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1. Recommendations
Honourable Members are recommended to approve:

(@) An increase in depreciation allowances for car parks, roads and hard standing from
2% straight line to 5% straight line (para 5.1.3);

(b) The creation of a class of depreciation allowances for consolidated laydown and
jetties of 5% straight line (para 5.1.5);

(c) The amendment of S105(4) of the Taxes Ordinance 1997 to allow depreciation
allowances to augment a loss for loss carry back and group relief purposes (para
5.1.8);

(d) An amendment of the Taxes Ordinance 1997 to allow the plant pool balance to be
written off in the year that the balance of the pool falls to £1,000 or less (para 5.1.10);

(e) The amendment of the Taxes Ordinance 1997 to allow for depreciation allowances on
the costs of asset enhancements or improvements (para 5.1.12).
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(F) The extension of the number of days a person may stay in the Falkland Islands before
becoming liable to tax from 30 days to 45 days (para 5.1.15).

(9) The development of a Taxes (Amendment) Bill for further approval by the Executive
Council and passing by the Legislative Assembly to amend the Taxes Ordinance 1997
in order to reflect the changes outlined in paragraphs (a) — (f) above and to make any
further changes to that Ordinance consequential on any of the above.

Additional Budgetary Implications
None
Executive Summary

In 2017 Falkland Island Government and the Chamber of Commerce entered into a
consultation exercise to consider areas of Falkland Island taxation that could be amended
in order to increase the level of economic activity of the Islands.

The review considered proposed changes and resulted in the recommendations in Section
1. Section 4 provides additional background to those recommendations.

Section 5 summarises the discussions with the Chamber of Commerce and details the
recommended changes in section 1.

Background and Links to Islands Plan

The 2018 — 2022 Islands Plan provides that a review of existing tax policies be
undertaken to ensure they are clear, consistent and encourage investment.

The Chamber of Commerce wrote to FIG in May 2017 with a list of suggested
amendments to the tax regime. FIG responded in writing in August 2017.

It was agreed between FIG and the Chamber of Commerce that there should be a greater
degree of engagement between them, and a series of meetings was held during 2018 to
discuss specific tax matters. [Some of the recommendations made by the Chamber of
Commerce were not accepted, and the reasoning behind this was made clear by FIG
officers.] This paper relates to matters that FIG officers have identified as being most
appropriate to progress and seek policy agreement to.

Options and Reasons for Recommending Relevant Option

Proposed tax changes
5.1.1. The Chamber of Commerce requested that consideration be given to
increasing the rates of depreciation allowances to better reflect the economic life
of assets.

5.1.2. FIG recognises that depreciation allowances can act as a stimulus for
investment and agrees that the following assets should be depreciated for tax
purposes over 20 years rather than the current 50 years to better reflect their
economic lives. The assets in question are car parks, roads and hard standing.



5.1.3. Recommendation: To increase depreciation allowances for car parks, roads
and hard standing from 2% straight line to 5% straight line.

5.1.4. The Taxes Ordinance (TO) does not currently provide for depreciation on
consolidated laydown and jetties. It is recognised that expenditure is required on
these assets to facilitate economic growth in the Islands.

5.1.5. Recommendation: The creation of a class of depreciation allowances for
consolidated laydown and jetties on a 5% straight line basis.

5.1.6. S105(4) TO provides that where a taxpayer has insufficient income to use all
of the depreciation allowances in a tax year, the depreciation allowances not
used are carried forward to the following periods.

5.1.7. The consequence of S105(4) TO means that if a business has made a trading
loss, the trading loss cannot be increased by the value of the depreciation
allowances for loss carry back or group relief purposes for corporates.

5.1.8. Recommendation: Amend S105(4) TO to allow depreciation allowances to be
claimed when there is insufficient income in the accounting period. This will
assist businesses’ cash flow in periods where they have incurred a loss by
increasing the amount they have available for group relief purposes or to carry
back to earlier periods, so reducing tax payments to be made by the business.

5.1.9. Where a company incurs expenditure in acquiring plant and equipment, the
plant and equipment is “pooled” and allowances are calculated at 40% on a
writing down basis. 92% of the expenditure receives tax relief in 5 years; for the
remaining 8% of expenditure, it takes a further 12 years before full tax relief is
granted. This results in small pool balances being carried forward for a number
of years.

5.1.10. Recommendation: When the pool balance reaches £1000 or less, a full tax
deduction is taken in the year. This removes small balances being carried
forward for long periods.

5.1.11. The TO provides for depreciation allowances on the acquisition or
construction of various asset categories. Where expenditure is incurred on the
enhancement of or improvement to an asset, the TO does not provide for any
depreciation allowances to be claimed. The tax payer would not be entitled to a
revenue tax deduction as the expenditure would be treated as capital in nature. It
has been the working practice of the Falkland Islands Government Tax Office to
allow depreciation allowances for enhancement and improvements where the
asset is a qualifying asset.

5.1.12. Recommendation: Amendment of the TO to provide for depreciation
allowances on enhancement and improvement expenditure for qualifying assets.

5.1.13. S57(1)(r) TO provides that a person may be present in the Falkland Islands for
up to (but not including) 30 days during any 12 month period without their
income being subject to Falkland Island tax. Representations were made by the
Chamber that due to flight unreliability and the frequency of flight delays, this
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relatively short exemption period means that a significant number of people
whom it is not intended to tax may still be liable to tax. This has had a negative
impact on recruiting people for short periods. The Chamber requested that this
time period be extended to 45 days.

5.1.14. Recommendation: that the maximum number of days under S57(1)(r) TO
during which an individual may remain in the Falklands without incurring local
tax is extended to 45days.

5.1.15. Recommendation: It is proposed that the changes are to be effective from the
start of the tax year.

6. Resource Implications

6.1. Financial Implications

Recommendations (a) to (d) in Section 1 (relating to the timing of when depreciation
allowances are granted) impact on the time the tax is collected rather than the absolute
amount of tax.

Recommendation (e) is putting FIGTO’ current approach on to a statutory footing and will
therefore have no additional tax cost.

Recommendation (f) (extending the period of the exemption from Falkland Island tax from
30 days to 45 days) has not been costed, but is anticipated to have a minimal impact on tax
revenues on the basis that the band of 15 days is narrow and does not affect workers staying
for more than 45 days.

6.2. Human Resource Implications

None

6.3. Other Resource Implications

None

7. Legal Implications

7.1. Changes to the TO (both those proposed and any consequential changes) will need to be
enshrined in a new Taxes (Amendment) Bill for approval by the Executive Council and
passing by the Legislative Assembly

8. Environmental & Sustainability Implications

8.1. None

9. Significant Risks

9.1. None

10. Consultation



10.1. Meetings were held with the Chamber of Commerce in 2018 to discuss the proposals
detailed in this paper. The proposals in this paper were presented to the Chamber of
Commerce in April 2019.

10.2. MLA Roger Spink and MLA Mark Pollard have been consulted on the requests of the
Chamber and the proposed changes as detailed in this paper.

11. Communication

11.1. Communication will be made via the Chamber of Commerce.



