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Review of Personal Tax

Foreword by Senator Alan Maclean, Minister for Treasury and Resources

The Council of Ministers undertook to commission a review of certain aspects of
Jersey’s personal tax system in the autumn of 2016.

The review was overseen by a political oversight group which | chaired and which
included Deputy Andrew Lewis, Deputy Judy Martin; Deputy Eddie Noel; and Deputy
Susie Pinel. | am grateful for their support and invaluable guidance to the work of
the review team which consisted of tax officials, the economic adviser and external
advisers.

The purpose of this review was not to evaluate existing tax policy and recommend
change — that will come later in a second stage of review activity (and much
groundwork is already under way - for example, to evaluate the case for modernising
the way we tax household income and extending the scope of corporate taxation).

Rather this review was intended to provide a body of data and information that tells
us where the tax-policy changes implemented by the States Assembly (over the
period 2006 to 2015) have taken us. This is the period over which changes were
made to our corporate tax system to ensure that Jersey’s economy remained
successful and living standards high, which required a greater focus on personal
taxation to afford the important public services required by Islanders.

This Report provides a comprehensive data base which will help in establishing a
platform of common and shared understanding of our personal tax system, which the
Council of Ministers can rely upon when considering future tax-policy proposals.

This will be especially important in assisting continuing evaluation of a potential
move to Independent Taxation.

Senator Alan Maclean

Minister for Treasury and Resources
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REVIEW OF PERSONAL TAX
STAGE 1 — DATA ANALYSIS

EXECUTIVE SUMMARY

The Review of Personal Tax was commissioned by the Council of Ministers in
September 2016. It has been undertaken by Jersey’s Civil Service, supported by
external economists; and was steered by a group of five Assembly Members
(including three Ministers).

The Review has not primarily included appraisal or evaluation of tax policies (except
with regard to proposals for new sanctions and penalties to modernise tax law and
improve taxpayer compliance).

The Review Team was largely tasked with collating data — with the aim of creating
an agreed and readily accessible body of information for policy makers and
legislators; the media; and the general public.

The Review Report is presented in four parts.

» Part 1 is a report from external economists (Oxera) describing the impact on
seven Jersey household types of the main changes in tax and contributions
over the period 2006 to 2015.

* Part 2 examines changes in the number and type of personal income-
taxpayers since 2007.

» Part 3 discusses the merits and demerits of “profit retention” within company
structures. It goes on to seek to establish the extent to which Jersey-resident
individuals who own “0%” companies (that is, companies liable to corporate
income tax at the standard rate of 0%) may be retaining profits in those
companies and consequently deferring the payment of personal income tax
(until such time as those profits are distributed).

» Part 4 contains a final draft of a Consultation Paper to be issued by the Taxes
Office proposing the modernisation of a large part of Jersey’s tax law relating
to tax-compliance matters covering both individual and business taxpayers.

The remainder of this Executive Summary highlights key points from each part.

Part 1 : Assessing the distributional impact of key changes in taxes and
contributions between 2006 and 2015

The report by independent economic consultants Oxera looks at the key tax and
contribution changes between 2006 and 2015 and their impact at different levels of
household income. This is the first time such analysis has been conducted for the
whole of this period and Oxera summarise the findings in their executive summary.
This new and detailed information should be informative for all States members as
we discuss our approach to tax and contribution policy in coming years.
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Part 2 : Changes in the Number and Type of Jersey’s Personal Income
Taxpayers

This paper analyses Taxes Office produced data regarding the number and type of
personal income taxpayers over the period from 2007 to 2015. It identifies the
“Taxpayer Base” (broadly equating to everyone issued with a personal tax return);
and then analyses that population between: (i) “Personal Taxpayers” (those who
actually pay personal income tax); and (ii) “Personal Non-Taxpayers” (those who
have been issued with a tax return but do not have a positive tax liability based on
their income compared to the allowances, reliefs and deductions they are entitled to).

The paper further analyses the population of “Personal Taxpayers” into: (i) “Standard
Rate Taxpayers”; and (ii) “Marginal Rate Taxpayers”.

Personal Taxpayer Base

Over the relevant period the “Personal Taxpayer Base” increased by around 1,100
from 60,400 in 2007 to 61,500 in 2015. The paper concludes that the “Personal
Taxpayer Base” is broadly driven by two factors: (i) changes in the Island’s resident
population; and (ii) decisions taken by the Taxes Office regarding who should, and
who should not, be issued with a tax return.

This paper does not attempt to reconcile the “Personal Taxpayer Base” to the
Island’s resident population per the Statistics Unit; this is the subject of a separate
exercise.

The paper identifies that the Taxes Office routinely seeks to reduce the number of
tax returns it issues in cases where it is highly unlikely that the recipient of the return
will have a positive income tax liability. A specific, one off exercise was undertaken
by Taxes Office staff to close ¢.700 “Non Productive Cases” in 2014, reducing the
“Personal Taxpayer Base” by ¢.700 in 2014 and later years.

Split between “Personal Taxpayers” and “Personal Non-Taxpayers”

Over the relevant period the proportion of “Personal Non-Taxpayers” has grown
slightly. In 2007 “Personal Non-Taxpayers” comprised 22.2% of the “Personal
Taxpayer Base”, by 2015 this had grown to 24.1%.

The paper concludes that the split of the “Personal Taxpayer Base” between the
“Personal Taxpayers” and “Personal Non-Taxpayers” is broadly driven by the
following two factors: (i) changes in tax rules — in particular changes in income tax
exemption thresholds; and (ii) decisions taken by the Taxes Office regarding who to,
and who not to, issue tax returns to.

The paper identifies that over the relevant period the majority of tax rule changes
agreed by the States Assembly should have had little or no impact on the split of the
“Personal Taxpayer Base” between the two categories. However where rule
changes have impacted on the split, they have tended to increase the proportion of
“Personal Non-Taxpayers”.
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It is likely that the one off exercise undertaken by Taxes Office staff in 2014 to close
“Non Productive Cases” was a contributory factor in the reduction of the proportion of
“Personal Non-Taxpayers” from 27.2% in 2013 to 24.7% in 2014,

Split between “Standard Rate Taxpayers” and “Marginal Rate Taxpayers”

Over the relevant period the proportion of “Marginal Rates Taxpayers” has grown
from 68.3% in 2007 to 88.0% in 2015. The paper identifies that the split between
“Standard Rate Taxpayers” and “Marginal Rate Taxpayers” is broadly driven by
changes in tax rules. Over the relevant period the vast majority of tax rule changes
agreed by the States Assembly have tended to increase the proportion of “Marginal
Rate Taxpayers”.

The marked increases in the proportion of “Marginal Rate Taxpayers” in 2008, 2009,
2010 and 2011 were most likely a result of the “20-means-20” policy. The marked
increase in the proportion of “Marginal Rate Taxpayers” in 2014 was most likely a
result of the reduction in the marginal tax rate from 27% to 26%.

Part 3 : Profit Retention in Companies Liable to Ta  x at the Standard Rate (0%)

Paper outlining legal and policy considerations around the (dis)incentivisation of
profit retention

The existence of “0% Companies” in together with a 20% rate of personal income tax
creates two broad incentives amongst Jersey resident individuals:

* Incentive 1: there is an incentive to incorporate trading and investment
activities, provided the individual is in a financial situation to distribute less
than the annual trading profits/investment income accruing in the company

* Incentive 2: for those whose trading/investment activities have been
incorporated, provided that they are in a financial situation to do so, there is
an incentive to distribute less than the annual trading profits/investment
income accruing in the company

From the introduction of “0% Companies” in 2008/09 until 31 December 2011 these
incentives were reduced through the application of the “deemed dividend” and “full
attribution” rules. In 2010 these rules were found to be harmful by the EU under the
Code of Conduct for Business Taxation and, under the good neighbour policy, a
decision was taken that the rules should be repealed. They were repealed with
effect from 31 December 2011.

With effect from 1 January 2013 rules have been introduced which: (i) broaden the
definition of “distribution”; and (ii) ensure that the distributions made by “0%
Companies” are matched first and foremost against any profits arising in the
company and subject to tax at 0% . These rules seek to prevent “0% Companies”
from being used for the avoidance or inappropriate deferral of Jersey income tax by
Jersey resident individual shareholders; but they only apply where a distribution has
actually been made.
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International comparison indicates:

» Jersey is not unusual in maintaining a standard corporate tax rate that is lower
than the top rate of personal income tax; this is the positon in most OECD
countries. The largest differential in the OECD between the standard rate of
corporate income tax and the top rate of personal income tax is 33% in
Slovenia.

* There is no globally accepted approach as to whether tax systems should
encourage the retention of profits within companies or alternatively encourage
the distribution of profits to shareholders. Different jurisdictions have adopted
different approaches at different times depending on the specific policy
considerations applicable at that time. Different jurisdictions may also adopt a
different approach to trading companies than they adopt to investment
companies; particularly closely-controlled investment companies.

* Despite a larger differential in the UK than Jersey between the top rate of
personal income tax and the standard corporate income tax rate, since 1 April
2015 there are no anti-avoidance rules operating in the UK to prevent the
retention of profits in companies.

The high-level advice from leading economic institutes to policy makers is that
corporate income taxes are harmful to economic growth and hence corporate
income tax rates should generally be reduced. However this advice is qualified by
the need to maintain the integrity of the overall tax system and avoid creating the
opportunity for individuals to avoid personal income.

Policy makers need to balance competing objectives when setting corporate tax
rates. In determining the Island’s standard corporate income tax rate, policy makers
have been strongly influenced by the need for the corporate income tax regime to
support the Island’s economy. In order to support the Island’s economy, Jersey
needs to offer tax neutral corporate vehicles in an internationally compliant manner.
The zero/ten regime delivers that offering in a simple, transparent way and has been
found to be internationally compliant.

When the “deemed dividend” and “full attribution” rules were found to be “harmful” by
the EU, policy makers determined that maintaining the zero/ten regime without the
“deemed dividend” and “full attribution” rules was the best course of action
irrespective of the challenge to the integrity of the overall tax system this created,

Both Guernsey and the Isle of Man have adopted similar policy responses on the
introduction of zero/ten, initially implementing measures that sought to maintain the
integrity of the overall tax system but removing, and not directly replacing, them
when those measures were subsequently found to be “harmful”.
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Scope for estimating the guantum of profits retained within “0% companies” and

owned by Jersey resident individual (natural person) shareholders

In order to produce an estimate of the quantum of profits retained within 0%
companies ultimately owned by Jersey resident individual shareholders (“Relevant
Companies”) two pieces of information are required:

The amount, or a reasonable estimate of the amount, of profits accruing in
“Relevant Companies” for each year of assessment; and

The amount, or a reasonable estimate of the amount, of distributions made by
“Relevant Companies” from the profits identified in the bullet point above
where the recipient is subject to Jersey personal income tax

In terms of the first piece of information (the amount of profits accruing in “Relevant
Companies”) the paper concludes that:

The Taxes Office does not hold complete data on the amount of profits
accruing in “Relevant Companies” since the 2008 year of assessment;

In light of the period of time that has elapsed, it is considered that this 2008
profits data is too out of date to be used in this context;

The profits data the Taxes Office does hold on “Relevant Companies” for
subsequent years of assessment is incomplete and is not held in a format that
is easily retrievable or analysable; and

The “deemed distribution”/*full attribution” data held by the Taxes Office in
relation to the years in which those rules were in operation is an unreliable
estimate for the profits accruing in “Relevant Companies”, is increasingly out
of date and is not held in a format that is easily retrievable or analysable

Therefore the first piece of information required to estimate the quantum of profits
retained within “Relevant Companies” is not currently available and, as such, a
reasonable estimate of profit retention cannot be completed at this time.

However the paper goes on to note that the Taxes Office amended the corporate
income tax return for the 2015 year of assessment (and all subsequent years of
assessment) such that “Relevant Companies” are now required to declare their
taxable profits on an annual basis.

The corporate income tax returns for the 2015 year of assessment were due on or
before 31 December 2016. Work is ongoing to verify and cleanse the profit data
received through the 2015 corporate income tax returns by the end of March 2017,
whereupon work on producing an estimate of profit retention will recommence.
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Part 4 : Proposals to Modernise Aspects of Jersey’s Tax Law to Improve
Voluntary Compliance

The Taxes Office will be consulting over the next three months on its proposals to
modernise Jersey’s tax law with regard to sanctions and penalties — to improve
voluntary compliance with tax obligations.

Subject to the outcome of consultation, refined proposals will then be put to the
Minister for Treasury & Resources for his consideration and in time for inclusion,
where appropriate, in his Budget 2018 proposals. The draft law would then be
debated by the States Assembly towards the end of 2017 as part of the Budget 2018
debates.

An important aspect of the proposed changes is to substitute criminal sanctions with
civil ones which will make the tax system less expensive to run; easier to administer;
and will reduce pressures on the time of criminal investigators and the Courts.

Penalties addressed in the proposals include those relating to failure to file tax
returns; late filing of returns; late payment of taxes; and mis-declaration, for example
of income earned.

Proposals are based on international best practice and include, for example,
differentiated penalties according to the behaviours exhibited by taxpayers. So, for
example, where it was clear that a taxpayer had deliberately hidden income from the
Taxes Office the taxpayer would receive a greater penalty than someone who had
accidentally forgotten to declare income.

It is proposed that penalties would increase for those who persistently failed to
comply with their various tax obligations.

The changes being consulted upon include — for the first time — the introduction of
interest being charged on overdue and outstanding tax debts.
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Executive summary

Over the last decade, the Government of Jersey has made a number of changes
to the personal income tax and social security system, and introduced both a
Goods and Services Tax (GST) and a contribution to help meet the costs of
funding long-term care (LTC) in Jersey. It would now like to look back over these
changes and assess how these changes have had an impact on the distribution
of income in Jersey, both individually and in aggregate.

The impacts of the individual changes made vary in their scale and scope; some
raise the tax bill and some reduce it, and some do both, depending on the
income level of the household in question. As such, it is difficult to digest the
various changes into an overall picture. Nonetheless, some high-level
observations can be made.

First, income tax. Three key changes to the income tax system are helpfully
viewed together. ‘20 means 20’, a package of reforms which (as the name
suggests) seeks to simplify the tax system such that standard rate tax payers
pay 20% income tax (or close to that amount) (both marginally* and on average);
an increase in the exemptions (tax-free amounts of income) available to
marginal rate tax payers and a reduction in the marginal tax rate (from 27% to
26%). The first increases the tax payable by those at the upper end of the
income scale; the latter two reduce the tax paid at low to middle income levels
and all three increase the number of households whose tax calculation is based
on the marginal rate calculation. The broad effect of these changes is to reduce
the tax paid by low to middle income earners, and increase the tax payable by
higher income earners.

However, this simplification needs elaboration. Three household characteristics
will have a particular effect on the overall impact of these changes. First, the
number of children in a household (and whether any are pre-school age or in
higher education); second, whether a household has a mortgage; and third the
level of pension contributions a household makes. All of these characteristics
alter the impact of the changes made since 2006. Mortgage interest tax relief is
no longer available at the standard rate, which increases, in particular, the tax
payable for higher earners with a large mortgage.

In contrast, households with children—especially those with children of pre-
school age or in higher education—experience a significant uplift in the relief
potentially available to them. For all other than the highest earners, pension relief
available on contributions is more generous, which benefits in particular those
making significant pension contributions.

Employees’ social security contributions also increased over this period (as the
Standard Earnings Limit (SEL) increased each year in line with average
earnings), but only for people earning above the Standard Earnings Limit (SEL),
which was ¢.£38,000 in 2006. Anyone earning below this level is unaffected by
this change.

As noted, the two new policies that have been introduced over this period are
the GST and the LTC contribution. The LTC contribution is calculated based on
taxable income under the income tax system and therefore reflects the
household characteristics captured by the income tax system. As such, it is a

1 In economic terms, the marginal rate of taxation is the tax rate that an individual would pay on an additional
£1 of income. As such, the marginal tax rate is effectively the tax percentage on the last £1 earned. This is
distinct from the marginal rate tax calculation used within the Jersey tax system.
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relatively progressive tax (i.e. more is paid by higher earners), albeit this is
partially offset by the fact that the marginal rate? of LTC contribution payable is
nil for very high income levels.

GST is a tax on expenditure, rather than on income. We assume that, even at
very low levels of income, some income is spent on GST (in contrast to income
tax, but similar to social security). The tax is not dependent on household
characteristics and so tax paid as a percentage of disposable income (which is
not modelled in this report) may vary significantly across household types.

Both the LTC contribution and GST have the effect of increasing the actual
tax/contribution rate paid by households at most income levels. As we assume
that expenditure on GST (as a percentage of income) reduces as income
increases, the impact of these two taxes in combination is likely to fall as a share
of income as income levels rise. However, as noted above, these changes were
introduced over a period of wider policy reform, which partially offsets this effect.

Further detail on all of these high-level observations is presented in the report.

2 In this context marginal rate refers to the rate if tax on the last pound earned, rather than the marginal rate
tax system
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1 Introduction
1.1 Overview

Over the last decade, the Government of Jersey has made a number of changes
to the personal income tax and social security system and introduced both a
Goods and Services Tax (GST) and a contribution to help meet the costs of
long-term care (LTC) in Jersey.

Oxera has been asked to model the changes made between 2006 and 2015 and
present our findings graphically, considering the impact on seven different
illustrative households and across a wide range of household income levels.

One of the key changes over this period was the implementation of 20 means
20’. Under this policy, most people at the higher end of the income scale will now
pay tax at (or close to) 20%. This is because most tax allowances (amounts that
are deducted from income to determine the level of income that will be subject to
tax) have now been withdrawn for these income levels. ‘20 means 20’ has
resulted in a higher effective rate for standard rate tax payers; however, the
precise level of income at which tax becomes payable at this rate and how close
to an effective tax rate of 20% is payable will depend on household
circumstances, and, critically, the remaining allowances the household can
claim. Child allowances, single parent allowances® and tax relief on pension
contributions still apply.

Aside from ‘20 means 20’, there have been a number of other changes to the
personal income tax system over this period. In particular, the marginal tax rate
payable at lower levels of income was reduced from 27% to 26%, marginal rate
tax exemptions (which work in the same way as tax allowances) were increased,
as were child allowances (in particular for children in higher education). In
addition, a new ‘enhanced’ childcare cost tax allowance was introduced, which
increases the tax relief available in relation to childcare costs for pre-school
children.

The tax relief available for pension contributions also changed significantly over
the period. The impact of the change was to increase the maximum pension
contribution tax relief available to those on low and middle incomes and
decrease it for the highest earners.

Changes were also made to mortgage interest tax relief (MITR). MITR is now
available only to households at the low to medium end of the income scale
(i.e. marginal rate tax payers) and is subject to an annual cap of £15,000.

Finally, tax relief on private medical insurance and life assurance premiums has
now been withdrawn entirely (although our understanding is that the take-up of
this relief was limited when it was available).

Aside from changes to the personal income tax regime, other aspects of the
taxes and contributions regime in Jersey also changed between 2006 and 2015.
In particular, the cap on the income up to which 6% social security contributions
are payable increased by ¢.£10,000 (as the Standard Earnings Limit (SEL)
increased each year in line with average earnings), and a contribution to help
fund the cost of LTC in Jersey was introduced (at a maximum of 0.5% of income
in 2015, subsequently increased to 1% in 2016). Finally, a GST, applicable to

3 Also known as the ‘Additional Personal Allowance’.
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purchases of qualifying goods and services, was introduced. GST was originally
set at 3% in 2008 and rose to 5% in 2011.

Table 1.1 lists these key changes to taxes and contributions in Jersey over the
period 2006 to 2015.

Table 1.1 Summary of key changes

e Introduction of ‘20 means 20’

e Decrease in the marginal tax rate

e Increase in marginal rate exemptions

e Increase in child allowances

e Introduction of enhanced childcare tax exemptions

e Withdrawal of private medical and life assurance relief

e Changes to mortgage interest tax relief

e Changes to pension contribution tax relief

e Annual increases to the Social Security standard earnings limit
e Introduction of a long-term care contribution

e Introduction of a Goods and Services Tax

The analysis presented in this report reflects Oxera’s understanding of Jersey’s
tax system based on correspondence with the Government of Jersey and
information publicly available through the States of Jersey tax website.

1.2  Approach
Illustrative households

To assess the impact of these changes, we have considered how they might
affect seven different illustrative households.* Modelling the impact on different
household types is important as a given change may affect only a subset of
households (e.g. changes to childcare relief), or may affect some households
more than others (e.g. changes to the tax relief available in relation to mortgage
interest payments).

Households have been defined so as to capture those characteristics of a
household that most influence the amount of tax payable—for example, the
number of people in the household, the age of household members and
whether they have a mortgage. The seven illustrative households used for this
analysis are summarised in more detail provided in Appendix Al.

4 These illustrative households were agreed with the Government of Jersey, to be representative of a variety
of household circumstances
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Figure 1.1 Overview of illustrative households

H1 H2 H3 H4 H5 H6 H7
[ P o o °0 oo e o o
it ™ ™™ TR
m ™
Single Single Married Married Married Married Single
1 child 2 children 2 children pensioners  pensioner
(one in higher
education)
No £200k £300k £300k £100k No No
mortgage  mortgage mortgage mortgage mortgage mortgage mortgage

Note: Images sourced from www.freepik.com.

For ease of interpretation, in some cases the changes to taxes and contributions
are presented for a sub-set of households only. In some cases, this is because a
change is relevant only to a particular type of household (e.g. one with children);
elsewhere it is because it is clearer to see the impact of a change if only the
households affected least and most by a change are presented. This also avoids
trying to present too many pieces of information in one figure.

Key metrics

To assess the impact of these changes on the seven households, we focus on
two key metrics. First, the ‘effective tax rate’ paid before and after a given
change/set of changes. The effective tax rate is the total amount of tax payable,
expressed as a percentage of total household income (i.e. the overall average
tax rate). Second, we present the ‘change in tax paid’, in some cases in both in
monetary and percentage terms before and after a change.

The effective tax rate is a helpful distributional metric as it enables a comparison
to be made at a snapshot in time, across income levels and across household
types. It will show, for example, how the portion of income spent on tax varies
between the lowest and highest earners in society. This can then be compared
with overall policy objectives.

Change in tax paid is helpful for illustrating the impact of a specific change. It will
show how a given change is affecting different households at different income
levels. It is therefore a useful way to see whether the distributional impact of a
change contributes to moving the distribution of income closer to policy
objectives.

Assumptions

As with any simplified modelling exercise, in deriving the results presented in this
report, we have made a number of assumptions, as set out below.

1. All income is earned

We have assumed that all income is earned—as opposed to income from
returns on financial investments, for example. As the treatment of unearned
income can be slightly different in some cases, all income is assumed to be
earned, to avoid unnecessary complexity.

2. Income is split equally between a married couple/civil partnership

Personal income tax in Jersey is based predominantly on household income
(rather than individual income). Therefore, in most cases, how that income is
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split between individual earners is not relevant. However, this is not always the
case, for example:

e entitlement to tax relief on childcare depends on a minimum level of income
for the lower earner in a married couple or civil partnership;

e Social Security contributions are based on individual incomes and so the split
of income is important as it affects whether the cap on the total contribution
(the Standard Earnings Limit, SEL) is applicable;

o for the LTC contribution, there is a cap on the maximum amount payable,
which depends on individual, not household, income.

3. Expenditure assumptions

In addition, we have made a number of assumptions about the level of
household expenditure on items which attract tax relief.

A summary of the key assumptions we have made for these (unless otherwise
stated) is shown in Table 1.2.

Table 1.2 Summary of expenditure assumptions

Expenditure assumptions

Pension contribution: 2.4% (of income) (0% for pensioners)
Interest rate on a mortgage: 5%

Childcare costs: £3,000 (per child, per year)

No life assurance or private medical insurance contributions

Note: These assumptions are based on expenditure figures from the States of Jersey’s
expenditure distribution survey, as well as additional detailed expenditure information provided
by the Government of Jersey.

Source: States of Jersey (2015), ‘Jersey Household Spending 2014/15.5
Presentation of changes

To illustrate the impact of individual changes to taxes and contributions, we have
used 2006 as a base. This means that (unless otherwise stated), we are
presenting what the impact would have been if a change had been implemented
in 2006. This is to ensure that we isolate the impact of the tax change and that
this is not combined with other changes, such as the impact of inflation between
2006 and 2015.

This produces a different result than if 2015 was used as a base. In that case,
we would compare tax paid in 2015 (a product of the 2015 taxes and
contributions regime in 2015) to what it would have been if the specific aspect of
interest changed back to what it was in 2006. Where we consider that the two
approaches are both helpful, these have both been presented (as indicated by x-
axis labels of ‘2006’ or ‘2015’ household income). In general, 2006 is used as it
allows for a more intuitive output (i.e. chronological).

5

https://www.gov.je/SiteCollectionDocuments/Government%20and%20administration/R%20Spending%20sur
vey%20report%202015%2020160526%20SU.pdf, accessed 16 March 2017.



https://www.gov.je/SiteCollectionDocuments/Government%20and%20administration/R%20Spending%20survey%20report%202015%2020160526%20SU.pdf
https://www.gov.je/SiteCollectionDocuments/Government%20and%20administration/R%20Spending%20survey%20report%202015%2020160526%20SU.pdf

Final

Assessing the distributional impact of key changes in taxes and contributions between 7
2006 and 2015
Oxera

For example, to illustrate the impact of the change to the marginal tax rate from
27% to 26%, we compare the tax payable in 2006 to what the tax payable would
have been if the marginal rate was 26%.

In some cases, tax payable is related to expenditure (as well as income). For
example, tax relief depends on level of expenditure on childcare. In recognition
of the fact that underlying expenditure levels are unknown and may change over
time, and that household circumstances may vary from the illustrative
households used, where appropriate we illustrate the impact of a change in tax
policy at more than one expenditure level.

Goods and Services Tax

GST is slightly different to the other taxes and contributions presented in this
report, in that it is not a tax on income. Rather, it depends on expenditure, and,
in particular, expenditure on qualifying goods and services.

While this does not fit neatly with the other changes presented here, the
Government of Jersey recognises that it is a key change to the taxes and
contributions in Jersey over the last decade, and is therefore keen to include it in
any distributional analysis of the overall changes.

Therefore, to incorporate this into our analysis, we have used data from the
Jersey Household Spending survey® to make an assumption about the
relationship between expenditure on GST and household income. This is
explained in more detail in section 5, Goods and Services Tax .

1.3 Structure of this report

The analysis in this report examines in turn each of the key changes to taxes
and contributions between 2006 and 2015 (summarised in Table 1.1).

Section 2 focuses on income tax. In particular, it explains how tax paid is
determined in Jersey, and addresses each of the changes to income tax in turn.

Section 3 then explains how Social Security contributions are determined and
how the changes to the SEL affect the amount payable by income level.

Section 4 explains the new LTC contribution and the contribution amounts at
different levels of household income.

Section 5 explains the GST and, in particular, the assumptions we have made
about expenditure subject to this contribution at different levels of income.

Finally, section 6 brings together all of the taxes and contributions to illustrate the
overall impact by household type and income level.

© Ibid.
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2 Income tax
21 Introducing income tax in Jersey

There are two important points to highlight about the personal income tax
system in Jersey. First, income tax is generally based on household (in the
context of married couples), rather than individual, income. Second, income tax
payable is equal to the lower of two amounts calculated: one based on the
‘standard rate’ of tax and one based on the ‘marginal rate’ of tax (with different
tax allowances and exemptions available under each). The marginal rate
calculation generally applies at low and medium levels of household income, and
results in a lower effective tax rate, while the standard rate generally applies at
medium to high incomes.” A recap of the households is presented below.

Figure 2.1 Overview of illustrative households

H1 H2 H3 H4 H5 H6 H7
[ P o o (K (1) e o o
[ )
& ™M ™ TR
T ™ T
Single Single Married Married Married Married Single
1 child 2 children 2 children pensioners  pensioner
(one in higher
education)
No £200k £300k £300k £100k No No
mortgage  mortgage mortgage mortgage mortgage mortgage mortgage

Note: Images sourced from www.freepik.com.

The marginal rate calculation allows for significant exemptions which ensure
that the lowest income earners pay no tax. Once an income level exceeds the
permitted exemptions, tax is charged at the marginal rate (27% in 2006 and 26%
in 2015).

Under the standard rate regime, tax is charged at 20%, with fewer tax-free
‘allowances’. Between 2006 and 2015 these allowances were reduced
significantly as part of the implementation of ‘20 means 20’. By 2015, only child
allowances, single parent allowances and tax relief on pension contributions
remained available under the standard rate tax calculation.

Figure 2.2 below illustrates how income tax payable changes by income level
under this regime. Using Household 1 (H1) in 2006 as an example, the figure
shows the effective tax rate as determined based on each of the two methods
(the standard and marginal rate methods) and the actual effective tax rate (the
lower of the two at a given income level).

7 Although this depends on the composition of the household. In 2015, for some households, tax is payable
at the marginal rate up to over £200,000 (e.g. H4 in this report).
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Figure 2.2 H1: 2006
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2.1.1 20 means 20?

Between 2006 and 2015, a number of factors changed in relation to the way
income tax is determined. In particular, as part of the move to ‘20 means 20’, the
allowances available under the standard rate calculation were reduced.

However, as illustrated below, 20 still does not quite mean 20 in 2015, except for
households which do not have any children and do not contribute to a pension
(or whose income is too high to be entitled to relief for pension contributions).
Using H1 as an example, Figure 2.3 below shows tax payable in 2015.

The main observation to make about this figure is that the effective tax rate is
slightly lower than 20% at levels of household income for which tax is calculated
using the standard rate. This is because HL1 is able to claim tax relief in relation
to the pension contributions it makes (we have assumed that all non-pensioner
households pay 2.4%? of their income into a pension).

By paying 2.4% of household income into a pension, the taxable income of that
household is reduced by 2.4%. The tax saving is then 20% of that 2.4%, being
0.48%. Therefore, in Figure 2.3 below, the effective tax rate for levels of income
at which the standard rate applies is ¢.0.5% below 20%, at ¢.19.5%.

8 Based on the average pension contribution in the 2014/15 household expenditure survey. This average
includes those who do not have expenditure on pension contributions.
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Figure 2.3  H1: 2015 (impact of tax relief on pension contributions)
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Source: Oxera analysis.

In addition to pension contributions, child allowances and the single parent
allowance also mean that the effective tax rate under the standard rate regime is
not always 20%.

Figure 2.4 below illustrates this using H2 (single adult, one child) as an example.
In 2015, H2 is entitled to a child allowance of £3,000 and a single parent
allowance of £4,500 under the standard rate calculation. As a result of this tax-
free amount, no income tax is payable at income levels below the level of the
allowances, above which the rate rises quickly to near 19.5% (not 20%, due to
the tax relief on pension contributions described above).

These fixed allowances mean that the effective tax rate tends towards ¢.19.5%
(as in Figure 2.3 above) but never reaches it. The fixed tax-free allowance
becomes a smaller proportion of income as income increases, and so the
effective tax rate increases as income grows.

Figure 2.4  H2: 2015 (impact of standard rate allowances)
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Source: Oxera analysis.

As noted above, the exemptions available under the marginal rate calculation
are higher in 2015 than in 2006. This is particularly pronounced for households
with children. The specific impact of the changes to the level of exemptions will
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be considered in further detail later in this report, but it is helpful to understand
the general impact of this on the effective tax rate across income levels.

In the case of H4 (married couple, two children, £300,000 mortgage),
exemptions under the marginal rate regime are high enough that income tax is

paid at the marginal rate for all household incomes below ¢.£200,000. This is
illustrated in Figure 2.5.

Figure 2.5 H4: 2015 (impact of marginal rate exemptions)
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Source: Oxera analysis.

To summarise the effect of the 2015 income tax regime on different households,

Figure 2.6 shows the effective tax rate by income level for each of the seven
households considered in this report.

Figure 2.6  All households—effective income tax rate in 2015
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We now move on to consider the impact of individual changes to the personal
income tax regime in Jersey between 2006 and 2015.

2.2 Impact of ‘20 means 20’

The introduction of 20 means 20’ entailed the removal of most tax allowances
previously available under the standard rate tax calculation, including single and
married person allowances, wife’s earned income allowance, and mortgage
interest tax relief (MITR). The impact of this policy change in isolation was to
increase the tax payable for those previously paying tax at the standard rate.
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Given the significance of the withdrawal of MITR at the standard rate, this is
analysed separately in section 2.8 below and not included in the analysis in this
section of the report. Similarly, the impacts of the removal of private medical
insurance and life assurance have been analysed separately.

Figure 2.7 shows the impact of ‘20 means 20’, by comparing the effective tax
rate in 2006 to the effective tax rate that would have applied in 2006 had 20
means 20’ been implemented then. This approach is explained in more detail in
‘Presentation of changes’ in section 1.2 above.

Figure 2.7 H1 and H4: impact of ‘20 means 20’ on effective tax rate
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Source: Oxera analysis.

No change is visible at lower levels of income (the income levels to which the
marginal tax rate applied before the implementation of 20 means 20’), as these
income levels are unaffected by the change to standard rate allowances.

However, under ‘20 means 20’, marginal rate tax is applicable up to a higher
income level than before (for H1 up to ¢.£40,000, whereas previously this was
¢.£30,000, visible in the kink in Figure 2.7). This is because under ‘20 means 20’,
tax-free allowances available under the standard rate tax calculation are lower
than before, which increases the tax payable based on the standard rate
calculation. Therefore, at any given level of household income, it is more likely
that the marginal rate calculation will produce a lower tax bill.

In Figure 2.7, H4 is further to the right than H1 because it is entitled to more
exemptions under the marginal rate calculation—specifically, a married
couple/civil partnership exemption (versus a single person exemption), child
allowances for two children and MITR on a £300,000 mortgage.

Under the standard rate calculation, post ‘20 means 20, the effective tax rate at
£200,000 is slightly lower for H4 than for H1 because of the residual impact of
child allowances available to H4 at the standard rate. The gap between the two
households decreases as income levels increase since the value of the
allowances as a proportion of total household income reduces as income
increases (reducing the impact of the fixed tax-free amount).

Figure 2.8 shows the impact on the effective tax rate for the two pensioner
households. There are no children in either household, and we have assumed
that they no longer make pension contributions. As such, in these two cases
(and for any other household that does not make pension contributions or have
any children), the 20% standard rate actually does mean 20%.
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Figure 2.8 H6 and H7 (pensioners): impact of ‘20 means 20’ on
effective tax rate
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Figure 2.9 and Figure 2.10 below show the impact of ‘20 means 20’ on tax
payable. They illustrate the difference between the personal income tax payable
in 2006 and the tax that would have been payable in 2006 had 20 means 20’
been in place in 2006 (all else equal).

There are only two levels of impact: one for single households (H1, H2 and H7),
and one for married households (H3—H6). This is because the allowances which
were withdrawn were based only on whether a household was entitled to single
or married couple’s allowances. MITR was also withdrawn at the standard rate
as part of ‘20 means 20’; however, given the potential significance of this
change, it is considered separately in section 2.8 below.

In Figure 2.9, H1 and H2 were previously entitled to a single person allowance
(£2,600) and an earned income allowance (£3,400), totalling £6,000 under the
standard rate calculation. The rate of tax which is now paid on this amount is
20%; therefore, the maximum additional tax paid is £1,200.

Similarly, H3, H4 and H5 were previously entitled to a married couple’s
allowance (£5,200), an earned income allowance (£3,400) and a wife’s earned
income allowance (£4,500), totalling £13,100. At 20% standard rate tax, the
maximum additional tax paid is £2,620.

The upward-sloping line, before the maximum is reached, relates to income
levels at which tax was previously paid at the standard rate, but post ‘20 means
20’ is paid at the marginal rate. The impact for households at these income
levels is some increase in tax, but not the maximum level since the loss of
allowance they would have experienced at the standard rate is partially offset by
the fact that, post ‘20 means 20’, they pay less tax under the marginal rate
calculation.
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Figure 2.9 H1-5: impact of ‘20 means 20’ on tax paid
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Figure 2.10 H6 and H7 (pensioners): impact of ‘20 means 20’ on tax paid
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2.3 Decrease in the marginal tax rate from 27% to 26%

In Budget 2014, the rate of tax applied under the marginal calculation was
reduced from 27% to 26%. The impact of this change is to reduce the tax paid
by households paying tax at the marginal rate (i.e. at levels of income above the
total exemptions available, but below the point at which the standard rate
calculation produces a lower tax bill). As such, it also benefits households at the
margin who previously paid tax at the standard rate but now pay tax based on
the marginal rate (as this now produces the lower tax figure).

Figure 2.11 below compares, for H1 and H4, the effective tax rate in 2006 to the
effective tax rate that would have applied in 2006 had the marginal rate been
26%, rather than 27%.
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Figure 2.11 H1 and H4: impact of marginal rate change on effective
income tax rate (relative to 2006 levels)
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By way of comparison, it is also beneficial to illustrate the difference between the
effective tax rate in 2015 and what the effective tax would have been in 2015
had the marginal rate remained at 27%. This is presented in Figure 2.12.

Figure 2.12 H1 and H4: impact of marginal rate change on effective
income tax rate (relative to 2015 levels)
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Source: Oxera analysis.

As the impact of the change in the marginal rate is difficult to see in Figure 2.11

and Figure 2.12, it is helpful to examine the difference in tax payable as a result
of this change.

Figure 2.13 below shows, for H1 to H5, the difference in tax payable between

2006 and what tax would have been payable in 2006 had the marginal rate been
26%, rather than 27%.

Tax payable is reduced by this change for any household paying tax at the
marginal rate. For this reason, the change in tax payable is represented by a
negative figure on the y-axis.
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Figure 2.13 H1-5: impact of marginal rate change on tax paid (2006
base)
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Source: Oxera analysis.

When comparing the difference in tax payable in 2006 and the tax that would
have been paid in 2006 had the marginal rate been 26%, Figure 2.13 shows that
there is no change for households at the lowest levels of household income
(<£10,000). This is because no household pays income tax at all on this income
(as entitlement to exemptions exceeds household income), and so a change in
the tax rate makes no difference.

Similarly, there is no change for any household at the highest levels of income
(>c.£100,000). This is because above ¢.£100,000 all of the illustrative
households are paying tax at the standard rate, and so a change to the marginal
rate does not impact tax payable.

Between these two levels, there is a tax reduction over a portion of household
income levels for each illustrative household. The precise impact of the change
in marginal rate depends primarily on the level of exemptions a household can
claim under the marginal rate calculation (which determines the income level at
which the change begins to have an impact on tax payable). For this reason, the
household that observes an impact at the lowest level of income is the one
entitled to the lowest level of exemption (H1, single person, no mortgage).

A further consideration is the level of allowances available to a household at the
standard rate. In Figure 2.13 above, H3 and H5 are entitled to similar levels of
exemptions at the marginal rate. However, at the standard rate, H3 is entitled to
a higher level of MITR, which means that the switch to the standard rate occurs
at a lower level of income. While MITR relief is not available at the standard rate
in 2015, for the purposes of this comparative analysis we are using 2006 as a
base (as explained in section 1.2) and varying only the one component being
analysed (in this case, the marginal tax rate).

The income range over which this change is beneficial is much wider when 2015
is used as a base. This is because more people (household income levels) pay
tax at the marginal rate in 2015 and so a change in the marginal rate affects
more people. Figure 2.14 below shows the same graph as Figure 2.13 but using
2015 as a base.




Final

Assessing the distributional impact of key changes in taxes and contributions between 17
2006 and 2015

Oxera

Figure 2.14 H1-5: impact of marginal rate change on tax paid (2015
base)
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The same two graphs showing change in tax paid are presented below for the
two pensioner households, H6 and H7.

Figure 2.15 H6 and H7 (pensioners): impact of marginal rate change on
tax paid
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H6 is entitled to almost double the exemptions that H7 is entitled to (a married
couple/civil partnership allowance versus a single person allowance). Therefore,

the impact of the reduction in the marginal rate is observed at a higher level of
income for HG6.
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Figure 2.16 H6 and H7: impact of marginal rate change on tax paid
(2015 base)
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24 Increase in marginal rate exemptions

The following increases to tax exemptions available under the marginal rate tax
calculation have been introduced since 2006:

e single person: £11,020 to £14,200;

e married couple/civil partnership: £17,680 to £22,800;

¢ single person (over 65°): £12,300 to £15,900;

e married couple/civil partnership (over 65): £20,250 to £26,100.

In addition, exemptions relating to pension contributions,*° childcare and child
allowances have been increased, but these are assessed separately later in this
report.

Figure 2.17 and Figure 2.18 show the impact on the effective tax rate of the
increase in exemptions available under the marginal rate calculation (two non-
pensioner households and two pensioner households).

9 65 is applicable in 2015; the comparable figure for 2006 was 63. We do not consider in this report the
impact of this change—it is assumed that both pensioner households are aged over 65, and therefore
entitled to the age-enhanced exemption in both years.

10 At most levels of income at which tax is payable at the marginal rate.
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Figure 2.17 H1 and H4: impact of change in marginal rate exemptions
on effective tax rate
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Figure 2.18 H6 and H7: impact of change in marginal rate exemptions
on effective tax rate
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The primary impact, visible in both figures, is that the income level at which
income tax becomes payable has increased for all households. The secondary
impact is then that the income level at which the income tax switches to being
calculated under the standard rate is higher after the change.

Figure 2.19 and Figure 2.20 show the impact on tax payable of the increase in
marginal rate exemptions, for all households.




Final Assessing the distributional impact of key changes in taxes and contributions between 20
2006 and 2015
Oxera

Figure 2.19 H1-5: impact of change in marginal rate exemptions on tax
paid
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Figure 2.20 H6 and H7 (pensioners): impact of change in marginal rate
exemptions on tax paid
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In each figure, there are two maximum levels of change in tax paid. These relate
to the single or married status of a household (as it is this that affects the amount
by which the household’s entitlement to the exemption has changed).

While, for any given household, the increase in exemptions is independent of
household income, the ability to use that increase in available exemptions does
vary depending on household income.

For example, for household incomes below £10,000, the increase in exemptions
has no value, as the existing exemptions (2006) are already greater than
household income and so there is no taxable income remaining against which
the exemption can be offset.

Therefore, the reduction in tax payable arises from the point at which household
income increases above the level of exemptions available to a household in
2006. In Figure 2.19, this point is at a household income level of just over
£10,000.

The maximum value of the exemption is equal to the increase in exemption
multiplied by the marginal rate (which is 27% for the purposes of this graph, as
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we are comparing 2006 with a scenario based on 2006 but with the higher level
of exemptions).

For example, the increase in exemptions available to H1 (and any other single,
under 65 household) is £3,180 (£14,200 less £11,020). The value of this
increase is £858.60 (£3,180 * 27%). For this reason, in Figure 2.19, the
reduction in tax payable reaches a maximum at this level (represented by the flat
part of the line at c.£860).

The change in tax payable reduces back to zero once household income
reaches the level at which tax is paid based on the standard rate (as the
changes to exemptions only affect tax paid at the marginal rate).

2.5 Increase in child allowances

Between 2006 and 2015, child allowances increased under both the standard
and marginal rate calculations. The standard child allowance rose from £2,500
per child to £3,000 per child. The allowance for a child in higher education rose
from £5,000 to £6,000 under the standard rate calculation, and to £9,000 under
the marginal rate calculation.

Figure 2.21 shows the impact on tax paid for households with children. Beyond
the initial level of exemptions, the impact is felt across the income spectrum, but
is more significant under the marginal rate regime (the hump in each line).

The impact on H5 is highest as it has two children, one of which is in higher
education. The household therefore benefits from the significant increase in
exemption available under the marginal rate calculation for a child in higher
education.

Figure 2.21 H2, 4 and 5: impact of change in child allowances on tax
paid

10 20 30 40 50 60 70 80 90 100110 120130140150 160 170 180 190 200
1 — 7T T T T T T T T

-200
-400

-600 /
-800 /
-1,000 /
-1,200 /
-1,400
-1,600
-1,800
-2,000

Change in tax paid (£)

2006 household income (£'000)
H2 H4 H5

Source: Oxera analysis.
2.6 Introduction of enhanced childcare relief

Relief is also available for the cost of childcare. While the level of relief has not
changed for school-age children, a new higher rate has been introduced for pre-
school children. This ‘enhanced’ childcare relief means that for pre-school
children, the tax relief available for expenditure on childcare is higher. The
maximum exemption available in 2015 is £12,000, compared with £6,150 in
2006.
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The impact of this change depends on how much a household spends on
childcare. Figure 2.22 illustrates the tax reduction for two single-child
households, one which spends £9,000 per annum on childcare for a pre-school
child and one which spends £12,000. There will be no impact for a household
which spends less than or equal to £6,150 per annum (per child) on childcare.

Figure 2.22 Impact of introducing an enhanced childcare allowance on

tax paid
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Source: Oxera analysis.

As stated in Table 1.2, it has generally been assumed that all households with
children pay £3,000 per child per year for childcare. At this level of expenditure,
the enhanced childcare tax relief would not have any impact. Therefore it does
not change the shape of the aggregate charts in either section 2.10 or section 6.

2.7  Withdrawal of life assurance and private medical insurance relief

A further change between 2006 and 2015 was the withdrawal of the tax relief
available for payments made towards life assurance (LA) and private medical
insurance (PMI) policies. The impact of this change depends on the level of
payments being made.

Figure 2.23 and Figure 2.24 show the impact of each of these changes in turn at
three different levels of payment (as a percentage of income), using H4 as an
illustrative example.

The example payments used are based on two sources of data from the
Government of Jersey and serve to illustrate the potential impact of the tax at
three different levels of payment. Information from the 2014/15 Household
Expenditure Survey shows that the average expenditure on PMI and LA for
those who have these policies is 1.8% and 1.1% of household income
respectively. As actual payments will vary from the average, Figure 2.23 and
Figure 2.24 show the impact of this change on three different payment levels,
including the average, but also including two different assumptions.**

L A lower assumption, also based on the Household Expenditure Survey but the average of both those who
do spend on these insurance products and those who do not—to account for the fact that the majority of
taxpayers did not claim each relief in 2006.

A higher assumption—taken from Taxes Office data showing the average amount of relief claimed, as a
proportion of mean household income.
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Both reliefs were available under the standard rate calculation only. The levels of
income over which this change has no impact are those for which tax is payable
under the marginal rate calculation.

Figure 2.23 H4: impact of removing life assurance relief on tax paid
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Source: Oxera analysis.

We note that there were some restrictions in place in relation to this relief,
relating to the value of the sum assured and the level of contribution as a
percentage of income. Neither restriction is relevant for the levels of payment
modelled here.

Figure 2.24 H4: impact of removing private medical insurance relief on
tax paid
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In accordance with Table 1.2, it has generally been assumed that households
did not have any expenditure on PMI or LA, as only a minority of households
were claiming these reliefs. Therefore it does not change the shape of the
aggregate charts in either section 2.10 or section 6.

2.8 Reduction in mortgage interest tax relief

While the majority of changes to MITR were introduced as part of the wider
implementation of 20 means 20’ changes (as described in section 2.2),'? given

12 The £15k cap on MITR was not introduced as part of ‘20 means 20’.
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the significance of this component of the change, we have assessed this aspect
of the policy separately.

This section assesses how MITR varies depending on the specific assumptions
made (e.g. in relation to the prevailing interest rate and mortgage level), enabling
us to isolate the impact of the MITR change. Between 2006 and 2015, MITR
was withdrawn at the standard rate. In addition, a cap on total relief available
was introduced at £15,000.

The impact of this change depends on the interest rate and the outstanding
mortgage. The amount of relief available to standard rate taxpayers in 2006 was
determined as follows: mortgage amount (capped at £300,000) * interest rate *
20%. The total amount of relief available is independent of income, but the
impact of this change on tax paid is income-dependent. This is because the
value of relief is dependent on the availability of taxable income against which
the mortgage interest relief can be offset, which in turn has implications for
whether a household pays tax under the marginal or standard rate.

Figure 2.25 shows the impact of this change on tax payable based on three
different levels of mortgage and two different levels of interest rate (shown in
brackets in the legend).

Figure 2.25 H3: impact of changes to mortgage relief on tax paid
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At the marginal rate, income tax payable is affected only where the total interest
paid is above £15,000 per annum. Figure 2.25 includes an example in which the
mortgage level is £300,000 and the interest rate is 7%, in which case interest
payable is £21,000. In this case, the cap introduced reduces the tax relief
available under the marginal rate (by [£21,000 - £15,000] * 27% = £1,620). This
is illustrated by the kink (relative to the other lines shown) in the line representing
a £300,000 mortgage at 7%.

For levels of annual interest below the £15,000 cap, the impact is only on
households paying tax under the standard rate (as for the £300,000 mortgage at
7% shown in Figure 2.25).

29 Change in pension contribution tax relief

Since 2006, the pension relief available has changed significantly. Particularly for
lower levels of income, the pension relief available is significantly higher in 2015
than in 2006. However, for those at the highest levels of income, pension relief
has been reduced significantly.
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Pension relief (the maximum value of tax-deductible income) available in 2015 is
determined based on the lower of the following three figures:

e total pension contribution;
e £50,000 less any ‘excess’ (defined below);
e relevant earnings less any ‘excess’.

The ‘excess’ referred to above is the amount by which an individual's income
exceeds £150,000. This is illustrated by the example presented in Box 2.1.

Box 2.1 Pension contribution example

An individual has a salary of £160,000

Pension contribution: £50,000

To calculate the pension relief available:

Total income: £160,000

Excess (£160,000 - £150,000) = £10,000

Pension relief is the lower of:

e £50,000 (actual pension contributions)

e £40,000 (£50,000 less excess £10,000)

e £150,000 (relevant earnings £160,000 less excess £10,000)
Pension relief = £40,000

Source: Oxera analysis based on an example provided on the States of Jersey website.!3

Previously, pension contributions tax relief was capped as a percentage of
income, which increased across three age brackets. This cap applied on
earnings up to £100,000, above which no additional relief could be claimed. This
is shown in Table 2.2.

Table 2.2 Summary of previous pension relief rules
Age Maximum relief

Up to 39 15% of earnings; maximum of £15,000

40-49 25% of earnings; maximum of £25,000

50+ 35% of earnings; maximum of £35,000

Source: Government of Jersey.

Figure 2.26 below shows how the change in policy has altered the maximum
amount of tax relief available on pension contributions for each age group
above. The 2015 policy does not distinguish by age and so is represented by
one line.

13

https://www.gov.je/TaxesMoney/IncomeTax/Individuals/AllowancesReliefs/Pages/DeductionsForPensionCon
tributions.aspx#anchor-0, accessed 16 March 2017.



https://www.gov.je/TaxesMoney/IncomeTax/Individuals/AllowancesReliefs/Pages/DeductionsForPensionContributions.aspx#anchor-0
https://www.gov.je/TaxesMoney/IncomeTax/Individuals/AllowancesReliefs/Pages/DeductionsForPensionContributions.aspx#anchor-0
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Figure 2.26 Maximum pension tax relief available by age group
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Source: Oxera analysis.

While Figure 2.26 illustrates the maximum relief available, in reality individuals
may make much lower contributions into their pensions. To illustrate the impact
at different levels of contribution, Figure 2.27 below shows the actual tax relief
available for an individual in the 40—49 age bracket at two levels of pension
contribution: 25% of income and 35% of income. While these levels of
contribution are much higher than the average level of contribution, they enable
the difference between the 2006 and 2015 policy to be clearly illustrated.

Figure 2.27 Actual tax relief on pension contributions (individual aged
40-49)
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Source: Oxera analysis.

As Figure 2.27 illustrates, the 2015 policy provides the same or higher level of
relief for individuals earning up to £175,000. Beyond that point, the 2015 regime
provides a lower level of relief.
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Putting this change in the context of the wider income tax regime, Figure 2.28
shows the impact of this change on tax paid for these same two levels of
contribution (expressed as a percentage of household income), using H4 (a two-
person household) as an illustrative example.

Figure 2.28 H4: impact of change in pension contributions tax relief on

tax paid
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Source: Oxera analysis.

The adults in the household are aged between 40 and 49. The percentages
illustrated are significantly higher than the actual contribution average of 2.4%
(used elsewnhere in this report). However, their use enables us to demonstrate
the impact of this policy change, which is more visible in the case of higher
pension contributions.

This is a significant change and, as shown in the graph, the reduction in tax
payable for a couple aged between 40 and 49 could be up to £10,000 at a
household income level of £300,000. However, for household incomes above
£350,000, the impact is an increase in tax payable, equal to £5,000 at a
household income of £400,000. The shape of the 35% line can be explained by
the following:

1. the impact of higher pension contribution relief in 2015 on the level of income
reached before income tax is payable at the marginal rate;

2. the difference between relief at 25% (2006) and 35% (2015) (at marginal
rate);

3. the change in the income level at which the standard rate is applicable;

4. the difference between relief at 25% (2006) and 35% (2015) (at standard
rate);

5. the impact of a cap of £25,000 (2006);
6. the impact of a cap at £50,000 (2015);

7. the impact of the ‘excess’ as individual incomes increase above £150,000
each.

Unlike most of the other charts presented in this report, the x-axis in Figure 2.28
goes up to £400,000, to allow the impact of the cap on the tax relief to be
illustrated. The combined impact of the changes in pension contribution rules
means that those on very high incomes are worse off, and those on middle to
high incomes are better off only if they have very high contribution rates—




Final Assessing the distributional impact of key changes in taxes and contributions between 28
2006 and 2015
Oxera

therefore, it provides more flexibility to this group of people, which can benefit
from tax relief on higher levels of pension contribution.

Figure 2.29 demonstrates the effective income tax rate paid by H4 in 2006,
before and after the pension changes, assuming a 35% level of pension
contribution. The impact of the change is to reduce the effective income tax
payable by around 2%. This is because, in 2006, relief was available only on
pension contributions up to 25% of income. In 2015, this cap was removed and
replaced with an absolute cap of £50,000 (one of the conditions in Box 2.1
above!?). Before the £50,000 cap is reached (beyond the £200,000 shown here
for a two-person household), the difference in contributions which will attract
relief is 10% of income (35% less the 25% cap applicable in 2006). At a standard
rate of 20%, this is equivalent to a reduction in the effective rate of 2% (20% of
10%).

Figure 2.29 H4: effective income tax rate (35% pension contribution)
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2.10 Income tax summary: 2006 versus 2015

To summarise the changes to income tax, Figure 2.30 shows the effective tax
rate by income level for each of the seven households considered in this report.

Figure 2.30 All households: effective income tax rate in 2015
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Source: Oxera analysis.

14 Less any excess, which applies only to individual income over £150,000.
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Figure 2.31 shows the effective rates in 2006 and 2015 for the two extreme
households, H1 and H4, illustrating the cumulative effect of the changes.

Figure 2.31 H1 and H4: effective income tax rate in 2006 and 2015
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Figure 2.32 shows, for the same seven households, the change in income tax
payable between 2006 and 2015.

Figure 2.32 All households: change in income tax paid, 2006-15
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Source: Oxera analysis.

Figure 2.33 below demonstrates the change in the effective rate between 2006

and 2015.
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3 Social Security

Social Security contributions are payable by employees on all income earned up
to a certain level: the Standard Earnings Limit (SEL). The SEL increased
between 2006 and 2015 from £37,656 to £48,240 as the SEL increased each
year in line with average earnings.

This change is illustrated in Figure 3.1, which shows the marginal rate of
contribution across a range of income levels for a single-person household. This
same pattern arises for a two-person household, but the switch from 6% to 0%
marginal rate will arise at double the income level shown below (i.e. each adult in
the household pays 6% up to the SEL).

Figure 3.1 Social Security contributions: marginal rate
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Figure 3.2  Social Security contributions: effective rate
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As shown in Figure 3.1 and Source: Oxera analysis.

Figure 3.2, in 2006 the effective rate was 6% up to earnings of £37,656, after
which the marginal rate reduces to nil, and hence the effective rate begins to fall
as no additional contributions are made on additional income. The same pattern
arises in 2015, but the drop-off occurs at a higher level of income, the new SEL
of £48,240. At £200,000 income, the effective rate is between 1% and 2% in
both years.
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Figure 3.3 below shows how this change translates into a change in Social
Security payable for a single and married household.

Figure 3.3 Increase in Standard Earnings Limit: change in Social
Security paid
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4 Long-term care contribution

Since 2006 the Government of Jersey has introduced a tax payer contribution
intended to help fund long-term care in Jersey.

In 2015 this contribution was set at a maximum of 0.5% of income for
households paying tax at the standard rate, and 0.65% for those paying at the
marginal rate. Contributions are payable at 0.65/0.5% on all taxable income

(i.e. over and above available exemptions) below an individual’s ‘Upper Earnings
Limit’ (UEL) of £159,624.

Figure 4.1 and Figure 4.2 show the marginal and effective rates of LTC
contribution for a single person household (H1) and a married household (H4).

Figure 4.1 H1 and H4: marginal LTC contribution rate in 2015
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Figure 4.2 H1 and H4: effective LTC contribution rate in 2015
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In all cases, the amount of LTC contribution depends on the underlying income
tax payable by a household (and by an individual for the highest levels of
income). Therefore, the effective rate is influenced by the level of exemptions
and allowances that household is entitled to. This is why the effective rate differs
by household.

Figure 4.3 below shows how much LTC contribution is payable for H1 and H4.
The dotted red lines show the cap on contributions (E798 per person) and the
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dotted grey lines help to identify the change in the gradient of the lines in the
figure (reflecting a move from marginal to standard rate tax).

The cap on contributions of £798 per person is based on 0.5% of the UEL of
£159,624. However, both households are entitled to some tax-free income at the
standard rate. In this case, both households are entitled to tax relief on pension
contributions (which we have assumed are 2.4% of income) and H4 is
additionally entitled to child allowances. Because of this, the LTC contribution
cap of £798 per person is not reached until an income level of ¢.£163,000 for H1
and £333,500 for H4.%%

Figure 4.3 H1 and H4: LTC contribution paid in 2015
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15 Further illustrations of how the LTC contribution was calculated in 2015 can be found on the States of
Jersey website:
https://www.gov.je/SiteCollectionDocuments/Tax%20and%20your%20money/|ID%20LTCContributionDetailC
alculation%2020151127%20jc3.pdf, accessed 16 March 2017.



https://www.gov.je/SiteCollectionDocuments/Tax%20and%20your%20money/ID%20LTCContributionDetailCalculation%2020151127%20jc3.pdf
https://www.gov.je/SiteCollectionDocuments/Tax%20and%20your%20money/ID%20LTCContributionDetailCalculation%2020151127%20jc3.pdf
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5 Goods and Services Tax

A Goods and Services Tax (GST) was introduced in 2008, initially at 3% of
qualifying expenditure, but later increased to 5%. At the time the tax was
introduced, other changes were made to reduce its impact on those at the lower
end of the income scale.

Income support was introduced in 2008 and to offset the additional cost of this
tax the components of income support subject to GST were increased by 3%
when GST came into force later that year. They were increased further when
GST rose from 3% to 5%. In addition, a food costs bonus was introduced to
ensure that those at the lower end of the income scale who were not eligible for
income support and who did not pay income tax would be compensated for an
estimate of the amount of GST payable on food. The food costs bonus increased
again when GST rose from 3% to 5%.

This report does not explicitly consider either income support payments or the
food costs bonus, but the charts in this section and section 6 note that the cost of
GST will be offset to some degree by these receipts for households at the lower
end of the income scale.

To analyse the distributional impact of this tax, we have made assumptions
about the portion of household income that is spent on GST. These assumptions
are based on data provided by the Government of Jersey about the portion of
income spent on GST by income quintile.

The black line in Figure 5.1 shows the quintile data provided to Oxera. It
illustrates that households in the lowest 20% income quintile spend ¢.3.6% of
their income on GST. The households in the highest income quintile spend on
average c.1.6% of their income on GST.

Figure 5.1 GST as a proportion of income
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be offset (in full or in part) by income support and/or food costs bonus receipts.

Source: Oxera analysis.

However, in reality, the average percentage of income spent on GST is likely to
reduce continuously as income increases (generally the propensity to spend, as
opposed to save, reduces as income increases). As such, using this ‘stepped’
data for modelling purposes might produce slightly distorted results. We have
therefore used the quintile data to estimate an underlying linear relationship




Final Assessing the distributional impact of key changes in taxes and contributions between 36
2006 and 2015
Oxera

between household income and the proportion of income spent on GST (based
on a line of best fit'®). However, when we tested what this implied for the actual
expenditure on GST, we observed that, beyond a certain income level
(c.£103,000), actual expenditure on GST appeared to decrease as income
increased.!’ This is shown in Figure 5.2 below.

Figure 5.2  Actual expenditure on GST by income level (£)
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be offset (in full or in part) by income support and/or food costs bonus receipts.

Source: Oxera analysis.

We do not consider a declining profile of expenditure on GST (as suggested by
the light blue line in Figure 5.2, beyond ¢.£103,000) to be a realistic assumption.
Therefore, we made an adjustment to the linear relationship beyond this point.

Specifically, we have assumed that the slope of the line in Figure 5.1 reduces
slightly beyond £103,000.* For income levels up to £200,000, this profile implies
that absolute expenditure on GST increases as income rises.

While the specific nature of the relationship at higher levels of income is difficult
to estimate, we consider this a more realistic approach than using either the
quintile data or line of best fit in isolation. The dotted line in Figure 5.1 and Figure
5.2 above illustrates our overall assumption about the relationship between
household income and spending on GST. Figure 5.3 shows how the effective
rate paid by all household types on GST varies by income.

16 Derived based on a ‘least squares’ estimate.

" This is because, as income increases, a lower percentage of total (rather than marginal) income is
assumed to be spent on GST. Beyond a certain point (at high levels of income), the reduction in GST paid
on current income is greater than the additional amount of GST assumed to be spent on GST as a result of
incremental income.

18 Specifically, the slope of the new line is 40% of that for the line of best fit.
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Figure 5.3

Effective rate (%)
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be offset (in full or in part) by income support and/or food costs bonus receipts.

Source: Oxera analysis.




Final

Assessing the distributional impact of key changes in taxes and contributions between 38
2006 and 2015
Oxera

6 Combining taxes and contributions: income tax,
Social Security, LTC contribution and GST

We now consider all of the taxes and contributions together: income tax, Social
Security, LTC contribution and GST. Income tax in 2015 includes ‘20 means 20’
(including the changes to MITR), lower marginal rate tax, higher exemption
thresholds, an increase in child allowances, and the change in relief for pension
contributions. It does not include the impact of the removal of relief for PMI and
LA premiums (because only a minority of taxpayers were claiming each of these
in 2006), or the introduction of enhanced childcare (because it is assumed that
childcare costs are £3,000 per child, in line with the average).

A recap of the household characteristics is presented in the Figure 6.1.

Figure 6.1 Overview of illustrative households

H1 H2 H3 H4 H5 H6 H7
[ P o o °0 oo e o o
it ™ ™™ T TR
m ™
Single Single Married Married Married Married Single
1 child 2 children 2 children pensioners  pensioner
(one in higher
education)
No £200k £300k £300k £100k No No
mortgage  mortgage mortgage mortgage mortgage mortgage mortgage

Note: Images sourced from www.freepik.com.

Figure 6.2 to Figure 6.8 below compare the taxes and contributions in 2015 to
that of 2006 for each household. The principal features of these graphs are
explained below.

In each case the level of effective tax at the lowest end of the income range
increased between 2006 and 2015. This is principally due to the introduction of
GST, which is assumed to account for approximately 3.5% of income at the
lower end of the income spectrum.

The second feature of the graphs is the fact that the flat part of the chart (for
example, up to about £15,000 in Figure 6.2) is generally longer in 2015. This is a
result of the higher exemptions available at the marginal rate in 2015, and is
most prominent in Figure 6.6 because H5 benefits in particular from the
substantial increase in child allowances for a child in higher education (which
increased from £5,000 to £9,000 for marginal rate tax payers). As a result of this,
some marginal rate tax payers pay a lower effective rate of taxes and
contributions in 2015 than in 2006, at the same level of income.

Beyond the point at which exemptions exceed income (i.e. where the lines begin
to climb), the figures below show a slightly steeper line for 2015 than 2006. This
is because of the introduction of the GST and LTC contribution, which in 2015 is
at a marginal rate 0.65% of income at this point in the figures. However, the
impact of GST and the LTC contribution is partially offset by the reduction in the
marginal rate of income tax from 27% to 26% as well as the increase in
exemptions, as discussed in the next paragraph.

The upwards slopes of the lines for each household vary—in general, the higher
the level of exemptions applicable (shown by the length of the flat part of the
chart), the more slowly the line will rise. This is because additional tax paid at the
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marginal rate as income rises is a smaller portion of total income, the higher the
level of exemptions.

Figure 6.2  H1: effective rate (all taxes and contributions)
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be offset (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.

Each of the lines for 2015 in the figures below also show subtle ‘kinks’. These
relate to the switch from marginal to standard rate tax and the SEL on Social
Security payments. The cap on Social Security payments and the LTC
contribution, and the reducing profile of GST as a percentage of income,
together lead the effective tax rate to reduce slightly at the highest levels of
income. This is most pronounced for H1, as shown in Figure 6.2.

Figure 6.3  H2: effective rate (all taxes and contributions)
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.
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Figure 6.4  H3 effective rate (all taxes and contributions)
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Note: The shaded area indicates that GST paid for households at the lower end of the income

scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.

Figure 6.5 H4: effective rate (all taxes and contributions)
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Note: The shaded area indicates that GST paid for households at the lower end of the income

scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.
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Figure 6.6  HS5: effective rate (all taxes and contributions)
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax').

Source: Oxera analysis.

Figure 6.7  H6: effective rate (all taxes and contributions)
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.
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Figure 6.8
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.

Figure 6.9 to Figure 6.12 show the change in post-tax income between 2006
and 2015, as well as the changes in the effective rate over this period.

Figure 6.9
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\4 WO ;O 90100 110 120 130 140 150 160 170 180 190 200

N~ ~_
X&
\ —
\\

Household income (£'000)
| H1 H2 H3 H4 HS |

Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.
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Figure 6.10 H1-5: change in effective rate, 2006-15
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax').

Source: Oxera analysis.

Figure 6.11

H6 and H7: change in post-tax and contribution income
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be reduced (in full or in part) by income support and/or food costs bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.
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Figure 6.12 H6 and H7: change in effective rate, 2006-15
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Note: The shaded area indicates that GST paid for households at the lower end of the income
scale will be reduced (in full or in part) by income support and/or food cost bonus receipts (see
section 5 ‘Goods and Services Tax’).

Source: Oxera analysis.

As these figures illustrate, the overall impact of the changes to the taxes and
contributions regime appears to have been an increase in taxes and
contributions for households with an income over ¢.£100,000. The absolute
value of additional tax paid generally increases with income level (which would
be expected).

Below income levels of ¢c.£100,000, there are some households, at some income
levels, that would have seen a marginal reduction in their tax bill over this period,
assuming their income did not change—for example, H5 with household income
of between £40,000 and £90,000.

However, it is important to note the limitations of this comparison. As described
in section 1.2 above, this report does not consider inflation, and so the results of
this comparison between 2006 and 2015 should be treated with caution. What
this chart really shows is what taxes and contributions payable in 2006 would
have been if the tax rules were what they were in 2015 or vice versa.
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7 Conclusions

As set out in this report, over the last decade the Government of Jersey has
made a number of changes to the personal income tax and Social Security
system, and introduced both a GST and a contribution to help meet the costs of
long-term care in Jersey.

The impacts of the individual changes made vary in their scale and scope; some
raise the tax bill and some reduce it, and some do both, depending on the
income level of the household in question. As such, it is difficult to digest the
various changes into an overall picture. Nonetheless, some high-level
observations can be made.

First, income tax. Three key changes to the income tax system are helpfully
viewed together: the introduction of ‘20 means 20’, an increase in the
exemptions available to marginal rate tax payers and a reduction in the marginal
tax rate from 27% to 26%. The broad effect of these changes is to reduce the tax
paid by low to middle income earners, and increase the tax payable by higher
income earners.

However, three household characteristics will have a particular effect on the
overall impact of these changes. First, the number of children in a household
(and whether any are pre-school age or in higher education), Second, whether a
household has a mortgage, and, third, the level of pension contributions a
household makes. All of these characteristics alter the impact of the changes
made since 2006. Changes to MITR, in particular, have increased the tax
payable for higher earners with a large mortgage.

In contrast, households with children—especially those with children of pre-
school age or in higher education—experience a significant uplift in the relief
potentially available to them. For all other than the highest earners, pension relief
available on contributions is more generous, which benefits in particular those
making significant pension contributions.

Employees’ social security contributions also increased over this period (as the
Standard Earnings Limit (SEL) increased each year in line with average
earnings), but only for individuals earning above the SEL, which was ¢.£38,000
in 2006. Those earning below this level are unaffected by this change.

A LTC contribution was also introduced over this period to contribute to the cost
of long-term care in Jersey. As this is calculated based on taxable income under
the income tax system and is able to reflect the household characteristics that
are captured by the income tax system, it is a relatively progressive tax), albeit
this is partially offset by the fact that the marginal rate'® of LTC contribution
payable is nil for very high income levels.

In contrast to the other taxes and contributions described in this report, GST is a
tax on expenditure, rather than income. The tax is not dependent on household
characteristics and so tax paid as a percentage of disposable income (which is
not modelled in this report) may vary significantly across household types

Both the LTC contribution and GST have the effect of increasing the effective
tax/contribution rate paid by households at most income levels. As we assume
expenditure on GST (as a percentage of income) reduces as income increases,
the impact of these two taxes in combination is likely to fall as a share of income

19 In this context marginal rate refers to the rate if tax on the last pound earned, rather than the marginal rate
tax system
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as income levels rise. However, as noted above, these changes were introduced
over a period of wider policy reform, which partially offsets this effect.
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A1 lllustrative households

Table A1.1 Household characteristics

Characteristic
Marital status

Adult age 1

Adult age 2
Pensioner?

At least one over 65?
Children?

No. of children in
higher education

No. of children
post age 4

No. of children
pre age 4

Mortgage?

Outstanding mortgage

Medical insurance
Life assurance

Options
Single/Married
<39/40-49/50+
<39/40-49/50+
Yes/No
Yes/No
Yes/No

0-9
0-9

0-9

Yes/No
£0-£300,000
Yes/No
Yes/No

Household 1 Household 2 Household 3 Household 4 Household 5 Household 6 Household 7

Single
<39

No
No
No

0
No
0
No
No

Note: As agreed with the Government of Jersey.

Single
<39

No
No
Yes

0

Yes
£200,000
No

No

Married
<39
<39

No

No

No

0

Yes
£300,000
No

No

Married
40-49
40-49
No

No

Yes

0

Yes
£300,000
No

No

Married
50+
50+

No

No

Yes

0

Yes
£100,000
No

No

Married
50+
50+
Yes
Yes

No

0

No

No
No

Single
50+

Yes
Yes
No
0

0

No

No
No
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WS2 — analysis of number and type of personal irctarpayers 2007-2015 (“the relevant period”)

Review of Personal Tax
Work stream 2 — analysis of number and type of pemal income taxpayers
2007-2015 (“the relevant period”)

1. Executive summary

1.1. The definitions used by the Taxes Office when poiuly taxpayer data are critical to
understanding the analysis provided in this papearl definitions are provided within
this paper.

1.2. Over the relevant period the number in the “Pers®aapayer Base” has increased by
€.1,100 from 60,400 in 2007 to 61,500 in 2015. Qkie relevant period the number in
the “Personal Taxpayer Base” has varied betwee3089jn 2009 and 2014) and 61,500
(in 2015).

1.3. The number of taxpayers in the “Personal TaxpayaseB is broadly driven by two
factors: (i) changes in the Island’s resident papoh; and (ii) decisions taken by the
Taxes Office regarding who should, and who shoolg Ioe issued with a tax return.

1.4. A separate exercise is being undertaken to hetincéle the “Personal Taxpayer Base”
per the Taxes Office to the Island’s resident papaoih per the Statistics Unit.

1.5. As part of its continuing efficiency processesTages Office seeks to reduce the number
of tax returns it issues in cases where it is lyiginlikely that the recipient of the return
will have a positive income tax liability.

1.6. A specific, one off exercise was undertaken by Tagdfice staff to close “Non
Productive Cases” in 2014. This exercise resuted.700 “Non Productive Cases”
being closed. This exercise would therefore hadeiced the “Personal Taxpayer Base”
by ¢.700 in 2014 and later years.

1.7. Over the relevant period the proportion of “Persddian-Taxpayers” has grown slightly.
In 2007 “Personal Non-Taxpayers” comprised 22.2%hef“Personal Taxpayer Base”,
by 2015 this had grown to 24.1%.

1.8. The split of the “Personal Taxpayer Base” betweas ‘tPersonal Taxpayers” and
“Personal Non-Taxpayers” is broadly driven by tbkofwing two factors: (i) changes in
tax rules — in particular changes in income taxngptton thresholds; and (ii) decisions
taken by the Taxes Office regarding who to, and wioto, issue tax returns to.

1.9. Over the relevant period the majority of tax ruteeges agreed by the States Assembly
should have had little or no impact on the splithef “Personal Taxpayer Base” between
the two categories. However where rule changee mapacted on the split, they have
tended to increase the proportion of “Personal Naxpayers”.

1.10. The proportion of “Personal Non-Taxpayers” redufredh 27.2% in 2013 to 24.7% in
2014, it is likely that the one off exercise und&en by Taxes Office staff to close “Non
Productive Cases” was a contributory factor in tecuction.

1.11. Over the relevant period the proportion of “MardiRates Taxpayers” has grown from
68.3% in 2007 to 88.0% in 2015.
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1.12.The split of “Personal Taxpayers” between “StandRate Taxpayers” and “Marginal
Rate Taxpayers” is broadly driven by changes inrtdes. Over the relevant period the
vast majority of tax rule changes agreed by théeStAssembly have tended to increase
the proportion of “Marginal Rate Taxpayers”.

1.13.The marked increases in the proportion of “MargiRate Taxpayers” in 2008, 2009,
2010 and 2011 were most likely a result of the f2@ans-20" policy. As a result of the
“20-means-20” policy a greater proportion of “Perab Taxpayers” found that the
marginal rate calculation (which was not changedthy “20-means-20” policy)
produced the lower tax liability under the Islandisal calculation approach.

1.14. Most “Personal Taxpayers” who were impacted by fi28ans-20” have seen that impact
limited by the existence of the marginal rate ciatton. At some point during the phase
out period these “Personal Taxpayers” found thatntiarginal rate calculation resulted
in the lower tax liability; once this point was ob&d they were not impacted further by
the “20-means-20" policy. These “Personal Taxpsiydransferred from being
“Standard Rate Taxpayers” to “Marginal Rate Taxpsiyas a direct result of the “20-
means-20” policy and paid more income tax.

1.15. The marked increase in the proportion of “MargiRake Taxpayers” in 2014 was most
likely a result of the reduction in the marginak teate from 27% to 26%. As a
consequence of the reduction in the marginal ta® sanumber of “Standard Rate
Taxpayers” found that the marginal rate calculapomduced the lower tax liability under
the Island’s dual calculation approach. These s&w®al Taxpayers” transferred from
being “Standard Rate Taxpayers” to “Marginal Raadayers” as a direct result of the
reduction in the marginal tax rate.
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2. Findings: Taxes Office definitions

2.1. The definitions used by the Taxes Office when pomay taxpayer data are critical to
understanding the analysis provided in this paper.

2.2. A graphical representation of these definitiongrisvided in Appendix A; this graphical
representation aims to aid understanding of howeliefinitions interrelate.

2.3. The “Personal Taxpayer Base” is the summation of the number of “Personal
Taxpayers” and the number of “Personal Non-Taxsyer

2.4. A "Personal Taxpayer” is an individual/married couple/civil partnershipat pays
personal income tax, based on their own liabiltyJersey, for the particular year. A
“Personal Taxpayer” whose liability is less tha® f&r a particular is year is counted as
a “Personal Non-Taxpayer”. “Personal Taxpayersludes:

. Single individuals (counted as one personal taxpaye

. Married couples/civil partnerships (counted aspersonal taxpayer as they do not
have separate tax liabilities).

. Married couples/civil partners that have electedsteparate assessment (counted
as two personal taxpayers as they have separaliahdities).

2.5. A “Personal Non-Taxpayer” is an individual/married couple/civil partnershipo has
been issued with an income tax return and doebfiangt a positive income tax liability
for the tax year, based on the income, allowarnredisfs and deductions for the year.

2.6. The population of “Personal Non-Taxpayers” therefdoes_not include individuals/
married couples/civil partnerships that have na&nbissued with an income tax return,
such as students that register for holiday job psep only and therefore have an income
well below the exemption threshold and other membefr the Island’s resident
population who have not been issued with an incaxeeturn because their income has
consistently been below the exemption thresholdtlaeid specific circumstances dictate
that it is unlikely they will pay tax in the future

2.7. Consistent with “Personal Taxpayers”, “Personal Nampayers” includes:
. Single individuals (counted as one personal nop&ger)
. Married couples/civil partnerships (counted as peesonal non-taxpayer as they
do not have separate tax liabilities).
. Married couples/civil partners that have electedsteparate assessment (counted
as two personal non-taxpayers as they have sepaxdiabilities).

2.8. The population of “Personal Taxpayers” can be bnak@wvn into two groups: “Standard
Rate Taxpayers” and “Marginal Rate Taxpayers”.

2.9. A “Standard Rate Taxpayer” is a “Personal Taxpayer” whose income tax liapikt
calculated by reference to the standard rate cloul (i.e. the taxpayer pays less tax
under the standard rate calculation than undemérginal rate calculation).

2.10. A “Marginal Rate Taxpayer” is a “Personal Taxpayer” whose income tax liapikt

calculated by reference to the marginal rate catmn (i.e. the taxpayer pays less tax
under the marginal rate calculation than undesthadard rate calculation).
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3. Findings: Analysis of available data — “Personal Tapayer Base”

3.1. Data relating to the “Personal Taxpayer Base” ¢her‘relevant period”is provided in
Appendix B.

3.2. Over the relevant period the number in the “Pers®daapayer Base” has increased by
€.1,100 from 60,400 in 2007 to 61,500 in 2015. 1Qkie relevant period the number in
the “Personal Taxpayer Base” has varied betwee30B9jn 2009 and 2014) and 61,500
(in 2015).

3.3. The number of taxpayers in the “Personal TaxpayeseB is broadly driven by two
factors: (i) changes in the Island’s resident papoah; and (ii) decisions taken by the
Taxes Office regarding who should, and who shool Ioe issued with a tax returns.

3.4. A separate exercise is being undertaken to recotiod “Personal Taxpayer Base” per
the Taxes Office to the Island’s resident poputaper the Statistics Unit. Therefore this
paper has been limited to including the followirighhlevel comments on some of the
factors that will necessarily result in the “Perglomaxpayer Base” being smaller than
the Island’s resident population:

. children are counted for population statistics pggs, but are usually excluded
from the “Personal Taxpayer Base”; and

. married couples, and those in civil partnerships, @unted as two people for
statistical purposes, but are deemed to be onayaxpnder the Income Tax Law
and hence counted as one in the “Personal TaxBass"

3.5. It costs the public money to print tax returns hade them posted; it also costs the public
for the completed tax returns to be processedtacesulting notice of assessment issued
and posted. As part of continuing efficiency pssas the Taxes Office therefore seeks
to reduce the number of tax returns it issues sesavhere it is highly unlikely that the
recipient of the return will have a positive incotag liability?.

3.6. As tax returns are processed by Taxes Office 8ialf seek to close what are internally
labelled as “Non Productive Cases”, especiallyhose cases where there is a good
degree of certainty that no future tax liabilitylivarise (e.g. a pensioner with minimal
fixed income and no significant assets). The arhotiime dedicated to this task in any
one year depends on the competing demands on Tdiies staff.

3.7. A specific, one off exercise was undertaken by Sagdfice staff to close “Non
Productive Cases” in 2014. This exercise resuled.700 “Non Productive Cases”
being closed. This exercise would therefore hadeiced the “Personal Taxpayer Base”
by ¢.700 in 2014 and later years.

! For the purposes of this paper the “relevant périmfrom year of assessment 2007 up to and inietuglear of
assessment 2015.

2 This has the additional benefit of reducing thenmistrative burden falling on those taxpayers wahe highly
unlikely to have a positive income tax liabilitygi they do not need to complete an income taxmgtu
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4. Findings: Analysis of available data — proportion & “Personal Taxpayers” vs
“Personal Non-Taxpayers”

4.1. Data relating to the proportion of “Personal Taxgray vs “Personal Non-Taxpayers”
over the “relevant period” is provided in Appendix

4.2. Over the relevant period the proportion of “Persdian-Taxpayers” has grown slightly.
In 2007 “Personal Non-Taxpayers” comprised 22.2%hef“Personal Taxpayer Base”,
by 2015 this had grown to 24.1%.

4.3. The split of the “Personal Taxpayer Base” betwéentivo categories is broadly driven
by the following factors: (i) changes in tax rilesin particular changes in income tax
exemption thresholds; and (ii) decisions takenhsyTtaxes Office regarding who to, and
who not to, issue tax returnso.

4.4. Over the relevant peridhe majority of rule changes in the personal inedax system
should have had little or no impact on the splithef “Personal Taxpayer Base” between
the two categories.

4.5. However where rule changes have impacted on tlitethigly have tended to increase the
proportion of “Personal Non-Taxpayers”. This israastrated in the following table:

Rule changes — likely to_increase Rule changes — likely to_decrease
proportion of “Personal Non-Taxpayers” | proportion of “Personal Non-Taxpayers”
2008: 6.5% increase in income tax 2010: freeze income tax exemption

exemption thresholds (above increases in thresholds
both inflation and average earnings)
2008: increase in child allowance in both | 2014: 1.5% increase in income tax

the marginal and standard rate calculatiopngxemption thresholds (consistent with
inflation but below the increase in averagg

A\1%

earnings)
2009: 5.0% increase in income tax 2015: 1.7% increase in income tax
exemption thresholds (above increases irf exemption thresholds (consistent with
both inflation and average earnings) increase in inflation but below the increasge
in average earnings)
2012: 4.5% increase in income tax 2015: Introduce cap of £15,000 on the

exemption thresholds (consistent with amount of mortgage interest deductible in
increase in inflation but above increase in| the year
average earnings)

2012: increased child care tax relief
available in respect of pre-school age
children

2013: 3.0% increase in income tax
exemption thresholds (consistent with
increase in inflation but above increase in
average earnings)

3 A summary of the significant changes to the peasortome tax system during the relevant periqordsided

in Appendix D.

4 For these purposes it has been assumed that megilstered taxpayers broadly split between “Pedsona
Taxpayers” and “Personal Non-Taxpayers” in the sproportion as the existing “Personal Taxpayer Base

5 Similar analysis of the changes made to the patsanome tax system after the relevant period Hzeen
included in Appendix F for completeness.
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2014: increase in allowance for children in
higher education in the marginal rate
calculation

4.6. Therefore over the relevant period, all other tBifmging equal, the tax rule changes
agreed by the States Assembly should result inptioportion of “Personal Non-
Taxpayers” increasing. This is consistent withdh& provided in Appendix C.

4.7. In particular, all other things being equal, basedhe tax rule changes agreed by the
States Assembly the proportion of “Personal NonpBgers” should increase in every
year with the exception of 2010, 2014 and 2015s i®consistent with the data provided
in Appendix C.

4.8. As noted above, as part of its continuing effickepoocesses the Taxes Office seeks to
reduce the number of tax returns it issues in cegese it is highly unlikely that the
recipient will have a positive income tax liabiliffabelled by the Taxes Office as “Non
Productive Cases”).

4.9. All other things being equal, the closure of “Noroductive Cases” should result in a
decrease in the proportion of “Personal Non-Taxsye

4.10. As noted above, a one off exercise was undertakelrakes Office staff to close “Non
Productive Cases” in 2014. This exercise resuled.700 “Non Productive Cases”
being closed. As outlined in the data providedppendix C, the proportion of “Personal
Non-Taxpayers” reduced from 27.2% in 2013 to 24ii%014, it is likely that the one
off exercise undertaken by Taxes Office staff wasmtributory factor in this reduction.
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5. Findings: Analysis of available data — proportion & “Standard Rate Taxpayers” vs
“Marginal Rate Taxpayers”

5.1. Data relating to the proportion of “Standard Ratexdayers” vs “Marginal Rate
Taxpayers” over the “relevant period” is providedAppendix E.

5.2. Over the relevant period the proportion of “MardiRates Taxpayers” has grown from
68.3% in 2007 to 88.0% in 2015.

5.3. The proportion of “Marginal Rate Taxpayers” incredsnarkedly in the years 2008,
2009, 2010, 2011 and 2014.

5.4. The split of “Personal Taxpayers” between the tvategories is broadly driven by
changes in tax rules.

5.5. Over the relevant peri6dhe vast majority of tax rule changes agreed lay Shates
Assembly have tended to increase the proportidMafginal Rate Taxpayers”. This is
demonstrated in the following table:

Rule changes — likely to_increase Rule changes — likely to_decrease
proportion of “Marginal Rate proportion of “Marginal Rate
Taxpayers” Taxpayers”

2008: 6.5% increase in income tax 2010: Freeze income tax exemption

exemption thresholds (above increases in thresholds
both inflation and average earnings)
2008: Reduction of personal allowance in| 2012: Reduction of tax relief available for
standard rate calculation (“20-means-20" | pension contributions for those with income
measure) above £150,000

2008: Reduction of wife’'s earned income | 2014: 1.5% increase in income tax
allowance in standard rate calculation (“20exemption thresholds (consistent with
means-20” measure) inflation but below the increase in average
earnings)

2008: Reduction of mortgage interest tax | 2015: 1.7% increase in income tax
relief in the standard rate calculation (“201 exemption thresholds (consistent with

means-20” measure) increase in inflation but below the increasge
in average earnings)
2008: Reduction of relief for private 2015: Introduce cap of £15,000 on the

medical insurance premiums in the standaaimount of mortgage interest deductible in
rate calculation (“20-means-20" measure). the year
2009: 5.0% increase in income tax
exemption thresholds (above increases in
both inflation and average earnings)
2009: Reduction of personal allowance in
standard rate calculation (“20-means-20”
measure)

2009: Reduction of wife’s earned income
allowance in standard rate calculation (“20-
means-20” measure)

8 Similar analysis of the changes made to the patsnoome tax system after the relevant period Heen
included in Appendix F for completeness.
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2009: Reduction of mortgage interest tax
relief in the standard rate calculation (“20-
means-20” measure)

2009: Reduction of relief for private
medical insurance premiums in the standard
rate calculation (“20-means-20" measure).

2009: Increase the maximum amount of
relief available for pension contributions to
£50,000

2010: Reduction of personal allowance in
standard rate calculation (“20-means-20"
measure)

2010: Reduction of wife’s earned income
allowance in standard rate calculation (“20-
means-20” measure)

2010: Reduction of mortgage interest tax
relief in the standard rate calculation (“20-
means-20” measure)

2010: Reduction of relief for private
medical insurance premiums in the standard
rate calculation (“20-means-20" measure).

2011: Reduction of personal allowance in
standard rate calculation (“20-means-20"
measure)

2011: Reduction of wife’s earned income
allowance in standard rate calculation (“20-
means-20” measure)

2011: Reduction of mortgage interest tax
relief in the standard rate calculation (“20-
means-20” measure)

2011: Reduction of relief for private
medical insurance premiums in the standard
rate calculation (“20-means-20” measure).

2012: 4.5% increase in income tax
exemption thresholds (consistent with
increase in inflation but above increase in
average earnings)

2012: Increased child care tax relief
available in respect of pre-school age
children

2013: 3.0% increase in income tax
exemption thresholds (consistent with
increase in inflation but above increase in
average earnings)

2013: Removal of remaining tax relief for
life insurance premiums in the standard rate
calculation

2014: Decrease in the marginal tax rate to
26%
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2014: Increase in allowance for children in
higher education in the marginal rate
calculation

5.6. The marked increases in the proportion of “MargiRate Taxpayers” in 2008, 2009,
2010 and 2011 was most likely a result of the “28ams-20" policy. Under the “20-
means-20” policy allowances and reliefs were phased from the standard rate
calculation over a five year period from 2007 td 20

5.7. The impact of this change to the standard rateutaion was that a greater proportion
of “Personal Taxpayers” found that the margina ctlculation (which was not changed
by the “20-means-20" policy) produced the lower bability under the Island’s dual
calculation approach.

5.8. For the avoidance of doubt, the majority of “Perdoraxpayers” were not impacted by
the “20-means-20” policy. Prior to the implemematof “20-means-20” they were
taxed by reference to the marginal rate calculatian the marginal rate calculation
produced the lower tax liability) and they havetoauned to be taxed by reference to the
marginal rate calculation. These “Personal Taxps=y@ere not impacted by the “20-
means-20” policy.

5.9. The minority of “Personal Taxpayers” who were imjgaichave seen their effective tax
rate (i.e. income tax liabilitgivided by taxable incom§ increase, consistent with the
stated aim of the “20-means-20" policy.

5.10. However the majority of “Personal Taxpayers” whorevempacted by “20-means-20"
have seen that impact limited by the existencé®iarginal rate calculation. At some
point during the phase out period these “Persomaapdyers” found that the marginal
rate calculation resulted in the lower tax lialgilibonce this point was reached they were
not impacted further by the “20-means-20” policy.

5.11. These “Personal Taxpayers” transferred from beiStpridard Rate Taxpayers” to
“Marginal Rate Taxpayers” as a direct result of @ means-20" policy and paid more
income tag.

5.12. The marked increase in the proportion of “MargiRate Taxpayers” in 2014 was most
likely a result of the reduction in the marginat tate from 27% to 26%.

5.13. The reduction in the marginal tax rate reducedrtheme tax payable by all “Marginal
Rate Taxpayers”.

5.14. For a number of “Standard Rate Taxpayers” theyddhat the reduction in the marginal
tax rate meant that the marginal rate calculatiadyced the lower tax liability under
the Island’s dual calculation approach.

5.15.These “Personal Taxpayers” transferred from beiStpridard Rate Taxpayers” to
“Marginal Rate Taxpayers” as a direct result of th@uction in the marginal tax rate.

" For the avoidance of doubt, this is not the sama taxpayer’s “ITIS effective rate”. It is notusual for a
taxpayer’s “effective rate” to differ to some degifeom their “ITIS effective rate”.

8 Graphs which help to explain this analysis arevigied in Appendix G. An estimate of the numbetRérsonal
Taxpayers” who converted from being a “StandardeR&ixpayer” to a “Marginal Rate Taxpayer” as a dire
consequence of “20-means-20" has been providegppeAdix H.
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Appendix A
Graphical representation of Taxes Office definitiors
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Appendix B
Data relating to “Personal Taxpayer Base”

Table 1 — “Personal Taxpayer Base”: 2007-2015

13,400 13,600 14,000 14,000 14,300 15,400 16,600 14,800 14,800

47,000 47,500 45,900 46,000 46,500 45,200 44,500 45,100 46,700

60,400 61,100 59,900 60,000 60,800 60,600 61,100 59,900 61,500
Source: Taxes Officerecords

Graph 1 — “Personal Taxpayer Base”: 2007-2015
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Appendix C
Proportion of “Personal Taxpayers” vs “Personal NonTaxpayers”

Table 2 — Analysis of “Personal Taxpayer Base”: 20015

13,400 13,600 14,000 14,000 14,300 15,400 16,600

47,000 47,500 45,900 46,000 46,500 45,200 44,500

14,800 14,800

45,100 46,700

60,400 61,100 59,900 60,000 60,800 60,600 61,100
Source: Taxes Office records

59,900 61,500

Graph 2 — Proportion of “Personal Taxpayers” var§Beal Non-Taxpayers”: 2007-2015

PROPORTION OF PERSONAL TAXPAYERS VS

PERSONAL NON-TAXPAYERS

H Personal non-taxpayers M Personal taxpayers

77.7%

22.3%

% OF PERSONAL TAXPAYER BASE

2007 2008 2009 2010 2011 2012 2013
YEAR OF ASSESSMENT

Source: Taxes Office records
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Appendix D

Significant changes in personal income tax systenylyear of assessment

Year of Assessment 2008

Change in personal income tax system

Impact on typsf taxpayers

6.5% increase in income tax exemption
thresholds (above increases in both inflat
and average earnings)

Exempt taxpayer§
odarginal rate taxpayer$
Standard rate taxpayeds

Reduction of personal allowance in stand
rate calculation (*20-means-20" measure

aMarginal rate taxpayer$
Standard rate taxpayeds

Reduction of wife’'s earned income
allowance in standard rate calculation (2
means-20” measure)

Marginal rate taxpayer$
DStandard rate taxpayeds

Reduction of mortgage interest tax relief i
the standard rate calculation (“20-means-
20" measure)

nMarginal rate taxpayer$
Standard rate taxpayeds

Reduction of relief for private medical
insurance premiums in the standard rate
calculation (“20-means-20” measure).

Marginal rate taxpayer$
Standard rate taxpayeds

Increase in child allowance in both the
marginal and standard rate calculations

Exempt taxpayer$

(split between marginal and standard rate

taxpayers unclear)

Marginal rate and standard rate taxpaygrs

D

Year of assessment 2008 was the second year ah&Ms-20" which involved the phasing
out of allowances in the standard rate calculatian this year the allowances which were
phased out under “20-means-20" were reduced bytleiu20% (in YOA 2008 cumulatively

40% of the allowances had been phased out).

Year of Assessment 2009

Change in personal income tax system

Impact on typs taxpayers

5.0% increase in income tax exemption
thresholds (above increases in both inflat
and average earnings)

Exempt taxpayer§
OMarginal rate taxpayer$
Standard rate taxpayeds

Reduction of personal allowance in stand
rate calculation (*20-means-20" measure

aMarginal rate taxpayer$

Standard rate taxpayeds

Reduction of wife’s earned income
allowance in standard rate calculation (2
means-20” measure)

DStandard rate taxpayeds

Marginal rate taxpayer$

Reduction of mortgage interest tax relief i
the standard rate calculation (“20-means-
20” measure)

NMarginal rate taxpayer$

Standard rate taxpayeds

Reduction of relief for private medical
insurance premiums in the standard rate
calculation (“20-means-20” measure).

Marginal rate taxpayer$
Standard rate taxpayeds

Increase the maximum amount of relief
available for pension contributions to

£50,000

Marginal rate taxpayer$
Standard rate taxpayeds
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down the income distribution who are
unlikely to make additional pension
contributions as a result of this change)

(unlikely to have an impact on those lowe

-

Year of assessment 2009 was the third year of “88nas-20” which involved the phasing out
of allowances in the standard rate calculation this year the allowances which were phased
out under “20-means-20" were reduced by a furtl®8s Zin YOA 2009 cumulatively 60% of

the allowances had been phased out).

Year of Assessment 2010

Change in personal income tax system

Impact on typsf taxpayers

Freeze income tax exemption thresholds

Exempt taxpayers,
Marginal rate taxpayer$
Standard rate taxpayefs

Reduction of personal allowance in stand
rate calculation (*20-means-20" measure

aMarginal rate taxpayer$
Standard rate taxpayeds

Reduction of wife’s earned income
allowance in standard rate calculation (2
means-20” measure)

Marginal rate taxpayer$
DStandard rate taxpayeds

Reduction of mortgage interest tax relief i
the standard rate calculation (“20-means-
20" measure)

nMarginal rate taxpayer$
Standard rate taxpayeds

Reduction of relief for private medical
insurance premiums in the standard rate
calculation (“20-means-20” measure).

Marginal rate taxpayer$
Standard rate taxpayeds

Year of assessment 2010 was the fourth year offid@ns-20" which involved the phasing
out of allowances in the standard rate calculatian this year the allowances which were
phased out under “20-means-20" were reduced bytlheiu20% (in YOA 2010 cumulatively

80% of the allowances had been phased out).

Year of Assessment 2011

Change in personal income tax system

Impact on typs taxpayers

1.1% increase in income tax exemption
thresholds (consistent with increase in
average earnings)

Broadly neutral impact

Reduction of personal allowance in stand
rate calculation (“20-means-20" measure

aMarginal rate taxpayer$
Standard rate taxpayeds

Reduction of wife’s earned income
allowance in standard rate calculation (2
means-20” measure)

Marginal rate taxpayer$
DStandard rate taxpayeds

Reduction of mortgage interest tax relief i
the standard rate calculation (“20-means-

NnMarginal rate taxpayer$
Standard rate taxpayeds

20" measure)
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Reduction of relief for private medical
insurance premiums in the standard rate
calculation (“20-means-20” measure).

Marginal rate taxpayer$
Standard rate taxpayeds

Year of assessment 2011 was the fifth and finat p¢420-means-20” which involved the
phasing out of allowances in the standard rateutaion — in this year the allowances which
were phased out under “20-means-20” were reducea Wyrther 20% (in YOA 2011

cumulatively 100% of the allowances had been phaséd

Year of Assessment 2012

Change in personal income tax system

Impact on typs taxpayers

4.5% increase in income tax exemption
thresholds (consistent with increase in

inflation but above increase in average
earnings)

Exempt taxpayer§
Marginal rate taxpayer$
Standard rate taxpayeds

Increased child care tax relief available in
respect of pre-school age children

Exempt taxpayer§
Marginal rate taxpayer$
Standard rate taxpayeds

Reduction of tax relief available for pensic
contributions for those with income above
£150,000

Marginal rate taxpayer$
Standard rate taxpayefs

Year of Assessment 2013

Change in personal income tax system

Impact on typsf taxpayers

3.0% increase in income tax exemption
thresholds (consistent with increase in

inflation but above increase in average
earnings)

Exempt taxpayer$
Marginal rate taxpayer$
Standard rate taxpayeds

Removal of remaining tax relief for life
insurance premiums in the standard rate

Marginal rate taxpayer$
Standard rate taxpayeds

calculation

Year of Assessment 2014

Change in personal income tax system

Impact on typs taxpayers

1.5% increase in income tax exemption
thresholds (consistent with inflation but
below the increase in average earnings)

Exempt taxpayers,
Marginal rate and standard rate taxpayers
(split between marginal and standard rate
taxpayers unclear)

Decrease in the marginal tax rate to 26%

Marginal rate taxpayer$
Standard rate taxpayeds

Increase in allowance for children in highé
education in the marginal rate calculation

2IExempt taxpayer$
Marginal rate taxpayer$

Standard rate taxpayeds
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Year of Assessment 2015

Change in personal income tax system Impact on typs taxpayers
1.7% increase in income tax exemption | Exempt taxpayers,
thresholds (consistent with increase in Marginal rate and standard rate taxpaykrs
inflation but below the increase in average (split between marginal and standard rate
earnings) taxpayers unclear)

Introduce cap of £15,000 on the amount ofExempt taxpayers,

mortgage interest deductible in the year | Marginal rate taxpayer$

Standard rate taxpayefs
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Appendix E
Proportion of “Standard Rate Taxpayers” vs “Marginal Rate Taxpayers”

Table 3 — Analysis of “Personal Taxpayers”: 200720

32,100 36,800 37,400 38,500 39,700 38,500 38,200 39,800 41,100

14,900 10,700 8,500 7,500 6,800 6,700 6,300 5,300 5,600

47,000 47,500 45,900 46,000 46,500 45,200 44,500 45,100 46,700
Source: Taxes Office records

Graph 3 — Proportion of “Standard Rate Taxpayess'Marginal Rate Taxpayers”: 2007-
2015

STANDARD RATE TAXPAYERS VS MARGINAL
RATE TAXPAYERS

B Marginal m Standard

% OF PERSONAL TAXPAYERS

2007 2008 2009 2010 2011 2012 2013 2014 2015
YEAR OF ASSESSMENT

Source: Taxes Office records
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Appendix F

Significant changes in personal income tax system ¥ears of Assessment 2015 — 2017

Year of Assessment 2016

Change in personal income tax system

Impact on typsf taxpayers

0.9% increase in income tax exemption
thresholds (consistent with increase in

inflation but below the increase in averagg
earnings)

Exempt taxpayerd,

Marginal rate and standard rate taxpayers

2 (split between marginal and standard rate
taxpayers unclear)

D

Reduction of child allowance and addition
personal allowances in the standard rate
calculation (1 year of 3 year phase out
period)

aMarginal rate taxpayer$
Standard rate taxpayeds

Increased child care tax relief available in
respect of pre-school age children

Exempt taxpayer§
Marginal rate taxpayer$
Standard rate taxpayeds

Reduce the BIK exemption from £1,000 tc
£250

) Exempt taxpayerd,
Marginal rate taxpayer$

Standard rate taxpayefs

Year of Assessment 2017

Change in personal income tax system

Impact on typs taxpayers

1.5% increase in income tax exemption
thresholds (consistent with inflation but
below the increase in average earnings)

Exempt taxpayers,

Marginal rate and standard rate taxpayers

(split between marginal and standard rate
taxpayers unclear)

Increase the second earner’s allowance t
£5,000

D Exempt taxpayer$
Marginal rate taxpayer$
Standard rate taxpayeds

Reduce the cap on the amount of mortga
interest deductible in the year to £13,500

JExempt taxpayers,

Marginal rate taxpayer$
Standard rate taxpayefs

Increased child care tax relief available in
respect of pre-school age children

Exempt taxpayer$
Marginal rate taxpayer$

Standard rate taxpayeds

These changes have been analysed in a consistenémna that shown in paragraph 4.5 below:

Rule changes — likely to_increase
proportion of “Personal Non-Taxpayers”

Rule changes — likely to_decrease
proportion of “Personal Non-Taxpayers”

2016: Increased child care tax relief
available in respect of pre-school age
children

2016: 0..9% increase in income tax
exemption thresholds (consistent with
increase in inflation but below the increas
in average earnings)

2017: Increase the second earner’s
allowance to £5,000

2016: Reduce the BIK exemption from
£1,000 to £250
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2017: Increased child care tax relief
available in respect of pre-school age
children

2017: 1.5% increase in income tax

exemption thresholds (consistent with
inflation but below the increase in averagg
earnings)

2017: Reduce the cap on the amount of
mortgage interest deductible in the year t(
£13,500

These changes have been analysed in a consistenémna that shown in paragraph 5.5 below:

Rule changes — likely to_increase
proportion of “Marginal Rate
Taxpayers”

Rule changes — likely to_decrease
proportion of “Marginal Rate
Taxpayers”

2016: Reduction of child allowance and
additional personal allowances in the
standard rate calculation®{{ear of 3 year
phase out period)

2016: 0.9% increase in income tax
exemption thresholds (consistent with
increase in inflation but below the increas
in average earnings)

2016: Increased child care tax relief
available in respect of pre-school age
children

2016: Reduce the BIK exemption from
£1,000 to £250

2017: Increase the second earner’s
allowance to £5,000

2017: 1.5% increase in income tax

exemption thresholds (consistent with
inflation but below the increase in average
earnings)

A\1%4

O

D

2017: Increased child care tax relief
available in respect of pre-school age
children

2017: Reduce the cap on the amount of
mortgage interest deductible in the year t(

O

£13,500
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Appendix G
Graphs to help explain impact of “20-means-20” on mportion of “Standard Rate
Taxpayers” vs “Marginal Rate Taxpayers”

Details of the Household: Married, no children,joatorking (pay split equally), all income is
earnings, £300,000 of mortgage debt with 5% intees’

Graph 4 — Year of Assessment 2006 (pre “20-meafiseffective tax rate: marginal rate,
standard rate and actual effective tax rate

2006 Year of Assessment
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9 Broadly consistent with Household 3 included wittie Oxera Report “Assessing the distributionglamt of
key changes in taxes and contributions between 26662015” with the exception of pension contribos.
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Graph 5 — Year of Assessment 2011 (completion @r2ans-20" effective tax rate:

marginal rate, standard rate and actual effecixadte
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Explanation of graphs:

For income levels below c.£63,000€ blue zone) this household was not impacted by
“20-means-20” (i.e. it did not increase their inatax liability).

For example, at a household income level of £50,000
o In 2006 the household’s income tax liability watcakated by reference to the
marginal rate calculation and resulted in an effediax rate of 6.92%
o In 2011 the household’'s income tax liability waglanged, still calculated by
reference to the marginal rate calculation andltieguin an effective tax rate
of 6.92%

For income levels between ¢.£63,000 and c.£143(0@0pink zone) this household
was impacted by “20-means-20” (i.e. it did increthsar income tax liability). At these
income levels the household “converted” from behaging its tax liability calculated
by reference to the standard rate calculation toniyaits tax liability calculated by
reference to the marginal rate calculation and paode tax.

For example, at a household income level of £10D,00
o0 In 2006 the household’s income tax liability watcatated by reference to the
standard rate calculation and resulted in an eWfetax rate of 14.38%
o0 In 2011 the household’s income tax liability watcatated by reference to the
marginal rate calculation and resulted in an eiffediax rate of 16.96%

10 Adopting the same approach as Oxera, to aid cabpity the exemption thresholds and household imeo
have remained at 2006 levels in this graph — thipshto identify the specific impact of “20-mear®-2
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* For income levels above c.£143,0@0e(green zone) this household was impacted by
“20-means-20” (i.e. it did increase their income liability). At these income levels
the household had its tax liability calculated eference to the standard rate calculation
throughout and paid more tax.

* For example, at a household income level of £15D,00
o0 In 2006 the household’s income tax liability watcatated by reference to the
standard rate calculation and resulted in an eWfetax rate of 16.25%
o In 2011 the household’s income tax liability watcatated by reference to the
standard rate calculation and resulted in an eWfetax rate of 20.00%
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Appendix H
Estimate of number of “Personal Taxpayers” who conerted from being a “Standard
Rate Taxpayer” to “Marginal Rate Taxpayer” as a corsequence of “20-means-20”

An estimate of the number of “Personal Taxpayergdwonverted from being a “Standard
Rate Taxpayer” to a “Marginal Rate Taxpayer” asraal consequence of “20-means-20” has
been sought utilising the following methodology:

* ldentify all “Standard Rate Taxpayers” in year s§@ssment 2006 (i.e. pre-“20-means-
207);

» Complete the dual calculation approach on their62@Xable income but apply the
2011 rules (i.e. post-“20-means-20”) regardingah@vances available in the standard
rate calculation (i.e. leaving all other partsiué talculation based on the 2006 rules);
and

* Determine the number of “Standard Rate Taxpayehs} gonvert to being a “Marginal
Rate Taxpayer” as a consequence of this chandpe icaticulation.

Under this methodology it is estimated that apprately 10,000 taxpayers converted from
being a “Standard Rate Taxpayer” to a “MarginaleRBaxpayer” as a direct consequence of
“20-means-20".

The production of a similar estimate based on #heense methodology (i.e. identify all
“Marginal Rate Taxpayers” in year of assessmentl201d apply the 2006 rules (i.e. pre-“20-
means-20") regarding the allowances availableastndard rate calculation to determine the
number of “Marginal Rate Taxpayers” who converb&ing a “Standard Rate Taxpayer” as a
consequence of this change in the calculation) evbala useful check of the above estimate;
however it is not possible to produce this furtestimate with the modelling tools currently
available to the Taxes Office.
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Review of Personal Tax
Work stream 3 — paper outlining legal and policy casiderations around the
(dis)incentivisation of profit retention

Background

1.

The majority of Jersey resident companies are stifjecorporate income tax at 0%9%o
Companies”).

The existence of “0% Companies” together with a 28% of personal income tax creates
two broad incentives amongst Jersey resident iddals:

* Incentive 1: there is an incentive to incorporatding and investment activities,
provided the individual is in a financial situatiéo distribute less than the annual
trading profits/investment income accruing in toenpany

* Incentive 2: for those whose trading/investmenivis have been incorporated,
provided that they are in a financial situatiomtoso, there is an incentive to distribute
less than the annual trading profits/investmenbine accruing in the company

From the introduction of “0% Companies” until 31d@enber 2011 these incentives were
reduced through the application of the “deemeddéind” and “full attribution” rules.

The “deemed dividend” rules applied in the contxirading companiés Broadly they
meant that any Jersey resident individual sharenaelduld be treated (deemed) as having
received a dividend of 60% of their share of thebde profits of the 0% trading company,
on which they would pay income tax personally. &heunt deemed could be reduced by
paying actual, taxable dividends to the shareholdiin a specified time period.

As a consequence of the “deemed dividend” rules @%mpanies” could be used to defer
60% of trading profits for a short-period (depermpom factors such as company accounting
dates) and a maximum of 40% of taxable profitsddonger-period of time. For the
avoidance of doubt, under the “deemed dividendgsubx could only ever be deferred to
a later date; as any untaxed profits would evehtis taxable on the earliest of one of a
number of “trigger events”.

The “full attribution” rules applied in the contexf investment holding companfes
Broadly they meant that where a Jersey residentichaal held shares in a 0% investment
company, for tax purposes the individual was treakereceiving their share of the income
arising in the company directly. For example, MoXned 100% of the shares in Jersey
Co Ltd (an investment company); Jersey Co Ltd oglmsres in ABC Plc on which a
dividend is paid. Under the full attribution rublds X had to include that ABC Plc dividend
income in his personal tax return and pay tax @s if it had arisen to him directly.

As a consequence of the “full attribution” rulesiadividual could only defer investment
income for a short-period (depending on factorsiagccompany accounting dates).

1 The term “trading company” is defined in paragr&mio Schedule Al of the Income Tax (Jersey) La6119
2 Defined as companies other than “trading comp&aied collective investment funds. The full attrilon rules
also specifically applied to personal services canigs.
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In 2010 these rules (both the “deemed dividend”“&mdattribution” rules) were found to
be harmful by the EU under the Code of ConductBosiness Taxation and, under the
good neighbour policy, a decision was taken thatrtihes should be repealed. They were
repealed with effect from 31 December 2011.

. With effect from 1 January 2013 rules have beenothiced which: (i) broaden the
definition of “distribution”; and (ii) ensure th#te distributions made by “0% Companies”
are matched first and foremost against any prafigng in the company and subject to tax
at 096. These rules seek to prevent “0% Companies” foeing used for the avoidance
or inappropriate deferral of Jersey income taxdrgdy resident individual shareholders

10.However Jersey resident individual shareholdef®# Companies” are only subject tax

when they receive a distribution. Where no distiitn is made, there is no taxable amount
for the Jersey resident individual shareholdeetdate on their personal income tax return.

11.Therefore the two incentives outlined in paragrambove continue to exist as at the date

of this paper.

12.Both the incentives identified above primarily riésa deferral of tax (i.e. the individual

does not pay tax on the trading profits/investmecdme in the year they accrue, but in a
later year when they are distributed). Howeves @cknowledged that:

» the period of this deferral is uncertain and wil Betermined in each case by the
financial position and choices made by the “0% Canyl/Jersey resident individual
shareholder; and

» if distributions are deferred until a Year of Ass@ent in which the individual recipient
is not subject to income tax in Jersey (e.g. thexelemigrated from the Island), Jersey
tax on those trading profits/investment income wit be payable

International comparison

13.Jersey is not unusual in maintaining a corporatenme tax rate which is lower than the

rate of personal income tax. Appendix A compdnegap rate of personal income tax with
the standard rate of corporate income tax for ed¢che OECD countries. This analysis
shows that in all but 4 OECD countridbe standard corporate income tax rate is lower
than the top rate of personal incoméftakence the tax systems in the remaining 31 OECD
countriesprima facie create the same incentives as are created inyJerse

14.The largest differential between the top rate ofspeal income tax and the standard

corporate income tax rate is 33% in Slovenia.

3 Under this matching concept any distribution éated first and foremost as having been made arnyoprofits
subject to tax at 0% in the company. Thereforghéoextent that such profits exist, distributiavi be fully
taxable on any Jersey resident individual recipient

4 Furthermore the intermediary services vehicle\*)Jules were introduced with effect from 1 Janp2013 to
prevent any tax advantage accruing through theofipersonal services companies. Up to 31 Dece2bét
such arrangements had been taxed under the “fiib@ton” rules.

5> Per the analysis in Appendix A the Czech RepulSjgain and Switzerland have a higher standardafate
corporate income tax than the top rate of persomtalme tax, whilst in Estonia the standard rateaporate
income tax and the top rate of personal incomeataxhe same.

8 It is further noted that the analysis in Appendixnly captures the central/federal personal tée&sraharged;
the highest personal tax rate actually suffered beincreased by state/local personal income taxes.
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15. Another 5 countries (including the UKhave larger differentials between the top rate of
personal income tax and the standard corporatemniedax rate than the 20% differential
existing in Jersey.

UK differential and anti-avoidance legislation

16.From 1922 onwards the UK has maintained some fofmanti-avoidance legislation
designed to prevent shareholders from obtainirkativantage through the retention of
profits in a closely-controlled compahsather than distributing those profits.

17.From 1965 to 1989 that legislation took the formapportionment to shareholders of a
shortfall in distributions (e.g. similar in natuiethe “deemed dividend”/“full attribution”
rules applicable previously in Jersey). The impafcthat legislation was significantly
reduced in 1980 with the exclusion of trading ineorftom apportionment. The
apportionment provisions were then abolished attowgen 1989.

18.1n place of the apportionment provisions, much morgted anti-avoidance legislation
targeting “close investment-holding companies” weaoduced.

19.There is no requirement for close investment-hgdiompanies to distribute all or any of
their income and the only consequence where a cmynisaa close investment-holding
company is that the small profits rate of corpamatiax is not available to such a company;
furthermore from 1 April 2015 this restriction isa@lemic as there is only one rate of UK
corporation tax for all companies.

20.Hence despite the significant differential betwé#esntop rate of personal income tax and
the standard corporate income tax rate in the Wkces2015 there is no anti-avoidance
legislation that applies to prevent the retentibprofits in closely-controlled companies.

Tax incentives offered in other jurisdictions

21.A number of jurisdictions offer specific tax incems in order to encourage companies to
reinvest profits rather than distribute them tartkeareholders (i.e. they actively encourage
the retention of profits within corporate structjre This is ordinarily achieved in one of
two ways:

* The tax liability of the company itself is redud®gallowing a deduction for the amount
reinvested (or a proportion thereof) from the greofitherwise taxableor

» The shareholder, or parent company, is given ancefaf the tax paid by the local
enterprise up to a stated proportion of the amaeinvested; allowing the refunded tax
to be reinvested either in the original company thade the profits or in some other

qualifying companif

22.These incentives are ordinarily available in thateat of trading companies, rather than
investment companies.

"The UK has already announced its intention to cedbe standard rate of UK corporate income tab78b by
1t April 2020.

8 A company held by a small number of shareholders.

9 Offered for example in Malaysia and Romania.

10 As have been offered for example in China.
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23.Other jurisdictions have at times used “split-tstems” to incentivise the retention or the
distribution of profits by companies. In a sphite system different corporate income tax
rates are applied depending on whether profitsedegned or distributed.

24. A split-rate system was utilised by the UK in thezipd immediately after World War 1l to
encourage the formation of capital within the cogbe sector and restrain personal
consumption by disincentivising distributions byaoting a significantly higher tax rate on
distributed profits than on retained profits. Feamitilised a split-rate system for a similar
purpose between 1989 and 1991.

25.Conversely a split-rate system was utilised by Gerynuntil relatively recently which
sought to encourage the distribution of profitotlgh charging a lower corporate income
tax rate on distributed profits than on retaineafis.

26.Malta has a unigue tax system. Companies in Ma#aubject to corporate income tax at
35%. However Malta offers (subject to certain dbads) tax refunds on distributed
profits which have suffered tax in Malta. In orderqualify for a refund, the profits must
be distributed either to non-resident shareholdets a Maltese holding company wholly
owned by non-residents.

27.The rates of the tax refund are: 6/7 of the Malteesepaid on the distributed profits
(effective tax rate in Malta is only 5% in this es5/7 of the Maltese tax paid when the
dividend is distributed from passive interest gralties; 2/3 of the Maltese tax paid when
the distributed dividend is derived from foreigrusmed income that was relieved from
double taxation. In the context of non-residendérgholders the Maltese tax system
therefore incentives the distribution of profits.

Interaction of corporate income tax and personzbnme tax

28.Depending on the taxation of distributions from @amies (in particular whether a tax
credit is available to the individual recipient the underlying corporate income tax paid
by the company) a jurisdiction’s overall tax systeray discourage: (i) the incorporation
of activities, and (ii) the distribution of corpoegrofits, because the final overall effective
tax rate suffered by the individual recipient maytigher than if they had carried on those
activities personally (i.e. not through a corporstieicture). This is the case in a number
of jurisdictions which operate what is known asctas$sical tax system” which gives no
credit for the underlying corporate income tax paid

29.The United States and the Netherlands have a fcldsx system” in which dividend
income is taxed at the shareholder’s full margipatsonal tax rate. Other countries,
including Australia, have an ‘imputation systenm,which there is an explicit tax credit
against personal income tax on dividend incomedognition of tax paid on the underlying
profits at the corporate level. Many EU countriesjuding the UK, tax dividend income
at lower personal tax rates than other sourcesooine.

Conclusion
30. This international comparison indicates:

» Jersey, in common with most OECD jurisdictions, meins a standard corporate tax
rate that is lower than the top rate of personadine tax.
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There is no globally accepted approach as to wh&lkesystems should encourage the
retention of profits within companies or alternativ encourage the distribution of
profits to shareholders. Different jurisdictionavie adopted different approaches at
different times depending on the specific policysiderations applicable at that time.
Different jurisdictions may also adopt a differeqproach to trading companies than
they adopt to investment companies; particularlgsely-controlled investment
companies.

Despite the larger differential in the UK betwe&e top rate of personal income tax
and the standard corporate income tax rate, sinégril 2015 there are no anti-
avoidance rules operating in the UK to preventrétention of profits in companies.

Policy considerations

Non-Jersey specific considerations

31.In determining a jurisdiction’s corporate incomea tate, policy makers are balancing a
number of competing objectives including (but notited to):

raising the required amount of revenue to fundpifevision of public services in the
jurisdiction;

raising that required amount of revenue from theilable taxation sources in the
jurisdiction;

supporting the economy; and

maintaining the integrity of the overall tax syst@re. not providing opportunities for
taxpayers to reduce their liabilities)

32.When determining corporate income tax rates theh-legel advice from global
institutions/leading economic institutes to poliogkers is that corporate income taxes are
harmful to economic growth.

33.For example the OECD have stated: “Corporate inctares are the most harmful for
growth as they discourage the activities of firrhattare most important for growth:
investment in capital and productivity improvements addition, most corporate tax
systems have a large number of provisions thateta& advantages for specific activities,
typically drawing resources away from the sectarsvhich they can make the greatest
contribution to growth

34.The European Commission have recently stated: rdtibee suggests that corporate and
personal income tax have a strong negative impagrowth while consumption taxes, in
particular recurrent taxes on immovable propertyfaund to be less harmful to growt}.”

11 See http://www.keepeek.com/Digital-Asset-Managementésxation/tax-policy-reform-and-economic-
growth/growth-oriented-tax-policy-reform-recommetidas 9789264091085-3-en#page8

12 See Tax Policies in the European Union - 2016 Surv
(https://ec.europa.eu/taxation customs/business/aoyafax/tax-good-governance/eu-semester/tax-pslicie

european-union-2016-survey )en
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35.Whilst a report of the Institute of Fiscal Studiess stated: “There are two key results in
the economic literature on taxation in small opeon®emies that may be helpful in
understanding recent developments in corporatamedaxation, as the world economy in
general, and financial markets in particular, hbgeome more integrated. The first states
that source-based taxes on income from capita¢delly a small open economy are not
borne by the owners of capital, but are fully gdfbnto relatively immobile workers. The
second states that it is inefficient to impose setrased taxes on income from capital in
small open economies?

36.The Institute of Fiscal Studies report concludesit‘is clear that there is a powerful force
towards lower corporate tax rates applying in opesnomies that is not present in closed
economies, and it is no surprise that corporatedtes should have fallen as economies
have become more open to trade and capital floms,aa capital markets have become
more integrated. There is a coherent argumentcthattries will do better by complying
with these forces than by trying to resist them.”

37.Consistent with this conclusion over the recent pagorate income tax rates across the
globe have generally reduced. Appendix B outliaeslysis showing the standard
corporate tax rates in the OECD countries in 2I@M8 and 2015. Of the 34 OECD
countries listetf, 1 country had the same corporate income taxima?2©€00 and 2015; 2
countries had increased their corporate incomedtx between 2000 and 2015 and the
remaining 31 countries had reduced their corparai@me tax rate.

38.lIt is also of note that the period covered by thalgsis included the financial crisis and the
pressure on public finances that the crisis causathny OECD countries.

39.However the advice to cut corporate income taxsreteaveated by the need to maintain
the integrity of the overall tax system.

40.For example the OECD have stated: “However, lowgerthe corporate tax rate
substantially below the top personal income tag cain jeopardize the integrity of the tax
system as high-income individuals will attempt tbelter their savings within
corporations.*

41.The authors of the Mirrlees Review stated: “Moreeggally, the form and structure of the
corporate income tax should be consistent withftme and structure of the personal
income tax, and with policy choices for the taxatod savings in particular. The system as
a whole should not present individuals with glaropportunities to avoid taxation of their
income from savings simply by holding their weailthcorporate form, nor should it
penalize individuals who choose to save and intlestugh direct holdings of company
shares.*®

42.We can find no evidence in the literature reviewé@ recommended or ideal corporate
distribution ratio (i.e. the amount of corporateoffis that should be distributed to

13 See Corporate Income Taxes and Investment: A Catipa Study
(https://www.ifs.org.uk/docs/bertlesmann.pdf

1 This analysis was produced by the OECD in advasfckatvia becoming a full member of the OECD,
explaining why the analysis in Appendix A coversc®aintries whilst the analysis in Appendix B onbwers 34
countries.

5 See http://www.keepeek.com/Digital-Asset-Managementésxation/tax-policy-reform-and-economic-
growth/growth-oriented-tax-policy-reform-recommetidas 9789264091085-3-en#page8

16 See Taxing Corporate Income Chapter 17 of Tax legidh (final report from the Mirrlees Review)
(https://www.ifs.org.uk/uploads/mirrleesreview/desithl7.pdf
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shareholders on an annual basis); the literaturgewed is silent on this issue.
Correspondingly, as noted above in the internatiooenparison section of this paper,
different jurisdictions have incentivised the distition or the retention of corporate profits
at different points in time.

Jersey specific considerations

43.In determining the Island’s standard corporate mmedax rate, policy makers have been
strongly influenced by the need for the corporat®me tax regime to support the Island’s
economy.

44.In order to support the Island’s economy, Jersegdaeto offer tax neutral corporate
vehicles in an internationally compliant manneheEero/ten regime delivers that offering
in a simple, transparent way and has been foube taternationally compliant.

45, Jersey’s corporate tax regime prior to the zerofegyime, broadly consisting of taxable
companies where there was local ownership and exeonppanies where there was non-
local ownership (positively discriminating in favoof non-residents), although better at
maintaining the integrity of the domestic tax syst@as found to be “harmful” by the EU.
The implications for the Island of maintaining afmful” regime were such that policy
makers determined that a change to the zero/temeegas in the best interests of the
Island.

46.0n the introduction of the zero/ten regime policgkers were aware of both the change in
the burden of taxation (i.e. the shift from corgertaxation to personal taxation) and the
challenge it would pose to the integrity of the mlletax system. To help address the
challenge to the integrity of the overall tax syst¢he “deemed dividend” and “full
attribution” rules were introduced in partnershiphathe zero/ten regime.

47.However when these rules were subsequently fourzk ttharmful” by the EU, policy
makers determined that maintaining the zero/temmegvithout the “deemed dividend”
and “full attribution” rules was the best courseaofion irrespective of the challenge to the
integrity of the overall tax system this created.

48.Subsequent to the removal of the “deemed dividemd! “full attribution” rules, policy
makers have introduced the “distribution rulestrimimise the opportunity for avoidance
and inappropriate deferral on personal income tax.

49. In determining whether any further steps can berta& improve the integrity of the overall
tax system, policy makers are acutely aware ohtedl to maintain the availability of tax
neutral corporate vehicles in an internationallgpnpiant manner.

50.1t is of note that both Guernsey and the Isle ohMave adopted similar policy responses,
initially implementing measures that sought to reim the integrity of the overall tax
system but removing, and not directly replacinggnthwhen those measures were
subsequently found to be “harmful”.
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Legal considerations

51.Under Art 134A of the Income Tax (Jersey) Law 19a@he Comptroller of Taxes has the
power to make assessments/additional assessmetussiders appropriate to prevent the
avoidance or reduction of Jersey income tax.

52. Although each case depends on its own facts (ancelthis cannot be treated as a form of
general clearance) the Comptroller of Taxes woubd ordinarily seek to raise an
assessment/additional assessment under Art 134Aewdnelersey resident individual
incorporates a Jersey resident company; nor whdersey resident company defers the
distribution of profits to a Jersey resident indival shareholder.

17 Article 134A has been reproduced in Appendix C.
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Appendix A

Comparison of corporate income tax rates and pers@ income tax rates — OECD

countries

Table 1 — personal and corporate tax rates in OE@Dtried®

Country Top rate personal | Standard corporate Differential
income tax income tax rate
Australia 45.00% 30.00% 15.00%
Austria 50.00% 25.00% 25.00%
Belgium 50.00% 33.99% 16.01%
Canada 29.00% 26.80% 2.20%
Chile 40.00% 24.00% 16.00%
Czech Republic 15.00% 19.00% (4.00%)
Denmark 23.08% 22.00% 1.08%
Estonia 20.00% 20.00% Nil
Finland 31.75% 20.00% 11.75%
France 45.00% 34.43% 10.57%
Germany 45.00% 30.18% 14.82%
Greece 42.00% 29.00% 13.00%
Hungary 16.00% 19.00% 3.00%
Iceland 31.80% 20.00% 11.80%
Ireland 40.00% 12.50% 27.50%
Israel 50.00% 25.00% 25.00%
Italy 43.00% 31.29% 11.71%
Japan 45.00% 29.97% 15.03%
Korea 38.00% 24.20% 13.80%
Latvia 23.00% 15.00% 8.00%
Luxembourg 40.00% 29.22% 10.78%
Mexico 35.00% 30.00% 5.00%
Netherlands 52.00% 25.00% 27.00%
New Zealand 33.00% 28.00% 5.00%
Norway 25.15% 25.00% 0.15%
Poland 32.00% 19.00% 13.00%
Portugal 48.00% 29.50% 18.50%
Slovak Republic 25.00% 22.00% 3.00%
Slovenia 50.00% 17.00% 33.00%
Spain 22.50% 25.00% (2.50%)
Sweden 25.00% 22.00% 3.00%
Switzerland 13.20% 21.15% (7.95%)
Turkey 35.00% 20.00% 15.00%
United Kingdom 45.00% 20.00% 25.00%
United States 39.60% 38.92% 0.68%

Source: OECD.Sats: Personal tax rates extracted from Table 1.1. Central government
personal income tax rates and thresholds; Corporate tax rates extracted from Table I1.1
Corporate income tax rates (extracted February 2017)

18 Only includes centralffederal tax rates; the tateractually suffered may be increased by statd/loc
personal/corporate income taxes.
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Appendix B
Trends in global corporate tax rates — OECD analysi

Graph 1 — OECD corporate income tax rates (%) sti06®
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19 Seehttp://www.oecd-ilibrary.org/taxation/tax-policyfmm-in-the-oecd-2016_9789264260399-en
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Appendix C
Article 134A of the Income Tax (Jersey) Law 1961

134A Power of Comptroller to make assessment to prent avoidance of income taise4

(1)

(2)

3)

If the Comptroller is of the opinion thdttet main purpose, or one of the main
purposes, of a transaction, or a combination oreseof transactions, is the

avoidance, or reduction, of the liability of anyrgen to income tax, the

Comptroller may, subject as hereinafter providediken such assessment or
additional assessment on that person as the Cdiepironsiders appropriate to

counteract such avoidance or reduction of liahility

Provided that no assessment or additional assesshalh be made under this
Article if the person shows to the satisfactiorired Comptroller either —

(@) that the purpose of avoiding or reducimgpility to income tax was not the
main purpose or one of the main purposes for wttiehtransaction, or the
combination or series of transactions was effeated,;

(b) that the transaction was a bona fide cororaketransaction, or that the
combination or series of transactions was a batedombination or series
of transactions and was not designed for the perpbavoiding or reducing
liability to income taxgss!

The provisions of this Law shall apply toyaassessment or additional assessment
made under this Article as if it had been madeurspance of Part 5.

Without prejudice to the generality of pgnaph (2), any person who is aggrieved
by any assessment or additional assessment matie person under this Article
shall be entitled to appeal to the Commissionergherground that —

(@) the avoidance, or reduction, of the liapitf that person to income tax was
not the main purpose, or one of the main purpadese transaction, or the
combination or series of transactions;

(b)  the transaction was a bona fide commertiahsaction, or that the
combination or series of transactions was a batedombination or series
of transactions and was not designed for the perpbavoiding or reducing
liability to income tax; or

(c) that the person has been overcharged byasisessment or additional
assessment,

and all the provisions of this Law relating to aplseagainst any assessment shall
apply to any appeal made under this Article

Page 11 of 11



WS3 — scope for estimating the quantum of proétained within “O companies” and owned by Jerssident
individual (natural person) shareholders

Review of Personal Tax

Work stream 3 — scope for estimating the quantum gbrofits retained within
“0% companies” and owned by Jersey resident individal (natural person)
shareholders

Introduction
1. In order to produce an estimate of the quantunmrafitp retained within 0% companies
ultimately owned by Jersey resident individual shatders ‘Relevant Companies’) two

pieces of information are required:

* The amount, or a reasonable estimate of the amofiptofits accruing in “Relevant
Companies” for each year of assessment; and

* The amount, or a reasonable estimate of the amofuhistributions made by “Relevant
Companies” from the profits identified above whd#re recipient is subject to Jersey
personal income tax

Information piece one: amount of profits accruingRelevant Companies”

2. 2008 is the last year of assessment for which #peed Office systematically collected
accounts and tax computations from all Jersey eesicompanies.

3. In subsequent years of assessment the Taxes @#fsceontinued to systematically collect
accounts and tax computations from all Jersey easidompanies with a positive tax
liability in their own name (i.e. companies subjext positive rate of tax either on all of
their profits — i.e. utility companies and finarics@rvices companies — or on a particular
stream of their profits — e.g. property Jerseyakcwmpanies).

4. In subsequent years of assessment the Taxes Offisenot systematically collected
accounts and tax computations from “Relevant Congsarfwith the exception of those
“Relevant Companies” which are subject to a positigte of tax on a stream of their
profits). This is because these companies coultane a positive tax liability in their own
name; being subject to tax at 0% on all of thewfips.

5. In subsequent years of assessment the Taxes Offisereceived, either voluntarily
provided or in response to specific requests madind Taxes Office, accounts and tax
computations from a number of “Relevant Companie$he Taxes Office has utilised
these documents to check the declarations madeeomdividual shareholder’s personal
tax return.

6. Where the Taxes Office has received documentsisnaty (i.e. as outlined in paragraph
5), the amount of profits accruing in the compang hot been captured within the Taxes
Office’s IT systems. The documents received ahg available on the relevant paper files.

7. Therefore 2008 is the last year of assessment ichithe Taxes Office holds compléte
and retrievable data regarding the amount of aiitcruing in “Relevant Companies”.

1 E.g. a distribution to an intermediate holding pamy would need to be excluded.
2 As at that time.

Page 1 of 4



WS3 — scope for estimating the quantum of proétained within “O companies” and owned by Jerssident
individual (natural person) shareholders

8. Inlight of the period of time that has elapsed@siB008, the value of this data in estimating
the amount of profits accruing in “Relevant Comgeaiiiin recent years is very limited;
particularly because:

» 2008 predated the impact of the financial crisisiclv had an impact on both corporate
profits and investment returns;

* Due to the transition of companies to a current @ais of assessment, the assessable
profits of many companies for the 2008 year of sssent were calculated by reference
to an average of the profits accruing in the finaingeriods ending in 2007 and 2008;
and

* This data takes no account of what has happendtetgopulation of “Relevant
Companies” in the intervening period (e.g. new @Raiht Companies” established;
existing “Relevant Companies” liquidated)

9. lItis therefore not considered appropriate to hee2008 year of assessment profits data for
the “Relevant Companies” in existence at that tbmeestimate the amount of profits
accruing in “Relevant Companies” in much later geafrassessment.

10.From the 2009 year of assessment to the 2011 yemsessment Jersey applied a set of
rules known as the deemed distribution/full attridy rules. Under these rules some or all
of the profits of “Relevant Companies” could be med to arise on the Jersey resident
individual shareholder(s) (“a deemed distribution”)

11.As the deemed distribution wps ma facie based on the amount of profits accruing in the
“Relevant Company” there is the potential thatdngount deemed on the Jersey resident
individual shareholder(s) could be utilised tomstie the amount of profits accruing in the
“Relevant Company”.

12.However the rules for calculating the amount deenteedirise on a Jersey resident
individual shareholder were complicated, including:

» Different rules were applied in the context of tregdcompanies, where a maximum of
60% of the profits could be deemed to arise on lbesey resident individual
shareholder(s), to investment companies, whermthemum was 100% of the profits;

* The amount deemed to arise could be altered bgastydividends paid within a certain
specified period;

* In the final year of the rules more than 12 morahgrofits could be included in the
deeming calculatiot and

* Where there was more than one ultimate individealeficial shareholder, the profits
would be apportioned amongst those sharehdliders

3 Broadly depending on what accounting reference dithin the year the company had adopted.
4 Non-resident individual shareholders were noteciip Jersey tax under the deemed distributidrdftribution
rules.
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WS3 — scope for estimating the quantum of proétained within “O companies” and owned by Jerssident
individual (natural person) shareholders

13. Therefore in the majority of cases it is unlikeiyat the deemed distribution shown in the
personal tax return of a Jersey resident indivighareholder would begual to the profits
accruing in the underlying “Relevant Company”.

14.Furthermore when processing the personal tax retafrthose taxpayers with deemed
distributions and/or cash dividends from Jerseydezd companies, the name of the
company was not captured within the Taxes Offi¢€ systeni.

15.Therefore to attempt to produce some analysis ef grofits accruing in “Relevant
Companies” from the deemed distributions showrhin personal tax return of a Jersey
resident individual shareholders would requiregnificant manual process, requiring the
retrieval and analysis of the paper files for alits shareholders.

16.In light of the fact that the deemed distributieh®wn in the personal tax returns of Jersey
resident individual shareholders are likely to lve umreliable estimate of the profits
accruing in the underlying “Relevant Companies” #mel period of time that has elapsed
since 2011; undertaking such an exercise doesepoésent a good use of limited Taxes
Office resources.

17.In summary, the Taxes Office does not hold compmlata on the amount of profits accruing
in “Relevant Companies” since the 2008 year of smsent. In light of the period of time
that has elapsed, it is considered that the 2008 idatoo out of date to be used in this
context. The profits data the Taxes Office doekl ham “Relevant Companies” for
subsequent years of assessment is incomplete amut iseld in a format that is easily
retrievable or analysable. The deemed distributiata held by the Taxes Office is an
unreliable estimate for profits accruing in “Relatvaompanies”, is increasingly out of date
and is not held in a format that is easily retrldeaor analysable.

18. Therefore the first piece of information requiredestimate the quantum of profits retained
within “Relevant Companies” is not available andg, such, an estimate cannot be
completed at this time.

Next steps

19. The Taxes Office amended the corporate incomeetax for the 2015 year of assessment
(and all subsequent years of assessment) suclRbekvant Companies” are required to
declare their taxable proffts

20.Since the 2014 year of assessment companies havedidiged to file their corporate
income tax return online, making data retrieval estraightforward.

21.Corporate income tax returns for the 2015 yearsgskssment were due on or before 31
December 2016.

22.Therefore complefecurrent and accurate data regarding the amouyprioits accruing in
“Relevant Companies” should have been verifiedthed produced in a format that could
be subject to further analysis by the end of Q17201

5 The name of the company paying distributions tegleresident individual shareholders has beenuozegfrom
the 2013 year of assessment onwards.

8 Even though these profits are subject to tax ab@%he company.

7 Subject to “Relevant Companies” complying withitHiing obligations.
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23.1t is therefore proposed that all activities, witle exception of the retrieval and analysis of
data relating to the distributions made by “Relév@ompanies” to Jersey resident
individual shareholders (i.e. information piece ynare paused until such time as this data
becomes available.
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Tax compliance framework — Consultation document

Subject of this
consultation:

Scope of this
consultation:

Who should read
this:

Duration:

Lead official:

How to respond:

After consultation:

The consultation examines the tax compliance framework,
particularly the penalties for error, avoidance, and evasion. It also
discusses administrative penalties for failing to file and pay, and
covers the introduction of charging late payment interest on tax
debts.

Views are invited on the proposed changes to the tax compliance
framework. We would also welcome comments on related matters
that are not explicitly covered in this document.

We would like to hear comments from anyone who is affected by
these proposed changes, including individuals, businesses,
employers, tax agents and accountants, and representative
bodies.

The consultation will run for 12 weeks from 27 March 2017 to 16
June 2017.

Tom Queree, Legislation and Policy Manager, Taxes Office

Taxes Office
PO Box 56
The Parade
St Helier
JE4 8PF

Note that it is our intention to be able to publish responses. Please
indicate if you do not wish your comments to be published.

A summary of responses will be presented to Ministers to inform
the way ahead. The States Assembly will consider draft legislation
in 2017, 2018, and 2019.
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1. Introduction

1.1.

1.2.

1.3.

1.4.

1.5.

1.6.

The Taxes Office is responsible for administering both the Income Tax (Jersey) Law
1961 (the “Income Tax Law”) and the Goods and Services Tax (Jersey) Law 2007
(the “GST Law”). The Income Tax Law is especially outdated in its compliance
provisions, and the two laws frequently set out different sanctions for the same non-
compliant behaviours.

In order to modernise and harmonise the two laws, the Comptroller of Taxes has
advocated a new Taxes Administration Law. The timeline for the new law envisages
its introduction in January 2020. This timeline is dependent on the successful
implementation of the new taxes IT system, which will allow us to administer our
compliance framework much more effectively, and enable us to move more Taxes
Office functions online. For example, we expect personal taxpayers to be able to file
their tax returns online in 2019 or 2020, followed a year later by corporates. The shift
to an online environment will enable us to process and understand data more quickly.
An increasing amount of correspondence will also be undertaken online, meaning less
paper and faster resolutions to problems for taxpayers.

There are some compliance measures that do not rely heavily on new technology —
particularly consideration of ‘behavioural’ penalties for providing incorrect information.
A behavioural penalty is where the behaviour of the taxpayer will determine the level
of penalty available. For example, deliberately avoiding one’s obligations will result in
a higher penalty than where the behaviour has been careless. The Taxes Office is
proposing that Ministers and the States Assembly consider introducing these
measures by January 2018, immediately following the closure of the 2017 Taxes
Disclosure Opportunity.

Another key theme of this consultation document is the move away from a reliance
on criminal penalties, which are costly to enforce and can only be levied by a court, to
a civil penalty regime. The Taxes Office rarely uses its criminal powers — primarily
because the process is expensive and time consuming — so the move to civil penalties
will allow the Comptroller to administer penalties more efficiently and Jersey to recover
the costs of hon-compliant taxpayer behaviour.

This document discusses the broader ‘compliance framework’, that is, the legal and
regulatory framework, in addition to internal policies and processes, in which the
Taxes Office conducts its compliance activities. For the avoidance of doubt,
references in this document to ‘tax’ also refer to Long Term Care (LTC) contributions,
which the Taxes Office collect on behalf of the Social Security Department. The
document makes recommendations and poses questions for further discussion.

In introducing a civil penalty regime, careful consideration will have to be given to
safeguarding the appeal rights of those affected by the penalties. While we seek views
on safeguarding in this document, we are also requesting advice from the Law
Officers’ Department.
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1.7. Following the conclusion of this consultation, the Taxes Office will submit its final
proposals to the Minister for Treasury and Resources, for consideration for Budgets
2018 and 2019.
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2. Incorrect declaration penalties

Background

2.1.

2.2.

2.3.

2.4,

2.5.

Article 137 of the Income Tax Law sets out the penalties for fraudulently or negligently:

(a) Delivering an incorrect statement under Article 16 (i.e. a tax return);

(b) Making an incorrect statement, return or declaration in connection with
any claims for any allowance, deduction or relief; and

(© Delivering incorrect accounts.

If a person commits an offence under Article 137, they will be liable to a fine, or a fine
and imprisonment (where the offence is committed fraudulently). These are criminal
penalties, so require a criminal investigation to be carried out by the Taxes Office
and/or the Police, and resulting fines can only be levied by a court. But in many cases
where a person has made an incorrect statement negligently, it may not be
appropriate to prepare a court case: for example, where the costs of preparing a case
exceed the potential additional revenue to be gained; or where it is obvious there was
no criminal intent.

It is our proposal to move away from the current reliance on these criminal sanctions.
Whilst we intend to undertake an increasing number of compliance interventions in
the near future, we do not wish to take up valuable court time when the taxpayer’'s
behaviour does not warrant it. A shift towards a civil penalty regime will allow the
Comptroller to levy penalties more quickly and ultimately recover the cost of non-
compliant behaviour.

Currently, where the Taxes Office wishes to impose a penalty for an incorrect
declaration, without taking criminal action, it relies on the power contained in Article
137(4), which allows the Comptroller to accept a ‘pecuniary settlement’ instead of
instituting court proceedings. One of the main benefits of using Article 137(4) is that it
allows the Taxes Office’s compliance team to bring investigations to a swift
conclusion.

The disadvantage of this approach is that any resulting penalty charged on a person
are not calculated transparently, because the Taxes Office does not publish its
methodology for calculating what is termed ‘penalties and interest’. We consider that
taxpayers and Taxes Office staff would benefit from clear policies and guidance that
set out when and why penalties are chargeable, and how they are calculated.

Behavioural penalties

2.6.

Most tax administrations throughout the world charge incorrect return penalties based
on the behaviour of the person concerned. Appendix A of this document shows
examples of behavioural penalties from a number of jurisdictions. While they differ,
the common theme is that the level of penalty is determined by the taxpayer’'s
behaviour. We recommend adopting the international best practice of applying
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2.7.

2.8.

behavioural civil penalties for incorrect declarations made to the Taxes Office, to be
in place by January 2018. This will have immediately followed the closure of the 2017
Disclosure Opportunity, which will have given all taxpayers the opportunity to correct
previous under-declarations.

We consider there should be a clear distinction between penalties where a taxpayer’'s
behaviour ranges from carelessness to a deliberate intention to evade tax. There
should be no penalties for a taxpayer who has made an innocent error.

In formulating a behavioural penalty matrix for Jersey to achieve that aim, Table 2.1
provides a transparent framework that clearly delineates defined types of behaviour.
The category of negligence has purposefully been avoided, because it can often blur
the boundary with deliberate behaviour.

Table 2.1 — Percentage penalties for an incorrect declaration

Behaviour | Standard Definition
penalty*

Innocent 0% Reasonable care has been taken

error

Careless 20% Not taking the care that a reasonable person in same
circumstances would take

Grossly 50% High degree of carelessness and disregard for

careless consequences. More likely than not to result in wrong
tax

Deliberate 100% Intentional disregard for the law; fully aware of tax
obligation

*Penalty is a percentage of the potential lost revenue. The potential lost revenue is the additional amount
of tax that is due or payable as a result of correcting the inaccuracy.

Question 1: Do you agree with the broad categories of behaviour, and the associated standard
penalties? If not, what other categories would be more appropriate? Particular regard should
be had to the tables in Appendix A.

2.9.

2.10.

2.11.

We consider that Comptroller should have the power to increase or decrease the
standard penalty. Significant reductions should be available for voluntary disclosures,
in order to promote better voluntary compliance. Penalties should also be reduced
where good cooperation has been demonstrated by the taxpayer under enquiry,
whereas a penalty might be increased if it is a repeat offence.

Clear internal guidelines for Taxes Office staff would be agreed and published to
ensure consistency. The guidelines should provide examples, and set out
circumstances under which reductions and increases on the standard penalty would
be allowed.

Table 2.2 expands on Table 2.1. It provides further detail, including penalties for
repeat offences of up to 50% more than the standard penalty. It also makes a
distinction where a taxpayer has made a voluntary disclosure, in order to incentivise
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2.12.

recalcitrant taxpayers to do the right thing. The definition of a voluntary disclosure is
when the person making the disclosure has no reason to believe that the Taxes Office
has discovered or is about to discover the incorrect statement.

Table 2.2 — Detailed percentage penalties for an incorrect decl  aration

Behaviour Standard Max. Voluntary disclosure
penalty penalty (minimum penalty)

Innocent 0% 0% 0%

Careless 20% 30% 0%

Gross 50% 75% 15%

carelessness

Deliberate 100% 150% 30%

*Penalties are a percentage of potential lost revenue. The potential lost revenue is the additional amount
of tax that is due or payable as a result of correcting the inaccuracy.

The graph below (Table 2.3) shows the decrease in the proposed penalties where
the defined behaviours are demonstrated.

Table 2.3
Penalties for incorrect returns
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Question 2: Do you consider the proposed increases and reductions to the standard penalty
to be appropriate? What increases and reductions would you propose instead?

Criminal offences

2.13. Although the majority of cases will be dealt with under the new civil penalty regime, it

will be appropriate to continue to take certain cases to court. We envisage that cases
where repeated non-compliance has taken place, and in serious cases of tax fraud,
we will work collaboratively with the Joint Financial Crimes Unit (JFCU), to investigate
criminality.
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Definition: Joint Financial Crimes Unit

The main purpose of the Joint Financial Crimes Unit (JFCU) is to combat
economic crime, including fraud, money laundering and terrorist

financing. Its three functions are:

* The Island’s Financial Intelligence Unit (FIU)
* Financial Crime Investigations; and
* Asset Recovery.

Investigations into suspected fraud

2.14.

2.15.

2.16.

In the UK, in cases where a criminal investigation has not been started, HM Revenue
and Customs (HMRC) is able to investigate using the (COP9)
investigation of fraud procedure. The recipient of a COP9 notice is given a time-limited
opportunity to make a full disclosure. If HMRC does not consider the recipient to have
made a full disclosure, they may begin a criminal investigation that could result in
prosecution.

We recommend a Jersey-equivalent to COP9, and do not envisage having to make
any changes to the law in order to introduce it.

To compensate for the shift towards civil penalties and away from criminal (which
would naturally fall into the public domain), the Taxes Office is also considering
whether to propose to Ministers and the States Assembly the option to deny
anonymity in cases where a taxpayer has accepted a civil penalty in respect of very
serious tax evasion.

Question 3: In principle, do you support the denial of anonymity in cases where a taxpayer
has accepted a civil penalty in respect of very serious tax evasion? Comments are welcomed
on the definition of ‘very serious tax evasion’.
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3. Administrative penalties

3.1.

3.2.

3.3.

Administrative penalties are different from penalties for making an incorrect
declaration. They are aimed at encouraging better compliance in respect of submitting
returns and information, and at paying promptly.

Taxpayers should be discouraged from missing deadlines with penalties that are
consistent and easy to understand. Currently there are various provisions across the
different tax types that set out different penalties for similar actions. Some are civil
penalties administered by the Taxes Office, whereas others are criminal penalties that
can only be dealt with by a court.

Table 3.4 at the end of this section summarises the proposed changes.

Penalty units

3.4.

3.5.

We propose to introduce a fixed ‘penalty unit' (PU) that equates to a fixed sum of
money. All references in the tax laws would refer to PU, which themselves could be
governed by regulations, similar to the criminal Standard Scale of Fines. This would
make it quicker and easier to adjust the level of penalties over time, most likely by the
Comptroller by Direction, or by Ministerial Order.

We recommend an initial PU of £50. All further references to fixed penalties in this
document will refer to PU.

Question 4: Do you agree that the introduction of a ‘penalty unit’ is appropriate? We welcome
comments on any issues that you envisage with a penalty unit regime.

Failure to register (income tax, ITIS, and GST)

3.6.

Although a ‘new taxpayer’ is required to provide the Comptroller with certain
information within one month of commencing employment,* there are no specific
enforcement provisions contained in the relevant article.

Definition: ‘New taxpayer’

A person who first commences employment or becomes a sub-
contractor, in Jersey, on or after 1 January 2006; or

A person who returns to Jersey and takes up employment on or after 1
January 2015, after having been non-resident in Jersey for at least one
year of assessment immediately before returning.

1 Income Tax Law, Article 41H

10
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3.7.

New residents are currently required to register with the Social Security Department,
which in turn informs the Taxes Office. Therefore, we do not consider it necessary to
introduce either enforcement powers in respect of Article 41H, or a separate
registration requirement and associated penalty for failing to register, solely for tax
purposes. Instead, we propose to maintain only the requirement for individuals to
furnish the Taxes Office with a tax return, when they are chargeable to income tax
(see section on failure to file tax returns, below).

Question 5: Do you agree that it is unnecessary to introduce a separate registration
requirement and associated penalty, solely for tax purposes?

3.8.

3.9.

3.10.

We do not consider there to be a significant risk in capturing new business
registrations, as there are sufficient reporting mechanisms in place, via the Social
Security Department and the Jersey Financial Services Commission.

With regard to ITIS, an employer (or building contractor) must notify the Comptroller
within one month of becoming an employer, or they will have committed an offence
and be liable to a level 3 fine (£10,000).2 We do not consider this to be proportionate
to the offence, and propose to introduce a civil penalty of at least 12 PU (£600), for all
employers, irrespective of the number of employees it has.

The GST law provides for a penalty for failing to notify the Comptroller when the
£300,000 turnover threshold is reached.® The penalty is currently the higher of £200
and 10% of the relevant GST. We recommend increasing the penalty to at least 12
PU (£600), but to maintain the ad valorem 10% element.

Question 6: Do you agree that the increase (to £600) of the penalty for failing to register, either
as an employer or for GST, is appropriate? If not, what penalty do you consider to be more
appropriate?

3.11.

Where an individual has a level of income such that the process of issuing a tax return
and completing an assessment is considered poor value for money, the Taxes Office
will write to the individual informing them their file is being closed and to contact the
Taxes Office if their income situation changes (in excess of inflation). Since there is
currently no enforcement action available to the Taxes Office, we recommend
introducing a legal obligation either (i) to notify the Comptroller of an increase in
income, or (ii) furnish a tax return where the income warrants it. We also recommend
a tax-geared penalty in the event an individual fails to do so.

Question 7: Do you agree that the legal onus should be on the taxpayer, rather than the
Comptroller, to take the appropriate steps when the circumstances alter to the extent that a
return is required (for example, after the Comptroller has closed the taxpayer file)?

2 Income Tax Law, Article 19A
3 GST Law, Article 73

11



Tax compliance framework — Consultation document

Failure to file a return

3.12.

3.13.

3.14.

3.15.

3.16.

There are three main types of return that the Taxes Office requires throughout the
year: tax returns (personal and corporate income tax); employer ITIS returns; and
GST returns. Each will be dealt with in turn below.

Failure to file: Personal tax returns

Personal income tax returns submitted late attract a one-off penalty of £250.* We
recommend increasing the initial personal tax return penalty to 6 PU (£300). This
increase is in line with inflation (the previous increase being in 2009). We propose to
maintain the current abatements available in the Income Tax Law® that reduce the
penalty under certain circumstances, for example when a person is not ultimately
liable to tax.

A tax-geared penalty for the late delivery of personal tax returns was considered, i.e.
the higher the tax liability, the higher the penalty. However, some taxpayers would
inevitably be less likely to understand the financial consequences of late submission,
so in the interests of simplicity and clarity, we considered an initial fixed penalty to be
fairer.

Once the deadline for submission has passed, there is currently little incentive for a
taxpayer to submit the return. In order to drive better compliance, taxpayers who have
missed the initial deadline should be incentivised to furnish the return by a daily or
monthly charge that increases the longer the failure to deliver the return continues.

We suggest a monthly penalty of one PU (£50) that begins one month after the original
deadline date, for a maximum of 11 months. The maximum penalty would therefore
plateau at 17 PU (£850), and from that point would attract interest (see Section 4) and
would be subject to legal action.

Question 8: Is an initial penalty of 6 PU (£300), followed by monthly penalties of one PU (£50)
per month, an appropriate sanction for late personal income tax returns? If not, what
alternatives, such as daily penalties or tax-geared penalties, do you consider to be more
appropriate?

3.17.

The Income Tax Law allows the Taxes Office to take legal action against a person
who has not submitted returns.® This is a power that the Taxes Office uses
infrequently, with the last case going to court in November 2010.” The amount of
reminders that were sent to the taxpayer, along with the delay in commencing legal
action, was specifically criticised in the judgment in AG v da Silva, which stated: “an
excessive number of reminders spread over a long period is doing no one any
favours.”

4 Income Tax Law, Article 17A
5 Income Tax Law, Article 17A (3) and (4)
6 Income Tax Law, Article 136

7
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3.18.

3.19.

3.20.

We therefore propose a policy to begin the process of bringing legal action when a
person has not submitted an income tax return up to 12 months following the original
filing deadline. This would go some way to addressing the concerns raised in the da
Silva judgment.

Failure to file: Company income tax returns

The current penalty for a company filing a late return is the same as for personal
income tax returns (£250), but the filing deadline is 31 December in the year following
the year of assessment. We propose an initial penalty of 6 PU (£300), followed by
monthly penalties of 2 PU (£100), for a maximum of 11 months. We consider the
higher monthly penalties for companies, in comparison to individuals, to be
proportionate.

We also recommend mirroring the proposed policy for personal income tax returns,
with regard to taking legal action where a return has not been submitted up to 12
months following the original filing deadline.

Question 9: Do you agree that the additional monthly penalties (of £100) for late company
income tax returns are appropriate? If not, what further penalties would be more appropriate?

3.21.

3.22.

3.23.

3.24.

Failure to file: ITIS returns

An employer has two separate duties in respect of its employees: (1) they must deduct
monies from their employees and remit the deductions to the Taxes Office; and (2)
they have to submit an ITIS return to the Taxes Office every month, detailing each
employee’s wage and the ITIS deducted (if any).® This sub-section discusses ITIS
returns, rather than the remittance of deductions, which is covered later.

While the failure to remit employees’ ITIS deductions is the more serious offence, the
failure to submit an ITIS return can still create significant problems. If an employer
fails to submit a return, the employee is not allocated the ITIS credit, regardless of
whether the employer has actually remitted the monies. This can result in the Taxes
Office unnecessarily pursuing payment, or issuing inaccurate balances. It can also
cause unnecessary distress to a taxpayer.

If an employer fails to file an ITIS return, they are subject to the provisions of Article
136, which means a court can impose an unlimited criminal fine, and a further level 2
fine (£1,000) for each day the failure continues.

The Income Tax Law states that employers must submit ITIS returns by “the time
limited by the notice”.® This limitation is unclear, especially so when employers are
filing returns online, and allows the Comptroller to determine the filing deadline at his

8 Income Tax Law, Article 20
9 Income Tax Law, Article 20
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discretion. We therefore recommend including in the law a clear 15 day deadline for
the submission of ITIS returns.

3.25. While the majority of employers demonstrate good compliance, there are a minority
who persistently miss deadlines, often failing to submit returns for extended periods
of time. Non-compliant employers also create a significant and disproportionate
amount of additional work for the Taxes Office. There are no civil penalties available
to use in respect of a non-compliant employer.

3.26. We consider that the Taxes Office needs to be able to apply civil penalties to
employers who miss the monthly filing deadline, in common with most jurisdictions.

3.27. The first option is to charge a fixed penalty in respect of any employer who fails to file
on time, which would bring us into line with Guernsey. If this option is chosen, we
recommend a fixed penalty of 6 PU (£300).

3.28. However, employers can vary in size, from sole traders with one or two occasional
employees, to multinational companies with many hundreds of staff and dedicated
payroll teams. In comparison to a late personal tax return, therefore, the argument for
a fixed penalty for a late ITIS return is weaker.

3.29. An alternative option is to break down employers into four categories: micro, small,
medium, and large. The number of employees per category is based on the current
Labour market statistics, produced by the Statistics Unit.1° Applying a greater penalty
to larger employers is justified because their non-compliance affects more people,
and it is reasonable to expect a higher standard from companies that have dedicated
payroll teams. An initial penalty would be applied if a return is not submitted on time,
in accordance with Table 3.1.

Table 3.1 — Initial p enalties for employers fil ing late ITIS returns, by no. of

employees

Employer size No. of employees Initial penalty
Micro <5 2 PU (£100)
Small <20 5 PU (£250)
Medium <100 10 PU (£500)
Large 100+ 20 PU (£1,000)

* Level of penalty to be defined in primary law
* Four categories of employer size to be defined by Ministerial Order

Question 10: In respect of late ITIS returns, is it reasonable to introduce penalties for
employers based on the number of employees it has, rather than having a fixed penalty? Is
the proposed penalty table (3.1) fair?

3.30. It is not clear whether a geared penalty alone would be sufficient to deal with the
majority of non-compliant employers; it could be a first step. There is an option also

10
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to impose daily or monthly penalties, in line with the proposed penalties for personal
income tax returns.

Question 11: Do you agree that it is fair to introduce a daily or monthly penalty in addition to
the initial penalty for late ITIS returns? If not, what alternatives do you propose?

3.31. We are considering incentivising compliance by waiving a ‘first offence’ penalty. If an
employer has submitted the previous 12 months’ ITIS returns on time, then its first
failure thereafter should not attract an initial penalty. The first failure would reset the
employer’s compliance history ‘clock’ to zero. A second or further failure within a 12
month period would then attract a penalty.

Question 12: We invite views on the principle of waiving ‘first offence’ penalties for employers,
and whether consideration should be given to a broader implementation of this principle.

3.32. Taking inspiration from the Social Security Department, consideration has also been
given to permit the Taxes Office to contact directly the employees of an employer who
fails to file ITIS returns on time. Contact could be made after an employer has failed
to submit a return for 2 consecutive months. This would have the effect of creating
bottom-up pressure on employers.

Question 13: Do you agree that the Taxes Office should be permitted to contact directly
employees in cases where an employer has failed to submit ITIS returns? Is a non-compliant
period of 2 months appropriate?

Failure to file; GST returns

3.33. GST returns are usually submitted quarterly. If a business submits a GST return late,
it is liable to a £50 “surcharge” on the amount of GST it is required to pay in respect
of the period to which the return relates.!

3.34. Given that businesses are only required to register for GST when their turnover
exceeds £300,000, we are of the view that the current £50 surcharge is too low to be
an effective disincentive to not filing. The simplest option is to increase the fixed
penalty to a figure that is more likely to have a deterrent effect, for example 12 PU
(£600). This figure is double the proposed penalty for the late filing of a personal
income tax return.

3.35. There is a second option: to differentiate GST late return penalties in relation to the
size of the business, in a similar way to the ITIS proposals, above. Rather than
penalties being based on number of employees, however, it would be logical to
categorise businesses according to turnover, and levy larger penalties on larger non-
compliant businesses, as demonstrated in Table 3.2. Research would have to be
conducted to determine the appropriate banding of small, medium, and large
businesses.

11 GST Law, Article 74
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Table 3.2 — Penalties for GST registered businesses filing late quarterly GST

returns
Business size Turnover (example) Initial penalty
Small <£600,000 8 PU (£400)
Medium <£1,500,000 16 PU (£800)
Large £1,500,000+ 24 PU (£1,200)

Question 14: In respect of late GST returns, do you consider (1) a fixed penalty; or (2) a
differentiated penalty based on turnover, to be likely to be more effective and/or proportionate
to the non-compliant behaviour?

3.36. As with employer ITIS returns, it is unclear whether a higher initial penalty alone will
deter persistent offenders. It is therefore prudent to consider introducing additional
monthly penalties in cases of continued non-compliance.

Question 15: In respect of late GST returns, do you agree there should be further monthly
penalties, in addition to the initial penalty, when the failure continues? Are there any other
options, such as daily penalties, you think we should consider?

3.37. If a company does not file its GST returns on a quarterly basis, we propose to
apportion the penalties. For example, a business filing on a monthly basis would
receive a penalty of one-third of the quarterly penalty; a business filing on an annual
basis would receive a penalty 4 times the quarterly penalty.

Failure to pay

3.38. This section deals with the provisions available to the Taxes Office in the event that a
taxpayer fails to make a payment on time. It does not cover the charging of late
payment interest, which is included in section 2 of this paper.

Failure to pay: Personal income tax

3.39. Currently, if a personal or corporate taxpayer fails to pay their income tax liability on
time they are subject to a late payment surcharge of 10%.2 This is not applied when
an outstanding balance is below £50, or in cases where a taxpayer pays 70% or more
of their liability by ITIS.

3.40. With reference to personal income tax, the two main problems with the current
arrangements are: (1) only non-ITIS taxpayers (i.e. mainly self-employed and
pensioners, both of whom pay their tax by way of two lump sum payments each year)
are subject to the surcharge; and (2) the flat 10% penalty is a one-off charge, so like
the late filing penalty, there is little incentive for a taxpayer to make the payment once
the surcharge deadline has passed.

12 Income Tax Law, Article 411
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3.41.

3.42.

3.43.

In order to incentivise taxpayers to pay, we propose to maintain the 10% surcharge
and to introduce further 5% surcharges at 3 and 6 months following the original
deadline. The 5% surcharges would be based on the balance outstanding at the 3
and 6 month dates, and would also be subject to the £50 de minimis rule.

Where a taxpayer has a ‘deferred payment plan’ (sometimes known as a ‘time to pay’
arrangement) that has been agreed by the Taxes Office, the Comptroller will be
permitted to waive the 5% surcharges (but not interest charges — see Section 4).

Failure to pay: Corporate income tax

Although corporate entities are less likely to incur the surcharge, for consistency we
propose to mirror the proposed changes to the personal income tax regime, in bringing
in further 5% surcharges at 3 and 6 months after the initial deadline.

Question 16: In respect of late personal and corporate income tax payments, do you agree
that the proposed additional 5% surcharges will promote better compliance? What
alternatives, if any, do you think we should consider?

3.44.

3.45.

3.46.

3.47.

Failure to pay: Employer ITIS deductions

Since 2006, employees have been required to hand their effective rate notice to their
employer. The employer must deduct the appropriate percentage and remit the
monies to the Taxes Office within 15 days of the end of each month.*® This is how the
majority of people in Jersey pay their income tax. Employers who deduct monies from
the wages of their employees but do not subsequently remit them to the Taxes Office
should be significantly penalised — it is not the employer’'s money to use.

The seriousness of this offence is reflected in the current law: a court can impose an
unlimited fine.'* To date, however, the Taxes Office has not taken legal action against
an employer for failing to remit the monies deducted from its employees. The main
reason for this is the time taken to prepare a case for the Law Officers’ Department.
Instead, the Taxes Office raises an estimate, based on previous months’ ITIS
submissions, and obtains a court judgment against the employer for the amount if it
is not paid.

We propose to keep the current 15 day deadline for remitting ITIS deductions, and
introduce new civil penalties for employers who fail to do so. We have had to take into
consideration the fact that employers who do not remit ITIS are also likely to have not
filed an ITIS return. As a result, they are often going to be liable to two separate
penalties.

We consider that the fairest way to impose a late payment penalty (and to be
consistent with other late payment penalties) is to charge a certain percentage of the
amount due. This means larger employers are likely to face larger penalties if they do

13 Income Tax Law, Article 41B (5)
14 Income Tax Law, Article 41B (9)
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3.48.

not remit monies deducted from their employees’ salaries. We recommend an initial
penalty of 10% of the amount due. For the biggest employers, this could potentially
be a significant amount. Our records show that the biggest employers tend to have a
good ITIS compliance record and are therefore less likely to be affected.

ITIS deductions are not, and are at no point, the employer's monies. Therefore we
consider the one-off penalty to be insufficient on its own. Deducting money from an
employee’s wage and not remitting the amount to the Comptroller is a serious offence.
We therefore propose to introduce monthly penalties of 5%, commencing one month
following the initial deadline date, in respect of ITIS balances that go unpaid. As
before, in cases of continued non-compliance a criminal sanction will continue to be
a realistic prospect.

Question 17: For employers who continue to fail to remit ITIS deductions, do you consider a
monthly 5% penalty to be reasonable? If not, what measure would you propose instead?

3.49.

3.50.

3.51.

Failure to pay: GST

If a business fails to pay its quarterly GST bill on time, it is subject to a surcharge of
2.5%. The figure used to be 10% — in line with the personal income tax late payment
surcharge. However, it was deemed more equitable to create a 2.5% surcharge for
each quarter, because a business could suffer four separate surcharges in the course
of one year.

We propose that the initial penalty needs to revert to 10%, and that each penalty
should only be charged on the quarter to which it relates.

In order to harmonise the late payment regime, we propose to mirror the proposed
income tax measures (non-payment of ITIS deductions is a more serious offence), to
introduce 5% penalties at 3 months and 6 months after the initial payment date.

Pensions schemes

3.52.

Occupational pension scheme managers are required to provide information to the
Comptroller outside of the requirements to deliver a return under Article 16 of the
Income Tax Law. The Income Tax (Jersey Occupational Pension Schemes) (Jersey)
Order 2014 sets out the information to be provided, but does not provide a compliance
framework through which enforcement action can be undertaken.

Question 18: Is there any reason why the proposed compliance framework and civil penalty
regime (see Table 3.4 at the end of this section) cannot be extended to the pension sector?

Penalty interest

3.53.

As an alternative to a revised the late payment surcharge (see Recommendation
R09), consideration can be given to the imposition of ‘penalty interest’. This is similar
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3.54.

3.55.

to a proposal made in the HMRC consultation ‘Making Tax Digital: Tax
Administration’.*®

The main appeal of penalty interest is that the penalty payable is more proportionate
to the lateness of the action. In other words, for every day that a payment is withheld,
the surcharge increases. For the avoidance of doubt, penalty interest would be
chargeable in addition to late payment interest (see section 4).

The graph below (Table 3.3) shows the gradual increase in penalty interest (charged
at 20% per annum) over the course of one year, in contrast to the ‘stepped’ nature of
the surcharge, in respect of an unpaid tax liability of £10,000. The disadvantage of
penalty interest is that it may not provide a sufficient incentive to make a payment on
or before the due date.

Table 3.3

Late payment surcharge vs. penalty interest
for failing to pay a £10,000 tax liability

£2,500.00
£2,000.00
£1,500.00

£1,000.00

Amount payable

£500.00
£-
1 day 30 days 90 days 180 days 365 days
Length of delay in payment

=@— Penalty interest Surcharge

Question 19: Is the charging of late penalty interest a realistic alternative to the surcharge
regime? Are there any alternatives we should consider?

15 Available at:
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Table 3.4 — Summary of current and proposed administrative sanc tions
Failure to register Current Proposed
Income tax None None
ITIS Criminal level 3 fine Maintain criminal sanction;
(£10,000) New civil penalty - 12 penalty units
(£600)
GST Higher of £200, and 10% | Maintain criminal sanction;
of GST New civil penalty - higher of 12 penalty
units (£600), and 10% of GST
Failure to file Current Proposed
Income tax Criminal sanction; Maintain criminal sanction, but policy to
£250 one-off civil penalty | refer more cases to AG,;
New civil penalty - 6 penalty units (£300)
initially; then
1 penalty unit (E50) per month thereafter
for max. 11 months
ITIS Unlimited criminal fine, Maintain criminal sanction;
followed by criminal level | New civil penalty - 6 penalty units (£300)
2 fine each day initially, OR initial penalty based on
employer size;
Potential additional monthly penalties
GST £50 surcharge 12 penalty units (£600) initially, OR initial
penalty based on turnover of business;
Potential additional monthly penalties
Failure to pay Current Proposed
Income tax 10% one-off surcharge 10% initially
5% at 3 and 6 months
ITIS Unlimited criminal fine 10% initially
5% each month thereafter
GST 2.5% surcharge 10% initially
5% at 3 and 6 months
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4. Statutory interest

4.1.

4.2.

4.3.

4.4,

4.5.

Interest is not currently charged by the Taxes Office on any outstanding debt, either
in respect of income tax or GST. However, a repayment supplement is added to
repayments made by the Taxes Office in cases that have been under appeal, at a rate
of 0.03% per month.

The vast majority of jurisdictions charge interest on outstanding tax debts, and add
credit interest to repayments. The charging of interest itself should not be considered
a penalty, but reflects the time value of money. As a principle, it should not be waived
or subject to compromise. This includes cases where a deferred payment
arrangement has been reached.

The purpose of charging interest is to discourage de facto ‘borrowing’ from the
government, by failing to pay tax, and to encourage the settling of debts in a timely
manner.

We propose to charge daily interest on all outstanding debts, compounded each
month, across all tax-types. That means personal income tax (including LTC
contributions and any other charges administered by the Taxes Office), corporate
income tax, GST, and deductions made by employers under ITIS. We envisage
interest charges to commence in January 2019 or 2020, alongside the introduction of
online services for personal taxpayers.

We further propose that all outstanding debt at 31 December 2018 (or 2019) will bear
interest from that date.

Question 20: The ‘Long-Term Tax Policy’ document from September 2014'® proposes a
monthly interest charge, compounded if it remains unpaid. Do you consider a daily or monthly
interest charge to be more appropriate? (assuming there are no IT considerations)

4.6.

4.7.

We recommend that the rate be linked to a base rate, for example the Bank of England
(BoE) official bank rate, plus a certain additional percentage. We envisage the Minister
for Treasury and Resources being able to adjust the rate by Order, in accordance with
external factors.

In order to disincentivise individuals and businesses from borrowing from the
taxpayer, we have considered the merits of charging an interest rate above the
commercial rates offered by the UK clearing banks. The lowest rates currently
available in the UK are between 3% (for loans of £15,000+) and 10% (for loans of
£1,000-£2,000). With reference to the current UK interest rate on late commercial
payments,!” we tentatively propose to charge interest on outstanding tax debts at a
rate of 8% above the BoE base rate.

16

17 https://www.gov.uk/late-commercial-payments-interest-debt-recovery/charging-interest-commercial-

debt
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Question 21: We invite comments on the proposed debit interest rate of 8% above the BoE
base rate.

4.8. We recommend interest is chargeable from the day following the original due date.
We considered a grace period before which interest is charged, but believe a grace
period would have the effect of undermining the purpose of the deadline. We also
considered a de minimis level below which interest would not be charged. However,
a de minimis would compromise the concept of the time-value of money; it may also
encourage a taxpayer with multiple debts to move money across tax types in order to
avoid an interest charge.

Question 22: Do you agree that interest should be charged from the day following the original
due date? Comments on a grace period and a de minimis would also be appreciated.

4.9. Arepayment supplement will continue to be added in cases that have been appealed.
The current rate of 0.03% per month (equating to 0.36% per annum) appears to us to
be about right in the current climate, but in order to align the repayment rate policy
with that of the debit interest rate, we propose a daily charge and that it be set at a
rate equivalent to the BoE base rate (0.25% at the time of writing).

Question 23: Do you agree that it is fair that the rate of repayment interest is set at the same
level as the BOE base rate?

4.10. We have given careful consideration to extending credit interest to cases where a
taxpayer has overpaid their tax, and/or when a repayment has been too slow in being
processed. However, the current flexibility of ITIS means that many of our taxpayers
choose to overpay their tax, and a minority of employers do not meet their obligations
in sending ITIS data and the associated remittances, meaning the Taxes Office would
have great difficulty in determining whether the overpayment was a result of a Taxes
Office miscalculation, and would have trouble identifying when a repayment has been
“too slow” in being processed.

4.11. Should ITIS be fundamentally changed in the future to remove those flexibilities, we
would seek to pay interest on repayments where appropriate.

Question 24: We welcome comments on the interaction between the charging of debit interest

and those individuals who pay tax through ITIS, especially where an employer has not
submitted ITIS returns on time.
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5. Record keeping and production of documents

5.1.

As we move to online filing, we will be asking our taxpayers to provide fewer
documents in support of their returns, at the point they submit their return. Instead,
through a programme of targeted and random audit, we will ask taxpayers to produce
supporting documentation on request. It is therefore important that the record keeping
obligations are strong, and that the Taxes Office has the power to enforce the
production of documents when necessary.

Record keeping requirements

5.2.

5.3.

5.4.

Record keeping: Businesses

A person who is required to deliver a return in respect of a business must keep
information for a period of 6 years from the end of the year as assessment to which
the records relate.'® No recommendation is made in respect of this obligation.

What business records must be kept?

The Income Tax Law states that business records must be sufficient to:

» Show and explain the transactions of the business during the year
of assessment; and

e Give atrue and fair view of the financial position of the business at
any time during the year of assessment.

In addition to the Income Tax Law, the Taxation (Accounting Records) (Jersey)
Regulations 2013, which apply to businesses and those letting out property, also
stipulate a record retention period of 6 years.

Record keeping: Personal income tax

Article 16B of the Income Tax Law does not currently provide a record-keeping
requirement for non-businesses. We consider the law needs to be explicit on what is
expected of our personal taxpayers, with regard to what information must be kept and
how long records should be kept. In the UK, HMRC requires taxpayers who self-
assess to keep records for between 15 and 22 months, depending on when they
submit their return. In Guernsey, records must be kept for a minimum of 2 years
following the end of the year in which the return is submitted, except for records to be
kept in respect of a business or a rental property, which should be kept for 6 years.?

18 Income Tax Law, Article 16B
19 Available at:

20

(Guernsey)
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5.5.

5.6.

5.7.

We recommend broadly following Guernsey in requiring records to be kept for a
minimum period of 2 years from the end of the year as assessment to which the
records relate, and 6 years in respect of those taxpayers letting out property. This
requirement would also harmonise with the Accounting Records Regulations.

Record keeping: Employer ITIS

An employer is required to “maintain a record” of the amount of tax deducted from its
employees, and the effective rate applied in each case.?! There are no time periods
for which an employer is required to keep that information. We therefore recommend
that the law is changed to compel an employer to keep the required information for a
period of 6 years. This would also harmonise an employer's record keeping
requirements with the requirements of Social Security legislation.?

Record keeping: GST

A business registered for GST must keep documents for a period of 6 years after the
supply has been made.?® There is no proposition to make any change in respect of
this requirement, which is consistent with the requirements placed upon businesses
in the Income Tax Law and the Accounting Records Regulations.

Question 25: We welcome comments on the proposed record keeping requirements, with
respect to income tax, and employer ITIS.

Failing to keep records

5.8.

5.9.

5.10.

There should be penalties when taxpayers have failed to keep adequate records, in
accordance with the obligations set out in legislation. A distinction should be drawn
between careless behaviour, which could result in the imposition of a civil penalty, and
deliberate behaviour for which a criminal penalty may be more appropriate.

Failing to keep records: Income tax

Currently, a business that fails to keep records for the requisite 6 year period can face
an unlimited court fine.?* We propose to introduce a new civil penalty for cases in
which the taxpayer has demonstrated careless behaviour, and maintain the criminal
sanction for deliberate behaviour (for example, destroying documents). We
recommend a new civil penalty of 20 PU (£1,000) when a careless failure occurs.

As already discussed, there is at present no requirement for non-businesses to keep
records. In the event that our recommendation for non-businesses to keep records is
adopted, we recommend introducing a penalty of 10 PU (£500) when a careless
failure occurs, in line with our recommendation in respect of businesses.

2l Income Tax Law, Article 41B (4)

22
23

, Article 7
, Regulation 18

24 Income Tax Law, Article 16B
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Question 26: Do you agree there should be civil penalties in respect of carelessly failing to
keep records, in addition to standard scale criminal fines for more serious offences?

5.11.

5.12.

Failing to keep records: Employer ITIS

Although an employer is required to ‘maintain a record’ of its employees’ ITIS, there
are no explicit provisions for failing to do so. A transgression by an employer would
not be captured by Articles 136 or 137. Therefore, we consider there should be
available a criminal fine on the standard scale that a court can impose, in order to
harmonise ITIS with the other areas of the tax framework.

We also recommend, if desirable (see question 26, above), a civil penalty of 20 PU
(£1,000) be put in place for employers who fail to maintain adequate records, in less
serious cases.

Question 27: Do you agree there should be both criminal and civil penalties available to the
Comptroller, in respect of ITIS non-compliance?

5.13.

5.14.

5.15.

Failing to keep records: GST

Failing to keep records for the 6 year period can result in an unlimited criminal fine on
the standard scale, imposed by a court.

If the recommendation to introduce civil penalties for failing to keep adequate records
in respect of income tax and ITIS is followed, we propose to introduce an equivalent
civil penalty for GST-registered businesses who carelessly fail to keep adequate
records.

Condition of records

The tax laws do not currently stipulate in what condition records should be kept.
However, the Accounting Records Regulations require records to be furnished ‘in
legible form’.2®> The Electronic Communications (Jersey) Law 2000 provides
requirements for the assurance of the integrity of information held in electronic form,
and that the documentation is made “available for inspection in a visible and legible
form.”® We consider that the Income Tax Law and GST Law should oblige record-
keepers to keep their records in a condition sufficient to establish tax liabilities
according to law.

Powers to request documents

5.16.

Under the Income Tax Law, the Comptroller can “serve a notice on any person
chargeable to tax [...] requiring the person to furnish in support of a” [tax return] “such
documents and information as the Comptroller may require.”?” The Comptroller can
also serve a notice on a third person, requiring them to produce information in respect

25
26

, Regulation 1
, Article 15

27 Income Tax Law, Article 16A (1)
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5.17.

5.18.

5.19.

5.20.

5.21.

5.22.

of another person chargeable to tax.? Strictly, this may impede the Taxes Office when
investigating cases where it is unknown as to whether a person is chargeable to tax
or note. We consider the scope of these requirements should therefore be widened to
include those persons who, in the view of the Comptroller, ‘may be chargeable to tax'.

There are no specific enforcement provisions within Article 16A, but failing to comply
with a notice would result in an offence being committed under Article 136, where a
court can levy an unlimited criminal fine, and a level 2 fine (£1,000) for each day the
failure continues.

In an online filing and assessment environment, in order to reduce the costs of
compliance, the Taxes Office will not generally expect documents to be appended to
electronic tax returns. Therefore, we expect tax officers will need to request supporting
documentation more frequently than in the past. Where a taxpayer does not respond
to a request for supporting documentation, an Article 16A notice should be issued.

We consider that in addition to the criminal sanctions available under Article 136, civil
penalties should be available when a taxpayer is not compliant with an Article 16A
notice. The time given to produce the information would logically depend on the
volume and nature of the information requested. A 30 day timeframe is considered
reasonable in most circumstances. If a taxpayer does not provide the information
within the specified timeframe, we recommend that a penalty of 1 or 2 penalty units
(E50-£100) is imposed.

In the event a taxpayer continues to fail to produce requested documents, we
recommend introducing a daily penalty of 1 penalty unit (£50), if the failure continues
for a period of, say, up to 60 days following the initial deadline.

In respect of ITIS, the Comptroller has no power in the Income Tax Law to require
production of additional information from an employer. The powers under Article 16A
are not broad enough because an employer is not necessarily ‘chargeable to tax'.
Therefore, we recommend a new power that allows the Comptroller to serve a notice
to require an employer to produce documents or other information, for ITIS
compliance purposes. We also recommend introducing civil penalties for an employer
who does not comply with the notice, in line with those considered in paragraphs 5.19
and 5.20, above.

The Comptroller is authorised to call for information for GST purposes, by direction.?®
Failing to comply with a direction can result in an unlimited criminal fine. The
Comptroller may also apply for a court to make an order requiring compliance with the
direction.*® In order to ensure consistency across both tax types, we recommend that
a civil penalty be available in respect of failing to provide GST information when
requested.

28 Income Tax Law, Article 16A (2)
29 GST Law, Schedule 8, paragraph 18
30 GST Law, Schedule 8, paragraph 18
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Powers to enter premises

5.23.

5.24.

In respect of income tax and employer ITIS, an authorised person may enter business
premises, and take copies of any business document. They may also, by notice,
request specified business documents.!

In respect of GST, an authorised person may at a reasonable hour enter “premises
used in connection with the carrying on of a business”. An officer is then able to
examine goods, services, records, devices, equipment, and take samples. An
authorised person may also obtain a court warrant in connection with an offence or
suspected offence. 32 We propose to bring the powers in the Income Tax Law into line
with the wider powers contained in the GST Law.

Question 28: Do you agree the powers to enter premises in the Income Tax Law should be
aligned with the powers in the GST Law? We welcome views on other aspects of the access
powers not specifically addressed here.

5.25.

5.26.

Obstructing officers

A person who obstructs an officer from carrying out their duties under Article 141B of
the Income Tax Law can be liable to 6 months’ imprisonment and a fine.*® The exact
same sanction is available in respect of GST.** We do not make any
recommendations as to the introduction of civil penalties, in addition to the criminal
penalties, for obstructing officers.

Altering/destroying documents

The provisions available in respect of taxpayers who alter, suppress, or destroy
documents in respect of income tax® and GST?® appear to relate only to those
persons upon whom a notice or direction to produce information has been served. In
respect of income tax, for example, the document in question has to have been
specified in a notice pursuant to Article 141B. This leaves a gap in both tax laws that
means a taxpayer is not guilty of an offence if the altered/destroyed document was
not specified in a notice. We recommend this gap is closed.

31 Income Tax Law, Article 141B

32 GST Law, Schedule 8

33 Income Tax Law, Article 141C

34 GST Law, Article 90

35 Income Tax Law, Article 141C

36 GST Law, Schedule 8, paragraph 6
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Table 5.1 — Summary of record -keeping obligations and associated sanctions

Record keeping

Current

Proposed

Failing to keep

6 years for businesses; No change for businesses;
Income tax No specified time period for Records must be kept for 2 years
non-businesses in support of return, and 6 years
for those with rental income
ITIS Employ_ers required to A minimum 6 year period
‘maintain a record’
GST 6 years No change

records

Income tax

Unlimited criminal fine

Maintain criminal sanctions for
deliberate behaviour;

New civil penalty for businesses
(20 PU - £1,000);

New civil penalty for individuals (6
PU - £300)

ITIS

None

Introduce new criminal sanctions
for deliberate behaviour;

New civil penalty (20 PU - £1,000)

GST

Failing to produce

Unlimited criminal fine

Maintain criminal sanctions;

New civil penalty (20 PU - £1,000),
if introduced in Income Tax Law

Obstructing
officers

q Current Proposed
ocuments
Unlimited criminal fine; level Maintain criminal sanctions;
2 fine (£1,000) for each day | New civil penalty (1 or 2 PU - £50
Income tax failure continues or £100), followed by further daily
penalties if non-compliance
continues
None New criminal sanctions;
ITIS . .
New civil penalties
Unlimited criminal fine Maintain criminal sanctions;
GST New civil penalties, if introduced in

Current

Income Tax Law

Proposed

GST

Altering/destroying
documents

Income tax/ ITIS

Income tax/ ITIS Imprlsonmgn_t of 6' months No change
and an unlimited fine
Imprisonment of 6 months No change

and an unlimited fine

Current

5 years imprisonment and an
unlimited fine

Proposed

Widen to include persons on
whom a notice is not served

GST

5 years imprisonment and an
unlimited fine

Widen to include persons on
whom a notice is not served
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6. Filing due dates

6.1.

6.2.

6.3.

6.4.

6.5.

Question 29: Do you agree with the proposed changes to the filing deadlines as shown in

This section deals with filing dates. We do not propose to change the payment dates
for either income tax, employer ITIS, or GST.

With regard to filing deadlines, we propose to maintain the current filing dates for
employer ITIS returns and GST returns. However, there are certain changes required
for income tax returns to prepare for the availability of personal income tax online filing
by January 2019 or 2020, followed a year later by corporates.

Currently the filing due date for personal tax returns is 6pm on the last Friday in May;
this is extended to 6pm on the last Friday in July for taxpayers who are represented
by an agent. For companies, the due date for returns is midnight on 31 December.?’

We want to encourage as many taxpayers as possible to use our online channels,
which should be available by 2020 at the latest. One way of incentivising take up of
online filing is to give taxpayers more time to file online, compared to filing on paper.
This differentiated approach in filing deadline dates is a common tool used by tax
administrations to encourage electronic filing.

Therefore we propose to make adjustments to income tax filing due dates, as shown
in Table 6.1.

Table 6.1 — Current and futur e filing dates, for paper and online

Current Future
Paper Online
Personal
- Unrepresented | 6pm last Friday in 6pm last Friday in Midnight 31 July
May May
- Represented 6pm last Friday in 6pm last Friday in Midnight 31 July
July May
Companies Midnight 31 6pm last Friday in Midnight 31
December July December

Table 6.17? If not, what changes would you propose instead?

37 Income Tax Law, Article 17A
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7. Officers’ liability

7.1. In some jurisdictions, where a penalty that is payable by a company arises because
of a negligent or deliberate action by an officer of a company, the officer can be
personally liable to pay the penalty.

7.2. This power is usually limited to cases where (1) the officer in question gained
personally from the wrongdoing, or (2) in cases where the company is likely to become
insolvent.

7.3. An officer in this context can be a director, secretary, or manager of the company.
7.4. Areas where this policy could be considered appropriate include:

* incorrect declarations

« failing to pay employee ITIS deductions

« failing to keep accurate records, and

« the enforcement of the repayment of debt (38/52 of countries surveyed by the
OECD are able to pursue company debt from company directors)

Question 30: Do you agree officers of a company should sometimes be personally liable for a
company’s penalty? If so, under what circumstances? If not, why not?

8. Appeal rights

8.1. In moving towards a compliance regime that relies more heavily on the administration
of penalties by civil service officers, it is imperative that sufficient safeguards are
included in the taxes laws to provide taxpayers with a right of appeal.

Question 31: Where do you consider there should be safeguards in the taxes laws? We would
welcome views under what circumstances you consider taxpayers be allowed to appeal
penalties and/or decisions made by the Comptroller, and in what form these appeals should
take.
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9. Summary of recommendations

Ref
ROla

RO1b

R0O2

RO3a
RO3b

RO4a

R0O4b

RO4c

R04d

RO5a

RO5b

RO5c

RO6

RO7

RO8a

R0O8b

Recommendation

To introduce a civil penalty framework for incorrect declarations, with percentage
penalties based on the behaviour demonstrated by the taxpayer

To provide a penalty matrix as detailed in Table 2.2 in this document

To introduce a policy to commence a civil investigation into suspected fraud,
along the lines of HM Revenue & Customs’ Code of Practice 9 (COP9)

To introduce a fixed civil penalty unit regime

To set an initial penalty unit (PU) value of £50

To introduce a civil penalty of at least 12 PU (£600) for employers who fail to
notify the Comptroller within one month of becoming an employer

To increase the penalty for failing to register for GST to at least (the higher of) 12
PU (£600) and 10% of the relevant GST

To introduce an obligation either (i) to notify the Comptroller in the event of an
increase in income following the Comptroller's decision to close a file; or (ii) to
furnish a tax return where the income warrants it

To introduce a tax-geared penalty in the event of non-compliance with either of
the recommendations made in RO4c

To increase the penalty for the late filing of a personal income tax return to 6 PU
(£300), and to introduce a monthly penalty of 1 PU (£50) for continued non-filing,
for a maximum of 11 months

To increase the penalty for the late filing of a corporate tax return to 6 PU (£300),
and to introduce a monthly penalty of 2 PU (£100) for continued non-filing, for a
maximum of 11 months

To introduce a policy to begin legal action when a person fails to submit an income
tax return up to 12 months following the original filing deadline

To introduce a clear 15 day deadline for employer ITIS returns

To introduce a civil penalty for failing to submit an employer ITIS return on time,
either in the format of (i) a fixed penalty of 6 PU (£300), or (ii) a penalty based on
number of employees

To increase the penalty for failing to submit a quarterly GST return either to (i) 12
PU (£600); or (ii) a penalty based on the turnover of the business

To apportion the quarterly GST penalty for businesses that do not file on a
quarterly basis
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RO9

R10a
R10b
R10c

Rlla
R11b

R12a

R12b
R12c

R12d

R12e

R13a

R13b

R14

R15a

R15b

R16a

R16b

To introduce surcharges of 5% in income tax cases (personal and corporate)
where a balance remains unpaid, at 3 and 6 months following the deadline for
payment (in addition to the initial 10% surcharge)

To introduce new civil penalties for employers who fail to remit ITIS deductions
To introduce a 10% penalty for employers who fail to remit ITIS deductions

To introduce monthly penalties of 5% for continued failure to remit ITIS
deductions, for a maximum of 11 months

To increase the penalty for failing to pay GST from 2.5% to 10%

To introduce penalties of 5% in cases where a GST balance remains unpaid, at
3 and 6 months following the deadline for payment

To charge daily interest on all outstanding tax debts, chargeable from the day
following the payment due date

To compound interest every month

To charge interest on all existing debts outstanding at 31 December 2018 (or
2019)

To charge interest at a set percentage above the Bank of England base rate
(tentatively proposed at 8% above BoOE)

To pay daily repayment interest on appeal cases at a rate equivalent to the BoE
base rate

To introduce a time period for how long a person should keep records in support
of their tax return

To introduce a requirement for records to be kept for 2 years, and 6 years in
respect of let property

To introduce a 6 year period for which an employer must keep records in respect
of its ITIS obligations

To introduce a civil penalty of 20 PU (£1,000) for businesses that carelessly fail
to keep adequate records for the specified time period

To introduce a civil penalty of 10 PU (£500) for non-businesses who carelessly
fail to keep adequate records for the specified time period

To introduce a criminal offence for employers who fail to keep adequate records
for the specified amount of time

To introduce a civil penalty of 20 PU (£1,000) for employers who carelessly fail to
keep adequate records for the specified amount of time
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R17

R18

R19a

R19b

R19c

R20a
R20b

R21

R22

R23a

R23b

R24a

R24b

R24c

R25

To introduce a civil penalty of 20 PU (£1,000) for GST businesses who carelessly
fail to keep adequate records for the specified amount of time

To introduce a requirement for records to be kept in a condition sufficient to
establish tax liabilities according to law

To widen Article 16A of the Income Tax Law to allow a notice to be served on a
person who, in the view of the Comptroller, may be liable to tax

To introduce a civil penalty of 1 or 2 PU (£50-£100) for income tax payers who
fail to produce documents within a stated timeframe, when required by notice

To introduce a daily penalty of 1 penalty unit (£50), if a failure to produce
documents continues for period of, say, up to 60 days following the initial deadline

To introduce a new power to call for information from employers by notice

To introduce a civil penalty for employers who fail to produce documents when
required by notice

To introduce a civil penalty for GST businesses that fail to provide information
when required by direction

To align the access powers contained in the Income Tax Law with the powers
contained in the GST Law

To amend the provisions in the Income Tax Law to provide an offence for
altering/destroying documents not listed in a notice

To amend the provisions in the GST Law to provide an offence for
altering/destroying documents not listed in a notice

To amend the tax return filing deadline date to 31 July for all personal tax online
filing

To amend the tax return filing deadline to 6pm on the last Friday in May, for
represented personal tax payers filing on paper

To amend the tax return filing deadline to 6pm on the last Friday in July, for
companies filing on paper

To provide adequate safeguards to a taxpayer who does not agree with the
decision of the Comptroller (e.g. to issue a penalty)
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10. Summary of questions

Ref Question

Q01 Do you agree with the broad categories of behaviour, and the associated standard
penalties? If not, what other categories would be more appropriate? Particular
regard should be had to the tables in Appendix A

Q02 Do you consider the proposed increases and reductions to the standard penalty to
be appropriate? What increases and reductions would you propose instead?

Q03 In principle, do you support the denial of anonymity in cases where a taxpayer has
accepted a civil penalty in respect of very serious tax evasion? Comments are
welcomed on the definition of ‘very serious tax evasion’.

Q04 Do you agree that the introduction of a ‘penalty unit’ is appropriate? We welcome
comments on any issues that you envisage with a penalty unit regime

Q05 Do you agree that it is unnecessary to introduce a separate registration
requirement and associated penalty, solely for tax purposes? With regard to
personal income tax registration, are there any risks we have failed to address?

Q06 Do you agree that the increase (to £600) of the penalty for failing to register, either
as an employer or for GST, is appropriate? If not, what penalty do you consider to
be more appropriate?

Q07 Do you agree that the legal onus should be on the taxpayer, rather than the
Comptroller, to take the appropriate steps when the circumstances alter to the
extent that a return is required (for example, after the Comptroller has closed the
taxpayer file)?

Q08 Is an initial penalty of 6 PU (£300), followed by monthly penalties of one PU (£50)
per month, an appropriate sanction for late personal income tax returns? If not,
what alternatives, such as daily penalties or tax-geared penalties, do you consider
to be more appropriate?

Q09 Do you agree that the additional monthly penalties (of £100) for late company
income tax returns are appropriate? If not, what further penalties would be more
appropriate?

Q10 In respect of late ITIS returns, is it reasonable to introduce penalties for employers
based on the number of employees it has, rather than having a fixed penalty? Is
the proposed penalty table (3.1) fair?

Q11 Do you agree that it is fair to introduce a daily or monthly penalty in addition to the
initial penalty for late ITIS returns? If not, what alternatives do you propose?

Q12 We invite views on the principle of waiving ‘first offence’ penalties for employers,
and whether consideration should be given to a broader implementation of this
principle.

Q13 Do you agree that the Taxes Office should be permitted to contact directly
employees in cases where an employer has failed to submit ITIS returns? Is non-
compliant period of 2 months appropriate?

Q14 In respect of late GST returns, do you consider (1) a fixed penalty; or (2) a
differentiated penalty based on turnover, to be more likely to be more effective
and/or proportionate to the non-compliant behaviour?
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Q15

In respect of late GST returns, do you agree there should be further monthly
penalties, in addition to the initial penalty, when a failure continues? Are there any
other options, such as daily penalties, you think we should consider?

Q16

In respect of late personal and corporate income tax payments, do you agree that
the proposed additional 5% surcharges will promote better compliance? What
alternatives, if any, do you think we should consider?

Q17

For employers who continue to fail to remit ITIS deductions, do you consider a
monthly 5% penalty to be reasonable? If not, what measure would you propose
instead?

Q18

Is there any reason why the proposed compliance framework and civil penalty
regime (see Table 3.4) cannot be extended to the pension sector?

Q19

Is the charging of late penalty interest a realistic alternative to the surcharge
regime? Are there any alternatives we should consider?

Q20

The ‘Long-Term Tax Policy’ document from September 2014 proposes a monthly
interest charge, compounded if it remains unpaid. Do you consider a daily or
monthly interest charge to be more appropriate? (assuming there are no IT
considerations)

Q21

We invite comments on the proposed debit interest rate of 8% above the BoE base
rate

Q22

Do you agree that interest should be charged from the day following the original
due date? Comments on a grace period and a de minimis would also be welcomed

Q23

Do you agree that it is fair that the rate of repayment interest is set at the same
level as the BoE base rate?

Q24

We welcome comments on the interaction between the charging of debit interest
and those individuals who pay tax through ITIS, especially where an employer has
not submitted ITIS returns on time

Q25

We welcome comments on the proposed record keeping requirements, with
respect to income tax, and employer ITIS

Q26

Do you agree there should be civil penalties in respect of carelessly failing to keep
records, in addition to standard scale criminal fines for more serious offences?

Q27

Do you agree there should be both criminal and civil penalties available to the
Comptroller, in respect of ITIS non-compliance?

Q28

Do you agree the powers to enter premises in the Income Tax Law should be
aligned with the powers in the GST Law? We welcome views on other aspects of
the access powers not specifically addressed here

Q29

Do you agree with the proposed changes to the filing deadlines as shown in Table
6.17 If not, what changes would you propose instead?

Q30

Do you agree officers of a company should sometimes be personally liable for a
company’s penalty? If so, under what circumstances? If not, why not?

Q31

Where do you consider there should be safeguards in the taxes laws? We would
welcome views under what circumstances you consider taxpayers be allowed to
appeal penalties and/or decisions made by the Comptroller, and in what form these
appeals should take
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Appendix A — behavioural penalties in other jurisdi
Australia
Behaviour Base Obstruction/knowledge of
amount | shortfall/repeat offence
Failure to take reasonable 25% 45%
care
Recklessness 50% 70%
Intentional disregard 75% 95%

Australia also has penalties for incorrect statements where no shortfall occurs

Canada

ctions

Behaviour

Penalty

Repeated failure to report inco

me* | 10% of the current understatement AND
50% of the potential lost revenue (PLR)

False statements/omissions

Greater of CAD100 and 50% of the PLR

*Repeated means 3 years

Isle of Man
Circumstances Penalty (%)
voluntary disclosure — simple 0
voluntary disclosure — complex 10-15
voluntary disclosure — incomplete 15-25
investigation — full co-operation 25-35
investigation — limited co-operation 35-50
investigation — little or no co-operation up to 100
investigation — fraud up to 200

New Zealand

Mot taking reasonable care 20%
Unacceptable tax position 20%
Gross carelessness 40%
Adopting an abusive tax position 100%
Evasion 150%
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New Zealand allows reductions for voluntary disclosures, and increases penalties by 25% for
hiding or destroying information.

Singapore

In cases where the errorfomission/discrepancy in the tax return was made without any intention to evade
taxes , the taxpayer may, under the Income Tax Act :

a. face a penalty up to 200% of the amount of tax undercharged;

b. be fined up to $5,000; and/or

¢. be imprisoned up to three years.

In cases where the error/omission/discrepancy in the tax return was made with intention to evade taxes ,
the taxpayer may, under the Income Tax Act:

a. face a penalty up to 400% of the amount of tax undercharged;

b. be fined up to $50,000; and/or

c. be imprisoned up to five years.

South Africa

1 2 3 4 5 6
ltem Behaviour Standard |If obstructive,| Voluntary Voluntary
case orifitisa disclosure | disclosure
‘repeat case’ after before
notification of |notification of
audit or audit or

investigation |investigation

(i) ‘Substantial 10% 20% 5% 0%
understatement’

(ii) Reasonable care not 25% 50% 15% 0%
taken in completing
return

(i) | Noreasonable 50% 75% 25% 0%

grounds for ‘tax
position’ taken

(iv) | Gross negligence 100% 125% 50% 5%
(V) Intentional tax 150% 200% 75% 10%
evasion
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UK
Behaviour Max* Prompted (min) Unprompted (min)
Careless 30% 15% 0%
Deliberate but not | 70% 35% 20%
concealed
Deliberate and 100% 50% 30%
concealed

*There are higher penalties for certain offshore matters

USA
Behaviour Penalty
Substantial understatement* 20%
Negligence and disregard of the rules and 20%
regulations
Civil fraud 75%

*The understatement is substantial if it is more than the larger of 10 percent of the correct
tax or $5,000 for individuals
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