STATEMENT TO BE MADE BY THE CHIEF MINISTER
ON TUESDAY 15th FEBRUARY 2011

Zero Ten next steps

Sir, Members will be aware of the ongoing reviewogass concerning 0/10. The detailed
background to this was set out in a note issuéecember last year.

The purpose of this statement is to update Membierthis process and to announce measures
that the Council of Ministers has taken in response

Following the EU Code of Conduct Group’s evaluatiddersey’s business tax regime, ECOFIN
asked the EU Council’'s High Level Working PartyTax Issues to review the scope of the Code
of Conduct on Business Taxation. The Working Pawyg asked to complete its review by June.

On 31st of January the High Level Working Partyided that, in their view, the deemed
distribution and attribution provisions dall within the scope of the Code.

It concluded that because shareholders residedeiisey are taxed on distributions they are
deemedto have received, not just on those they havealigtueceived, this measure is not a
personal tax anti-avoidance measure but in thawvis a way of taxing domestic business
profits.

The Working Party’'s conclusion is set out in itsblw report to ECOFIN, a copy of which
Members have been given today.

The Jersey authorities have made it clear to thde@aroup that these provisions ar@ersonal
tax measure, and are therefore outside the scotieea@ode. This position was not opposed by
the UK when, in 2007, Jersey introduced deemedildision as a personal tax anti-avoidance
measure, not a business tax measure.

This is a political and not a judicial process dherefore differences of opinion can arise. In
addition, the review did not allow for meaningfubldgue with members of the Code Group or
any engagement with the High Level Working Party.

We have asked that if in the future there is anyese of our business tax regime, Jersey be
invited to participate fully in the discussion. \lkso plan to discuss with UK Ministers the role
of the UK Government in future discussions and Bevsey's interests can be better represented.

Sir, whilst we disagree with the findings of the Mdag Party and the Code of Conduct Group,
the Council of Ministers believes Jersey shouldntaén its voluntary participation in the work of
the Code Group as part of our general “good neigiilqmolicy with EU Member States.

Accordingly, the Council of Ministers has decideddeal with the concerns raised by the Code
Group and High Level Working Party and abolish tteemed distribution and attribution
provisions from 1st January, 2012.



The Code Group has been informed of this decisibis, of course, is subject to the agreement
of the States Assembly, as legislation will neetleégassed.

We believe this puts our tax regime back to thetpomswhich ECOFIN approved in 2003 —
when it was agreed that the 0/10 concept was aaduiept

This action allows us to retain our 0/10 regime lethineeting the concerns of the EU.
Maintaining tax neutrality in a simple and tranggdarway provides stability and certainty for
businesses operating here and sends a clear figialersey continues to provide a competitive
tax system which will safeguard the Island’s futecenomic well-being.

The Code of Conduct Group is meeting on 17th Feprtaundertake a formal assessment of
Jersey’s business tax regime as a whole, incluttiagshareholder tax provisions. Now that we
have proposed to abolish these provisions, we ¢tpeir response to reflect this.

Before the Council of Ministers decided on this@ttthe States Treasury advised on the impact
of such a change on Jersey’'s tax revenues. Thegeatthat the removal of these provisions
would lead to a cash-flow effect from 2013/2014 ebhin any one year is not expected to exceed
£10 million.

We continue to seek an increasingly, constructwel mutually beneficial relationship with the
European Union and we will maintain our commitm@ntransparency and information exchange
according to international standards.

It is evident that tax regimes will evolve over &ras international standards develop. Members
can be confident though, that as we adapt and reragponsive to the international community -
Jersey's essential competitiveness, economic grawththe tax neutrality with 0/10 that sits at
its core, will always remain our highest priority.



3.  The Chief Minister will make a statement regardng Zero/Ten
3.1 Senator T.A. Le Sueur (The Chief Minister):

Members will be aware of the ongoing review procesacerning Zero/Ten. The detailed
background to this was set out in a note issuebanember last year. The purpose of this
statement is to update Members on this process@madnounce measures that the Council of
Ministers have taken in response. Following th&). HEuropean Union) Code of Conduct
Group’s evaluation of Jersey's business tax regiaoafin asked the E.U. Council’s high level
working party on tax issues to review the scopehef Code of Conduct on business taxation.
The working party was asked to complete its revigwJune 2011. On 31st January, the high
level working party decided that in their view, ttheemed distribution and attribution provisions
do fall within the scope of the code. It concludeat because shareholders resident in Jersey are
taxed on distributions they are deemed to havevegenot just on those they have received, this
measure is not a personal tax anti-avoidance measut in their view is a way of taxing
domestic profits. The working party’s conclusisrsiet out in this public report to Ecofin, a copy
of which Members have been given today. The Jeas#yorities have made it clear to the Code
Group that these provisions are a personal taxuneasd are therefore outside the scope of the
code. This position was not opposed by the U.lKkgmvin 2007 Jersey introduced the distribution
as a personal anti-avoidance measure, not a badiresneasure. So this is a political and not a
judicial process, and therefore differences of mpircan arise. In addition, the review did not
allow for meaningful dialogue with members of thede Group or any engagement with the high
level working party. We have asked that if in foure there is any review of our business tax
regime, Jersey be invited to participate fullyhe discussion. We also plan to discuss with U.K.
Ministers the role of the U.K. Government in futuliscussions and how Jersey’s interests can be
better represented. While we disagree with thdidigs of the working party and the Code of
Conduct Group, the Council of Ministers believeattldersey should maintain its voluntary
participation in the work of the Code Group as pdudur general good neighbour policy with the
E.U. Member States. Accordingly, the Council ofnMters has decided to deal with the
concerns raised by the Code Group and high leveking party and abolish the deemed
distribution and attribution provisions from 1stndary 2012. The Code Group has been
informed of this decision. This of course is sgbj® the agreement of the States Assembly, as
legislation will need to be passed. We believe thig puts our tax regime back to the position
which Ecofin approved in 2003, when it was agrdeat the Zero/Ten concept was acceptable.
This action allows us to retain our Zero/Ten regimhile meeting the concerns of the E.U.
Maintaining tax neutrality in a simple and tranggdarway provides stability and certainty for
businesses operating here and sends a clear figialersey continues to provide a competitive
tax system, which will safeguard the Island’s feteconomic well-being. The Code of Conduct
Group is meeting on 17th February to undertakermdb assessment of Jersey’'s business tax
regime as a whole, including the shareholder tawipions. Now that we have proposed to
abolish these provisions, we expect their resptmseflect this. Before the Council of Ministers
decided on this action, the States Treasury adwvisetie impact of such a change on Jersey’s tax
revenues. They advised that the removal of theseigions would lead to a cash flow effect
from 2013 or 2014, which in any one year is notezted to exceed £10 million. We continue to
seek an increasingly constructive and mutually fieiaé relationship with the European Union
and we will maintain our commitment to transpareacy information exchange according to
international standards. It is evident that tagimes will evolve over time, as international
standards develop. Members can be confident ththaghas we adapt and remain responsive to
the international community, Jersey’s essential patitiveness, economic growth and of tax
neutrality with Zero/Ten at its core will alwaysmain our highest priority.

3.1.1 Deputy G.P. Southern:



Only a fortnight ago, it was estimated that theslfsem deemed distribution will be in the range
of £10 million to £15 million. Has a new analybisen done since then to come up with a figure
of only £10 million?

Senator T.A. Le Sueur:

Yes, we are continually refining our informationt was early days. The deemed distribution
provision only came in in 2009. As we find moralanore information, we are able to be more
and more specific about the likely impact.

3.1.2 Deputy G.P. Southern:

A supplementary, Sir, if | may. Can the Chief Mbeir confirm that this additional £10 million
forms part of a bigger black hole?

Senator T.A. Le Sueur:

No, on the contrary. | said that this was a cémslv fssue and it was not a removal of taxation, it
was a deferment to a different year. It is a dé®h problem which the Minister for Treasury
and Resources is confident and | am confident weheadle quite easily.

3.1.3 Deputy T.M. Pitman:

Part of my question has been answered. Howevele wisappointed that the Minister did not
add an apology into his statement, could | ask,heaassure us that as a result of this even deeper
shortfall that will be made up by more redundaneied more impact on the public sector?

Senator T.A. Le Sueur:

No, the Deputy has the wrong end of the stick. ré@lie no point in apologising. We have done
nothing to be ashamed of. What we have donetisragé what has always been our position, that
we believe that the Zero/Ten regime was and is pabte and the correct way forward for
Jersey, and that deemed distribution provisionsaasmall proportion of that, which we can
easily get around by different arrangements. Thenmn® need for significant redundancies or any
of the scaremongering tactics that the Deputy sstggeThis is a simple cash flow issue which
easily be managed.

3.1.4 Deputy P.V.F. Le Claire:

This seems to put to an end a period of great taiogy within Jersey and the position of its tax

regime. In the statement, it says: “We believe thits our tax regime back to the position which
Ecofin approved in 2003, when it was agreed thatAéro/Ten concept was acceptable.” That
clearly states that there was a concept that waimepd. Does the Chief Minister not agree with
me that it is now time to stop asking questions disdgreeing with the Chief Minister and the

Council of Ministers, and now it is time for us &l get behind the Chief Minister and bury our

heads in the sand along with theifh2ughter]

[11:00]
Senator T.A. Le Sueur:

It was going so well, was it not? There are soewpfe who will never be satisfied with anything

that | say, and all | am saying is what we havenbsaying consistently since Ecofin first

commented in 2003, and that is that the Zero/Tgime is acceptable to them, fits in with the
Code of Conduct principles and is stated to bels@s not a question of putting our heads in the
sand. On the contrary, it is holding our headshighh and saying: “Yes, Sir, this is what we

believe. This is what is correct.”

3.1.5 Deputy M.R. Higgins of St. Helier:



| think the Chief Minister and the rest of the Coliof Ministers are in denial. They have said
repeatedly that the whole thing was compliant and we find it was not. Now, | would like to
explore this cash flow question. If we are talkaigput £10 million of income tax coming in, yes,
that money comes in, there is a flow of money thi States coffers and the money is then spent
on public services and other things, or goods andices. Now, if that £10 million is no longer
coming in - and personally, | prefer the £14 miiliohe original figure they gave us a few weeks
ago - how is that money going to be replaced? yxe going to raise G.S.T. (Goods and
Services Tax) by another 1 per cent to give youtaraE15 million? You have to make up that
shortfall somewhere.

The Bailiff:
Through the Chair, Deputy.
Deputy M.R. Higgins:

Sorry, yes, through the Chair then. How is thee€hlinister going to make up this deficiency of
£10 million?

Senator T.A. Le Sueur:

I have tried to explain to Members this is not &dilency; this is a cash flow movement. It is not
a loss of taxation, it is a payment of taxatioraidifferent period and it is up to the Minister for
Treasury and Resources to plan and we can plae guétl for that. As | indicated in my
statement, the effect of this will not be felt 12013 or 2014; that gives us all ample time tapla
for a relatively small change of up to £10 milliaryear.

3.1.6 Deputy M.R. Higgins:

Sir, a supplementary. The Chief Minister said ihé a cash flow problem and yet the whole
deemed distribution was an income tax measure yrelsonal taxation. How the heck are you
... sorry, through the Chair. Sorry, Sjtaughter] Sorry, | am exasperated with it.

The Bailiff:

It is not a question of through the Chair. | dd tluink the Chair wants to be told to go to
anything otherwise, so just “how”.

Deputy M.R. Higgins:

All right, Sir. They are going to have to comeaaieon this. Instead of talking in riddles, come
clean and explain where the money is going to cfsame that you have now lost.

Senator T.A. Le Sueur:

No matter how many times | say it the Deputy doatsseem to understand. It is not lost, it is
deferred. It is a cash flow issue from one yeaa thifferent year. | cannot say clearer than that,
so if the Deputy does not believe that then | araidfthere is nothing | can do about it.

3.1.7 Deputy A.E. Jeune:

| thank the Chief Minister for getting this matfart to bed and sorted and | do have one question.
Could he tell me, is there any particular reasory #iey have used the date to abolish of 1st
January 2012.

Senator T.A. Le Sueur:

That marks the start of our next fiscal year armb@&ms sensible to make the change at the end of
one fiscal year and before the start of the near yather than in the middle of a fiscal year,
which would cause untold complications to taxpayers



3.1.8 Senator S.C. Ferguson:

When will the Minister be bringing proposals regagdreplacement anti-avoidance schemes to
the States, and | assume these proposals will agaimto be approved by Ecofin.

Senator T.A. Le Sueur:

I am confident we already have a very good antidarice scheme, which we have had in place
for many years now that works very well, and thenptroller of Income Tax is satisfied with
that. If we find that there are subsequent casexbose we will address them when the time
comes. At the moment | have confidence in ourtiexgstax laws to deal with cases of anti-
avoidance.

3.1.9 Senator S.C. Ferguson:

Supplementary, Sir. At what point do the Couné€iMinisters consider that we say: “Enough is
enough. We are a sovereign nation; stop dictating"?

Senator T.A. Le Sueur:

Our objective is to be good Europeans and goochbeigrs and that generally means talking and
co-operating and discussing with people. If yotitgea situation where those discussions are
fruitless and being ignored then we may have te tiernative measures. There is no sign of
that at the moment. We have a good constructiseudsion and relationship, which | hope will
continue for many years to come.

3.1.10 Senator J.L. Perchard:

The Chief Minister concluded his statement by sgyitersey’'s essential competitiveness,
economic growth, and the tax neutrality of Zero/Ttatt sits at its core will always remain a high

priority. Does the Chief Minister agree that cotitpe&ness, economic growth, and tax neutrality
are the reasons why Jersey can provide such ragldatds of quality healthcare, social services,
education and infrastructure? Will he explain te and to Members and whoever is interested,
why it is so important that Jersey is competitiviel & able to offer a competitive tax neutral

environment?

Senator T.A. Le Sueur:

| think the Senator has virtually answered his @uestion when he says it enables us to provide
all the social services of education and health sman that the Island expects, and we are, |
think, very proud - or | am very proud - of thetfétat we have a very competitive economy. We
have a very strong, well-regulated finance indysivilich enables us to provide high quality
services both in education, health and all otheastike that, and we would be in a very weak
position, a very poor position were that to be wrmdeed by a lack of competitiveness or by
taking actions which would be contrary to the Iglarinterests.

3.1.11 Deputy J.M. Macon of St. Saviour:

In a question asked of the Chief Minister on thisl @ther taxation matters, an assurance was
given that ongoing conversations with the otherwerdependencies happened. Were they
contacted before this decision was taken by then€ibof Ministers, and if not why not? If so,
what was their response?

Senator T.A. Le Sueur:

We do have ongoing discussions with the other Cr@@pendencies. The response will vary
from one to the other. We have to do what is frsbur Island and they will do what is best for



their jurisdiction as well. All | can say is thilie Isle of Man has taken a very similar approach t
what we are doing.

3.1.12 Deputy M. Tadier:

First of all, we all acknowledge the real politibiieh is having to be engaged in even though we
may disagree. My question is to do with the zete.r Does the Chief Minister think it is fair
that owners who are not based in Jersey pay zerdntalersey, even though they use the
infrastructure expertise of our Island, which isdpéor by the Jersey taxpayer, while they
contribute nothing to our economy personally?

Senator T.A. Le Sueur:

| think the Deputy may be alluding to some of th&uies relating to non-finance companies which
have non-resident shareholders in comparison itk in Jersey. That is a matter which the
Minister for Treasury and Resources has committechddress in the last budget and will
continue to address and deal with in the timesttalehe originally put forward.

The Bailiff:

That completes questions to the Chief Ministerlmat statement. Before we turn to questions |
can then inform Members of the result of the baltot the appointment of the Minister for
Housing. The votes cast were as follows: DeputyeB@r36 votes, Deputy Southern 15 votes and
| therefore declare Deputy Green has been elestdtirdster for Housing [Approbation]



