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PROPOSITION

THE STATES are asked to decide whether they are afpinion -

(a) to support the principle of progressive tepatithrough the
introduction of higher rates of personal income tmx those
individuals with higher incomes and, in order tohiage this
objective, to request the Minister for Treasury &wsources to bring
forward for approval the necessary legislation ag pf the Budget
2012 proposals -

0] to ensure that personal income tax assessmapply to
individual earnings so that married couples are not
discriminated against in the application of higraes;

(ii) to introduce a higher rate of personal ineotax on annual
income in the band £70,000 to £99,999 and to setdte for
this band at 22.5% for the year of assessment g@h?that
rate being raised to 25% for the year of assess2@i and
ensuing years;

(i)  to introduce a further rate of personal ante tax on annual
income over £100,000 and to set the rate for thidtat 25%
for the year of assessment 2012, with that rategoedised to
30% for the year of assessment 2013 and ensuimg;yea

(b) to request the Minister for Treasury and Reseaito review the terms
under which 1(1)(k) residents are granted conseni$ to bring
forward for approval the necessary legislation ag pf the Budget

2012 proposals to raise the tax liability of —

0] those currently resident; and

(ii) future applicants,

by the application of the rates in paragraphi(papove.

DEPUTY G.P. SOUTHERN OF ST. HELIER
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REPORT

| believe that we have to consider progressivettaxaneasures to solve our long-
term problems in generating sufficient revenue &etrour needs. They will not be the
only solution, but they must form part of the swlat In the short term, | believe we
cannot continue to increase the burden on thoseanhtess well-off at the expense of
the better-off. We have been told repeatedly by Khaister for Treasury and
Resources that we must all be prepared to shotheeextra fiscal burden which is
required if we are to emerge from the deficit we iar And yet, at the time of writing,
we have largely seen only regressive measureslittithattempt to properly spread
the burden to the real high-earners in our commgunit

This proposition is clearly an attempt to moreljagpread the tax burden to those in
our community who are genuinely better-off, through introduction of higher rates
of tax for high-earners.

History

In outlining the case for the introduction of pregsive tax rates, | anticipate that those
opposed to such a move will drag out the prospettteowealthy leaving the Island in
droves. | refer them to the last real examinatibmviole-ranging options on taxation
which was presented in an OXERA paper of June 2002. overall argument for
progressive taxes taken from this paper is highdidtnere.

The report into the future of Jersey's tax and dpen policies presented to the
Finance and Economics Committee in May 2002 by @wnmittee’s financial

advisors OXERA, clearly identifies several meang@fherating additional income to
meet our current and projected deficits in Chaptekddressing the problem on the
income side’. In concluding this chapter, the atglare equally clear when they say —

“...there are many ways in which the additional taxden could fall, both
within the large structure (neutral, progressive oggressive, etc.) and
relatively advantaging (or disadvantaging) partiaulgroups. The limits at
which tax avoidance would become a serious corgier do not seem to be
approached, at least within the range of generaisg million per annum of
tax revenues. Thus, within quite large limits, tbleoice of large-scale
structure of the tax burden seems to be largelitipal, not economic.”

The chapter starts by pointing out that a priofity tax policy is to raise an
appropriate amount of revenue as efficiently anditagly as possible. The 2 equity
principles that are commonly applied to tax pobecg —

the user pays (or benefit) principle;
the ability-to-pay principle.

The authors point out that only under the latténgdple can the social goal of helping
those with less material wealth and fortune be widtout the need for large-scale
reform of the benefit system.

In discussing the distributional aspects of anaased tax burden, the report outlines
the main dimension, as follows —
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Progressive tax — raised largely from the rel&fiveell-off

Neutral progressive — all taxpayers subject to shme percentage in their
existing tax bill

Neutral regressive — all taxpayers subject to shene percentage point
increase in their effective tax rate

Regressive — each earner is subject to the satna awrease

In addition they point out “in general, tax struelsi operate to increase the tax
contributions in both the absolute amounts and psoportion of income as income
rises (i.e. tax rates increase as personal incoses)t. This is the norm in most
jurisdictions.

Jersey, on the other hand, has a single tax ra0%f no matter how large one’s
personal income is. Its progressive nature is #selt of the use of small income
exemptions and the use of the 27% marginal (oykerdte.

Back in 2002, according to OXERA, there were soi®@ Rouseholds with personal
annual incomes over £250,000, and fewer than 160 personal annual incomes over
£500,000. In discussing the possibility that sorhehese households might simply
leave the Island, the OXERA report admits that éhex no precise data on the
potential mobility of Jersey residents, but suggéisat the relatively rich will be the
most mobile.

They point out, however, that even under a scerwri]d much larger tax rise (up to
39% on incomes over £100k), a household on £120000al income would still be
some £9,000 better off than in the UK. Under theppsals presented here, which
entail higher rates, a household on £120,000 incooield pay an additional £3,500
in income tax. The number of households earnindets of income discussed in the
OXERA paper will obviously have increased over énsuing decade, but so have the
rates in the UK. Those earning over £150,000 ave subject to a 50% rate.

The President of F&E in 2002 committed himself togressive taxation:

“I repeat my commitment that our overall tax st should be mildly
progressive. The better-off should shoulder a greptoportion of the tax
burden than the less well-off.”

At the time of writing, | have not seen any atteniptput these fine words and
sentiments into action. When this proposal comékddstates, it will be because | still
consider that insufficient movement on this froas tbeen made.

In all the discussion of what we might do to clé@e current and projected deficits
generated by our tax and spending policies, theilpidisy of progressive measures has
been largely ignored. Throughout the past decaglengasures that have been brought
forward for consideration, and introduced, havgdlr been regressive in their nature.
User-pays charges, reductions in support for low-panants, freezing income tax
exemptions and the raising of imp6t duties, thedsmon of and increase in GST alll
have a disproportionate effect on those on low wage
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Recent Consultation

As a result of the recent Budget, the Assemblydtagpted the way forward proposed
by the Minister for Treasury and Resources forimgisdditional tax revenue.

In his consultation paper prior to the budget debhe proposed 4 mechanisms to
enable him to raise the sums he had targeted. Ti®s4ible options involved
increases to —

. Goods and Services Tax

. Social Security contributions
. Domestic property rates

. Income Tax.

The options to raise £30 million as summarized loywdlve”, the group employed to
conduct the consultation, were as follows —

3.3 Goods and Services Tax

Current situation: GST is a sales tax of 3% on most goods and services
supplied in the Island (one of the lowest GST/VAies in the world).

Option: Increase the rate of GST from 3% to 5%. This wotdike
£30 million a year.

3.4 Social Security contributions

Current situation: Social Security contributions are paid on wages aotd
on any other kind of income. Islanders who earrntauf43,752 (the ceiling)
pay 6% of their wages and their employer pays anddlb%, making a total
contribution of 12.5%. They do not pay Social Ségupn anything above
£43,752, which means that as income rises abosediling the proportion of
income paid in contributions falls.

Most of this contribution (10.5%) pays for pensicarsd benefits, with the
remaining 2% going into a Health Insurance Fundubsidise doctors’ fees
and provide free prescriptions. Increasing the 2#tridbution to the Health
Insurance Fund is one option being considered tet i@ costs of future
investment in our health service.

Option: To raise the employee and employer social secwddings to

£115,000 (Guernsey is moving towards this in stepsis would raise about
£30 million a year for the Social Security Fund. f(&ther £6 million would

be raised for the Health Insurance Fund if theirggiis applied to those
contributions.)

3.5 Domestic Property rates

Current situation: The average rates paid (parish plus Island-wide)ecto
about £350 per household per year. In the UK, treraae council tax per
dwelling is about £1,100.

Option: Triple domestic property rates by increasing thHanid-wide rate,
which is collected by the parishes and passedtbet&tates. This would raise
about £30 million per year.
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3.6 Income Tax

Current situation: Jersey’s finance industry attracts skilled, highnew
individuals who generate business and employment eontribute a
significant amount in tax. Their financial contrttmn has enabled Jersey to
provide high quality services while keeping the rallepersonal tax rates
lower than many other places.

Option: To introduce a higher rate of income tax — 30%ifmome above
£100,000. This would raise about £30 million a year

The response to the option to raise income taxswasnarized thus by Involve —

“Income tax really divided those who took part e tconsultation. More
people felt this would be bad for business thase¢heho felt it would be bad
for Jersey as a place to live and work. This goastlicited the highest
number of positive views of all options from thosto responded via the
electronic questionnaire (note however that evetnere were twice as many
negative views than positive ones). Views wereddigi between those who
were very concerned about undermining Jersey’s rriat®nal
competitiveness and felt that the 20% tax rate paas of Jersey life, and
those who felt that the wealthy are currently pgyliess than their fair share
towards public services.

This is a very mixed response. We were not predemigh the actual

proportions or the figures that correspond to trerds “more” or “highest

number” or “divided”. This enabled the Treasury Mter to fall back to his

previously stated position before the consultatbno rise in income tax rate
under his time as minister.”

Involve did however describe a clear distinctionws®n group or organizational
responses, as distinct from those from individuhiss —

“It has been difficult to draw comparisons betwedifferent types of
organisation because most of the more detailedoesgs came from finance-
related groups and companies, and fewer from retsibnd others”.

Despite his commitment to “fairness”, as refledtede in the budget speech —

“In making these proposals | have listened to thews of more than
1,000 people, businesses and interest groups wheporeled to the
consultation on personal tax. A whole range of ahla comments were
received which highlighted the need to find a Sostsle balance between
fairness on the one hand and what is best for th@@my on the other.”.

Involve, the organization who ran the consultatioad the following to say in their
conclusions —

Overall the options of increased GST and Rates weea to be relatively less
damaging to businesses but more negative for redand workers. The
opposite was the case for the options of IncomauaxSocial Security, where
more people and organisations identified negativgpacts on Jersey as a
place to do business than for Jersey as a plaeeotl and live.
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Of these options, only one, the possibility of iregsthe rate at which income tax is
charged for higher earners, is truly progressiveaime as no surprise that throughout
the so-called consultation, the minister restatedoRrsonal commitment to retaining
the single 20% rate of income tax. Again this fteated in the budget speech —

“After consultation and very careful consideratitime Council of Ministers
supported my conclusion that a higher rate of inedgax would have negative
consequences. This budget, | hope, will send ostreng and powerful
message that we support maintaining the foundatfarur economic success,
our 20 per cent tax rate.”

Furthermore, during the consultation it becamerctleat the option to introduce a
higher rate of income tax for higher earners wagrautical. In terms of individual
responses, some respondents had spotted the otefbetproposal on income tax. As
Involve notes thus —

“One aspect of the option that was considered unfaas the possible
inclusion of joint incomes.

If this is not done on individuals but on househioicome you are going to
cause hardship. Many hardworking couples have dtext themselves to
afford the vastly inflated accommodation costs...dijidual online
response).”

Under the current Income Tax Law, the treatmemhafried and unmarried couples is
different. The introduction of higher rates for gy income bands would, in effect,
discriminate against married couples. This madetbposal which was the subject of
the consultation a non-starter. At no time durihg tonsultation or since has the
Minister or his deputies attempted to address thimlamental flaw. This alone

rendered the consultation process, in my opinigdly invalid.

As a result of this basic flaw in the option presen it became clear to those who
were interested that progressive changes to indarmeere not possible in the short
term (to start in year of assessment 2011) to thedp with the taxation revenue “black
hole” resulting from the recession and zero/tenweleer, looking to the medium to
long term, there can be no doubt that we must plppaamine all options for raising
tax, and not dismiss some as sacrosanct becautiee gfolitical prejudice of the
Minister for Treasury and Resources.

What we have seen in the budget process over tbteypar is a series of regressive
measures combining service cuts with tax changegsliaaimed at low- and middle-
earners.

Thus we have —

* Spending reductions to the tune of £65 million b§12 Despite the
protestations of the Minister for Treasury and Reses, this will result in
some public service cuts, which are most damaginghé welfare of the
poorest and the vulnerable.
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* Increase in GST to 5%, with no exemptions, raigia§ million in 2011 and
£27 million in 2012. A more regressive tax thanthie UK, with twice the
impact on the lowest income quintile than on trghhst.

* Increase in imp6ts (£3.3 million), again a reveraiger with regressive
impact.

2%, whilst appearing to be progressive still leatlds element of the tax
system regressive overall.

The measures outlined in this proposal bring a mgited balance to the tax debate.

Application of the current Income Tax Law, underietha higher rate on the joint

incomes of married couples would see them unfaiated in comparison with

unmarried couples (that is without part (a) of pheposition) the sums which could be
generated by the introduction of the higher ratgired in this proposition and based
on 2008 figures are as follows —

Higher rates of tax:

Year % Taxable income band Net estimated increase
(b) 2012 22.5% £70K — £99.99K £2.9 million

2013 25.0% £70K — £99.99K £5.9 million
(© 2012 25.0% £100K + £13.4 million

2013 30.0% £100K + £26.9 million

If the higher rates were to be applied to the ineswf all 1(1)(k)s as outlined in (d)(i)
then the maximum return from this group would bdinmect proportion to the increase
in the rate. Thus the current £13.6 million woulel increased as follows. Not all
1(21)(k)s will have incomes over £100,000, howeserreturns would be less —

d) 2012 25% 1(1)(K) < £3.4 million
2013 30% 1(1)(K) < £6.8 million

Members will note that allowing for a rise in limdth the Average Earnings Index the
amount raised in (c) — a 30% rate on incomes afid@dk — yields the approximate
£30 million estimated in the consultation paper.

However, since this option (as proposed in the wbaison paper) is discriminatory,
as | have noted above, part (a) — a move to indalidax bills for all households is
required. This reduces the overall revenue produCede part (a) is introduced the
sums produced, based on 2008 returns, are estitaabedas follows —

Year % Taxable income band Net estimated increase
(b) 2012 22.5% £70K — £99.99K £1.9 (-1.0m) million
2013 25.0% £70K — £99.99K £3.7 (- 2.2m) million
(© 2012 25.0% £100K + £10.3 (-3.1m) million
2013 30.0% £100K + £20.6 (-6.3m) million
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The maximum return from 1(1)(k)s would be unchanged

d) 2012 25% 1(1)(K) < £3.4 million
2013 30% 1(1)(K) < £6.8 million

The addition of a higher rate of tax to the optiangilable to the Treasury might be
used in several ways. My own favoured option wobtd to use the £30 million
additional revenue produced to remove the increa&ST to 5%.

Financial and manpower implications

This measure will increase income tax revenue kpurad £30 million in a full
financial year as detailed above. The introductibra higher rate of tax will require
some law drafting time and some time to rewrite itttdme tax computer program,
but makes no long-term demands on additional maspow
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