GREEN PAPER NO. 1-2011

TAX REFORM FOR JAMAICA

Ministry of Finance and the Public Service



1.0

GREEN PAPER No. 1-2011

Tax Reform For Jamaica

INTRODUCTION

1.1

1.2

13

1.4

15

1.6

1.7

The Honourable House of Representatives is being asked to note this Green Paper on
Tax Reform for Jamaica.

The Government has committed to implementing tax reform in an incremental way to
achieve the objectives of: simplicity, equity, and broadening of the base; improved
compliance;, growth and competitiveness arising from policy certainty and confidence
in the economy. Most importantly, the measures must meet the revenue demands of
the Budget while maintaining macro- economic and social stability.

Pivotal to the achievement of this mandate is a rolling medium term (three year) tax
policy framework. It is proposed that this framework, which is consistent with the new
Strategic Business Plan will instil discipline in the promulgation of tax policy in Jamaica.

Given that taxation affects all strata of the society, GOJ believes that the citizens must
be main stakeholders in the development of a sustainable strategic taxation regime. The
public is hereby invited to review the current Green Paper on tax reform and provide
comments and recommendations {on the direction and scope of tax reform in Jamaica),
as deemed fit.

The Green Paper provides a synopsis of the central pillars of the medium term
framework and an overview of the general and specific reform proposals, namely but
not limited to changes in the GCT Rate and the Income Tax Rate.

The Government wishes to begin implementation of some of these proposals in the
current financial year and will use the feedback to further fine-tune its proposals to
arrive at a final policy position on tax reform (White Paper).

Prior to this Green Paper, consultations were held with the following:

1.7.1 The Jamaican private sector, inclusive of the Private Sector Organization of
Jamaica (PSOJ), the Jamaica Manufacturers’ Association (JMA) and the Medium,
Small and Micro Enterprise (MSME) Alliance. There was also consultation with
the Partnership for Transformation.

1.7.2 Portfolio agencies, inclusive of the Tax Administration, the Customs
Department, the Revenue Protection Division and sister agencies such as the
Planning Institute of Jamaica, the Statistical Institute of Jamaica and the Ministry
of Labour and Social Security.



1.7.3 The Planning Institute of Jamaica (PIOJ), which undertook preliminary CGE
analysis1 on the reduction in the standard GCT rate to 15% or 12.5%,
respectively. The reduction to 15% and 12.5% percent, respectively, will
increase private consumption by 0.7% and 1.4%, respectively, but the GCT
collected rate (i.e. the effective rate) would decline by 14.3% and 28.6%,
respectively.

1.7.4 The PIOJ, STATIN, the MLSS and the IDBZ, regarding the potential to reduce the
number of, and percentage contribution of, exempt items from 41.7% to 30.0%
and the impact on the vulnerable as well as the need for enhancement of social
expenditure. This inter-agency collaboration is expected to continue in the
coming months and will be informed by the public discussion and technical
analyses.

1.7.5 A Technical Working Committee, comprised of representatives from MoT, MIIC,
MFAFT, MAF, MME, AGC and Petrojam, chaired by the Cabinet Secretary on the
instructions of the Cabinet. The Committee reviewed the General Tax Reform
Proposals (under Direction and Scope of the Tax Reform Proposals, 4.0).

! as mentioned, the analysis is preliminary with caveats.

2 . g
Appendix | has the IDB’s 13 point proposal for tax reform as well as the GOJ's respanse to these proposals. The GOJ went further to articulate
a wider programme than originally envisaged by the IDB.
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Tax reform has been a critical part of Government policy for decades. In particular, the
Government of Jamaica is committed to reforming the tax system to ensure that the
system is simple, efficient, provides equity and fairness, and stimulates economic
growth whilst yielding adequate amounts of revenue.

The last major tax policy reform occurred over the period 1986-1991, resulting in the
introduction the General Consumption Tax in October 1991.

After a few years, various aspects of tax reform, some emanating from the 2004
Matalon Tax Policy Review Committee (mainly based on findings presented by various
consultants under the guidance of Professor Roy Bahl from the Georgia State University)
were pursued and implemented in 2005.

It should be noted that, during the period 1991-2005, a number of revenue
enhancement measures were introduced, in an attempt to balance the budget and
meet the fiscal challenges that prevailed. The measures, albeit horne of good intention,
assisted to further foster increased imbalance in the tax structure and failed to
meaningfully address the complexity, inefficiency and inequity in the tax system.

It was clear that, to address these issues, the Jamaican tax system warranted further
reform. In this vein, other reforms of the local tax system were subsequently carried out
after 2005.

In 2009 for example, notable recommendations for reforming the tax system emerged
from the National Planning Summit’s “Blueprint for Tax Reform in Jamaica” document.
Some of the recommendations from the Blueprint have since been implemented.

Despite some success in implementing selected tax reform initiatives over the years,
some of those policy measures were at times implemented in a piece-meal or ‘big-bang’
manner (rather than as part of a comprehensive reform package), thereby limiting the
intended positive effects.

Moreover, some of the intended reforms of the tax system were delayed partly due to
serious fiscal constraints and based on the fact that some of the proposed reforms
would have potential winners and losers. Consequently, the Jamaican tax system is still
in need of further reform.

The tax system remains complicated and inefficient due to, for example, multiple non-
standard tax rates and the absence of a uniformed rate structure. The system is also in
need of urgent reform due to generally low tax compliance levels, narrow tax bases (due
mainly to various exemptions and the granting of various incentives and waivers) but
relatively high tax rates, high dependence on direct taxes (especially, income and payroll
taxes) and based on the fact that only a few taxpayers generally bear the burden of
selected taxes.



2.10  After careful analysis of the current state of the local tax system, Government has found
it prudent to put forward a medium term tax policy framework for consideration. Crucial
aspects of this tax policy framework are discussed hereinafter.



3.0 CENTRAL PILLARS OF THE MEDIUM TERM TAX POLICY FRAMEWORK
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This reform would occur within the ambit of the medium term tax policy framework
which is linked to other frameworks, including the Fiscal Responsibility Framework,
specifically the Financial Administration and Audit (Amendment) (No. 2) Act, 2010 which

sets out specific fiscal targets.

Section 48C of the FAA {Amendment) (No. 2) Act, 2010 speaks to fiscal targets. The
Minister of Finance is tasked with taking specific measures: (a) to reduce the fiscal
balance to nil by the financial year ending on March 31, 2016; and (b) to reduce the
total debt to one hundred percent (100%) or less of the Gross Domestic Product (GDP)

by the end of the financial year ending on March 31, 2016.

Achievement of these targets will be challenging without: an improvement in

compliance; a broadening of the tax base; and achieving sustained economic growth.

Guiding principles include:

3.4.1 Sufficiency of the revenue (currently, so as to ensure the revenue base is
protected and the success of the Government’s financial programme)

3.4.2 Economic growth, efficiency and competitiveness

3.4.3 Enhanced Compliance & Convenience

3.4.4 Credibility & Viability of the Revenue (Projections and Actual Collections)

3.4.5 Reforming the Discretionary Waivers Regime (with a view to reducing these and
ensuring that the regime becomes transparent, targeted and justified based on
clear and objective qualifying criteria)

3.4.6 Sustainability & Certainty of the Framework through buy-in by the Opposition
and Affirmative Resolution of Parliament, but most importantly, the public at

large



3.5

Strategies to Facilitate Implementation include:

3.5.1 A systematic, structured approach to tax policy
3.5.1.1 Changes to tax rates — the GCT rate, among others — would be
structured in three-year intervals and be renewed or amended subject
to review
3.5.1.2 Ensure that there is performance monitoring with respect to tax policy
changes
3.5.2 Changes in the purview of income tax would be implementable on a calendar
year basis (effective January 1 — at the heginning of the tax year) to allow for
smooth transition.
3.5.3 A Pre-Implementation Period (right after the Budget Debate ends):
3.5.3.1 To sensitize the public to changes so that taxpayers can make the
necessary adjustments.
3.5.3.2 To provide the time needed to complete the analytical work and
modelling required to be sure of the potential revenue implications,
among other things.
3.5.4 Active Performance Monitoring of the respective tax policy changes



4.0 DIRECTION AND SCOPE OF THE TAX REFORiVI PROPOSALS

4.1 The following general reform measures indicate the reform direction: reduction of tax

rates; broadening of the tax base and simplicity of the overall tax system (See

Appendices | and 11).

4.1.1

4.1.2

4.1.3

4.1.4

4.1.5
4.1.6
4.1.7

Apply a Customs Administration Fee (CAF)® on all imports to shift the burden
from direct to indirect taxes (with the standard exceptions such as Diplomats);
Reduce the Common External Tariff {(CET); (this is subject to discussions with our
CARICOM partners)’;

Pay advance GCT — commercial importers only (with the exception of
petroleum and bauxite®)

Reduce the GCT rate(s) and widen the GCT base (It is crucial to note that
without a reduction of exempt items and a reduction of some goods which
attract 0%, among others, the extent to which the standard GCT rate can be
reduced will be limited);

Reduce income tax rates and/or increase the general PIT threshold;

Institute a phased compulsory filing of income tax returns®;

Simplify and amalgamate the various laws that provide authority for the
granting of waivers into an Omnibus Tax Incentive Law through a review of, and

overhaul, of the existing tax incentives and waivers.

3 From the consultations, there were indications that the CAF could be challenged given that there is a current court case relating to the
customs user fee. The CAF would not be WTO-compliant because it is applied only at the border. However, other CARICOM countries also have
fees that are not WTO-compliant (See Appendix 11). If the fee is commensurate with the service, it may be possible to impose the fee. The
environmental levy, which is also not WTO compliant, in particular, could be treated with if applied both at the border and as an internal tax.

% To reduce the CET on the over 600 tariff lines above 20% would require individual approval for each tariff line from CARICOM. This would take

some time.

> The current advanced GCT of 5% is viewed as illegal since it is only charged at the ports; it could be challenged under the new proposed

regime (Appendix I).

" Phased compulsory filing of returns was not opposed during the consultations held prior to this Green Paper hut there are concerns for PAYE
employees who have only one income source and would now be faced with the additional burden to file.
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