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REPORT
Ministerial comments

With Jersey’s aging demographic, it is vitally innfzmt that the tax rules applying to
pensions and pension schemes are fit for purposeetkr, it has become apparent
that our tax rules have not kept pace with modeniety and are now lagging behind
those applied in comparable jurisdictions. In reseo in October 2013, the Treasury
published a consultation document proposing a narmbehanges to the relevant tax
rules, seeking to modernise and simplify Jersegisspns regime.

I would like to thank those individuals and orgatisns that responded to the
consultation document. The 41 responses receivigdilne consultation period came
from a broad cross-section of the pension induatrg interested individuals. The
overwhelming majority of respondents were suppertif the general aims of
modernisation and simplification, but they also ldmged the initial proposals and
identified different options.

In particular, a number of respondents wanted ugdofurther than our initial
proposals, increasing flexibility for all pensioavers, irrespective of whether they are
saving in an occupational pension scheme or a parqmension scheme. We have
listened to their arguments, and this Report oeslia number of changes to our initial
proposals.

The updated amendment to the Income Tax Law, tafipehese changes, will be
lodged with the States in July 2014, as part of20#&5 Budget, and, assuming States’
approval, the changes will become effective frotmJasuary 2015.

The most significant change from the initial progssis the plan to allow much
greater flexibility over the 30% tax-free lump swhich Jersey pension schemes can
pay. Essentially, provided that their pension sakierrules allow it, our proposal is to
allow pension savers to access the 30% tax-frep kum in an unlimited number of
tranches from the age of 50.

As part of the most recent UK Budget, the Chancalfahe Exchequer surprised the
UK’s pension industry by announcing plans to allpension savers free access to
their pension fund once they reach the minimum ijparsge (currently 55 in the UK),
any drawings being subject to income tax on théviddal at their marginal UK tax
rate. This proposed change, which if adopted ircitsent form will revolutionise
pension saving in the UK, will take some time fbe tpension industry and pension
savers to digest. We will monitor the UK governnmemonsultation on their plans
carefully, review the final package of proposald ahen consider what, if any,
changes should be made in Jersey.

It is should be noted that under Jersey’s existiagsion rules no one is obliged to
purchase a traditional annuity from an insuranceygamy. Savers in a retirement
annuity contract (RAC) who are, on the face obliliged to purchase a traditional
annuity, have the option to transfer their pendiomd either to a retirement annuity
trust scheme (RATS) or, provided they have suffici@mounts of certain forms of
guaranteed income, to an approved drawdown contact hence avoid that
obligation.

R.70/2014



Savers with a pension fund in a RATS are not odlige purchase a traditional
annuity. Instead, they are permitted to draw incainectly from the RATS itself and
hence, when the individual dies, anything remaininthe scheme can remain within
their family, not with an annuity provider. To peat individuals incorrectly assuming
that they need to purchase a traditional annuityimend to remove the reference to
“annuity” in the scheme name, changing it to retieat trust scheme (RTS).

Furthermore, the Comptroller has amended the alonl of the maximum annual
income that can be withdrawn directly from a RAF®r 2014, and in subsequent
years, the maximum annual income that can be vatdhas been increased to 150%
of the “basis calculation” (up from a previous nmanim of 100% of the “basis
calculation”), giving individuals saving in a RATi8ore flexibility over the income
they draw during their retirement.

Anyone saving in a Taxes Office approved pensitreise, with a guaranteed level of
certain forms of income to support them for the asrder of their life, can transfer
their pension fund to an approved drawdown contrabiere they are able to draw
whatever amount they want from their pension fupdying income tax at their
marginal tax rate on whatever amount they draw.rboease the attractiveness of
approved drawdown contracts, we intend to allowsmansavers access to them even
if a tax-free lump sum has already been taken ftwir approved pension scheme.

In the spirit of greater flexibility, earlier thigear the Taxes Office allowed personal
pension schemes to invest in new class of assegstiment-grade gold, and
consideration is being given to going further alidwang pension schemes to invest
in a wider range of assets. An announcement ongi® will be made later this year.

Finally, many respondents to the consultation higfitbéd their concern regarding the
lack of provision that many Islanders have made tf@ir retirement. Improving
Islanders’ confidence that pension schemes areegsopdministered and that their
interests are protected would be a major step dowaging pension saving. Hence |
can announce that government will commence worlpartnership with the Jersey
Financial Services Commission, on developing a ipessregulatory function within
the commission. In developing this function we wilbrk closely with interested
parties to develop a solution that is appropriatdatie Island and Islanders.

@L‘.\v OJA(

Senator P.F.C. Ozouf
Minister for Treasury and Resour ces
21st May 2014
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Executive Summary

A consultation was launched on 8th October 201Risgehe Public’s view
on a number of proposed changes to the tax rulplyiag to pensions and
pension schemes. The changes proposed in the taiisulprimarily sought
to simplify and modernise the relevant tax rules.

The consultation period closed on 10th January 2034 which time
41 written responses had been received. Thosenespaepresented a good
cross-section of the pensions industry. The regsotsthe consultation have
been summarised in Section 2 of this Report.

The majority of respondents were supportive of tpeneral aims of
modernisation and simplification, but they also lemged the initial
proposals and identified different options.

Following a review of the responses, a number ainges to the initial
proposals have been made. The key changes toitilaé pnoposals outlined in
Section 3 of this Report are —

o Allowing pension schemes greater flexibility ovhe tpayment of the
30% elected lump sum

0 Allowing individuals to access the flexibility opproved drawdown
contracts, irrespective of whether they have alrdalen a tax-free
lump sum from their pension scheme

o0 Removal of the proposed caps on tax-free lump saympnts

0 Allowing partial pension fund transfers, subjecteipress approval
from the Comptroller of Taxes

o Removal of the proposed 10% tax on internationaisjpe fund
transfers

o0 Changes to the tapering of tax relief for pensiontgbutions made
by individuals with income over £150,000

0 An updated timeline relating to the implementatioh the rule
changes

o Confirmation that no changes are proposed to pensithemes
approved under Articles 131A and 131C of theome Tax (Jersey)
Law 1961

o Confirmation that there will be no compulsion omgien schemes to
offer the additional flexibility being proposed

o Potential changes to the scope of approval giverdoupational
pension schemes.

These changes, together with a number of changaddi@ss technical issues
identified through the consultation process, w#l teflected in the updated
amendment to the Income Tax Law.
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e This amendment to the Income Tax Law will be lodgedpart of the 2015
Budget (in July 2014) with the changes becomingaife, assuming States’
approval, from 1st January 2015.

Section 1: Introduction
Consultation process

A consultation was launched on 8th October 2018kiag the Public’'s view on
amendments to the tax rules applying to pensiond p@nsion schemes. The
consultation document consisted of a draft of thappsed amendment to the Income
Tax Law and a summary of the main changes.

The changes outlined in the consultation documeunglist to achieve —
» simplification of the tax rules applying to penssamd pension schemes;

* modernisation of the tax rules applying to pensiand pension schemes —
including, in particular, the introduction of fldte retirement in the context of
occupational pension schemes; and

* greater consistency between the tax rules appliongccupational pension
schemes and to personal pension schemes, and hdtveetax rules applying
to different forms of personal pension schemeghab the tax incentives to
transfer funds between pension schemes are mirdmise

The consultation period closed on 10th January 2@i4which time 41 written
responses had been received. Those responsesergprea good cross-section of the
pensions industry, including independent finaneidlisers; pension administrators;
annuities providers; actuaries; lawyers and aceoustinterested in pensions issues;
pension scheme trustees and interested individuals.

The overall quality of responses was high. The iguaihd level of detail that they
contained demonstrated that the consultation dontiined elicited a great deal of
thought from the respondents. This has necessadlylted in it taking longer than
anticipated to review the responses and to drawlgsions.

Summary of responses and key changes to initial proposals

Overall there was a general agreement amongst mdepts that the proposed new
rules represented a significant simplification witempared to the existing rules, and
that the introduction of greater flexibility intthé pension rules is to be welcomed.
However, views on the detail of some of the prodoshange were more wide-
ranging.

This Report summarises the responses receivedetodhsultatiohand outlines the
key changes to the initial proposal that have bmade following a review of those
responses

! See Section 2: “Summary of responses”
2 See Section 3: “Key changes to initial proposals”
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Next steps

The relevant amendment to the Income Tax Law isiheipdated to reflect the
changes to the initial proposals and a number afriieal issues that were identified
through the consultation process. The final vergibthe amendment to the Income
Tax Law will be lodged as part of the 2015 BudgetJuly 2014) with the changes
becoming effective, assuming States’ approval, fistnJanuary 2015.

Section 2: Summary of responses

Question 1 — structural changes to the pensios rule

Question 1 related to the proposed new structutkeopension rules. The responses to
the consultation were overwhelmingly supportiveta proposed new structure of the
rules and, in particular, the efforts to combine tmcome Tax Law and the
Superannuation Funds Order —

“We are supportive of the separation of the condgiof approval (including
the payments an approved Jersey scheme may make)tfie tax analysis
applying to those payments. We agree that this sdake pension rules
clearer. We are also supportive of the consolidabibthe tax rules relating to
occupational pension schemes in one place wittkélgeprovisions from the
Income Tax (Superannuation Funds) (Jersey) Ordé2 b@ing incorporated
within the Income Tax (Jersey) Law 1961 (the “Tab).”*

“The proposed changes appear to have the interdforelarifying and
simplifying the existing law, which is welcomed.”

“We are of the opinion that the proposed structatelnges are positive and
most welcome. Any such changes should of courseremsinimal impact on
existing pension arrangements in relation to amgudentation amendments.
Of course the impact of changes must also simplifg modernise what has
gone before (accepting the inherent complicationd kmits that can be
achieved). Separating the conditions of approwahfthe tax analysis as well
as incorporating key provisions from the 1972 Ordgo Article 131 is a
positive step forward>

Questions 2—4 — definitions included in the newsp@mrules

Questions 2—4 related to the proposed definitioictuded in the new pension rules,
checking that they are appropriate, clear and urmgmbs. On the whole, the
definitions were regarded as appropriate, clearuarambiguous. However, a number
of technical issues were raised on some of thanitiefis (particularly with reference
to the term “scheme manager”). These concernseang loeviewed, and any changes
considered appropriate will be included in the Ifimersion of the Income Tax Law
amendment.

% Law Firm
* Pension Administrator
® Independent Financial Adviser
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Question 5 — scope of approval (relevant to océopak pension schemes only)

Question 5 related to the scope of the Taxes Offipproval with respect to

occupational pension schemes. A number of respemderre satisfied that the

approach to the approval of occupational pensidwerses outlined in section 4.3 of
the consultation document was most appropriate.ddew a number of respondents
raised concerns where occupational schemes havebengnin more than one

jurisdiction —

“We are concerned that by enshrining the principfe “whole scheme
approval” in legislation... it will be necessary ftine trustees of multi-
jurisdictional Jersey based schemes to apply Jeestictions on benefits and
contributions in addition to any other restrictionkich apply as a result of
“home” tax approval. This is administratively compl and potentially
disadvantages members relative to being included ithome” scheme or
indeed in a multi-jurisdictional non-Jersey baseksne...

We are also unclear whether, if a multi-jurisdintb Jersey based scheme
were to be segregated the “whole scheme” for Jaeseypurposes would be
the section providing benefits for Jersey membersthe scheme in its
entirety, and we would welcome clarification ofsthf

“We consider the approach outlined in section 4f3tlee Consultation
document to be the most appropriate course in cespé approving
occupational pension schemes with scheme manadgeosane non-Jersey
resident. However, we have a number of UK clientere the trustee of a
sectionalised scheme is Jersey resident. We arefohe concerned that the
proposed draft Article 131(3) would mean that tHmle of the sectionalised
scheme (and not just the Jersey section) would rteedomply with
paragraphs (5) to (16). We consider that the msitihere this scenario arises
should be clarified. We would also consider tha thsidency of scheme
members rather than that of a scheme manager sheuldk primary driver in
determining the treatment of the scheme for apprmwgoses.”

In addition, one respondent requested that we densequiring schemes containing
only (or mainly) Jersey members to have a Jerssgiart scheme manager —

“Without such a restriction on when a Scheme withoa-resident scheme
manager can seek approval there is potential fxh@me established solely
(or mainly) for the provision of pension benefits flersey employees to be
established in another jurisdiction which coulddie compliance and

tax/revenue risk?

Question 6 — are there are any existing schemésaiiafail to meet the proposed
conditions of approval?

The majority of respondents were unable to iderdry existing schemes that would
fail to be an approved scheme under the proposeditams of approval. Respondents
did, however, raise concerns that the additionakilbility provided for under the

6 Law Firm
"Law Firm
8 Actuary
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proposed new rules would be compulsory, and heclgenses would have to amend
their rules in order to offer this flexibilityzor the avoidance of doubt, none of the
proposed changesto increase flexibility are compulsory. Each scheme will be free

to decide whether to make the changes or not. If no additional flexibility is
offered, thiswill not make an existing scheme non-compliant.

Question 7 — recognition condition

Question 7 related to the current condition thabecupational pension scheme must
be “recognized by the employer and employed perstime trade or undertaking” (the
“recognition condition”). On the whole, respondeisl not identify any adverse
consequences from the removal of the recognitiomditon. However, one
respondent identified the risk that small occupatigension schemes are the primary
source of pension liberation activity in the UK danetaining the recognition condition
may prevent that sort of activity spreading to dgrs

Question 8 — removal of restriction on pension medhat can be paid

Question 8 related to the proposal to remove t&icdons on the pension income
that can be paid from an occupational pension seh&aspondents were broadly in
support of the proposal to remove the cap on theuamof pension income that can
be paid from an occupational pension scheme —

“We do not consider that restrictions on the amafmpension that can be
paid by an approved Jersey occupational pensioenselshould be imposed.
The cap on the amount of tax relief that individuaday claim for pension
contributions and tax charged on pension receipt&Xcess of the tax free
lump sum) should provide protection against takdee.”

“As pension income is taxable, and there is aigtgn on the elected lump
sum, there does not appear to be any need toctetbiei level of retirement
income. We agree, however, that once income hasnemeed, it should be
payable for life.*°

“We would agree with the proposal to remove thérigion on the amount an
Approved Jersey Occupational Pension Scheme canopayby way of
pension income. From a taxation perspective, ttsene reason to restrict this
amount.™

A number of respondents raised a concern regatumgthe new term “income for
life” should be interpreted, particularly where accupational scheme is a defined
contribution scheme. In this situation, a numberespondents indicated that the term
“income for life” should be calculated in a manrmnsistent with the “annuity
equivalent” used in the context of RS

Law Firm

10 pension Administrator

M Independent Financial Adviser

12 Seehttps://www.gov.je/TaxesMoney/IncomeTax/Pensionf4QalculationAnnuity.aspx
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Question 9 — calculation of the 30% elected lummp su

Section 4.4.(f)(i) of the consultation documentgmsed setting the amount that can be
paid out by way of the 30% elected lump sum payrbgreference to the fund value
at the time that the first tranche of the 30% eécump sum payment is made.
Question 9 queried whether this would be the begraach. Many respondents
addressed question 9 and CQ 6-8 together, comrgentigeneral on the availability
of the 30% elected lump sum payment.

The issue of the 30% elected lump sum paymentteesud wide divergence of views
amongst the respondents. A number of respondemsidared that the lump sum
should only be available in one tranche; in suppbtheir position they highlight the
fact that the vast majority of individuals adopsthpproach in practice —

“Yes we agree to the change of the 30% lump surmpay provisions, we do

not feel there is a need to have 3tranches of lsmp payments. Most
members do not benefit from 3 tranches as eacltheataken reduces the
fund value and therefore the amount of the nextfiteex cash payment. Fund
growth will be unlikely to place members in a befiesition after a tranche of
tax free cash has been taken. So members areablyabietter off in tax free

cash terms to take the commutation as one payrfient.”

“We would support the removal of the 3 tranche aystlt is difficult for

providers to administer and for this reason [wef heever offered this
flexibility. We have rarely received enquiries redjag this flexibility so do
not believe there is a great demand for it. Its aesh will also aid the
simplification of the pension regimé?”

A number of respondents considered that the cuagmtoach should be retained, but
with appropriate clarification regarding how thex&a Office consider that the lump
sum should be calculated at the time that eaclehieais paid. Individual respondents,
in particular, appeared to prefer this route.

Finally some respondents considered that the 3086texl lump sum should be
payable in more tranches. In supporting this argumespondents highlighted that
one of the main aims of the consultation was theoduction of the concept of
flexibility in retirement, and allowing more trareh to be paid would support that
concept —

“I believe that a good solution would be to alloegmentation of pension
benefits into what might be called ‘sub-funds’... Tihdividual would then be
able to take a single 30% lump sum from each sob-fwith the remainder
being used for immediate or deferred income fer. lif This also has the same
effect if a member wants to go into a flexible metient. For example on
reaching 60 a member wishes to reduce his workmgshto part time and
supplement his income using part of his pensiorefiisn By segmenting his
pension fund into two sub-funds and then takingme for life (and a lump
sum if desired) from only one of the sub-funds lan dave a phased
retirement... a limit on the maximum number of segrador a single scheme
which are permitted to ensure that segments argomosmall or too many

13 Independent Financial Adviser
14 pension Administrator
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(3 would be consistent with the current lump surgnpent staging but | do
not see any reason why further sub-division woulthe acceptable)”

“Members could be allowed to separate their pensit;m segments, drawing
down the 30% lump sum from each segment separatitly,the remaining
funds left in place to deliver income. Successiggments could be accessed
consecutively to deliver lump sums (and leave ineqganerating funds) up to
age 75, at which point all segments would neecetadtivated

Question 10 — removal of restriction of dependamtson

Question 10 related to whether the limits on thesp® income payable to dependants
should be removed. The answers to this questiom wesadly consistent with the
answers to question 8 (i.e. broadly supportivehwgibme concerns raised regarding
how the term “income for life” should be interpre}te

Question 11 — level of very small pension fund

Under the existing tax rules, an approved occupatipension scheme may pay a
very small pension fund to the relevant member igiexy that certain conditions are
met. One of these conditions is that the pensionl felue does not exceed £5,000,
and question 11 queried whether that thresholdldhmiextended.

The responses to this question were wide-ranginmeSrespondents considered that
the existing £5,000 limit is appropriate —

“[We believe] that the very small pension fund #ireld should remain at
£5000 and to increase this figure will send thengranessage to the market
on the importance of saving for retirement.

If the cost of maintaining a small deferred pendiomd is an issue or concern
the member always has the option to consolidate ititio an alternative
arrangement i.e. their new employer’s scheme oA&.R’

“Yes, we consider the existing £5,000 figure asigeippropriate™®

However, these respondents were in the minoritgl, mnst called for the limit to be
increased, with one respondent indicating that raestiold of £50,000 should be
considered. Amongst those respondents who offereigva of where the threshold
should be set, the majority indicated that a tholshn the region of £15,000 —
£18,000 would be appropriate. A number of respotsdaiso highlighted the approach
adopted by Guernsey, where a more flexible appréaadaken to the payment of
trivial pension funds. The following is an extrdcom Guernsey’'s practice notes
relating to occupational pension schemes —

15 Actuary

% Trade Body

" Independent Financial Adviser
18 pensions Administrator
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“It is permissible to commute a Fund Value whicfTigvial in Amount at any
age. The full amount of the trivial commutatiortagable at the standard rate
(currently 20%) if commutation occurs before ageasd at half the standard
rate if commutation occurs on or after age 50.

It is not necessary to seek prior approval from@ivector before commuting
a Fund Value which is Trivial in Amount. Howeverefbre commuting a
Fund Value of greater than £15,000, Trustees shuhtlain a declaration from
the member confirming that the Fund Value may benus Trivial in
Amount (i.e. the member is age 50 or over and ygegate of the member’'s
Fund Values (including any previous trivial comniittas, taken at face
value) from all Approved Occupational Pension Sobenand schemes
approved under section 157A of the Law does noteck€30,000).”

Question 12 —time limit on refund of contributions

Question 12 related to the introduction of a statutimit on the number of years of
service for which a member of an approved occupatipension schemes could seek
to have contributions refunded. Respondents wergella supportive for the
introduction of some form of cap, with the majordf those respondents indicating
that a cap after a member has completed somewhesedn 2 and 5 years of service
would be appropriate.

Questions 13-14 — move towards self-certification

Questions 13-14 related to plans to introduce tesysinder which pension schemes
self-certify their compliance with the conditiond approval. The majority of
respondents were supportive of the move towardfcesdification by pension
schemes, whilst highlighting the UK’s experienceetation to pension liberation and
the fact that HMRC's self-certification process nieywe helped to facilitate that —

“Guernsey introduced self-certification a numbegeérs ago and based upon
our experience has streamlined the establishmehbagoing management of
pension schemes (where changes to legal documenteguired). This has
had a positive impact on all parties related tosfilenschemes'®

“I would commend the proposal to move to a seltiteation system which
for the many well managed schemes in Jersey willtein a more
streamlined process particularly for straightfordvahanges (for example the
addition of a new participating employer in a 5 themployer master trust).
A self-certification system similar to the Guernsgproval mechanism would
also ensure that the process is kept simple andiesff for pan-island
schemes®

However, some respondents cautioned against soncva —

19 Actuary
2 Actuary

R.70/2014



12

“I believe that the current scheme should be maiathrather than moving
towards a self-certification scheme. The conseceeraf a withdrawal of
approval on both the scheme, and perhaps more iamily; on the members
could result in some very unfair consequenéés.”

Others warned about the additional costs that wbelihcurred by pension schemes
(e.g. legal costs) in order to self-certify theimpliance with conditions of approval,

whilst others warned that self-certification shonofat be introduced until such time as
a proper sanction regime is introduced —

“We have concerns that the self-certification pescevill be abused. There
also appears to be a black and white approach €hwéssumes no grey
areas... the fact that currently only a ‘Red Cardti@p is available. The

option of self-certification is therefore reliam the introduction of a suitable
sanctions regime. A failure in the constructiorthd pension may be no fault
of the actual pension holder and this needs toakent into account. To
remove approval due to a relatively minor errortle self-certification

process would be both unfair and disproportion&te.”

Question 15 — taxation of payments from approveseyeschemes

Section 4.6 of the consultation document outliresl groposed taxation of payments
from approved Jersey schemes, and question 15equetiether the proposals were
appropriate. Overall, the majority of respondentelcemed the proposed
simplification of the taxation of pensions and lusym payments —

“This approach seems appropriate and the admitn&rsimplicity of a single
rate of tax [on lump sum payments] is welcorfie.”

However, despite a general welcoming of the progposkanges, a number of
respondents had particular concerns.

Tax rate on lump sum payments

A number of respondents indicated that applyin@% lax rate to taxable lump sum
payments seemed too low —

“| don't see why it is only 10% particularly forrige amounts?*

“| fail to see the point of the proposed concessigrrate of 10% on larger
withdrawals at all. Surely if somebody has enjoy@Po deductions on
contributions to a pension fund and the money &n thvithdrawn to spend
freely, the 20% should be recovered in fafl.”

2 Independent Financial Adviser
22 Investment Adviser

2 pension Administrator

24 Individual

% Individual
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£1.8 million/£540,000 cap

A number of respondents were in support of theoduction of some form of cap on
the amount of tax-free lump sum payments —

“I very much hope that as per the existing taxgule 30% elected lump sum
payment is tax free but | agree with the proposdbdve a cap of £540,000
placed on the amount that can be paid tax free. thatl any 30% elected
lump sum payment in excess of £540,000 will beetthip tax at 10%°°

However, a number were firmly against the introducof some form of cap —

“We do not consider that there are good policy saagor imposing a cap on
the amount of tax free lump sum that can be redeiVhae imposition of such
a cap would send the message to the public thagoiernment does not
encourage pension savings. In our view, this messaguld be contrary to
public policy, especially in the light of Jersegiging population. We would
have thought that the government should encouragat@ pensions savings
so as to alleviate the burden on the States.”

“We do not think a cap on tax-free cash paymentsndeed the existing
£1.8m tax-free cap on death benefits serves ahpueaose.®

“We cannot see the rationale for subjecting paymeiove £1,800,000 to a
10% “wealth tax.”®

Administration burden

A number of respondents raised a concern that weayd have to deduct tax from
pension incom& paid to Jersey resident individuaShe intention is that the
current treatment will continue to be applied (i.e. the Comptroller will instruct
the scheme manager not to deduct tax from pension income, except in rare cases
where the individual is in tax arrears or there is another reason to doubt the
ability to recover the tax correctly payable by the individual in receipt of the
pension income).

Question 16 — amendment to Concession P22

Question 16 related to Concession P22, which st&bkere an individual who is
resident in Jersey receives a lump sum paymentw@@y of commutation) of his
pension from an overseas scheme, that paymenhatilbe subject to Jersey income
tax.” It queried whether it should be updated titerd the proposed taxation of lump
sum payments from approved Jersey schemes.

% Individual

2" Law Firm

% pension Trustee

# Investment Adviser

%0 For the avoidance of doubt, there will be an ddilign on scheme managers to deduct tax
from certain lump sum payments
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A number of respondents indicated that the wordihgConcession P22 should be
amended so that the tax treatment of lump sum patgnparticularly elected lump
sum payments, from non-Jersey schemes, is consigithrthe tax treatment applying
to Jersey schemes, to do otherwise “would provitsheer tax incentive for schemes
to be established outside of Jersey for Jersey reesfib

However, a number of respondents were against hagges in the Concession that
would result in taxing lump sum payments from ners@y schemes —

“No, the concession should not be updated, so @axtpayments made by
non-Jersey schemes to Jersey residénts.”

“We do not believe that Concession P22 needs tarbended, unless the
definition of “overseas pension scheme” is veryadie defined. There are
many variations of “overseas pension scheme” glpbsbme of which have
received tax benefits, many of which have not dedrisk is that a bona fide
“savings” scheme becomes taxable overnight, themaipgducing a form of

capital tax.®®

“If concession P22 were updated so that similar t@atment would be

applied to lump sum payments made by non-Jersesigreschemes to Jersey
residents, this may have the effect of dissuadimtjviduals who are either

close to retirement age or who are in the latersyeath their career looking

to move to Jersey to take up senior manageriatiposifrom doing so, by

reason of the fact that their own jurisdiction pdms them with greater

flexibility than that offered in Jersey™

“[We do] not believe that [change] to Concessio? F& necessary or

appropriate as any attempt to tax lump sum pay@ablersey residents from a
non Jersey scheme would be administratively buateesand the effort

required disproportionate to the additional revecnitected.®

Question 17 — discouraging multiple pension saving

Question 17 related to the issue of discouragimividuals from saving in multiple
pension schemes in order to obtain a tax benefith@e respondents who offered an
opinion regarding which of the 2 potential solusooutlined in the consultation
document to address the tax benefits associatdd seving in multiple pension
schemes was better, solution 2, although more doatptl, was overwhelming
preferred. Many respondents, however, indicatet ttteacomplexity associated with
the potential solutions could be avoided by notoithticing a cap on tax-free lump
sums —

“The abolition of the lifetime allowance [i.e. tltaps on tax free lump sums]
would remove the need for this complex set of riifés

3L Actuary
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Another respondent challenged us to look at theeifi®om a different perspective —

“The main problem with the proposals in this area the different tax
liabilities arising for members with a single langension fund as compared to
members with multiple smaller pension funds. | vibiduggest that a
reasonable aim should be that all individuals aeatéd in the same way
regardless of whether their pension saving is tinoane or multiple pension
schemes (regardless of whether due to circumstaaceglanning). The
taxation rules ought to encourage individuals tosolidate pension savings
for simplicity and efficiency. However, the propdsarrangements would
encourage individuals to save through multiple aped Jersey schemes in
order to benefit from additional tax efficiency.

The potential solution discussed in Example 7 ef ¢onsultation document]
attempts to reduce this effect but | believe tmahkernative solution could be
introduced which improves consistency and alsoeiases the flexibility of

pension arrangements generally in line with therall/@ims of Treasury and
Resources. This approach is not to discourage pleilension vehicles but to
ensure that the same tax reliefs are availablediwiduals with a single large
pension.

| believe that a good solution would be to allovgrsentation of pension
benefits into what might be called “sub-funds”.drder to consider whether
benefits have commenced then this would be assessbd level of the sub-
fund and not the overall scheme benefit. The imldial would then be able to
take a single 30% lump sum from each sub-fund with remainder being
used for immediate or deferred income for life.”

Questions 18—19 — collection of tax on lump sums

Questions 18 and 19 related to the practical isagssciated with the collection of tax
on lump sum payments. The responses from the I|apgeision administrators
indicated that obliging scheme managers to deductfrom any taxable lump sum
payment should not cause any significant diffiedt-

“We don’t see any particular administrative isspaying tax on lump sum
payments provided we are clear on the role of theme manager. *

“...we do not believe that deduction and paymentaaftb the Taxes Office
will present an additional administrative burdéh.”

Questions 20—21 — taxation of non-resident memiieoscupational pension schemes

Questions 20 and 21 related to a proposed changdleeiraxation of non-resident
members of occupational pension schemes. A nunflrespondents were supportive
of the proposed change —

37 pension Administrator
38 pension Trustee
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“We understand and agree with the proposal here thaugh it would create
a harsh result for non-Jersey resident membeistrioducing this change, we
hope that the government will make efforts to niegetmore double tax
treaties with pension provision%.”

However, those representing existing occupatioeakn schemes with non-resident
members who have an expectation that their pensmuid be exempt from tax in
Jersey raised significant concerns —

“The proposed amendment in Section 4.9 would craanificant problem
for the non-Jersey members of [the X scheme]. Thembership of [the
X scheme] includes individuals who are or were aypdl in Jersey,
Guernsey and [other countries]. As there is no Botdx agreement between
Jersey and [a particular country], payments maddp#uticular country]
resident members would be subject to Jersey tdeiproposed amendments
are adopted. Moreover, we note that in respecto$d jurisdictions with
which there is a double tax treaty, including Ggesn there is only a
possibility that the effect of Jersey tax may be removed.

The introduction of this change would materiallyjpdice members of [the
X scheme] who have never worked or been residedeisey, and who have
planned their retirement benefits on the assumgtianhtheir benefits will not
be subject to tax in Jersey. The Minister is stlypngged to reconsider this
proposal.*

“A number of our clients have expressed concerruatius change. It will
significantly disadvantage members of schemes (omyemore than one
jurisdiction) who are exempt from this tax undege urrent system and have
relied on the current status quo while planningrtfegirement benefits but are
resident in a country that is not covered by a t®tdxation agreement with
Jersey.*

“...we have major concerns about the imposition eé&gincome tax on non-
resident. The issue is covered in ‘Section 4.9 ynfemts from approved
Jersey occupational pension schemes to non-resitkmbers’.

We understand that Section 4.9 of the consultatm@ans that [X scheme]
members in [various countries other than Jersel§]swifer Jersey tax even if
they have never worked in Jersey; never obtainedeféef in Jersey; and are
not resident in Jersey...

...We strongly encourage the States of Jersey tansider its proposals for
the taxation of non-resident membets.”

¥ Law Firm
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Questions 22—-23 — changes to income tax exemptions

Questions 22 and 23 related to proposed changedbetdncome tax exemptions
outlined in Article 115. None of the respondentsnitified any significant issues with
the changes proposed.

Question 24 — partial fund transfers

Question 24 related to the issue of partial penfumd transfers. Respondents were
split on the issue, with some firmly against the#dduction of partial pension fund
transfers —

“We do not believe partial transfer should be a#owif introduced this would
allow individuals to transfer to multiple differeapproved schemes and for
the transferring scheme this would introduce sigaift complexity —
checking the approvals of each of the differenesobs and making a number
of different payments to different bank accounts.addition, it might be
possible for individuals to transfer to severafatiént schemes so that in each
scheme the amount of the Fund Value is less thatfrithal limit and they can
take the entire amount as immediate lump sumshim dase, they would
potentially fall back on States for benefifs.”

Some respondents were firmly in favour of the idtrction of partial pension fund
transfers —

“We would support partial pension transfers for fibllowing reasons:

1. Primarily we would support partial transfersaagroviso to potential
future changes in legislation [in] an area thatoisg overdue — the
inclusion of pensions in Divorce settlements. Thespnt system is
completely out of date and totally inequitable e tworld we live
today.

2. Early interpretation of the RAT rules were, #rtain circumstances,
at odds with that of the Jersey Income Tax Departnihose persons
have been disadvantaged through no fault of thveir and the current
issue could be resolved;

3. While we recognise that partial pension trassfieray provide an
opportunity for ‘tax planning’, we believe that tlegtent would be
limited and could be greatly restricted if only gpartial transfer per
scheme was permitted®”

“Yes, partial pension transfer should be allowelisTwill allow additional

flexibility and bring us closer in line with the UKespecially important for
those who would like to buy an annuity with onlpm@portion of their funds.
This will also allow those clients who had previgusaid new money into a
RAT in a segregated fund within a scheme wherguhe80% TFC already
drawn. Previously the comptroller had allowed tegregated pot to provide

3 Actuary
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future TFC. With this being abolished, those ckeate now disadvantaged.
This change will allow them to transfer the ‘cldands’ to a new schemé>”

Whereas other respondents took a “middle grounglv

“Whilst we do not have any strong feelings agaadkiwing partial transfers
where it may be possible in the future we do nel fieat it is a necessary step.
We have not received enquiries asking about thesilpitisy of providing
partial transfers. Partial transfers would be diffi to administer on some
schemes which were not originally designed to acnodate them and adding
this feature would come at a cost to providers igatd make system and
process changes. The cost of making these chantyes, compared to the
demand we’ve seen, makes it unlikely to be a featiiat we would look to
offer. If introduced, the legislation should notkaat mandatory*

Questions 25—27 — international transfers

Questions 25 to 27 related to international penim transfers. There was almost
unanimous support for the proposal of allowingrné&tional fund transfers to occur in
a much broader range of circumstances —

“We endorse the potential new policy on internaglomansfers. Jersey is an
international finance centre with individuals comifrom many different
countries to work and then going back to their hotoentry or another
different country after a period of employment @rsky. It seems appropriate
that pension legislation should reflect an inteioratlly mobile workforce *

In addition, respondents accepted that there hae some controls over the ability to
transfer a pension fund internationally —

“Any pension legislation has to take into accoumt fact that the Jersey
workforce is being sourced from all corners of thebe. The current
arrangement whereby only transfer to Guernsey or &fiKkemes were
permitted is a little insular. We therefore agreghwhe proposal to allow
transfers, subject to the Comptrollers conserantppension arrangements, as
long as the receiving scheme provides for not nioa@ 30% of the benefits
being taken as a lump sum on retireméht.”

“We do support the step requiring the Comptroleegive permission for the
transfer. This gives support to providers arounasp liberation by making
the decision to allow/disallow an internationahster very clear?

However, a number of respondents identified corecenth the idea of requiring the
pension holder to obtain professional advice whinddicates the similarities and the
differences between approved Jersey schemes armhttieular non-Jersey pension
scheme to which the fund transfer is sought in oi@eetermine its “equivalence” —
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“Our main area of concern is that the consultatiefers to only allowing
international transfers if they seek professiondviee. We think this is
something that would be very difficult to monitée also wonder what the
benefit/quality of this advice would be as thera@'the many advisers who
are qualified to give advice on the legal and tagimes of more than one
country, especially if we consider beyond JersegtGsey.*

“...we suspect that there may be issues in detergirdquivalency of
overseas plans and would be keen to understandeljowalency would be
determined, particularly where an overseas plardrafted in a foreign
language *

“Section 4.11(b) states “that it will be the pemsidolders/dependants
responsibility” to obtain relevant advice that icaties the Jersey/non Jersey
schemes are compatible. However we understandt isatot considered best
practice for the trustee to rely on pension holdsva legal advice in making
a fiduciary decision that a receiving scheme israate to transfer that
individual’s fund.

While it is acknowledged that the Comptroller mgsate prior approval for
the transfer the Trustee of our ‘master trust’ myeament will be seeking
further clarification on the matter of a trustegfiance on tax advice given to
a third party when submitting its response.”

Furthermore, respondents identified concerns withidlea of only allowing a transfer
to the jurisdiction in which the pension holderagdished tax residency —

“While a restriction of this nature would reduceethisk of transfers to
overseas schemes being used for inappropriate gegpit would disadvantage
some individuals who wish to transfer for genuimel gustifiable reasons.
Some examples are —

e individuals who work for multi-national companiesyhere the
pension scheme is based in the country in whichhtwed office is
registered, yet the individual lives and works fotoer country

» people who live close to international borders andwork in one
country (where the pension scheme is based) beatdivd are tax
resident in another. This commonly happens, forgta, in Northern
Ireland and the Republic of Irelantf.”

“Sometimes people will be working in jurisdictiondere equivalent pensions
are not available..>

“Based upon what is being proposed, an individualilel need to prove they
are tax resident in the country where they wislraasfer to and would also
restrict the ability to transfer to an internatibeaheme. We believe it would
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not be appropriate to impose such a restrictiorcesiit would be time
consuming and cumbersome to check tax resideticy.”

The proposed introduction of a 10% transfer taxpermitted international pension
fund transfers (subject to a narrow band of exemng)i was unpopular with
respondents —

“We consider that the 10% tax charge on pensiarstesis to equivalent non-
Jersey schemes, other than Guernsey, Isle of MdtKmpension schemes, to
be inappropriate. Members should be treated eqoallgension transfers and
not penalised based on the jurisdiction of theivirog scheme *

“...I do not believe that any forward tax charge oansfers could be
appropriate in any circumstances.”

“If this tax charge is to proceed we think it magaburage transfers even if it
may be in the pension holder’s best inter&t.”

“_..it should be withdrawn®

Questions 28—-29 — benefit in kind charge

Questions 28 and 29 related to the proposal todotte a benefit in kind charge on
certain employer pension contributions. Respondactepted that some form of limit
on the pension contributions that can be made bplamrs in the context of

owner/managers is appropriate. However, concernse waised regarding the
proposed measure, particularly in the context éhdd benefit schemes:

“There is also complexity in applying this limit wte the relevant pension
scheme is a defined benefit pension scheme forhndoaitributions may not
be expressed as a simple percentage of earnings anay not be calculated
on a per-member basis. It should also be noteddbfied benefit scheme
contributions may include contributions relatedatpast service deficit which
ought not to be considered taxable in the contéxtuarent benefits in kind
since the benefit promise was made (though not ssecdy sufficiently
funded) in prior years. In the context of defineshéfit schemes | believe that
there may still be some need to consider whatasamable for a bona-fide
pension scheme in terms of target pension benefit. /3 of earnings at
retirement) to ensure that a defined benefit sinecicannot be used as a
mechanism to allow excessive contributions — e¥ehis replacement ration
is no longer applied as a fixed limf”

And late stage provisioning —
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“[We do] not support this proposal and believest tiee 25% of relevant
earnings limit is unnecessarily harsh on owner marsawho may not be in a
position to make significant pension provision fetirement until later life

having previously diverted income and financialorgses to establish and
grow their business.

If we are to encourage and facilitate adequateigianing for retirement then
owner managers should not be hampered from fungimgion their pension
scheme when profits and cash flow permits.”

In terms of alternative approaches, a humber gdarsgents called for the use of an
actuary to provide a view on whether the schemebead overfunded —

“In the past, overfunding has been satisfactordtedmined by an independent
actuary. We would_strongly recommend that this @sscis maintained and
the threshold that determines whether a schemevasfumded or not, is
maintained as a % of final salart?.”

Another respondent called for a “safe harbour” sinett all employer contributions up
to a set threshold would not be regarded as a ibém&ind, and only when employer
contributions exceeded this threshold would thecgrtage of net relevant earnings
test be applied.

Finally, a number of respondents called for theouhiction of a lifetime pension
contribution allowance, similar to that operatinghie UK —

“We also believe that serious consideration bergteea much fairer approach
to personal pension funding. The UK pension regafferds all citizens,
equally, a lifetime pension contribution allowanée.the name suggests, this
is for an individual to use during their lifetimenda their personal
circumstances determine whether they use somd of #| or whether they
use it equally over their life or just in the yedgading up to their retirement.
The UK lifetime allowance was £1.8m but had subsetiy reduced to
£1.5m, which equates to a circa £60,000 pensiamiec®’

“Consideration could be given to a UK style systenterms of having a
lifetime pension contribution allowanc&’”

Consultation topic 1 — increase minimum pensiontadsb

No legislative changes will be proposed in 2014 to increase the minimum pension
age.

This was topic on which views were wide-ranging. nflaespondents argued that
there is no requirement to raise the age at whithividuals can access pension
benefits above the current age of 50, and that npaioyple have developed their life
plan on the assumption that they will be able tceas some pension benefits
(primarily the 30% elected lump sum payment) at tinae —
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“I would not recommend it be increased. 50 is theimum age, not the
normal. With the flexibility to draw from 50 withéthe requirement to ‘lock
in” an annuity rate at age 50, as was requiredvénpast, the ability to draw
from 50 is less likely to be detrimental. Many plkeopnay already be
anticipating accessing their TFC [Tax Free Caslomfb0, possibly for
mortgage repayment etc. and deferral could berdettal.®®

The majority of respondents, however, were broadjyportive of a move to increase

the minimum pension age to 55, noting the increadiée expectancy and that most

people are under provided for their retirement, hedce the rules should encourage
them to save for longer periods. One respondergesigd that Jersey should already
consider increasing the minimum pension age too6Belp address the issues with
under provision.

Despite the disparity of views on where the minimpension age should be set,
nearly all respondents did agree that, if changesta be made, they should be
introduced with a considerable lead-in period, stit individuals who have made
life plans based on accessing pension benefitseadge of 50 are able to adapt those
plans accordingly, whilst those closest to the @igg0 should be protected from the
implications of the change entirely.

Consultation topic 2 — remove the upper age limit

No legidative changes will be proposed in 2014 to remove or increase the upper
age limit.

Many respondents were supportive of the idea obxémg the 75 year upper age limit
for the commencement of pension benefits, notikgeiasing life expectancy and the
fact that many individuals are working much lateoilife. Their view was that, as has
occurred in the UK, the pension rules should beatgmtito reflect these changes in
society.

However, this view was not universally held, anbeotrespondents were concerned
about the potential for estate planning, noting sueh a change would fundamentally
alter the purpose of a pension saving, away frenfuimction of paying an income to
the individual throughout their retirement —

“Pension schemes were designed to provide an inclumeg retirement. This
approach would go against this concept and coulddasl to avoid paying
taX.”66

“I would not support the removal of the 75 year eippge limit. The reason
for this is that where pension tax breaks are pieiby the States of Jersey
these should be provided for the purpose of engingaand enhancing
genuine pension provision only and should not bedus support of
inheritance or other tax planning. | do not beligkat there is a need for
individgals making genuine pension savings to dbfarefits beyond the age
of 75.
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In addition, a number of respondents raised coscergarding the interaction of such

a change with age discrimination legislation. Tdrads these concerns, a number of
respondents suggested that the upper age limitdheuincreased to 80 rather than

removed entirely.

Consultation topic 3 — access to the 30% electanh Isum payment

See the commentary provided under question 9.

Consultation topic 4 — introduction of a sanctioegime

The majority of respondents recognised that theeoairsituation where the only
sanction available to the Comptroller of Taxeshie tnuclear option” of removing

approval from a pension scheme is inappropriateeWhesigning a new sanctions
regime respondents requested that it should be —

* clear;

» fair;

e proportionate;

* progressive; and

e accompanied by a transparent appeals process.

Respondents also called for consideration of hoyvsamctions regime would interact
with the JFSC.

The majority of respondents indicated that, whbeedvent that should be subject to a
sanction was not the fault of the pension holder the pension holder had not been

enriched by the event, the sanction should fallhenscheme manager rather than the
pension holder or his/her pension fund. Howevee mspondent did warn that such

an approach may dissuade lay trustees from becgoeingion scheme trustees —

“We would suggest that any sanctions imposed oerasehmanagers should
be on the businesses of the scheme mangers thesmsélhere the scheme
manager comprises of a group of individuals itsrgbs would normally be
met from the Scheme funds. It may be that a chasgemade on
businesses/individuals themselves that cannot befrorm a scheme's funds
but this would have the effect of dissuading laystees from acting as
pension scheme trustee?8.”

A number of respondents also requested that wadmrthe introduction of a separate
pensions regulator.

Other topics mentioned by a number of respondents

Three other topics were mentioned by a number gfhaedents in response to the
consultation document. The first topic is the quamtof trivial pension funds.
Currently for a pension fund to be considered faliy the pension fund value must
not exceed £30,000. A number of respondents queresther that threshold should
be increased.
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The second topic was the issue of pension shanndiworce, where a number of
respondents highlighted both: (i) the problems tnatt allowing pension sharing on
divorce causes in divorce settlements; and (ii)fdw that Jersey has fallen behind
comparative jurisdictions on this issue.

The third topic related to the restriction on tahef for pension contributions made by
individuals with income in excess of £150,000. Anner of respondents requested
that the restriction be removed entirely, highligbt in particular, that it had a

disproportionate impact on late stage provisionigere individuals found that, later

in their career, they finally had resources avdddb make pension contributions, but
were barred from receiving tax relief and henceiddzt not to save in a pension
scheme.

Section 3: Key changestoinitial proposals

Having reviewed the responses to the consultatiooumhent, the following key
changes to the initial proposals are being made —

1. Allowing greater flexibility over access to tB8% elected lump sum payment

Currently, a pension saver is able to access t¢ 8@cted lump sum in up to

3 tranches. However, there is some uncertaintyrdagg how that 30% should be

calculated when each tranche is paid. The congnitatocument therefore proposed
that, to address the uncertainty, the option ahtal8 tranches would be retained, but
the total amount payable would be calculated bgresfce to the market value of the
pension fund on the date that the first electedolsom payment was made.

The consultation document also questioned whelieeB0% elected lump sum should
be restricted so that it could only be taken imgle payment.

The issue of access to the 30% elected lump summguaty resulted in a wide
divergence of views.

A number of respondents thought that the lump shoulsl only be available in one
tranche, and highlighted the fact that the vastonitgj of individuals seek to take the
maximum lump sum as early as possible, making acitesnore than one tranche
largely irrelevant.

A number of respondents thought that the curreptageh should be retained, but
with appropriate clarification being given regaglihow the Taxes Office consider
that the lump sum should be calculated at the tiraeeach tranche is paid.

Finally, some respondents thought that the 30%tedelcmp sum should be payable
in more, potentially unlimited, tranches. Resporsleargued that allowing more
tranches would support one of the consultation’snnm@ms: the introduction of

greater flexibility in retirement.
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After careful consideration, it has been decidedt thension schemes should be
allowed to pay the 30% elected lump sum paymemtane tranches. This will allow
individuals to take a series of lump sums at tirappropriate for them, facilitating
greater flexibility in retirement.

Secondly, under the current rules, taking the 3086ted lump sum removes one of
the main tax incentives for continuing to savehia same pension scheme. This may
discourage individuals from making further penskavings in the years between
drawing the 30% elected lump sum and drawing tpeision income. The fact that
they would be able to accrue further 30% electedplisum payments on pension
contributions made to the same pension schemethéeénitial 30% elected lump sum
payment has been paid, could act as an incentineke further pension savings.

Finally, it is has been noted that many retiremremuity contracts (RACs) are, by
default, set up as 10 or 100 separate contracth, eegich contract being a separate
pension scheme. In this situation, the pensionrsiavable to achieve the flexibility
outlined above under the current rules by takireg38% elected lump sum payment
from one or more of their contracts as and when tttoose. Therefore this change
would provide parity between an individual savingairetirement trust scheme (RTS),
who is currently limited to a maximum of 3 tranchaad an individual saving in a
RAC who, effectively, may have access to 100 traach

Currently, the intention is to adopt a similar aggh to Guernsey’s, which works on
segmenting a pension scheme whenever an electg@dsium is paid.

For the avoidance of doubt, as outlined aboveethesuld be no compulsion on a
pension scheme to adopt this level of flexibilitywould be an option open to each
pension scheme to review and introduce if consilappropriate.

2. Access to approved drawdown contracts

Anyone saving in a Taxes Office approved pensitese, with a guaranteed level of
certain forms of income to support them for the asmder of their life, can transfer
their pension fund to an approved drawdown contrabiere they are able to draw
whatever amount they want from their pension fupdying income tax at their
marginal tax rate on whatever amount they draw.

The consultation document did not propose makirenghs to approved drawdown
contracts. However, to increase the attractivenésgpproved drawdown contracts, it
is proposed that the current restriction, whichvprees a pension saver from entering
into an approved drawdown contract if they havealdy taken a tax-free lump sum
from their pension scheme, is removed.

3. Removal of proposed £1.8 million/£540,000 capaorfree lump sums

The consultation document included the proposaittoduce a £1.8 million/£540,000
cap on tax-free lump sums. The rationale for theewas to place a limit on one of the
main tax incentives to save in a pension (i.e.ghgment of tax-free lump sums),
addressing the risk that pensions may be overfufatddx purposes.

Respondents to the consultation identified fourmtaincerns with the introduction of
the proposed cap —
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() The £1.8 million/£540,000 cap would only apmty a handful of
individuals who choose, and who had the abilityniake this level of
pension. Therefore, the introduction of the prodossap was
disproportionate, adding complexity to the rulear(gularly the need
to introduce anti-avoidance rules to prevent irdlrals circumventing
the cap), whilst impacting on only a handful ofiinduals.

(b) The combination of limiting the tax relief alable for personal
pension contributions, the tapering of that taxefelor individuals
with income in excess of £150,000, and the intrtéidacof a benefit
in kind rule for employer contributions (in the ¢ext of owner
managers) should be sufficient to prevent the owelihg of
pensions. A cap on tax-free lump sums would becarstary line of
protection and hence unnecessary.

(©) It would result in administrative complexity rfecheme managers
where an individual saved in multiple pension scben(e.g. who
would have kept track of the lump sum payments mexdehe
individual when determining whether the cap hachbmeeeded?).

(d) Despite being proposed at a level that woully tiave applied to a
handful of individuals, the simple presence of p @auld act as a
deterrent to pension saving. In particular, respotal expressed the
concern that, if a cap were introduced, it wouketly be reduced in
the futuré®, discouraging individuals from saving now.

The decision has therefore been taken to removerthgosed £1.8 million/£540,000
cap from the new rules. Through a combination efakisting restrictions on tax relief
and the introduction of a benefit in kind rule fawner managers, it is considered that
pensions are suitably protected from the risk @rfunding for tax purposes.

4. Availability of partial fund transfers

The consultation document indicated that partiahdfutransfers would not be
introduced. It read —

“Due to the opportunities for planning it is curtlgnproposed that partial
transfers of pension funds are not permitted; eithe entire pension fund is
transferred or nothing is transferred.”

Following strong representation from a number spmndents, it is now proposed that
a limited form of partial transfer is introducedbgect to the express approval of the
Comptroller. The Taxes Office will review the pafttiransfers requested under this
provision and determine whether a broader powelltav partial transfers should be
introduced in the future. For the avoidance of dpthe provision will be drafted so

that an individual will not be able to oblige a sofe manager to make a partial
transfer.

% Consistent with what has happened in the UK withlifetime allowance.

R.70/2014



27

5. Removal of proposed 10% transfer tax

The consultation document proposed that internatipansion fund transfers, both to
and from Jersey, would be allowed on a much wideisothan currently permitted.
Broadly, a transfer to a foreign pension scheme ldvdae permitted under the

proposed rules where the foreign pension scheme“egsvalent” to an approved

Jersey scheme.

The majority of respondents welcomed the proposeniges to allow a wider range of
international pension fund transfers.

However, to protect the domestic tax base, it wapgsed that a 10% transfer tax
should be imposed on the transfer of a pension éutside of the Island.

The introduction of the proposed 10% transfer tas wnpopular with respondents for
the following reasons —

® It would effectively stop all international pgion fund transfers,
hence the flexibility introduced by allowing a wideange of
international pension fund transfers would be imiaiiedy negated by
the existence of the transfer tax; and

(i) It would be inconsistent with the policy ofl@ving individuals to
transfers pension funds to Jersey, on which nceydex relief had
been received, because they would suffer 10% takemvhole fund
value (including the element on which they had s no Jersey tax
relief) if they choose to move it outside the Islagain.

The decision has therefore been taken that thenivigeof the basis of international
pension fund transfers will be retained, but th&Xfansfer tax will not be introduced.
In the meantime, consideration will be given toealative measures to address
situations where individuals seek to abuse thelahility of international pension
fund transfers.

6. Change to the tapering of relief for personfwitome over £150,000

Since the 2012 year of assessment, the amountxofeteef available for pension
contributions made by individuals with an incomesio£150,000 has been restricted.
The restriction was introduced with a taper mectranto avoid the creation of a
“cliff-edge” effect, with relief removed entirelysasoon as an individual had an
income of £150,000. It is accepted that the curt@pér mechanism does not operate
wholly as intended and hence the decision has meele to amend it.

7. Timeline relating to rule changes

The respondents’ views on when the rules changesidibe implemented were

diverse. Larger organisations, that administer gnicant number of pension

schemes, advocated delaying the changes, so tathiive time to prepare their
systems. Individuals, and occupational pension raelse wanting to offer their

members the option of “flexible retirement”, wantdte changes to be made as
quickly as possible.
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Balancing all the responses, a decision has beele ittt the final version of the
amendment to the Income Tax Law should be lodgeguhesof the 2015 Budget and
become effective, assuming States’ approval, fretnJanuary 2015. This approach
will also make the administration of the new rulesd the application of any
transitional rules, easier for the Taxes Officengien administrators and pension
savers.

8. No changes to Art 131A and Art 131C schemes

A number of respondents to the consultation ragetterns that changes were being
proposed to pension schemes approved under AftdA& and Article 131C
(i.e. pension schemes exclusively for non-Jersejdeats). For the avoidance of
doubt, no changes are proposed to the Jerseylexapplying to such schemes or the
Jersey tax treatment of pension benefits paid bl sahemes.

9. No compulsion on pension schemes to offer amdhtiflexibility

The benefits that can be taken from a pension setegm determined by the terms of
that particular scheme. The conditions of approwatlined in the consultation
document only determine whether a scheme meetstémelards required to be an
“approved” scheme. There will be no compulsion engion schemes to change their
rules in order to offer all or any of the additibflexibility proposed under the new
rules. Offering the additional flexibility will threfore be at the discretion of the
scheme manager.

10. Scope of approval for occupational pension mese

The consultation responses highlighted a numbeisafes regarding the scope of
approval for occupational pension schemes whiclte magmbers in both Jersey and
other jurisdictions. We will work with interestednies to alter the scope of approval
so that such occupational pension schemes arennotieaged to establish/re-establish
outside of Jersey.
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