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DRAFT BUDGET STATEMENT 2014 (P.122/2013): FOURTH ANDMENT

PAGE 2, PARAGRAPH (a) —
After the words “as set out in the Budget Staterhesert the words —

(@)

(b)

(c)

(d)

(€)

(f)

“except that —

the higher child allowance (comprising the &ddal tax relief of
£3,000 proposed in the draft Budget Statement hedekisting
£6,000 allowance making a total of £9,000) for tyear of
assessment 2014 due to taxpayers whose incomeOfigt falls
below the income tax exemption thresholds withdrkih over the
age of 17 in higher education, may, by agreememntybolly or
partly transferred to a relative (including grandpds) of the tax
exempted taxpayer, who has provided financial stppoa child
relative under 25 years (including grandchildreror fhigher
education purposes and such relative shall thefifgar this

income tax relief;

the estimate of income from taxation during £20%hall be
decreased by £20,000 by reducing tHe minimus limit on
charitable donations on which the charity may liecléghe tax
applicable from £100 to £50;

mortgage interest relief shall be extended the year of
assessment 2014 on loans for purposes other tleaactjuisition
and extension of the taxpayer’s principal persoesidence so that
it is available for home improvement works and hoemergy

efficiency measures carried out by local contractsubject to
limits on loan interest eligible for these addiabnpurposes,
interest limits to be based on a loan of £30,000 Home

improvements and a loan of £20,000 for energy iefficy

measures;

health insurance premiums paid shall qualify felief from
income tax for the year of assessment 2014;

the estimate of income from taxation during £04hall be
decreased by £1,000,000 by zero-rating or exemgitorg Goods
and Services Tax from 1st July 2014 any expenditumethe
installation and maintenance of energy conservatimgasures
(including plant, equipment and materials) fronsabsuppliers
and contractors;

the estimate of income from taxation during 20%hall be
decreased by £200,000 by zero-rating from Goods Serdices
Tax from 1st July 2014 on the purchasing, impastatind leasing
of Ultra Low Emission vehicles (vehicles falling thin the
definition of the UK Office for Low Emission Vehigs, currently
an emission level below 75g/Km of CO2).”

DEPUTY J.H.YOUNG OF ST. BRELADE
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REPORT
(a) Higher Child allowance of an additional £3,000

Many years ago, our income tax system used to gawe tax relief to taxpayers for
payments made under deeds of covenants for fuetthécation purpose, but this has
long been withdrawn. The Minister's announcementaof additional higher child
allowance was much welcomed as the cost of supgoyttung people through higher
education continues to increase. This is partly guéncreases in tuition fees and
partly reduction in grant support as a result @ Rhinister for Education, Sport and
Culture’s changes to grant rules.

The additional allowance is a targeted relief angblanned to benefit marginal rate
taxpayers. It will increase the income thresholdvabwhich marginal tax is paid, and

will most benefit marginal rate taxpayers with @ags at the upper end of the

marginal tax band (in some household circumstanpeto £190,000), and will also

move some standard rate taxpayers down into thginartax band, reducing the

effective tax rate they pay. It will not, howevbeenefit taxpayers paying the standard
tax rate or those households whose income falsbtte tax exemption threshold.

The effect of the higher rate allowance reflectsdlready wide disparity of treatment
between the marginal and standard rate groupsxpéyars. The recent Fiscal Policy
Panel report included an analysis of the effedhefreduction in marginal rate band
income tax also proposed in the 2014 Budget. PAg# their report says —

“Although the distributional impact of the tax cut iharginal tax rate) is not
a matter for the FPP, it is noted that it will mairbenefit those who pay the
marginal rate of tax (the vast majority of incona tpapers).Those who
benefit the most (both in percentage and money terms) are those at the high
income end of the 27% rate and the margin of the 20% rate. The desirability
or otherwise of this distributional change is a meafor the States.”

The Minister’s commitment to a programme of modging and simplifying Jersey’s
personal tax regime is welcomed; however, its ceangill not take full effect until

2020. In the meantime, this amendment will extdma benefit of the higher child
allowance to a wider group of families who provitlgancial support to the further
education of our young people.

My amendment makes provision for households whauaeble to benefit fully from
the higher child allowance because their incomeattowances exceed their gross
income, and they therefore fall below the tax exéompthreshold. My amendment
seeks to allow such households by agreement, aflaeate all or the excess part of
the higher child allowance which they cannot wtizo a family member (including
grandparents) who has provided financial suppottéd child relative under 25 years
(or grandchildren) for higher education purposd® tost of extending this allowance
if the full amount of the allowances were re-allechin every child in an exempt
household is estimated at £538,000 per annum whiitimot arise until 2015. As this
would bring some exempt households into the mardgamagaying band, it would be
recommended or permitted only to transfer the exgeart of the higher child
allowance.
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(b) Tax Relief on Lump Sum Donation to Local Charites

For many years Jersey has had a successful schaiak allows local charities to
benefit from repayment of tax suffered by localpayers making lump sum donations
subject to certain conditions. The cost of admamiag this tax repayment scheme is
an important consideration. Charities are requieegubmit an annual schedule of
donations received, together with the documentatol can do so more frequently,
but not more than monthly. In 2012, £786,725 tas vegaid to 151 charities.

On 17th April last year, the Minister for Treasuapd Resources, in answering a
guestion from Deputy S. Pinel of St. Clement saill: want to support the
philanthropic sector in Jersey. Tlaerangements we have are slightly different to that
of the United Kingdom; it is that charitablgonations are not given but then the
charity benefits from the 20 per cent tax concessip it is a slightly different
arrangement up to a cap of £500,000, as | thinlks.itl am certainly going to be
looking further at boosting with the Chief Ministie philanthropic and third sector.
The third sector is vital; we need to give it resmy we need to give it encouragement
and certainly we need to encourage local Islandergiive and certainly | am not
proposing any changes to our arrangements, inlfagnt to improve them.”

In this year's Budget, the Minister is proposingatmend Article 87B of the Income
Tax (Jersey) Law 1961 to relax the requirementtiertaxpayer making the donation
to 3 years’ prior residence; however, the minimwnation to qualify for this scheme
is still set at £100. The Law was altered to redireeminimum sum to £100 from
£250 in 2001, but has remained unaltered sincdithat

I believe in these stringent times the old saywgtth the pennies and the pounds will
look after themselves” applies. Thirteen yearsr)atethe middle of the post-credit-
crunch recession, there is a strong case for mgpisharities by reducing this
de minimudimit on individual donations to £50, which my amggnent proposes.

It is anticipated by the Income Tax Department thattotal cost of the reduction in
thede minimugimit of individual donations to £50 is unlikelp £xceed £20,000.

(© Extension to the purposes of Mortgage Interesbn Main Residence
qualifying for tax relief

For many years, all Jersey taxpayers were entttbethx relief on the amount of
interest payments paid on loans. This was lateitdanto interest in acquiring or
extending a dwelling-house in Jersey which the ag®p occupied as their main
residence, and became subject to a cap on theakapitie of the loan of £300,000.
Tax relief on interest paid on loans in excesshif amount was reduced accordingly.
In 2007, this relief was removed under the intraaunc of the 20 means 20 means
policy which phased out tax allowances and rel@fsr the 5 year period ending in
2011.

However, as clearly explained in the ExplanatoryeNwhich accompanied that Law
change, tax relief is still given —
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“Although the reliefs are being phased out, the amwuvhich would
otherwise have qualified for the relief are sti#l@vant to the calculation of a
person’s total income for the purposes of calcalgtithe tax exemption
threshold applicable in his or her case and of aldting the marginal rate.
Hence, the reliefs are not abolished entirely ii2®ut restated so that they
are still taken into consideration for the purposek the tax exemption
threshold and marginal rate.”

Effectively, this means those taxpayers paying atgmnal rate of tax, currently 84%
of taxpayers, still enjoy the benefit of mortgageerest relief. According to the
information published in the Medium Term Finandtdn 2013 — 2015 (page 185) in
2014, relief of £52.4 million is allowed to margintaxpayers, resulting in tax

reduction of £14 million. Standard rate taxpayesseive nil in tax relief, clearly

illustrating the effect of the present two-tier &ructure.

The current requirement of Article 90AA of the Imee Tax Law, which restricts

mortgage tax relief for interest paid to the camgtion of a physical extension to the
main residence, is too limiting. It rules out teelief on the cost of carrying out
building improvements and refurbishments of dwghinincluding the installation of

energy-saving measures such as insulation, segogting, loft insulation, solar

panels, and micro generation.

The Environment Scrutiny Panel report on the deattrgy policy identifies the need
to introduce incentives to encourage householderigvest their own resources to
carry out energy conservation measures. Therepme@a 40,000 dwellings in Jersey
(22,500 are owner-occupied); the draft energy @ans for energy improvement
works to be carried out to 6,300 homes by 202Q; atea rate of 1,000 a year.
Extending tax relief on loan interest to fund swabrks would be many times more
cost-effective than direct grants.

In addition, approximately 1,000 projects receiwglding consent every year; the
majority are for small-scale works. Extending takaf to loan interest for small-scale
capital works would have a positive economic imp&stending tax relief to interest
on loans to fund small capital domestic projectgied out by the local building
industry such as | have proposed would be expdctdthve an early benefit, even
though it would apply to work done to the homesnairginal taxpayers only. Unlike
major capital schemes with long lead-in times, ssmlaller capital projects must also
carry less risk of leakage from our economy, whiehFPP accepted was a significant
risk.

| propose a limit of the tax relief on interestgain loans of a maximum of £30,000
for home improvements works, and a maximum of £#20,0or home energy
efficiency works.

Based at 5% interest rates and these capital Jithies total interest relief for home
energy efficiency measures to 1,000 homes woul1@ million resulting in a cost
of £275,000; and the total interest tax reliefifaprovements to 750 homes would be
£310,000, making a total of £585,000. If the numifdoans exceeded these estimates
or the interest rate increased above 5%, the od@Q14 would risg@ro rata
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(d) Tax Relief for private health insurance premiuns

The Health and Social Services Strategic Policyntgpcludes this commitment from
the Council of Ministers: By the end of 2014, proposals for sustainable fugndor
health and social services will have been produced

If Jersey succeeds in this objective, we will beegamplar for the western world. The
cost of secondary health care increases expongntial response to increasing
longevity of our population, public expectationemndrugs and clinical interventions
made possible by science and technological devedofsmand pressures from the
medical profession. Many believe that the best gowents can do is to manage the
supply of health services while maintaining clinistandards. Others would see this
as a cynical view; however, there is a very higlel®f uncertainty about the costs of
secondary health care in the future. Thereforeliebe the potential contribution to
funding secondary health care that is made by tariki@alth insurance, should not be
ignored. The Health and Social Services White Pape&t012 reported that almost
50% of the population in Jersey has private heattburance; and during its
consultation, members of the public thought taiefedhould continue to be available
for those with private health insurance, yet theitd/Raper reached no conclusions on
the restoration of tax incentives for private heatisurance.

For decades, successive governments, both elsewhdrén Jersey, have used tax
relief on premiums to encourage citizens to takehaalth insurance. The merits are
obvious: policyholders and their families (who aheady paying for the public health
system through their taxes) can get access totpriveedical facilities. In doing so,

this reduces pressure on a public health systetrh#saa limited capacity to deliver
the health services required. If private healthvises are also provided within our
own hospital, the public costs can be significamdguced by a direct recovery of
direct costs and a share of overhead costs.

Given the obvious benefits, experience has shovat the decision in 2011 to

withdraw health insurance tax relief in Jersey besn counter-productive and should
be reconsidered. Anecdotal evidence suggests flgatntimbers of people having

private health insurance has declined since tagfrelas removed. In hindsight, it

cannot have been right withdrawing tax relief oraltie insurance premiums paid

personally by individual taxpayers, whilst privatealth insurance provided to

employees as part of a remuneration package hamweed to be tax-free under

‘Benefits in Kind’ rules. This decision has dischivated against retired people and
families with young children not employed by thedince industry where this tax free
benefit is the norm. Withdrawing the tax relief makno financial sense, as over the
medium- to longer-term, benefits for our healthveer exceed the cost of the tax
relief.

My amendment seeks to restore the tax relief oratwihealth insurance premiums for
all taxpayers.

The cost of restoring this tax relief is estimatesl £1.4 million for marginal rate
taxpayers and £0.8 million for standard rate tagpsytotalling £2.2 million. The total
annual cost of our hospital services in 2012 waBfitillion, after taking account of
substantial income from private patients.

The tax relief is more than justified by the adufithl savings which will follow.
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(e) GST Zero rating of expenditure on the installabn and maintenance of
energy conservation measures from local suppliersd contractors

Indirect taxation is frequently used elsewhereeiaforce important public policies by

the selective application of the tax, using exeongtiand differential ratings of certain
classes of goods or services. In Jersey, when G&3 imtroduced, only a few

exemptions were made, and few supplies and serwiess zero-rated, in the interests
of simplicity and avoiding excessive administratbaests.

The following are presently exempt from GST in dgrs
« buying, selling or renting accommodation
« exports
- the supply of international services where the beigereceived in a country
outside Jersey.

The following are zero-rated for GST in Jersey —

» financial services e supplies by charities

e insurance e registered child care

» postal services e some burial and cremation services
» medical supplies e school fees

» medicines on prescription

Unlike income tax allowances which take longeraieteffect, GST changes will have
almost immediate effect. In the present economrcuonstances we should not
continue to be fixed against introducing any GSTersgtions. GST will raise
£82 million in 2014 and there must be scope torekthis list of zero-rated items to
support important public policies. Just as GST lsareduced on desirable items for
policy reasons, so could it be increased on lessralde goods and services to
compensate for any loss of income?

In the UK, a low rate of VAT is applicable to thastallation of energy-saving
materials, which presently attract grant aid fomw-{docome groups. Energy
conservation projects carried out by UK businesdésct 100% capital allowances
corporate tax liability. These are just two of mangentives used in the UK to
encourage energy conservation. Similar schemey appieland and other European
countries.

The draft Energy Plan for Jersey identifies theunegnent for an 82% reduction in
energy emissions from homes and other buildings. Strutiny Report (S.R.12/2013)
indicates the need for financial incentives torteoduced to encourage the take-up of
energy conservation measures and the opportunitievelop this sector of our local
construction industry.

My amendment seeks to zero-rate, for GST purpdisesnstallation and maintenance
of energy conservation measures (including plagtipnent and materials) using
local suppliers and contractors. Based on UK VAlesuwvith a few additions, the
following list of items could be considered to falithin this definition; however, the
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Income Tax Department would determine the list ®fozrated items based on the
intention of my amendment, if it is adopted —

* energy efficient boilers e solar panels
e secondary or double glazing e wind turbines
* low emission glass e water turbines
» controls for central heating e ground source heat pumps
and hot water systems
» draught stripping e air source heat pumps
* insulation e micro combined heat and power unit

In the case of the energy efficiency measuretii my amendments (c) and (e) were
adopted, i.e. GST zero-rating, together with thdeming of the purposes for which

mortgage interest relief can be granted from incdeme this would act as a stimulus

to our local building industry and help this seabour economy develop and expand
this line of business, to the wider benefit of oammunity.

The Income Tax Department have advised me thath&fUK scope were applied in

Jersey, i.e. the installer would need to be GSTsteged and installing the materials
into solely private existing residences. New budlleady get zero-rate for the

installations of such items, and are therefore usai; and States/Parish and charity
provided housing is also already relieved — thdures suggest the cost would be
relatively low perhaps up to £1 million.”

Q) GST Zero-rating of purchase of Ultra Low Emissbon Vehicles (ULEVS)
(<75g/kg CO2 emissions)

In the UK, there is a vehicle emission thresholdcWwipresently determines whether
100% capital allowances are given on vehicle puwebdor corporate tax purposes,
and at which lease rentals are restricted.

This threshold is 95g/km of carbon dioxide (CO2)asms. Only 2% of new cars sold in
the UK during 2008—-2009 met this emission threshiold this had increased to 18%
in 2012-2013. The House of Commons website listsnumber of vehicle
manufacturers’ models which fall into this categomhich can be accessed via the
following link:

http://www.publications.parliament.uk/pa/cm2012 18select/cmtran/239/239we08.htm

In September 2013, the UK Government launched aWige Low Emission vehicle
strategy to reduce vehicle emissions to a loweestiwld. An Ultra Low Emission
vehicle (ULEV) emits extremely low levels of CO2 compared to cotiemal
vehicles fuelled by petrol/diesel. They typicallg@have much lower or virtually nil
emissions of air pollutants and lower noise levBlace 2009, the UK Office for Low
Emission Vehicles has considered ULEVs as new cargans that emit less than
75 grams of CO2 from the tailpipe per kilometreven, based on the current
European-type approval test.

Other definitions exist that suggest 50g CO2/knmaisnore appropriate threshold.
Grants are also available in the UK.
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The Environment Scrutiny Panel report on the deakergy policy identified that at
present such vehicles are very expensive to puech&shicles with emission levels
below 120g/km CO2 would incur no VED in Jerseyrathe UK, but GST would still

be payable.

Based on the principles of my previous amendmgnoeGST, my amendment is
intended to encourage Ultra Low Emission Vehicles iJersey by zero-rating only
vehicles with CO2 emissions below the present thtiikeshold from GST.

The Income Tax Department has advised me: “Cuyre¢hd lowest banding for VED

duty is 120g/kg. — whilst we have an idea of thenber of vehicles imported into

Jersey in this range (approximately 1,800) we doknow, of these, how many are
below the 75g/kg level ... assuming the propositisraimed solely at electric and
hybrid vehicles and based on the fact that per Byi8es there were 103 vehicles of
this nature registered in Jersey in 2012 and makiagdditional assumption that this
figure will increase as technology improves and islehcosts decrease (to say
150 registrations per year) and that the average mer vehicle is £25,000 then the
total revenue cost would be approximately £187 {589 £200,000).".

Financial and manpower implications

In summary, except for item (c) for which | haveedsmy unconfirmed estimate, the
Income Tax Department has advised the cost of ngndments to be as follows —

(@) worst case (maximum) cost £538,000;

(b)  £20,000 in 2014;

(c) based on loan limits and estimated numbersanid eligible for relief and 5%
interest rate — £275,000 for energy efficiency roeas plus £310,000 for
home improvement loans — total £ 585,000;

(d) £2.2 million;

(e) £1 million in 2014;

(H  £200,000 in 2014;

TOTAL: £4.543 million

(equivalent to 0.8% of total income of £552 millitmom income tax and GST for
2014).
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