VAT on Digital Services Amendment to the Grenada Legislation

What VAT on Digital Services mean for Grenadians:
by The Tax Experts

As Grenada prepares to implement VAT on digital services, it is important to understand what
this means for both businesses and consumers. Digital service users include individuals and
businesses utilizing platforms such as Zoom, Coursera, Netflix, Spotify, Amazon and other
online services.

We must first recognize that services in Grenada have always been subject to VAT, except
where specific exemptions are provided, particularly under Schedule IV of the Value Added
Tax Act. This amendment does not introduce an entirely new concept, but rather removes
ambiguity by explicitly addressing the treatment of digital services within an evolving digital
economy.

Taxes serve not only as a means of raising revenue but also as a tool to regulate economic
activity. In developing economies such as Grenada, tax legislation often lags behind
technological advancement, creating gaps that can foster non-compliance. The digital services
sector is a key area of notable leakage, where funds leave the local economy and contribute to
the development of foreign economies. It is therefore both reasonable and necessary for
Grenada to ensure that some of this economic activity is captured locally.

While introducing VAT on digital services may increase costs for consumers and businesses,
it must be understood within a broader economic context.

For Grenadian-based businesses already providing digital services locally, this amendment
should not significantly change their VAT obligations. However, where these businesses
consume services from non-resident providers, the implications are more significant. In such
cases, the reverse charge mechanism— where the consumer rather than the supplier accounts
for VAT— will apply, increasing compliance responsibilities and operational costs that may
ultimately be passed on to consumers.

At the same time, this measure may help to create a more level playing field for Grenadian
businesses. By reducing the advantage foreign service providers currently hold, it may
encourage local innovation, investment, and the expansion of digital services within Grenada.

That said, the bill in its current form leaves several important questions unanswered. Notably,
it provides no specific VAT rate or threshold applicable to digital services, creating uncertainty,
which runs contrary to a core principle of sound taxation policy. Clear and predictable rules
are essential for effective compliance and implementation.

Based on these observations, it may be tempting to argue that now is not the right time for such
a measure. However, global trends suggest otherwise. As economies become increasingly
digitised, countries are moving toward taxing digital services as a necessity. Without



appropriate frameworks in place, Grenada risks falling behind, allowing further revenue
leakage and defaulting to a reactive rather than proactive stance.

Nevertheless, there are legitimate concerns. If the VAT rate applied is too high, it may
encourage underground economic activity, increase tax avoidance, and potentially lead to tax
evasion. A carefully calibrated or reduced rate should therefore be considered to minimise the
burden on consumers while still achieving the intended policy objectives.

Equally important is the issue of enforcement and monitoring. Grenada already faces
challenges in effectively measuring and tracking certain service-based activities. Without
supporting systems, such as government-issued VAT invoicing mechanisms or enhanced
digital tracking, this amendment may not achieve its full potential. This raises a critical
question: does the tax authority currently have the capacity to effectively monitor and enforce
compliance in cross-border digital transactions, or will it largely rely on taxpayer self-
assessment?

Public understanding is another key concern. There is already limited awareness of existing
VAT provisions, and the introduction of this amendment without adequate education may lead
to misinformation, unintentional non-compliance, and increased exposure to penalties. This is
particularly relevant in relation to the reverse charge mechanism.

Consumers and businesses that purchase digital services from non-resident entities should
familiarise themselves with the reverse charge system. Failure to comply can result in
significantly high and unnecessary costs. It is also likely that banks and other financial
institutions may be required to play a greater role in supporting compliance and enforcement.

Despite these concerns, the amendment does provide clarity by explicitly addressing digital
services, thereby removing previous uncertainties. The framework appears broad and
potentially robust; however, its success will ultimately depend on effective implementation,
enforcement, and supporting regulations.

Given that the bill remains silent on certain critical aspects, such as a minimum value for the
supply of digital service to require registration, it is reasonable to assume that the general
provisions of the existing VAT Act will apply. This, however, may introduce additional
complexity and may require further legislative or administrative clarification.

As this policy evolves, continued dialogue between policymakers, businesses, and consumers
will be essential to ensure a fair and effective system is introduced.



