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THE STATES OF JERSEY
A SUMMARY OF RESPONSES TO PUBLIC CONSULTATION ON GST CONTRACT REFERENCE N%: T23182

1. | NTRODUCTION

This document is presented by Crown Agents, coastdtto the GST implementation
project.

It summarises the views expressed in the publisuatations held between 28 March and 31
August this year concerning the implementation @peration of Jersey’s Goods and
Services Tax (GST), which is due to be introducead08.

Since it is intended to provide only an overviewll® comments and suggestions that have
been made, and for reasons of space, it doesshat liletail all of the replies received.

Where responses by the GST Consultation Teamuesswised during the consultations are
included in this report, these reflect the viewsent at the time of writing. Any additional
information received during, or after, the condigitas that presents new issues, or requires
re-examination of existing ones, will be carefidkamined. As a result, changes will be
made to the final versions of the Draft GST Law &edjulations that will be presented to the
States Assembly for approval. Where the team cersitthat the case for change has been
made, this is reflected in their comments in thjgart.

It should be stressed that the final scope of G&Ithe provisions of the GST legislation
will be matters for the States Assembly to decide.

This report is divided into three Sections —
» Section One: Introduction
» Section Two: Summary of responses and GST Congultieam comments

» Section Three: Conclusions and Way Forward

BACKGROUND

In 2004 the States agreed two major changes teyleitsx structure - a reduction in the
general rate of tax on corporate profits, fromaheent 20 per cent to a rate of zero per cent
for most companies but with a higher (and yet maépnally competitive) rate of ten per cent
for financial services providers.

These changes, known as “zero/ten” were considerbd vital to secure a sustainable
economic future for Jersey since they would enBbl@pean Union demands for non-
discriminatory taxes to be met, whilst combatingipetition from other business centres
seeking to attract the highly mobile and econorydaiportant financial services industry
away from the Island.

However, an effect of “zero ten” will be to redube States’ future annual tax revenue by an
estimated £80-100 million. The main impact of ikigxpected to be felt in 2008 and the full
effect by 2010.
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In order to fill this anticipated ‘revenue gap’ tB&ates agreed a package of measures that
included restrictions on its spending, an econaymevth plan, an Income Tax instalment
system, legislation to ensure that shareholdezefia per cent companies would ultimately
pay personal Income Tax on their share of profits @ phasing out of certain Income Tax
allowances for higher income groups.

Nevertheless, even after these provisions, thenaireed a £40-45 million annual revenue
shortfall and some form of new tax, or taxes, bexaravitable to ensure the continued
provision of high quality public services.

However, in addition to producing the required 28million of annual revenue, the aim
was to design a tax, or taxes, which would beraglgi as possible for all concerned, while
maintaining Jersey’s economic competitiveness awihly the minimum possible impact on
the cost of living and on business activities.

After detailed consideration, and following comperkive public consultation, the States
decided in 2005 to adopt a GST as the best ofltemative tax-raising measures - with a
proviso that an income support scheme would bednired to mitigate the effect of the tax
on lower income groups.

In order to meet the design objectives, it was edjtbat Jersey’s GST should be broad-based
but levied at the lowest possible rate and withhighest possible registration threshold
(below which businesses would not be required ¢gester for GST).

It was therefore decided that a single standaedafithree per cent (the lowest in the world)
should be applied to most goods and services fgplior imported to Jersey and that the
registration threshold should be set at £300,0Géxatble turnover (one of the highest in the
world). By comparison, the United Kingdom standeat is 17%% per cent and its registration
threshold is currently only £60,000.

It was calculated that the combination of the bri@adbase and single low tax rate (capped
for at least three years), would minimise the odstdministration and result in a one-off cost
of living impact of only one to one-and-a-half pent, while the high threshold would mean
that only the biggest businesses would be requareegister for and collect GST from their
customers. (In fact, it is estimated that threerigua of Jersey businesses, about 4,500, will
be relieved from the responsibilities of GST - #i®r reducing the burden on smaller
business and further reducing the cost of admatistn).

However, having decided to adopt GST, the Statesedghat there should be full public
consultation on the manner of its implementatioth @peration and that the views expressed
would be taken fully into account by the States nvfieal decisions were made on the scope
of GST and the enabling legislation.

THE CONSULTATIONS

As a result, three separate GST consultations e@rducted this year concerning 1). the
Draft GST Law, which provides the legislative auttyoand framework for the tax: 2) the
treatment of the Financial Services Industry ur@8i and 3). the Draft GST Regulations,
which govern the administrative and technical pdoaces for the new tax.
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The Draft GST Law: A policy paper, containing an explanation of GSd arguide to the
various sections of the Draft Law was publishe@8rMarch 2006. The document was
intended as the basis for discussion and commeht@mtained details of how
representations could be made. It was made avejladgether with copies of the Draft Law,

at Parish Halls, the States Bookshop, the Cust&@aeiice Centre at Cyril Le Marquand
House in St Helier and at the Public Library anthincuments were published on the States
website www.jersey.gov.je. Publication of the DIGBT Law policy paper marked the
beginning of the consultation period. A deadlinedomments was listed as 20 June but this
was later extended to 30 June 2006.

The treatment of the Financial Services Industry:This consultation on the proposed
special arrangements for the Financial Servicesding under GST was launched on 19 May
2006 with the publication of a discussion docum@aipies of the document were available,
as above, and a deadline for comments was setAu@ist 2006.

The Draft GST Regulations: A six week consultation, aimed mainly at the basm
community, but open to all, was launched on 3 Julth a deadline for comments set at 31
August 2006. A discussion document, providing golaxation and summary of the proposed
GST Regulations was also made available, as above.

GENERAL OVERVIEW

With the exception of detailed submissions fromReancial Services Industry and business
associations, Crown Agents was surprised at tlagively low level of responses to the
consultations - especially in the light of the imaoce of GST to Jersey and the widespread
publicity that it has received.

A total of over 150 written responses to the tloeesultations were received from
individuals, groups, representative bodies anddanmanies by the closing dates - more than
half of which concerned a single subject.

In addition to these, a number of representatiogi®wnade in response to requests made by
the Corporate Services Scrutiny Panel for commemtgarious aspects of GST. Although not
part of the main consultations, the comments maeetty to the Scrutiny Panel, where
obtained by the GST Consultation Team from the t8griPanel website, have been included
in this summary.

Throughout the periods of consultations, meetingsevield (and will continue to be held)
between the Treasury and Resources Minister, menai¢ne GST Consultation Team,
Crown Agents’ representatives and various orgaoissitand individuals. Most of the
discussions related to points of information buieve views have been expressed, these are
also included in this report.

Among the submissions received, some simply regqdaesformation. Others expressed
opposition to the principle of introducing a GSB®m in Jersey and there were a number of
demands for economies in States spending and engztuation in the number of States
members. These were, strictly, outside the scopleeathree consultations and have not been
included in this report.
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For the sake of simplicity the comments and suggesteceived are summarised in Section
2 under subject headings.

ROLE OF THE SCRUTINY PANEL

As a result of the reform of the States from cortemito ministerial government, an official
mechanism for the scrutiny of government activitias adopted. This had a direct effect on
the GST consultations. Shortly after the launctheffirst consultation on the Draft Law, the
new Corporate Services Scrutiny Panel producedstefimeference for a review of GST.

Throughout the period of the consultations the Paragle requests for submissions from the
public and organisations to be made directly toRheel on various aspects of GST.

While efforts to broaden the GST debate and invalvenany individuals and organisations
as possible is to be welcomed, it is the view a@v@r Agents that this lead to duplication of
effort and added a degree of confusion in the maigstential respondents as to where they
should address their comments. A more effectiveaggh would have been to encourage
responses to the main consultations and for siggorses to be copied by the GST
Consultation Team to the Panel.

The GST Consultation Team'’s view is that the Panatervention on the question of GST
relief for charitable organisations resulted inustified fears about the effects of GST and
generated hostility among the organisers of clegrdit a time when the Treasury and
Resources Minister and the Consultation Team weskisg the views and co-operation of
charities to achieve an equitable solution to hrmex issue of GST relief for charities. It
was indicative of a desire of the Scrutiny Paneddautinise ‘decisions’ before they were
made, and at a time when views were being soughdar to reach informed decisions.

Notwithstanding this, the GST Consultation Teamd@msperated fully with the Scrutiny
Panel and has provided all requested informatimaddition, copies of all responses to the
consultations have been forwarded to the Pan@hformation.
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SECTION TwoO

SUMMARY OF CONSULTATION RESPONSES ANDGST
CONSULTATION TEAM COMMENTS
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2. SUMMARY OF RESPONSES

L IABILITY AND TAX BASE ISSUES
GENERAL

In a letter to the Treasury and Resources MiniStee, Jersey Chamber of Commerce and
Industry Incorporated stated that it had suppatttedntroduction of GST since it was
proposed as part of the States fiscal strategyusecit was felt that it represented the ‘least
worst’ option for clawing back lost tax revenues.

In its submission, following publication of the Draaw, the Chamber saidWe are pleased
to note that the basic principles agreed in thedistrategy have not changed and that it is
still proposed to have a three per cent rate ofdeross all goods (albeit with a limited
number of exemptions) and a high registration thodd of £300,000 turnover.

“It is imperative that every effort is made to eresthat these basic principles are adhered
to, particularly in light of the inevitable pressuthat will be applied by certain States
members to seek further exemptions. Such exempitibbiosly serve to complicate the
implementation process, thereby incurring additior@sts and complicating matters
further.”

This view was echoed in meetings with local busseesand in a written submission from a
leading retailer, who stated that recent callsefariusions to the tax that would result in a
higher tax rate should be resisted at all costsder to preserve Jersey’s price advantage
over similar jurisdictions

However, this was not a universal view.

EXCLUSIONS FROM GST

A number of requests for the exclusion of certaindg and services were received and these
are included below.

EDUCATION - SCHOOL FEES

By far the largest number of responses (more t@ardncerned the imposition of GST on
educational services. Almost all of these were ftbeparents of private school pupils who
called for an exemption for school fees. Theseasgmted more than half of the total of all
submissions on all topics, although it was a reédyi small percentage of the potential
response from parents of the more than 4,000 emldio attend private schools in the
Island. Nevertheless, some strong views were egpdes

“Since the era of Gladstone such taxes on learhiage been regarded as both ‘Philistine’
and contrary to public policy,Wwrote one respondent.

Some other representative views were as follows:
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“It is a basic right that every child from the agéfive years to the age of 16 years should
have free education. If every child now in fee-pgygchools opted to take this right and the
States of Jersey had to provide free educatioalfdhose children, | am sure that the Island
would find it difficult to find the funds to do $tii

“While I acknowledge that the intention is to m&8T as simple as possible and that, by
levying it on all but a small selection of exempgedds and services, the rate will be also be
kept low, there is surely an overwhelming caseek@mpting school fees, since those parents
who opt for private education do so at consideratast to themselves but also at a
substantial saving to the States’ exchequer. Hethneere no private schools charging fees
then the education bill to the States would ndy te significantly higher but there would
have to be a major capital investment in schooldigs, etc. to replace those currently

being funded by private educational establishménts.

One opposing view was expressed by one schootsionse to a letter from the Corporate
Services Scrutiny Panel, the Chairman of the Bo&f@overnors statedWe believe that

any campaign for exemption from payment of GSTchod fees will at best fail because the
payment of school fees is discretionary spendihguakst, the campaign could conceivably
even be counter-productive. If, for instance, theqgiple of exemptions was to be accepted
but the exemptions started with more essentiagthsuch as food, doctors fees and
prescriptions, but without getting up to schoolstedis could result in GST being charged on
school fees at a higher rate than the proposedetiper cent.

“We do appreciate that the Catholic schools hawdferent argument in terms of faith but
this argument would certainly not apply to our solso For all the above reasons, this
College has decided not to participate in any atitie.”

A case for exempting Jersey’s three Catholic schfsom GST was made on their behalf in a
letter from De La Salle College, which stat€fhe three schools, Beaulieu, De La Salle and
Faithful Companions of Jesus, exist in the Islangdrovide religious education which was
forbidden in States schools by the Loi sur L’Instien Publique (1912). Our schools are
obliged to charge fees because, unlike most Eurogesernments, Jersey does not provide
‘displacement funding’ for religious schools equera to the amount that would have been
spent on the pupils concerned had they attendee stdools.”

The letter referred to a 1998 report on Jerseyiscktion Service, in which it was
recommended that consideration should be givea a$éther the impact of obliging
Catholic schools to charge fees was desirable nvitié context of the States education
system as a whole.

“The response from the (Education) Committee wasttiough there was ‘considerable
merit’ in the recommendation, it would be far togensive.

“And so we argue that religious education is avhl@only to those families who can afford
it and that the imposition of three per cent orsfesich the schools are obliged to charge
would tend to exclude even more families. It coeddilt in some families withdrawing. We
see the tax, therefore, as a levy on the pareighl to a religious education and hence an
infringement of the laws of naturistice.
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Several parents also commented that their onlycehoas to send their children to a fee-
paying school if they wanted them to receive a Glathieligion-based education, since the
States of Jersey did not provide free Catholic stshd he following representative
comments were made.

“Many parents choose (a Catholic school) becausy tre seeking a particular kind of
moral and spiritual education for their childrenh@re is no equivalent in the Jersey States
system, so there is no other choice. The threegarGST is therefore a tax on our beliefs
and this makes it immoral and hard to defend incalenn liberal society.”

“The taxes paid (by the parents of children at peging schools) assist in providing an
education for children at States schools. Why,awng) the States money by personally
paying for my children to receive a Christian eduma, which the States of Jersey do not
provide, should I also contribute three per centaods the education of children in other
establishments?”

This issue will, of course, be a matter for podéitidecision. However, the GST Consultation
Team points out that it should be borne in mind thschool fees were exempt from GST,
private schools would incur a GST cost on theiresxiture and this could affect their
charges. In addition, the loss to the revenue tiaguirom the exemption of school fees,
estimated at approximately £550,000 per year, caddlt in a higher rate of tax on other
commodities and this would be borne by all taxpayer

Also, contrary to the views expressed in some efstibmissions, the States does, in fact, in
the majority of cases, subsidise private schootation by making a grant to the private
schools equivalent to the cost of a State schastattbn for each pupil. In the United
Kingdom, although VAT (the GST equivalent) is nbaioged on private education, private
schools do not receive a government subsidy, a®ae Jersey private schools.

EDUCATION - ADULT

The Jersey Federation of Women'’s Institutes raésedncern that adult education would be
seriously affected by the imposition of GST.

In a letter to the Treasury and Resources Minisier Federation saidThe availability of an
accessible, high quality range of opportunitiessardy, which promotes the wider purposes
of life-learning, has been part of the traditionJafrsey education for years, is becoming
more successful every year and should be safegdabgeoroper funding. We are extremely
worried that the addition of GST will price manyas beyond the reach of many students
and may deter people from enrolling on courses fwdrich they would greatly benefit.”

The Minister replied that the Draft Law, as it @amtly stands, will mean that any form of
education for which a charge is made will be sutj@€&ST. He added, however, that no
final decisions on the detailed operation of GSd@ baen made and the final draft of the
legislation would not be considered until the resaf consultation were known.
Consultation was ongoing and discussions had ajreeen held with the Chief Officer of
Education, Sport and Leisure and the Principalightands College.
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CHILDCARE

Several respondents expressed concern about theatiop of GST on childcare costs.
Childcare costs in the private sector were alrdagdly and, if parents cannot afford childcare
costs, mothers may not be able to return to warkhddren might be left with unregistered
childminders, it was claimed.

M EDICAL SERVICES

A plea for medical services to be excluded fromdtepe of GST was made by the Jersey
Medical Society. In its submission to the Treasamg Resources Minister, the Society said:

“General practitioners in particular are concernedout any added costs applied to patients
seeing the doctor and the effect that this willdhan their access to the services. We do not
believe that applying a tax to the sick and ill &mcessing medical services is a right and
proper method for the States to generate inconggroess of any special help that you may
be planning to give to less well off members ofetpc

“We take the point that the more exceptions theeetlhe higher a goods and services tax
would become but we believe, in making this reqioepbu, we would have the support of the
general public; while we have a choice for the np@st in what goods and services we buy,
this does not apply when someone is ill.”

HEALTH AND SOCIAL SERVICES

Apart from the services provided by GPs and thedtegent for Health and Social Services,
the main providers of care services are charitafanisations, including Family Nursing
and Homecare, and several made submissions idegtifye key role they play and the
likely effects of GST on their income and expendityNote: Further consideration on the
treatment of charities under GST is currently ongoiSeaunder‘Treatment of charitable
organisations’ below)

BoOoOKS AND NEWSPAPERS

In one submission it was argued by a major Islataler that the supply of books and news
products provided a crucial educational and deraknt role within society and one that
would be discouraged by the imposition of a tax.

“This is not the correct and intended consequerfdb@tax but, unless the system provides
reliefs for socially beneficial activities such ®se, it will be the inevitable consequence.”

A question was asked also whether Christian bon&sBables provided by a charity through
its bookshop would be liable for GST. The Treasamg Resources Minister replied that it
was intended to include books in the scope of G&Tatbookshop would not be required to
charge GST on its sales if its annual turnover bedsw the proposed £300,000 threshold.
However, it would then not be entitled to reclaif8Tcon its expenditure. (Note: Further
consideration on the treatment of charities undef @& currently ongoing. Semder
‘Treatment of charitable organisations’ below).
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TREATMENT OF CHARITABLE ORGANISATIONS

A number of charitable organisations raised coreabout the treatment of charities under
GST. In particular, fears were expressed that G8lldvapply to all income, including
fundraising events and donations and the sale @igand services designed to raise funds.

The Association of Jersey Charitie$ which 214 charities on the Island are membeared
for all charities to be given a blanket exemptimni the GST system. This, said the
Association, had the merit of simplicity. Anotlserggestion was that recognised charities
should be issued with a ‘charities exemption nurmivarch could be given to the supplier of
goods and services to prove that GST should nohbeged.

It was also claimed by individual charities thagithspending power on good works would be
reduced if there were to be a requirement to pasharge GST and it was pointed out that
many charities provided social services that béefiersey at a cost far lower than would
otherwise be provided by the States.

On 6 September this year a meeting of charitalgarosations was organised by the
Corporate Services Scrutiny Panel, attended byteasury and Resources Minister and
members of the GST Consultation Team, to discussdhcerns about the effect of GST on
charitable activities.

The Treasury and Resources Minister said thatdhearns of charitable organisations were
fully appreciated by the GST Consultation Team lamdave an assurance that it had always
been the intention to grant some form of reliefdr&ST for recognised charities. He said
that discussions would continue to establish tist Imeans of doing so and he invited further
suggestions to ensure an equitable treatment foitigs. It was pointed out that, in granting
relief to charities, it was necessary to ensuredbmmercial organisations did not suffer a
competitive disadvantage.

However, in any event, under the terms of the D&ST Law, as it stands, donations and
most fundraising would not be liable for GST sititey would not be considered to be
‘taxable supplies.’

BETTING AND GAMING

Opposition to the imposition of GST on betting gactions was expressed on the grounds
that this would damage the business of Jersey-lasddnakers, since gambling on the
Internet, or via a mobile phone to a credit bookenakr interactively through a television, is
tax free. It was stated that there is no bettimgriaGreat Britain or the whole of Europe and
there was a plea that betting services shoulddaged as exempt supplies, with a provisio
that, in the event that GST is applicable, the @atithe supply should be the gross win
value.

The GST Consultation Team replied that the DrafTf @8w did not currently provide for the
exemption or zero rating of betting and gaming ises/supplied in Jersey and these services
were intended to be taxed at the standard GSTofdkeee per cent. However, further
consideration was being given as to how GST shbeldalculated on supplies made in the
course of betting and it was hoped to issue furgfagtance in the near future. It was pointed
out that, while betting and gaming was exempt fNONT in the United Kingdom, off course
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betting was liable to Betting Duty and other foraiglambling were also subject to specific
taxes.

ENTERTAINMENT AND THE ARTS

One submission requested consideration of a pradesseby any funds raised by GST on
ticket sales at the Opera House could be retuimétet Opera House to support its activity.
This, it was stated, would be similar to a proasployed in Budapest, where a proportion
of tax applied to a wide range of luxury articlesiedicated to the support of cultural activity.

The Treasury and Resources Minister replied thatdsunable to accede to the request.
GST was being designed to produce the necessaguewvith the minimum impact by
keeping it as simple as possible and applying jiréxtically all goods and services. He
pointed out, however, that GST is intended as ataconsumers rather than the business
community and that, as well as being required tlecoGST from its customers, the Opera
House would be able to offset any GST paid onxfeaditures.

Another submission recommended that the Arts shioeilgiven a specific category and
exemptions under GST on the grounds that they geavan essential contribution towards
quality of life and economic development. In parkigs the Trust advocated that special tax
status should be granted to works of art - prefgridiat a work of art and tickets to
performing arts events should be exempt.

It also expressed concern that many self employpestsawould face increased overheads
because their low level of income would not quatifgm for registration and they would be
unable to reclaim GST on their business expenses.

However, under the terms of the Draft Law thengravision for voluntary registration. Also,
unregistered businesses would not charge GST arstiles, enabling them to be
competitive against registered businesses. Nottaitlasng this, the views of the Arts Trust
remain under consideration.

FREIGHT CHARGES/INTERNATIONAL TRANSPORT

Submissions from groups representing shippers ramght forwarders stated that the
imposition of GST on air freightharges wuld place local operators at a significant
disadvantage compared with off-Island competitors.

“The application of GST to freight rates chargedalesively to local importers by a local
carrier (would be) discriminatory and (would pladexal importers and local carriers at a
disadvantage compared with United Kingdom expordeaing with the same goods or
services....... and (would risk) jeopardising the viapif local companies and putting the
jobs of those employed at riskt'was claimed.

The representatives subsequently asked for cortfiomthat the supply of services would be
treated as a supply of international services wtiereservices or the supply are specifically
from a place outside Jersey to a place in Jef3éys implies to us that the GST on air
freight charges for goods being imported to Jerséiybe zero-rated, as will the ancillary
services and others which relate directly to theiege of freight to Jersey.”
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The GST Consultation Team confirmed ttreg respondentshterpretation of the Draft Law
in relation to the zero rating of ancillary sengaender Draft Article 49 (2) was correct and
added that this would be reflected in the lateattahf the Law. Further input on the subject
was invited.

POSTAL SERVICES

There was a call for careful consideration of teérdtion of what would be included as
‘postal supplies’ and for clear guidelines for Imesises supplying both exempt and zero-rated
and taxable supplies.

AIRSIDE SALES

It was submitted thdiona fideair passengers travelling out of Jersey, in pogsess a valid
boarding card, should be entitled to purchase awgg within the airside zone, free of GST,
as they are presently entitled to purchase dugydaods under current arrangements. This is
likely to be allowed for existing sales but consat®mn is needed for future plans to provide a
greater range of airside retail outlets.

THE BURDEN ON BUSINESS
| MPORTS

Throughout the consultation exercise, the issuaahtaining the existing free-flow of
imports by regular commercial importers has be&edain submissions and at meetings with
representative groups. The GST consultation teara aven assurances on the intention to
provide a system which maintains the existing fteebut which provides for safe, secure
collection of import GST.

ADMINISTRATION

Concerns about the cost of compliance with the @$jlirements were expressed by the
Jersey Chamber of Commerce and Industry Incorpiratiich stated:“It is clear that,
despite attempts to keep the system simple, thittgeva significant administrative burden
on business in order to collect the tax on behbthe Treasury.

The requirement for registered businesses to iecBET registration details of the purchaser
on invoices and to include on their tax returnsvhlele of exempt supplies they have made
was also questioned by one respondent as bemgecessarily bureaucratic.”

However, a number of suggestions were received fh@business community about ways
in which the burden of GST compliance could be cediuor registered businesses. These
included methods of book-keeping, automation, thatinent of bad debts and the valuation,
paperwork and payment relating to imported goods.

One major Island retail company suggested thaetiverre a number of areas where measures
could be taken to ease potential burdens beingg@lan businesses by utilising the
experiences of the United Kingdom VAT system.
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“In respect of (many United Kingdom-controlled riégas) the key to a smooth administrative
implementation of the tax would come from maintajrthe basis upon which they trade at
present, a basis which is inextricably linked te thnited Kingdom processes.”

The Company asked for careful consideration toibengto a number of key administrative
areas, including the adoption of retail schemeslddisuch schemes, retailers supplying a
high number of diverse products would not havectmant for the items on a ‘line-by-line’
basis but would be allowed an element of discretiomake estimations where certainty on
the nature of supply cannot be supplied.

TAX POINT

The main consultation document invited views onrttwest appropriate point for GST
registered businesses to account for the tax ctidogeustomers, offering the options of
doing so on issue of invoice or on receipt of paytn&€here was a mix of views and the
intention is to provide for either method. One campraised the issue of the timing of
continuous supplies and an provision of approptadeooint will be made.

SUBMISSION OF GST RETURNS

There were requests for quarterly GST accountimgpge which aligned with the existing
financial accounting periods of businesses. Theniin is to provide this flexibility.

| MPLEMENTATION TIMESCALE

Several respondents pointed out that the propasedrame for the implementation of GST
meant that there was a short timescale for busésdsscomplete the required work on
internal systems and processes.

PLACE OF SUPPLY

The issue of place of supply of services was raisasdme submissions. The GST
Consultation Team replied that, although the Drafiv currently provides that they supply of
services shall be treated as made in Jersey #upplier belongs in Jersey, it was intended to
introduce an additional schedule to the Draft Ldefining certain services being supplied
where they are received.

GROUP REGISTRATION

Several submissions requested provision of grogistration to avoid the cost of
administration of GST on inter-group transactions.

PERIOD OF GRACE
The need for flexibility of application of the pdmaovisions of the Law was advocated. This

was suggested in the main consultation paper dg#ig approach, other than in the case of
persistent or deliberate non-compliance.
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All of these issues are currently under considenagind will be the subject of ongoing
discussions with the business community.

GENERAL | SSUES
TREATMENT OF THE STATES AND PARISHES

Submissions were largely in favour of the propadsedtment allows recovery of GST on all
expenditure and envisages that the States wilheeGST registration.

PRrRICES

There was a warning from the business communitlyttigaintroduction of GST, along with
other legislation, would increase the cost of caamule and would put pressure on prices and
that the vast majority of Jersey businesses coatiédmnd would not absorb GST into their
‘bottom line.” Those small businesses below thestegtion threshold, which would not be
able to recover their GST costs, would increase freees - possibly higher than three per
cent, it was claimed.

The Jersey Chamber of Commerce and Industry Incatpd stated:Suggestions that local
businesses are making excess profits are withowidfation and you should expect the three
per cent rate to be passed on to the consumeraliytwithout exception,”

One major Island retailer did give an assurance/gher, that it was likely that it would
absorb the three per cent GST as a business exgénse@iew was echoed in a further
submission which benefited from discussions witmge of UK based retailer§See
‘Display of Shelf Prices’below).

DISPLAY OF ‘SHELF PRICES'

The Jersey Chamber of Commerce and Industry Incaigo requested consideration of how
prices would be displayed and advocated the optia@lisplaying prices exclusive of GST,
supported by clear signage to give pricing infoiorato consumers. One local business
stated that a ‘shelf edge’ pricing inclusive of G&lher than a ‘lump sum’ GST on the final
total, would cause a ‘rounding up’ of prices.

An alternative view expressed was to display prinekisive of GST. One respondent said:
“Registered businesses must be prevented fromrgudaceptive ex-GST prices.”

One of the largest retail outlets on the Island atsde a strong request that GST inclusive
receipts should be allowed. In its submission,Gbenpany statedThe identification of GST
over and above a net sales value would create yasignificant IT change requirement with
no benefit to the customerlf was suggested that other methods were avaifablausiness
customers who required ‘full tax invoices.’

The Company, which is part of a United Kingdom Grostated that, in its case, prices were
unlikely to change and this would result in a thpee cent contribution cost to the business.
Because of this a specific till receipting requissthfor Jersey alone (outside of the United
Kingdom estate) would be very unwelcome.
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The draft GST Law does not currently legislatelmmissue of price display. In many
regimes, this is regarded as a consumer ratherattaxissue.

DE MINIMIS LEVELS

Local businesses also raised the concern that Gfildvincrease the problems they faced in
competing with off-Island and Internet shopping angquest was made to impose a realistic
de minimidimit for privately imported goods, below which &8vould not be charged. One
respondent stated that atiports to Jersey should be subject to GST.

This issue was highlighted in the Draft Law disemissiocument and remains under
consideration. The challenge is to set a limit thidltnot be low enough to create
administrative problems but high enough to protsleind businesses from unfair
competition.

HOSPITALITY

The Jersey Hospitality Association, acting as spoian for the hospitality, tourism and

leisure industry in the Island, said in its subrneisghat GST would increase the overheads
cost to the industry and, inevitably, this wouldyé to be passed on to the consumer, thereby
impacting adversely on the Island’s ability to catgin the international hospitality market.

“It is also noted that Jersey owners will be subjec20 per cent tax on profits, whereas non-
resident owners will not be so liable. This onlgves to exacerbate the adverse financial
position of local owners compared with their intational counterparts,’the Association

said.

“It is recognised that the finance industry is @égt importance to the economy of the
Island....... It appears likely, therefore, that somrenfof relief will be available to that
industry. The hospitality industry is, we maintaaiso an important contributor to the
economy - yet no relief, even for the additionats®f operating as unpaid tax collectors, is
suggested.

In our paper, dated 12 May, 2008acing up to the future’we asked that all tourism
industry capital expenditure items and improvenpeagrammes be fully deductible against
taxable profits. Such relief would go some wayllevating the additional costs (faced by
the industry). Another form of relief might be &v@rate targeted activities such as the
conference business, or enable business customegsdver GST suffered where they come
to Jersey to hold their conferences.”

The GST Consultation Team responded that suppléeterim the construction, refurbishment
and improvement of non-residential dwellings wobddtaxable at three per cent but
registered businesses making taxable supplies wimultble to recover GST incurred in
making those supplies. Hotels which are not reggstavill not be able to recover the tax they
incur but neither would they be required to chatgm the supplies they make.

VEHICLE SALES

The Jersey Motor Trades Federation urged the amopfia ‘margin scheme’ to apply to the
sales of second hand vehicles. Under this scheimehwperates in the United Kingdom, the
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sales of pre-owned vehicles by GST registered dealeuld attract GST only on the margin
between buying and selling prices. The Federatiaied that it considered the volume of
used car sales, at 12,000 to 12,500 vehicles @y pestified the operation of such a scheme.

The Federation made a further request for the payofeGST on imported new and used
cars to be deferred until registration by the DS @rder to alleviate cash-flow problems
resulting from vehicles remaining in stock but uiseered for long periods, or being
returned to the manufacturer under a sale-or-rettrangement.

The GST Consultation Team replied that a margiesehwas considered to be incompatible
with the declared objective of keeping GST as sagd possible and that the conditions to
justify it (a high rate of tax and large amountgad{) do not exist in Jersey. In view of this,

no provision has been made in the Draft Regulationa margin scheme, although there is
provision in the Law to regulate at a later ddt@ystified.

With regard to the payment of GST on imported vielsicthe GST Consultation Team stated
that the current thinking was that Jersey Customgladvcharge GST at importation but that
payment would be deferred (for a yet unspecifiatbpg. The issue was under consideration
in the wider context of the treatment of all coman@rimports.

BUILDING SUPPLIES

Concern was expressed that, when making buildipglas, the supplier would not know
whether to charge GST to the customer becausevaiiel not know whether the supplies
were in connection with a standard or zero ratéidigc The GST Consultation Team was
able to provide the assurance that the supplietdv&mply charge GST to the customer and
that it would be a matter for the customer to riecline GST element as input tax, if
appropriate.

RETAIL EXPORT SCHEME

The Jersey Chamber of Commerce and Industry Incat@d and local businesses requested
consideration of a retail export scheme, wherebitors to Jersey could reclaim the GST
they had paid on high value items when they ledtifland and ‘exported’ the goods. This, it
was claimed, would assist in maintaining Jerseyisepadvantage over competing
jurisdictions.

The current official view is that such a scheme Mamnpose an unnecessary administrative
burden and, in any event, is not warranted becaluge very low rate of GST. However,
there is nothing in the Draft Law that would pretvére recovery of GST by a customer,
provided that satisfactory evidence was provided ¢ioods had been exported.

TRANSITIONAL PROVISIONS

There were representations about the need to etimirthe Law made provision for
contracts and agreements in place before thedttré tax and which continued beyond.
Although the detail is yet to be included in thaftit.aw, it is intended that suitable
provisions will be made.
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ENFORCEMENT POWERS

The States of Jersey Police raised three areasoem. The proposed enforcement powers
appeared inadequate; there appeared to be noiprofas the effective exchange of financial
intelligence; and the potential for fraud and tlgmgicant implications for resourcing and
specialist skills appeared to be underestimated.

“Experience has shown in the United Kingdom thaT\fraud is widespread and involves
large volumes of money. Criminals have been quidee the potential of not only
denying/concealing revenue owed but falsely clagmébate on funds from the tax
authorities. The sums of money involved are oftdstantial and require a great deal of co-
operation and expertise to unravel complex scams.”

The response added that there was a need to devstogtegy to combat GST fraud before
the Law was introduced and offered the co-operadidhe Force.

The Treasury and Resources Minister replied thavibws expressed views would be
considered when the final version of the Draft laas prepared and he welcomed the
submission and offer of assistance from the Police.

Another respondent warned that the risk of nonsteged persons issuing bogus GST
invoices was high. As this was a fraud against goress, the proposed penalty was too low.

There were contrary views expressed to the effettthe enforcement provisions in the draft
Law were not compatible with the ‘light touch’ appch under Income Tax legislation.

TREATMENT OF FINANCIAL SERVICES

The discussion paper on the treatment of the Fiab8ervices Industry under GST outlined
a simplified means of achieving a £5-10 million G&htribution from the Industry in Jersey
without creating an onerous administrative burdearouncompetitive environment.

It was addressed primarily to regulated firms camithg banking, investment, trust company,
fund services (together with the investment furadg) insurance businesses and to those
firms providing legal and accounting services iis tontext.

A separate document addressing the detailed isaisesl in the feedback on that paper will
be issued. This will be the subject of further d&sston with the Industry.

Because the financial services sector in Jerskaygely geared towards international clients,
many of the services supplied do not result in ddme&onsumption by individuals
belonging in Jersey.

In light of this, a standard GST/VAT treatment loése transactions would be likely to create
an excessive administrative and compliance bundeelation to the expected GST yield.

The discussion paper therefore proposed simplgedetmes that establish a fair and
reasonable GST yield, without creating an inordireatministrative burden.
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Where only a small part (less than ten per centsdfanking services are provided to
individual customers located in Jersey, a Preswa@cheme was proposed that would
permit a bank to recover 75 per cent of the GSTined on related expenditure. Firms
undertaking trust company business or fund senbosgess and some others would also be
eligible for simplified schemes that, in the Conofier’s judgement, would lead to a fair and
reasonable GST estimate.

With regard to trusts, companies and partnersloipadd or administered within the financial
services sector, the discussion paper proposednhthese cases, subject to certain
safeguards, there would be no requirement to eadist GST but any supplies to the
company, trust or partnership would be eligiblerfemission of GST. An annual fee of £50
would, however, be payable under these so-céiliegnational Services Statysovisions.

Since the provision of services can present sofffieudiy in establishing the time and place
of consumption, the discussion paper sought todéfime and place of supply’ rules.

The EU basic rule is that the place of supply faxyfor place and time of consumption) is
determined by reference to the location of the Bepplthough complex override criteria are
applied in the case of many financial servicese @liscussion document invited comment on
the merit adopting a basic place of supply ruleedasn where the customer belongs.

Jersey Finance is the official body establishedvbeh Jersey’s Government and finance
industry to represent and promote the Island astamational finance centre of excellence.
Jersey Finance has established a Fiscal StratemypGtSG”) for the purposes of
responding to the States of Jersey fiscal strgbegposals.

The FSG consulted widely with the various Tradeo&kgstion Members of Jersey Finance in
preparing its response to the GST consultatioseyefinance also and invited all Members
to provide comments to FSG or directly to the G®h&lltation Team. The FSG response
stated:

“We believe that the proposals now outlined intilve new consultation papers do go a long
way to meeting the original objectives outlinedacand towards the creation of a “win-
win” situation for both Jersey’s economy and thdustry which provides the most
significant contribution towards it. However, tleeaire still a number of elements in the
latest proposals which, we believe, could potelytiahduly complicate the position in
respect of the financial services industry.

We are also concerned that the economic impadteottirrent proposals has not been
adequately modelled. Specifically, in our view¢his a significant possibility that the
proposals as currently presented could yield comrsitdly in excess of the Minister’'s £5-10
million “target” yield from the financial servicesmdustry...We would therefore strongly urge
the GST implementation team to perform and puliligher research and economic
modelling before finalising the detailed proposals”

FSG feedback on specific matters is summarisedibelo the interests of brevity certain
detailed and technical points have been omitted:
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* FSG are of the view that there is a need for G®Tgng provisions under which
“intragroup supplies (including supplies from fellgwoup companies based outside
the Island) would not be subject to GST.

* In FSG’s view the Presumptive Scheme for banks Ishoei elective and should be
available to all banks without the need to satib®y10% threshold test. FSG further
considered that it would unduly complex to disaggte non banking activities.

* FSG noted that under the Presumptive Scheme baokisling other services (e.g.
investment business or trust company business)niitie same legal entity might
enjoy an advantage in comparison to “stand alonest tompany businesses etc if the
bank did not charge GST on chargeable suppliesrs®y customers or if it was not
required to obtain International Services Statusdorporate vehicles” that it
administers. In view of these difficulties FSG vedishe view that it may be possible
to frame a more workable threshold test, for exanyglsed on a split of business
activities.

* FSG take the view thatltfe place of supply should be determined, foratises,
according to the ‘use and enjoyment’ principle.

* FSG accepted the proposed annual £50 GSTideety entity which has a separate
legal capacity (both Jersey and foreign domiciled}iere the entity is administered
in Jersey, meets the relevant criteria and sea&sniational Services Status. FSG
also supports the simplified certification procemsentities administered by a
regulated trust company business.

» FSG accepted the need for a mechanism for confiyima International Services
Status of trusts and other legal arrangementgithabt give rise to separate legal
personality. However FSG is of the view that wihiee International Services Status
principles and mechanism should apply there shbelldo annual fee on the grounds
that any fee would breach a long established iaet¢hat non-resident trusts are not
subject to any form of taxation or charge.

* FSG regard Parts 13 (Failure to Comply), 15 (Appedl6 (Offences) and 17
(Miscellaneous) of the draft Law as unnecessanpglex and capable of
simplification without materially weakening the Cptroller’s ability to enforce
compliance.

* FSG believe that the simplified schemes outlinethediscussion document should
be workable in practice.

In addition to the industry feedback received 68 a small number of submissions were
received from individual businesses operating engbctor. These submissions were
generally supportive of the FSG position, reitergisome issues and expanding on particular
matters of concern to the respondent. The fugitberts made by these respondents (omitting
some detailed technical points) included:

* The observation that legal arrangements that dgimetrise to separate legal
personality are not always easily identifiable #mat this was a further reason to
exclude these arrangements from the Internatioeli@&s Status fee base.
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* GST grouping provisions should also extend to asimps.
» Transitional arrangement will be necessary for ltargh contracts.

* One respondent was of the view that lawyers anduatants should bear some GST
burden.

A submission was also received from the JerseyreinhServices Commission (“the
Commission”). The Commission is responsible fer isgulation, supervision and
development of the financial services industryars@y. Amongst other more detailed
matters the Commission’s response noted that:

* Inview of the proposal to rely on regulated sez\pcoviders to maintain International
Services Status records and account for feeslib&ihecessary to create gateways
allowing the Commission to pass information to @@mptroller and vice versa in
regard to apparent compliance failures.

* The draft Law defines supplies in ways that aremststent with other laws,
especially the Second Schedule to the Proceedsrae@Jersey) Law 1999.

* Schedule 5 of the draft Law does not accuratelyasmt the position of funds under
the Collective Investment Funds (Jersey) Law 1988surance under the Insurance
Business (Jersey) law 1996.

* The discussion document does not address the pibgsiban unregulated person
certifying that an entity has International SergiGtatus.

* A basic place of supply rule based on where thtoousr belongs would appear to
remove the advantage that a non-Jersey supplidrt migerwise have over a Jersey
supplier. On the other hand this might prompt dersey suppliers to withdraw from
the market.
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SECTION THREE

CONCLUSIONS AND WAY FORWARD
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3. CONCLUSIONS AND WAY FORWARD

In a letter to the Treasury and Resources Ministeg, respondent expressed scepticism about
the public consultation process in Jersey.

“I have devoted a great deal of time to participatiin these exercises in the past and,
generally, | have received no indication that argdas even bothered to read my
submissions,’he said.

The views expressed by this correspondent arecin ihcluded under various subject
headings in this report and are currently undesict@nation by the GST Consultation Team.

It is the view of Crown Agents that the consultaipunder the management of the GST
Consultation Team, were properly conducted witheteés’ guidelines. They were well
publicised and adequate supporting public inforaratvas made widely available. All
reasonable opportunities were afforded for all wighed to make submissions.

Crown Agents notes that the GST Consultation Tedhtantinue to accept and consider
comments and suggestions even beyond the closadjides for submissions.

The issue of exclusions generated the greatestmespparticularly in terms of numbers.

The submissions from private individuals conceetialmost exclusively on the treatment of
school fees.

There were presentations from some providers ¢dcdnie about the adverse impact of GST
on that sector.

One submission called for exclusion of medical m&wvand several charitable organisations
made representations about the detrimental eftédtsxing their caring activities and
pointing out the knock-on effects on the Statesvdids the end of the consultation period
there were a significant number of submissions fobiarities, mostly via the Corporate
Services Scrutiny Panel. To allay any unnecessargerns the GST consultation team
prepared an explanatory leaflet on the possibldidaipons of GST for charities and
supported the Minister for Treasury and Resourtespaiblic meeting called by the Scrutiny
Panel.

With one exception, there was an absence of regjfmséxclusion for the following:

Food,;

Children’s clothing;
Books and newspapers;
Fuel and energy.

The majority of responses from businesses and éssiorganisations supported the concept
of a broad-based, low rate, simple to operate figix minimal exclusions. One organisation
pointed out that this was the foundation of itsgpfor the original proposal to introduce
GST.
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A number of submissions were directed at ensuhegdhusiness friendly’ approach referred
to in the main consultation paper and a range ggsstions for amendments to the draft
Primary Law were made. Some of these have already taken on board and others are
under consideration.

The consultation exercise has proved very useftévwrewing and re-formulating policy and,
more specifically, in finalising the enabling ldgison. The GST team should be in a position
to provide further drafting instructions to the L&saftsman to enable a revised version of
the draft Law to be lodged in time for States delist early January 2007.
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