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Sectorial Analysis and Commentary

Agriculture

“Put Trinidad and Tobago on
your table”, “a food secure
nation”. These are just a couple
of the catch phrases used by the
Ministry of Food Production,
Land and Marine Resources

to highlight the need for
increased local food production
and the use of local fruits and
vegetables. However, if you
ask the average householder

in T&T whether they have

seen a greater supply of or
reduced prices on local produce
coming into their kitchen,

what would the answer be?

The Finance Minister during
last year’s budget speech
highlighted the importance of
the agricultural sector in the
government’s plans to reduce
the nation’s food importation
bill and to increase dependence
on local food production. How
much closer are we to making
this a reality? “Revised”
incentives in the agricultural
sector to encourage sustainable
development and an “ambitious
infrastructure programme”
were among the many offerings
referred to by the Minister.
How many of these plans

have materialised and how
successful have they been at
achieving the outlined goals?

Global warming and the
resultant changes in climatic
conditions have caused

a decrease in world food
production and an increase in
global food prices. The Central
Bank in its economic bulletin
of July 2011 has indicated that
the full effect of the 107.1%
increase in wheat prices in the
year to June 2011 will be felt
in our domestic economy in
the next two to five months.
We are already feeling the
impact of this with the recent
increases in bread prices.
Similar trends are evident in
other imported staples such

as rice and dairy products.
The Government has put in
place its “revised” incentive
package to the agricultural
sector which includes
assistance in the acquisition
of vehicles and equipment,
land preparation, water for
agriculture, agroprocessing,
security and guaranteed prices
in some sectors Viz rice, cocoa,
coffee and milk to name a few.

The Minister has indicated
that effective January 2011
the criteria for proof of land
ownership/tenure which posed
a hindrance to farmers being
able to access these initiatives
has been removed and the
Central Bank has reported that
farmers experienced increased
production of vegetables and
fruits in the first half of this
year due in part to being able
to access these incentives.

“Put Trinidad and Tobago on your
table”, “a food secure nation” these are
just a couple of the catch phrases used by the
Ministry of Food Production, Land and Marine

Resources to highlight the need for increased local
food production and the use of local fruits and
vegetables.
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2. NGO Contributions

“To encourage the corporate
sector and individuals to
substantially increase their
contributions to NGO”s”
GORTT proposes to amend the
legislation to “clarify” their
qualification as tax deductible
expenses. Currently the
legislation allows for the
deduction of

- expenditure on artistic work
by a national of T&T

- expenditure on the
sponsorship or promotion of a
sporting event or local sports
person

- expenditure on the
sponsorship of audio, visual

or video productions for the
purposes of local education

or local entertainment or
reflecting local culture for radio
or television up to a combined
maximum of $2m per annum;
and

- covenanted donations to
approved charitable and
sporting bodies up to a
maximum of 15% of “total
(taxable) income

It is unclear what amendments
the Minister proposes to
introduce to “substantially
increase” donations to NGOs.

3 SME Public Listing Credit

To encourage small and
medium enterprises (SMEs),
many of whom are highly
leveraged, to veer away from
borrowings, which are often
expensive, towards often
cheaper equity financing,
GORTT is proposing to reduce
the tax rate payable by those
entities on their chargeable
profits from 25% to 10%.

It is unclear whether this
incentive will also be offered to
companies in the petrochemical
sector which pay tax at the
rate of 35%. To qualify for this
relief the SME must satisfy the
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following criteria

- it must have capital of
between $5m and $50m

- it must be listed on the SME
(third tier) market to raise
capital through an initial public
offering (IPO)

- it must have a minimum of 25
shareholders who must hold at
least 30% of its share capital.

Given how inventive we “Trinis”
can be, GORTT will have to
ensure that it minimizes the
opportunity for abuse of this
incentive by for example
ensuring that the legislation
doesn’t allow a company to
qualify if its shareholders are
related parties which will
therefore leave the effective
control in the hands of one or a
few shareholders.

Of greater significance though
is that GORTT is targeting small
to medium enterprises which
are likely to be less structured
and by definition more risky
propositions than their larger
counterparts which have to date
resisted “going public”.

It would seem that there are
several significant players in
the local corporate world which
are well poised to list but have
resisted this option so that the
current owners can maintain
full control and avoid “opening
their books to the world”. The
addition of these players to
the stock market would have a
greater likelihood of increasing
the interest of local investors
in the market. One of the ways
to encourage this might be to
level the playing field between
the tax treatment accorded to
debt and equity financing. On
this issue we would refer you
to our article on the financial
crisis found at page 11 of this
document.

Another measure which may
serve to promote greater
involvement on the capital
market is the introduction

of thin capitalization rules
which was promised, but not
implemented, by the last
administration.

4. Alternative Energy Incentives
GORTT has indicated its
intention to increase the range
of incentives offered to promote
the switch to alternative energy
by the addition of the following
incentives

- an allowance of 50% of the
expenditure incurred in the
purchase of equipment for

the retail dispensing of CNG
and LNG up to a maximum

of $2m per station. It is not
clear whether the maximum
quoted refers to the allowance
or the expenditure. This will
cover the period 1 January
2011 to 31 December 2015
and therefore have retroactive
effect. It should be noted that
a person who takes advantage
of this relief will not be entitled
to claim wear and tear on the
equipment in question.

- a 50% reduction in import
duty on vehicles manufactured
to use natural gas and have an
engine capacity of less than
2300cc. This too will cover the
period 1 January 2011 to 31
December 2015.

- with effect from 1 January
2012, a wear and tear
allowance of 130% of
expenditure incurred on CNG
related expenditure initiatives.

- with effect from 1 January
2011, a wear and tear
allowance of 150% of
expenditure incurred in relation
to solar heaters, wind turbines
and photovoltaic systems

the latter two measures have
already been enacted in the
Finance (No. 2) Act 2010 with
an effective date of 1 January



2011 in both cases .

It is unclear how much success
has been achieved to date in
promoting the use of alternative
energy.

5 Transfer Pricing
Income Tax

The measures addressed above
in relation to contributions to
NGOs and alternative energy
are also expected to impact
individuals.

Value Added Tax

Persons in the petroleum

and related service sectors in
particular will welcome the
proposed amendment to the
Value Added Tax Act to exempt
from VAT items imported for

a temporary purpose for use

in this sector. These items,
such as drilling rigs, ships

and bunkering vessels are
generally extremely expensive
pieces of equipment which
attract significant amounts of
VAT which currently have to
be paid over to the Customs
Authority and in respect of
which the importer experiences
inordinate delays in securing
refunds. While GORTT has been
making an effort to address
this issue by allowing these
items in free of VAT, this entails
a fairly cumbersome process
that had to be followed for
each individual item imported.
This measure will provide long
sought after relief from both
the burdensome tax with the
attendant cashflow challenges
and the administrative process
to secure relief.

The items which will attract

relief are

- drilling rigs

- drill ships

- pipelay vessels and barges

- anchor handling tugs in excess
of 35 meters in length

- geophysical survey vessels

- heavy lift installation crane
barges

®

- oil skim vessels

- rig and platform supply vessels
in excess of 60 meters in
length

- vessels used in bunkering in
excess of 65,000 barrels

- floating dry dock in excess of

1000 DWT for repair of anchor

handling tugs and platform

supply vessels.

While the proposed amendment
is welcomed, it would seem
that the fundamental issue of
the definition of a temporary
import may still arise if an item
other than those listed above

is imported for a temporary
purpose and remains in T&T for
more than three months.

The Minister also signalled
GORTT’s intention to increase
the VAT threshold from
$200,000 to $360,000 in a
twelve month period. This will
be the second adjustment to the
threshold since the introduction
of VAT in 1990.

Building the Economy - 2012 Budget Memorandum 17

®



Property Tax

While the attempts made

by the prior Government to
bring changes to the Property
Tax Regime fueled a national
controversy, most people would
not dispute the fact that the
Land and Buildings (L&B)

Tax Act 1920, which has been
regulating property tax in
T&T for the last 90 years, has
become largely outdated and
inadequate. The rate of taxes
imposed and methodology
followed in arriving at the
liabilities, the infrequency of
revaluations and the resultant
disconnect between property/
rental values and the values
for property tax purposes
produced results which did
not consider factors such

as inflation, the positioning
of Trinidad & Tobago as an
increasingly modernized
society with an improved
standard of living and demand
for improved services and
developmental changes in the
global tax arena with respect
to the most currently used

tax regime features. Similar
problems were also experienced
with respect to the Municipal
Taxes Act which addressed the
issue of property tax in the
municipalities, even though this
Act is of more recent vintage
than the L&B Act. There was
also considerable disparity

in the rates of property tax
imposed on the populace.

Since Government continues

to look for creative ways to
stimulate economic growth
and moreso to increase its
revenue in a period of economic
uncertainty and anxiety, the
waiver of property tax in
income year 2010 was a
(pleasant) surprise to many,
even more so was Governments
failure to re-institute the tax,

or some version of it, in 2011.
Of even greater significance is
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Notwithstanding those issues the Government in the
last national budget signaled its intention to revert to
the old L&B tax regime which imposed the following

rates:-
Classification Rate
Undeveloped land $10 per acre
Building 7Y% of ATV

The estimated property tax income forgone, based on
the Draft Government Revenue Estimate, is as follows :-

Year Original Estimates - Revised Estimates -
$ Million $ Million

2010 325 24

2011 174 10

2012 15 NA

the fact that the Honourable
Minister has made no mention
of the issue of property tax in
his budget presentation 2012.

Based on the official estimates,
the income lost from this source
over the last two years was in
the vicinity of $200m. With the
vacillation of income from the
petroleum and petrochemical
sectors in the face of the global
economic meltdown, this

loss cannot be trivialised.

These estimates reflect
approximately 46% decrease
in 2011 as compared to 2010
and a further 91% in 2012
as compared to 2011. The
revised estimates highlighted
in the table above however
paint a different picture. In
the absence of information on
the Government’s intention
with respect to the future

of property tax it is difficult
to comment on the trend,

or what accounts for the
year on year disparity.

Property tax revenue for 2011
was expected to account for
a mere 0.49% of the total

tax revenue while in 2012

it is estimated to contribute
0% to revenue . This might
explain why GORTT has been
prepared to date to forgo
collection. On the other hand
others may argue that herein
lies the basis for reform since
essentially by subscribing

to the archaic system the
Government is not fully
exploiting the revenue earning
capacity of this mechanism.



Other Taxes

Taxes on Income
And Profits
1%

Tax Revenue 2011

Taxes on
0.51% International Trade
6%

Taxes on Goods
And Senvices
22%

Taxes on Property
0.49%

Source: Draft Government Estimates of Revenue 2011

Taxes on Income
And Profits
74%

Tax Revenue 2012

Other Taxes
0%

Taxes on Goods And
Senvices
20%

Taxes on Property
0%

Source: Draft Government Estimates of Revenue 2012

T&T is lagging behind most

of its Caribbean neighbours

in the area of property tax.
Most jurisdictions in the
Caribbean region currently
base their property tax regimes
on certain inputted values of
property (e.g: market value,
net property) rather than the
rental value of a property,
which is seen as antiquated and
unfair. This trend is reflective
of international practice.

The market value methodology
however presents a challenge
in developing economies where
market values may not be

readily available. To address this
issue certain Tax Authorities
within the region have resorted
to an alternate approach based
on the cost of replacement of
buildings less depreciation.

While in certain territories of
our region this approach would
only come into play where no
data is available for a given
property, international advisers
suggest a more standardised
and simplified approach for
developing economies: the
adoption at least for a transitory
period of a statutory formula

to arrive at the “fiscal value”
of the property. The key would
be for that formula to remain
simple and geared toward
mass-valuation procedures.
That fiscal value could take
into consideration factors
such as sale transactions,

soil quality, development in
the zone for land and factors
such as characteristics,

size, construction cost

and a certain level of
depreciation for buildings
and be adjusted by region.

This technique may be
worthy of consideration

in T&T as it may serve to
neutralise the distorting
impact which our petroleum
sector earnings would have
had on local property prices.

A 1996 IMF report, in
comparing an annual rental
value to a capital-base value
method, declared that both
methods identified that “the
capital-value base has the
advantage of more closely
approximating a tax on
immovable property wealth and
more effectively discouraging
speculative withholding of land
ready for development.” It is
generally recognised that this
method is a valuable tool in
promoting land use efficiency.

Property taxes are controversial
by nature and so it may be
prudent to consider a phased
introduction of a new regime
which allows for a full
understanding of the taxes

by the population at large

and communication of the
assessments and the liability
in advance of the actual
imposition of the tax as we are
of the view that much of the
protest regarding the recent
legislation was prompted

by a lack of information
regarding the details of the
likely impact of the new tax on
each person’s tax obligation.
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Transfer Pricing

On the heels of the country
becoming the 102nd member
of the OECD (Organisation for
Economic Co-operation and
Development) Global Forum on
Transparency and Exchange of
Information for Tax Purposes,
the Government has announced
its intention to introduce
transfer pricing legislation
mirroring the core principles
advocated by that organisation.
With more than half of the
world’s trade being controlled
by Multinational Groups of
Companies (MNEs), the issue
of transfer pricing is at the
heart of most of the issues
that engage the attention of
Tax Authorities worldwide,
including our own Board of
Inland Revenue, whether or
not it is identified under that
heading. In simple terms,

Tax Administrations seek to
ascertain the “trueness” of

the taxable profits declared

by enterprises transacting
with related parties. The basic
tenet guiding their approach
is that transactions between
associated enterprises should
yield the same tax profits

as similar transactions with
unrelated parties. This is

what is referred to as the
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“arm’s length principle.”

There exists a variety of
methodologies geared toward
effecting that comparison and
the OECD has in its publication
“Transfer Pricing Guidelines for
Multinational Enterprises and
Tax Administration” listed the
most frequently utilised ones.
While most players
acknowledge that the transfer
pricing principles are aimed at
addressing market distortions,
certain circumstances

make the application of the
guidelines challenging or even
questionable in some circles.
Examples:

- where no comparable
data exist for a highly
specialised / unique

product or service

- where being

part of a Group affords
economies of scales

- where the nature of the
transaction is such that it would
not have taken place if the
parties were not within a Group
The current T&T tax legislation
contains a management fee
restriction provision which is
intended to act as a deterrent
to inflated inter-company
transactions by limiting

the deduction that can be

claimed for costs imposed by
non-T&T related parties.
However the current provision
is arbitrary and onerous since it
does not give any consideration
to the value of these services
contracted in the real world
and it applies indiscriminately
to related parties and third
parties alike. It is hoped

that this management fee
restriction will be removed
when the transfer pricing
measures are introduced.

We await the legislation

to ascertain whether this
proposed measure will
facilitate or exacerbate the

tax compliance experience

of our multinationals which
are accustomed to complying
with transfer pricing rules
worldwide, but are frustrated

by our deductibility restrictions.

Issues that the legislation
should aim to resolve

include the following:-

- what methodologies
will be acceptable,

- will it apply to local
groups and in this regard it
should be noted that this a
highly specialised area which
generally requires the input of

persons with the right expertise.



Appendix 3 continued

Middle Income Person

Income

Less:

Personal Allowance

Tertiary Education Allowance
Pension/Annuity/NIS Contributions
First Time Houseowners Allowance
Children’s life Fund

Taxable Income

Income Tax Thereon

Effective Tax Rate

Higher Income Person

Income

Less:

Personal Allowance

Tertiary Education Allowance
Pension/Annuity/NIS Contributions
First Time Houseowners Allowance
Children’s life Fund

Taxable Income

Income Tax Thereon

Effective Tax Rate
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2012

2 50,000 2

60,000
45,000
20,000
18,000
12,000

9 5,000

23,750

9.5%

2012

8 00,000

60,000
60,000
30,000
18,000
120,000

512,000

128,000

16.0%

2011

50,000

60,000
45,000
20,000
18,000
12,000

95,000

23,750

9.5%

2011

800,000

6 0,000
60,000
30,000
18,000
120,000

512,000

128,000

16.0%



Appendix 3 continued

Retiree (Over 60yrs)

Income

Less:

Personal Allowance

Tertiary Education Allowance -
Pension/Annuity/NIS Contributions
First Time Houseowners Allowance
Children’s life Fund

Taxable Income

Income Tax Thereon

Effective Tax Rate

Summary

Effective Tax Rates Comparatives
1. Lower Income Person
2. Middle Income Person
3. Higher Income Person

4. Retiree

2012

100,000

60,000

10,000

30,000

7,500

7.5%

2011

100,000

60,000

10,000

30,000

7,500

7.5%

2012 2011
2.08% 2.08%
9.50% 9.50%
16.0% 16.0%

7.5% 7.5%
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Appendix 4

Revenue
$b
Income and profits 29.503
Goods and Services 8.058
International Trade 2.248
Other 0.199
Property non tax revenue 4.736
Other non tax revenue 0.894

Repayment of past lending 0.032

45.670

Source: Details of Estimates of R evenue
for the Financial Year 201 2

E xpenditure

$b
Ministry of Finance(*) 13.787
Ministry of National Security 2.968
Ministry of Education 4.011
Ministry of Health 3.657
Other 32.583
57.005

Source : Details of Estimates of
Expenditure for the Financial
Year 2012

Revenue-Estimate
2012

®|ncome and
profits

B Goods and
Services

B |nternational
Trade

E Other

® Property non
tax revenue

Other non
tax revenue

Expenditure-
Estimate 2012

B Ministry of
Finance(*)

B Ministry of
National
Security

® Ministry of
Education

® Ministry of
Health

H Other
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Appendix 4 continued

Fiscal Revenue

Estimate 2012
$m
Tax on Income / Profits
Petroleum Taxes 14,109.95
Corporation Tax 8,487.60
Individual Income Tax 5,351.39
Other Income Tax 1,553.06
Taxes on Property 15.00
Taxes on Goods and Service s 8,058.03
Taxes on International Trade 2,248.08
Other Taxes 184.00
40,007

Source :Details of Estimates of Revenue for the Financial Year 201 2

Fiscal Revenue Estimate 2012

B Petroleum Taxes

E Corporation Tax

B |ndividual Income Tax
H Other Income Tax

® Taxes on Property

Taxes on Goods and
Services

Taxes on International
Trade
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Appendix 4 continued

Variance Variance
. Revised Estimate . .
Estimate Estimate 2011 Vs Estimate !{ewsed
2011 2011 Revised 2012 Estimate 2011
Estimate Vs Revised
2011 Estimate 2012
$m $m % $m %
[ _100,
Ministry of Education 3,559.21 5% 4,010.95 13%
3,737.89
.. 3,612.28 6% 3,656.90 1%
M t f Health
tistry o 3,417.96
[ _1=0,
Ministry of National Security 2,585.29 e ARETED =
2,806.25
. s . 9,086.85 t 46% 9,371.03 6%
Ministry of Finance 6.845.32
Ministry of the People and Social 3,717.15 -13% 3,472.28 7%
Development 3,277.92
Other 25,908.71 11% 30,235.70 -17%
20,011.55
49,096.89 | 49,369.49 | 1% 53,714.46 33%

Source : Details of Estimates of Recurrent Expenditure for the Financial Year 201 2

Recurrent Expenditure

® Ministry of Education

B Ministry of Health

B Ministry of National Security
B Ministry of Finance

E Ministry of the People and

Social Development
= Other
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