of value is of great importance due to 

the extensive range of ad valorem duties and the likelihood that even the 

remaining specific ones may shortly be converted to ad valorem. This 

tendency also extends to the excise and consumption duty field. 
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Although the GATT system of valuation was published in 1979 as a 

substitute for the Brussels system, many developing countries (including 

Grenada and the whole of CARHICOM/ECCM) are still using the Brussels 

system and under a special protocol may continue to do so until 1989 

without infringing the GATT rules. There is not yet any indication from 

ECCM of their intentions for the future in this regard. 

Findings3. As a first step it 
is important for the Governent to 

decide which systen they wish to establish and it would be prudent to 

consult with ECCM before making this decision. Much of the initial work, 

such as the establisnment of a data bank of values information, is common 

to both systems but nevertheless training would be jeopardized unless a 

firm choice were made at a fairly early stage.
 

Invoice values are currently checked but seldom challenged as there is 

no norm against which declared values can be compared. There is no 

post-audit of docunents which would permit a value to be investigated.
 

There is no 
 ad hoc or systematic method of establishing whether an 

importer has commercial relations with his supplier which could lead to 

the declaration of an illegal value. 

Recommendations. A decision should be made by the authorities on
 

which valuation 
system to employ and an amendment to the legislation made 

if that of GATT is selected. With the help of technical assistance a 

valuation branch should be established and the staff given specialist 

training. Complementary measures should be taken to collect information 

regarding values and trading relationships and some attention given to 

values in a post-audit system of documents review (see IV.l.c. below).
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Customs Law and Regulations 

Background. Customs and Excise operations are governed by the Customs 

Ordinance 1960 and Regulations 1961 and a Tariff Law harmonized with the 

ECCM model. The Ordinance and Regulatio:l are founded on fifty year old 

British legislation and the ECCM tariff law follows the Brussels 

nomenclature rules and the inethods of classification (the Interpretative 

Rules). There is a serious shortage of copies of all three publications. 

There are no manuals of instruction written for the guidance of 

operational staff. 

In the import tax structure of Grenada there are nine separate duties 

all or sone of which could be charged on a particular merchandise. The 

ECCM tariff carries only the common external import duty whilst the 

remainder are scattered throughout the various legal instruments enacting 

the particular tax. 

Findings. The time is long overdue (50 years) for an overhaul cf the 

Ordinance and regulations, but even so it is possible for the service to 

function efficiently by means of superimposed ad hoc legislation. The 

most practical need is the issue of manuals of instruction available to 

all grades of staff which convert the law and regulations into simple 

language directing their day-to-day duties. It would be unwise to spend 

time preparing manuals based on out-dated laws, therefore, if any attempt 

at modernization is made it should preferably cover the whole field of 

law-regulation-manual reform. 
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There can be no criticism of the Customs Tariff Law per se but the
 

large number of subsidary duties whose rates have to be sought and or a 

variety of enactments present an administrative nightmare for the
 

examining officer. If they cannot be combined into one or two rates they 

should all be published together in one docLInent. 

Recommendations. The Customs Ordinance and Regulations should be 

redrafted and modernized to accord with proposed reforms and new 

procedures. Manuals of instruction should be written to cover important 

proceaures, particularly those of most recent introduction. 

Administrative difficulties should be resolved by unifying the separate 

duties or at least publishing the separate rates in one docunent according 

to the Brus:sels nomenclature. 

6. Harmonized Commodity Description and Coding System (HS) 

Background. The Customs Cooperation Council (CCC) in Brussels have 

for some years been working on a structure of the tariff nomenclature 

which provides a complete harmonization of the tariff chapter headings and 

the statistical coding of merchandise. The Harmonozed System was approved 

on 14 January 83. 

Previously the tariff nomenclature and the Standard International 

Trade Classification (SITC) were two independent classification systems 

ana a conversion table was necessary to produce Foreign Commerce 

statistics from tariff nomenclature terminology. This is clearly a major 

advance- -an example is as follows. 
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Heading No. H.S. Code Description 

13.01 Lac; natural gums, raisins, gum
raisins and balsams 

1301.10 Lac
 

1301 .20 Gum arabic
 

1301.90 Other
 
The new H.S. means that changes will have to be made in some tariff 

headings and sub-headings. In the local context it will involve changes 

in the structure of the Common External Tariff which would presumably be 

undertaken by the ECCM Secretariat but also changes in minor sub-headings 

which are left to national di3cretion. There would naturally be 

ramifications into many Customn activities, particularly those involving 

information storage such as valuation. 

The timing of tne H.S. implementation is very possible for developing
 

countries so that there is no immediate need for concern. 

Findings. No national action has yet been taken to prepare for change 

and the regional position is not known. Before moving into various areas 

of reform such as classifying valuation information, attaching tariff 

nomenclature codings to new ranges of duties such as the consumption tax 

on domestic production, etc., it would be wise to act in concert with the 

ECCM Secretariat to coordinate timing. Certain preparatory steps could 

also be taken to codify national sub-divisions and to train Ell personnel 

in the implications of the forthcoming change. Such training would also
 

be important to Customs brokers and to staff of the national statistical 

office who presumably belong to a separate Ministry. 
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Recommendations. With the help of the technical assistance project, 

courses of ontraining a broad basis should be 
given to prepare for the 

forthcoming new nomenclature. Close coordination with the ECCM 

Secretariat should be maintained to ensure that current procedures and new 

reforms should be aligned in time the new format.to Work should commence 

on identifying national sub-headings and allotting the new code in 

readiness for absorption in the new nomenclature. 

7. 	 Granting of Exemption fran Duty
 

Background. The Grenada Investment Incentives Law is
1984 the latest 

legislation which grants exemptions fron duty on imported raw material, 

machinery and equipment to authorized enterprises. No enquiries have been 

made into tae detail of the procedure for granting exemptionj but it is 

known that no representative from Customs and Excise is on the committee. 

Findings. It is important t-at the authorizing body, the Investment 

Review Committee, have a Customs and Excise representative on their 

establishment so that administrative matters and control can be discussed. 

Recommendations. The composition of the Investment Review Committee 

should be amended te include a representative of the Custons and Excise 

Department. 

8. 	 Assembly Operations 

Background. The assembly operations referred to 	in this proposal are 

those in which the components remain the property of the foreign exporter,
 

are assenbled in Grenada with no or minimal local value added except labor 

costs and whose product is returned to the proprietor of the components. 
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From an inspection of the list of concessionaries in the IMF report
 

pages 87-90, it does not appear that there are any such operators
 

currently existing. Discussions with government officials and USAID
 

reveal that potential investors are beginning to be attracted to this type
 

of enterprise, through the incentive plans and the consultants experience
 

in Central America and the Caribbean has shown that this activity is the
 

earliest to start and the quickest to grow where foreign investors are
 

concerned.
 

Findings. In countries where an industrial exemption scheme is
 

already in existence it is the initial practice to submit the materials
 

for assembly to the full treatment accorded to raw materials for
 

manufacture and domestic sale or general export. There is however, a much 

simpler solution given the special characteristics of the goods remaining 

the property of the foreign exporter and the imported inputs being 

identifiable at export. 

Instead of submitting the operation to the whole procedure of 

goverrinent authorization, establishment of quotas and post-importation 

control, the components are treated as a routine temporary import 

procedure under existing Customs law and covered by simple bond until the 

export of the product. The facility would be available to anyone doing
 

assembly work wich no formality other than the presentation of a temporary
 

import. entry on arrival of the components and production of the assembled 

articles to Custans at export. It is possible that for other reasons,
 

such as employment policy, the Government might wish to authorize an
 

assembler's operation and its location.
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A principle underlying this concession is that the components should 

still be identifiable in their assembled state, e.g., a shirt would be 

acceptable but a confection made from imported sugar, cocoa, etc., would 

not. It appears that the wording of Sec. 37 of the Customs Ordinance 1960 

would permit their operation although of course such temporary use would 

not have been contemplated when the Act was framed. 

Recommendations. A Customs regulation should be prepared to advise 

staff of the proposal to employ Sec. 37 of the Ordinance for this function 

and establishing any special procedures necessary. The Ministry of 

Finance through the necessary channels should make prospective investors 

aware of these facilities. 

IV. Misc:ellaneous 

1. Customs Procedures 

Time has not permitted an in-depth inspection of all Customs 

activities but four areas have come to light which merit further study to 

improve efficiency. 

a. Import tallying. At present it appears that tallies of landed 

cargo made by the Port Authority are consulted when amendmnents have to be 

made to the ship's manifest and that the Customs security guards present 

do not conduct a formal tally. It is recommended that Customs tallies 

should be made independently and referred to jointly with the Port 

Authority when required. 

b. Refunds of dut~y. The IMF report at Part III.4.d.6 on page 50
 

refers to the large number of duty refunds which could be reduced by 
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procedural reform. They are of. two categories: those paid on fuel used 

by fishing boats and those for deficiencies found on examination of goods 

after the payment of duty. The former is dealt with below under 

hydrocarbon oils. 

In the second category the remedy proposed by the IMF does not appeal 

Comptroller ato the for number of technical reasons. An alternative
 

remedy might be to devise some method of advising the broker of damaged
 

packages 
 likely to have been pilfered and noted at the time of the tally.
 

The broker could then request joint inspection of the goods with the 

Customs so that an entry could be prepared on the basis of the goods 

found. Tnis is known as Bill of Sight procedure but does not seem to 

appear in the 1961 Regulations. It is recommended that this proposed 

solution be studied. 

c. Post-audit of documents. The consultant agrees with the important 

recommendation made in the IMF report Part III.4.i page 56 that the
 

manifest should be included in the post-audit of documents. After the 

establishment of a Valuation Branch, the post-audit should also include an 

element of' values checking.
 

d. Administrative penalties. There are no administrative penalties
 

for errors in declaration as also referred to by the IMF report Part 

III.4.d(4) page 50. The Comptroller estimates that 10 percent of the time 

of staff dealing with Customs entries is spent helping brokers who do not 

understand their job. In Recommendation 3 of this report the training 

plan includes spceial courses for brokers but it is also very necessary 

that the Comptroller should be empowered to impose times for entry 
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errors. It is recommended that the brokers training scheme should be
 

supplemented by a scale of administrative fines Imposable by the
 

Comptroller. They could be written into the redrafting of the 1960
 

Ordinance.
 

e. Hydrocarbon oil control. The existing revenue control of
 

hydrocarbon oil does not inhibit duty evasion through theft committed by 

oil company employees. It is recommended that measures be devised, with 

the help of the technical assistance project, to eliminate loss through 

theft by the checking of road tanker deliveries and to reformulate the 

operation of the duty-free fuel concession to fishing boats mentioned at b 

above.
 

2. Administration of Import Duties
 

The present proliferation of nine possible import duties imposes a 

grave administrative burden on the examining officer with consequent 

delays by queries to brokers and importers and time-consumg examinations 

sunh as measurements for the package tax. In addition the various rates 

of tax are not published in the tariff but have to be sought for 

throughout the range of separate enactments. Although the unification or 

elimination of these duties is largely a matter of tax policy, the impact 

on administrative efficiency is so damaging that this alone might serve as 

a notice to justify tax reform. At the same time there are strong policy 

arguments for converting specific duties to ad valorem, a measure which 

would greatly reduce the time for examination of goods and simplify entry 

checking.
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3. Export Duties 

The consultants terms of reference call for an appraisal of export
 

duties. There are no problems in the administrative field except that
 

most duties are dual specific and ad valorem, causing delays in
 

examination.
 

On the question of policy it seems to be generally accepted that the 

farming producers are suffering unfairly under the export tax burden. To 

remedy this and to ease the administrative strictures it is recommended 

that the specific duty be eliminated and that an ad valorem duty be levied 

on values over a price threshold which could be established in relation to 

world commodity prices. For further equity the duty rate could be raised 

progressively on a scale commensurate with commodity price levels. 

V. Technical Assistance Proposals
 

1. Rationale
 

In response to the terms of reference three le-ls of technical 

assistance have been planned according to cost. Leval I, 2 man years, is 

designed to cover assistance in all fields where deficiencies have been 

identified and new procedures envisaged including training of adequate
 

personnel in all fields.
 

Level II, 18 man months, covers the same fields but economizes on 

training by reduction of course lengths and subjects and use of local 

instructers. The Customs Ordinance would not be redrafted: merely the 

Regulations pertaining to new procedures and manuals. 
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Level III, 12 man months economizes further on course lengths and 

subjects and omits brokers. There would be no legal, regulatory or manual
 

drafting.
 

In 	 all levels the establishment of a valuation branch has been
 

maintained as the essential element including the related training.
 

Although logistic support was not mentioned in the terms of reference,
 

a list of equipment and supplies has been provided below together with a 

commentary on priorities. 

2. 	 Preliminary Study 

A six-week preliminary study is recommended to prepare the ground for 

an advisory team. It would be necessary whatever level of advisory 

service were decided although the period could be reduced to four weeks if 

level III were chosen. The optimum timing would be as soon as possible 

after USAiD funding levels had been decided and after the Governments' 

agreement on the nature and extent of the relevant reforms. An important 

component of the project areemerit would be the budgeting of extra Customs 

and Excise staff required under the reforms, numerical details of which 

would be provided in this preliminary study. Tne duties of this
 

consultant would be as follows: 

a. 	Prepare staff assessments for new and reformed
 
procedures.
 

b. 	Prepare work plans for all advisors. 

c. 	Draft working instructions for f undamentally new 
procedures and for the more important reforms. 

d. 	 Study the latest developments on the Caribbean Basin 
Initiative insofar as it relates to procedural 
requirements to be imposed by U.S. Customs. Cooperate

with the ECCM Secretariat in this respect. 
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e. Ascertain the intentions of the ECCM Secretariat in 
regard to the Harmonized System Brussels nomenclature, 
harmonized caluation-GATT or Brussels and any other 
project matter which might be the subject of uniform 
treatment, e.g., exemption and assembly procedures. 

3. Levels of Technical Assistance 

The following tables 
 show in each of three levels the duties of each 

advisor and a brief indication of the accomplishments expected. The short 

terms allotted per advisor are considered preferable in order to get
 

quicker results and some team supcrvision but if the qualifications were 

right the total time schedule could be extended for fewer advisors. 

4. Control Visits 

It is recommended that the progress of the team be monitored by visits
 

of a week's duration by the Contractor's project design staff on a
 

quarterly or six-month basis according to the level of assistance 

selected. 

5. Qualifications and Recruitment of Advisors 

As issues other, than Customs are involved in the Fiscal Reform Project 

it seems advisable to recruit a team through a U.S. contractor experienced 

in Fiscal Reform and Customs and Excise in the Caribbean area. There is a 

distinct difference between Customs operations in the Latin American and 

the ex-British Caribbean countries. Apart from different legal systems 

and many procedures there is the fact that both Customs and Excise are 

combined in services on law. isbased British This particularly important 

in the case of Grenada where fundamental excise reforms are contemplated. 

10 
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The same argument tends to the desirability of U.K. advisors. In this 

respect it is also likely that U.S. Customs Advisors working under a PASA 

agreement might have strictures about reporting to an institution other 

than the U.S. Bureau of Customs. Apsrt from these comments it would be 

quite feasible technically to operate a U.S., U.K. or joint team. It 

would be unadvisable to employ other nationalities because of traditional 

and linguistic problems. 

The Chief of Team and General Advisor, should have at least ten years 

service in Customs and Excise preferably with some experience of operating 

in developing countries. The valuation ultimately with the Brussels 

system of valuation and an extensive knowledge ofthe GATT system. 

Advisory service in Customs valuation in a developing country would alsobe 

an advantage. It would be an added advantage in the case of all three
 

advisors if they had had some experience in training and course planning.
 

VI. Cost and Logistical Support
 

Unfortunately time has not permitted a study of the costs of the 

proposals presented here but an approximate figure for advisory services 

canbe calculated fron some statistics supplied by the USAID Mission. The 

result is as follows: 

1. Preliminary Study 6 weeks US$ 8,000 
2. Level I T.A. 24 man months US$229,000 
3. Level II T.A. 18 man months US$171,750 
4. Level III T.A. 12 man months US$114,500 
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Some logistical support would be essential for the efficient 

implementation of the project. The following list is offered in order of 

priority with essential items starred and a reason given for their neea. 

*1 Vehicle Use of Investigation Unit 
*1 Vehicle Use of Industrial Control Unit 
*1 Typewriter 26" For Valuation Branch 
*Classroom material Blackboards, desks, chairs, stationary 
;iAudio Visual Aids for classroom 

6 Calculating machines for entry checking and valuation 
12 Desks and chairs for staff of Investigation, Industrial Control 

and Valuation Units 
6 Filing cabinets for, the three specialist units 
1 Photocopier for general office use 
I Typewriter for general office (36" carriage) 
1 Accounting machnine for cashier 

12 Desk fans 

S$1 ,O00 for starting a Customs library of Customs Cooperation Council 

Publications, values pamphlets and literature, etc. 

VII. Conclusion 

Recommendations have been made in this report for improvements in 

current procedures and for innovative controls, but in so doing it fails 

to give an appreciation of the current effectiveness of the Grenada 

Customs and Excise Service. It should be known that this service is 

operating at a high level of efficiency within its existing code. The 

conditions under which it operates are the worst that the consultant has 

seen in his experience which includes some of the most undeveloped West 

African countries. It is a tribute to the Comptroller, Mr. Patrick Bubb 

that he has been able to fulfill his role as the principal revenue
 

collector in these circumstances. 
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I wish to thank him for the assistance he has given me in reviewing 

the Customs and Excise activities. I wish to thank also Mr. Jorge 

Martinez, the resident representative of the Syracuse University project 

for his valuable advice on the broad economic front and for arranging my 

liaison with local authorities and USAID.
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APPENDIX A
 

MATERIAL FOR INCLUSION IN THE TRAINING COURSES
 

The following is intended as a guide to the general subject matter to
 

be taught. The selection will, of cours, have to be adjusted in 

accordance with the level of advisory service decided upon. 

Conventional Training
 

Ships' reports, rummage, tallying, arrival procedue
 
Functions of the ships manifest 
Division of responsibilities between Customs & Port Authority
 
Security of cargo before dispatch
 
Functions of different types of Customs entry including
 
transhipment and warehousing
 
Entry checking procedure
 
Examination of merchandise
 
Classification of goods
 
Treatment of deficiencies & excesses
 
Bonds
 
Warehousing procedure
 
Contraband, powers of officers, penalties
 
Cashiers functions
 
Organization of Customs and Excise
 
Relation of Customs to Government Departments
 

Specialist Training 

Control of Excise and domestic consumption tax
 
Administration and control of industrial exemptions and others
 
Certificates of origin under the various existing schemes
 
Valuation--all aspects of the Brussels and GATT systens
 
Investigative methods for Customs & Excise fraud
 
The Caribbean Basic Initiative
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APPENDIX B
 

Officials and Publications Consulted
 

1. Officials
 

Mr. Bell Senior Custons Officer 
Mr. Patrick Bubb Comptroller of Customs and Excise 
Ms. Pattie Buckles USAID Project Manager 
Mr. Don Harrison Economist, USAID Barbados 
Mr. Alan Kirtin Ministry of Finance 
Mr. Jorge Martinez Resident Representative, Syracuse Universit) 
Mr. Lauriston Wilson Director General of Finance 

2. Publications
 

INF Report - Grenada: Agenda for Fiscal Reform August 1984 
Grenada Government Work.ng Party on Review of Taxation June 1984 
Custcxis Oroinance 1960 
Cus-scn3 Regulations 19bl 

ECCM Custois Tariff 
Grenada - Peoples Laws 1980-83
 
Brussels Explanatory Notes on Customs Valuation 
GATT Agreement of Origin Booklet 
Customs (Caribbean Ccmmuiity) (Origin of Goods) Regs. 1980 
Harmonized Commodity Description & Coding System CCC Brussels 1983 
Project Correspondence - Syracuse University, USAID, Government of 
Grenada 



FISCAL MEMORANDUM NO. 12
 

PROPERTY TAX ADMINISTRATION
 

IRVING OLSON
 



SYRACUSE UNIVERSITY 
LOCAL REVENUE ADMINISTRA'*IsJN PROJECT 

THE MAXWELL SCHOOL I METROPOLITAN STUDIES PROGRAM 

409 MAXWELL HALL I SYRACUSE. NEW YORK 13210 USA 1 115/423-3114, TELEX 937430 

GRENADA TAX PROJECT
 

Fiscal Memorandum No. 12
 

TO: Mr. Lauriston Wilson, Jnr. 
FROM: Irving Olson 
DATE: September 26, 1984 
RE: Property Tax Administration 

I. Property Tax Administration in Grenada Now 

The existing system of property tax records (in Inland Revenue) and of
 

real property ownership records (in the Land Registry) is not conducive to
 

efficient and productive property taxation.
 

There is continuing property tax administration of a sort--valuations 

are being raised and taxes are collected. However, nothing is being done 

to include unvalued and untaxed properties on the roll--in great unknown, 

unmeasured and not measurable under present conditions. The simplest, 

"easiest to compile" kind of statistics are lacking. A count of land 

parcels, of assessment entries, total property taxes collectible, total 

tax delinquency for the previous year, etc., has not been done. There is 

no way to estimate missed property tax revenue without basic statistics. 

Assume however, that an estimate of 25,000 land parcels i.B correct and 

the reported property tax revenue in 1983 (EC$700,000) is accurate; that 

is an average tax per land parcel of only EC$28 (US$10.61). 

No valuation work is being done currently by the three person staff in
 

the Property Valuation Division. The expected arrival in 1984 of a
 

valuation officer and assistant has not yet happened. Nevertheless, the
 

http:US$10.61
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staff deals sympathetically with tax complaints and has introduced many of 

the new valuations in the existing property tax roll--a big, cumbersome 

volume with columns for several. tax years. 

A good deal of field work was done in the 1981-83 revaluation project, 

but, surprisingly, no information identifying each property and its 

location is to be found in the valuation data sheets. Thus, a key element 

needed to substitute of new valuations for existing assessments in the 

ongoing tax roll is missing. Still, some of the new valuations have been 

introduced in the tax roll. These are generally for properties that have 

been owned by the same person for many years' and properties valued in the 

higher ranges.
 

The IMF recommendations for property taxation are appropriate and
 

uncontroversial, though in my opinion, these might have been more specific
 

and far-reaching: 

" 	A staff of twenty or more for the PVD would not be
 
excessive, because all taxable properties must be
 
identified, coded, mapped, and appraised.
 

" Changes in certain laws can make property tax collection
 
more self-enforcing. 

" 	Requiring payment of current and back taxes before 
transfers can legally be made effective and recorded is 
one such change. 

" Giving first priority to and making the unpaid tax a lien
 
on the subject property, as well as higher interest rates 
and penalties, would encourage more timely tax payment. 
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II. Present Status of Property Tax Records
 

Although the property tax was "overhauled" in 1981 by changes in law,
 

establishment of a Property Valuation Division (PVD) in Inland Revenue,
 

and a major effort "to update the cadaster" and "revalue all property
 

quickly," no significant improvement in the system or its performance is 

evident.
 

First, a "cadaster" or "register of lands" is to be found in neither
 

the PVD of Inland Revenue nor the Supreme Court Land Registry. The only
 

lists are of owners names and land 
values in the former and document
 

indexes arranged by names only in the latter.1
 

Second, the 1981-82 revaluation, 60 percent completed, failed to
 

identify the propertIcs valued. The alleged owner's name and address is
 

the only consistent clue to the location of the property, but in many
 

cases the address is no more than a P.O. Box number. None of the kind of
 

information relevant to ownership determination had been picked up during
 

field contacts with owners.
 

In Mr. Seales study of land conveyances during a six month period
 

October 1983 April
to 1984, he gleaned close to 250 land transfers from
 

the index in Land Registry, but could match only 10 percent of the 250
 

with entries in the new valuations list.2 The information linking data
 

from the two sources is not available.
 

The lists of assessments prepared since 1981 is for practical
 

purposes, useless, in my opinion, to any new effort that might be 

undertaken solely to prepare an up-to-date property assessment role. 
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III. General Statement on Problems in Present
 
Property Tax Administration
 

Faults in the present property tax are basic and a block to effective
 

administration. The absence of a land cadaster or tract index and the
 

resulting "in persona" vs. "in rem" approach is the major deficiency. Any 

resources spent to improve administration and records without basic 

changes in law and approac.h, will have no lasting or substantial benefit. 

There is no land cadaster, or master list of registered lands. Land 

conveyance instrumnents are registered and copied in books, but the 

indexing for finding the recordings is by names of parties to the 

transfers. 3 Valuation and tax rolls identify owners by nanes and
 

addresses, but do not identify the land. The listed owners may be former
 

owners, claimants, non-existent persons, or real owners found in the rolls 

in more than one entry for the same land. There is no workable control
 

against omissions and duplications.
 

The lack of a land parcel identification code or location system makes
 

it virtually impossible to match (collate) new data from 1981-82 to
 

valuations with existing assessment entries. The inherent uncertainty and
 

inarzuracy of the roll thwarts any serious attempt at enforcing payment of 

delinquent taxes. Thus, there is substantial delinquency of long 

duration. 

IV. Establishment of a Workable Property Tax System in Grenada 

A workable and efficient property tax systan can bE established and 

maintained by an expanded PVD staff, provided this staff is carefully
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Some features of the proposed system and its establishment are: 

a. 	 Property tax revenue would need to be increased to 
justify such an investment in staff. The first increases 
could be realized soon after establishment of the 
revamped PVD.
 

b. 	A PVD staff of 22 or more will be needed to establish and 
maintain the system. 

c. 	An annual tax list, tax billing, tax delinquency and 
collection statistics, tax delinquency notices, etc., 
wiLl be computerized. 

d. 	In the course of establishing the system a complete and
 
up-to-date land cadastf:r will be developed.
 

e. 	Temporary code numbers will be assigned to all 
assessments. Permanent parcel ID numbers reflecting 
geographical location will be assigned upon completion of 
field work in a district. 

Important prerequisites of the program must be met before work such as 

training, revaluation, and substantial technical assistance contracts are
 

made. The following are listed in order of priority.
 

a. 	Amendment of the Property Tax Management Law to eliminate 
sections prescribing certain forms and procedures and to 
authorize establishment of the proposed system. A firm 
commitment by the Government to do this may be sufficient 
cause to proceed. 

b. 	 A commitment to complete the "photogrammetri c" 
topographical mapping of' the island and to produce 
topographical maps in suitable scales for property 
inventory and valuation purposes (1:2500 and 1:1250). 

c. The selection and hiring of the proposed PVD staff.
 

The staff recruited is to be organized as follows:
 

1. 	A Director and Assistant Valuations Officer.
 

2. 	 Two persons assigned to work on Land Registry records at 
the Land Registry office. They will report all convuy
ances and will furnish accurate copies of surveyor's maps 
found in such instruments. They will also look up the
 

1%
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recorded owners of land parcels in coincidence with field 
work to help identify, inventory and appraise land 
parcels. 

3. Twelve interviewer-appraiser field persons--a team of two 
for each parish--who are residents of the parish. They
 
will systenatically identify, sketch map, and make a
 
preliminary appraisal of each parcel and obtain critical 
and important ownership information for verification in
 
the 	Land Registry. 

4. A team supervisor to instruct, work with, and stimulate
 
each tean and to inspect their work and collect completed 
parcel identification and valuation reports. 

5. 	 A person to serve as custodian of ownership r-dpb, and to 
be in charge of parcel coding and maintenance of the 
cadaster and ownership maps. 

6. 	 Clerical staff, including persons capable of maintaining 
property records and providing the input for computer 
processing (4 per'-ons). 

In all, a staff of twenty-two persons. 

The valuations completed by the t. ims should be taxed in the current 

year if completed before March 31st. Otherwise, the new valuation will be
 

held over to the next year.
 

In 	 the case of omitted property discovered and valued, taxes for the 

current year should be collected (Section 34) 

If the valuations completed by the teams are a large multiple of 

previous valuations, and if this increase is not due to omission, a
 

uniform percentage of the increase for each such property might be held 

back and added in the year when the revaluation is completed for the 

country.
 

2]
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The teams will make the. appraisals or valuations according to 

guidelines and by use of their judgement of comparative worth. Valuations 

must be consistent and may be conservacive. 

The more valuable and extensive properties can be identified and 

revalued first, to obtain early increases in tax revenues. The new 

valuations of such properties can be substituted for those in the ongoing 

tax roll more easily. The higher taxes from these properties will justify 

the extra effort. When the more numerous properties of lower values are 

valued, a uniform percentage of the increase may be held back until the 

year revaluation is complete. 

As parcels are being identified, mapped, and valued, a temporary 

parcel number is assigned by the team. This nunber is written in pencil 

on the wap and on the property form. As each parish, plot map, and 25 

hectare field map will have a permanent code number, these locational code 

numbers will be written on the property form ahead of the temporary parcel 

number (see Exhibit 1). 

The existing tax roll can be coded to some extent and made a part of 

the sane new tax roll, old assessments being replaced by the new 

valuations when made and matched. 

The tax list or tax roll can be prepared by computer annually, even as 

the revaluation continues. By this process, useful statistics can be 

Droduced for iuidance and reoortinv. 
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V. Training Programs for PVD Staff Organized and Proposed 

General training in property tax administration should be given to the 

entire staff. This will require some advance preparation of material. 

Special training will bc givan to cach of the following, the twelve 

field team members and their supervisors (the valuation officer and 

assistant), the map custodian, and the registry researchers. Areas of 

training would be: 

a. 	 interpretation of topographical maps, 

b. 	the par cel identification system, permanent and 
temporary,
 

c. 	methods of contacting owners, advance notice, etc.,
 

d. 	interviewing the owner and recording the ownership
 
. information obtained, 

e. 	sketching parcel boundaries on the topographical map and 
on the back of the property card. Assignment of 
temporary parcel number, 

f. 	appraisal of land and buildings, separately. 

For the map custodian and the researchers to be posted in the Land 

Registry, training will cover responsibilities and work procedures. 

VI. Technical Assistance Proposal 

One full time expatriate technical advisor and one on-call 

expatriate advisor will be needed to help with development of training 

materials, work procedures and instructions and with the installation of 

the system including the completion of an inventory of identified parcels 

/V 
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EXHIBIT I 

THE PARCEL IDENTIFICATION NUMBER CAN BE 
A SEVEN DIGIT NUMBER 

Parish Plot Map 25 Hectares Parcel 
Number Number Subdivision Number 

Length of Code 
 0 00 0 000 

Capacity in Code 10 100 10 1000 

Number Needed 6* 31 ** 8 1000*** 

*There are six parishes plus two islands. 
**31 average, 99 maximum. 

***If all lots out of 25 Hectares were 10 x 25 meters, there would be 
1,000 lots in the 25 heutares tract.* 
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of land in a cadaster and .of an accompanying revaluation of land and
 

buildings.
 

The short-term technical advisor would be a person with broad
 

experience in property tax administration, reassessments, systems design
 

and installation, and tax administration improvement. This advisor would
 

serve short periods of time on special assignments as needed for a total
 

estimated time of two months in a two-year period.
 

The long-term advisor would serve for 24 months and would be a
 

person with extensive experience in performance and in supervision of
 

field work in particular, including the appraisal of land and buildings
 

and in records management. He would participate in the design and
 

conducting of the training program, assist the valuations officer with the
 

guidance and supervision of the installation of the new system and of an
 

early completion of the cadaster and revaluation. This advisor would
 

also be involved in the design and application of the tax collection
 

enforcement procedures envisaged as a part of the improved recording and 

reporting of information (as a result of computerization), particularly of 

overdue taxes. 

Topographical "Photogrammetric" Plot Maps 
Available for 20 Percent of Grenada
 

While a survey of all land ownerships (all land parcels and lots)
 

and the establishment of an accurate list of all parcels, identified by
 

code numbers on the surveyor's maps and in the list, would be the ultimate 

and best basis for ownership registration and recording and for property
 

'j
 



tax administration, its high. cost and the long time required for
 

completion rule out this approach as impractical. 

The alternative is an adaptation of photogrammetic topographical 

prints or maps to 
 the small scale (large size of detail) needed for
 

ownership maps or tax maps. The photo negatives images are blown up to
 

scales of 1:600 and 1:1200 (1 inch = 50 feet and 1 inch = 100 feet). 

Grenada has been "photogrammetrically" mapped from 1970 flight 

photography and subsequent map production has been completed for 39 Plots 

(each 1 kilometer 1-S by 2 km. (E-W) out of an estimated 185 or more such
 

plot maps required to cover all of Grenada. Transparencies of the 39
 

"plot" maps are on file in the cartographic section of the Land Survey
 

Office, Min/Agr., Botanical Gardens. The cartographic office there
 

appears to be surprisingly well equipped with drafting and storage, 

reproduction and tracing machines and devices. 

Further inquiry will be made about the plot transparencies and the 

printing process. The master 
wall map based on the photo survey shows
 

metric quadangularation of the 
 entire Island into a grid of square
 

kilometer divisions (each 1 
km. long and wide in other words). This
 

master or key map is at the scale 1:25,000. The plot maps are on the
 

scale of 1:2,500 with each map covering 2 sq. kms. These are too large
 

for field use. (Withou including the border and any overlap, the 2 sq.
 

km. at 1:2,500 would take a space of 40 cm x 80 cm). 

A compromise between convenience of size and size of scale would be
 

maps 
 40 cm x 40 cm (about 16" x 16") and a scale of 1:1,250. At that size 

and scale each map would cover, .25 square kilometers or 25 hectares. A 



parcel 50' x 100' would appear on the map as a 1/2" x I" area--adequate 

for sketching and inserting the parcel nunber. 

At this size and scale 1,480 maps would cover the country, but fewer
 

will be needed as the larger scale 1:2,500 would be suitable for the 

forest, range, and large farm areas. 

If the parishes were divided for mapping at tohe scale of 1:1,250 the 

Plot Map Code can be two digits and the 25 hectares subdivision maps a one 

digit (only 8 maps out of each 2 sq. km. plot map). 
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ENDNOTES
 

1. 	 The index is segmented by year of recording and within each annual 
" segment by the initial of the surname of the conveyee, etc. 

2. 	Mr. Scales was one of the field team that did the revaluation. 

3. 	 In the Supreme Court Land Registry. 

4. 	 Total Laxes assessed in the property tax rolls for given years are 
unk-iown (have not been summed up) so the rate of delinquency is not 
readily determined.
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Fiscal Memorandum No. 13 

TO: Mr. Lauriston Wilson, Jnr. 
FROM: George W. Whitehouse 
DATE: September 28, 1984 
RE: Income Tax Administration and Training Needs in Grenada 

I understand my assignment to be a review of the Grenada income tax 

administration, identifying needs for improvement, procedures and training 

with the principal emphasis on the full range of' income tax matters: 

assessment, audit, record-keeping and collection. 

My three working days in Grenada were full and quite interesting and 

as usual always too short to do everything that one would like to 

accomplish. I met with the following peocle: 

Ministry of Finance 

Mr. L. Wilson 

Inland Revenue Department 

Mr. B. Harford
 

Mr. C. Lowe
 

Mr. M. Hosten
 

Mrs. J. Tomar
 

U.S.A.I.D. - Grenada
 

Ms. P. Buckles 

U.S. Embassy - Grenada 

Mr. S. Noble - Econ. Officer
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I received excellent assistance and co-operation from Mr. Wilson arid
 

the staff of the Inland Revenue Department.
 

i. Review of Reports
 

Review of IMF and Government Working Party Reports 

IMF Report. The above report was reviewed and I am in full agreement
 

with it except for, the following areas:
 

1. "...and training is being provided in lower level accounting and
 

auditing".
 

The accounting training has not started to take place as indicated in 

the report. 

2. "Inflation adjustments of inventories, through adaptation of 

'Lifo' in lieu of 'Fifo' and depreciation allowances through some form c2' 

indexation of original costs, as soon as revenue situation permits. Given 

the administrative capacity, however, it may not be feasible in the near 

future, until these measures can be introducedA, therefore, a more liberal 

depreciation allowance may be considered". 

In addition to the limited administrative capacity, it appears that
 

the taxpayers will have to become more sophisticated in their record
 

keeping and reporting for tax purposes if these changes were introduced. 

Consideration should also be given to making the changes elective. 

Goverrnment Working Party Report. The above report was reviewed and 

appears to identify some of the existing problems. The report does not go 

into specifics, however', it does pin-point several areas of major 

deficiencies, lack of training, the need to strengthen the Inland Revenue 
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Department and widening ohe net to include more of the self-employed 

taxpayers.
 

I would like to comment on the following paragraph:
 

"Members felt that there was widespread tax evasion on the 
part of self-employed businessmen, taxi dri vers, hoteliers, 
mechani cal workshop operators and independent professionals. 
Widening the tax net through better assessments and improved 
collections could yield EC$3 to $5 million annually from this
 
sour ce" .
 

Officials apparently fail to realize 
 that by law they have a self

assessment income tax SyS3em and that it should function by taxpayers 

voluntarily complying with the laws enacted by the Government. A strong 

enforcement program wili have to be put into place to correct the present
 

assessment system. 

Previous Technical Assista4nce
 

During the year 1979 under the IMF Technical Assistance Program, a 

three month training and assistance program was conducted for the Inland 

Revenue Department. in Grenada.
 

The program included, in addition to a limited amount of 
training, the 

preparation of an Audit Manual  see Appendix A. The advisor, a former
 

U.S. - I.R.S. employee designed an examination record control card, which
 

was never put into use. 

Several hours each morning were devoted to teaching auditing 

techniques to approximately seven of the senior members of the Inland 

Revenue Department. 
 Since that time two have retired from the Department
 

and one other 
 has resigned leaving four of the top officials who were
 

exposed to the training.
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The Manual has not been used to train any additional stafZ members nor
 

has it been put into use. The control card designed by the advisor was
 

never implemented as recommended. 

The thrcu-month period apparently was too short to implement and carry
 

out the Technical Assistance Program offered by the Fund.
 

Programs such as the above must be long-term to be successful. 

II. Administration of Income and Company Taxes in Grenada.
 

Organizational Structure 

The income tax operation of the Inland Revenue Department has thirty

nine positions - see Appenaix B for organizational chart. At the present 

time there re six vacancies in the organization. One of the critical 

vacancies is the position of Inspector (Field Audit). 

There are two main branches, Assistant Comptroller (Assessments) and
 

Assistant Comptroller (Collections, Investigation, and Services). There
 

is one Bailiff assigned to each of the five parishes outside St. George. 

This is not shown on the chart. 

Assessment
 

As pointed out above, the self-assessment system is not working. 

There are approximately 2,500 individual and 150 company income tax 

returns filed each year. Many of these returns are incomplete and not 

prop:rly prepared. In addition to the above, approximately 5,000 

provisional assessment notices are prepared and mailed out during the 

period April I to August 31 of each year. These assessments are prepared 
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on information from prior year assessment or from available third party
 

information.
 

It is estimated that another (approximately) 7,500 individual and 200 

company returns should be filed. The Department's Master Taxpayer File 

has in excess of 20,000 taxpayers' names. This file is not reliable 

because it contains nanes of deceased taxpayers and those who have moved 

from the country and are no longer required to file tax returns. 

Some of the principal causes for the above problems are as follows: 

" 	Lack of' training in accounting, law, etc. 

" No taxpsy;r assistance and eaucation program. 

" 	Provisional a sssment3 too low. The Department is 
interested in securing agreaaent rather than having 
taxpayers object to assessment. The current inventory of 
objection ranges from five to ten cases. The last case 
taken to the Appeal Board was in the year 1981. 

• 	Penalties are not applied for non-filing. There is no 
record of any penalty being assessed in recent years. 

" Forms are too complicated. 

" Instructions are available at the Inland Revenue 
Department upon request only and need clarification. 

The Inland Revenue Department is too small to have so much 

specialization in its assessment section. This condition also exists in 

the collection section, requiring an abundance of supervisory positions 

for a few technical employees. See Appendix B. 

There is a lack of uniform interpretation of the Income Tax Law on the 

part of the employees and officials in the Inland Revenue Department. The 

Department does not have a legal officer, however, it has access to the 

Attorney Ueneral for opinions but this source is rarely used. 
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Assessment nma hive been established for mini buses and small 

grocery stores aispensing alcoholic spirits. It does not appear that
 

these norms are being used to the extent that they should be.
 

The provisional assessments are not reviewed. However, the
 

mathematical computations are checked by the ulerical staff or junior tax
 

officers.
 

Audit
 

The only personnel qualified to conduct examination are the three top
 

executives in the Inland Revenue Department. The position of Inspector 

(Field Audit) is currently vacant.
 

There ,has been a limited nu iber' of desk audits conducted. These 

auits have been confined to questioning one or two expense deductions 

claimed by the taxpayr. If the taxpayer does not respond to a request 

for verification or substantiation of deductions, there is little follow

up on the request.
 

A well balanced audit program cannot be started until the personnel in
 

the Department have received training in accounting, income tax law and
 

auditing techniques. 

Collections
 

The p-rsonnel responsible for the collection of taxes are the Revenue
 

Collectors and Bailiffs. There are two Revenue Collectors assigned to the
 

Office located in St. George. They are responsible for the collection of
 

the more difficult cases. The three Bailiffs assigned to the office in
 

St. George collect the less difficult accounts. If the Revenue Collector
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or Bailiff needs assistance they rely on the Inspector (first line
 

Supervisor).
 

In each of the outlying five parishes, there is one Bailiff to collect 

the taxes from the taxpayers residing in their parish. The monies which 

they collect in the outlying parish are generally forwarded to the 

Accountant General through the treasury office in the parish. 

The Bailif':s in the parish offices receive little, if any, supervision 

from the Headquarters and have had no training in the collection law and 

procedur es. 

The Bailiffs receive 5 percent of the monies which they collect. This 

fee must be paid by the delinquent taxpayer. It is known (rumored?) chat 

some Bailiffs receive more remuneration per annuin than the Comptroller. 

Although the law permits the Department to levy for non-payment of 

taxes, there has been only one levy served in the past fifteen years. In 

the year 1976 property and goods were seized and sold for non-payment of 

taxes 

It is a common practice to assess interest on taxes in arrears against 

traders and planters but against no other taxpayers. 

The Inland Revenue Department does apply refunds due taxpayers on 

current years taxes against taxes due from prior years. This task could 

be made easier if the Department is records were computerized. 

Administration 

Ther.-, is no Manage:mnnt Information Systen in place. 
There is no record of the number of tax returns filed; 
revenue collecoed, penalties assessed, and the amount of 
taxes in arrars. 



8
 

" 	Management does not prepare an annual work plan. There 
are no goasl or objectives established for the various 
sections of the Department. 

" 	The employees have no meaningful job descriptions. The 
present job descriptions are an outline of what the 
employee is doing and not what he is expected to do. 

" There are no employee annual performance evaluations. 

" The Department does not have any formal career
 
development program in place. The GOG does follow a 
seniority list which is taken into consideration when 
promotions .arc,made. 

" 	There is no lujal officer on the staff to assist in 
interpreting tlhe Laws. 

Taxpayer Assistanc, aind Aducation 

T*fhcre is no f'r:caL program for assisting taxpayers. 

* Many employers are over-withholding on employees, 
causing the taxpayer to file claims for refund. This is 
due to the lack of educating the employers on the proper 
use of the withholding tax systn. 

* 	If more time was devoted to assisting and educating the 
taxpayers, the Department would spend less time in 
perfecting incomplete and incorrect income tax returns. 

* 	The most important result from a good taxpayer
assistance and education prograp would be to increase 
voluntary complianco and improve the self-assessment tax 
system. 

Training 

The lack of training on the part of the majority of the employees 

within the Inland Revenue Department is causing many administrative 

problems. The three top executives within the Departmen, are devoting the
 

major portion of their time performing technical tasks. 

The comptroller, the senior officer, is the only person performing any 

technical work on the 150 filed company returns. He is reviewing them for 
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possible provisional assessments and requesting additional information if 

returns are not complete. 

Since the year 1976 a limited amount of training has been conducted. 

Appendix E lists academic qualifications and previous training completed 

by personnel of the Inland Revenue Department. 

During the year 1979, the IMF sponsored a Technical Assistance Program 

offering a limited amount of training to seven senior, members of the staff 

of the Inland Revenue Department. Three of these have since retired or 

resigned leaving four remaining. 

During the year 19J , a course was started in the newly enacted Income 

Tax Law No. 20, year 19b0. The instructor completed about fifty per cent 

of the material and the course was discontinued. 

A tax law course was given during April to May 1984 to approximately 

twelve members of staff. The course was conducted three days a week from 

three to four p.m. See Appendix F for course content. A previous course 

was conducted during 1963 but not quite as intensive. 

Junior members of the staff have not been provided any training to 

date. The above record of trianing supports the Department's conclusion 

that there has been a limited amount of training since the year 1976. 

Tax Returns and Instructions 

There are currently two types of individual taxpayers in Grenada: the 

self-employed and the PAYE. However, there is only one complex tax return 

available for both taxpayers, Form la. See Appendix D. 
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There should be a separate simple one page form with instructions for 

preparation on the reverse side for the PAYE taxpayers. This form woudl 

accomodate aobut 80 percent of the taxpayers. 

The current Form la and instructions were printed in 1980 to cover the 

Income Tax Act No. 20 of 1960. At the time of printing, the instructions 

were mailed out to the taxpayers. Currently the instructions are not 

mailed but are available at the Inland Revenue Department upon request. 

If there is to be a specific form for self-employed individuals then 

The inforration contained on separate Schedules E, G, and H should be made 

a part of the new form. 

The Form la and instructioni could be more explicit especially in the 

area of concessional deductions. 

The company taxpayers must prepare Form 1 b). Currently there are no 

instructions for the preparation of this Form which has a number of
 

obvious deficiencies, e.g., 

" No recociliation of line 9 "chargeable income". 

" Schedule J "cost of sales" is the only information 
relating to an income statement on the return. 

" No Schedule for gross receipts. 

Clearly time must be spent in the redesign of this Form. 

The law does require that a copy of audited accounts be submitted with 

the return. However, for uniformity, an income statement and balance 

sheet should be made a part of the tax return. 

Tax Administration in a Simplified Systemi 

The tax adminitr'ation would be improved consideranly it the income 

tax systen was made less compicated by broadening the base, simplifying 



the rate structure and permitting fewer deductions. This could eliminate 

approximately 12,000 PAYE taxpayers from the enforcement program, leaving 

2,500 self-employed and 300 company taxpayers to be considered for the 

audit program. 

A group of 12 to 15 well trained auditors could examine the above 

2,500 self-employed and 300 company taxpayers. During the course of the 

examination of the above group, they could be trained to examine the 

empLoyers PAYE withholding method to assure that the renaining 12,000 

individual PAYE art complying witl the law. 

Ill. Tecnnical Assistance Needs
 

Training Requirements 
Advanced 

Staff Basic Accounting Accounting 

Inspectors 5 5 
Tax Officers 6 6 
Cashier 1 1 
Clerks 2 2 
Revenue Collectors 2 

TOTAL 16 

Staff Income Tax Law Course 

Inspe ctor 5 
Tax Officers 6 
Clerks 7 
Revenue Collectors 2 
Bailiffs 8 

TOTAL 28 

Staff Audit Technique Course 

Inspectors 5 
Tax Officers 6 
Clerks 2 

TOTAL 13 
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Staff Report Writing Course 

Inspectors 5
 
Tax Officers 6
 
Clerks 2
 

TOTAL 13
 

Investigation Techniques
 
Staff and Report Preparation 

Inspectors 3
 
Revenue Collectors 2
 
Bailiffs 
 8
 

TOTAL 13 

S taff Public Relation Course 

All members dealing
 
with the public 35
 

Staff Instructor Cadre Training 

Top Management 2
 
Mid-Management 2
 
First line Supervisors 5
 

TOTAL 9
 

Because of the limited number of staff, the above indentified training 

needs will have to be conducted on site during the normal working day. 

This could be accomplishea by scheduling classroom sessions several hours 

per, day for two or three days each week. The tax advisor plays an
 

important role in the design and presentation of these proposed courses.
 

It is clear that the three employees selected for the Instructor Cadre
 

must equally be closely involved.
 

Modified iasesaent Scheme
 

After discussion with Officials of the Inland Revenue Department, the 

feeling conveyed was that any modified program would have to be limited 

for the following reasons: 



" Political pressures by certain business groups. 

"Limited numbers of taxpayers within some professions or 

business groupo. 

For example, it was pointed out that there were only three or four 

dentists in the country. A modified asessmnent plan could possibly be used 

for taxi drivers, auto repair shops, craft shops, beauticians, barbers, 

etc. Association membership lists, trade license, etc., could be used to 

decide on the types of businuss to be included. 

Technical Assistance Requirements 

The necessdry involvement of one experienced Advisor to implement a 

progran of improve, tax auninistr'ation that could be sustained would 

require at a minimum twcle months to a maximum of eighteen months. This 

is ont he condition that there are no changes in the present structure of 

the Income Tax law and there is no computerization of the Department. 

The reasons for the above conclusion are: 

" 	 Of the thirty-nine members of staff only three have had 
any realistic tra.aing. The training required will take 
approximately nine months. 

" 	 The present Manual would have to be reviewed and 
updated. 

" A management information systn would have to be 
designed including preparation of feeder reports for the 
system. 

" 	Assist in establishing a sound taxpayer assistance and 

education program. 

" 	Assist in redesigning the tax forms and instructions. 

* 	Assist in centralizing the collection activities.
 

" Assist in the preparation of a Collection Procedures 

Manual. 
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" 	Assist in developing norms for a modified assessment 
pr ogran. 

" Assist in the preparation of job descriptions. 

• 	Assist in complete reorganization of the assessment and 
collection functions as soon as the self-assessment 
system becumes operative and provisional assessments can 
be discontinued. 

If there are any major' changes to the tax structure then the length of 

time required for' an Advisor would be extended from a minimum of 

twenty-four months to a maximum of thirty months. 

If more resources were to be made available, a short-term collection 

advisor should be considered to assist in the improvement required in the 

collection activity. 

The rock-botcn investment would be as above. A good example of what 

happens if you do half a job was the 1979 experience of the IMF Technical 

Assistance. The technical assistance should be for a period long enough 

to implement the recommendaLions, field test them and ensure that the
 

changes are workinnb
 

Meeting with Mr. Lauriston Wilson, Director General (Finance) Ministry of
 
Finance 

The folloowing agenda was used as a basis for discussing my tentative 

findings: 

A. 	 Self-assessment System 

1. 	Needs strengthening. 
2. 	Too much time being expended on provisional assessments. 

a. 	 Pooible solutions. 
1. 	 Increa:;e taxpayer assistance and education program. 
2. 	 SimpLifiation of returns and instructions. 
3. 	 Application of penalty sect Lons of law for 

non-comnpliancu. See Appendix C. 
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4. Provisional Assessment Methods should be reviewed and 
strengthened by: 
a) training personnel,
 
b) develop a MAP Systen for certain business categories. 

5. 	 Develop a strong field and desk audit program of a 
certain percentage of self-employed and company 
taxpayers. This would be done after: 
a) adequtite training for tax officers has been completed, 

and 
b) all third party information, indirect methods for 

determining correct income and other audit techniques 
would be applied. In addition penalties should be 
recommended it'warranted. 

6. 	 A plan snould be developed to bring the remaining 
estimated 7,500 taxpayers into the tax net thro.ugh: 
a) third party information 
b) trade license, 
c) pos3ible canvass procedures. 

7. 	 Review arid update Taxpayer Master File. (Possibly 

computerize).
 

B. 	Develop an annual fiscal year work plan.
 

1. 	 Prepare management information reports to monitor the plan 
monthly. 

C. 	Collection Activity.
 

1. 	 Bring all collkotion management and supervision under the Inland
 
Revenue Department (Centralization).
 

2. 	 Maintain Bailiffs in the parishes as it is now for convenience of
 
taxpayers residing outside of St. George. 

3. 	 Training is needed in the law, collection procedures and public 
relations. 

D. 	General Administration
 

1. 	 Planning - Short range and Long range 

2. 	 Training 
a) Top Management - Possible overseas participant training and 

local training. 
b) 	Mid Management - Possible overseas participant and 

observation training, and local training. 
c) 	First-line Managers - Local training. 
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3. 	 Establish an Instructor Cadre for training technical employees. 

E. Technical Assistance
 

1. 	 Tax Administration Advisor to assist in:
 
a) Assessment procedures
 
b) Audit techniques
 
c) Training courses
 
d) Update the Audit Manual
 
e) Develop Management forms and reports.
 

2. 	 Possiblu short-term Collection advisor to assist in:
 
a) preparation of procedural Manual
 
b) develop management forms and reports
 
c) develop an annual Collection Activity plan.
 

Enclosures 
Appendices A-F 
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Fiscal Memorandum No. 14 

TO: Mr. Lauriston Wilson, Jnr.
 
FROM: Michael Wasylenko 
DATE: September 26, 1984 
RE: Fiscal Planning Model 

I. Background 

The fiscal planning model is used principally to forecast central 

government expenditures and revenues. On the expenditure side, objects of 

govern.nent operations, for example, employment, wage rates, allowances and 

supplies, are for vote or function.forecast each Forecasts are based on 

assumptions about employment changes due to changes in government service 

levels, and about wage increases due to real and inflationary increases in 

pay scales. The other objects of expenditures are forecast based on both 

inflation and, if the expenditure on the particular object changes with 

employment levels, the number of employees. Separate analyses are 

required to forecast debt service, capital expenditure, and other special 

functions, such as pension schemes. 

Forecasts of revenues are generally based on historical increases in 

revenues. These historical increases should be calculated when the 

changes in revenue that are due to discre .onary changes in the tax code 

are omitted from the revenue data series. The level of sophistication at 

which this analysis can be performed depends heavily on the amount of 

historical data on revenues and discretionary changes that are available. 

The model has a variety of uses on both sides of the fiscal account. 

It can be used to simulate what effects changes in wage rates, employment 

levels and other objects have on recurrent government expenditures. At 
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another level, one could analyze the longer-term implications that changes 

in capital expenditure have on debt service expenditure. On the revenue 

side, various cianges in real economic growth and inflation can be traced 

through to their implications for government revenues. Perhaps most 

important is that the forecasted expenditures and revenues can be used to 

produce estimates of future government deficits. Such an early forecast 

of the deficit facilitates better fiscal planning for controlling 

government expenditure arid for the phased introduction of' appropriate 

revenue increases to reduce the budget deficit in the future. 

The fiscal (expenditure) planning model has two immediate objectives 

and several longer-range objectives. In the near term, the current 

expenditure items in an adjusted version of the 1984 budget are put into 

an IBM personal computer. Aajustments are made to the employment figures 

reported in the 19811 budget so that the employment figures in the computer 

reflect the actual number of employees instead of the preliminary figures 

in the budget. This gives a more accurate picture of the actual
 

expenditure level for 1984 and a better basis on which to forecast 

expenditure in subsequent years. 

The longer range objectives include the introduction of more 

flexibility into the expenditure forecasting model and integrating this
 

model with the revenue side of the budget. In addition, capital planning 

and expenditures can be introduced into this model, and the repayment of 

principal and interest on debt can also be added to the model in a more 

sophisticated manner. 
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II. Breakdown of Expenditure by Object
 

The budget is organized by votes or functions (health, construction,
 

etc.) and within each function by object. The broad classifications of 

objEcts of expenditure are personnel direct expenditure; including 

employment, average wagcu and allowances; personnel indirect expenditure; 

supplies; overhead and bulk itens including the category "other". The 

expenciture objects are further disag6Tegated to accomodate the 

calculation of certain budgetary items, such as the National Insurance 

Scheme, and to facilitate making reasonable expenditure forecasts without 

disagg'egacing ~themcdel to the point where it amounts to forecasting each 

item in the budget. 

Personnel Direct Expenditure 

This expenditure category is about 50 percent of current central 

government expenditure. For purposes of the model, personnel direct 

expenditure for each function is disaggregated to five employment 

categories, five corresponding wage categories and a category called 

allowances. The five employment categories are based on the wage scale 

for the employees in the category. The first employment group consists of 

the head or heads of the agency. Generally these persons are the highest 

paid. The second group are the employees in established positions that
 

earn mire than EC$15,000 per year. A third group are in established
 

positions an6 earn between EC$10,O00 and EC$15,000 per year, while a
 

fourth group contains persons in established positions and who earn less
 

than EC$10,000 per year. A fifth employment category are workers in
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unestablished positions, and who generally earn the lowest wage of the
 

employees in the functional category. 

The average wage for employees in eech category is calculated for each 

function. Allowances are usually a relatively small expenditure and 

include expenditures for housing allowances, leaves and some overtime 

payments. The heads of the ministries generally receive the allowances 

and leaves. 

There are two reasons for disaggregating the employees into five 

categories. The wage acmd employment growth rates are likely to differ in 

each of the five categories. EmploTnent. increa3es (and declines) will 

generally occur more at the lowur wage levels than at higher wage levels. 

It is important tnen to be able to simulate different eployment growth 

rates in each of the employnent categories. In addition, employment 

growth in low wage categories will influence expenditures less than 

employment growth among higher wage workers. This disaggregation of 

employees into five categories gives the model the flexibility to simulate 

a variety of employment g7,cwth rates in each of the five categories. In 

forecasting this important category of expenditures, employment and wages 

are forecast in each of the five categories. To obtain total direct 

personnel expenoitures, each of the forecasted employment levels is 

multiplied by their respective forecasted wage level and the five products 

are summed. Total allowances are forecast and then added to the sum of 

the labor costs in the five categories. 

This breakdown in employment and wage into EC$15,000 and above and 

below EC$15,000 also facilitates the calculation of the expenditures on 

the National Insurance Scheme. This will be discussed below. 
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Indirect Personnel
 

Indirect personnel expenditures includes funds for reimbursing 

professional entertainment, expenses, and travel within and outside of 

Grenada. These amounts are generally allocated to officials of the
 

Grenadian government and are not generally a function of total employment 

or increases in total employment. Therefore, this item is forecast using 

the same technique as in allowances. 

Supplies 

Total supply expenditures are taken as a ratio to total employment n 

the functional category. Thus, total supply expenditures can grow for two 

reasons. The cost and quantity of supplies per employee may increase and 

the number of employees may also increase. To forecast total supply 

expenditures, supply expenditures per employee are forecast and this 

figure is multiplied by the forecasted number of employees. 

Uver head 

For' purposes of the model, overhead is disaggregated into two 

categories: utilities, which is telephones and electricity, and other 

overhead. The purpose of this disaggregation is to allow the utilities to
 

grow at a different (higher) rate than the other' overhead items. Thus 

each of these two items in overhead are forecast and the results are then 

added to produce forecasted total overhead expenditures. 

Bulk 

A fifth expenditure object includes current contributions to 

organizations, and, in 1984, expenditures for past contributions that were 

not paid in previous years, or arrears in contributions. Also included in 

I'
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bulk items is a category called "other". For forecasting purposes, 

because arrears are non-recurring expenditures, they are subtracted from 

total bulk expenditures and -he difference is used as the basis to
 

forecast bulk expenditures for 1985 and other years. 

Pensions
 

The pension system was revised in March 1983. All employees are now 

covered under the new pension scheme or the National Insurance Scheme. 

The government contributes four percent of wages under EC$15,000 per year 

per employee. Each employee also contributes four percent of his/her 

wages up to the maximumii of EC$15,000 of wage.3 per year. 

The former penalon scheme had no employee contribution arid is strictly 

a pay-as-you-go sys tem. Persons employed by the Government prior to 1983 

have earned certain pension rights by 1983 under the old scheme. The
 

employees retain the rights they earned before March 1983, but are now 

covered under the new pension plan and do not continue to earn pension 

benefits under, the old scheme. However, upon retirement these employees 

will receive two pension payments for the contributions under the new and 

the benefits earned under the old scheme. 

The government payments for current retirees under the former scheme 

are forecast using the annual rate of growth in these payments between 

1980 and 1983. This growth rate figure is about 12.3 percent per annem. 

The contributions to the new pension 
scheme for employees earning 

under EC$15,000 per year expenditures, are forecast using the level of 

forecasted labor, costs multiplied by four percent. The government 

contributions for employees earning above EC$15,000 per year is calculated
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by multiplying four percent by EC$15,000 and that product by the 

forecasted number of employees eai-. ng above EC$15,000 per year. 

Debt Repayment 

The Ministry of Finance has calculated the schedule of repayment of 

principal and payment of interest for 1985 through 1989. These figures of 

course represent payments for debt that has already been .ncurred. The 

total debt service payment for future years also depends on the number of 

new debt commitments that government may take on in subsequent years. New 

debt commitments are obviously related to the method of financing new 

capital expenditurus. Capital planning will have to be implemented before 

accurate measures of new debt, commitments can be added to the model. 

Thus, the forecasts of debt service only include that due on existing 

debt. 

Capital 

Capital planning does not appear to be well implemented in Grenada. 

Thus, only rough estimates of capital expenditure for 1985 and beyond are 

put into the mooel as a separate item. 

III. Improvements to the Model 

Presently, different growth rates can be applied to various objects of 

expenditures to simulate or forecast expenditures in future years. Thus, 

the Ministry of Finance can examine the implications of an 

across-the-board wage increase on labor costs and on national insurance 

scheme payments. More importantly, Government can analyze the expenditure 

implications of different wage increases for various types of personnel 

(high vF. low paid) and for employment cutbacks or increases in various 
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types of personnel. These types of simulations can also be performed for
 

the other objects of government expenditures. 

Despite tta_ advances that the model introduces to fiscal planning in
 

Grenada, there are several improvements that could be made to the model in 

a Phase II of the project. Presently, the model is programmed so that the 

same growth rate in employment for persons earning between EC$10,000 and 

EC$15,000 for example, will apply to this category of workers in all 110 

functions. The model allows flexibility in choosing a growth rate for any 

of the objects described above, but once the growth rate is chosen, that 

particular growth rate applies to that object in every function. In a 

second pnase of the model, one coulR allow--more realistically--different 

growth rates in employment in different functional categories. Similar 

flexibility for expenditure changes could be added to the other objects of 

expendi ture. 

Moreover, once a growth rate is chosen for employment, for example, 

that same growth rate is tsed for that object, not only for every 

function, but also for that object for every year into the future in which 

a forecast is made. This is a problem if forecasts of expenditures for 

more than one year are desirable, because it is unlikely that employment 

grows at the sane rate in every forecasted year. Both of these 

limitations greatly reouce the flexibility of the model and reduce the 

number of interesting questions which the model can address. Subsequent 

versions of the model should introduce more complicated formulas and 

programming flexibility into the model. 
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Debt service and capital expenditure are not estimated very well in 

the model. This is due primarily to a lack of data in the Ministry on 

future capital projects and how they will be financed. Additional work on 

fiscal planning should emphasize capital planning and some estimates of 

debt service for future years. 

At present, the model makes some forecasts of central government 

revenue. Due principally to a lack of historical revenue data, these 

forecasts are somewhat less sopiiisticated than they could be. A second 

phase of this research would also revise the forecasting methods for 

revenues. 


