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COMMENTS

NOTE: These comments relate to the amendments loddeby Deputy T.M.
Pitman of St. Helier to both P.113/2011 and P.114)21.

The Minister for Treasury and Resources opposasammendment for the following
reasons —

» Jersey’s tax regime must be competitive to be i@ to new wealthy
residents.

* Increasing the tax rates charged to High Net Worthviduals (HNWIS) to
higher than under the current regime will make eleless competitive and
less able to attract new wealthy residents.

* In order for Jersey to benefit from the tax thesalihy people pay, we must
first attract them to the Island.

» Perhaps an unintended result of the Deputy’s amentmould be to make
Jersey more attractive to less wealthy people ésg httractive to the more
wealthy. Currently, a HNWI must be capable of gatieg income of
£625,000 each year in order to be eligible for 8)(kj consent, but if the
Deputy’'s amendment was approved, an individual vaitty £500,000 of
income would be eligible.

« It is in Jersey’s interests that the people who edrere have as great an
income as possible, in order to maximise the amapent in the local
economy.

Comment
Impact on ability to attract new HNW's

It is important to bear in mind that P.113/2011,1#/2011 and this amendment relate
solely to the tax position of individuals granted.@)(k) consent from the date on
which P.113/2011 and P.114/2011, if approved, cante force. The changes

proposed relate solely to any HNWIs who might cleot®s come to Jersey in the

future, not to those already in the Island.

It is irrelevant to say that the wealthy shouldcHaup to their tax obligation fairly”
when talking about people who do not yet live hane who have a free choice of
where in the world to live. Increasing tax ratedl Wwe meaningless unless HNWiIs
come here to be taxed under them. The Deputy hawdd the very real deterrent
effect higher taxes would have on Jersey’s aliitgttract new HNWIs.

Jersey’s 1(1)(k) regime brings wealth, economigvagtand job creation to Jersey
which would otherwise not have been secured. Enhgribe financial benefit of the
regime is best achieved by attracting more HNWhéolsland.

Many other jurisdictions including the UK recogntbe benefit that attracting wealthy
immigrants bring, and offer special tax regimegioourage them. In order for Jersey
to successfully compete in this area, it must e &boffer a competitive tax regime.
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Jersey’s current tax regime acts as a deterrentfdVIs because of its complexity
and because it is uncompetitive compared with ¢tasest competitors. The changes
proposed in P.113/2011 and P.114/2011 are interidednprove this position.
However, the amendments proposed would undermisetiort.

There is evidence to show that the number of apfptins for 1(1)(k) consents is
affected by the amount of tax charged. The Depettgrs approvingly to the time in
the 1990s when the minimum tax contribution requivéa 1(1)(k) was £200,000. He
does not mention that only one consent was grantétht time, and that figure only
increased once the minimum contribution was reduced

At its simplest, if Jersey’s tax regime is unconitpet, we will struggle to attract more
new 1(1)(k)s. If we cannot attract more new HNWIs @annot tax them and we will
also lose the economic benefits of having them he tsland. The Deputy’'s
amendment would make Jersey uncompetitive.

Why is Jersey uncompetitive?

Comparing the tax regime in Jersey with some ofaosest competitors, it is clear
that Jersey imposes one of the highest tax burdens.

Territory Tax rate charged Maximum liability

Jersey Overseas-source income: 20% on f| Uncapped
£1 million, 10% on next £500,000 at
1% on all income above £1.5 millio
20% on all Jersey source income

Guernsey | 20% Capped at £100,000 on non-
Guernsey source income apd
Guernsey bank interest, or
£200,000 on worldwide income
if most income arises i
Guernsey

-

Isle of Man | 20% Capped at £115,000

Switzerland| Taxed on ‘forfait’ basis by reference | Can be as low as £35,00Q —
level of expenditure rather than by ley £45,000, depending on canton
of income. In practice, the level
expenditure is negotiated and agree(
a fixed level

Monaco 0% Nil

The Deputy notes that the Swiss “forfeit” systers haen subject to some criticism in
recent times. It is true that the federal governnh@s increased the basis on which the
tax is calculated, but far from true that the systess in the process of being
dismantled. In practice, it remains to be seen hdrethis move will result in higher
tax liabilities due to the practice of negotiatifiged tax payments with local
authorities.
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At face value, Guernsey may appear to charge highxedue to the existence of the
second £200,000 income tax cap in addition to #geaf £100,000 which applies to
foreign source income and Guernsey bank depositrdst In practice, wealthy
immigrants rarely pay the £200,000 cap for a nunabegeasons. A new resident will
be encouraged to invest his capital outside Gugrnisereby ensuring that his income
is classed as non-Guernsey source income and subjdte lower cap. The second
reason is that unlike Jersey, Guernsey does natireeghat new residents pay a
minimum tax contribution, so those who are capaiblstructuring their income can
do so more aggressively than in Jersey and thergfy less tax.

Investment in Jersey

The Deputy appears to have misunderstood the diféer between money spent in
Jersey by HNWIs and money invested in Jersey. HNWisst heavily in their homes
and communities by buying goods and services amticipating in Jersey life.
However, when deciding where to invest their excemgital in order to generate
income, this tends to be outside the Island, becthes current tax regime encourages
them to do so. This is the fault of the tax polieyt the 1(1)(k) regime, and
P.113/2011 and P.114/2011 are intended to rettigysituation.

The Deputy refers to requiring future HNWIs to makeect investment in the Island.
This is one of the matters currently under revieapart of the review of the HNWI
regime.

Morality

The Deputy queries the morality of the 1(1)(k) negi The Minister for Treasury and
Resources does not consider this is relevant tanfendment at hand, but would note
that the review he was asked to undertake by SMa&sbers was into methods of
increasing revenues from the regime, which he basd

He would also note that approximately 30% of hoos#hin Jersey pay no income
tax and the average bill for those who do pay &£7,000. If Jersey had never
introduced a special tax regime for HNWIs, the B1Rillion tax they pay (an average
of £100,000 per head) would have to be borne byrdisé of the population. The
millions of pounds of economic benefit brought wbalso have been lost.

Financial and manpower implications

The Deputy predicts that income achieved as atreguhis amendment would be
double that which could be achieved from P.113/2@ht P.114/2011 in their
unamended form. This is flawed for the followingsens —

» Jersey currently struggles to attract the numbeHHbWIs it wants to.
Increasing the tax rates charged on new residetiteeduce the number who
wish to move here and therefore the tax they pay.

* Doubling the rate of tax charged does not autorallficnean that tax receipts
will double.
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Although the changes would deter those on the Bigheomes, they would also have
the perhaps surprising effect of making it easiettliose with lower incomes to obtain
1(1)(k) consents. This would undo much of the bénefthe Island from increasing
the minimum tax contribution in December 2010.

One of the reasons for making this increase wasondt to increase direct tax
revenues from HNWIs, but also to attract wealttii&t\WIs to increase the economic
benefit to the Island. Before the change, a HNWd k@ be capable of generating
£500,000 of income per year in order to meet thaimmim tax contribution of
£100,000. Under the new minimum contribution, heshiave income of £625,000. If
this amendment was approved, he would only redibf®,000 again. By making the
regime available to those with lower incomes, thaild reduce the knock-on benefit
to the rest of Jersey’s economy, thus undoing somthe good that came from
making the increase.
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