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.
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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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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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