3.7 Deputy J.A.N. Le Fondré of St. Lawrence of th#linister for Treasury and
Resources regarding the administration costs of G.B. exemptions in
respect of food and fuel:

What are the estimated administration costs withen States of G.S.T. (Goods and

Services Tax) exemptions in respect of food antldnd what impact, if any, would

there be on income support, G.S.T. bonus and tamption limits as a result?

Senator P.F.C. Ozouf (The Minister for Treasury andResources):

| thank the Deputy for an important question. Toenplexities of zero-rating food
and domestic energy will of course increase thé ebsadministration by the Taxes
Office and Customs and Immigration. The stated wmhof additional costs as set
out in the report by Treasury is in the region 20@,000 to £300,000 a year but more
importantly, over and above that, it would alsor@ase of course the cost of
compliance for businesses in the Island, and thabi easily quantified but is perhaps
underlined very well by the strong line that thea@tber of Commerce and 1.0.D.
(Institute of Directors) have come out against mpglicated system of exemptions. In
relation to what G.S.T. has given back - and Memlheve in the past voted for a
range of measures to compensate Islanders forittheuld decisions that Members
have been called to make on G.S.T. and increasiognie Tax thresholds in 2008
and 2009, increasing Income Support in 2008 anéhaga2009 and of course the
G.S.T. bonus scheme - the total amount of finanb&ilefit to those on low and
middle income families is in the region of £12 moil and that is, of course, over and
above the existing benefits system that we ha¥&.3.T. is removed from food and
domestic energy, then consideration will of counsge to be given - in fact that is
what the States has already required us to doemaving or reviewing some of these
measures and potentially revoking or adjustingelrasasures. But | recognise these
are very difficult issues.

3.7.1 Deputy J.A.N. Le Fondré:

Just a quick follow-on from that. Could the Mimstconfirm what the compliance
rate is for the current Jersey G.S.T. system and hoght that compliance rate
change with a more complex G.S.T.?

Senator P.F.C. Ozouf:

The compliance rate is one of the real concernsttiea Tax Department has about
having a complex system. This is all set out edéngly in the report that we have
issued. The compliance rate in the U.K. is muds ldhan Jersey. The compliance
rate in Jersey is significantly high because gimple and therefore not only are we
collecting tax in a simple way that is administraty efficient, we are also collecting

all the taxes due because there are no uncertintdhen there is complexity, there
will be a falling in the amount of compliance, drdb not want to see that.

3.7.2 Deputy T.M. Pitman:

| hope you will not say this is too wide of the aMould the Minister concede that
some of this potential damage could be offset ifwere to ensure companies who
contribute no tax at all to the Island did so arthpps some of our very wealthy tax
evaders also paid a reasonable amount of tax?

The Bailiff:
| fear your hope is going to be dashed, Deputyhirik that that is too wide off the
mark. No doubt that can be raised in the debatiiéncourse.



3.7.3 Senator A. Breckon:

| wonder if the Minister could say what the redantwill be in administration costs if
some of these things are removed for all the thyzgsmentioned before, and also is
he aware that utilities have a list of domesticrsiséherefore it is not difficult to
implement at all.

Senator P.F.C. Ozouf:

If the Senator is going to suggest that puttingfaod and domestic heating
exemptions is going to reduce cost, then he liwes different world than | do and he
needs to listen to the expert advice that we anegbgiven by the people that are
asked to discharge decisions of this Assembly.hdfdoes not believe our local
experts in relation to tax collection, then | sugigthat he re-reads the Sir James
Mirrlees Report which set out U.K. recommendationstheir own tax system. You
would not set out to design a system that the Was, or indeed some other places
have, if you had a blank piece of paper. You weffitient collection and frankly |
would prefer to spend the £300,000 that we wouihdpon increased costs collecting
an exempted system of G.S.T. and | prefer to ditkat towards lower income
families. [Approbation] | would also like to use some of the 2,500 hairdebate
this Assembly has had on this matter by individdambers and perhaps do better by
supporting people that he is concerned about.

3.7.4 Senator A. Breckon:

May | ask a supplementary? That is a very intergsinswer but it does not address
the question | asked about the cost of the existdmginistration and whether it would
be reduced if we do not have to produce all thisnimo jumbo.

Senator P.F.C. Ozouf:

| simply do not understand. The Senator is sugggst complex system of tax which
will cost more. His exemptions will not cost usdethey will cost us more, £300,000
worth, and it will cost the companies that are dste run this system significant
amounts of money, and they have been telling hanttrey do not want that.

3.7.5 The Deputy of St. Mary:

Without prejudice to what | might say in the deblatg the question is still important
in the context of reducing costs or what the adddil costs would be rather. Could
the Minister give some response to the idea thatsttad of having the U.K. system,
which we all know leads to extraordinary amountditiation and problems with
advocates and so on, would he care to commenttherié was a simpler system that
food is simply anything that people eat or consuwigether it is liquid or solid and
then you would have no legal hassles at all. W¢hed not reduce the additional cost
somewhat?

Senator P.F.C. Ozouf:

| do share and | genuinely understand what Memivexsdld like to do in a perfect
world in respect of helping low income familiesareating something simple. The
debate before us later on today is U.K. exemptisaghat is the matter which we are
having to address. | have to say to the Deputyatshe experience of having looked
at G.S.T. systems around the world is that it iseasy to find a definition of what
you can eat. There is, for example, whether oynatcan eat ferret food. There has
been the recent example that after the 2009 feeretus, now ferret food is zero-rated
or is it not exempted - | cannot quite remembeut ib is either in or out. Rabbit



food; all these things. It is extremely diffictit construct a list of things which you

can eat and not eat and, at the end of the daye Hre not going to collect money on
food, it is going to come from and is going to Isked to be raised in other areas.
These are not simple issues. | plead with Memlbetrsis keep our G.S.T. simple and
direct money to those that need it.

3.7.6 The Deputy of St. Mary:

A supplementary, if | may. That was an extraorgdirenswer. | do not think anyone
is talking about people in Jersey eating ferretifoorabbit food although if things get
really, really tough.[Laughter] No, the question is, and | say without prejudize
what | might say in the debate because | thinkoilld be that exemptions is the
wrong way to go to help poor people but nevertlelés terms of reducing the
additional cost of exemptions, the Minister has meatlly addressed the issue that if
we define anything that goes into a human beingditin as food or drink then it
excludes, by definition, rabbit food and ferretdoo

Senator P.F.C. Ozouf:

That is not before the Assembly. The Assemblyoiss@ering the U.K. exemptions

and that is the matter which | have had to respgon@dnd other Members have on
previous occasions explained that they would try famd a simpler list but a simple

list is not easy. The devil is in the detail | afnaid and that is always the problem
which we have come back to. Keep it simple is ddgice and direct the money
where it is necessary after you have collecteinfeverybody.

3.7.7 Deputy J.A. Hilton:

I may have missed something here but is it notipteséor us to keep G.S.T. at 3 per
cent on food and raise G.S.T. on other things?I\Réee question | wanted to ask the
Minister was is there an additional cost to kee@h§.T. at 3 per cent but raising it
on other items so at least we give people on firedmes - low incomes - a chance to
buy affordable healthy food?

Senator P.F.C. Ozouf:

| understand what the Deputy is suggesting. Thecads that it does not matter,

once you have a system which effectively dividesdifferent categories, you are

incurring the same costs in terms of tax collectiecause you will have to separate
out between the categories of food that are 3 @et ar 5 per cent. It does not matter
whether it is O per cent or 5 per cent; it is thifecence. It does not make any

difference in terms of if it is 3 per cent or 5 ps#Ent, but the Deputy makes an
important point. We are at a G.S.T. level of 5gemt. | do not want to see it go any
higher than that. | do not think there are reagondoing that.

The Bailiff:
| think, Minister, you have answered that particudmestion. Very well. Final
guestion, Deputy Le Fondré?

3.7.8 Deputy J.A.N. Le Fondré:

Especially given a couple of the comments madeadyren some of the questions,
would the Minister indicate whether he thinks itlileely that exempting food and
domestic energy would leave those on low and middé®mes, including many
pensioners, better or worse off compared to thegmiesystems which are in place?



Senator P.F.C. Ozouf:

These are complicated issues but, in very simplegelow and middle income
households have been compensated twice for thedinttion of G.S.T. The changes
to income support and the introduction of the G.Sdnus in 2008 ensured that
households were compensated by the additional @o$5.S.T. bonusgt cetera.
Then, following the Deputy’s second round of pragss there was a further
compensation. Overall, in my view, if one was émpve those issues, then at least
the issue would be neutral but they were goingetedry difficult to withdraw and, of
course, the other issue - and | wish no offencenEmbers of the Chamber of
Commerce - but there is absolutely no guaranteerémaoving food from the list of
exemptions will lead to lower prices. At leaststhway, these individuals get the
money, they have had the money twice, in incomgaeudpand bonus payments. |
would say that the first order effect is that wewdobe in this Assembly as a result of
the decision, meaning that lower income people warese off. | think that is an
important issue for Members who say that thereommething uncaring about the
debate in relation to G.S.T. exemptions.



