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Walking an uncharted path

Overview

On presenting his statement of financial and
economic policiesfor 2009, The Prime Minister
and Minister of Finance, the Hon. David
Thompson, set the backdrop for his remarks by
first painting a gritty and realistic picture of the
global recession with which Barbados must
contend.

Do not expect alot of improvement until at least
2010, particularly in tourism and closely related
industries, he stressed, because the very people
we are wooing to this region are themselves
victims of the downturn. Furthermore, competing
destinations are discounting their offerings so
significantly that we cannot match them.

As Mr. Thompson emphasi sed throughout his
presentation, his Government is “walking an
uncharted path”. Ashe put it: “No one knows
what lies beyond the bend. We have not yet even
seen the bend.”

With all of the country’s major trading partners
experiencing shrinking economies of their own,
the Barbados economy is projected to fall by
between 2% to 2.5% in 2009. We can expect a
fiscal deficit of about $174.4 million, but the
more sombre news is that total public debt is
expected to be in the region of 102% of GDP by
the end of the year.

While the global economic environment isa
reality, Barbados can respond by what the Prime
Minister describes asa“Team Barbados® strategy
in which fertile brainsrally in the country’ s best
interest, regardless of political affiliation.

Mr. Thompson also made a pleato al Barbadians
for our understanding of the constraints facing the
Government, expressing confidence that “ our
people will not expect more of us than we can
reasonably give”.

The Prime Minister set out three fundamental
strategies on which the Government will focus to
meet the current challenges, namely:

e protection foreign exchange earnings and
aiming for growth;

e achieving stability, productivity and
efficiency; and

e expanding the social safety-net.
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Within that framework, emphasis was placed on
better marketing of Barbados as an “experience”
rather than merely a destination; greater
efficiency and elimination of waste in the public
sector and the reduction of annual Government
borrowing; and an emphasis on saving jobs.

Some innovations that are worthy of note include:

e alowing cash-strapped employersto defer
their contributions to the National Insurance
Scheme for one year;

e abolishing the burdensome and bureaucratic
covenant rules governing charitable donations
and allowing officia donation receipts
instead; and

e alowing small businesses doing business with
Government to get up to 90% of the money
they are owed in the form of advances from
the Central Bank, so they don’t go out of
business waiting to be paid.

Aswas expected, the Prime Minister’ s statement
reflected the Government’ s commitment to
providing affordable housing for more
Barbadians.

Some other highlights include:

e significant capital spending aimed at
upgrading the Barbados Water Authority’s
ability to meet the country’ sincreasing
demand for drinkable water, along with a
proposed increase in rates,

e continued emphasis on the road repairs
program;

o relief for automobile dealers by increasing the
rebate payable to them on the import of new
vehicles from 15% to 20%;

e raising the VAT refund on building materials
from $150,000 to $200,000 to help first time
home builders.

Employment Stabilisation Scheme

The Prime Minister proposed the implementation
of aschemeto alow eligible employers
experiencing cash flow difficulties to have access
to loans from the National Insurance Scheme,
equivalent to one year’s deferment of their
contributions to the Scheme.

In order to qualify, employers must have been
compliant as at June 30, 2009 and must give a
commitment to maintain current employment
levels for the period of the facility. This
arrangement is effective July 1, 2009. The loan
will be repayable over afive-year term with
interest charged at arate of 3%.

Therelevant legidation will be amended to
enable the Unemployment Fund to pay over to
the National Insurance Fund the difference
between what the NIS would otherwise have
earned on these employer contributions and what
the NIS actually earns under the terms of the
scheme.

The Prime Minister’ s view is that the scheme will
provide vital support to a wide cross-section of
employers and will reduce the number of
employees who may otherwise have become
unemployed and thereby entitled to draw on the
Unemployment Fund.

Comments

The Prime Minister haslabeled this scheme as
innovative and indeed it is. Herecognisesthat
many businesses have made a concerted effort
to maintain their levels of employment despite
reduced profit levels at the expense of their
cash flows. Thisscheme should resultin an
easing of the cash flow difficultiesthese
businesses ar e experiencing, aswell as
supporting employersin their commitment to
maintaining their current levels of
employment.
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Sincetheinterest rateto be charged isonly
3%, it will also be more cost effective for
companiesto use this mechanism as a means of
financing their businessesrather than relying
on overdraft facilities, which typically carry
much higher ratesof interest. It remains now
for Government regulatorsto ensurethat
businesses benefiting from this scheme do not
default on their commitment to the goal of
employment stabilisation. Thiseffort to assist
businessesin maintaining their levels of
employment highlights one of the
Government’s goals of enhancing the social
partner ship.

Waivers of penalties and interest

The Barbados Government has introduced a
program of relief to employers and self-employed
persons, whereby 50% of the total interest and
penalty owed in respect of outstanding national
insurance contributions or income tax, land tax
and value added tax is waived.

In order to qualify, persons must enter into an
agreement with the relevant Government
authority and the arrears must be settled within
the agreed period.

Comments

Thisinitiative seeksto assist those tax payers
who are currently unableto makethe
necessary paymentsto various Gover nment
agencies dueto fallout from the current
economic crisis. It should also reduce the
arrearsowed to the various Gover nment
agencies.

Training

The Prime Minister has stated that economic
recovery rests on the adaptability of the country’s
work force. He hastherefore indicated that the
National Insurance Board has approved afundin
the amount of $10 million for retraining and the
payment of a stipend for various coursesto be
offered at the Barbados Vocationa Training
Board and the Samuel Jackman Prescod
Polytechnic.

Comments

It isnot clear whether these cour seswould be
offered free or at a nominal cost to certain
individuals by the Government. However, it is
hoped that many individuals would take
advantage of this opportunity for retraining.

Health

The Prime Minister in his presentation made
referenceto a“ national strategy to get Barbadians
exercising and moving coupled with strategies
that include health promotion and education”. To
give effect to these strategies he has proposed the
establishment of a voluntary National Task Force
to facilitate amajor national exercise initiative.
As part of thisinitiative he will be reviewing a
package of tax incentives for Gym memberships
and equipment.

Comments

The package of tax incentivesfor Gym

member ships and equipment would haveto be
significant to attract a wide cross-section of the
society. Failingthisit would not havethe
impact that would be expected.
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Charities

Further to his announcement in the Financial
Statement and Budgetary Proposal in July 2008
that Government would be embarking on
innovative methods to capture international funds
in support of social and economic devel opment,
the Prime Minister proposed that amendments
would be made to the Income Tax Act to
facilitate the following proposals:

e theremova of the existing covenant rules and
allowance instead of official donation
receipts;

e section 85(1) of the Income Tax Act which
deals with interpretations to be expanded to
include other organisations or entities which
can be included in a Schedule to the Act;

¢ small organisations should not be required to
prepare and file legal documents with CAIPO
in order to be a benevolent organisation, a
letter from the appropriate Ministry that the
organisation is an approved organisation
should be sufficient;

e theallowance for tax purposes of both cash
donations and property; and

e large donations of over $1 million should be
carried forward for five years, with a
restriction on the amount that can be claimed
each year.

The Prime Minister has a so voiced hisintent to
permit large one-off donations to “ Specialy
Scheduled Charities” with amajor public purpose
to be written off in one year since such donations
will reduce the charities' dependence on
Government.

Comments

These measur es ar e designed to encour age
mor eindividuals and private sector

cor por ationsto make donations to charitable
organisations and reducethe burden on
Government to provide financial support.

The current system of registration of
benevolent organisationsis extremely
cumbersome, asisthe process of registering a
deed of covenant to such an organisation. The
initiativeswould encour age mor e per sonsto
make tax deductible donations, sincein the
case of individuals, donationsto such
organisations of up to 10% of assessable
income ar e deductible for tax purposes.

Incentivesfor cultural industries

The Prime Minister proposed a new regime of
incentives, concessions, credits and exemptions
for cultural industries to facilitate the requisite
investment and capitalization for cultural
projects, including those designed for heritage
development and preservation. He advised that
the new regime would be put forward in a Bill.

Comments

Thereisgreat potential for the growth of the
cultural industry. Given itsinternational
thrust, these measur es have the potential to
provide significant opportunitiesfor thelocal
businessman.
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Amendment of the International Trust
Act

The Prime Minister proposed that the
International Trust Act would be amended to:

o alow for the creation and regulation of
Private Trust Companies;

e clarify the definition of “trust business’;

o better define the spectrum of services offered
by Service Providers under the banner of trust
services;

e provide for the central registration of al
International Trusts; and

e provide guidelines on the licensing of trust
companies and identification of the principles
involved in the transaction.

Comments

Such an expansion and revisiting of current
international trust legidation will create
another much sought after avenue for
international business and, provided that
clarifications are made, marketing efforts can
be effectively conducted by service providers.

Holding companies

Amendments are proposed to the Property
Transfer Tax Act and Stamp Duty Act to exempt
from PPT and SD the transfer of shares of a
company to anon-resident of Barbados, provided
that the assets of said company consist wholly of
foreign shares, foreign securities and other
foreign assets and whose income is derived solely
from sources outside of Barbados.

These exemptions are to apply to transfers by
both Barbadian and non-Barbadian resident
shareholders.

Comments

In 2007 changes were made to the Income Tax
Act to exclude from assessable income foreign
dividends ear ned on non-portfolio investments
and exempt from withholding taxes payments
of dividendsto non-resident shareholdersfrom
foreign sourceincome. Itisnot clear from the
Prime Minister’s presentation whether the
criteriafor thisexemption isnow to be
changed to a “ substantial shareholding”, asthe
legidation currently refersto “ non-portfolio
investments’. These changeswer e designed to
create opportunitiesfor Barbadosto be used
asajurisdiction for the creation of holding
companies, but they did not go quite far
enough.

We commented in 2008 that we believethat in
order for Barbadosto truly become a holding
company jurisdiction of choice, the removal of
PTT and SD on thetransfer of sharesof such
entitieswould also be necessary. Thishas now
been proposed and the overall result will be
the creation of alegidative environment truly
conduciveto thelocation of holding companies
for regional and international enter prises.

Individuals resident but not domiciled
in Barbados

It is proposed that the Income Tax Act be
amended to reduce the effective rate of income
tax that individuals who are resident but not
domiciled in Barbados would be required to pay
on their foreign income. It is further proposed
that an individual who becomes domiciled here
be allowed to claim the foreign currency earnings
credit in respect of hisincome derived from
outside Barbados.
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Comments

Currently, an individual, who isresident but
not domiciled in Barbados, is taxable on
income derived from local sourcesand on
foreign incomethat isremitted or deemed
remitted to Barbados.

Thereduction in therate of incometax on the
remittance of foreign income to Bar bados by
individualswho areresident but not domiciled
would allow such individualsto remit income
to Barbados and pay tax at a lower ratethan
the present marginal rate of tax of 35%. This
will be especially useful where higher tax rates
exist in the sour ce country, and double tax
treatiesarein force.

Shipping

It is proposed that the Shipping (Incentives) Act
be amended to:

¢ include game/sports fishing;

e provide for an extension of customs duty-free
concessions to fishing rods and reels, safety
equipment such aslife rafts, satellite tracking
systems, flares, fire extinguishers, lifejackets;
satellite navigational systems, depth sounders,
VHS, SSB and AM Radios, to any company
engaged in commercial shipping and boating
in the tourist industry (including game/sports
fishers) from ten to fifteen years;

e permit the incorporation of shipping
corporations that are offshore (in terms of
requisite authority) and that are domestic;

e remove the restriction that a Director may not
be aresident of Barbados;

e permit the incorporation of a company to
operate bareboat charters;

o alow for the registration of external
companies under the Act aswell asthe
registration of a company owning a ship
registered in another jurisdiction; and

e enable ashipping corporation incorporated in
another jurisdiction to be registered as an
external corporation under the Act.

Comments

The Shipping Incentives Act will bewidened to
allow boatsthat operate game/sportsfishing to
specifically qualify as* approved shipping
companies’ and therefore qualify for certain
beneficial taxation concessions, such asthe
ability to offset approved capital expenditure
against futuretaxable profitsfor up to fifteen
years.

Todatethe utilisation of the Act in Barbados
has been limited, perhaps because, unlikethe
Tourism Development Act, which offers
similar (although mor e extensive) concessions,
many shipping companies are not currently
contemplated within the parameters of the
Act.

We welcome any attempt to expand the
qualifying base for concessionary legislation,
and expect that the attention generated by the
Prime Minister’sinterest in thistopic will

incr ease awar eness and utilisation of benefits
offered by the amended Act.

VAT and Import Duties

Despite “ strong recommendations for a one-off
increase in Value Added Tax”, the Prime
Minister has not proposed any increase in the
level of VAT.
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Rather, he has proposed certain measures
designed to assist in reducing the burden of
indirect taxation as follows:

e therebate payable to dealers on the
importation of new vehicles under certain
tariff headings, (as set out below) will be

increased from 15% to 20%;

Tariff Current New
heading | excisetax rate
87.03 31.95 26.95

87.03 49.35 44.35

87.03 61.34 56.34

87.03 78.73 73.73

87.03 105.00 100.00

87.04 47.77 42.77

87.04 65.16 60.16

e VAT isto beremoved from locally produced
art and craft sold in certain locations, such as
the airport and seaport;

e an expansion of the existing scheme sees the
removal of VAT on building materials for low
income houses increased from $150,000 to
$200,000, on a house costing ho more than
$400,000. In addition the family income limit
will be abolished;

o fromMay 1, 2009, all companies registered
on the in-bond scheme will have their bond
liability coverage reduced from 30% to 5%.

Comments

ThePrimeMinister hasresisted callsfor an
increasein VAT stating his belief that the
citizens of Barbados cannot bear such a
burden at thistime. He hasinstead chosen to
use VAT exemptions, to help boost local
industriesin specific sectors.

The expansion of the VAT refund on building
costs goes further in keeping with the
commitment, set out in the Democratic Labour
Party’s December 2007 manifesto, to remove
VAT from building materials on houses valued
up to $400,000, whilst also benefiting the local
building industry.

Theincreasein therebate of excise taxeson
importation of new vehicles by dealerswill be
welcomed by this sector which has seen a
consider able declinein new vehicle sales.

Licenses

Changes were proposed to gun and driving
license charges as follows:

o thecost of licensing afirearm will increase
from $75 to $200 per annum with an initial
charge of $500, effective immediately; and

e the cost of the annual renewal of alicensefor
those over 65 years old will reduce from $50
to $25 from January 1, 2010.

Comments

These measuresrid the system of two
anomalies, theincome from gun licenses
should now at least cover the cost of
administering the system, and the cost of a
driving licenseto thosewho areretired isnow
lower rather than higher than the licenses of
those still earning.
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Water rates

It is proposed that water rates be increased from
July 1, 2009. The rate of increase has yet to be

decided, and islikely to be significant although

will not be the 100% suggested by some.

Comments

It isclear that the water system isunder great
strain and needs a complete over haul, and that
money must befound to fund this. However,
the Prime Minister also made it clear that
those most vulner able would be assisted and
would not be denied access to this essential
commodity.

If you have any further questionsin connection with the above or would like to explore how these
pronouncements may impact your business or corporate arrangements, please contact any member of our
tax team listed below or your usual PricewaterhouseCoopers, Barbados contact.

Your PricewaterhouseCooperstax team:

Russ Jones, Tax L eader
Direct Line: 246 467 6754
Email: russ.jones@bb.pwc.com

Gloria Eduardo, Tax Partner
Direct Line: 246 467 6753
Email: gloria.eduardo@bb.pwc.com

Ronaele Dathorne, Tax & Corporate Services
Partner

Direct Line: 246 467 6652

Email: ronael e.dathorne@bb.pwc.com
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Louisa LewisWard, Senior Tax Manager
Direct Line: 246 467 6756
Email: | ouisa.lewis-ward@bb.pwc.com

Amanda I sherwood, Senior Tax Manager
Direct Line: 246 467 6626
Email: amanda.isherwood@bb.pwc.com

‘PricewaterhouseCoopers' refersto PricewaterhouseCoopers East Caribbean or, as the context requires, to the network of member firms or
PricewaterhouseCoopers International Limited, each of which is a separate independent legal entity.
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This Tax Newsletter providesa summary of key tax developmentsand isfor general guidance only. Action should not be taken on any
of the contents of this publication without obtaining specific advice. Theinformation contained in this publication isintended solely to
provide general guidance on matters of interest for the personal use of thereader, who acceptsfull responsibility for itsuse. The
information is provided with the under standing that the authors are not herein engaged in rendering legal, accounting, tax, or other
professional advice or services. Assuch, it should not be used as a substitute for consultation.
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