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
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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] -
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&=
w
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H O O O O OO0 00000000000 0000000000000 o o oo
Qo999 Qo9 QQo9
O N0 OO NSO OV ANNXNT OO AN O O NS O ONOOS O OV AN
H A A NN TN O ONNOOODODODOOEAANANMMSTS WLWM W WIS o O
LS R S G L G N Y N N e T T e T T T T T T o T s O O O B B O O |
LS o B N o e B o S S o S I I S S )
2006 Household Income
Actual effective rate == == |Vlarginal Rate Standard Rate

Source: Tax Policy Unit analysis

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

Effective Tax Rate

2011 Year of Assessment
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2006 Household Income

Actual effective rate == == |Varginal Rate Standard Rate

Source: Tax Policy Unit analysis

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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