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COMMENTS
The Council of Ministers opposes this amendmeitsiourrent form.

The Minister for Treasury and Resources is consigdodging an amendment to this
proposal.

The Deputy of Grouville proposes that the Minighar Treasury and Resources be
required to introduce measures to tax non-finanseivices, non-Jersey-owned
companies with effect from 1st January 2012.

Summary

Although the Council of Ministers agrees with sowofethe objectives behind this
amendment, they cannot support it in its currembftor the following reasons —

1. The Minister for Treasury and Resources has alreadymitted in the Budget
statement to make announcements in 2011 regardiegways in which
certain non-finance companies that do businesersey can contribute to the
Island’s tax revenues. This is currently being eexd as part of the Business

Tax Review.

2. However, it would be unwise to take steps now thatld prejudice the
outcome of the EU Code of Conduct Group’s reviewoof corporate tax
system.

3. Because the timing of the EU’s review of 0/10 ig ndthin the control of

Island authorities, the Minister is not in a pasitito make an absolute
commitment at this time as to when alternative mexgeraising measures
could be introduced or the nature of those meastitess Council of Ministers
does not believe that the States would wish himlot@o. These measures will
be implemented as soon as it is prudent to do so.

Comment

The Council of Ministers has long acknowledged tlomie of the unintended
consequences of the zero/ten tax regime is thaffinancial services companies do
not pay income tax on the profits they earn inelgrs

The Minister has already committed, in his Busindss< Review consultation

document, to consider whether it is possible t@mupecthe corporate tax revenue lost
from certain non-finance companies with Jersey-tasesiness activities on the
introduction of zero/ten, without unintended ecoimronsequences. In the 2011
Budget statement he confirmed that announcemetitbevnade in 2011.

Much time and effort has been put into trying tadfia way to resolve this without
jeopardising the zero/ten regime itself. As the Mgherself acknowledges, achieving
this is complex and time-consuming. Measures hdweady been introduced in
Budget 2011 which bring extraction and oil compangthin the charge to tax at
20%.
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The Deputy also recognises that this could be seliby means other than a tax by
introducing, say, a charge of some nature. A nurobalternatives are currently being
considered, including an alternative charge as aged direct tax on profits.

The scope of such a charge also needs carefuldematson. What does “non-financial
services companies” mean? To bring in a chargeaxron profits for all foreign-
owned companies registered in Jersey would be ynightrimental to the Island’s
economy. One of the alternatives considered irBil@ness Tax Review consultation
was a flat rate of tax, and the overwhelming respomas that this would result in a
net decrease in tax revenues.

One other factor which is relevant to this issuth& Jersey’s company tax system is
based on the premise that 0% is our general rateyof This is currently being
assessed by the European Union Code of Conductn@ssTaxation) Group (Code
Group). It is vital that any changes proposed doempardise the acceptability of the
zero/ten regime to the Code Group. Extending th® Hand to other companies
without fully understanding the impact on this g is critical. The measures noted
above that bring extraction and oil companies witiie charge to tax at 20% were
carefully considered and this does not impact @nahalysis. It is also important to
await the outcome of the assessment so that wdéutlgrunderstand any issues that
the Code Group might have and therefore ensureathathanges that we make are
acceptable.

The Minister’s intention is that if it is practidab proposals for increased revenue
raising will be introduced from 2012. The outconidh®e EU review of zero/ten will
influence what these measures are, but the timitlgioreview is outside our control.
Therefore, the Minister is not in a position asthiage to guarantee that he will be in a
position to bring legislation before the States2bill to be implemented in 2012,
although that is his firm intention.

Finally, the Deputy’s assertion that the currestdi deficit has been caused by the
introduction of zero/ten must again be refuted. Therent fiscal deficit has been

caused by a fall in company tax revenues from tlwogsepanies that pay tax at 10%,
principally the banks, combined with an increas&tates spending over a period of
years.

2009 was the first full year in which 0/10 appliedd also coincided with the worst of
the global economic downturn. The banking sectbickvcontributes most of Jersey’s
company tax income, was particularly badly affecteih its profits falling by more
than a half. Not surprisingly, given how heavilysky relies on tax revenues from the
financial services industry, income tax receivednfr companies has decreased
significantly.

The deficit which arose from the necessary intrtidnc of 0/10 was recovered
through GST, 20% Means 20%, ITIS and the otherrradteve revenue-raising
measures introduced. 0/10 is not the cause ofutrerd structural deficit.

Prior to the introduction of 0/10, the financialngees industry, and in particular a
small number of banks, paid the majority of theoime tax collected from companies
in Jersey. This is still the case under 0/10, bet amount of tax collected is now
significantly lower for 2 reasons. Firstly, finaatservices companies generally paid
tax at 20%. This was reduced to 10% under O/10rtwept Jersey’'s competitive

position. Ireland had at that time reduced its ooafe tax rate to 12.5%, prompting
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the rate for financial services companies in thewtr Dependencies to be set at 10%
when 0/10 was introduced. This was anticipated, #med compensating measures
noted above were introduced. The second reasathdoreduction as noted above is
the economic downturn. The tax lost from other finance, non-Jersey-owned

companies as a result of 0/10 is comparatively mianod has not contributed to the
current economic position of the States due toctirapensating measures previously
taken.

Financial and manpower implications

The Deputy acknowledges that her proposal will takeertain amount of officer time
in order to bring forward workable proposals. ThEscertainly true; the officers in
guestion are those that are currently working apeading to the EU review of our
business taxation regime. The Council of Ministessumes that all States Members
would agree that this is the most appropriate dsthair time at present. When the
outcome of the EU review is known, then the Minide Treasury and Resources
will look at ways to seek additional revenues froantain foreign-owned companies.

The Deputy believes that the benefits of taxingigm-owned companies would be
great. She has not sought, however, to quantify bieinefit. Of the approximately
£80 — £100 million in tax revenues lost as a restithe introduction of 0/10, the
overwhelming majority was due to revenue lost fifamancial services companies that
had been paying tax at 20% and now pay at 10%.
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