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EXECUTIVE SUMMARY 
 
We provide below a summary of the main features of this report: - 
 
HEADLINES 
 
 
A Goods and Services Tax (GST) for Jersey is feasible. 
 
A simple, broad-based, single rate tax will raise the required £40-45 million tax yield.  (The key 
to success will be not to depart from this formula). 
 
The opportunity exists to adopt a GST at one of the lowest rates and highest thresholds in the 
world. 
 
There would be a minimal impact on the cost of living and Jersey’s key industries and 
international competitiveness would be protected. 
 
Small traders would not be burdened with the tax. 
 
Administration would be cost effective. 
 
Low-income groups could be protected. 

 

BACKGROUND 

Earlier this year, the States agreed two major changes to Jersey’s tax structure: 

• A reduction in the tax on corporate profits for financial services providers from the current 20 
per cent to the internationally competitive rate of 10 per cent; and 

• A general rate of zero per cent tax on corporate profits for other businesses. 

These changes, colloquially known as “zero/ten,” were considered to be a vital factor in ensuring 
Jersey’s economic future and the continued provision of high quality public services. 

They will enable Jersey to meet European Union demands for non-discriminatory company taxes, 
whilst allowing the Island to preserve “tax neutral” companies for use by the financial services 
industry in its export markets - thereby combating competition from other business centres to attract 
this highly mobile and economically important sector away from Jersey.  

However, the overall effect of “zero/ten” will be to reduce Jersey’s annual tax revenue by an 
estimated £80-100 millions, forecast to occur in 2008-2010. 

It was decided that spending the Island’s £400 million Strategic Reserve, or borrowing to make up the 
deficit, were not sustainable options and that the shortfall in revenue would have to be raised in a way 
that would not add further pressures that might drive the financial services industry to relocate in 
other parts of Europe, or overseas. 

A number of mitigating measures were proposed - such as eliminating waste and increasing efficiency 
in the delivery of public services, expanding the economy through economic growth, phasing out 
Income Tax allowances for well-off households and introducing an Income Tax instalment system - 
and these are being pursued. 

Nevertheless, some form of new tax, or taxes became inevitable, both to fill the revenue gap and to 
offer the potential to move away from an over dependence upon the economic uncertainties and 
fluctuations of direct taxation (i.e. Income Tax). 

Potential options for new taxes included a goods and services tax (GST), a payroll tax, environmental 
taxes and development levies and separate investigations into the feasibility of these were undertaken. 
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THE PROJECT 
In September 2004 the international development services company, Crown Agents, was 
commissioned to draw up proposals for a prototype GST that would meet £40-45 million of the 
anticipated revenue gap from a single tax rate of not more than five per cent.  

The system was required to protect Jersey’s key industries and to have a minimum impact on the Island’s 
economic and business competitiveness, while being as simple as possible for the revenue agency to 
administer and for the taxpayer to comply. 

The project was divided into three phases - Inception; Consultation/Fact Finding; and 
Analysis/Review. Timing was important: Crown Agents was required to produce a Final Report by 
the end of December 2004 to assist the Finance and Economics Committee in making its 
recommendations to the State in February 2005. 

The Final Report has been delivered on time and the project has been completed within budget. 
However, the work has been challenging and some difficulties have been experienced - notably a 
paucity of relevant data on which to base financial predictions.  

CONSULTATION 
One of Crown Agents’ first tasks was the preparation of a discussion document (“Reforming Jersey’s 
Taxation Structure: A Goods and Services Tax - the right way for Jersey?”), which was published by 
the Finance and Economics Committee on 28 October to inform the Jersey public about the various 
alternatives and to stimulate the general debate on the GST issue. 

There followed a six-week consultation period, during which a series of public meetings, workshops 
and discussions with special interest groups were held and submissions were invited from individuals 
and organisations. 

Every opportunity was given to all members of society to make known their views. However, given 
the importance of the GST issue, both to the business community and the general public and the 
widespread pre-publicity about the consultation process, the overall response to the invitation to 
contribute to the GST debate was, in our view, surprisingly small. 

The three public meetings were poorly attended and the number of written submissions by letter and 
e-mail was low. We were disappointed also that - with some notable exceptions - representatives of 
the financial services industry did not take full advantage of the consultation opportunity.  

However, some high quality responses were received and the contributions of the workshops were 
particularly informative and valuable.  

Crown Agents also accepted every request to meet with various organisations, both during and after 
the consultation period. This provided the opportunity to better understand the potential impacts of 
GST on different sectors of the community.  

The issues were also comprehensively reported by the local Media and, overall, we believe that the 
main objectives of the consultation - to provide information and raise the level of debate - were 
achieved.  

Among those who did take part in the consultation, there was significant support for a system of GST 
for Jersey but also a considerable body of opinion against, together with concerns about damage to the 
Island’s commercial competitiveness, possible inflationary effects, the impact upon small businesses 
and tourism, the cost of administration and, above all, the effect on low-paid and fixed income groups. 
There were demands to exclude from the tax base such items as food, children’s clothes and health 
care, if a GST were to be introduced. 

A JERSEY GST 
We believe that Jersey has reached a stage when it would be possible to develop a more balanced and stable 
tax system and that this could be done by introducing a consumption tax like GST. We are therefore 
proposing the adoption of a simple GST - one that has a single rate and a broad base, with few exceptions. 
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While, at first sight, it might appear that this ignores the concerns raised during the public 
consultation, it is our firm view that the solution we propose, taken as a whole, will preserve the 
Island’s economic competitiveness and will have a minimal impact on the business community and 
the cost of living. 

In arriving at our recommendations we have been mindful that there is an inherent danger that the 
adoption of GST has the potential to raise the overall cost of living and disadvantage the lower paid 
more than the wealthy. 

However, there are at least four factors that have proved mitigating in this respect and have convinced 
policy makers elsewhere in the world to be less concerned about such effects. 

First, there is no reason why each and every tax in the tax system of a country must have 
“progressivity” (i.e. linked to the ability to pay), as long as the system in its entirety is “progressive.” 
Second, the cost of living impact of any consumption tax, especially on lower income groups and the 
vulnerable, can be offset by adopting some form of income support. Third, the competitiveness of an 
economy depends not only on taxes but also upon non-tax factors and, fourth, it is possible to design a 
consumption tax system, such as GST, in a way that will protect the competitiveness of a country’s 
key industries and exports in the world markets. (In any event, the extent of the impact on cost of 
living and competitiveness should be considered in the same context as the effects of alternative 
revenue raising measures). 

In Jersey’s particular circumstances, there is one additional and highly favourable factor. 

Having validated the economic estimates previously prepared by the economic consultants, OXERA, 
as far as possible on the basis of available data, it is likely that a broad-based GST would raise the 
required £40-45 million of revenue with a single rate which could be as low as three per cent and with 
a threshold for registration of £300,000.1 

This extremely low rate of GST (one of the lowest in the world) and a very high threshold (one of the 
highest in the world) will render many of the above-mentioned disadvantages less painful.  

In order to achieve such a low rate there must be few zero rates; few exemptions; and an invoice-
based collection and administration system.2 

Again, we have noted the comments made during the public consultation to exclude such items as 
food, children’s clothes and other items from any GST for Jersey. However, the effect of so doing 
would be to raise the rate of tax on other goods and supplies and complicate the administrative 
process. This would result in a greater proportion of the tax yield being spent on administration, with 
the result that taxpayers could pay, overall, a greater amount in tax, with only a marginal benefit to 
lower income groups. 

ADMINISTRATION 
Questions about the administration of GST were high on the agenda during the public consultation. 

With regard to these concerns we calculate that administration would, if our recommendations are 
adopted, be cost effective. GST in the form we propose would require only ten additional staff in the 
Customs and/or Income Tax departments, who could be accommodated within existing facilities. 
There would be initial set-up costs and an investment in information technology systems would be 
required but this would be relatively modest and we envisage that the resulting cost of collection 
could be as low as one penny for every revenue £1 collected. 

                                                 
1 Threshold is the amount of business turnover of taxable goods or supplies below which a business is not 
required to register for GST. A non-registered business cannot recover GST on its trading expenses and charge 
GST to its customers. 
2 Zero-rated goods or supplies are those that are deemed to be taxable but at a zero rate. For social/political 
reasons this gives relief to the consumer on certain items while enabling the registered trader to recover the 
GST incurred on business expenses. Exempt supplies are those that are not subject to tax. Businesses making 
exempt supplies may not register for GST, cannot recover GST on their business expenses and cannot charge 
GST to their customers. The tax “sticks” with them. 
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As far as who would administer the tax: in most countries throughout the world Customs departments 
are ideally placed to administer GST on imports and this should be the case in Jersey. However, 
Jersey Customs do not currently have the structure, culture, or skills to administer domestic GST - 
bearing in mind that GST is a tax levied on both imports and the domestic supply of goods and 
services.  For this reason we recommend that the Income Tax Department should be the agency with 
the prime responsibility for the tax as a whole and the direct administration of the domestic GST-
registered population - with the Customs Department acting as its agent for the tax on imports.   

The public concern to protect small businesses would be met also by adopting the £300,000 turnover 
threshold. This high threshold would eliminate almost three quarters of Jersey’s trading community 
from the administrative burdens of accounting and collecting GST. 

The effect would be to maintain the competitiveness of small businesses and, together with the low 
rate, would increase the likelihood that some of the price increases resulting from GST would be 
absorbed, thereby further reducing the impact on the cost of living for the consumer. The rise in the 
cost of living would be, in any event, lower than the headline rate of GST. 

FINANCIAL SERVICES 
The impact of GST on the Jersey public could be even further reduced if an element of the GST burden 
were to be borne by the financial services sector.    

In fact, the future treatment of the Jersey financial services industry under a GST system, within the pre-set 
design criteria, proved to be one of our biggest technical challenges - i.e. how to keep the system simple 
while protecting the competitiveness of the financial services sector? 

We believe our solution will meet the needs of the industry and the public expectation, expressed during 
the consultation period, that the industry should bear a contribution to GST.  Indeed some of its 
representatives indicated that the industry could bear a contribution towards the GST target without 
materially affecting its ability to operate competitively from within Jersey. 

We therefore recommend that the providers of financial services should be registered for GST but, rather 
than impose what would be an unduly onerous requirement to implement a generic approach, a scheme 
should be devised that would establish a GST burden by reference to the type of activity and the customer 
profile of individual firms.  Tax borne on inputs would be offset against this figure to determine a 
balancing liability/repayment.  Their supplies would not be subject to tax and they would not be involved 
in partial exemption calculations (to determine their deductible input tax). The various suppliers of 
financial services (“vehicles”) that underpin much of the activity in the sector would be subject to special 
provisions that secure their existing tax neutral status. 

This should allay the fears expressed by many in the industry of increased costs of administration, as is the 
case in the United Kingdom and Europe.  Importantly, this solution would offer sufficient flexibility to 
prevent the loss of business to competing jurisdictions.  A scheme that has some similar features is in place 
in Singapore. 

The GST yield that this scheme would realise cannot be estimated without detailed work on the present 
competitive position of the sector which goes beyond the scope of this assignment. 

We recommend that, should it be decided to proceed with a GST system, detailed consideration 
should be given to this issue to enable the Jersey Government to give a clear and early message to the 
financial services sector that they will remain competitive under a GST, while satisfying public 
opinion that the industry is making a fair contribution to the tax yield. 

IMPLEMENTATION 
With regard to the implementation of a GST system, international experience indicates that a lead-in 
period of 18 months to two years is required. This usually involves the deployment of a dedicated 
project team, supported by external technical assistance. 

If the Government of Jersey were to decide to proceed with a GST scheme, we believe a start date of 
January 2008 is feasible. However, there would be no room for complacency or delay, since draft 
legislation would need to be in place ideally by the end of 2005. 
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Although GST/VAT is normally introduced in a single stage (the so-called “hard launch”), there is an 
alternative “soft launch.” This involves a phased approach - the first being the imposition of GST on 
imports and a very limited number of domestic supplies (usually utilities).  

However, this can create uncertainties and confusion and lead to accusations of “tax increases” as the later 
phases are introduced. For this reason we would recommend the “hard launch” approach. 

Whichever approach is adopted, a successful introduction of GST in Jersey would require careful 
planning, a targeted business and public education programme and a high level of political 
commitment and impetus. 

CONCLUSION 

We believe there is no technical, economic or social reason why a GST system could not be 
successfully adopted in Jersey. The Island has the opportunity to introduce a broad-based GST at one 
of the lowest rates and highest thresholds in the world, thereby resulting in a minimal impact on 
prices, while protecting small businesses and maintaining Jersey’s economic advantages and business 
competitiveness. As a result, we hope that the concerns expressed during the public consultation will 
be largely allayed.  

In presenting this report, the number three has particular significance in our recommendations. Jersey 
could introduce a GST at only three per cent and with a threshold of three hundred thousand pounds. 
There are three years in which to prepare for its introduction. This would enable a reserve to be 
established before the expected revenue gap in 2010, giving the opportunity to cap the three per cent 
rate for a period of at least three years. 

Nevertheless, we do not underestimate the task of reaching consensus among the Jersey public and 
trading community that GST is the right way forward for Jersey. In particular, notwithstanding the 
evidence, it could be difficult to obtain general acceptance for the concept of taxing items considered 
to be “essential” - such as food and children’s clothes - although we strongly recommend that any 
temptation to depart from the proposed broad tax base should be resisted, since this would cause 
unnecessary administrative complications and costs without achieving any material advantage. 

Whatever final decisions are made, a successful introduction of a GST system for Jersey could be 
achieved only with demonstrable political commitment and a comprehensive public information 
programme.  

This Report is now submitted for consideration by the Finance and Economics Committee, to assist 
the Committee in making recommendations to the States on whether to adopt a GST as part of the 
proposed reform of Jersey’s tax structure. 

 
December 2004 
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1. BACKGROUND TO THE PROJECT AND TERMS OF REFERENCE 

1.1. ECONOMIC BACKGROUND 

Over the past 30 years the financial services industry has played an increasingly 
important part in Jersey’s economy.  

Today it is the Island’s biggest employer - employing more than a quarter of the 
workforce. It also provides the lion’s share of taxes - contributing almost £250 million 
through corporate tax and income tax from its staff - enough to pay for two thirds of 
public services.  

Jersey’s future therefore depends upon keeping the financial services industry in the 
Island.  

Unfortunately, it faces increasing competition from other low-tax jurisdictions around 
the world that offer various incentives to attract large sections of this highly mobile 
business sector. 

In addition, Jersey has to meet the threat of unilateral action by the United Kingdom, the 
European Union and others, if it refuses to take action to remove what they have 
identified as “harmful business taxes.” 

For these reasons, earlier this year, the States agreed to bring two major changes to 
Jersey’s tax structure: 

 A reduction in the tax on corporate profits for financial services providers from 
the current 20 per cent to the internationally competitive rate of 10 per cent and 

 A general rate of zero per cent tax on corporate profits for other businesses. 

(The States of Jersey Fiscal Strategy, lodged au Greffe on 1 June 2004, refers). 

These changes, commonly known as “zero/ten,” are intended to enable Jersey to meet 
the European Union demands for non-discriminatory company taxes, whilst 
simultaneously allowing the Island to preserve “tax neutral” companies for use by the 
financial services industry in its vital export markets. 

The move to a ten per cent corporation tax rate for financial service providers and the 
availability of zero rate structures for financial services customers will ensure that Jersey 
remains competitive with business centres such as Cayman, Dublin, Guernsey, the Isle 
of Man and Singapore - enabling the international financial services industry to continue 
to flourish in Jersey and assisting the States in maintaining the economy, so that it can 
deliver continued prosperity and a high standard of services for Islanders. 

With regard to the zero rate for locally-operated businesses, the Finance and Economics 
Committee proposed new provisions whereby the profits of these companies would in 
future be taxed as personal income. As a result, Jersey residents who own or control their 
own businesses will pay broadly the same amount of personal tax on their profits as their 
companies presently pay.  
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Under this arrangement, overseas-owned but locally-operated companies would become 
liable for tax in their home jurisdictions and the tax they currently pay would be lost to 
Jersey. Negotiations with the United Kingdom Treasury and the European Union to 
agree to a mechanism to allow the recovery of some of this resulting tax leakage are 
continuing but have yet to achieve a positive result. 

However, whatever the outcome, the overall effect of the zero/ten tax system will be to 
reduce Jersey’s annual tax revenue by an estimated £80-100 million, forecast to occur 
starting 2008. 

It was decided that spending the Island’s £400 million Strategic Reserve, or borrowing to 
make up the deficit, were not sustainable options. The Strategic Reserve would be soon 
exhausted and any borrowing would have to be paid back with interest, at which point 
Jersey’s fiscal problem would worsen. It was also decided that the shortfall in revenue 
would need to be raised in a way that would not add further pressures that might drive 
the financial services industry away. 

A number of mitigating measures were proposed to meet the revenue shortfall - such as 
eliminating waste and increasing efficiency in the delivery of public services, expanding 
the economy through economic growth, phasing out Income Tax allowances for well-off 
households and introducing an Income Tax instalment system - all of which are being 
pursued. 

Nevertheless, some form of new tax or taxes are considered inevitable in order to 
broaden Jersey’s tax base, both to fill the revenue gap and to move away from the over 
dependence of the government budget on direct taxation (i.e. Income and Corporation 
Taxes). 

Potential options for new taxes being considered include a goods and services tax (GST), 
a payroll tax, environmental taxes and development levies and separate investigations 
into the feasibility of each one of these options are being undertaken. 

In September 2004, Crown Agents was commissioned to present proposals for public 
consultation on the GST option and, taking account of the views expressed in the 
consultation, to propose a prototype to meet Jersey’s needs. 

1.2. WHAT IS A GOODS AND SERVICES TAX? 

A goods and services tax (GST) is a generic term for any system that taxes the general 
consumption of goods and services.  

Under a GST system, tax becomes due when money is spent on supplies of goods and/ 
or services, including imports. It is not paid on exports and inputs that have entered into 
their production, or when money is saved or invested. The tax is passed on to the final 
consumer, with the producers and suppliers of goods and the providers of services acting 
as tax collection agents. 

GST-registered businesses throughout the supply chain are required to make returns on 
their sales and expenditure. They must account for the GST in their sales and pay the tax 
they collect to the taxation authority.  However, they can offset any GST costs incurred 
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in the course of their business and the full amount of tax eventually “sticks” with the 
consumer. 

Registration for GST is usually determined in terms of a sales turnover figure. 
Businesses or traders above a statutorily set gross taxable turnover figure must register 
for GST: those below this threshold stay outside the system, unless they apply for 
voluntary registration. If they are not registered for GST, they must not charge GST to 
their customers and cannot claim credit for GST incurred on their purchases of inputs or 
their business expenditures. 

GST exists in a number of forms throughout the world. The most common is the 
European-style Value Added Tax (VAT), which is a broad-based, multi-stage tax, 
applied to a wide range of goods and services. VAT is applied at each stage, from the 
purchase of raw materials to the sale of the finished item, or delivery of the service to the 
final customer, as the value of the item or service increases with each stage it passes 
through. 

1.3. CROWN AGENTS’ TERMS OF REFERENCE AND LIMITING FACTORS 

Crown Agents was chosen for the task of designing a prototype GST following an open 
competition. The Company specialises in international development services and has 
wide experience of delivering major state tax and customs reform programmes in 
different parts of the world. 

Originally established in 1833 as a public sector body for the procurement of goods and 
services for the British Crown Colonies, Crown Agents today operates as a private 
company, limited by guarantee. It is owned by the Crown Agents Foundation - 
membership of which includes government, international development organisations, 
major companies, charities and academic institutions and its profits are devoted to 
educational programmes around the world. 

Crown Agents was required by the Finance and Economics Committee to help assess the 
feasibility of the GST in Jersey, through well planned and actively executed 
consultations with the public, business sectors, and other stakeholders, and to consider 
the following factors while designing a prototype GST for Jersey, if considered feasible: 

 The proposed system should produce a net revenue yield in the range of £40-45 
million (i.e. revenue yield net of the cost of administration). * 

 A single positive rate at a maximum of five per cent should be the target. * 

 The Island’s competitive advantage should not be materially eroded. 

 The system should be as simple as possible for the revenue agency to administer 
and for the taxpayer to comply. 

* (Note: The five per cent rate and the £40-45 million yield were indicative estimates 
prepared previously by OXERA and were to be the subject of validation in the course of 
the Crown Agents’ project). 
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1.4. OUTLINE OF THE REPORT 

The report is set out as follows: -  

 Section 2 of the report describes the events and issues raised during the six week 
consultation phase of the project.  

 Section 3 provides some background on the international implementation of GST 
and evaluates the feasibility of GST in Jersey and the alternative forms it can 
take.  

 The prototype GST system recommended for Jersey is described in Section 4 and 
this section also includes the updated version of the OXERA projections on tax 
rate/yield of the GST.  

 The administrative requirements, including the business support systems that will 
be required, are laid out in Section 5. 

 Section 6 describes the steps that would be necessary for implementing a GST 
system and outlines a timetable for its implementation.  

 Section 7 summarises the remaining tasks, suggests the immediate way forward, 
and updates the project work breakdown and timing. 
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2. CONSULTATION PHASE/EXERCISE 

2.1. THE CONSULTATION DOCUMENT 

In order to inform the Jersey public about the generic principles of GST, to outline 
various proposals and to stimulate the general debate on the GST issue, we prepared a 
discussion document (“Reforming Jersey’s Taxation Structure: A Goods and Services 
Tax - the right way for Jersey?”) on behalf of the Finance and Economics Committee.  

In that document we said that the first consideration with regard to a goods and services tax 
for Jersey, if considered feasible, was whether to adopt a single-stage or multi-stage tax. We 
advocated a multi-stage tax, since, in our experience, it offers the best economic advantages 
for governments, business communities and the general public.  

We noted that Jersey may have the opportunity to introduce a GST at one of the lowest 
rates in the world and we described three basic alternatives for a multi-stage tax, each 
with their advantages and disadvantages: 

 Shadow – A GST whose structure is the United Kingdom mirror-image. 

 Simple – A GST which is broader-based and is a single low-rate tax. 

 Hybrid - A combination of elements of a multi-stage and single stage 
consumption tax but possibly weighted towards the taxation of imports. 

Shadow system 

A shadow system would be based on the United Kingdom Value Added Tax (VAT) 
system and, because of the close trade and political links between Jersey and the United 
Kingdom, there could be merit in a system that replicates the United Kingdom model - 
albeit at a far lower rate.  

However, we pointed out that, by international standards, the United Kingdom model is 
extremely complicated and could pose major administrative and business education 
problems if adopted in Jersey. 

Simple system 

Many countries have learned from the United Kingdom and have introduced simple 
systems. This involves applying a single rate of tax on almost all goods and services, 
including food, children’s clothes and education, which in the United Kingdom are 
immune from VAT. This has enabled those countries the adoption of a relatively low 
rate of GST and with greatly reduced costs of compliance and administration.  

Hybrid system 

The hybrid solution would utilise features of both the multi stage and single stage 
consumption tax systems and is particularly useful in situations where the economy is 
dominated by imported goods, the administrative capacity is stretched and the timescale 
for implementation is limited. Under this system, the largest slice of revenue would be 
derived from a GST on imports, with a lower proportion coming from domestic supplies.  
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2.2. THE CONSULTATION PROCESS 

The six-week public consultation on a possible GST for Jersey began on 28 September 
with the publication of the Discussion Document. 

The Document was made available at the St Helier Library, the States’ Greffe Bookshop 
and at parish halls and was posted on the States’ website www.gov.je A four-page 
abridged version was published as a supplement in the Jersey Evening Post on 29 
September.  

Separate consultation documents, dealing with the Financial Services Industry and the 
Tourism Sector, were published on 29 October and 8 November, respectively, and these 
were also posted on the States’ website www.gov.je 

Details of public meetings and the ways in which individuals and organisations could 
make their views known, by letter or by e-mail, were well publicised - being published 
in the Jersey Evening Post supplement, reported in the editorial columns of the Jersey 
Evening Post and broadcast on local radio. 

Briefings on the Discussion Document for States’ members were held on 28 October and 
5 November by the President of the Finance and Economics Committee, Senator Terry 
Le Sueur and the Crown Agents’ senior representative, Mr Steven Lowthorpe. A Press 
conference about GST and the public consultation process was also held on 28 October. 

The public meetings were held at Communicare, St Brelade, on Tuesday 16 November; 
at The Town Hall, St Helier, on Wednesday 24 November; and at St Clement’s Parish 
Hall, on Monday 29 November.  

In addition, four discussion workshops were held on 29 October, 3 and 10 November 
and 15 December for invited representatives of various organisations, including 
Agriculture Groups, the Chamber of Commerce, the Citizens’ Advice Bureau, the 
Consumer Council, the Hospitality Association, the Institute of Directors, the Jersey Arts 
Trust, the Jersey Construction Council, Jersey Finance, the Motor Traders’ Association, 
Senior Citizens, Small Retailers, the Standing Conference of Women’s Groups, Trade 
Unions and the Youth Panel.  

Senator Terry Le Sueur, President of the Finance and Economics Committee, and the 
representatives of Crown Agents attended all of the public meetings and workshops. 
Crown Agents was also provided with copies of all written and e-mailed submissions in 
order that the views expressed by all parties could be properly considered in making 
final recommendations. 

Separate discussions were also held between Crown Agents and various commercial 
groups, including representatives of the financial services sector, the Chamber of 
Commerce, tourism and motor traders, to ascertain their individual views on the impact 
of GST on their areas of business.  

2.3. THE PUBLIC RESPONSE 

Given the importance of the GST to both the business sectors and to the wider public, 
and in view of the widespread pre-publicity given to the consultation process, the overall 
response from the Jersey community was, in our view, surprisingly small. 
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Although the workshops were well supported, relatively few people attended the public 
meetings - only some 50-60 people at each meeting. Likewise, the submissions 
subsequently received by letter and e-mail by the end of the consultation period were 
remarkably few - only 28 letters and 15 e-mails.  

Also, in spite of concerns expressed in advance of the consultation by representatives of 
the financial services industry about the negative effect the GST might possibly have on 
the competitiveness of their industry, we were disappointed that they did not take a more 
active part in the consultation - although helpful contributions were received from a few 
financial services organisations and we would commend particularly the submission by 
Mourant. 

Overall, however, we feel that a major opportunity to contribute to the GST debate to the 
mutual benefit of the people of Jersey and the financial services industry has been 
missed, although we take comfort from the fact that the consultation process will be 
ongoing if it is decided to proceed with a Jersey GST. 

As expected, in this initial round of consultation, some of the responses were in total 
opposition to others - e.g. “GST is an acceptable/sensible way forward.”…... “GST 
should not be introduced.” and “The financial services sector should be protected from 
GST.”…... “Why should the financial services sector be exempt?” 

However, a number of recurring themes were highlighted regarding GST both during the 
public meetings and workshops and in written submissions:- 

 A general recognition of the importance of the financial services industry to 
Jersey’s economy. 

 Jersey’s competitiveness must not be eroded in ways that would drive the 
financial services industry away from the Island to other centres. 

 Reforming the income tax and other existing taxes should be considered before 
or in conjunction with GST as a means of meeting the required £40-45 million 
target for GST. 

 A suitable welfare scheme to protect low income and other vulnerable groups 
from the inflationary effect of GST must be in place before the GST was 
introduced. 

 Small businesses/tourism would be disproportionately affected by GST. 

 Jersey is already “more expensive” than the United Kingdom, which has a Value 
Added Tax of 17.5 per cent. GST would therefore, become even more costly. 

 A general distrust of politicians and a concern about the already “high levels of 
public spending.” 

 

 



THE STATES OF JERSEY FINAL REPORT 
DESIGN OF A PROTOTYPE GST SYSTEM CA REFERENCE NO: T23079 

 

CROWN AGENTS  
MR HAMMOND/C:\DOCUMENTS AND SETTINGS\MCAVOYA\LOCAL SETTINGS\TEMPORARY INTERNET FILES\OLKE01\FINAL REPORT 4.DOC/07/02/2005/T23079/R0112 PAGE 8 

In the event that GST were to be introduced, there were pleas also to exclude from the 
tax base such items as food, children’s clothes, health care and transport, and to protect 
small businesses in general, and tourism, the IT industry and the burgeoning fulfilment 
industry, in particular. 

Many of the comments made verbally at the public meetings, or in written submissions, 
had nothing to do with GST and were therefore outside of the scope of Crown Agents’ 
terms of reference - which were directed specifically at making recommendations for a 
goods and services system that was capable of raising £40-45 million of revenue. 

However, reports of all public meetings and workshops, and all correspondence received 
during the course of the consultation, have been recorded in a stand alone Addendum to 
this Report which is available for the wider consideration of the Finance and Economics 
Committee and the States. 

In determining our final recommendations on GST we have taken full account of the 
views expressed at the public fora. 

Notwithstanding the comments against the introduction of GST, and the views expressed 
in favour of zero rating or exemption for certain sectors of the economy, we believe our 
final recommendations contained in this report are in the best interest of Jersey and will 
preserve Jersey’s economic competitiveness, while having the minimum impact on the 
cost of living. Taken as a whole, we hope our recommendations would allay most of the 
concerns expressed regarding GST during the consultation. 
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3. FEASIBILITY OF GST AND POSSIBLE ALTERNATIVES FOR JERSEY 

3.1. BACKGROUND 

GST/VAT is one of the most popular taxes around the world.  It has been introduced in 
more than 120 countries; raises more than US$ 18 trillion in revenue a year, and is paid 
by more than 4 billion people.  

The main reason of this popularity is that GST/VAT provides a buoyant revenue base 
that usually yields significantly more revenue than other taxes on consumption. Also, the 
VAT is neutral and efficient as it does not tax investment or cascade tax liabilities. 

VAT first appeared in France in 1948 at manufacturing level. In 1967 it was introduced 
in Brazil as a multi-stage tax administered by the Brazilian states.  It started to spread in 
the 1970s, and by the late 1980s, 63 countries around the world had introduced it. This 
number doubled in the 90s. 

VAT performance has been particularly strong in small island countries with populations 
under one million, where in recent years it scored an average collection efficiency, or C-
efficiency, ratio3 of 83. These countries’ performance compare extremely well with other 
regions (see Table 1 below). One possible reason for this strong performance is that 
these countries have open economies with a heavy reliance on international trade, and 
most of their VAT is collected at customs. 

Table 1: VAT C-efficiency ratio by region 

REGION C-EFFICIENCY RATIO 

Sub-Saharan Africa 38 

Asia and Pacific 58 

Americas 57 

EU (plus Norway and Switzerland) 64 

Central Europe and BRO 62 

North Africa and Middle East 57 

Small Islands 83 

Source: Ebrill et al. (IMF), 2001 

Despite the world-wide existence of GST, any country contemplating/considering the 
implementation of such a broad based consumption tax faces a major task in explaining 
the rationale, the workings of the tax and the merits/demerits of such a system and any 
alternatives - and Jersey is no exception. The usual arguments put forward against a 
GST/VAT system implementation include the following:- 

 The system is regressive. 

 GST can be complicated.  

                                                 
3 The C-efficiency ratio is the ratio of VAT revenue to private consumption per one point of tax rate. 
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 The invoicing and recording/bookkeeping requirements would be difficult to 
comply and enforce, and  

 The introduction of GST could be a complex and expensive task.  

In some developing countries, low adult literacy, a culture of tax evasion and poor 
bookkeeping are cited as additional reasons for not introducing a GST type system - 
fortunately these do not apply in Jersey. 

These concerns have to be taken in consideration while a decision is made regarding 
GST/VAT introduction and will be the focus of this paper. 

It is important to note that world-wide only a few countries (with the exception of 
Grenada, Belize, Ghana and Malta) have ever repealed a GST/VAT system after its 
introduction. Usually the reasons for repealing GST/VAT are (1) political commitment 
to repealing the tax (policy makers promise to repeal the tax if they are elected); (2) poor 
performance due to poor planning for VAT introduction and operation; or (3) an 
inadequate definition of registration threshold which resulted in an excessive number of 
taxpayers to be registered and administered. 

3.2. WHY CONSIDER A GST FOR JERSEY? 

A GST has many features that make it an attractive option for many countries. 

First, revenue accrues steadily to the State throughout the supply chain and, because tax 
is paid only when value is added to the item, there is no cascading tax effect for the final 
customer - you don’t pay GST on GST (i.e. tax on tax).  

Second, unlike corporate and personal income taxes, GST does not tax investments and 
savings.  Since GST is payable on personal income when it is spent, rather than when it 
is earned, this encourages savings and investment and indirectly rewards enterprise and 
encourages economic resilience. 

Third, since GST subjects only consumption within a country to tax, the GST incurred in 
the process of producing exports is fully identified and refunded, assisting exporters to 
be competitive in the world market.  

Fourth, GST is an efficient and relatively inexpensive tax to administer, in part because 
registered businesses act as tax collectors. The issue of tax receipts and invoices provides 
an audit trail that gives an element of self-policing and makes the system less susceptible 
to fraud and evasion. 

Fifth, as people work harder and earn more, income tax pushes them into tax brackets 
that take larger proportions of their income.  As against this, GST claims only a fixed 
percentage of the value of the consumption of goods and services. It therefore preserves 
the incentive to work and encourages enterprise. 

Sixth, GST provides a more stable revenue source than many other taxes. Property taxes 
fluctuate with the ups and downs of the market and corporate and personal income taxes 
vary with economic and business cycles.  GST, however, depends only on how much 
people consume and is less affected by economic cycles and the shock effect of world 
events, such as oil prices, foreign wars, acts of terrorism etc. 
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It is, of course, possible to apply a consumption tax at a single stage only, such as the 
Retail Sales Tax that exists in many states in the United States of America.  However, 
this has a number of disadvantages: It is often selectively imposed and therefore 
discriminates against some goods and it is more vulnerable to fraudulent evasion 
because there are no checks or controls throughout the chain of production or delivery. 
From the consumers’ perspective, it has been shown to have a cascading effect on prices, 
since tax is charged on tax. 

For these reasons the world-wide trend has been for the introduction of a multi-stage 
European style VAT system and, indeed, many countries (e.g. Canada, New Zealand, 
Australia and Singapore) have used the term GST to describe what is essentially a 
European-style VAT system. In fact, more than 120 countries have now adopted some 
form of GST/VAT. 

At present, Jersey’s tax system relies very heavily on direct taxes, i.e. personal income 
tax and corporate income tax.  

While the former is known to be the best form of taxation from an equity point of view 
and the latter an easy tool for capturing the individual incomes from investments 
(especially those earned through corporate bodies), there is a limit to which they can be 
used as instruments of generating significant amounts of revenues without destroying the 
incentives to expand economic activity - i.e. the work efforts by earners of labour-
derived incomes and the savings and investments by earners of investment incomes.    

In addition, direct taxes are vulnerable to external influences and can fluctuate in 
response to the world economic situation, the price of oil, war and terrorism, etc. 

Indirect taxes, on the other hand, especially those that cover a broad range of 
consumption, are seen as controlling the growth of overall consumption.  They 
encourage savings and investments while generating substantial amounts of revenues, 
even at relatively low tax rates.   

It should be no surprise, therefore, that since the mid-1980s, many advanced countries of 
Europe and Asia have tried to rebalance their tax systems away from the heavy reliance 
on direct taxes and towards the taxation of consumption. Those countries that have 
adopted broad-based GSTs or VATs have found them to be not only stable but also 
elastic sources of revenues that have little or no detrimental effects on the economy.  

3.3. FEASIBILITY OF GST FOR JERSEY 

In determining our recommendations for a possible Jersey GST, we were mindful of the 
following criteria:- 

 Is it economically desirable? 

 Would it damage Jersey’s competitiveness? 

 What will be the effects on the cost of living and on low-income groups? (Should 
food and other essential items be excluded from the tax?)  

 Is it administratively feasible (for businesses and the taxation authority)? 
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Having examined Jersey’s economic position and ambitions together with the available 
economic data and having listened to the suggestions and concerns from politicians, the 
business community and the public, we are satisfied that these are met, or mitigated. 

Given the limited scope of current consumption taxation in the Island and heavy reliance 
on direct taxes, we believe that Jersey has reached a stage when it should try to develop a 
more balanced and stable tax system and that this can be done by introducing a broad-
based consumption tax like GST. 

Of course, it can be argued that such a tax has the potential to raise the overall cost of 
living, disadvantage lower income groups more than it would hit the rich and would be 
regressive.  

However, there are at least three factors that have proved mitigating in respect of these 
effects and have convinced policy makers elsewhere in the world to be less concerned. 

First, there is no reason why each and every tax in the tax system of a country must have 
“progressivity” (i.e. linked to the ability to pay) rather it is the overall progressivity of the 
complete tax system that is relevant. 

Second, the cost of living impact of any consumption tax, especially on the poor and the 
vulnerable, can be offset by expanding income support for such people.  

Third, the competitiveness of an economy depends not only on taxes but also on non-tax 
factors. Importantly, a consumption tax system can be designed in a way that would 
protect the competitiveness of the country’s exports in the world markets - and the GST 
is one such tax. 

In Jersey’s particular circumstances, there is one additional and favourable factor - i.e. 
the rate of the GST we are recommending (three per cent) is so low and the threshold for 
registration (£300,000) is so high, that many of the concerns, described above, become 
less painful. (The justification for the tax rate and threshold is discussed in Section 4 of 
this report). 

Having examined the alternatives - i.e. the United Kingdom/European Union VAT 
model; the Singapore/New Zealand simple model and various blends of these systems - 
and having considered the differences between them in terms of the scope of zero 
ratings, exemptions, rate structures and registration thresholds, we have concluded that a 
simple, broad-based form of GST is the best way forward for Jersey. 

3.4. WHY CHOOSE A SIMPLE GST?  

A simple GST is one that has a broad base and a single positive rate. It requires few zero 
rates (other than for exports and international transport of goods and persons); few 
exemptions (beyond the usual one for small traders and typically the financial sector, 
construction of residential properties, postal services, etc); and an invoice-based 
collection and administration system, with as few special schemes as possible.  

Being a tax with a single positive rate, the simple GST minimises the costs of 
compliance for the traders and suppliers. The costs of administration for the government 
and the tax authority are also low because of the built-in self-policing character of the tax 
implicit in the input tax credits only against output taxes.  
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The simple GST also ensures that the effective burden of the tax on the consumer is 
exactly the same as the nominal rate of the tax and the customer knows exactly what 
he/she is being charged by way of GST. The tax therefore treats all consumers fairly.  

Finally, a simple GST treats all businesses uniformly, with minimum deviations, and 
thus minimises the distortions in the allocation of resources in the economy. It also 
maximises the revenue yield for the government at the lowest possible tax rate. 

A complicated GST, on the other hand, is one that consists of many more zero ratings, 
exemptions and special schemes, all of which tend to narrow the tax base, complicate tax 
administration and make tax compliance cumbersome and costly.  

Traders with a mixture of sales of zero-rated, exempt, and taxable supplies have to keep 
separate accounts for each of these categories of sales, imposing on them a huge 
additional burden of compliance. Such traders can also easily be tempted to evade taxes 
on their taxable supplies.   

Extensive zero ratings and exemptions generate continuing pressures from taxable 
sectors for equity and therefore zero ratings, exemptions, or special treatments for them 
as well.  

Consumers having different consumption patterns end up paying different amounts of 
taxes and bearing very different levels of tax burdens under a complicated GST. 
Different effective tax rates for different items of consumption end up discouraging 
consumption and therefore the production of certain items more than others, thereby 
creating undue and undesirable distortions in the use of resources in the economy.  

By virtue of its narrower tax base, the complicated GST also requires a much higher rate 
to yield a given amount of revenue than a simple broad-based GST does - i.e. fewer 
items attract a higher rate of tax to achieve the same revenue yield. 

Many countries have, therefore, attempted to adopt a simple GST, with as few 
exclusions and exemptions as possible, in order to make the tax a truly broad-based tax 
on domestic consumption, with no differentiation in the tax rates, other than the 
introduction of a zero rate for very limited categories of items.  

The GSTs of Singapore and New Zealand represent by far the best examples of simple 
GST while VAT in the United Kingdom is an example of a complicated GST.  

The main reason for the complications in the United Kingdom system is that it attempts 
to provide relief to lower income groups by zero rating food and children’s clothing  - 
which is known to be an extremely poor instrument of relief, especially when compared 
with an income support system appropriately tailored to compensate the lower income 
groups for the burden of GST.  

An income support system is a superior and far more effective instrument of relief than a 
tax rate reduction. It is targeted; it is not susceptible to abuse; and its budgetary cost is 
transparent and known with a degree of certainty.  

A GST based on the United Kingdom model would also be far more cumbersome and 
costly both in administration and in compliance. 



THE STATES OF JERSEY FINAL REPORT 
DESIGN OF A PROTOTYPE GST SYSTEM CA REFERENCE NO: T23079 

 

CROWN AGENTS  
MR HAMMOND/C:\DOCUMENTS AND SETTINGS\MCAVOYA\LOCAL SETTINGS\TEMPORARY INTERNET FILES\OLKE01\FINAL REPORT 4.DOC/07/02/2005/T23079/R0112 PAGE 14 

We therefore recommend that, given the extra costs involved in administration and 
compliance, the inclusion of such items as food and children’s clothes in the tax base of 
the GST is desirable, subject to an effective income support mechanism, since the 
resulting effect on the taxpayer will be that he or she will pay, overall, a lower amount of 
tax.  

Finally, a broad-based, low-rate GST minimises economic distortions. Since all goods 
and services are equally affected, customers are less likely to change their spending 
behaviour.  
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4. A PROTOTYPE GST FOR JERSEY  

4.1. INTRODUCTION 

This section describes the prototype GST system recommended for Jersey which, by 
definition, provides a base from which the final system can be developed over the next 
three years. It was interesting during the consultation period to note the level of detailed 
questions that were raised by business community and public alike.  

However it would be impossible in the time available for this project to provide full 
details of a GST system however desirable.  

Inevitably the project team inherited some design criteria/headline features (based on 
policy decisions) which were described in the RFP and have also been mentioned in 
some public statements. The headlines that have had a direct impact on the design of the 
prototype GST system are as follows:- 

 A single positive rate of 5 per cent (previous publications have indicated that, if other 
measures do not produce the expected yield the rate may rise to 7.5 per cent.) 

 Produce a net revenue yield in the range of £40-45 million per annum (in this 
case “net” means less the cost of revenue agency administration) 

 Should avoid materially undermining the competitive advantage of the Island’s 
businesses. 

 Have a zero rate for exports; and  

 The system should be as simple as possible for the revenue agency to administer 
and the taxpayer to comply. 

In addition to the above, the “Facing up to the Future” newspaper supplement issued in 
February 2004 also suggested that food and children’s clothing would be exempted 
(perhaps attempting to replicate the "zero rating" applied to such supplies in the UK 
VAT model).  

This section initially covers the inter-related issues of scope/rate/threshold to illustrate 
the potential tax yield under Paragraphs 4.2 to 4.10).  Further details on the registration 
threshold are provided under Paragraph 4.11. The main focus of any GST tax design is 
on which supplies of goods and or services will be treated as being taxable and which 
will be freed of tax (excluded) and the methods/machinery used to exclude such supplies 
from the tax base. Paragraph 4.12 describes the supplies to be excluded from the tax base 
under zero rating and exemption.  

4.2. THE REVENUE RATE/YIELD  

The following paragraphs contain our methodology for estimating the potential base of a 
possible GST and the likely revenue yields for three separate structures of the tax using 
the latest available data (2003). Given the lack of information on many variables that 
enter the estimation process, for which bold assumptions had to be made, and the major 
policy decisions that have yet to be made regarding certain crucial aspects of the tax, the 
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estimates given below should be considered no more than the order of magnitudes at 
best. 

The starting point for us was the data on incomes and consumption patterns by income 
classes developed by OXERA Consulting. Advisors from OXERA Consulting did a 
superb job of utilising the combined income data of individual income tax payers from 
the Income Tax Department and the income data of social security contributors and 
recipients (generally low income earners) from the Employment and Social Security 
Department to generate a profile of Jersey households by income classes.  

Then, taking the information on the consumption patterns of Jersey households from the 
Household Expenditure Survey, 1999, and using a Goods and Services Tax (GST) 
structure for Jersey, modelled after the UK VAT, they established how a five per cent 
GST can easily generate about £30.5 million from the households sector alone and 
another £11.5 million from tourists expenditure in Jersey. 

This innovative approach helped them provide the policy makers with useful framework 
for key decisions relating to the potential GST base and revenue yield.  Given the high 
quality of data manipulation and analysis performed, this section (Section 4) builds on 
the work already done by OXERA Consulting.   

4.3. LIMITATIONS OF OXERA’S CALCULATIONS 

The OXERA methodology and calculations, though extremely useful as a starting point 
for the calculation of the potential GST base, its revenue yield and its cost of living 
impact on households in different income brackets, have some limitations. Some of these 
are noted by the authors themselves4:  First, it is assumed that there are no “net” 
household savings - even by higher income brackets - and that all households in Jersey 
effectively consume or spend their entire disposable income, after paying direct taxes. 
Second, it is assumed that all household expenditures are incurred in Jersey - and none 
are incurred abroad or “off Island”.  

While this may have been owing to the non availability of data on household spending 
abroad, the fact is that Jersey households do travel abroad and spend their incomes 
abroad (including for children’s education and purchases abroad), on which GST or the 
VAT accrues to foreign governments. Third, the household consumption pattern data 
used in their calculations relate to the period March 1998 to March 1999 and it is unclear 
if the consumption pattern has changed since then. (They would certainly have changed 
by 2008 when the GST is planned to be introduced in Jersey).  Fourth, in their 
calculations it is assumed that the consumption items are either taxed or zero-rated and 
that none of the items are exempted. In reality, however, most GST systems have both 
zero ratings and exemptions (in fact, more items are exempted than zero rated!). Fifth, 
OXERA’s aggregate income data includes income payable to non resident partners of 
partnerships, consumption of which takes place abroad, while it excludes incomes 
subject to tax at source consumption of which takes place in Jersey. For GST base 
calculation purposes, however, the former should have been excluded while the latter 
should have been included. Finally, it is assumed in OXERA’s calculations that all 
tourist expenditures in Jersey will be taxed and none will be zero-rated. In reality, 
however, tourists characteristically buy some items for export and these are normally 

                                                 
4 See “States of Jersey: Scope of GST” (Oxera, April 19th, 2004) 
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zero-rated. In addition, they do make purchases from small traders who, typically, are 
exempt from GST because they are below the registration threshold. 

There are a few other limitations also. First, all GST systems have an annual turnover 
threshold below which the suppliers and traders are exempt and are not required to be 
registered, primarily on administrative grounds. (In the U.K. this amount is £56,000). 
What this means is that the value added component of the sales of such traders and 
suppliers escape taxation.  

Second, the economy has other consumers too, besides households and tourists. This 
may include certain profit making but exempt businesses (other than those which are 
below the turnover threshold) as well as charitable, religious and non-profit institutions, 
and the government, all of which purchase goods and services for providing services that 
are often unpriced. The GST paid by them on their purchases is likely to become a 
“sticking” tax and should be counted in the GST base. (Of course, purchases by 
government may not generate any “net” revenue, as the government expenditures would 
grow by the same amount). 

Finally, if there are certain incomes that are not taxed (e.g. capital gains or incomes 
earned by the migrant workers who remain outside the income and social security tax 
nets), or are not reported to the income tax authorities, the consumption out of such 
incomes could well escape from the calculations of the tax base.  

However, most of the limitations of the OXERA calculations are owing to the lack of 
relevant data in Jersey.  For many of these items the data simply do not exist at present. 

4.4. OUR METHODOLOGY AND ESTIMATES  

Taking note of the above-described limitations, we present below a fuller and more 
detailed description of the methodology and the assumptions we have made in 
estimating the GST base5. Our methodology is applied to estimate the base of a broad 
based GST of the type that exists in New Zealand and Singapore (Scenario 1). It is also 
applied to estimate the base of a GST that parallels the UK VAT (Scenario 2) and a GST 
modelled after the basic framework of VAT described in the EU Sixth Directive 
(Scenario 3).  The revenue implications of each of these Scenarios for Jersey are then 
calculated and noted in section 4.9. 

4.5. BASE OF A BROAD - BASED GST (SCENARIO 1) 

As noted above, our framework for estimating the GST base for Jersey uses OXERA’s 
basic methodology but adjusts it for some of the limitations noted above, particularly the 
omissions relating to the technical and structural aspects of the GST. 

Table 2 below presents our basic framework along with the estimates of the GST with 
the broadest possible base (Scenario 1) as well as two alternative scenarios (Scenarios 2 
and 3). 

                                                 
5 The advice and assistance of Lindsay Proudfoot (Director, Finance and Information Systems, Income Tax 
Department), Duncan Millard (Head of Statistics Unit, Policy and Resources Department) and Fod Barnes 
(Senior Adviser, OXERA Consulting) in the development of the GST base estimates contained in this note is 
gratefully acknowledged. 
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Table 2: Estimate of Potential GST Base, 2003 

 
POTENTIAL GST BASE 

 
= 
 

Potential GST Base I (Households) + Potential GST Base II 
(Tourists) + Potential GST Base III (Businesses) + Potential 

GST Base IV (Government and Public Sector) 
 

Minus 
 

Estimated Collection Leakage in early years, if any 
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Estimate of Potential GST Base, 2003 
(For four sectors: Households; Tourists; Businesses; Government/Public Sector) 

 
 Broad Based 

(Scenario 1) 
UK 

(Scenario 2) 
EU Sixth 
Directive 

(Scenario 3) 
 
I.  HOUSEHOLDS: 
 

  
(£ Million) 

Incomes earned in Jersey (including social 
benefits and pensions received) 

   

Plus    
Incomes earned outside Jersey     
Equal    
World Wide Incomes of Jersey Households  
Minus  
Incomes not reported to or covered by 
Income Tax Department6  

 

Equals  
Incomes reported to Income Tax 
Department, excluding income taxed at 
source (2003)7 

1,622 1,622 1,622

Minus  
Taxes Paid - income tax and employees’ 
social security contributions8 

239 239 239

Plus  
Income subjected to tax at source9 97 97 97
Equals  
Disposable income in Jersey10 1,480 1,480 1,480
Minus  
 Net savings by households 11  81 81 81
Equals  
Total household consumption12 1399 1,399 1,399
Minus   
Household consumption abroad13  100 100 100
                                                 
6 These incomes could include those earned and kept abroad, incomes earned by casual, less than full-time and 
migrant workers, as well as untaxable capital gains and taxable incomes earned but unreported to the Income 
Tax Department.   
7 Data taken from the Income Tax Department. 
8  This includes income tax (£178million) and social security tax paid by employees (£61million). The data for 
the former was taken from Income Tax Department and the latter is based on the estimate prepared by OXERA. 
9 Data taken from the Income Tax Department. 
10 This estimate is broadly consistent with the estimate of net cash income, before housing costs, derived from 
the Income Distribution Survey, 2002. 
11 Lacking data, it is assumed that net savings are about 5% of household incomes reported to the Income Tax 
Department (£1,622 million).  
12 This estimate is broadly consistent with the aggregate household consumption derived from the Household 
Expenditure Survey data for 1998/ 99 adjusted for retail price index (RPI). 
13 According to available data, UK residents spent, on average, about £476 overseas per year in 2003 (source: 
Office of National Statistics). Adjusting this amount for the Gross National Income per capital of Jersey for 
2003 (£33,600) relative to that of the UK (£18,800) and the size of Jersey population (87,000) yields a total 
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Equals  
Household consumption in Jersey  1,299 1,299 1,299
Minus  
Household expenditures on zero-rated 
(untaxed) items14   
 

207 629 363

Minus  
Value added portion of consumer spending 
on taxed items purchased from businesses 
below the threshold15  

44 27 37

Equals  

Taxable household consumption (Potential 
GST Base I)  (2003 Data) 
 

1,048 642 898

II. TOURISTS EXPENDITURES IN 
JERSEY: 
 

 

All expenditures by tourists in Jersey 16 213 213 213
Minus  
Expenditures by tourists on specifically 
zero rated (exported) items17  

2 2 2

Minus  
Local value added component of their 
expenditures on purchases from GST-
exempt sectors18  

9 9 9

Equals  
Taxable tourist expenditures (Potential 
GST Base II)  (2003 Data) 

202 202 202

                                                                                                                                                        
amount of about £ 74 million.  Jersey households, however, also spend more on education overseas than the UK 
households do. The total amount has, therefore, been raised to £100 million. 
14 Using the UK model where all food and children’s clothing are zero rated, about 48% of household 
expenditures will not be in the tax base.  In the broad base scenario it is assumed that only household 
expenditures on housing costs and social protection services will be zero-rated; and the household expenditures 
on financial services, life insurance, trade union dues/professional dues, museums, zoos, libraries, exhibitions, 
and postal services will be tax- exempt.  These add up to about 16% for an average household.  In the EU Sixth 
Directive scenario, health and education expenditures are also exempt; therefore, almost 28% of the household 
expenditures will not be in the tax base. In all cases the proportions of these items in the household expenditures 
are calculated from the Household Expenditure Survey, 1999.  
15 Once again, lacking relevant data, 10% of taxable household expenditures are assumed to be purchases from 
businesses below the threshold and 40% of the sale value is assumed to be their value added. (According to the 
Value Chain Survey recently completed by the Statistics Unit, the purchases of the wholesale/retail and 
hotels/restaurants/bars sectors were about 60% of their purchases plus value added or total value, leaving the 
remaining 40% to be the share of value added in total value).  Hence about 4% of taxable household consumption 
of £1,092 million under Scenario 1 (and £670 million under Scenario 2 and £936 under Scenario 3) is assumed 
to be purchases from such businesses. 
16Source: Jersey Tourism, Annual Report, 2003.  
17 This could cover purchases of items like drinks and tobacco that the tourists take home.  
18 This will cover expenditures on eating/drinking (£43 million), on-land transport (£14 million), entertainment 
and leisure (£8 million), gifts and souvenirs (£16 million), on-land tobacco (£0.5 million), and miscellaneous 
other expenditures (£28 million). Lacking proper information, it is assumed that 20% of these tourists’ 
expenditures (totalling £109 million) will be incurred on purchases from businesses below the threshold and the 
ratio of value added of businesses below the threshold (untaxed) to their total turnover is 40%.     
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III. BUSINESSES19:  

Financial Sector:  Taxed input purchases of 
tax exempt financial sector20 

371 371 371

Plus  
Other Sectors: Value of GST-taxed inputs of 
other tax-exempt entities, such as religious, 
charitable and non profit institutions-without 
any priced services-as well as others, 
including public entities, e.g. Car Parks, 
Postal Services, who often provide services 
without invoices to general public and other 
businesses21 

30 30 30

Equals  
Taxable purchases of GST-exempt businesses 
resulting in “sticking” input taxes (Potential 
GST Base III)    (2003 Data) 
 

400 400 400

IV. GOVERNMENT/ PUBLIC 
SECTOR22: 

 

 Non trading Committees: Taxed purchases 
of goods and services by non–trading 
Committees on revenue account as well as 
capital account23   

74 74 74

Plus  
Trading Committees: Any taxed purchases 
of goods and services by agencies and bodies 
under Trading Committees e.g. Harbours and 
Airport, who are unable to “pass” the input 
taxes onto the consumers and business 
purchasers of their outputs and services24  

4 4 4

Equals  
Taxable Expenditures of Government and 
other public sector (Potential GST Base IV)   
(2003 Data) 

78 78 78

 
                                                 
19  This category covers taxed inputs entering into supplies by other GST-exempt businesses (other than those 
below the turnover threshold) – these will form  “sticking” input taxes of such businesses passed on to other 
businesses (Taxed inputs of businesses below the threshold, which are supplying to domestic households and 
tourists, have already been accounted for above!) 
20 Data are taken from the Survey of Financial Institutions, 2003.  To the extent financial institutions sell 
services to other financial institutions i.e. there are intra financial sector purchases this estimate may be an 
overestimate.   
21 Lacking data, a token amount of £30 million (equivalent to about 1% Jersey’s Gross National Income for 
2003) has been put in. 
22 Of course, there will be no “net” revenue impact of this part of the tax base! 
23 This includes the non-trading Committees’ direct purchases of goods and services (£59 million) and 10% of 
indirect purchases (£54 million), other than manpower expenditures and grants and subsidies, included in the 
revenue expenditures for 2003. 20% of their capital expenditures of such Committees are also assumed to be on 
consumables and therefore GST taxable. States of Jersey Treasury, Financial Report and Accounts, 2003 
24 Assumed to be about 10% of their total revenue and capital expenditure in 2003. 
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Our framework starts from the basic presumption that the GST base in Jersey will 
consist of the following four elements: 

1. Taxed Consumption of Jersey Households 

2. Taxed Expenditures of Tourists 

3. Taxed Sales by Jersey Businesses to other Businesses 

4. Taxed Purchases of Goods and Services by Government and Parastatal Bodies 

For the first two, we employ the same methodology as used by OXERA for incomes, 
taxes, and disposal incomes in Jersey as well as the aggregate data on tourist 
expenditures and the items tourists spend money on, while updating those to the latest 
year (2003) for which data are now available. From that point on we part company and 
present our own estimates. 

Pending the availability of relevant data, Table 2 then makes many broad stroke 
assumptions, specially regarding (1) the overall households savings rate in the economy; 
(2) the share of off-Island consumption of Jersey households in total household 
consumption; (3) the average proportion of value added of (potentially GST exempt) 
smaller businesses in Jersey in the value of their sales; (4) the structural features of a 
broad-based GST in respect of zero ratings and exemptions and the extent to which they 
relate to domestic household expenditures, tourist expenditures, businesses and the 
government. All these are fully described in the footnotes to the table and must be 
revised once the relevant data and information become available. 

Households 

We assume that under Scenario 1, or the broad-based GST, the following expenditures 
of the households will be excluded (not taxed) either as zero- rated or tax exempt:- 

 Zero-rated - expenditures on domestic housing 

 Tax exempt - expenditure on Financial Services Life insurance and postal 
services. 

Using the data on the consumption patterns of Jersey households, given in the 
Household Expenditure Survey, 1999, it appears that the household expenditure that 
will fall outside the GST base and that will go untaxed will, on average, be about 16 per 
cent: 
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Income Group Group 
1 

Group 
2 

Group 
3 

Group 
4 

Group 
5 

 
Untaxed household expenditure under a broad based GST 
 

 
12% 

 
15% 

 
17% 

 
17% 

 
16% 

 

It is estimated therefore that £1,048 million of household expenditures in 2003 would 
have been subject to a broad based GST. (See Table 2 for details of calculations and the 
assumptions made underlying this estimate and those that follow). 

Tourists 

Assuming that tourists expenditures on items of exports, such as the purchases to take 
home (e.g. tobacco and alcohol products), will be zero-rated: and they will also enjoy 
the lower taxation of some of their purchases of services, such as on- Island 
transportation, entertainment and leisure, eating and drinking, and goods, such as gifts 
and souvenirs, on-Island tobacco, purchased from smaller (tax-exempt) businesses 
below the turnover threshold, an estimated £202 million of tourist expenditures would 
have been subject to GST in 2003. With the stagnant tourism in Jersey, we have 
assumed this amount to remain constant at about £202 million. 

Businesses 

Assuming that the financial sector is exempt (and not zero-rated) from GST, as occurs in 
all countries with the broadest possible base of the GST, their purchases of goods and 
services, estimated at £371 million for 2003 would be in the tax base. In addition, the 
purchases of goods and services of other tax-exempt sectors (including some public 
entities, religious, charitable and non profit institutions) would bear a GST on their 
inputs.  This amount has been roughly put at £30 million for 2003. 

All told, as a first approximation, the business sector tax base could be almost £400 
million - primarily due to the huge role of the financial sector in Jersey’s economy 
(almost 50 per cent of its Gross National Income). The decision regarding the exemption 
versus zero rating of this sector, or the amount of “sticking” tax collected from this 
sector, can thus make a huge difference to the GST base and its revenue yield. 

Government and Parastatal Bodies 

Government (Non Trading Committees) purchases of goods and services - both directly 
and indirectly - were about £74 million in 2003. Another small amount of about £4 
million may be taxable on account of some of the Trading Committees’ operations. 

As was noted above, the purchases of government and non-profit making parastatal 
bodies would not necessarily provide a “net” revenue yielding GST base - after all, 
government will effectively be paying to itself! The tax base of about £78 million should 
nevertheless be recognised in the overall GST base calculations. 
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4.6. BASE OF THE UK TYPE GST (SCENARIO 2) 

The basic difference between a broad based GST (Scenario 1 above) and the GST that 
parallels the UK VAT (Scenario 2) is the extent of zero ratings.  

Applying the UK type GST will mean zero rating of food and children’s clothing for 
Jersey households, in addition to the usual zero ratings and exemptions.   

Using the data given in the Household Expenditure Survey, 1999, we estimate the 
household expenditure that will go untaxed for each of the five household groups under 
Scenario 2 to average about 48 per cent (as against 16 per cent under the broad-based 
GST). 

Income Group Group 
1 

Group 
2 

Group 
3 

Group 
4 

Group 
5 

 
Untaxed household expenditure under a UK type GST 
 

 
47% 

 
47% 

 
50% 

 
50% 

 
48% 

 

4.7. BASE OF THE EU SIXTH DIRECTIVE TYPE GST (SCENARIO 3) 

Applying the European Union Sixth Directive type GST to Jersey will mean exemptions 
for medical and education services, in addition to the usual zero ratings and exemptions.   

Using the data given in the Household Expenditure Survey, 1999, we estimate that the 
household expenditure that will go untaxed for each of the five household groups under 
Scenario 3 will average about 28 per cent: 
Income Group Group 

1 
Group 

2 
Group 

3 
Group 

4 
Group 

5 
 
Untaxed household expenditure under a EU 6th 
Directive type GST 

 
21% 

 
23% 

 
26% 

 
30% 

 
29% 

Paragraph 4.9 below contains the estimates of the GST base under the three scenarios 
described above.  

4.8. LIMITATIONS OF OUR METHODOLOGY AND ESTIMATES  

Our methodology and estimates too have many limitations. 

To begin with, the basic data normally needed to make the GST base calculations, such 
as the household savings rate, the levels and composition of imports and exports, gross 
capital formation, including residential and other construction, input-output ratios for 
various sectors, etc. are not readily available in Jersey at present. Under the 
circumstances, we had to make a number of assumptions, which may or may not be 
valid.  It is only fair, therefore, that the policy makers are made aware of them and these 
are noted below. 

The net savings rate (net of “dissavings” by the lower income groups or the spending by 
other households in any given year from out of their past savings, if any) for all Jersey 
households is assumed to be five per cent of their total income25. Unfortunately, such 

                                                 
25 UK household savings rate for 2002 was 5.5% (Source: OECD).  The cost of living in Jersey being normally 
higher than that prevailing in the UK, Jersey’s household savings rate may well be around 5%. 
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data are unlikely to be available any time soon for Jersey; therefore best judgement on 
this subject would need to be made. 

Other data that were unavailable were the likely amounts of purchases by Jersey 
households and tourists from the “smaller” traders, who are likely to be exempt from the 
GST on administrative grounds.  

Pending the decision on the level of small trader exemption (which might be the annual 
turnover level as high as £300,000 - for further details see also Section 4.11), we have 
assumed that the Jersey households spend 10 per cent of their total expenditures and the 
tourists spend 20 per cent of their expenditures, excluding that on accommodation, on 
purchases from small traders. We also needed some idea of the value added of such 
traders that will essentially escape taxation. We have assumed this to be 40 per cent of 
the total value of their sales26. As can be seen, we have made some very bold 
assumptions regarding all these factors. Data has recently been collected about the 
turnover levels of a sample of businesses (declared to the Income Tax Department), 
which we have used to analyse the scope of fixing a high annual turnover threshold, 
perhaps as high as £300,000, for small trader exemption under the GST.  

Data have also been recently prepared in the Statistics Unit of the Policy and Resources 
Department that has helped us establish some indicative input-output ratios of various 
sectors of the economy of Jersey. A value chain survey has also been completed recently in 
Jersey that has helped us make better estimates of these ratios.  Even with the availability of 
these data, judgements still remain to be made regarding the proportions of expenditures 
that Jersey households and tourists incur on their purchases from traders and suppliers with 
turnover below the GST threshold, once decided. 

Exports are always zero rated under GST everywhere in the world. While the 
agricultural and manufacturing exports from Jersey may be small, and can be ignored for 
purposes of GST base calculations, data would, nonetheless, be needed of tourists’ 
purchases for export. For the present, we have assumed this to be negligible - only about 
one per cent of their total expenditures in Jersey. 

Three other factors that would have a very large impact on the potential GST base, and 
therefore the revenue potential of the GST, all relate to the yet to be decided structure of 
the tax: (1) What will be zero-rated?  In the attached table, we have assumed three 
Scenarios. Under the broad-based GST, for example, we have assumed that the only 
item of household consumption to be zero rated will be housing costs (construction and 
renting of residential properties).  

Under the United Kingdom type GST, food and children clothing are also assumed to be 
zero-rated. (2) What will be exempt, other than purchases from small traders?  Once 
again under the broad-based GST, we have assumed that the household purchases of 
financial services, life insurance and postal services would be exempt from GST, which 
form relatively insignificant proportions of household expenditures. Under the EU Sixth 
Directive type GST, medical and education expenditures of the households will also be 
exempt in addition. (3) How will the financial sector be treated under the GST? We have 

                                                 
26 According to the Value Chain Survey, recently completed by the Statistics Unit, the purchases of the 
wholesale/retail and hotels/restaurants/bars sectors, where most of the small traders are concentrated, were about 
60% of their purchases plus value added (or total value), leaving the remaining 40% to be the share of value 
added in total value. 
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assumed that it will be exempted, as is the case in many other countries of the world. If 
so, £371 million of the purchases by this sector will be in the GST base, equivalent to 
almost one third of the rest of the GST base in the case of the broad-based GST.  

If, on the other hand, they were zero-rated, that much of the GST base would not be 
available for taxation under GST and would need to be excluded. 

4.9. OVERALL PICTURE - POSSIBLE GST BASE AND THE NEEDED RATE 

The following table presents our best estimates of the GST base (excluding the non-
revenue yielding tax base of the consumption by the government and the parastatal 
bodies) under the selected three Scenarios, applying our methodology and assumptions. 
The respective revenue yields at the GST rates of 3, 4 and 5 per cent are also shown in 
this table.  For comparison purposes the GST base estimates and the revenue yield 
estimates are shown with and without the financial services sector. 

 

household tourism business Total 3% 4% 5%
Broad Based

(financial services zero rated) 1,048 202 30 1,280 38 51 64
(financial services exempt) 1,651 50 66 83

UK
(financial services zero rated) 642 202 30 874 26 35 44
(financial services exempt) 1,245 37 50 62

EU 6th Directive
(financial services zero rated) 898 202 30 1,130 34 45 57
(financial services exempt) 1,501 45 60 75

(£'million) (£'million)
GST base Revenue yield at different rates

 
It is obvious from this table that, based on 2003 data, a broad based GST would likely 
have a total tax base from all four sectors of the economy (households, tourists, 
businesses, and government and parastatals) of £1,651 million, equivalent of about 63 
per cent of country’s GDP (of £2,610 million), when financial services are exempt, and 
about 49 per cent, when financial services are zero rated, as against the UK type GST 
that would probably have a base equivalent of only 48 per cent, when financial services 
are exempt, and of only 33 per cent, when financial services are zero-rated.   

It also appears from this table that in order to achieve the revenue target of £45 million, 
the authorities do have a number of choices:  

If financial services were zero rated, the broad-based GST (Scenario 1) is most likely to 
yield the needed revenue even at 4% rate, while the UK type GST (Scenario 2) will not 
do that at all.  At five per cent tax rate, both the broad-based GST (Scenario 1) and a 
GST based on EU Sixth Directive (Scenario 3) are likely to yield revenue which would 
provide a significant amount of cushion for meeting the tax administration costs, the 
“loss” of revenue due to collection inefficiency, if any, as well as the cost of the 
promised income support scheme.  

The broad based GST would of course offer a greater cushion (£19 million) than the GST 
based on the European Union Sixth Directive (£12 million). The cushions may be even 
higher depending upon the amount of consumption generated by incomes that are not 
taxed, e.g. capital gains or the incomes earned by the migrant workers who remain outside 
the income and social security tax nets, or are not reported to the Income Tax Department. 
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The incomes or revenues that might be derived from the above are not covered by our 
estimates. The starting point of our estimates is the reported and taxable incomes.  

The estimated cushions will certainly be far higher, were some revenues to be raised 
from the financial sector even as the sector remains zero rated under the GST. 

If, however, financial services were exempt (rather than zero rated), the GST rate can 
be even lower. With a broad-based GST, the rate can be as low as three per cent while 
the GST based on the European Union Sixth Directive and the United Kingdom type 
would require a tax rate of at least four per cent to yield £45 million or more.  

Of course, at these rates, different amounts of surplus revenues would be available for 
meeting the tax administration costs, the “loss” of revenue due to collection inefficiency 
as well as the cost of income support scheme.    

We fully recognise the significance of the financial sector and the central place it has in 
the Jersey’s economy. The feasibility of exempting some or the entire financial sector 
from the GST will obviously hinge on its competitive position and the decision 
regarding the tax treatment of this sector under the GST will be crucial and will need to 
be taken extremely carefully. (For further information on this, see Paragraph 4.14). 

4.10. FINAL CAVEATS 

As noted above, besides the data difficulties, there are at least three major policy 
decisions - regarding zero rating, exemptions and financial sector treatment - that are yet 
to be made and which would have the most significant impact on the GST base and the 
likely GST rate that would be needed to generate £40-45 million.  

The authorities would therefore urgently need to make these policy decisions and early 
in order for the drafting of the GST legislation to begin in earnest. The decision 
regarding the level of turnover threshold for GST registration is also extremely important 
for the GST base.  

One final caveat: Our calculations in Table 2 have been made using the data for 2003. 
(The consumption pattern data used in the calculations, in fact, relate to the period 1998-
1999.)  

By the year 2008, when the GST is likely to be adopted, many changes would have 
taken place - including possibly the international economic environment. The GST base 
and rate calculations would, therefore, need to be updated and refined in light of new 
data and economic circumstances closer to the time of its introduction. 
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4.11. THRESHOLD FOR GST REGISTRATION 

Possible Threshold Level and Revenue Implications 

Under a GST system there is normally a threshold level below which the businesses are 
exempt from the tax - i.e. they are not even required to register for tax purposes, unless 
they voluntarily choose to do so. 

This is done in order to protect relatively small traders and businesses from the burden of 
complying with the GST by receiving and retaining tax invoices for all their purchases; 
charging of GST and issuing of tax invoices on all their sales; and preparation of 
financial accounts and filing of GST returns to the tax department.  At the same time, it 
assists the tax administration tremendously by limiting the number of taxable businesses 
and the tax returns that the tax department has to deal with; and limiting the size of tax 
staff and the costs of GST administration. 

Considerations in Choosing the GST Threshold  

The threshold level below which a business can be exempt can be determined in terms of 
any number of factors e.g. the size of capital investment, the number of employees or the 
form of organisation and the type of accounts it keeps but is normally determined in 
terms of the level of annual business turnover. The higher the turnover-based threshold 
exemption under the GST, the fewer the number of registered traders and enterprises in 
the tax net and the lower the cost of tax administration. Conversely, the lower the 
turnover threshold, the larger the number of GST registered traders and enterprises and, 
therefore, the larger the size of tax administration.  

However, there is a clear trade-off between the need for simplifying and reducing the 
cost of compliance to businesses and the cost of administering the tax to the government, 
on the one hand, and the revenue foregone from exempting businesses from GST, on the 
other. This is because, by exempting small businesses the government essentially 
forgoes the revenues from the value added by such businesses. Countries adopting GST, 
or VAT, make the decision about the level of small trader exemption based on the trade-
off between these considerations, along with the additional consideration that the larger 
businesses (normally taxable under GST) may complain that the exemption of smaller 
businesses from the GST gives them an undue competitive advantage. 

GST Threshold Levels in Other Countries  

All countries that have adopted GST, or VAT, have an exemption for small traders. The 
turnover threshold of small trader exemption, of course, varies from country to 
country27. In the 25 countries of the European Union, for example, this threshold level 
varies between €8,263 (equivalent of £5,679) in Italy to €87,000 (£56,000) in the United 
Kingdom, with the threshold level of most countries in European Union being around 
€10,000 (or about £6870)28.  Australia’s GST has a turnover threshold of A $50,000 
(£19,760), New Zealand’s NZ $40,000 (£14,815), Switzerland’s CHF75,000 (£33,783) 
while Singapore’s GST, with its threshold level of one million Singapore dollars 
(£315,000), obviously has one of the highest threshold levels for the GST in the world. 

                                                 
27 In some countries the threshold level differs between enterprises dealing in goods and those providing 
services. 
28 Price Waterhouse Coopers, A Guide to VATin the EU of 25 Countries, (2004 Update), Appendix 3. page 526 
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Jersey has a choice of having an annual turnover threshold as low or as high as it wishes 
but the above-mentioned considerations viz. the compliance costs for businesses, the 
administrative costs to the tax department, and the revenue costs to the government, 
should help the authorities in making their decision regarding the appropriate threshold 
level.  

However, for this decision to be made, one needs the data on the numbers of businesses 
in Jersey by their turnover levels. 

Sample Data on Turnovers from Income Tax Returns 

Unfortunately, detailed data on this subject are not readily available. One has, therefore, 
to go about making the estimates indirectly, if the needed decision has to be made. One 
such avenue could be the use of information of turnovers, as reported to the Income Tax 
Department, by businesses in their income tax returns.  

At the request of the Crown Agents, and with the permission of the Income Tax 
Department, the Jersey Customs and Excise Department kindly assigned a member of 
staff to manually extract the information on the turnover levels of a very large sample of 
business tax returns. This information has been utilised below to compile the frequency 
distribution of businesses by the turnover levels.  

Data including the Financial Sector Enterprises 

According to income tax records, some 5,200 returns were filed in 2003 by business 
income earners having different levels of turnovers.29 The information compiled for a 
sample of 4,043 (or 78 per cent) returns is tabulated and presented in Table 3 below.30 

Admittedly, these data do not cover the entire business sector in Jersey, as reported to the 
Income Tax Department. However, if it is assumed that it is not completely 
unrepresentative of the distribution of the businesses in Jersey by the size of their 
turnover levels, it would seem that policy makers in Jersey can fix a relatively high level 
of threshold exemption  - i.e. they can exempt many enterprises from the registration and 
compliance requirements of GST, thereby saving themselves the high cost of GST 
administration and without losing significant amounts of potential GST revenue. 

If the data given in Table 3 were to be believed, it would seem that the 75 per cent of 
Jersey businesses have a turnover of only about five per cent of the Island’s total 
turnover of about £4,300 million. Exempting them from GST would mean that 75 per 
cent of the 5,200 or so total enterprises in the Jersey, or 3,900 businesses, would be 
exempt from GST; leaving less than 1,300 firms in total to be really taxable under the 
tax. (The number would be even smaller if the finance sector firms were also exempt). 

                                                 
29 According to the Statistics Unit of the Policy and Resources Department, as of June 2004, there were 4,964 private 
enterprises (excluding those with some employees) and 5,212 (including those with nil employees) in Jersey. 
30 The figures in this table are for all business types and differing legal entities.  
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Table 3: Numbers of Businesses by Turnover Levels and their Total Turnover, 2002 or 
2003 Data (including Banks and Investment Management Institutions) 

Turnover Range 
       (in £ ’000) 

Cumulative 
Number of 

Businesses 

Cumulative 
percentage of 

Businesses (%) 
Cumulative 
Turnover (£) 

Cumulative 
percentage of 
Turnover (%) 

0 to 25 1124 27.8 14,001,722 0.3 
25 to 50 1760 43.5 36,578,267 0.9 
50 to 75 2062 51.0 55,247,249 1.3 
75 to 100 2252 55.7 71,688,670 1.7 
100 to 150 2552 63.1 108,986,456 2.5 
150 to 200 2769 68.5 146,982,369 3.4 
200 to 250 2939 72.7 185,106,039 4.3 
250 to 300 3071 76.0 221,187,148 5.1 
300 to 400 3239 80.1 279,635,357 6.5 
400 to 500 3360 83.1 333,400,974 7.7 
500 to 600 3459 85.6 387,538,410 9.0 
600 to 750 3543 87.6 443,213,194 10.3 
750 to 1,000 3635 89.9 522,117,040 12.1 
1,000 to 1,250 3704 91.6 598,869,296 13.9 
1,250 to 1,500 3764 93.1 681,513,128 15.8 
1,500 to 2,000 3821 94.5 781,647,205 18.2 
2,000 to 2,500 3856 95.4 860,513,199 20.0 
2,500 to 5,000 3937 97.4 1,143,980,452 26.6 
5,000 to 10,000 3981 98.5 1,449,735,749 33.7 
10,000 to 15,000 4003 99.0 1,727,910,543 40.2 
>15,000 4043 100.0 4,302,995,622 100.0 

The loss of revenue from such small enterprises, however, would be relatively small. It 
will essentially be equivalent of the GST rate of 5 per cent that would have been payable 
on the value added part of their total turnover, i.e. about 2 per cent of total turnover, if 
one assumes their value added to be 40 per cent of their total turnover31. The revenue 
foregone would be even smaller if the decision is made to adopt 3% tax rate instead of 
5%. 

Assuming that the distribution of Jersey businesses (by turnover levels given in Table 3) 
was considered to be representative of the reality and that this much loss of revenue was 
considered tolerable, it would seem that Jersey could have an annual threshold level as 
high as £300,000, similar to the threshold exemption level of Singapore. This would be 
one of the highest in the world and would reduce the number of GST-taxable enterprises 
to only 1,300 or less, while “foregoing” a relatively insignificant amount of GST 
revenue. 

Data excluding the Financial Sector Enterprises 

Table 3, however, also includes the financial sector institutions, which may need to be 
exempt from GST in any event. If so, then, for purposes of deciding on the appropriate 

                                                 
31 According to the value chain data for different sectors recently collected by the Statistics Unit of the Policy 
and Resources Department, the purchased inputs entering to total sale values including the value added of the 
wholesale/retail and hotels/restaurants/bars sectors (two main sectors where small traders are concentrated) was 
about 60 per cent. This yields a value added to value ratio of 40 per cent. 
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level of threshold, the foregoing data would need to be revised to exclude the financial 
institutions. Table 4 below does that32. 

Table 4: Numbers of Businesses by Turnover Levels and their Total Turnover, 2002 or 
2003 Data (excluding Banks and Investment Management Institutions) 

Turnover 
range 

(in £ ’000) 

Cumulative 
Number of 
Businesses 

Cumulative 
percentage of 

Businesses (%) 
Cumulative 
Turnover (£) 

Cumulative 
percentage 
by Turnover 

(%) 
0 to 25 1088 28.8 13,753,940 0.7 
25 to 50 1708 45.2 35,752,719 1.7 
50 to 75 1994 52.7 53,406,719 2.5 
75 to 100 2172 57.4 68,833,808 3.3 
100 to 150 2455 64.9 103,933,027 4.9 
150 to 200 2657 70.3 139,296,525 6.6 
200 to 250 2815 74.5 174,726,017 8.3 
250 to 300 2943 77.8 209,703,633 9.9 
300 to 400 3100 82.0 264,287,672 12.5 
400 to 500 3213 85.0 314,557,785 14.9 
500 to 600 3303 87.4 363,680,198 17.2 
600 to 750 3386 89.6 418,726,650 19.8 
750 to 1,000 3469 91.7 490,024,657 23.2 
1,000 to 1,250 3531 93.4 559,064,527 26.5 
1,250 to 1,500 3585 94.8 633,450,058 30.0 
1,500 to 2,000 3628 96.0 708,204,783 33.6 
2,000 to 2,500 3654 96.6 767,328,557 36.4 
2,500 to 5,000 3714 98.2 976,811,744 46.3 
5,000 to 10,000 3744 99.0 1,178,079,985 55.8 
10,000 to 15,000 3758 99.4 1,354,212,841 64.2 
>15,000 3781 100.0 2,110,631,894 100.0 

The conclusions do change somewhat when the turnovers of businesses, excluding the 
financial sector, are analysed. First, the sample of businesses now accounts for only 
3,781 enterprises (73 per cent of 5,200 enterprises in total). The size of the sample, 
however, is still large enough to allow one to arrive at representative generalisations. 
Second, the “skewness” of the distribution of businesses in the sample (excluding the 
financial sector), in terms of their turnover levels, is still as large.  The information given 
in Table 4 indicates that about 65 per cent of the non financial sector enterprises covered 
by the sample have an annual turnover of less than £150,000 and they account for about 
5 per cent of the total turnover of the sample enterprises, while 78 per cent have turnover 
less than £300,000, accounting for about 10 per cent of total turnover of enterprises in 
the sample. The largest 23 businesses have a turnover in excess of 35 per cent of the total 
and the largest 37 enterprises account for almost 45 per cent of the turnover of all non-
financial enterprises covered in the sample. 

Conclusions 

Assuming that the distribution of the sampled businesses in the non-financial sectors, 
given in Table 4, is still representative of the reality, it would seem that Jersey could still 

                                                 
32  Given the available data, financial sector for the purpose of this table could be defined to cover only the 
banks and investment management institutions.     
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have an annual threshold level as high as £300,000, similar to the threshold exemption 
level of Singapore, while reducing the number of GST-taxable enterprises to less than 
1,200 (23 per cent of 5,200), while “foregoing” the GST revenue from less than 10 per 
cent of total business turnover of all such businesses in Jersey 

As before, the loss of revenue from such enterprises would be, essentially, the GST rate 
of 5 per cent that would have been payable on the value added part of their total 
turnover, i.e. about 4 per cent of total turnover, if one assumes their value added to be 40 
per cent of their total turnover. Once again, the revenue foregone would be much smaller 
if the decision is made to adopt 3% tax rate instead of 5%. Were this much loss of 
revenue considered intolerable or unacceptable, the authorities could consider fixing the 
lower turnover limit of £200,000 or even £150,000 for the small trader exemption under 
the GST.  

Table 4 above can in due course be updated to include the data of all enterprises taken 
from the Income Tax Department and can help the authorities determine an appropriate 
level of turnover as and when they are ready to draft the GST legislation. 

Caveats 

The conclusions derived above in Tables 3 and 4 are obviously subject to the reliability 
of the turnover data reported to the Income Tax Department and the sample of firms 
covered in these tables being representative of the business firms in the economy. It 
should also be noted that the data given above relate to the year 2002 or 2003 and the 
situation might well change by the year 2008, if GST is implemented.     

4.12. SUPPLIES 

Supplies for GST purposes relate to the goods and services provided or sold by traders in 
the course of their business activities. Under the proposed prototype “simple” GST 
system for Jersey most supplies will be taxable - registered businesses must therefore 
charge and account for GST at the general rate of tax (recommended as 3 per cent under 
the simple system).  

The liability of supplies is usually covered in the relevant legislation (the GST Act) on 
an inclusive basis - this means that all supplies of goods and/or services are taxable 
unless they are specifically excluded. This is normally achieved by listing the supplies 
by item reference in schedules included in the legislation.  

The two most common methods of excluding specified supplies from the tax base are 
zero rating (supplies are considered to be taxable but at a rate of 0 per cent) and 
exemption.  The following paragraphs give some further details on the supplies that have 
been excluded from the normal tax liability treatment under the prototype system.  

Zero Rate Supplies  

 exports and export related services.  

 transport of passengers to and from Jersey. 

 construction and letting of residential properties.  
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Exempt Supplies  

 Life insurance.  

 Financial services. 

 Postal services. 

From the above listings it is easy to deduce that certain contentious supplies are being 
treated as taxable supplies in the prototype system. These include all foodstuffs, clothing 
(including children) education and health (when charged privately) and domestic 
transport.  

Examples of the GST/VAT exclusions adopted by other countries (Singapore, New 
Zealand, the United Kingdom and recommended under the EU Sixth Directive) are 
provided for illustrative purposes at Annex A of this report.  

4.13. LIKELY BURDEN OF THE GST BY EXPENDITURE GROUPS 

Being a general consumption tax, GST affects practically every household in the society, 
depending upon its overall consumption level and the pattern of consumption. The 
burden of taxation on the household is also affected by the structure of the tax (what is 
taxed and what is not) - i.e. the scope of zero rated and/or exempt items, as well as 
whether the taxable good or service is purchased from a small trader or a large GST- 
registered business. Finally, the burden will depend upon the rate of the tax or the 
structure of rates of the tax, if there is more than one positive rate. 

Obviously, as the Consultation responses demonstrated, there is a great deal of interest 
amongst the public as to how consumers, especially those in the lower income groups, 
would be affected. A similar interest exists on the part of the policy makers who have 
publicly committed to an income support scheme to mitigate the impact of the GST on 
lower income groups as to how costly might such an income support system be. 

A detailed answer to this question must wait till all the parameters affecting this 
calculation have been decided upon. What is attempted below is simply an “order of 
magnitude” estimate using the consumption pattern data that was readily available to us 
from the Household Expenditure Survey, 1999. 

The methodology in making these calculations is as follows: We had the average 
expenditure data per household by quintiles (five groups). Given that these data related to 
the period 1998-1999, we extrapolated the available figures to the year 2003 by 22 per 
cent, the rate of increase in the retail price index between December 1998 and December 
2003. 

Applying the proportions of untaxed expenditures for the five groups, derived under 
three alternative GST structures - Scenario 1 (the broad-based GST), Scenario 2 (the 
United Kingdom VAT), and Scenario 3 (the European Union Sixth Directive type VAT) 
- and taking a further reduction of 10 per cent of the expenditures of all the five groups  -
by virtue of their purchase from the tax exempt small traders below the threshold, we 
derived the remaining household expenditures that would be taxable under the GST.  
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Depending upon what the GST rate decision might be (3, 4, or 5 per cent), we derived 
the proportion of the expenditures of these households that would go towards the 
payment of the GST. 

Table 5 below gives these calculations for the households in each of quintiles and for 
each type of GST at rates (3%, 5% and 3.5% respectively) that might yield circa £32 
million in each case 

Table 5: 

Table: GST Burden and Revenue Yield by Quintile
Broad Based  Rate Group 1 Group 2 Group 3 Group 4 Group 5 Total
GST as a percentage of 
expenditure 3% 2.5% 2.5% 2.4% 2.4% 2.4%

Likely contribution to 
total revenue (£'m) 3% 2.39 4.19 5.64 7.67 11.55 31.44
UK
GST as a percentage of 
expenditure 5% 2.5% 2.6% 2.4% 2.4% 2.5%

Likely contribution to 
total revenue (£'m) 5% 2.38 4.36 5.70 7.70 11.95 32.10
EU Sixth Directive
GST as a percentage of 
expenditure 3.5% 2.7% 2.6% 2.5% 2.4% 2.4%

Likely contribution to 
total revenue (£'m) 3.5% 2.48 4.36 5.81 7.49 11.29 31.43
 
Note (1). Quintiles - As far as the underlying data will allow households have been grouped by income into 
quintiles, Each quintile has an equal number of households. Those in the first quintile have the lowest 
income per household while those in the fifth quintile have the highest income per household.  

Note (2). This table only addresses household expenditure; the overall GST yield will also include a 
contribution attributable to visitor expenditure and non-recoverable GST borne by business. 

The table reveals slight regressivity in the burdens of GST for the five groups, even 
when measured in terms of their total expenditure levels. (It would certainly be higher if 
it were measured in terms of their respective income levels). 

The table also presents the “order of magnitude” estimate of the contributions that each 
income class would be making to the total GST revenues, using the number of 
households in Jersey according to the 2001 Census33, and distributing them over five 
quintiles. 

Depending upon the reliability of these estimates, and decision regarding the proportion 
of the bottom households who will need to be completely relieved of the GST burden 
through the income support system, one can have a feel for the cost of the income 
support system. For example, according to the estimates given in Table 5, a broad-based 

                                                 
33 The total revenue yield from all Jersey households derived in this table is close to, but not exactly equal, to the 
revenue estimates made earlier in the table entitled “Estimate of Potential GST Base, 2003). This inconsistency 
is partly a reflection of the inconsistencies in the available data. According to Jersey in Figures, 2003, the 
number of households according to the 2001 Census was 35, 562, while according to income tax files there were 
more than 46,000 individual income tax returns in 2003.  
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GST (Scenario 1) would require an income support system close to £6 million if the 
bottom two groups were to be fully protected. 

It is not our mandate to design the income support system or to estimate its precise costs 
following the adoption of the GST. The estimates above are simply presented to help 
policy makers in making their decisions regarding the structural aspects of the GST.  

Protecting those on Lower Incomes 

At first sight it might appear desirable to exclude certain essential items such as food to 
protect those on lower incomes.  However in these circumstances a higher GST rate will 
be required to offset the reduced tax base and the net benefit to those on lower incomes 
is minimal.  For example, the table below demonstrates that, in the broad based scenario, 
if food is excluded from the tax base the tax rate would need to be raised from 3% to 
3.4% to deliver the same tax yield.  The net effect of this would therefore be to reduce 
the annual GST burden of a household in the lowest income quintile by only £12: 

Income Group Group 1 Group 2 Group 3 Group 4 Group 5
Broad Based 3.0%
Proportion of untaxed household expenditure 12% 15% 17% 17% 16%
Broad Based (excluding food) 3.4%
Proportion of untaxed household expenditure 28% 28% 28% 26% 24%
Annual decrease/(increase) in GST borne £12 £12 £9 (£1) (£44)  

This advantage must be considered in relation to the significantly increased 
administrative costs for businesses and government that a departure from a simple 
system creates.  Alternative mechanisms including an income support system or revised 
allowances within the income tax system are therefore likely to provide better 
mechanisms to ameliorate the effect on those on lower incomes. 

4.14. FINANCIAL SERVICES INDUSTRY (FSI)  

Introduction 

The financial services sector accounts for 50 to 60 per cent of the Island’s economy.  In 
June 2004 11,600 people (26% of the workforce) were employed in financial services 
and legal activities34.  In 2003 the profits of the financial services sector were estimated 
at £1,050 million, broken down as follows35:- 

                                                 
34 Manpower Survey, June 2004, States of Jersey Statistics Unit 
35 Survey of Financial Institutions, 2003, States of Jersey Statistics Unit.  
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Banking
73%

Fund Management
14%

Trust & Company 
Administration

11%

Accountancy
2%

 
 

Competitive Constraints 

A distinctive feature of this sector is the relative ease with which much of the activity 
could migrate to competing jurisdictions if there were grounds for doing so.  Any 
proposed GST treatment for the sector must therefore be considered in the context of the 
position in competing jurisdictions.  In particular, if the Island seeks to impose an overall 
tax burden on firms that materially exceeds that prevailing in a competing jurisdiction 
this would make the Island vulnerable to the loss of existing business and would be 
likely to be self defeating as a means of raising revenue.  In the same way, imposing 
taxation that would deter further business growth would also be self defeating. 

The competitive environment therefore constitutes an overarching constraint on the 
overall revenue yield that could feasibly be derived from the sector and, more 
particularly, the scale of any GST component within that burden. A comparison of the 
total tax burdens in six countries is provided at Annex B for illustrative purposes. 

Sectors/Components of FSI  

FSI comprises a range of financial service providers that are subject to regulatory 
oversight by the Jersey Financial Services Commission:- 

 Banks (regulated under the Banking Business (Jersey) Law 1991). 

 Trust Companies (regulated by the Jersey Financial Services Commission under 
the Financial Services (Jersey) Law 1998. 

 Managers, Trustees or Custodians of Collective Investment Funds (regulated 
under the Collective Investment Funds (Jersey) Law, 1988). 

 Investment Businesses (regulated under the Financial Services (Jersey) Law 
1998). 

 Certain other Entities (regulated by the Jersey Financial Services Commission 
under the Control of Borrowing (Jersey) Order 1958). 
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Some services are supplied direct to international customers.  However a variety of 
corporate structures are routinely established for international customers and many 
services are supplied to these vehicles rather than directly to the ultimate international 
customer.  These vehicles characteristically bear negligible levels of Jersey tax (“tax 
neutral”) and underpin a significant part of the activity in the sector.   

By way of illustration, the diagram below illustrates the principal parties and transaction 
flows that might arise where an overseas financial institution transfers a portfolio of 
assets (in this example mortgages) to a Special Purpose Vehicle which issues marketable 
securities to fund the acquisition.  In this example a second vehicle administers the 
mortgage portfolio.  Both are held by a trust.   

 

Note that the above hypothetical example is for illustration only.  For the purposes of 
this report the term “vehicle” is widely construed to refer to any legal entity (trust, 
company, partnership or other entity) used in the context of the financial services sector 
to conduct activities or hold assets for an international customer base.  Thus, for 
example, the term is intended to encompass corporate structures employed for private 
wealth management, collective investment funds and "securitisations."   

Comparable tax neutral vehicles are available in competing jurisdictions36. Any 
imposition of a direct or indirect tax burden on these vehicles that set the Island at a 
competitive disadvantage would, in view of the mobility of the underlying activities, 
lead to the loss of business to alternative jurisdictions. 

                                                 
36 For example, in the case of securitisations the Cayman Islands are regarded as a key competitor. 
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Because of the central importance of tax neutral vehicles to the sector and the availability 
of comparable vehicles in competing jurisdictions any future GST regime will need to 
preserve current advantages to contain the risk that this activity is lost to alternative 
jurisdictions.  In practice this might be implemented by granting an end user relief to 
these vehicles.  This might, for example, be granted on application to the revenue 
authority where certain conditions are satisfied37.  Supplies made to vehicles subject to 
the end user relief would not be taxable. The vehicles would remain outside scope for 
GST registration and therefore any supplies by the vehicle would not be subject to GST. 

Financial Service Providers 

In contrast to the vehicles discussed above, service providers currently do bear a 
significant tax burden and may continue to do so in future although, as noted in the 
introduction, the (aggregate direct and indirect) tax burden that it is feasible to place on 
the providers is ultimately largely determined by the treatment available in competing 
jurisdictions. 

In principle it would therefore appear feasible to include service providers within the 
GST regime.   

Treatment of FSI under a GST system  

There are three options that might be considered: 

 “generic treatment” – transactions are individually identified as being taxable or 
exempt (taxable supplies are then further categorised as zero rated if regarded as 
exports of services). 

 “preferential treatment” – reflecting the position of the Working Party 
established by Jersey Finance which concluded that “it will be necessary for the 
provision of all financial services and transactions to [Financial Services 
Industry] customers to be “zero rated” or out of scope for GST”.  

 “simplified treatment” – Financial services are within scope but subject to 
simplified treatment that limits the compliance cost and incorporates safeguards 
in respect of the competitive position. 

Generic Treatment - Competing jurisdictions such as the Isle of Man, Luxembourg, 
Ireland and Singapore provide examples of treatment under generic GST/VAT systems.  
However the treatment of financial services under a generic approach is inherently 
complex and presents a significant compliance burden for firms38.  In particular the 
service provider would need to: 

                                                 
37 For example, the revenue authority might allow end user relief where it is satisfied that the vehicle does not make 
domestic supplies (other than supplies to another vehicle that is itself eligible for end user relief).  It may be possible to 
relate the criteria to the test for permanent establishment although there may be cases where it would be appropriate for a 
vehicle to be regarded as having a permanent establishment but remain eligible for end user relief. 
38 In recent years the compliance burden in the sector has already increased significantly as a result of more 
stringent regulatory requirements as well as the promulgation of the Qualifying Intermediary regime by the USA 
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 Establish the tax liability for all income streams and then determine whether the 
entity is registerable for GST (is taxable turnover in excess of the registration 
threshold?).  

 If the entity is registerable then GST is potentially chargeable on the taxable 
supplies – in addition determine which are zero rated by reference to the status of 
the customer. 

 Pay GST on all taxable expenditure/inputs. 

 For GST registered entities identify which GST on expenditure is eligible as 
deductible input tax by correlation with taxable supplies, exempt supplies, zero 
rated supplies and supplies subject to end user relief. 

Although under the generic treatment of GST most supplies of financial services are 
considered to be exempt most financial service providers are still registered for the tax.  
The income derived from the limited number of supplies deemed to be taxable usually 
far exceeds the relatively low registration threshold. As explained above the 
administration costs of being GST registered are considerable. The GST “sticking tax” 
which is not recoverable can be very significant in many cases. In a European context it 
is currently claimed by FSI that GST/VAT is the fourth highest expenditure item (after 
staff, accommodation and IT/communications).   

In addition to the compliance and accounting burden that this would impose on many 
service providers a substantial body of detailed guidance would be required to 
effectively deal with the numerous supplies and circumstances that arise39. 

This compliance burden conflicts with the requirements to protect the competitive 
advantage of the financial services sector and the desire for simplicity. 

See Annex C for further guidance on the identification of "typical" supplies within the 
FSI and their tax liability treatment under generic GST/VAT systems in five countries. 

Preferential Treatment - The GST Working Party established by Jersey Finance take 
the position that neither vehicles nor financial services providers should bear any GST 
burden on the grounds that this will damage the competitive advantage of the sector. 

However the competitive position is ultimately determined by the overall tax burden 
(together with other non tax factors which may, in some cases, also be important40).  A 
key step in protecting the competitive position has already been taken in lowering the 
income tax rate to ten percent41.  The imposition of some GST burden is therefore 
feasible in principle insofar as the aggregate tax burden (and ultimately the overall cost 
of doing business) continues to compare favourably with other jurisdictions42.   

                                                 
39 For an example see the “Blue Book” jointly issued by HM Customs and the British Bankers Association 
40 For example many retail collective investment funds previously based in Jersey migrated to Luxembourg or 
Dublin partly as a result of a European Directive (UCITS) governing the marketability of investment funds 
established in an EU jurisdiction. 
41 Note however that some firms are currently taxed at a rate below 10% and the move to 0/10 will represent an 
increase in these cases. 
42 Note however that for some firms income tax is preferable to GST in that credit can be taken for income tax 
paid in the calculation of the parent company’s corporation tax liability.  This will not apply to parent companies 
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Furthermore, a fiscal strategy that seeks to strengthen the competitive advantage of 
service providers by reducing the taxation burden significantly below that required to 
remain competitive will only be likely to work in the Island’s favour insofar as:- 

 competing jurisdictions are unwilling (or unable) to match the overall effect of 
Jersey’s treatment quickly enough to offset any first mover advantages that could 
be gained43, and  

 any resulting growth more that compensates for the lower yield rate.  Thus any 
significant reduction in the sector’s tax burden may equally be self defeating. 

It follows that a preferential treatment should not be pursued without careful 
consideration of the consequences.  A detailed analysis of the position of competing 
jurisdictions would be required to establish how far this preferential treatment is 
currently justified44.  Such an analysis is beyond the scope of this project and, in view of 
the dynamic international situation, will be of limited value in forecasting the position in 
2008. 

Simplified Treatment - In the simplified alternative the GST burden for a particular 
firm would be determined by reference to formulae set out in the legislation.  These 
formulae would be developed, in consultation with the industry, to capture the 
characteristics of the activity including the nature of the services provided, the profile of 
customers and the profile of inputs.  The formulae could be developed so as to indicate a 
range within which the GST burden will fall for a particular firm.  Within this range the 
revenue authority would have discretion to vary the assessment in light of any more 
specific factors that may be relevant for that firm. 

Following this approach any GST that has been borne on inputs will simply be offset 
against the figure determined by reference to the formulae to periodically establish the 
payment or refund due.  With suitably constructed formulae this approach will offer the 
further advantage of avoiding the creation of incentives for a service provider to 
purchase off island or self supply45. 

The approach will be available to service providers that are regulated by the Jersey 
Financial Services Commission where the majority of supplies are made to international 
customers or vehicles. 

It is likely that particular formulae will need to be developed for each type of service 
provider (banks, fund managers, trust companies, others) and possibly even within a 
particular type. 

                                                                                                                                                        
subject participation exemption regimes or some other parent companies whose foreign income is subject to 
pooling. 
43 First mover advantage may be a significant factor.  For example, Guernsey’s greater success in attracting 
captive insurance may be attributable to first mover advantages.  Although note that, in this case, the advantage 
arose from the availability of the enabling legislation rather than tax advantages in comparison to Jersey. 
44 Amongst other factors the current treatment available in competing jurisdictions may be extra statutory or 
otherwise not readily ascertainable.  In practice some regimes, including Jersey, are effectively able to vary the 
rate of corporation tax case by case.  In Jersey’s case this flexibility will be phased out in time. 
45 To reduce the potential for cascade effects inherent in this approach supplies by financial services firms to 
businesses may also be taken into account in the construction of the formula so as to produce an effect 
equivalent to zero rating of supplies to GST registered businesses. 
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The suggested approach is a departure from generic treatments but has some element of 
similarity with a scheme implemented in Singapore.  In that case financial services firms 
making exempt supplies are eligible for a partial recovery of input tax at 
rates/percentages set by the Monetary Authority of Singapore based on industry 
statistics.  See Annex D for further information on the recovery of input tax under the 
Singapore GST system. 

The simplified treatment option is preferable in that it:- 

 avoids the compliance burden of the generic treatment, and  

 offers more flexibility than preferential treatment while providing equivalent 
scope to protect the competitive position.   

Note however that whilst this approach offers some flexibility in determining the GST 
yield from the financial services sector it remains tightly constrained by the overriding 
requirement to limit each firm’s aggregate tax burden at a level that does not create an 
incentive to migrate significant activity to a competing jurisdiction.  

Market Confidence 

Representatives of the sector have also highlighted the dangers of creating significant 
uncertainty in the markets that will erode confidence in the Island and lead to the loss of 
business that might otherwise have been placed here.   

Yield 

The challenge is to position, as far as is possible, the tax burden of financial service 
providers within the limit imposed by the competitive position whilst providing the 
certainty that will ensure confidence in the Island is maintained.  Furthermore the 
treatment will need to remain sufficiently flexible to accommodate future developments 
and particularly future moves by competing jurisdictions. 

This challenge is made more complicated in that:- 

 the tax burden comprises a number of elements (corporation tax, payroll tax, 
GST) each of which varies from jurisdiction to jurisdiction.  Furthermore 
jurisdictions may offer extra statutory concessions that are not readily apparent in 
any cursory comparison. 

 For some firms the corporation tax element is less significant in that it is credited 
against the tax liability of the parent group whereas for others this is not the case. 

 The jurisdictions that comprise the greatest competitive threat depend on the 
characteristics of the particular activity.  In particular factors such as the 
availability of a suitable legislative framework, market access, reputation issues, 
labour and other costs, quality of infrastructure, time zone and available expertise 
can all come into play to a greater or lesser extent. 

To establish a feasible yield for a particular firm it would be necessary to have detailed 
information on the activities and competitive position of the firm to determine the level 
of tax burden that would be bearable for that firm.  Individual firms might possess some 
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intelligence on their international competitive position.  However it will not be in the 
firm’s interest to volunteer this information.  Fortunately, firms have a powerful 
incentive to supply this information in cases where the intelligence demonstrates 
convincingly that the GST burden would place the firm at a competitive disadvantage if 
it continued to operate in the Island.   

Furthermore, yield will, in part, be determined by the degree of mobility of the activity.  
This will vary over time. Where Jersey offers advantages that are not available elsewhere 
there will be more scope to derive a higher GST yield since there will be less scope to 
migrate that particular activity.  Over time other jurisdictions will seek to match any 
fiscal and non-fiscal advantages offered by Jersey and thus the risk of migration will 
increase. The yield is therefore likely to fall once other jurisdictions respond and could 
be expected to be lower in respect of long established activities.  These conditions 
evidently favour continuous innovation46. 

Conclusions 

The simplified treatment would be unique in GST terms and provides the best fit with 
Jersey’s particular requirements.  

Although providers of financial services will be registered for GST (subject to approval 
by the Controller) the actual supplies themselves will not be taxable. The FSI will 
contribute to the GST tax yield but the administrative burden involved should be far less 
onerous than under a generic approach.   

The States should clearly signal to firms in the sector that it is willing to adjust the 
headline GST burden on an individual firm when presented with persuasive evidence 
that it is in the interest of the Island to do so47. 

At the same time the States of Jersey should address the risk of loss of confidence in the 
markets by vigorously conveying the fundamental message that it will not introduce any 
measure that would render the sector uncompetitive and will preserve the tax neutrality 
of the vehicles and transactions discussed above. 

In view of the detailed intelligence that will be required to form a realistic view of the 
GST burden that could be borne by the sector it has not been possible within the 
timescale and resource constraints of this project to form an estimate of the maximum 
yield that can be derived48.  

 

                                                 
46 A current example being the introduction of legislation enabling the establishment of expert funds. 
47 There are some sources of intelligence that the States of Jersey can employ in critically evaluating evidence 
that is submitted in support of a request for a reduction in GST burden.  In addition it would be reasonable to 
assume that the necessary skills and expertise have already been partially developed in the course of previous 
income tax negotiations. 
48 By way of background it is however worth noting that one form of vehicle is the Jersey Exempt Company.  
The Exempt Company bears a flat rate of tax of £600 per annum and this currently yields circa £13 million per 
annum.  We understand that an increase in annual registration fee is expected to offset the loss of this revenue 
when the Exempt Company regime ends. 
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4.15. TOURISM/HOSPITALITY  

Generic GST/VAT practice – the treatment from around the world is that supplies 
within the sector are clearly included in the tax base.  It would be very difficult under 
any generic system to differentiate between consumption of residents and tourists. In 
some regimes a lower rate is applied to the provision of holiday accommodation (e.g. 
Isle of Man has a 6% rate for holiday accommodation) and under the generic treatment 
of exports tourists are allowed to recover the tax charged on goods purchased under 
personal exports schemes. Industry leaders in Jersey mentioned the initiatives being 
undertaken in the EU by HOTREC which mainly focus on adopting the low rate 
described above and allowing tax charged on business entertainment to be fully 
recoverable as deductible input tax.   

Recommendations for Jersey – generic treatment should apply – supplies are fully 
taxable - the rate proposed is already well below that being recommended under the 
HOTREC initiative. A retail export scheme could be introduced but the administration of 
the scheme should be placed with the business community. To keep the GST system as 
simple as possible for Jersey we would not recommend any blocking of input tax for the 
business community which again would comply with the HOTREC recommendations.  
Business entertainment is often classed as a non deductible item due to the problems of 
identification and apportionment between business/private consumption.   

4.16. FULFILMENT  

The fulfilment industry is probably unique to Jersey (and other Channel Islands) as a 
result of the close physical proximity to the UK and EU. We are therefore not aware of 
any generic treatment as such under international GST/VAT systems. However although 
the rationale for providing such supplies may be unusual the actual supplies themselves 
fall into the standard GST treatment for goods imported for resale as exports in the same 
state. Import GST would be chargeable on the goods purchased/acquired and any sales 
supplied to customers outside Jersey would be eligible for zero rating as exports.  

4.17. CONSTRUCTION INDUSTRY 
Taking the simple GST model used in Singapore/New Zealand the supply of domestic 
accommodation would be excluded by way of zero rating. This would include the 
sale, repair/maintenance, rent and lease of property. All other supplies would be 
potentially taxable 

4.18. AGRICULTURE/FARMING/FOOD 

Some countries have attempted to exclude (zero rate or exempt) "essential foods" but 
invariably have found whatever definition they adopt is still controversial. Distinctions 
between bread, buns, pastries, biscuits and confectionery create opportunities for endless 
dispute, confusion and evasion. Some countries try to simplify the problem by 
exempting "unprocessed foods," but very few foods are wholly-unprocessed. Even rice 
is usually polished; wheat is turned into flour; milk pasteurised or made into butter; and 
meat butchered and often semi-processed." 

Given the potential problems of special treatment as outlined above as well as the 
overriding objective of maintaining a simple tax system, the GST for Jersey should 
keep to a minimum any zero-rating or exemptions. Granting special treatment to food 
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would lead to confusion and endless debate on what is the definition of food. The 
additional burden on low-income households as a result of GST on food could be 
better dealt with by appropriate compensations. We would therefore recommend 
that food is subject to standard rate of GST. 

This would include primary supplies of agriculture/farming (livestock, dairy, and 
arable) which would be potentially taxable at the positive rate when supplied by 
registered GST businesses (either compulsory or voluntary). Exports of products 
(livestock, dairy, and arable) would be eligible for zero rating in the normal way 

4.19. OTHER INTERNATIONAL SERVICES 

In addition to those activities regarded as financial services the Island also now provides, 
and may encounter future opportunities to provide, various other services to an 
international customer base.  Such services include intellectual property management as 
well as services that are enabled by information technology.  Some of these services 
display the same characteristic mobility as financial services – they could be readily 
located in other jurisdictions.  Where these mobile activities are of significant potential 
benefit to the Island the treatment available in competing jurisdictions will need to be 
taken into consideration if the Island is to remain competitive as a location for such 
activity.  It may be that the general approach that we have suggested in respect of 
financial services can accommodate these situations but it has not been possible in the 
scope of this project to give this any detailed attention. 

The growing importance of fulfilment activity is a case in point.  Under a standard GST 
treatment import GST would be chargeable on the goods purchased/acquired and any 
sales supplied to customers outside Jersey would be eligible for zero rating as exports.  
Where a very high volume and value of goods are predominantly supplied to 
international customers this could impact on the cash flow of the business. If there is 
sufficient evidence to demonstrate that cash flow constitutes the deciding issue in choice 
of location it may be necessary to may some special provision (e.g. postponed 
accounting for import GST) where the benefit to the Island justifies this. 

As emerging opportunities may be seized by competing jurisdictions a proactive 
approach will be necessary. 
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5. ADMINISTRATIVE REQUIREMENTS OF GST, SPECIFIC REQUIREMENTS 
FOR JERSEY  

5.1. INTRODUCTION 

This section looks at the administrative/organisational issues of a GST system for the 
Government agencies involved and the procedures/machinery used by the agencies and 
taxpayers to comply with their requirements and legal responsibilities. 

5.2. ADMINISTRATION - GENERAL PRACTICE 

Countries are divided regarding the decision on which department should administer a 
GST/VAT system. Some countries prefer to have the Customs Department (CD) 
administering it; others prefer the Income Tax Department (ITD).  

In the United Kingdom, HM Customs and Excise has been responsible for the VAT 
charged at both importation and on domestic supplies since the introduction in 1973. 
This will change in the near future as HM Customs and Excise and the Inland Revenue 
are currently in the process of merging. 

In other parts of the world the CD is normally responsible for the collection of 
GST/VAT on imports (in the same form as an import duty) but few regimes followed the 
original UK model. Most countries have either a dedicated GST department, or GST is 
part of a domestic tax department, with direct taxes and GST being administered under 
“one roof”. 

One reason for giving the administration to CD is that in some countries most of the 
GST/VAT revenue comes from imports, making the Customs the natural dominant 
department based on revenue yield alone. On the other hand, both income tax and 
GST/VAT are assessed on the business/enterprises’ financial transactions and records. 
ITD staff usually have more developed skills to enforce taxes based on financial records 
than customs staff.  

Also, GST/VAT is a tax that is applied to both imports and domestically produced goods 
and services. The ITD already has the responsibility of dealing with the taxpayers not 
involved with imports/exports.  Moreover, as one of the objectives of a modern 
GST/VAT is to broaden the tax base mainly by including services in the tax base, the 
ITD is the better-indicated organisation to administer it. In any case, whatever the 
authorities decide, the decision should be made as early as possible to allow time for the 
department selected to prepare for the introduction. 
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The international trend is now clearly to a combined GST/VAT and Income Tax 
Department (see Table 6 below). From IMF research of 108 countries that had adopted 
a GST/VAT up to 1998, 90 countries have established a domestic tax department that 
administers national taxes including direct/income taxes and consumption taxes; 4 have 
included VAT with the customs department; and 14 have established a special 
department for VAT. 

Table 6 - Examples of organisations for GST/VAT administration 

 GST/VAT with Income 
Tax

GST/VAT with Customs Separate 
GST/VAT 

European Union 10 1 2 

Other European countries 14  1 

BRO 15   

Latin America 18 1 3 

Africa 18 1 6 

Asia-Pacific 13   

Middle East 1 1 2 

North America 
1 

  

Total (108 countries) 90 4 14 

Although the ITD is often the department recommended by international experts to 
administer the GST/VAT, the CD will nevertheless play a significant role. The main CD 
involvement in the operation of the VAT is in relation to the collection at import, 
verification of exports and the provision/exchange of intelligence and information. 

5.3. REVENUE DEPARTMENTS IN JERSEY 

The Customs and Excise and the Income Tax Departments are the two main revenue 
agencies in Jersey. Both appear to be well managed, low staffed and efficient regimes 
based on their statutory duties and the performance criteria included in their annual 
reports. It was also quite an unusual experience for the CA team during the consultation 
period to witness such a range of plaudits and compliments extended to both 
departments.  The departments are held in high regard by a broad section of the 
community and it will be vital to maintain this status if a GST system is introduced.  

The choice for administration of a GST in Jersey is reasonably easy to make.  As in other 
parts of the world, the States’ CD would be ideally placed to collect the GST charged on 
imports and this should not impose much additional administrative burden. However, it 
must be recognised that, as a traditional ‘frontier’ organisation, the Department does not 
currently possess the resources, culture or skills to administer a large domestic GST-
registered taxpayer population. For this reason we recommend that the ITD should be 
the agency with the prime responsibility for the tax as a whole and for the direct 
administration of the domestic GST registered population with the CD acting as its agent 
for the collection of tax on imports.   
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5.4. GST ON IMPORTS  

The CD will be responsible for collecting GST on all forms of imports as follows:- 

 Commercial - normal air/sea freight.   

 Personal - passengers arriving in Jersey (by air, sea and vehicle).  

 Postal – mail order/courier. 

CD already has systems/procedures currently in place to collect any duties collectable 
on imports in the above categories. These will need to be reviewed before any GST is 
introduced but should be capable of adaptation reasonably easily. Consideration will 
need to be given to reviewing the statutory tax free allowances for passengers before 
the imposition of any GST/Duty and what de minimis limit should apply to postal 
imports.  

Commercial imports would account for a large amount of revenue yield and are also 
critical to the economy of Jersey. It would be vital to maintain the current clearance time 
for goods moving into and out of Jersey under GST (unusually CD are not accused of 
adding to the clearance time of consignments - goods are effectively cleared 
immediately).  

It would be reasonably easy to adapt the current procedures and forms for entering and 
clearing dutiable goods for GST purposes (traditional entries or SADs are not used in 
Jersey).  To facilitate the business community a self-assessed system could be introduced 
for GST purposes (submitted after clearance) with postponed accounting for eligible 
GST registered taxpayers/importers. 

To provide a reasonable level of assurance to Government the CD must retain the same 
powers of examination and detention of imports subject to GST and, as required, the 
ability to perform post clearance audits at the importer’s premises.  

The CD will collect GST on imports and the information on the tax collected will be 
crucial for the ITD audit. Customs should also provide detailed information on exported 
goods to support the ITD audit of GST refund claims and prevent possible frauds often 
associated with such claims. 

The CD and ITD officers may conduct joint audits and should exchange information to 
enhance compliance. The use of a common taxpayer identification number is the ideal 
solution for permitting electronic data interchange between the two departments. 

5.5. DOMESTIC TAXPAYERS 

As stated above we recommend that the ITD has prime responsibility (under the GST 
Act) for administration of GST. As such it would be responsible for the implementation 
of the tax and, together with the Government, the technical policy decisions, 
maintenance of the taxpayer details/database (registration/amendment/deregistration) 
and all business support systems (see paragraph 5.9 for further details on 
requirements/procedures).  
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The high registration threshold recommended should result in a GST taxpayer 
population of around 1,500 which should be manageable given that all registrants are 
(should be) known to the ITD. Records should exist on the current automated database 
with taxpayer details and a documented history of compliance.  

Most functional activities required for the administration of taxpayers under a direct tax 
regime are similar to those required for GST. These include taxpayer services, issue and 
receipt of returns/payments, and compliance (mainly debt management and audit). The 
only new activity likely to be required will be the control of regular refund returns (e.g. 
those submitted by exporters). This could have some advantages in that refunds should 
not be made to taxpayers if they have debts on file from other tax types (direct taxes). 
Legislation would need to be drafted (and if necessary existing legislation amended) to 
allow offsetting between tax types.  

The first year of the new tax will present a challenge to the ITD and there will need to be 
a greater focus on taxpayer education probably including a programme of educational 
visits to taxpayer premises – in many other countries this has had a positive effect on the 
voluntary compliance of other tax types.  Much depends on the final design of the tax 
and the effort devoted before the start date under the implementation project to educating 
all concerned (taxpayers, general public and staff).  If a simple system is implemented 
and remains stable (few changes) then the consolidation period should be achieved in 
one year (after the start date). 

5.6. USE OF INFORMATION TECHNOLOGY 

The use of modern technology has had a massive impact world-wide on the way tax 
systems are administered, the relationship between taxpayer and tax regime and in 
reducing the cost of both administration and compliance.   

IT has assisted in the new culture of treating taxpayers as customers and as a result the 
level of services provided to taxpayers by tax regimes has increased and the level of 
voluntary compliance has improved. 

Both current revenue departments are using automated systems with dedicated budgets 
to cover ongoing maintenance/support and modernisation/enhancement programmes.  
The cost of administration for the GST system (see paragraph 5.8) has been based on the 
assumption that the latest IT facilities will be in place for the start of the tax. Taxpayers 
should be capable of applying for registration, notifying changes to details, applying for 
deregistration, submitting returns and payments, accessing their own account details and 
lodging general enquiries - all electronically.  

Within the same system the ITD should have individual tax type ledgers, an integrated 
ledger (showing all tax liabilities), all support systems automated (including casework 
tracking) and a full electronic audit module (selection of audit cases - downloading of 
taxpayer file to laptop and electronic audit report on the laptop).  

Software to support tax administration is available on the open market from specialist 
suppliers. These can be provided as fully integrated systems (for a range of different tax 
types) supporting all functional support activities or can be provided on a modular basis. 
The cost of a sophisticated system with e-governance features would be in the region of 
£1/2 million. However, outsourcing models are becoming increasingly popular (and cost 
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effective) where hosted services are provided by third parties and a transaction or unitary 
fee is charged to the Government. The advantage of this model is that it does not require 
capital investment and in some instances the cost could be levied on the users as a 
service charge. 

By 2008 it is also likely that the taxpayer files could be stored electronically which is 
already a part of the ITD enhancement programme.   

5.7. STAFFING 

There is no doubt that the implementation of a GST system in Jersey will require 
additional staff for both the departments involved (CD and ITD). A general guide used 
internationally is that a GST system requires approximately one member of staff per 
200-250 taxpayers registered for the tax.  Under the proposed prototype system (using a 
high registration threshold of £300,000), the target taxpayer population is around 1,500. 
We have therefore based our estimate on ten additional staff being required under the 
allocation of responsibilities/organisational structure outlined above.  

We have not had the time under this project to perform a diagnostic review of all of the 
CD and ITD current systems and procedures or include a manpower/staffing audit.  The 
staffing figure is therefore indicative and we have not attempted at this stage to allocate 
the additional resources to the individual departments or identify the grade levels/skill 
level. The staff numbers are however very much dependent on the following:-  

 The simple GST system is adopted.   

 Current ITD compliance resources are deployed for GST and direct taxes 
(comprehensive audits performed in future covering all tax types). 

 Modern IT systems are in place before GST is implemented. 

We have also assumed that the current staff are of high calibre (motivated with good 
educational background and are well trained) and that recruitment of similar staff would 
not present a problem.  

5.8. COSTS 

The cost of administration is an issue for the introduction of any new system and great 
strides have been made over recent years to reduce costs and, at the same time, to 
improve services provided to taxpayers and to increase the level of voluntary 
compliance. 

The respect accorded to the revenue agencies was in sharp contrast to the suspicion and 
level of negative comment that was expressed during the consultation, aimed mainly at 
the overall cost of government.   

With regard to these concerns we calculate that the administration of a Jersey GST 
would be cost effective, if our recommendations were adopted. The tax, in the form we 
propose, would require up to ten additional staff in the Customs and/or Income Tax 
departments, who could be accommodated within existing facilities. There would be 
initial set-up costs and an investment in information technology systems would be 
required but this would be relatively modest. Staff costs would be in the region of 
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£400,000 per annum, taking, as an average, a middle grade officer at a cost of £40,000 
per annum (including pension contributions).  

We envisage that the total resulting administrative costs would be on target for only one 
per cent of revenue yield - i.e. one penny in the £1.  

We would stress that the reasonable cost described above will be dependent on the 
following:- 

 A simple GST system. 

 A low number of registered taxpayers (at least initially).  

 Full use of modern technology. 

 Compliance measures being absorbed within current resources of the Income Tax 
Department.    

5.9. REQUIREMENTS/PROCEDURES  

Registration 

To maintain the cost-effectiveness of the tax administration and to minimise the 
compliance costs of small business, almost all countries that have a GST set a 
registration threshold. Every person making taxable supplies in excess of the registration 
threshold must register for GST. Persons whose taxable supplies do not exceed the 
registration threshold are not required to register but no GST input credits can be 
claimed in the absence of registration. In effect, GST is still levied on the stages of 
production prior to that of the exempt supplier below the registration threshold; GST is 
not levied on the value added by the exempt supplier. 

The level of registration threshold varies widely between countries with the GST. The 
main reason for the variation is because the choice of a registration threshold level 
involves balancing revenue against administrative and compliance costs, factors that are 
highly dependent on circumstances specific to a country. For example, some countries 
have a comparatively greater number of small businesses than others which account for a 
small percentage of the cumulative value added. As such, cross-country comparisons of 
threshold levels may not be particularly meaningful in deciding on the level for a 
jurisdiction. 

The threshold will need to be defined. In general, two bases are used: - actual turnover of 
taxable supplies over a defined period and estimated turnover over a defined period. A 
third basis could be the current calendar year or current fiscal year, this looks at the past 
as well as the future. 

The threshold level should be kept under review so that it can be altered to take account 
of inflation or other economic factors. 

Some countries have more than one registration threshold, for example, a lower 
threshold for the supplies of services or of certain kinds of services and a higher 
threshold for the supply of goods. This allows the limits to reflect the different 
proportions of value added involved in providing goods and providing services. 
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However, the adoption of different registration thresholds would inevitably introduce 
complexities to the system. It would also result in the requirement to cater for those who 
make both kinds of supply. 

Most jurisdictions allow those who are not required to be registered to do so voluntarily. 
This would be useful for organisations that intend to have a large turnover, but have not 
yet reached it; or have incurred large expenditure in one period, expecting income in the 
following period; or are carrying out business activities at a level that does not reach the 
registration limit but wish to be included in the GST system to avoid the "cascading" 
effect on their supplies. 

Uncontrolled voluntary registration can harm the integrity of the GST system if it results 
in persons who are not in reality engaged in business to register with the aim of claiming 
input tax when they have no real intention of paying much output tax. A compromise 
adopted by some countries is to set a minimum activity level for compulsory registration 
and a lower minimum level for voluntary registration. With such rules, a person can 
register voluntarily only if the lower minimum is met. This should exclude those persons 
with no real economic activity while at the same time allows voluntary registration to 
reduce distortions between those just above and those just below the compulsory 
threshold. Furthermore, to safeguard against frequent opting in and out of the system, a 
minimum registration period could also be imposed. 

Group Registration 

In order to lower the administration costs of GST obligations, the concept of Group GST 
Registration is normally applied where two or more taxable persons may apply for 
registration as a group, provided they are under the common control. 

Members of a GST group registration account for GST jointly and the inter-company 
supplies between the members are disregarded for GST purposes. 

Generally, certain conditions must be satisfied before the entities are permitted to apply 
for group registration status. Some of the common criteria include:- 

 The relevant entities must be resident or have an established place of business in 
that country; and 

 One of them controls each of the others; or 

 One person (company or individual) controls all of them; or 

 Two or more individuals carrying on a business in partnership control all of 
them. 

"Control" is generally defined to have the same meaning as prescribed under the relevant 
companies act of that country. However, such definition may differ between different 
jurisdictions. 

Registration - summary  

Under a generic GST there are two standard types of registration for GST as follows:- 
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 Compulsory or normal registration. 

 Voluntary registration. 

Voluntary registrations are usually permitted subject to a minimum taxable turnover and 
for a minimum registration period of 2 years. 

The registration threshold should be subject to regular review so that it may be altered to 
keep in line with economic and administrative circumstances. 

The liability to register to be based on the actual turnover over a past period as well as on 
the estimated turnover over a future period. 

Returns and Payments 

GST/VAT is a transaction-based tax, and consequently should be reported and 
controlled as often as possible.  Many countries require monthly filing and payment. 
However, this could result in a large number of returns and payments, which the ITD 
could find difficult to administer. Thus, some administrations have decided in favour of 
quarterly returns and payment which are “staggered” – taxpayers are allocated different 
quarter end dates to even the flow of documents.  Monthly returns should still be an 
option for those registered taxpayers that are eligible for regular repayments (granted if 
they apply).  The regime must be given a time limit to make eligible refunds within the 
law. Failure to meet the prescribed limit should result in the payment of interest to the 
taxpayer on the overdue payment. 

The key message is for the system to be user friendly and to attempt to assist the 
business community in complying with their obligations. The return forms must be 
designed to be as simple as possible, freely available and capable of being submitted 
electronically. Tax periods would normally relate to a prescribed period based on 
calendar months but non-standard periods should also be allowed to coincide with 
internal accounting periods.   

Under an integrated regime it should also be possible, where periods and due dates are 
the same, for taxpayers to submit a single return for more than one tax type and make a 
single payment for both taxes. 

Tax invoices  

The tax invoice is a key component of the generic GST/VAT system (often referred to as 
the invoice credit system).  The correct use of tax invoices must be enforced by the tax 
regimes. Tax practitioners often say that a tax invoice is like a cheque issued against the 
Treasury.  So, all precautions should be taken to ensure that they are adequately used. 

Tax administrations have to decide about the contents of the tax invoice.  Usually, 
invoice information should include: the taxpayer identification number of both the seller 
and the purchaser; the name and address of the seller; the name of the purchaser; the date 
the invoice is issued (the tax point); the invoice number; a description of the goods 
and/or services supplied, a unit and total selling price; the amount of GST resulting of 
that transaction; the total amount of the invoice, including the GST payable. Special 
provisions should be made for taxpayers that use computer systems to generate their own 
invoices. 
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A decision also has to be made on whether tax invoices (or simplified or receipts) issued 
to final consumers will show the GST/VAT paid. Most countries prefer not to show the 
tax paid by the final consumer (prices are then deemed to be tax inclusive). In these 
circumstances the invoices issued by retailers are not normally used to support any claim 
for input tax credit. 

How will GST/VAT refunds operate? 

One of the features of the GST/VAT is the possibility that a taxpayer's payments of 
GST/VAT on purchases may exceed the GST/VAT collected on sales at the end of a 
particular accounting period. This is a common occurrence for exporters, purchasers of 
capital assets, and other types of taxpayers. However, international experience has 
shown that refunding systems can provide opportunities for abuse (evasion/fraud) which 
can lead to substantial losses in revenue.  

To address this problem, some countries have developed special programs for detecting 
and preventing fraudulent refund claims. These programs have attempted to provide 
sufficiently tight controls on fraud while avoiding hurting the competitiveness of 
exporters.  

There are two alternative methods for handling excess VAT credit balances: taxpayers 
may either be refunded directly or the amount is carried forward to the next accounting 
period.  Most countries opt for the carrying forward system for all taxpayers except 
regular repayment taxpayers (e.g. exporters). In the case of large repayments from other 
taxpayers (normally regular payers) the refunds can be staggered and should be paid 
only after the taxpayer remains in a position of credit for a certain period (for example 
six months). 
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6. THE IMPLEMENTATION OF A GST/VAT SYSTEM 

6.1. INTRODUCTION  

This paper section presents the issues that should be considered when deciding on the 
introduction of a GST/VAT-type tax.  It reviews the main policy and administrative 
aspects of the tax that affect its introduction.  It also examines the tasks to be 
accomplished in the course of preparing, executing and following up on the introduction 
of a GST/VAT-type tax. 

This Section first discusses some key administrative and policy issues that have to be 
addressed to support a decision to introduce a GST/VAT.  Subsequently, it discusses the 
most relevant issues in terms of the desirable features of a modern GST/VAT, and 
finally suggests the tasks to be accomplished in the course of preparing, executing, and 
following up on the introduction of GST/VAT.  The following chart illustrates the 
milestones of the process of GST/VAT introduction and operation. 

Make a decision
on VAT

introduction

Decide on VAT
policy aspects

Decide on
administrative

aspects

Prepare for VAT
introduction Introduce VAT Operate the VAT

 
Before discussing the administrative issues to be assessed during the decision process, it 
is necessary to emphasise that the most crucial aspect for the GST/VAT introduction is 
the political commitment to its implementation. The explicit support of the highest 
authorities is the key success factor for a successful introduction of the new GST/VAT 
system.  

Once a decision is made to introduce the GST/VAT, the authorities should express 
publicly their support and start a series of key actions that will lead to the start of the new 
tax. The decision of introducing the GST/VAT should be followed by the definition of 
the main features of the tax, in terms of policy and administration. The authorities should 
also supervise the introduction process and provide the resources required by the 
implementation team. 

6.2. PREPARATION FOR GST/ VAT INTRODUCTION 

Based on international experience over the last twenty years and CA's own direct 
involvement in similar projects the following main tasks should be performed in 
preparing for GST/VAT introduction. 

Prepare and approve a dedicated implementation budget 

A budget for GST/VAT implementation should be prepared and submitted to the 
authorities. It should cover expenses for internal staff resources, consultants, travel 
expenses for study tours [other countries with GST/VAT systems], office 
accommodation, furniture, equipment, staff training, training aids, publicity, 
communication facilities and transportation. The budget should be under the control of 
the project team leader who should have the authority to execute it without having to 
refer constantly to the Government/Ministry of Finance. The budget would be, of course, 
subject to audit by the Auditor General. 
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Consider external technical assistance 

It is normally recommended that an international expert with experience in GST/VAT 
introduction, be hired for a period of 18–24 months to work closely with the 
implementation project team.  He/she will assist the team leader and other team 
members to develop and put in place the tasks under their responsibility.  Short-term 
experts may also be required to perform specific tasks such as training, drafting or 
reviewing legislation, designing the audit and the refund systems, designing the IT 
system, etc. 

Establish a project team 

A multidisciplinary implementation project team should be established under the 
Government/Ministry of Finance to conduct the day-to-day introduction tasks. A high-
level professional should head it. The team leader should ideally be drawn from the tax 
administration or Ministry of Finance. His/her most important attributes will be 
leadership qualities, easy access to the country’s top authorities, proven project 
management experience, enthusiasm, and capacity to innovate. Each team member 
should have a specific area of responsibility: (1) legal issues; (2) training, (3) taxpayer 
services/education, (4) communications/publicity; (5) customs control on imports and 
exports; (6) business support systems (registration, filing and payment procedures); (7) 
compliance (audit and debt management); and (8) information technology. 

Produce an implementation plan 

Planning for the introduction of a GST/VAT system is a critical step and some of the 
problems experienced elsewhere in the world have been subsequently traced to poor 
planning at the preparation stage. A series of tasks have to be performed during the two-
year implementation period and a detailed plan is an absolute must. The plan should 
include the tasks to be completed, their duration and the persons responsible for each 
task. The plan must also be subject to regular review and revision as/when necessary. 

6.3. COST OF GST/VAT IMPLEMENTATION  

GST/VAT implementation is a process that takes at least two years of hard work for a 
team of dedicated high quality staff. It can be expensive and a special budget should be 
allocated to it.  Of course, when the authorities decide for the GST/VAT 
implementation, they expect that the introduction costs will be more than offset by the 
benefits of the new tax system.  

Based on CA's experience working with the donor community on projects world-wide it 
is possible to provide an indicative cost for the typical GST implementation. The donor 
community allocate a base budget of around one million sterling for a two year period 
which covers the human technical assistance (usually one long term adviser supported 
by a range of short term inputs) and a basic communications/publicity/education 
programme.  

6.4. KEY ACTIVITIES INVOLVED 

Decide on the main GST/VAT policy issues 
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Once the authorities decide to introduce a GST/VAT system, the next step is to define 
the main policy aspects of the new tax.  Decisions have to be made on the tax base 
(exemptions and zero rates), the positive tax rate (or rates) and the threshold for 
registration. 

An ideal GST/VAT should be applied to all supplies of all goods and services. 
Exemptions should be kept on a minimum to broaden the tax base and to facilitate 
compliance by taxpayers and control by tax administration. There should be only one 
positive rate. Multiple rates make administration more complicate and favours mistakes, 
avoidance and deliberate evasion. The zero rate should be applied exclusively to exports 
and export related supplies. If they are extended to other sectors it will result in more 
difficult control systems and an increased number of refund claims, which sometimes 
cannot be managed by the tax administrations. 

The registration threshold should be established at a level that, without sacrificing too 
much revenue, would result in a reduced number of taxpayers to be registered.  In many 
countries, a relatively small number (often between 200 and 500) of large taxpayers are 
responsible/generate a very high percentage (80 to 90 percent) of the GST/VAT revenue 
yield. Experience elsewhere shows that the level of voluntary compliance is higher with 
larger taxpayers and consequently the cost of administration for the tax agencies is 
relatively low. 

Prepare the enabling GST/VAT legislation (primary and secondary) 

It will be necessary to draft new legislation (GST/VAT Act and regulations) and review 
related legislation.  This will require consultations with the relevant parties in the 
country. It will also be necessary to consider the impact of a GST/VAT Act on existing 
legislation such as the Customs Act, the Income Tax Act, and other related legislation. 

Develop and deliver staff training and taxpayer education 

Training is another of the key success factors of the new tax.  It should start with the 
implementation project team and then be extended to the ITD and CD staff.  Training of 
the GST/VAT project team members should be started as soon as they are appointed. 
The first main task in this area is to identify the training needs and prepare a 
comprehensive training programme. One particular aspect of the training plan should be 
the training of trainers, as most of the GST/VAT training will have to be repeated for 
updating knowledge and for new staff. External experts could be used for more 
specialised subjects (e.g. audit of computer accounting systems, till interrogation, large 
taxpayer control. 

When GST/VAT policy and administrative aspects have been decided, the considerable 
task of educating the business community and sensitising the general public should 
commence. 

Communications/publicity programmes 

Once a decision to implement GST/VAT on a given date is taken, it is recommended 
that the authorities deliver public announcements to avoid distortions in public opinion 
about it. Also, a publicity campaign needs to be set up with assistance from 
communications experts to gain momentum as the introduction date approaches. 
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Although publicity is a specialised subject that can require the skills of experts specially 
hired to run the campaign, the GST/VAT project team will also have a public relations 
role to make GST/VAT information available to as wide an audience as possible. 
Possibilities include setting up a help desk telephone lines, a contact address (and e-mail 
address) for written enquiries, as well as talks, seminars, lectures, and public meetings. 
Members of the project teams should participate in TV and radio shows to discuss 
GST/VAT and explain the main features to the public. Most countries introducing 
GST/VAT also set up a forum for consultation (Joint Consultative Committee) with 
trade associations, chambers of trade, etc which can still play a valuable role after the tax 
has started. 

Professional communicators hired to help the authorities can use all the communication 
avenues available including television, radio, newspapers, magazines, handouts, 
mailings, and should stress the workings and benefits of a GST/VAT.  

Some businesses will regard having to set up and keep proper records as an imposition; a 
logical counter argument is to emphasise the benefits that can flow from modern 
accounting, such as profit identification, stock records, and the provision of other useful 
business statistics. The benefits to the business community of improved cash flow and 
tax-free capital goods should also be publicised. GST/VAT is, to a certain degree, self-
enforced and will help reduce undervaluation (since undervaluing has the effect of 
preventing a registered trader from claiming the correct input tax credit). These positive 
aspects can be used in the publicity campaign. 

Develop and put in place registration procedures 

If an adequate threshold is applied, most of the GST/VAT taxpayers will already be 
registered with the tax administration (ITD). Nevertheless, they will still be required to 
apply for GST registration and provide some additional information, and update their 
particulars in the taxpayer database/register. Thus, a GST/VAT registration service has 
to be set up and new registration forms and procedures will be required. 

Develop taxpayer service/assistance procedures 

As part of the taxpayer service activity, the GST/VAT project team should prepare 
explanatory materials to be made available to taxpayers. Different guides (public 
notices/leaflets) are necessary to inform the public why a GST/VAT is being introduced 
and how it will affect them and others designed to help the business 
community/taxpayers with registration, and filing their returns. 

The series of explanatory material on GST/VAT often includes the following 
notices/leaflets:- "General Guide"; "Should I be registered?"; "How to file and pay 
GST"; "The ins and outs of GST"; "Guide for retailers"; "Exports and Imports"; "Visits 
by a GST Inspector".  

The content of the leaflet "Should I be registered?" would emphasise the objective of 
registration, who is subject to registration, and how and when to apply for registration. It 
should explain how to complete the registration forms, and describe the post-registration 
procedures. It should be an easy-to-understand document, which would be included in 
registration packs, and be available at the tax office and other public places such as 
banks, post offices and shopping centres. 



THE STATES OF JERSEY FINAL REPORT 
DESIGN OF A PROTOTYPE GST SYSTEM CA REFERENCE NO: T23079 

 

CROWN AGENTS  
MR HAMMOND/C:\DOCUMENTS AND SETTINGS\MCAVOYA\LOCAL SETTINGS\TEMPORARY INTERNET FILES\OLKE01\FINAL REPORT 4.DOC/07/02/2005/T23079/R0112 PAGE 58 

The notice on "How to file and pay GST" should be a detailed document that includes 
the information required by the GST registered business to comply with their filing and 
payment obligations. It should explain the GST legislation and operation, and include the 
information needed by taxpayers to enable them to answer all their general questions. It 
should deal in some detail with tax invoicing and bookkeeping requirements, the credit 
mechanism, how to maintain proper books of account, the instructions for completing 
the different sections of the GST return form, and the filing and paying of the tax due. 
The penalty provisions should also be covered in some detail. This guide should be 
developed before the registration activity commences, so that it can be immediately 
supplied to new registrants. 

Develop filing and payment procedures 

Taxpayers should file their return and make their payments around the 15th of the month 
following the month/quarter when the relevant transactions took place. 

The return and payment form (unique form) should be simple. It should contain the 
taxpayer name/address and identification number, the tax period (month/year) the 
amount of domestic purchases, imports, domestic sales and exports. Also, the GST paid 
on imports and domestic purchases and the GST charged on domestic sales. 
Consultation with Customs and trade organisations would be useful during the design of 
the GST return form. 

GST/VAT should be administered as a self-assessed tax. Under a GST self-assessment 
system, taxpayers take the initiative in applying for registration and charging the tax on 
their taxable supplies. In addition, they must issue appropriate tax invoices, keep 
adequate records of their transactions, file a return at the end of the accounting period 
and pay all issuing liabilities promptly. 

In return, the administration must act promptly against non-compliance. This implies the 
need for: prompt processing of returns and payments; identification of non-filers and 
delinquencies; fast follow up of any non compliance so that taxpayers are encouraged to 
comply; and the imposition of appropriate penalties and interest charges in case of 
identified default so that taxpayers are discouraged from repeat offences, and that the 
benefits of past offences are removed. 

Develop audit procedures 

The approach to GST/VAT audit often differs from that used in income tax in that it is 
usually a less complex and less extensive procedure (often referred to as control 
verification) . The routine GST/VAT audit van be issue-oriented, covering just a few tax 
periods. It is generally a check of selected aspects of the taxpayers' records.  Information 
cross-checking is a powerful tool for GST/VAT audit. The objective is to improve 
compliance through regular control visits, based on risk profiling, so that evasion can be 
quickly identified and penalised. 

The duration of a control visit will vary considerably depending on the complexity, size, 
and reliability of the trader. For example, audit to large traders with complex operations 
will require more time and resources from the tax administrations.  Some fraudulent 
taxpayers may require two officers to visit together. Conversely some taxpayers, by 
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reason of their position in the manufacturing or retail chain, the simplicity of their 
accounts, or their small size, may only need occasional short visits. 

In the first few months after introduction of GST the control visit programme should be 
biased more to education, with the emphasis on assisting the taxpayer. Subsequent visits 
will have the emphasis on control and penalties for any non-compliance. 

Prepare internal Instructions/Procedure Manuals 

All officers concerned with collecting and controlling VAT will require instruction 
manuals, and an early start on preparing such manuals should be made. These should 
cover all procedures related to VAT operations. They must be clear, concise, 
understandable, and kept up-to-date as procedures change. If possible, they should be 
available via Intranet. They should also be used to support new staff training and re-
training.  

Develop and test the IT systems 

IT systems should be in place to support the tax administration in carrying out its main 
functions. These functions are: processing monthly VAT returns and payment forms, 
validation of information, selection of returns with inconsistencies for audit, controlling 
stopfiling and delinquent account, selecting taxpayers for audit, and screening of VAT 
refund applications as they are filed. 

6.5. GST IMPLEMENTATION TIMETABLE 

A high-level implementation timetable/plan based on best international practice is 
attached to this report at Annex E.  

6.6. IMPLEMENTATION OF A GST IN PHASES  

The report so far has described the implementation of a GST/VAT system as a single 
event (often referred to as the "quantum leap" or "hard launch") and in most countries 
this has proved to be very successful if best practice is followed.  Some regimes have 
adopted a more cautions approach which is referred to as the "soft" launch which is a 
phased approach to the implementation. 

Should the authorities wish to adopt GST in phases instead of one big move, in order to 
ease in the traders to the compliance requirements of a full-fledged GST and to facilitate 
the “on job” training of tax officials to the administration of a broad-based consumption 
tax, the authorities do have an option of adopting the new tax in gradual steps over a 
period of three or four years. The phasing in of the implementation of the GST would 
follow stages similar to those outlined below. 

STAGE I: 

During this stage, the tax would simply be a general sales tax that would be imposed on 
two separate but highly distinct bases: the imports of goods in the country (based on the 
CIF values of imports), with as few exceptions as possible, and the utilities (primarily 
electricity, gas, water and telecommunications).  
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The advantages of this form of consumption taxation will be many. First, it will cover 
the consumption of most of the goods in the country as most consumer goods are 
imported into the country. Second, it will get the Customs and Excise Department 
actively into the revenue collection process and will effectively prepare its staff for the 
ultimate imposition of the GST. Third, it will impose very little burden, if any, of 
compliance on the importers or the consumers of imports. Fourth, only a few - and 
relatively large - public sector bodies supply utility services, the collection of the tax on 
utilities would, therefore, be relatively easy.  

As to the revenue impact of such a tax, we estimate the value of imports, which might be 
subject to tax to be in excess of £900 million49, and that of utilities about £100 million50. 
Thus each one per cent tax could theoretically generate about £10 million in revenue. 
However, in reality, it would be far less than that. First, the finance sector would seek a 
complete exemption on the ground that its competitiveness would be eroded. Their 
imports, according to the value chain survey referred to earlier, totalled £420 million. 
Second, the imports and purchases of utilities by the government would not yield any 
“net” revenue, as the government expenditure would simply go up by the same amount. 
Third, the subsidies and transfers to non-profit agencies, which are dependent upon the 
budgetary support, would need to increase - to “pay” for the additional costs imposed on 
them by such a tax.  The revenue-yielding base of such a tax, thus, may not be much 
more than £500 million, reducing its revenue yield to only £5 million for every one per 
cent of tax rate.  

There will, however, be some disadvantages of such a tax. First, the traders could mark 
up their profits, inclusive of sales tax they have paid at the import stage and the utility 
charges they have paid to conduct their businesses. They could thus try to earn extra 
profits on the tax components of their costs, thereby raising their prices 
disproportionately and piling on profits on their taxes (called “pyramiding” in the 
taxation literature).  Second, as the profit margins on different commodities are normally 
different, the rates of price increases of different commodities could end up being very 
different even though the sales tax was imposed at a flat rate. The burden of the tax on 
different consumers could, therefore, end up being very different, depending on what a 
particular consumer consumes. Third, as different goods and services consumed by 
Jersey households and entering into their consumption patterns are bound to involve 
different combinations of taxable imports and utility services and tax-free domestic 
goods and other services, different consumers would end up bearing different amounts of 
tax burdens on this count too. Fourth, there would be no easy way of distinguishing 
between the imports and the purchases of utilities by end-users - i.e. as inputs by 
businesses and as final consumption by consumers. As a result, there would be no way 
of providing rebates and refunds of taxes entering into exports. Finally, as there is no 
clear-cut technique of differentiating capital goods from consumer goods, the imports of 
the former would get taxed much like the imports of the latter. To the extent that the 

                                                 
49 According to the value chain survey, recently carried out by the Statistics Unit of the Policy and Resources 
Department and completed in June 2004, the business sectors alone imported goods and services worth £810 
million. Add to it the direct imports by the government/public sector and the non-profits as well as the 
households, total imports could easily exceed £900 million (or about 30% of country’s GNI). 
50 According to the latest available data, the electricity sales were about £42 million and the sales of Jersey 
Telecom about £65 million. Excluding the use of electricity for street lighting and other public uses could bring 
the taxable base of these two services to about £90 million annually. Adding the sales of remaining utility 
services, such as gas and water, could possibly bring the total up to £100 million.  
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former would be taxed, it would become a tax on “investment” as much as it would be a 
sales tax on consumption.  

While such a “narrow base” and “ single stage” sales tax would not be the most 
appropriate tax for an advanced country such as the States of Jersey, the authorities may 
see it as a stepping-stone towards the implementation of a “broad-based” and “multi 
stage” GST and may wish to give it some consideration. The disadvantages of this tax 
will not be that serious if the tax rate was low. Indeed if the authorities were to adopt it, it 
should be adopted at a very low rate, say, and two to three per cent - with a revenue yield 
of £10-15 million in the early years.  

STAGE II: 

In stage II, the base of the tax would be broadened to cover services other than the utility 
services. The services provided by the wholesalers and retailers; hotels, restaurants and 
bars; road, sea and air transport providers; recreation and entertainment providers; 
government/public sector and non-profit institutions, etc. will all be included in the base 
of the sales tax. In this stage, the tax will truly become a broad-based retail level sales tax 
with greatly enhanced revenue yield and little, if any inequities of tax burdens between 
various consumers. 

The revenue yield of such a tax could be as high as £8 to 10 million (instead of £5 
million calculated for stage I above) for every one per cent of tax rate. For one thing, the 
domestic value added of the wholesalers and retailers of imported goods would now be 
captured and would be a part of the tax base. Assuming that the retail prices of imported 
goods in Jersey are usually 25 to 30 per cent higher than their landed costs at the import 
stage, this alone will raise the amount of revenue significantly.  Second, the extension of 
the sales tax to the value added of other services, such as hotels, restaurants, bars, 
transport and other private sectors too will expand the tax base and add much to the 
revenue of the sales tax. 

Even such a “broad based” and “retail level” sales tax will not be without faults. There 
will be at least three important flaws of such a tax: First, it will not be easy to distinguish 
between goods and services used as business inputs and those used as final consumption, 
leaving enough scope for tax cascading. Second, there will be no mechanism for 
relieving the country’s exports of the full burden of domestic indirect taxation. Finally, 
all retailers, irrespective of the size of their turnover, would be required to comply with 
the requirements of the tax, thereby creating much trader resentment as well as adding to 
the cost of tax administration. 

Once again, given the nature of Jersey’s economy, with the relatively small domestic 
manufacturing sector and negligible exports of domestically produced goods, the first 
two disadvantages noted above would not have a material impact and would cause little 
harm to the economy, if any.  The remaining, and third, disadvantage too can be partially 
surmounted through the adoption of a simplified scheme of collecting taxes from 
establishments with small turnovers.  

STAGE III:  

Stage III would, then, consist of the adoption of a “broad based” and “multi-stage” GST, 
with the proper credit mechanism for the input taxes paid on purchased inputs and 
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capital goods, the exemption of small traders below a certain pre determined turnover 
level, and the zero rating of exports and the exemption of selected items of consumption 
and/or sectors of the economy.  

This would be the most desirable form of consumption tax-- the broad-based GST-- 
which would be introduced in three step-by-step, deliberately measured, stages, 
recognising the taxpayer and tax administration constraints of an economy which has 
never had a general consumption tax in any form or shape. 

CONCLUSION  

Given the negative economic effects of the each stage of the phased approach, the 
political and administrative implications of revising the base of the tax practically every 
year - and the popular resistance it might generate - and current circumstances in Jersey 
(mainly the recommended prototype GST system with the low tax rate and high turnover 
threshold and the implementation timescale) there is no reason why the phased "soft 
launch” approach should be adopted in Jersey. However if circumstances do change in 
the coming years it may be worth further consideration. 
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7. REMAINING TASKS/FUTURE WORK/WAY AHEAD 

7.1. ADDITIONAL DATA REQUIRED  

By the year 2008, when the GST is likely to be adopted, many changes would have 
taken place - including possibly the international economic environment. The GST base 
and rate calculations provided in this document would, therefore, need to be updated and 
refined in light of new data and economic circumstances closer to the time of its 
introduction. 

7.2. IMPORTANT POLICY DECISIONS 

There are at least three major policy decisions - regarding zero rating, exemptions and 
financial sector treatment - that are yet to be made and which would have the most 
significant impact on the GST base and the likely GST rate that would be needed to 
generate £45 million.  

The authorities would therefore urgently need to make these policy decisions and early 
in order for the drafting of the GST legislation to begin in earnest. The decision 
regarding the level of turnover threshold for GST registration is also extremely important 
for the GST base.  

A common concern regarding GST (raised during the consultation period) is the 
tendency for the rate of tax to increase with time. It would therefore assist in public 
acceptance of GST if, at the time of introduction, Government could provide some form 
of assurance that the tax rate will not be increased in the medium term e.g. no increase in 
tax rate for a three year period from the date of introduction. In some jurisdictions the 
level of assurance has been formalised by a "capping clause" included as part of the 
Primary Law (GST Act) - no increase for a given number of years. If necessary the 
clause could also include a restriction on the frequency and size rate of any future rate 
increase (e.g. increase no more than one per cent per year). 

7.3. FUTURE CA INVOLVEMENT 

The current CA/Government contract (signed in September 2004) included an end date 
of 31st December 2004. The contract was amended by letter dated 22nd December 2004 
which extended the project life until 31 March 2005 and enables the Government to 
utilise the underspend by acquiring further technical assistance on a "call down" basis.  

The first of the call down inputs to be used in 2005 are for Steve Lowthorpe to return to 
Jersey on 13th/14th January 2005 (to present the final report to F&E) and on 8th/9th 
February 2005 (to attend a media and States members’ briefing). 

7.4. THIS REPORT  

This Final Report is a contracted deliverable of this project and has been written to assist 
the Finance and Economics Committee in its deliberations about the feasibility of a 
future GST for the States of Jersey.  
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The project was divided into three phases - Inception; Consultation/Fact Finding; and 
Analysis/Review. Timing was important: Crown Agents was required to produce a Final 
Report by the end of December 2004 to assist the Finance and Economics Committee in 
making its recommendations to the State in February 2005. 

The Report has been delivered on time and within budget. However, the work has been 
challenging and some difficulties have been experienced - notably a paucity of relevant 
data on which to base financial predictions/projections.  

7.5. CONCLUSIONS 

In administrative terms, GST implementation in the States of Jersey is quite feasible if 
certain requirements are satisfied.  First, a strong and explicit political commitment from 
the top authorities; second, the preparation of a detailed implementation plan with 
realistic dates for the main milestones; third, the provision of the necessary resources for 
implementation, which should be clearly identified in an implementation budget and, 
fourth, a comprehensive public and trade information/education programme.  

It has also been recognised that further external support in terms of technical assistance 
will be necessary to assist the Government in successfully implementing a GST/VAT 
system. 

These are the vital considerations in the process of planning, executing and following up 
on the implementation of a GST/VAT-type tax.  Following them closely will no doubt 
ensure a smooth transition to an efficient, effective GST. 

Having regard to all the social, technical and economic issues, we are convinced that 
there will never be a better opportunity for Jersey to adopt a three/three/three broad-
based GST system - i.e. a three per cent rate of tax, a three hundred thousand pounds 
threshold, within a three year timescale. 

However, this will require the political will to persuade the Jersey public and the 
business community that there is and should be a move to a more balanced taxation 
system, with greater emphasis on indirect taxation. 

 

TAXATION DEPARTMENT 
PUBLIC FINANCE MANAGEMENT  
CROWN AGENTS  
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EXAMPLES OF GST/VAT EXCLUSIONS ADOPTED BY OTHER COUNTRIES 
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Country Zero Exempt Taxable 
  

Reduced Rate Standard Rate 
     
Singapore Exports Certain financial services None 5% 
 International services Sale or lease of residential properties   
     
New Zealand The sale of a “going concern”   Financial services None 12.5% 
 Exported goods Donated goods and services sold by 

non-profit  bodies 
  

 Goods not in New Zealand at the 
time of supply 

Renting a dwelling for use as a private 
home 

  

 Duty-free goods The sale of a rental dwelling that was 
rented for at least five years before the 
sale 

  

 Exported vessels (ships) Residential accommodation under a 
head lease 

  

 Exported aircraft The supply of fine metals (gold, silver 
and platinum), other than zero-rated 
supplies 

  

 Goods and services that are directly 
connected with temporary imports 

Penalty interest.   

 Transport of passengers and goods 
to and from NZ 

   

 Services performed outside NZ    
 Certain exported services    
 The first sale by a refiner of pure 

gold, silver or platinum to a dealer 
in fine metal for investment 
purposes 
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Country Zero Exempt Taxable 
  

Reduced Rate Standard Rate 
     
United    5% 17.5% 
Kingdom Food   Postal services Children’s car seats  
 Sewerage services and water Insurance.  Residential conversions  
 Books, etc Land   
 Talking books for the blind and 

handicapped and wireless sets for 
the blind 

Subscriptions to trade unions, 
professional and other public interest 
bodies 

Grant-funded installation 
of heating equipment or 
security goods or 
connection of gas supply 

 

 Construction of buildings, etc Postal services Supplies of domestic fuel 
or power 

 

 Protected buildings Betting, gaming and lotteries Installation of energy-
saving materials 

 

 International services Supplies of goods where input tax 
cannot be recovered 

Women’s sanitary 
products 

 

 Transport Educational   
 Caravans and houseboats Health and welfare   
 Bank notes Investment gold   
 Drugs, medicines, aids for the 

handicapped, etc 
Fund-raising events by charities and 
other qualifying bodies 

Residential renovations 
and alterations 

 

 Imports, exports etc Cultural services etc   
 Tax-free shops Works of art etc   
 Charities, etc Finance   
 Clothing and footwear Sport, sports competitions and physical 

education 
  

 Gold Burial & Cremation   
  Investment gold   
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Country Zero Exempt Taxable 
  

Reduced Rate Standard Rate 
     

6th Directive 
 
(Council 
Directive  

 Insurance and reinsurance transactions, One or two reduced rates 
of at least 5% are 
authorised for supplies of 
goods or of services 
having a social or cultural 
purpose  

The standard rate of VAT 
must be at least 15% in 
each Member State.  
 

77.338/EEC 
17/5/1977) 

 The leasing or letting of immovable 
property (with the exception of the 
provision of accommodation the letting 
of premises and sites for parking 
vehicles, lettings of permanently 
installed equipment and machinery, 
hire of safes), 

  

  Supplies of goods used wholly for an 
exempted activity, other activities such 
as the granting and negotiation of 
credit, transactions and negotiations 
concerning deposit funds, payments, 
transfers, transactions and negotiations 
concerning currency, transactions and 
negotiations concerning shares, 
interests in companies or associations. 

  

  Exemptions for imports are also 
possible, in particular for the final 
importation of goods of which the 
supply by a taxable person would in all 
circumstances be exempted within the 
country 
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Country Zero Exempt Taxable 
  

Reduced Rate Standard Rate 
     
6th Directive  For importation of goods under a 

declaration for transit arrangements; 
  

  For importation of goods declared to be 
under temporary importation 
arrangements, which thereby qualify 
for exemption from customs duties, or 
which would so qualify if they were 
imported from a third country; 

  

  For final importation of goods 
qualifying for exemption from customs 
duties other than as provided for in the 
Common Customs Tariff or which 
would qualify for exemption if they 
were imported from a third country. 

  

  However, Member States have the 
right not to grant exemption where, for 
example, it would be liable to have a 
serious effect on conditions of 
competition on the home market.  
There is also provision for exemptions 
for export and like 

  

 
 
 

 Transactions and international 
transport, as well as special exemptions 
linked to international goods traffic. 
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The activities undertaken in the financial services sector are characteristically mobile.  That is to 
say there may be few impediments to migration of the activity to a competing jurisdiction.  
Services providers will take account of the tax burden in evaluating whether to relocate some or 
all of the activity under their control.  Any element of irrecoverable GST borne by the service 
provider will form part of that tax burden.  However the key figure is the overall tax burden and 
this will comprise a number of elements including corporation tax, payroll tax, irrecoverable 
GST and possibly other elements. 

Furthermore, some service providers are able to credit corporation tax incurred against the tax 
liability of the parent company.  For companies in this position less importance will attach to the 
corporation tax burden. 

A comparison based on the headline tax rates of competing jurisdictions is set out in the table 
below.  For the purposes of this comparison a notional tax burden has been calculated for a 
bank, fund manager and trust company using the following data drawn from the Survey of 
Financial Institutions 2003: 

 
 

Banking 
Fund 

Management 
Trust 

Administration 
Turnover 1,203 257 367 
Expenditure on Salaries 211 43 179 
Expenditure on goods and services 225 62 74 
Profit 767 152 114 

 

Applying the headline rates to these figures yields the following comparison: 

 
Switzerland Luxembourg Isle of Man Singapore Ireland New Zealand Jersey

Employer social security contribution 11.29% 13.27% 8.00% 13.00% 10.75% 0.00% 6.50%
Combined corporate income tax 24.10% 30.38% 10.00% 10.00% 12.50% 33.00% 10.00%
Standard VAT rate 7.60% 15.00% 17.50% 5.00% 21.00% 12.50% ?

Corporation Tax 185 233 77 77 96 253 77
Payroll Tax 24 28 17 27 23 0 14
Input tax not recovered ? ? ? ? ? ? ?
Tax burden without foreign tax credit 209 261 94 104 119 253 90
Tax burden assuming foreign tax credit 24 31 17 27 23 23 14

Corporation Tax 37 46 15 15 19 50 15
Payroll Tax 5 6 3 6 5 0 3
Input tax not recovered ? ? ? ? ? ? ?
Tax burden without foreign tax credit 41 52 19 21 24 50 18
Tax burden assuming foreign tax credit 5 6 3 6 5 5 3

Corporation Tax 27 35 11 11 14 38 11
Payroll Tax 20 24 14 23 19 0 12
Input tax not recovered ? ? ? ? ? ? ?
Tax burden without foreign tax credit 48 58 26 35 33 38 23
Tax burden assuming foreign tax credit 20 24 14 23 19 3 12

Tax rates: OECD, Monetary Authority of Singapore, Moneynet

 

This broad brush comparison is of limited value in that: 
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• The rates prevailing in 2008 are likely to be different.  For example the rates that will 
apply in the Isle of Man have not finalised and indeed some financial services 
providers may be subject to a 0% rate. 

• More detailed investigation may establish that, when special provisions are taken into 
account, the current tax burden may differ significantly from that suggested by a 
simplistic application of the headline rates.   

Nonetheless the exercise demonstrates that significant variations in tax burden may exist and 
that ongoing work is required to establish Jersey’s competitive position. 

Notes 

• The comparison assumes that the parent is taxed at a rate of 30% 
• No account has been taken of special provisions / relief that might be available 
• No adjustment has been made to account for capping of social security contributions, 

if applicable 
• Unrecoverable GST on inputs, if any, has been ignored. 
• It has been assumed that all activity qualifies for the Singapore Financial Sector 

Incentive (“FSI”) Scheme corporation tax rate of 10% 
• The comparison excludes Cayman Islands and Bermuda on the grounds that Jersey's 

future regime will be more favourable than Jersey’s current regime (other than for 
those companies with an existing tax rate below 10%) and therefore it would be 
reasonable to make the preliminary assumption that any business at risk would 
already have been lost to those jurisdictions. 

• Guernsey is excluded on the grounds that is could be expected to design its new 
regime to remain competitive with Jersey. 

• Withholding taxes and double tax treaties also influence the choice of location. 
• For those firms that are unable to take advantage of the foreign tax credit (because 

world-wide income is pooled or participation exemption applies) the burden before 
FTC will be the most relevant comparison. 

• In respect of the Isle of Man the payroll tax includes Employers Social Security 
contribution of 6.3% plus redundancy fund 1.2% plus industrial training fund 0.5% 
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GENERIC TREATMENT OF FINANCIAL SERVICES UNDER GST/VAT SYSTEMS 
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WHAT ARE FINANCIAL SERVICES? 

Many jurisdictions do not define explicitly define “financial services” but the term is generally 
taken to encompass activities of the banking, investment and insurance sectors.  Generally most, 
but not all, financial services are exempt.  Examples of services that are typically exempt 
include: 

• banking transactions, borrowing, lending, management of customers’ accounts 
• credit card transactions 
• dealings in stocks, shares and financial securities 
• insurance services 
• management of special investment funds 
• brokerage and agency services relating to these activities. 

Examples of services that are typically liable to GST include: 

• financial and investment advice 
• equipment leasing 
• safe keeping services 
• debt collection. 

Financial services are exempt from GST primarily because of the practical difficulties in 
defining and measuring the value added which would be appropriate as a base for taxation. 

Exempt services are services which are specifically not chargeable to GST.  In other words the 
supply of these services is not liable to GST. However, the supply of goods and services to an 
organisation, for example a bank or insurance company, for the purpose of providing these 
exempt services is subject to GST but the bank or insurance company has no entitlement to 
credit for GST i.e. input GST is not deductible.  

Where, however, exempt financial services are supplied to international customers (in the case 
of EU countries, customers established outside the EU), input GST is typically recoverable to 
the extent that it relates to those supplies. The services are, effectively, zero-rated. 

PLACE OF SUPPLY AND THE REVERSE CHARGE 

Typically the general rule is that the place of supply is the place where the person supplying the 
service is established and, the supplier is legally responsible for payment of the tax.  However 
financial services are typically deemed to be supplied where the service is received (the “reverse 
charge” rule).  The reverse charge rule generally applies to: 

• financial services received within the jurisdiction for business purposes, and,  
• financial services supplied by a taxpayer in the jurisdiction to a business or person 

established outside the jurisdiction1.  

In the first case, GST, if chargeable, must be accounted for by the recipient of the service in the 
jurisdiction.  In the second case, for services supplied to business persons established outside the 
jurisdiction and to non-business persons outside the jurisdiction the place of supply is deemed to 
be outside the scope of GST.  Thus, for financial institutions: 
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• supplies of exempt financial services to customers established outside the jurisdiction, 
qualify for input credit; 

• a financial institution which imports taxable financial, or, non-financial services, for 
example, legal or accountancy services, from suppliers outside the jurisdiction, makes 
itself liable and accountable for GST on the imported services. 

SERVICE PROVIDERS AND VEHICLES 

Regulations and practices relating to what, for the purposes of this paper, we have termed 
service providers (e.g. fund managers, custodians, administrators, custodians, trustees etc) and 
vehicles (e.g. funds taking the legal form of companies, unit trusts, partnerships or SPVs 
employed in securitisations) are generally complex.  As a result a GST burden may be borne by 
the service provider or the vehicle in some circumstances. 

Some jurisdictions, notably New Zealand, allow an input tax credit in respect of supplies of 
financial services to GST registered businesses.  This measure addresses the problems of tax 
cascades and the self-supply bias that otherwise occur when financial intermediaries are unable 
to recover GST paid on their purchases. 

COMPARISON 

The following table and notes provide a comparison of GST treatment in selected jurisdictions1 
(note that the treatment in the Isle of Man is understood to follow the UK) 

  Switzerland Luxembourg UK Ireland New Zealand 

Dealing in Money E(1) E(1) E(1) E(1) E(1)(2)(3) 
Operation of Bank Account E E E E E(1)(3) 
Documentary Credits E E(2) E(2) E(2) E(1)(3) 
Provision of loans E E(3) E(3) E E(1)(3) 
Credit Card Services E E(4) E E E(1) 
Financial Guarantees E E E E E(1)(3) 
Guarantee Claims E OS OS OS E(1) 
Dealing in Financial Instruments and Shares E(2) E E E E(1)(3)(4) 
Stock Lending E E E E E(1) 
Share Dividends E OS OS OS(3) OS(1)(5) 
Futures E E (4) E(4) E(1)(3)(6) 
Options E E (5) E E(1)(3)(7) 
Swaps E E E E E(1)(3)(7) 
Underwriting Financial Instruments E E E(6) E E(1)(3) 
Dealing in Foreign Exchange E E/OS(5) OS/E(7) E/OS(5) E(1)(3) 
Financial Leases T T(6) T/E(8) T(6) T/E(8) 
Debt Collection T T T T E(9) 
Debt Factoring E/T(3) E(7) E/T(9) E(7) E(1) 
Safekeeping T T(8) T T T(1) 
Financial Advisory Services T T T T T(1) 
Provision of Life Insurance / Reinsurance E E E E E(1)(3) 
Provision of Non-Life Insurance/Reinsurance E E E E/T(8) T(1)(3) 
Settlement of Insurance Claims E OS OS OS T(10) 
Loss Adjusting Services T T T(10) T T/E(1)(11) 
Trustee Services T E(9) T T E(1)(12) 
Fund Management E T(10) T/E(11) T/E(9) E(1) 

Professional Services T T T(12) T/E(10) T/E(1)(13) 
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Key  
T Taxable at a positive rate 

E 
Exempt from tax with no deduction of related input tax. The income from such supplies may be used in the calculation to 
establish recovery of VAT on expenditure 

Z 
Zero-rated - exempt from tax with the right to deduct related input tax. (In some countries this may be described as outside 
the scope with recovery.) 

OS Outside the scope of tax. This income is not included in the calculation to establish recovery of VAT on expenditure. 
 

NOTES 

IRELAND 

1. Supplies of collectors’ items: T 
2. Zero rating is applied for services in relation to exports of goods outside the EU and Isle of Man 
3. In general: OS Where management fee is part of the dividend: E 
4. a) Financial futures: E. b) Commodities futures: E until contract is concluded then T at the rate of the 

goods in question. c) Forward agreements: as (b) 
5. E if carried out on a retail basis. OS if carried out for the institution’s own account. 
6. Leasing: T Hire purchase credit: E 
7. Recourse/non-recourse factoring: E  Service charge: T 
8. Authorised insurers: E. Non-authorised: T at the rate of goods/services supplied at the same time. 
9. a) Pension funds: T, unless operated by an authorised insurance company, then: E b) Collective 

investment fund: E in most cases c) Investment portfolio: T, unless it is a special investment fund. d)
 Private fund: T 

10. T or E, depending on the nature of the services, for instance, accounting and legal services are T, but 
where accountants and lawyers supply financial services these are E. 

LUXEMBOURG 

1. Supplies of collectors’ items: T 
2. Zero rating is applied for services in relation to exports of goods outside the EU and Isle of Man 
3. The management of loans by persons other than granting the loan: T Where the loan relates to an export 

of goods to a country outside the EU: Z 
4. In general: E. The supply commission paid by participating outlets: T. 
5. If carried out on behalf of third parties: E Basis of valuation is profit margin plus commission received. If 

carried out for the institution’s own account: OS 
6.  (i) Treated as a supply of services: T or territorially OS (ii) Treated as a supply of goods: T or Z (supply 

to another country within or outside the EU: E) 
7. If the factoring company acquires title to the debt: E (treated as a credit transaction) Otherwise T. 
8. Letting of safes: T  Direct or indirect safekeeping of securities, including administrative management: T 

(except for securities, transactions for which the client has given specific instructions and safekeeping 
services supplied to collective investment funds, in which case E.) 

9. In general: E  In respect of services to a special investment fund that is neither an FCP (Fonds Commun 
de Placement) or a SICAV/SICAF, in which case T. 

10. In general: T In relation to specific share or security transactions executed on client orders and the 
management of OPC (Organisme de Placement Collectif): E 

NEW ZEALAND 

1. Where the service is provided to a non-resident who is outside New Zealand at the time the service is 
performed: Z (other conditions apply for certain financial services). 

2. Supplies of collectors’ items: T 
3. The service of agreeing to do or arranging follows the same treatment. 
4. Financial instruments which are used to transfer any interest in land which would otherwise be taxable 

are excluded. 
5. The activity of paying dividends: E 
6. E: only if the supply occurs through a futures exchange, otherwise: T 
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7. GST legislation does not explicitly deal with options or swaps. Q13 However, in practice the service is E, 
if the underlying contract relates to a financial instrument (for example exchange of currency). 

8. Charge for credit, if separately disclosed: E 
9. Debtor tracing: T 
10. T in the hands of the insured to the extent that the loss was incurred in carrying on a taxable activity, 

otherwise OS. Further, not T if the contract of insurance is not taxable claim is paid to a private person or 
the payment is to indemnify a person for loss of earnings. Subject to certain conditions, the insurer is 
entitled to input tax credit on the value of the indemnity payment. 

11. In respect of non-life insurance: T In respect of life insurance: E 
12. Agreeing to do or arranging financial services: E - Management of funds other than a superannuation 

funds: T - Executorship services: T 
13. Professional services are T, unless the service is agreeing to do or arranging of a financial service, in 

which case E applies.  Services relating to the collection or payment of amounts of interest, principal, 
dividends etc. in respect of financial instruments are E. 

SWITZERLAND 

1. Supplies of collectors’ items: T 
2. The delivery of shares without dealings in shares: T 
3. Non recourse factoring: E Recourse factoring: T if the factor has to settle accounts with respect to each 

individual payment received from the debtor 

UK 

1. Supplies of collectors’ items: T 
2. In relation to intra EU movements: E In relation to imports: E Basis of valuation is gross premium. Zero 

rating is applied for services in relation to exports of goods outside the EU and Isle of Man. 
3. The management of loans by persons other than the person granting the loan: T 
4. Liability of supply 

A. Financial Futures 
(i) a) own account trading: OS 

b) member/client transactions: E 

(ii) No intermediary services arise. 
B. Commodities 
(i) a) futures contracts with or between market members are Z, unless; b) a contract with a non-

member leads to delivery, in which case supply is T or Z depending on commodity involved. 
(ii) Intermediary services in respect of (i) a) are Z if supplied by a market member. 
C. Forward Agreements.  These are simply contracts for the future delivery of goods and are liable to 

VAT according to the liability of the goods in question, unless between members of a futures 
market, in which case Z. 

5. Grant and making of arrangements: E  Financial options: E  Commodities: Z on terminal market, 
otherwise T  Exercise of options: OS 

6. Discounted cases may involve no supply of underwriting, only of the securities when resold. Depends 
upon analysis of the individual agreements. 

7. If at an agreed rate for no specific fee: OS If fee or commission charged: E 
8. Goods: T/Z depending on liability of goods. Credit: E Basis of valuation Goods - price of goods Credit - 

charge as separately disclosed 
9. Supply of advance is E; value is fee charged. With recourse factoring, factor normally charges a fee for 

the right to assign which is taxable.  Non-recourse factoring is similar with no fee for the right to 
reassign. 

10. Under the terms of a specific trade agreement, loss adjusting services provided in conjunction with 
claims claiming and settlement services can be treated as a single exempt supply 

11. Normally T, but recharge of broker’s exempt transaction charge may be a disbursement. Management of 
Authorised Unit Trusts and Open Ended Investment Companies: E 

12. If acting as an intermediary in relation to a specific financial supply: E. 
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DEFINITIONS 

DEALING IN MONEY 

Services provided in connection with the issue of, receipt of, dealing in, or transfer of money. 
Specific services include: 

• transfers of money between accounts 
• provision of bankers’ drafts 
• cable transfer charges 
• clearing services 
• direct debits 
• issue or dealing in commercial paper / promissory notes. 

OPERATION OF BANK ACCOUNT 

Services provided in connection with the operation of an account; including: 

• transaction charges 
• interest / service charges 
• issue of standard cheque books 
• overdraft charges 

DOCUMENTARY CREDITS 

An international trade finance facility, relating to credit or guarantees in respect of: 

• exports of goods 
• imports of goods 

PROVISION OF LOANS 

Includes: 

• the granting of credit, secured or unsecured, to a customer 
• the receipt of a commitment fee in connection with the granting of credit 
• charges made by an intermediary for making arrangements for the granting of 

credit. 

CREDIT CARD SERVICES 

Charges relating to credit card services, including: 

• fees received from the card holder 
• interest charges 
• annual charges 
• commission from participating outlets 
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FINANCIAL GUARANTEES 

A contract issued by a guarantor obliging him to indemnify a party for any loss arising from the 
failure or default of the other party to fulfil his obligation. 

GUARANTEE CLAIMS 

The settlement by the guarantor of any liability arising under a financial guarantee, described at 
6 above. 

DEALING IN FINANCIAL INSTRUMENTS AND SHARES 

The issue, sale, transfer or receipt of financial instruments including: 

• bonds 
• certificate of deposit 
• shares and stocks 
• co-operative investments 
• government bills/gilts 

Charges by intermediaries for the making of arrangements for transactions in the above 
instruments, including the underwriting of share and stock issues. 

STOCK LENDING 

The lending of stock, for a fee to a counterparty (the equivalent stock to be returned at an agreed 
date). 

SHARE DIVIDENDS 

The receipt of dividends by a company / individual. 

FUTURES 

Contracts for the sale of a financial instrument or commodity at a fixed price at a fixed future 
date.  Standard contracts are used and these are authorised by a regulated market. 

a. Financial Futures 

The sale as principal of a financial futures contract, and the services of intermediaries in 
connection with the making of arrangements for the sale of a financial futures contract 

• to a market member 
• to a non-market member 

b. Commodities Futures 

The sale as principal of a commodities futures contract, and the services of intermediaries in 
connection with the making of arrangements for the sale of a commodities futures contract: 

• to a market member 
• to a non-market member 
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c. Forward Agreements 

These are contracts entered into outside the regulated markets. The form of contract is not 
necessarily standardised. However the principle of agreeing a sale at a fixed price on a fixed 
future date is consistent. 

OPTIONS 

Options may be entered into in respect of interest rates, exchange rates, securities stock indices, 
commodities and their derivatives. For example, in an interest rate option, the purchaser of the 
option has the right (but not the obligation) to lock into a predetermined interest rate for a given 
period of time. The writer of the option is exposed to a market risk in respect of interest rate 
movements. Options may be contract over the counter (i.e. directly between counterparties) or 
through recognised exchanges. 

The supplies may include: 

• the grant of an option 
• the close-out of an option 
• the exercise of an option 
• making arrangements for any of the above services. 

SWAPS 

Swaps may be entered into in respect of interest rates or currencies. In the classic interest rate 
swap, two parties contract to exchange interest payments (and sometimes principal payments) on 
the same amount of indebtedness of the same maturity and with the same payments dates, with 
one providing fixed interest rate payments in return for variable rate payments from the other. 

Supplies may include: 

• contracting as principal to a Swap agreement 
• the receipt of a periodic payment (e.g. interest) under the agreement 
• the services of an intermediary in connection with the making of arrangements for 

a Swap contract. 

UNDERWRITING FINANCIAL INSTRUMENTS 

Underwriting the issue of financial instruments, e.g. guaranteeing to find buyers for all or part of 
an issue, including the services of sub-underwriters. The fee will sometimes take the form of a 
discount (i.e. underwriter buys instruments after the issue at, say, 2% less than the estimated 
market value). The underwriter’s income will therefore derive from the difference in buying 
price and selling price (i.e. the “turn”). 

DEALING IN FOREIGN EXCHANGE 

The exchange of currency between counterparties: 

• spot (bought at the current exchange rate) 
• forward (agreement to buy a fixed price amount at a future date and price) 
• over the counter (supplied to customers at the spot rate plus a fee). 
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FINANCIAL LEASES 

Finance provided for the acquisition of goods by way of instalment credit or a credit sale 
agreement. This includes: 

• repayment of capital 
• separately disclosed charge for credit. 

DEBT COLLECTION 

Fees for the collection of outstanding debts. 

DEBT FACTORING 

Recourse factoring: An advance is provided calculated on a discounted value of debts 
recoverable. The factor takes title to the debts but has the right to assign back those debts not 
paid by a given date. Non-recourse factoring: Factor purchases debts at a discount taking into 
account the risk of non-payment since the title to the debts cannot be assigned back to the 
original supplier. 

SAFEKEEPING 

The provision of safe custody facilities, including safety deposit boxes. 

FINANCIAL ADVISORY SERVICES 

Provision of advice regarding, for example, the buying and selling of securities or advice in 
relation to market conditions. 

PROVISION OF LIFE INSURANCE / REINSURANCE 

Provision of insurance against death - often linked to a mortgage, investment or savings policy; 
traditionally, such insurance comprises: 

• term cover for mortality; and 
• an investment / savings plan. 

PROVISION OF NON-LIFE INSURANCE/REINSURANCE 

Provision of insurance cover relating to a specific risk (i.e. theft, loss, damage, illness etc.) in 
return for a periodic premium, including the services of brokers and agents. The insurance may 
be provided: 

• by authorised insurers; or 
• by non-authorised insurers. 

SETTLEMENT OF INSURANCE CLAIMS 

The settlement by the insurer of claims arising under LAS below. 

LOSS ADJUSTING SERVICES 

Provision of services relating to the assessment and negotiation of an insurance claim. 
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TRUSTEE SERVICES 

Provision of services as Trustee for an estate, fund or special investment funds. Fees may 
include periodic management fees. 

FUND MANAGEMENT 

Provision of management services relating to a fund, including the management of: 

• pension funds 
• a collective investment fund 
• an investment portfolio 
• a private fund 

Fees may comprise 

• a management fee 
• a transaction-based fee for the buying and selling of securities. 

PROFESSIONAL SERVICES 

The provision of services by accountants/lawyers 

• in the general course of business in relation to a specific financial transaction. 
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FINANCIAL SERVICES GST RECOVERY IN SINGAPORE 
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Introduction  
Singapore operates a generic GST system which broadly follows the GST treatment for 
financial services set out in the relevant annex to this report.  In particular most financial 
services are exempt supplies.  However financial services are an important component of 
the economy and certain special schemes have been introduced to limit the compliance 
burden for financial services firms: 

Banks and Finance Companies 
Banks or finance companies are allowed to take an input tax credit in respect of (exempt) 
supplies made to: 

 overseas customers 

 domestic customers who are registered for GST.  

However, this would require the bank to record the GST status of every customer. To 
avoid this problem, pre-determined input tax recovery rates have been fixed, so that bank 
and finance companies have a method to allow them to claim an input tax credit. These 
rates are fixed on the basis of the industry's statistics. Banks and finance companies are 
required to submit their financial statements to the Monetary Authority of Singapore. 
This organisation publishes annual statistics relating to deposits, lending to various types 
of customers, etc. On the basis of these statistics, input tax recovery rates are determined 
annually by bank category (full, merchant, restricted, offshore). 

Note that banks still collect GST on the taxable supplies.  However generally this is a 
small element of their business and usually a refund is receivable. 

Stock Brokers  
Stock brokers may have standard-rated supplies (i.e. service charges), zero-rated supplies 
(such as the sale of shares to an international buyer), and exempt supplies (such as the 
sale of shares to local buyers). 

Stock Brokers are allowed to take a full input tax credit in the case of standard-rated 
supply and zero-rated supply and 50% in the case of exempt supply. The rationale 
behind the 50% input tax credit in the case of exempt supply is that the seller does not 
know to whom he is selling if the sale of the shares is done through a stock broking 
company. His buyer may be a GST-registered vendor, a non-GST registered vendor, or 
an overseas buyer. The percent of total input tax allowed as a credit is calculated on the 
basis of the following formula: 

 
S+Z+(0.5 x E) 

(S+Z+E) 
 

(where S = standard rated supply, Z = zero rated supply and E = exempt supply) 
 
Other Financial Services Firms 

In a similar way the special scheme encompasses Insurance Companies, Credit Card 
Companies and Leasing Companies each of which has a particular formula reflecting the 
characteristics of the business.  
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ILLUSTRATIVE GST/VAT IMPLEMENTATION PLAN 
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ID Task Name Duration Predecessors
1 VAT Development 527 days

2

3 Major policy issues 43 days

4 Government decides to implement VAT 1 day

5 Main policy and administrative aspects defined 20 days 4

6

7 Implementation Team 90 days
8 Select team leader 30 days 4

9 Prepare/approve implementation budget 60 days 4

10 Establish team 30 days 9

11 Install international expert 60 days 4

12

13 Prepare law and regulations draft 229 days

14 Draft the VAT law 90 days 4

15 Draft VAT regulations 89 days 4

16 Cabinet review and approval 60 days 15

17 Parliament passes law 80 days 16

18

19 Resolve organizational issues 180 days

20 High-level staffing issues 60 days 10

21 Structure 30 days 20

22 Staffing 90 days 21

23

24 Registration 421 days

25 Conduct taxpayer survey 60 days

26 Design Registration process 90 days 14

27 Conduct registration activity 150 days 26,50,64

28

29 Operational Development 431 days

30 Taxpayer Services activities 80 days 14

31 Return process 80 days 14

32 Enforcement of arrears procedures 80 days 14

33 Audit activity 180 days 14

34 Refund processing system 80 days 14

35 Other Support Activities 180 days 14

36

37 IT Systems 260 days

38 Develop Registration system 120 days

39 Develop return and payment processing system 130 days

40 Developing taxpayer curent account system 130 days

41 Develop audit system 130 days

42 Develop other systems 130 days

43 Test systems 130 days 38,39,40,41,42

44

45 Manuals 190 days

46 Develop Operations manual 90 days 30,31,32

47 Develop Audit manual 90 days 33

48

49 Forms design 200 days

50 Registration Form 90 days 26

51 Return Form 100 days 31

52 Other Forms 100 days 50

53

54 Engage staff 150 days

55 Phase 1 60 days

56 Phase 2 60 days

57

58 Staff Training 120 days

59 Registration and Advisory 67 days 26,46,55

60 Operations/processing 90 days 46,30,31,55

61 Audit 90 days 33,47,55

62

63 Publicity and Education 270 days

64 General publicity 90 days 14,26

65 Taxpayer education and advisory 270 days 30,31,32

66

67 VAT introduction 45 days

68 Issue first returns 45 days 43FS-40 days

69 Receive first returns and VAT revenue 0 days 68,43 01/0

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1
Y1 Y2 Y3

 


