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Memorandun for Cabinet by the

Hon. Minister of '"rade, Industry and Agriculture

regarding the extengion of Income Tax Holiday in respect of
expension projects under the Alds to Industries Ordinance

In terms of the Aids to Industries Ordinance, 1959
exemnption from income tax on the profits or part of the profits
made by an industrial undertaking may be granted by the Governor
General for a period not exceuding ten vears from production
day.

P A number of firms so aided have expanded once, twice
and three times in some cases - and for every expanded project
applications for new tax holiidays and other benefits were
forthcoming. After very strong representations the Ministry
of Overseas Development reluctantly agreed that grant/loan
benefits be extended ~ to such expansions and this principle
hag been in application for sowme time. The Aids to Industries
Board consistently with this policy recouwended certain
expansion profits for ftax exemption on the basis that as expan-
sion projects were eligible for the same assistance as criginal
projects and for this reason were deemed to be a separate
project from the original one, it was not counsidered appropriate
to discriminate between grants, etc., and tax benefits.

51 Atteunpts were made to work out with the Inland
Revenue Department a suitable formula for the computation of
exeupt tax in respect of such expansions. Although the Ministry
of ‘'rade, Industry and Agriculture considered that it was not
impossible tu find such a forwula, admittedly it had proved
difficult to reach agreement with tine Commissioner of Inland
Revenue. In fact a formuiz for exbansion profits of firms
previpusly unexempt has been agreed and is functioning very
well, but no progress could be made on previcusly exeupt projects.
Further atteapts at seeking a compromise were only abandoned
after the Crown Advocate General had ruled that under the
current legislation no tax concessions could be given beyond
the maximum period of ten years. ‘The Aids to Industries Board
was not happy with this ruling especially as it came at a time
wien fiscal and financial incentives to industry in the United
Kingdom and Ireland were gtepped up.. The Board, however,
endeavoured to work things out within the existing franevork
and expansion profits vere reconnended for exemption only for
the balance of the period renaining under the original ten
year concession.
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4. liarlier this year difficulties were being met
following firm stands taken by a number of expanding companies
foremost among wiich was Malta Rubber Litd.

5. Malta Rubber Ltd. was set up in 1961 and went in
Tor tue first expansion program.e in 1964, Since then, this
company hasg had a further expansion plan approved for assistance.
They were allowed all the existing benefits including the ten
year tax holiday. The Company has now come out with an even
larger programame affording the possibility of eventual employ-
ment te 750 persons. The Hoard was however categoricalliy told

that they were not prepared to carry outbt tuese cxpansion projects

unless the tax concesslon extension is granted.

O Following the gtand taken by the Revenue Depariment
on the advice of the Legal Ufficer, the necessary tax exeuption
ordaers for the approved expansion projects werse not issued and
their Chairman, Sir George Dowty therefore sought an interview
with the Minister of Finance, Customs and Port and the Minister
of Urade, Industry and Agriculture. In the course of the
meeting both Ministers told Sir George Dowty that every action
will be taken to aliow them to enjoy this benefit as they
agreed with Sir CGeorge Dowty's stand that an expansion project
should qualify for all the aids including income tax exempition
for ten years, The Minister of Pinance, Customs and Port also
a.reed to grant exemption under section 8(2) of the Incone
Tax Ordinance peinding consideration as whether the Aids to
Industries Urdinance should not be amended to provide for
such cases.

T Another director of the Dowty Group, Sir William
Mills thomas, recently called on His kxcellency the Governor
General and expressed gross frustration in view of the time
which is being taken for the issue of the necessary exem?tian
order and for the enactuent of the necessary amending legis-~
lation.

8. No progress has so far been made because of certain
objections raised by the Inland Revenue on legal, technical,
revenue and other considerations. There is of course force
in the arguments brought forward by the Department, but there
is greater force in the counter argument that.there will be
no nev jobs or additiopnal revenue from this type of development
if expansion projects were t0 be discouraged through denying
tax concessions. i



T

onali ta' Malta

L-Arkivji‘Nazz]

il

9. In the considered vieu of the llinister of Trade,
Industry and Agriculture it will seriously prejudice our
industrialization drive if we were tou deny income tax c¢xemptions
to expansion projects beyond the original statutory period of
ten years at a time when Governwent is intencifying its eiforts
in order to encourage the existing industrial set up to expand
its activities. The acceptance of the stand taken by Inland
ftevenue would be tantamount to accepting tue pump priming
principle advocated by the British Authorities and which

Governunent so strongly resisted.

1Q. Hon. IHinisters are therefore asked to approve that
expansion projects should be allowed the fu.l tax benefits
of ten years and to direct tuat carly action be taken to
introduce the necessary amendment to the Aids to Industries

Ordinance.

Uetober 1967.





