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2. An analysis on our normal basis of changes for tax units
will show that the large gainers from Independent Taxation
will be married couples on high incomes. Some aged couples
on quite low incomes will gain from the disaggregation of
Category B pensions, but the largest gains and a high
proportion of the Exchequer cost will benefit those couples
with incomes above, say, £25,000 per annum (precise figures,
of course, depend on the tax rates and thresholds of the tax
regime in 1990-91.) We have therefore considered whether
further analysis based on the principles of Independent

Taxation are worth pursuing.

Style of Analysis

3. We have given some preliminary thought to the type of
analyses that could be produced. Tt seems inappropriate to
replicate Annex 4 of the Green Paper since only half of all
taxpayers will be affected and there will be few losers. We
therefore have prepared a new set of tables more appropriate
to Independent Taxation. These incorporate two

complementary approaches to the analysis.

(a) Based on Existing Tax Units where the analysis is

based on the change in tax Tiabill ity for - each
married couple. Under the existing regime tax
liability  for the couple is = straightforward
calculation but following Independent Taxation, it
requires the aggregation of the liability for each

spouse.

(b) Based on Individuals and changes in their

7 é individual tax liabilities. This type of
\//// analysis reflects the principles underlying
Independent Taxation and treats each person

separately. Calculation of liability is
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straightforward after the reform, but it is not
currently possible for each spouse under a strict
interpretation of existing tax 1law. However we
can estimate individual 4 diabdE ty approximately

from existing data recorded on the Survey of

Personal Incomes by, for example, treating the
wife's 1income (earnings and from investments) as
the top slice of the couple's income. The

husband's 1liability would be derived directly from
his income and the wife's 1liability by deducting
this from the couple's 1liability. This approach
can at best be approximate because we cannot split

reliefs and deductions between spouses properly.

We think that any distributional analysis must include some
tables based on existing tax units, both for consistency
with previous approaches and because of the close financial
relationship that exists between partners in a marriage. A
question is whether a complementary analysis by income of

separate spouses would also be helpful.

4. Almost without exception, if a couple gains, so does
the wife and in many cases the size of her gain will equal
that of the couple (in other words the husband's gain is
zero). In some cases, husbands will also gain, for example
if his married man's allowance is restored after no longer
claiming wife's earnings election or if the aged income
limit no longer prevents the aged married allowance being
claimed. Husbands will also lose when the vanishing
exemption arrangements withdraw the couple's allowance. But
on the basis of para 3(b), the vast bulk of the total gain
under Independent Taxation would be attributable to the
wives. Moreover many of these will have relatively low

levels of income.
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S I attach a set of +tables to ifllustrate  the 'l two
approaches. They are roughly prepared at present and are
only intended as an introduction to consideration of more
detailed requirements if this seems worthwhile. All tables
are based on 1990-91 income levels with Option 3 introduced
in 1988-89 and then indexed. Composite rate has been
incorporated at a rate consistent with a basic rate of 25p
but without taking account of the changing distribution of
accounts between taxpayers and non-taxpayers under
Independent Taxation. Hence the aggregate cost figures in
the tables are slightly distorted. Withdrawal of the
married couple's allowance has been incorporated, but we
have made no allowance for income splitting nor of the large

upsurge in share ownership from privatisation issues.

S The tables are in four sets:

Set A shows the change in the tax unit's tax

liability by the tax unit's income.

Set B - shows the change in the tax unit's tax
liability by the wife's income.

Set C - shows the change in the wife's liability by
her income.

Set D - shows the change in the husband's liability

by his income.

Sets C and D are therefore based on the new approach

and subject to greater error.
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s The main features of the tables can be summarised as
follows.
(i) Set A shows the large proportion of gains at high

(ii)

levels of income despite large numbers of gainers
with low incomes. The latter comprise aged
couples gaining from disaggregation of Category B
pensions and others gaining from setting the
wife's investment income against her personal
allowance. The losers in the final tahle will
mainly be protected (e.g. breadwinner wives), but
the 150,000 losers at the highest levels of income
are losing from the withdrawal of the married

couple's allowance.

Set B shows that much of the aggregate gain is to
wives with no or little income of their own (about
40 per cent to those with incomes of less than
£5,000). Nonetheless the average gain still

increases with income.

(iii)Set C reveals, as expected, almost identical

(i)

results to Set B. So the couples gain will
normally accrue to the wife and the majority of

these will have low income.

Set D shows 350,000 cases where the husband gains
irrespective of his wife's gain or loss. These
are nearly all wife's earnings election cases in
which the husband will claim a married couples
allowance. There are also cases where the aged
income 1limit will not reduce entitlement to age
allowance. There are also over 200,000 husbands
who lose from the withdrawal of the married

couple's allowance.
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8is Although both the statistics and the style of the
analyses are provisional, we should welcome guidance on
whether this topic needs further work, either for internal
briefing or for publication in any form when the Independent

Taxation proposals are announced.

R J EASON



SET A: Gain/Loss of tax unit by range of
total income of tax unit

Range

tatal "incague

Gainers ranged by total

of

£00gs

Income range
(lower limit

£000s

Gainers by range of

).
a0=50

-

182
177

-

38
45
&0
Sl

4.

0 L4~

540

Amaount of
gain

fmillian

50=:108

[ |

o VO RN R U (8 B0 i ] o

e SR,

194

i

1

\_1

6}
32
Shit

L

20
18]
24
i
S5
15

,,-
.l

Amount

100-200

o

-~
4
12

income

SET

Aged and Non aged

(lower

Number of
gainers

0G3as

2,
679
SHS

RN

AR
100
Alsis
S
T2
76
150

of gain

($¢ 2]

A

s

Z00-300 300-400

8}
L
2l

10

(e
(0 T o8 N I JR U L % 0

J
a
KN

—

s
254

r

o
o7
82
3
1

5
S8
805

0 U o

8]
o

Table 1

1k

1k

Average gain

year)

=

income and amount of gain

400-300

R

o
1

[ S

o 00 -0

Prges R0

w
u

>3500

=

(5 e T s < J 0 (611 5 0 = S TR o

(55§ SR 0 O 8 "

Cl
o
0

STOTAL

4
ST
37E
ST
A
100
#9595
209
B2

76
130

Z2306



SET A Table 2
Non aged

LINE“S88 COLUMN WRAP
GAIN¢GAIN1xX(DAGED=2)
GAINERS R
Gainers ranged by total income (lower limit)
Range of Amount of Number of Average gain
total income gain gainers
£000s £fmillion 000s £
o u} 4 st
5 & A=) 50
10 3 135 i
555, 4 HE2 43
20 5 65 78
25 =! 55 2
30 59 22 2b64
EYS, 78 190 413
40 : 58 Rl o 488
45 44 68 650
50 80 109 TS
TOTAL BT 1185 286
LINE 610 COLUMN WRAP
GAINS R
Gainers by range of income and amount of gain
Income range Amount of gain (£ per year)
Clower 1 ima t)
£000s 0-50 50-100 100-2ZD0 200-300 300-400 400-500 >500
0 3 O ] 0 &} O 0
5 100 10 I - 0 & 1
10 109 22 2 al 4 0 T
15 82 2 2 1 (8] 2 1
20 43 8 8 1 3 0 Z
25 38 niad 5 i 1 1 2
30 27 15 25 50 BiZ L& 1@
35 14 o 8 i 15 88 42
40 E4 4 5 7 5 34 47
45 = 2 2 3 5 a7 44
50 5 3 5 b6 8 1 &
TOTAL 429 4 81 54 7674 192 il
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. SET A Table 4
Non aged 1 ear

married couple

LINE 745 COLUMN WRAP
GAINEC(DTI-DWEI)>4455) X (DWEIL2835)XGAIN1
GAINERS R
Gainers ranged by total income (lower limit)
Range of Amount of Number of Average
total income gain gainers
£000s £million 00O0s £
8} o 3 11
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TOTAL 747/ 562 136
LS g
2
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o Gainers by range of income and amount of gain
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‘ SETRL Table 5
Non aged 2 earner

married couple

LINE 808 COLUMN WRAP
GAINE((DTI-DWEI)>4455) <X (DWEI>Z835)%XGAIN1
GAINERS R
Gainers ranged by total income (lower limit)
Range of Amount of Number of Average gain
total income gain gainers
£000s i Sien 000s £
8} o 0 o
5 0 O o
10 o 0 (8]
15 o 0 (=}
20 0 0 0
2 1 ¥ D
30 53 159 273
35 70 T&5 423
40 47 723 o502
45 40 60 655
50 53 88 599
' TOTAL 263 622 422
LINE 830 COLUMN WRAP
GAINS R
Gainers by range of income and amount of gain
Income range Amount of gain (£ per year)
(lower limit)
£000s 0-50 50-100 100-200 200-300 300-400 400-500 500 TOTAL
O 0 O O O 0 0 0 0
5 0 o 0 u} u} o 0 8]
10 0 0 0 0 0 0 o 8}
15 ] o 0 0 n 0 8] u
20 0 u o o 0 0 0 8]
25 N2 7 2z 8] 0 O 0 L
30 1 10 33 47 36 43 8 193
35 3 4 = 16 14 86 36 165
‘ 40 3 7 4 5 5 33 43 5
45 1 1 2 2 5 o 41 60
50 5 2 L 4 8 10 55 88
TOTAL 41 27 50 74 b6 180 184 622



SET A Table é
ALL LOSERS

LINE 416 COLUMN WRAP
LOSERS R
Losers ranged by total income (lower limit)
Range of Amount of Number of Average loss
total income loss losers
£000s £fmillion 0Q00s £
u} o} 3 47
5 44 143 324
10 2 144 379
15 28 67 265
20 74 22 825
25 =} B 465
30 1 2 328
35 o 0 ]
40 S 15 256
45 4 27 1l
50 58 124 470
TOTAL 207 5 s o 370
LINE 437 COLUMN WRAP
LOSSES R
Losers by range of income and amount of lopss
Ihcaome range A :
(lower 1limit) : mount of loss (f per year)
£000s 0- - . iy -~ =
50 50-100 100 LDQ 200-300 300-400 400-500 >500 TOTAL
0 > 0 :
5 21 17 24 ¥ s 0 0 3
< 24 16 14 14 = :
10 14 5 % 143
&) 30 20 2 7 =
15 8 D2 144
. = 7 10 7 7 21 L
20 3 > “ O/
Z5 7 b ) 24’
% 2 1 1 0 1
S o 0 0 0 o o 2 13.
40 5 O 0 o
b, 3 0 o 0
45 3 - 10 7 5 & g 15
50 &4 - 2
6 7 14 12 13 68 124
TOTAL b4
e 70 70 45 50 189 559

GAINS R



. SET"B . ;Table . 1

Aged and Non aged

SET B: Gain/Loss of tax unit by range of
wife's income (earned + investment)

LLENESH T COLUMN WRAP
Gainers ranged by wifes tatal income (lower limit)
i after independent taxatiaon
Range of wifes Amount of Number of Average gain
total incaome gain by tax units
tax unit who gain
£000s EmalFlian dacs 13
@ 15 408 47
1 A7 B 695 ST
= 2 il ) RO
< 31 AR 264
= 27 T 284
3 ST 326 420
10 120 AR : 458
1S 76 136 64
=0 43 4 S
25 157 16 1066
30 gl 18 1093
4 35 6 b el
. 40 3 3 1106
43 1 2 84646
& 30 b LS 2883
TOTAL TN 2306 SUS
Gi
ETINES7D3 COLUMN WRAP

Gainers by range of wifes income and amount of gain

Income range Amount of gain by tax unit (£ per year)

(lower limit)
£000s 0-50 50-100 100-2Z00 200-300 300-400 400-500 >500 TOTAL

B
o 294 60 33 47 3 a >0 \’iog
1 117 58 86 70 296 34 3s 695
2 70 18 13 10 z3 18 24 FF6
3 2 17 2 7 14 12 16 K
4 10 7 24 28 13 1 13 96
5 7 15 99 18 35 36 1435 206
10 13 18 28 34 14 74 77 162
15 7 1 4 12 18 55 35 e
20 0 0 4 1 5 19 21 “q
=5 0 0 1 1 2 2 11 e
30 0 0 0 1 o 2 7 io
. 35 0 o o 0 ) 1 4 2
40 0 0 0 0 o 0 2 3
¢ 45 0 o 0 0 o 0 1 2
50 0 0 o o o o 3 2
TOTAL 540 194 324 201 426 255 3bb 2306

i



. SET B -Table 2
Aged

LINE 863 COLUMN WRAP

GAIMERS R
Gainers ranged by wifes total income (lower limit)

after independent taxation

Range of wifes Amount of Nuinber of Average gailn
total i1income gain by tax units
tax unit who gain
£000s fmd L.liah 0Q0s .3
o 10 84 3Lt
il 2ty 616 280
i L 28 94 859
3 oo bt S35
, & 14 44 LIRS
f 5 53 1435 3&64
10 Z23 43 536
il A7 14 1169
. ¢ =0 = & 1901
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30 & 2 2041
{ 85 2 1 NFTS
40 1 0 g
45 1 0 0
50 4 1 2E59
TOTAL 374 1121 333
] @ LINE 890 COLUMN WRAP
f Gainers by range of wifes income and amount of gain
z, @® Income range Amount of gain by tax unit (£ per year:
E (lower limit?
f:z £000s 0-50 S0-100 100-200 200-300 300-400 400-500 >500 TOTAL
2 @ |
= o 30 16 B 18 Z 0 8] ~\84
f 1 61 49 86 62 293 32 34 616
2K Z o Bt 10 8 5 L 15 25 94
= & 0 9 L o 13 <) e 54
}f - < 5 1.7 4 7 o 3 46
2 @ 5 0 5 83 7 10 7 34 145
3 16 = 7 15 6 i 1 & 43
8 15 3 o o - 0 1 ? 14
g 2 o o o a c 1 5 =
3 25 0 o 8} O a 8} 3 3
2 30 o u} 0 O o 0 2 7
H © 35 a 8 o o o 0 1 i
3. 40 o o o 0 o o a ]
45 8] o o o O O a 0
& 50 o () 0 0 o o 2 4
: TOTAL 3185 5 100 243 110 346 63 147 2
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. SET+B. . .Table, 3
Non aged

¥ LINE 1040 COLUMN WRAP
Gainers ranged by wifes total income (lower limit)
after independent taxation

Range of wifes Amount of Number of Average gain
total i1ncome gain by tax units
tax unit wha gain
£000s fmillion 000s £
£ g ? 324 29
2 & 79 76
- & 82 73
e 3 10 55 174
4 13 50 268
S 84 154 Lb4
£ 1 Bl 719 A
13 60 122 488
20 28 43 650
‘ 25 11 ! 842
& 4 7 8 868
35 4 & 883
« 40 2 2 842
43 1 . 607
50 3 2 1381
£
TOTAL 857 1185 286
2 LINE 1066 COLUMN WRAP .
Gainers by range of wifes income and amount of gain
=< Income range Amount of gain by tax unit (£ per year)
(lower limit) i
£000s O=50"% 58—-1 0@ 100280 »00=- 3068 300406 480388 >508: FOTFAL
¢ 8] 264 G4 16 T 1 0 0 324
il 56 8 al 8 3 2 1 T
B 2 52 8 5 5 L 3 S 82
3 13 g 14 2 it 6 4 52
4 6 2 7 24 £ 1 2 50
D 5 7 10 27 3 B 25 A 7 181
; 10 11 el 13 28 16 75 &5 219
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B 26 0 o 4 1 5} 18 15 43
2 o o 1 il 3 2 8 13
‘ 38 9, g o o o 2 5 8
- | 35 o o o O o 3l 2] &
40 O o o 8] o O 2 2
45 O 0 0 0 o 0 8] 1
] 50 O o o o o o 2 2
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’ SET:=C: Table 1

Aged and Non aged

SET C: Wife's gain/loss by range of wife's
income (earned and investment)

LINE 3&87 COLUMN WRAP INPUT
A
GAINERS R

Gainers ranged by wifes total income (lower limit)
after independent taxation

Range of wifes Amnount of Number of Average gain
tatal iLthecawme gain bv wives
wilfe whao gain

£004ds £l Lo aaads £
8] 20 L4 48
it 182 i RS 260
2 4 2 RE] 225
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4 Sl ) W
=) Tl Z86 2
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20 22 LS P66
25 Lo 5 1242
. SHE) 7 = 2183
85 - 2 230
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45 1 o &
50 & 2 LTINS
TOTAL 567 2080 LA

EENE 4&5 COLUMN WRAP INPU"
A
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Gainers by range of wifes income and amount of gain

nccome range Amount of galin by wife (£ pger year)

tilower Tlhiimit
£000s g-98 250100 1868=-200" 2808-300 3IB0-4£00 400-5680 >508 ' T0TAL

0 303 i as 19 4 0 0 424

1 117 58 87 70 294 34 41 703

= 73 19 43 10 24 18 26 182

3 z1 19 T 9 14 10 19 128

4 9 & 24 57 14 2 14 105

5 14 17 99 18 35 24 79 286

10 21 21 33 B4 14 1 o 148

15 10 3 5 13 19 1 { 57

1" =0 > 1 5 1 1 1 > 25
25 0 0 0 0 1 0 4 &

30 0 0 0 0 0 0 2 3

35 0 o g g o 0 L z

40 0 o 0 0 o o 1 1

45 0 0 0 0 o o 0 g

50 0 o 0 0 g a 2 z
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. SET2G: “Table. 2

Aged and Non aged

T NE S59S COLUMN WRAP 1

LOSERS R
Losers ranged By wifes total income (lower limit)
3F

fter independent taxatian

Rang=s or Amount oOf Number of Average loss
wifes total loss by wives
income wife who lose
£000s £millicon g0as £
o a o a
ik g 0 o
& o o o
g 1 0%, (=15
= 3 32 93
S il EE Zf o)
10 45 T 494
12 15 23 651
20 5 Tek 463
. 23 i 4 195
& 30 2t Al 586
itz 8 2 sl
40 a a u]
& o O o
50 a o G
L TOTAL 145 403 B85
ISTNER G52 COLUMN WRAP IN:
Losers by range of wifes incaome and amount of loss
Income range Amount of loss by wife (£ per year)
ClHowey plinint Tt
£000s 0-50" S0-100 $00*=7200 200-3008.300-%00; 280308 >500 TOTAL
o 0 c o o 0 o o o
o 0 o o a 8} B o o
e 0 o @ o g 0 o o
& 7 2 3 o o o g 1¥
4 T3 ? 8 2 ! Q o J&
= Aids 157 51 B35 R 24 55 E2H
(3] & 5, 7 13 5 ek L3 24
ils 4 a af 1 =2 1 14 e
‘.' 20 =) 8] 0 0 G o =) 1L
il 3 o a8 a 8 il o 4
30 a o o O G c 1 1
B0 8] o 0 o G o 2 =
&0 g o a a G o ) o
435 g g 0 8] o o a 0
50 a 8 a g ) Q a a
TOTAI D 35 it 49 B 3 122 403



I SET D Table 1

Aged and Non aged

SET D: Husband's gain/loss by range of husbands
. income (earned and investment)

LINE 540 COLUMN WRAP
Gainers ranged by husbands taotal incame (lawer limit?
after independent taxation

Range of husbands Amount of Number of Average gain
tot2l income gQain by Nnusbands
husbands wha gain
£080s £yl 1on 000s £
c o o a
5 @] 1 370
10 4 7 404
2655) 13 &5 4035
20 4 asL : L06
£5 50 26 545
30 54 81 &37
40 2 30 536
50 4 T8 Z281

(o]
+
0\

,\
~0
[05]

‘ TOTAL bt

LEENE S 8 COLUMN WRAP
Gainers by range of husbands income and amount of gain
ILncome range Amount of gain by husband (£ per year)

(lower limit)
£000s 0-So S0-100 100-200 200-300 300-+00 LOOD-500 >500 T7T4TAL

o o G o o o o o o
5 o c o 0 G B! o 1
10 0 o 0 o o 2 a F
15 o o 8] o o 3, a Z
=0 o C (8] o o 84 a 34
R g c 0 a o 50 L& 36
30 0 c a g G & T 81
40 8] o ] 0 4 = 21 26
50 1 1 74 3 Z 1 s 15
ToTAL 1 1 5 & L85 146 346
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2l Somerset House
Inland Revenue London WC2R 1LB
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5 February 1988

CHANCELLOR OF THE EXCHEQUER
INDEPENDENT TAXATION: DISTRIBUTIONAL EFFECTS

i The attached note from our Statistics Division reports the
outcome of the work we have done so far on the distributional

effects of independent taxation for married women.

20 I would not want you to put too much weight on any precise
figures at this stage. The underlying data are imperfect; and a
good deal of work remains to be done before we can be reasonably
satisfied about their interpretation. Even the final figures are
likely to represent no more than broad orders of magnitude. By
the same token we have not at this stage attempted to polish the

presentation: the figures are as they come out of the machine.
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3 I am showing this material to you at this stage, because
it sets the context for two questions on which we should be £

grateful for your policy guidance.

(i) On what basis, or combination of bases, should we

present the figures?

(ii) Should we take the initiative in publishing? Or should

we publish only in response to (the almost certain) ?5

request from others to publish, or in response to the

publication of alternative estimates by (for example)

the Institute for Fiscal Studies?

The basis for the calculation

4. The work that you have seen so far has been on a

"conventional” basis. That is, it shows the distribution of

SRS

gains and losses by "taxpaying units" - taking husband and wife

i
%
RS
gt
g.
A

as a single unit. Clearly, it is essential that you should have
the figures on this basis - if only because it is familiar and
describes the changes to existing tax units. The figures show
the familiar "regressive" effect - with a lion's share of the
gains going to couples where the wife's personal income may or

may not be high, but where the husband's income is high (and who

are therefore classed as "high income families").

5 It has occurred to us that it might be worth looking at the
figures on a rather different basis - and arguably one more
consistent with independent taxation. When all is _said and éone,
the justification for independent taxation has to be that the
married woman should be taxed by reference to her income, not by>

*
reference to her husband's income. Arquably (as T have said)

*
Some people - and many of those most likely to criticise any

"regressive"” effects of independent taxation - would go further,
and argue that tax should pay no regard to marriage, which they
see as no more than a private contract between man and woman.
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this points to the logical conclusion that we should analyse the
-distributional effects on' the same basis - that is, fhe married
woman's gain or loss by.ieference to her income - not by
reference to her husband's income. To the extent that many
married women gain, it may be largely because many have
relatively low personal incomes in their own right. There is no
need for apology if the effect of independent taxation is (for
the first time) to recognise that fact and extend to married
women the same treatment that we now give to single men and

women.

6. In effect, the argument is that it would be internally
inconsistent - not to say quixotic - to base the tax reform on a
principle of "independence”, and then analyse its distributional

* *
effects on a principle of "aggregation”.

7 The table below illustrates the extent to which the
alternative approach might show a less "regressive" effect of
independent taxation. Inevitably, a number of married women with
large incomes enjoy large gains on either basis; but the
alternative approach shows a much larger share of the total gains

going to women with modest personal incomes.

x % >
I am reminded of the "internal inconsistency”, when fiscal

policy was being determined having regard to its likely financial
effects (a fixed money supply assumption), but people were using
the Treasury model to simulate the effects of a fiscal stimulus
without regard to the financial effects (a fixed interest rate
assumption) .

3
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Income (£000s) (2)
<5 5-10 10-15 . 15-20:120-25. 25+ Total

Distribution of gains by
- tax units income - 18.5 11.4 6.1 Fek 60.7 100
- wife's income $.2 380 168 A8 86 " 6.2 1o
Distribution of gainers by o
- tax units income - 29.4 16.4 .9 5.6 38.5 100 j
- wife's income 64.5 14.3 X3 6.1 252 27 100 ;[

Thus, for example:

- under the conventional approach 3/5ths of the total
Exchequer cost and nearly 2/Sths of the total number of B
"gainers"” can be found amongst married couples with an

income of over £25,000;

- Under an alternative approach 2/Sths of the total cost
and nearly 3/4 of the total number of gainers can be

found amongst married women with income of less than

£5,000.
8. In more detail, Mr Eason's note gives you four sets of
tables:
- Set A: "conventional analysis.

- Set B: Changes in tax liability of tax unit analysed

by income of the married woman.

- Set C: Changes in tax liability of married women

analysed by income of married women.

- Set D: Changes in tax liability of married men,

. analysed by income of married men (these

x account for perhaps one-quarter of the total

cost, but there are both gainers and losers).
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9,

realistic, to attempt to suppress the "conventional" figures

y I imagine that you will agree that it would not be right, ox

(distribution by reference to the income of tax units/families).
The question is whether you think it would be helpful to
supplement the conventional figures, by showing, in addition, the

income and distribution on an "independent” basis (by reference
to the income of the married women themselves). As Mr Eason's
note explains, in order to carry out the analysis on the
independent basis, it is necessary to establish a convention
under the existing tax regime to identify the separate tax
liabilities of each spouse.

10. One further point is worth consideration at this stage. The
analyses in Mr .Eason's paper (and all the income tax costings of
independent taxation Ministers have seen so far) are based on the
existing distribution of income between spouses. That is, they
ignore any transfer of assets there might be from (say) husband
to wife and the possible conversion of such assets into a more
tax efficient form in the wife's hands. Such transfers wonld, of
course, add to some married couples' gains and increase the cost
to the Exchequer. We are now looking at this in more detail to
consider whether a reasonable estimate of these behavioural

changes can be made.

Whether the Government should take the initiative

11. 1In principle, there seem to be three main options:

(i) The Government could take the initiative in publishing

the figures.

(ii) The Government could publish only in response to an

outside question.

(iii) The Government might refuse to publish, in any

circumstances - even in answer to a Parliamentary

-

Question.

%
%

Tagis
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. 12. On the face of it, Ministers may think that Option (iii)

does not look plausible. The Green Paper on the Reform of
Personal Taxation gave (in Annex 4) a full distributional
analysis of transferable allowances, including independent
taxation for married women's investment income. The task for
this year's Budget changes would be self-evidently easier - both
because it would involve’only independent taxation (without the

major complication of transferable allowances generally); and

because it would not in practice need (as Annex 4 of the Green
Paper needed) to analyse in detail the interrelations with social
security. It can therefore hardly be said that the
distributional analysis of independent taxation is either

unimportant, or technically unduly difficult or uncertain.

13. The arguments in favour of Option (ii) are that it might

give publication a rather lower profile, allowing the Government
to distance itself a little from the results. However, we must

presumably plan on the assumption that the Government will be

asked to publish the distributional effects; and it would be very
surprising if others - such as the IFS - did not publish their

own estimate pretty soon. The disadvantages of this course are

therefore perhaps (first) that Ministers would forgo the
initiative in handling the presentation (for example, a

Parliamentary Question from the Opposition would be likely to

- focus explicitly on the "conventional"™ analysis); and (second)
the IFS analysis might be accepted by default, so that in
practice the commentators might focus predominantly on the IFS
presentation (which we might expect to be both less accurate, and

less favourable).

14. Against that background, officials in the Revenue see some

attraction in Option (i), as being (generally) consistent with an

"open Government” approach and (more directly) allowing Ministers
to retain the initiative, and (so far as possible) control the
initial presentation. However, it is very much a matter for
Ministers' political judgment. If you decide in favour of
Option (i), you‘might in due course like to consider with us the

most effective tactics and vehicle for publication.
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Questions for consideration

15. It would be most helpful to have your guidance on three

general questions at this stage:

- Do you see attractions in some form of the
"alternative” .approach discussed in paragraphs 5 to 10
above?

- If so, would it be helpful to discuss with us how we
could develop a more targeted and polished
presentation? Are there any aspects on which you would

like further work to concentrate?

- What is your attitude to publication?

Prre’

—

A J G ISAAC




+ BUDGET SECRET - TASK FORCE LIST

INLAND REVENUE
STATISTICS DIVISION
SOMERSET HOUSE

FROM: R J EASON
DATE: 5 FEBRUARY 1988

CHANCELLOR OF THE EXCHEQUER

INDEPENDENT TAXATION : PRESENTATION OF
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2. An analysis on our normal basis of changes for tax units
will show that the large gainers from Independent Taxation
will be married couples on high incomes. Some aged couples
on quite low incomes. will gain. from the-disaggregation of
Category B pensionS? but the 1largest gains and a high
proportion of the Exchequer cost will benefit those couples
with incomes above, say, £25,000 per annum (precise figures,
of course, depend on the tax rates and thresholds of the tax
regime in 1990-91.) We have therefore considered whether
further analysis based on the principles of Independent

Taxation are worth pursuing.

Style of Analysis

3. We have given some preliminary thought to the type of
analyses that could be produced. It seems inappropriate to
replicate Annex 4 of the Green Paper since only half of all
taxpayers will be affected and there will be few losers. We
therefore have prepared a new set of tables more appropriate
to Independent Taxation. These incorporate two

complementary approaches to the analysis.

(a) Based on Existing Tax Units where the analysis is

based on the change in tax 1liability for each
married couple. Under the existing regime tax
liability for the couple is a straightforward
calculation but following Independent Taxation, it
requires the aggregation of the liability for each

spouse.

(b) Based on Individuals and changes in _their

individual tax liabilities. This type of

analysis reflects the principles underlying
Independent Taxation and treats each person

ééparately. Calculation of liability is
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straightforward after the reform, but it is not
currently possible for each spouse under a strict
interpretation of existing tax law. However we
can estimate,  individual liability approximately
from existing data recorded on the Survey of
Personal Incomes Dby, for example, treating the
. wife's income (earnings and from investments) as
the top slice of the couple's income. The
‘husband's 1liability would be derived directly from
his income and the wife's 1liability by deducting
this from the couple's 1liability. This approach
can at best Dbe approximate because we cannot split

reliefs and deductions between spouses properly.

We think that any distributional analysis must include some
tables based on existing tax units, both for consistency
with previous approaches and because of the close financial
relationship that exists between partners in a marriage. A
question is whether a complementary analysis by income of

separate spouses would also be helpful.

4. Almost without exception, if a couple gains, so does
the wife and in many cases the size of her gain will equal
that of the couple (in other words the husband's gain is
zero). In some cases, husbands will also gain, for example
if his married man's allowance is restored after no longer
claiming wife's earnings election or if the aged income
limit no longer prevents the aged married allowance being
claimed. Husbands will also 1lose when the vanishing
exemption arrangements withdraw the conple's allowance. But
on the basis of para 3(b), the vast bulk of the total gain
under Independent Taxation would be attributable to the
wives. Moreover many of these will have relatively 1low

levels of income.
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5ie I attach a set of tables to 1illustrate the two
approaches. They are . roughly prepared at present and are
only intended as an;inﬁroduction to consideration of more
detailed requirementé if this seems worthwhile. All tables
are based on 1990-91 income levels with Option 3 introduced
in 1988-89 and then indexed. Composite rate has been
incorporated at a rate consistent with a basic rate of 25p
but without taking account of the changing distribution of
accounts between taxpayers and non-taxpayers under
Independent Taxation. Hence the aggregate cost figures in
the tables are slightly distorted. Withdrawal of the
“married couple's allowance has been incorporated, but we
have made no.allowance for income splitting nor of the large

upsurge ‘in .share ownership from privatisation issues.
6. The tables are in four sets:

Set A

shows the change in the tax unit's tax

liability by the tax unit's income.

Set B - shows the change in the tax unit's tax

liability by the wife's income.

Set C - shows the change in the wife's liability by

her income.

Set D - shows the change in the husband's-liability

by his income.

Sets C and D are therefore based on the new approach

and subject to greater error.

-

55 1 RO

AR




BUDGET SECRET —‘TASK FORCE LIST

7 i The main features_of the tables can be summarised as

follows.

(i)

(ii)

Set A showé the large proportion of gains at high
levels of income despite large numbers of gainers
with low incomes. The latter comprise aged
couples gaining from disaggregation of Category B
pensions and others gaining from setting the
wife's 1investment income against her personal
allowance. The losers in the final table will
mainly be protected (e.g. breadwinner wives), but
the 150,000 losers at the highest levels of income
are losing from the withdrawal of the married

couple's allowance.

Set B shows that much of the aggregate gain is to
wives with no or little income of their own (about
40 per cent to those with incomes of 1less than
£5.0000) Nonetheless the average gain still

increases with income.

(iii)Set C reveals, as expected, almost identical

4

results to Set B. So the couples gain will
normally accrue to the wife and the majority of

these will have low income.

Set D shows 350,000 cases where the husband gains
irrespective of his wife's gain or 1loss. These
are nearly all wife's earnings election cases in
which the husband will claim a married counples
allowance. There are also cases where the aged
income 1limit will not reduce entitlement to age
allowance. There are also over 200,000 husbands
who lose from the withdrawal of the married

couple's allowance.

2
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85 Although both the statistics and the style of the
analyses are provisional, we should welcome guidance on
whether this topic needs further work, either for internal
briefing or for pubiication in any form when the Independent

Taxation proposals are announced.

R J EASON




‘SET A Table 1
Aged and Non aged

SE" Gain/Loss of tax unit by range of
total income of tax unit

Gainers ranged by total income (lower limit)

Range of Amount of  Number aof Average gain
total 1income gain gainers
£000s Emillion . 000s £
o o 4 3
5 DA 679 194
10 51 3768 295
15 L4 L B
2 2= 126 LS
= =g 100 202
3 &0 =955 BN
55 95 =09 £60 e
0 &7 120 561 ﬁ
L5 55 76 72 3
SO 8 130 390
TOTAL F 5 2306 309

i
i
83,

Bl

Gainers by range of income and amount of gain

vt
3
i
,:f.
o

income range Amount of gain (£ per year)
(lower limit)
£000s. J-50 S0-100 100-200 zZ00-3C0 300-400 £00-300 >S86 -  TOTAL
g 3 o o 8] 8] 8] 0 4
5 i Z9 piwls 71 207 =1 - 52T
10 g b L2 48 Zh 82 19 %3 S#S
1S 38 =0 43 10 217 i 15 229
=0 &5 = 35 é 2 7 8 ) 126
Fis. &0 T+ 14 3 Z L 16 100
3U 31 15 39 25 38 &6 30 255
35 g 7 3 " L o 90 53 269
Q0 7 & b # 1) S4 56 £
45 3 2 x 3 5 10 50 76
5 5 4 5 ) 3 13 85 130
TOTAL 540 194 324 201 426 Z55 JhA 2306




SET A Table 2 £
Non aged %

LINE 588 COLUMN WRAP
GAIN+GAIN1XxX(DAGED=2)
GAINERS R _ ; i
Gainers ranged by total income (lower limit) f
Range of Amount of Number of Average gain i
total income gain gainers ¥
£000s £million 000s £ .
o o 4 11 H
5 6 119 50 :
10 3 135 y ;
Ty L TO2 43 g
20 5 60 78
z25 5. 5.5 . 82
30 5% 22 264 :
35 78 1920 413 i
40 e 109 488 g
45 44 68 650 i
50 80 109 733 &
TOTAL 339 1185 286 %
4
LINE 610 COLUMN WRAP >
GAINS R é

Gainers by range of income and amount of gain

Income range Amount of gain (£ per year)
(lower limit)
£000s 0-50 50-100 100-2D0 200-300 300-400 400-500 >500 TOTAL
o 3 0 0 0 8] 8] o 4
5 100 10 3 & 0 2 1 11
10 109 22 P 1 4 8] T3 135
£S5 82 2 = 4 U 2 1 102
gO 43 8 8 3 3 o 2 65
25 38 i b5 X g 1 2 59
30 27 15 39 50 i L4 2 R
35 11 7 8 19 15 88 42 190
40 e & 4 5 7 5 34 47 109
45 e 2 4 2 3 5 2 44 68
50 S5 3 B 6 8 12 69 109
TOTAL 4629 Q4 81 ! 79 12 219 1185



SET A Tabl

& =

LINE 506 COLUMN WRAP
GAINERS R : i
Gainers ranged by total income (lower limit)
Range of Amount of Number of Average
total income gain gainers
£000s £fmillion 000s £
0 0 0 8]
= 126 560 224
10 78 243 3273
2 a2 128 389
26 7 61 274
2 15 - 42 368
30 21 30 705
35 18 2 236
40 14 g N oo T3S
45 p 2 74 1465
e . 35 2 1741
TOTAL 374 1121 : 333
LINE 527 "COLUMN WRAP
GAINS R

Gainers by range of income and amount of gain

Income range Amount of gain (£ per year)
(lower limit) :

£000s 0-50 50-100 100-200 200-300 300-400 400-500
8] 0 8] 0 0 O o

5 83 63 118 - 67 207 3

10 14 =1 46 20 78 18
D b6 8 41 8 38 2
20 3 1 27 6 14 i
25 2 6 9 2 6 3
30 3 U 1 =y 1 2
35 0 0 ] ) 0 2
40 0 0 0 0 1 1
45 0 D 8] o 0 1
50 1 R 1 O ik 1
TOTAL 3| 2N a6 243 110 346 63

e3

gain

>500

0
3
46
17

14
18
16
16

147

TOTAL
0
560
243
128
61
42
30
19
11
7
20

a5 |




SET A Table 4
Non aged 1 earner

. married couple

&

g

LINE 745 COLUMN WRAP s %
GAING((DTI—DNEI)>4455)X(DNEI(2835)XGAIN1 %
GAINERS R ; 'é

&

Gainers ranged by total income (lower limit)

Range of Amount of Number of Average gain 5
total income gain gainers : B
£000s £million 000s £ g
8] o 3 +1 ;
5, 6 119 20 g
10 3 135 2 Y
15 4 102 43 G
2 5 65 78 it
25 4 36 101
30 7 32 212
35 2 2 345
40 S) 16 403
45 5 3 615
50 27 20 1289
TOTAL 4T 562 136
LINE 767 COLUMN WRAP
GAINS R

Gainers by range of income and amount of gain

Income range Amau i :
N :
oy N s o nt of gain (£ per year)
£000s 0-50 50-100 100-200 200-300 300-400 400-500 >500 TOTAL
0 e By f e :
2 0 0 a} 8] O
.5 100 10 55 4 o 2 i 113
10 109 22 2 1 & 8] T 135
ig 82 ¥is 2 p o 2 4 187
20 43 8 8 1 3 o 2 65
i 2 &3 o - y T
30 10 = 5 & 74 } i 32
?5 3 % 3 2 4 2 b6 °L
»0 5 2 2 2 ! ) & :
;3 ? 3 ! 1 4 O O 3 12
' { 1 : B | 1 5 3 14 21
TOTAL 387 67 %%, 17 13 13 35 562



LINE 808

COLUMN WRAP
GAINEC((DTI-DWEI)>4455) %X (DWEI>2835) XGAIN1
GAINERS R

Range of

total income

LINE 830

£000s

u}

5
10
15
2t

&

30
35
40
45
50

TOTAL

Amount of

gain

£fmillion

COLUMN WRAP

GAINS R
Gainers by range of income and amount of gain

Income range
(lower limit)

£000s

8]
5
10
15

2
L

25
30
35
40
45
50

TOTAL

=58

. SN
UL UUNMNOOOOD

41

Number of
gainers

000s

63 [l s e en [ o B ]

=~
22

123
165

60
38

&22

SET A Table 5

Non aged 2 earner

married couple

Gainers ranged by total income (lower limit)

Average

Amount of gain (£ per year)

50-100 100-200'200—300 300-400 400-500

N=NIPONODCOCOODO

N
~

S+RNPUUNDODOODDO

%)
el

(SN
SNUCNOOOODOOO

-\J
J\

800000

(o8]

=
o Wvu 0o

o~
o

PRS0 7E) O )

273
423
502
655
599

gain

(i v i Rl un B

~
£ £

TS
165

RN AR R R KR O S A% s

&



SET A Table é
ALL LOSERS

LINE 415 COLUMN WRAP
LOSERS R :
Losers ranged by total income (lower limit)
Range of Amount of Number of Average loss
total income loss losers
£000s fmillion 000s £
o o & 47
5 446 143 324
10 55 144 379
g5 2 67 S5
20 7 22 325
25 6 13 465
30 4 2 =328
35 o 0 s}
40 4 15 256
45 4 27 s
50 58 124 470
TOTAL 207 559 370
LINE 437 COLUMN WRAP
LOSSES R
Losers by range of income and amount of loss
Income range A 3
(lower limit) ' T Il B Yeir) .
EDDOS_ 0-50 50-100 100-2p0 200-300 300-400 400-500 >500
. - 3 : “ o 0 0
R *3 17 24 16 14 16 34
¥ 15 11 0 20 9 7 52
38 8 5 9 1U 7 7 54
50 > ! 1 1 0 1 5
3s 0 0 0 0 8] 8] 0
:o : i e o 0 0 0
45 A R & 0 0 0 3
50 f vt b Al ¥ 7 1 0 0
E 5 7 14 12 13 68
TOTAL b4 S0 90 70 55 50 189

GAINS R

TOTAL

3
143
144

67
22
3

“3
P

8]
15

b5 4
<

124

559




SET B Table 1
Aged and Non aged

SET B: Gain/Loss of tax unit by range of
wife's income (earned + investment)

LINE 677 COLUMN WRAP
. : Gainers ranged by wifes total income (lower limit)
S after independent taxation
Range of wifes Amount of Number of Average gain
total income gain by tax units g
tax unit wha gain :
£0G0s Zmillicn GQ0s L '
8] 307 £08 &7
1 178 695 257
5 2 T 176 22z
3 T 3% &4
L 2 26 84
S p T 326 L20
10 120 262 3 £58
1S 76 136 =60
< 20 0 _ Z 813
25 3T, 16 1066
30 8ok 10 1023
7 35 b 1<t 112
40 3 3 1106
45 1 2 846
7 50 b 3 2003
TOTAL 743 2306 309 i
&
LINE 703 COLUMN WRAP

Gainers by range of wifes income and amount of gain

Income range Amount of gain by tax unit (£ per year)

(lower limit)
£000s 0-50 50-100 100-2Z00 Zz00-300 300-400 400-500 >S00 TOTAL

W
0 294 60 I 17 3 0 0 hog
1 17 58 36 70 296 34 35 69 s
2 70 18 13 10 z3 18 24 bt ¥6
% 20 17 32 s 14 i 16 req
& 10 7 Z Z8 13 ik 13 96
5 5 15 9 18 35 36 1143 326
10 15 18 Z8 34 1A 7h TH 262
= 1S F ) 4 2 18 55 39 V36
20 0 (8] 4 1 5 19 2 u9
2 0 0 1z il 2 = A% ya
30 s 0 0 1 0 2 7 io
35 O 0 0 8] 0 1 4 L
40 8] 0 - 0 0 8] 0 2 3
{ 45 0 O 0 8] 8] 0 1 2
50 0 0 s} 0 0 (8] 3 3
TOTAL 540 194 324 201 426 235 366 2306



SET B Table 2
Aged 1

LINE 863 COLUMN WRAP

GAIMERS R
Gainers ranged by wifes, total income (lower limit)

after independent taxation

Range of wifes Amount of Number of Average gain
total income gain by tan vnits
tax unit g who gain
£000s £million 000s 2
)
o 10 84 115
1 172 616 280
i 2 395 P4 353
3 22 b4 B
: 4 14 L6 303
€ = 53 145 364
10 25 43 536
5 17 14 1169
€ 20 12 5 i <7
2 6 3 1951
38 L 2 2041 5
{ 35 2 1 1973
40 g 0 o g
45 2 0 s}
50 4 1 3859
TOTAL 374 310 ey 333
® LINE 890 COLUMN WRAP _
Gainers by range of wifes income and amount of gain fj
@ Income range Amount of gain by tax unit (£ per year)

(lower limit)
£000s 0-50 5S0-100 100-200 200-300 300-400 400-500 >500 TOTAL

@ ; i N ¥
0 30 16 17 48 . 0 B 84
1 51 49 86 b2 293 32 34 516
%) 2 11 10 8 S 21 15 25 94
3 0 Q F i +3 & 27 &4
4 4 5 17 4 7 o 8 46
=) 5 0 5 83 7 10 7 34 145
10 2 7 15 6 Gl | 1 1 43
15 3 o 0 1 o 1 9 14
@ 20 g - 0 s} 8] o 1 % b
z 8 8] 0 0 8] o 3 3
30 g G- * 8] 0 0 0 2 2
©: 35 8] 0 0 s} o o 1 1
40 s} ] 0 0 0 s} o 0
%5 0 o 0 o s} o o 8}
-3 50 0 0 o 0 0 o 1 1
TOTAL e 11 G 100 2463 TEC) 346 53 147 1121
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SET B Table 3
Non aged
&
LINE 1040 COLUMN WRAP : %%
Gainers ranged by wifes total income (lower limit) E
after independent taxation
Range of wifes Amount of Number of Average gain
total income gain by tax units
tax unit who gain
£000s £million 0Q0s £
0 9 324 29
1 &6 72 76
2 <} 82 a3
< 10 35 174
& 13 50 268
3 84 181 Lb64
10 97 249 £43
£5 60 g (s £388
20 28 43 650
25 14 T3 842
30 7 5 868
T, L & 883
40 2 z 842
45 1 4 607
50 3 2 1381
TOTAL 339 1185 286
LINE 1064 COLUMN WRAP

Income range
(lower limit
£000s

UdLibne-~0

=
U o

[

(S I A 0% B 07 B (N
6 B S B s T T B

TOTAL

Gainers by range of wifes

)

o

=506

264

= U
000

OC00000O0OH+~a0O

429

Amount of gain by tax unit (£ per year)

income and amount of gain

50-100 100-200 200-300 300-400 400-500 >500 TOTAL

S

e

O000D0O0O0rrCHRNOB®

~0
>

16 by 1 o
1 8 3 2
5 S 2 3

14 2 1 6
7 24 5 1

17 12 o5 29

13 28 16 75
4 11 18 54
4 1 5 18
1 1 1 2
a] 0 a 2

-0 0 0 1
0 0 o 8]
0 0 0 0
0 0 0 0

81 91 Fa R T

8] 324
3 79
a2 2
4 55
5 50
79 &k
65 24
30 122
25, 43
3 s
S 8
3 4
2 2
8] 1
2 2
=17 1185
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LENE 256

COLUMN WRAP

Losers raﬁ@ed by wifes total income (lower limit)

after independent taxation

Range of
wifes total
i ncome

£000s

Amount of
loss by
tax unit

£million

Number of
tax units
who lose

000s

104
15
20
22
42

230
71

23

OO0OONWREDR

55%

SET B Table 4
ALL LOSERS

Average loss

423
273
384
200
135
2
494
651
686
328
686
3 16 G e

370




SET C Table 1
Aged and Non aged

SET C: Wife's gain/loss by range of wife's
income (earned and investment)

NE 367 COLUMN WRAP INPUT 38
N gt
GAINERS R ;
Gainers ranged by wifes total income (lower limit)
after independent taxation
Range of wifes Amount of Number of Average gain
tatal incaome Jain by wives
wilfe who gain
£0aas tmillian aaas £
0 20 L4 4
1 5 75 e : 703 260
2 Lot 183 2325
3 34 15 264
4 31 105 27
= 2 286 351
10 55 148 6
13 38 a7 570
20 22 T P66
23 11 <} 1942
30 7 7 2185
3 4 =2 2516
430 2 1 2023
45 ik o 8]
50 & s 3223
TOTAL 567 2080 273
INE 4%Z5 COLUMN WRAP INPU"
A
GAILNS R
Gainers by range of wifes income and amount of gain
1come ranga Amount OFf gain by wife (£ ger year)
lower limit)

£000s 0-50 50-100 100-200 200-300 300-400 4£00-500 >500 TOTAL

8] 303 53 35 19 4 8] s} 824
1 $57 58 87 70 296 34 41 703
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s 5 The attached note from our Statistics Division reports the
outcome of the work we have done so far on the distributional
effects of independent taxation for married women. \

25 I would not want you to put too much weight on any precise
figures at this stage. The underlying data are imperfect; and a
good deal of work remains to be done before we can be reasonably
’ satisfied about their interpretation. Even the final figures are
likely to represent no more than broad orders of magnitude. By
the same token we have not at this stage attempted to polish the

presentation: the figures are as they come out of the machine.
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3. I am showing this material to you at this stage, because
‘ it sets the context for two questions on which we should be
grateful for your policy guidaunce.

(i) On what basis, or combination of bases, should we

present the figures?

(ii) Should we take the initiative in publishing? Or should
we publish only in response to (the almost certain)
request from others to publish, or in response to the
publication of alternative estimates by (for example)
the Institute for Fiscal Studies?

The basis for the calculation

4, The work that you have seen so far has been on a
"conventional" basis. That is, it shows the distribution of
gains and losses by "taxpaying units" - taking husband and wife
. as a single unit. Clearly, it is essential that you should have
the figures on this basis - if only because it is familiar and
describes the changes to existing tax units. The figures show
the familiar "regressive" effect - with a lion's share of the
gains going to couples where the wife's personal income may or
may not be high, but where the husband's income is high (and who

are therefore classed as "high income families").

B It has occurred to us that it might be worth looking at the
figures on a rather different basis - and arguably one more
consistent with independent taxation. When all is said and done,
the justification for independent taxation has to be that the
married woman should be taxed by reference to her income, not by

*
reference to her husband's income. Arguably (as I have said)

*Some people - and many of those most likely to criticise any

"regressive" effects of independent taxation - would go further,
’ and argue that tax should pay no regard to marriage, which they

see as no more than a private contract between man and woman.
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this points to the logical conclusion that we should analyse the
distributional effects on the same basis - that is, the married
woman's gain or loss by reference to her income - not by
reference to her husband's income. To the extent that many
married women gain, it may be largely because many have
relatively low personal incomes in their own right. There is no
need for apology if the effect of independent taxation is (for
the first time) to recognise that fact and extend to married
women the same treatment that we now give to single men and

women.

6% In effect, the argument is that it would be internally
inconsistent - not to say quixotic - to base the tax reform on a
principle of "independence", and then analyse its distributional

* %
effects on a principle of "aggregation”.

e The table below illustrates the extent to which the
alternative approach might show a less "regressive" effect of
independent taxation. Inevitably, a number of married women with
large incomes enjoy large gains on either basis; but the
alternative approach shows a much larger share of the total gains

going to women with modest personal incomes.

* %
I am reminded of the "internal inconsistency", when fiscal

policy was being determined having regard to its likely financial
effects (a fixed money supply assumption), but people were using
the Treasury model to simulate the effects of a fiscal stimulus
without regard to the financial effects (a fixed interest rate
assumption) .

3
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Income (£000s) (%)

. <5 5-10 10-15 15-20 20-25 25+ Total
Distribution of gains by

- tax units income - 18.5 11.4 6.1 3.1 60.7 100
- wife's income 41.2 19 32 16.8 10.7 5.6 6.2 100
Distribution of gainers by

- tax units income - 29.4 16.4 9.9 5.6 385 100

- wife's income 64.5 14.3 13 6al 252 1527 100
Thus, for example:

- under the conventional approach 3/5ths of the total
Exchequer cost and nearly 2/5ths of the total number of
"gainers" can be found amongst married couples with an
income of over £25,000;

. - Under an alternative approach 2/Sths of the total cost
and nearly 3/4 of the total number of gainers can be

found amongst married women with income of less than

£5,000.
8. In more detail, Mr Eason's note gives you four sets of
tables:
- Set A: "conventional analysis.
- Set B: Changes in tax liability of tax nnit analysed
by income of the married woman.
- Set C: Changes in tax liability of married women
analysed by income of married women.
- Set D: Changes in tax liability of married men,
. analysed by income of married men (these

account for perhaps one-quarter of the total

cost, but there are both gainers and losers).
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(distribution by reference to the income of tax units/families).
The question is whether you think it would be helpful to

supplement the conventional figures, by showing, in addition, the

income and distribution on an "independent" basis (by reference
to the income of the married woumen themselves). As Mr Eason's
note explains, in order to carry out the analysis on the
independent basis, it is necessary to establish a convention
under the existing tax regime to identify the separate tax
liabilities of each spouse.

10. One further point is worth consideration at this stage. The
analyses in Mr Eason's paper (and all the income tax costings of
independent taxation Ministers have seen so far) are based on the
existing distribution of income between spouses. That is, they
ignore any transfer of assets there might be from (say) husband
to wife and the possible conversion of such assets into a more
tax efficient form in the wife's hands. Such transfers would, of
coursc, add to some married couples' gains and increase the cost
to the Exchequer. We are now looking at this in more detail to
consider whether a reasonable estimate of these behavioural

changes can be made.

Whether the Government should take the initiative

11. In principle, there seem to be three main options:

(i) The Government could take the initiative in publishing
the [igures.

(ii) The Government could publish only in response to an

outside question.

(iii) The Government might refuse to publish, in any
circumstances - even in answer to a Parliamentary

Question.
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12. On the face of it, Ministers may think that Option (iii)

does not look plausible. The Green Paper on the Reform of
Personal Taxation gave (in Annex 4) a full distributional
analysis ufl transferable allowances, including independent
taxation for married women's investment income. The task for
this year's Budget changes would be self-evidently easier - both
because it would involve only independent taxation (without the
major complication of transferable allowances generally); and
because it would not in practice need (as Annex 4 of the Green
Paper needed) to analyse in detail the interrelations with social
security. It can therefore hardly be said that the
distributional analysis of independent taxation is either

unimportant, or technically unduly difficult or uncertain.

13. The arguments in favour of Option (ii) are that it might

give publication a rather lower profile, allowing the Government
to distance itself a little from the results. However, we must
presumably plan on the assumption that the Government will be
asked to publish the distributional effects; and it would be very
surprising if others - such as the IFS - did not publish their
own estimate pretty soon. The disadvantages of this course are
therefore perhaps (first) that Ministers would forgo the
initiative in handling the presentation (for example, a
Parliamentary Question from the Opposition would be likely to
focus explicitly on the "conventional" analysis); and (second)
the IFS analysis might be accepted by default, so that in
practice the commentators might focus predominantly on the IFS
presentation (which we might expect to be both less accurate, and

less favourable).

14, Against that background, officials in the Revenue see some

attraction in Option (i), as being (generally) consistent with an

"open Government" approach and (more directly) allowing Ministers
to retain the initiative, and (so far as possible) control the
initial presentation. However, it is very much a matter for
Ministers' political judgment. If you decide in favour of
Option (i), you might in due course like to consider with us the

most effective tactics and vehicle for publication.
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Questions for consideration

. 15. It would be most helpful to have your guidance on three
general questions at this stage:

- Do you see attractions in some form of the

"alternative" approach discussed in parayraphs 5 to 10

W above?

- If so, would it be helpful to discuss with us how we
&% _*could develop a more targeted and polished

) presentation? Are there any aspects on which you would
(N Y
A like further work to concentrate?

- What is your attitude to publication?

gl b
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INDEPENDENT TAXATION: PERSONAL ALLOWANCES FOR NON-RESIDENTS
SECTION 27 ICTA 1970

1. This note considers the treatment under Inaependent Taxation of

certain non-residents who qualify (under existing rules) for a

measure of personal reliefs. The relevant provisions are very
arcane and do not fit well with the Independent Taxation proposals
for transfer of the married couple's allowance (MCA) where the

husband has a small income. It is necessary to decide how the

provisions should be adapted.

Background

2. Under existing law a non-resident is not normally entitled to

personal allowances. But the legislation (Section 27(2) Income and
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Corporation Taxes Act 1970) gives a measure of relief to
non-resident British subjects including forces and diplomatic
service personnel overseas (who are liable to UK tax on their pay),
and to some others, including citizens of the Irish Republic,
Commonwealth citizens and (indirectly) some people who qualify for
relief under certain double taxation agreements. The relief is
related to the proportion of the individual's total world income
which is liable to tax in the UK. For example, suppose a qualifying
non-resident has total world income from all sources of £7,000 of
which £2,000 is liable to tax in the UK. Suppose in addition that
he would be entitled to personal allowances of £3,795 if he were

resident in the UK. Then the income tax he has to pay is

2,000 x notional UK tax liability on total world income

7,000
=.2,000 x ({7,000~ "3,795) x 273)
7,000
= £247.24
3% It is difficult to obtain precise figures for the numbers who

benefit from these provisions but we think that the total number
might be around 60,000 or so of which around 27,000 are Crown
Servants including British Servicemen and Crown Pensioners, a
further 20,000 are ex-patriate British subjects born in this country
and now resident abroad, around 2,500 who are citizens of the Irish
Republic and the remainder are Commonwealth citizens, colonal
service pensioners, residents of the Isle of Man or Channel Islands

and some beneficiaries under double tax agreements.

Effect of Section 27 under Independent Taxation

4. In some cases these relief provisions will operate
satisfactorily under Independent Taxation, without further
amendment. It will follow automatically from the abolition of the
aggregation rule that the special rules will apply separately to the

incomes of husband and wife if they individually satisfy the
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necessary qualifying conditions. Indeed there are two respects in
which the rules would arguably give a more logical and sensible

result under Independent Taxation than they do at present.

5. First, under Independent Taxation a married woman will have to
satisfy the qualifying conditions for relief under these provisions
in her own right rather‘than on the basis of her husband's status.
So, on the one hand, for example, some non-resident married women
who are not British subjects will fall outside the scope of the
relief on the change to Independent Taxation while, on the other,
married women who are British subjects but who are presently barred
from claiming relief because their husbands do not satisfy the

qualifying conditions will gain entitlement.

5. Second, abolition of the aggregation rule will end an anomaly in
the provisions which exists following a High Court decision in 1984.
As a result of this decision any income of a man's wife which is not
chargeable to UK tax is not brought into the calculation of his
total world income for the purposes of determining the measure of
relief for which he qualifies. The effect of leaving out this part
of the wife's income from the calculation gave benefit in a rather
capricious way to certain non-resident taxpayers and put the
calculation of relief under these provisions on a less rational
basis than it had been previously. Under Independent Taxation, if
the present rules were continued roughly in their present form, a
wife's income which is not chargeable to UK tax would be brought
into the calculation of her liability in the same way as
non-chargeable income is brought in in calculating the tax of any
other individual. In some cases this might lead to an increase in
the couple's joint liability to UK tax compared with the present
position. But the effect would often be to do no more than restore
the position to broadly what it was before the adverse High Court
decision in 1984. (The previous treatment had been generally

accepted for over 60 years . up to then).

Transfers of married couple's allowance

6. The present rules for this group of non-residents do not fit
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well, however, with the provisions for transfer of the married
couple's allowance from husband to wife where the husband is unable
to use his full allowance. If a non-resident husband has a small
income liahle to UK Lax the provisions may give rise to anomalous
results. The following examples show the effect of the provisions

if no action were taken to amend them.

Example 1

7. 1In this example a non-resident British subject has no income
liable to tax in the UK but total world income (ie all income
whether or not liable to UK tax) of £4,200. If he were a UK
resident his personal allowances would be £3,795 (including £1,370
MCA) .

8. ©Under Section 27 his liability to UK tax is, of course, nil (no
income chargeable to UK tax). The effect of the provisions on the
transfer of the MCA is far from certain in this case but it looks as
if the whole of the MCA would be available to transfer to his wife.

Example 2

9. In this example the individual has a small income of £200 liable
to UK tax and £4,000 of income which is not liable. Again it is
assumed that if he were resident in the UK he would be entitled to

personal allowances of £3,795.

10. In this case the effect of Section 27 is to give the individual
the benefit of relief based on the proportion of his total world
income which is liable to tax in UK. So he effectively gets reliefs
of

200 x £3,795 = £180
4200

to set against the £200 of income chargeable to UK tax (making his
tax bill £5.20). But this completely exhausts his entitlement to

relief and there are no further allowances available to transfer to

T T e S Sm—————
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his wife. The (non-) taxpayer in Example 1 gets more favourable
treatment because the MCA is available to transfer to his wife if

she is liable to UK tax.

Example 3

11. In this example, thé husband has income of £4,200 all of which
is liable to tax in the UK and his wife has investment income of
£4,200 of which £4,000 is not liable to UK tax. Again the husband's
personal allowance is assumed to be £3,795 and the wife's allowance
is assumed to be £2,425.

12. Under Section 27 and Independent Taxation the husband's
liability to UK tax would be (4200 - 3795) @ 27% = £109.35. The
wife's liability would be

200 (4200 - 2425) @ 27% = £22.82.
4200

13. Under Section 27 as it applies within the present aggregation
system the couple's joint liability to UK tax would be:

(4400 - 3795) @ 27% = £163.35

(As a result of the High Court decision mentioned previously the
wife's income which is not liable to tax does not enter into the
calculation of the relief.) So in this instance the couple would
see a reduction in their combined liability to tax under Independent

Taxation.

Example 4

14. 1In this example the roles of the husband and wife in Example 3
are reversed so that the husband has income of £4,200, £4,000 of
which is not liable to tax in the UK and the wife has income of
£4,200 all of which is liable to UK tax. The allowances available

are as in the previous example.
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15. Under Section 27 as it would apply under Independent Taxation
the husband's liability to UK tax would be

200 (4200 - 3795) @ 27% = £5.20
4200

as in Example 1. But his wife's liability would be
(4200 - 2425) @ 27% = £479.

16. with the present aggregation system the couple's joint
liability as a result of Section 27 would be £308 if the wife's
income is earned income and £651 if the wife's income is from
investments.* So the couple's total liability falls substantially
on the change to Independent Taxation if the wife's income is from

investments but increases significantly if her income is earned.

Comment

17. As these examples show the combination of the effect of
Section 27 and the change to Independent Taxation can give rise to
capricious results. The examples have been chosen to bring out the
effect of the changes particularly sharply and in practice the
disparities of treatment which would arise would in most cases be
less severe than those illustrated. Nevertheless a number of

general conclusions can be drawn.

18. First, the provision for transfer of the MCA does not work
satisfactorily for those non-residents who qualify for personal

allowances under Section 27. In particular a full transfer of the

* The comparison with the present liability of the couple in Example
3 shows the capricious effect of the High Court decision mentioned
earlier. Before that decision the liability of the couple in

Example 3 would also have been £651.
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MCA from husband to wife would be available where the husband had no
income liable to UK tax bhut none would be due if the husband had a
small amount of income liable to UK tax and a small amount of
non-liable income (compare Examples 1 and 2). There seems little
justification for the generous effect of the present provisions in
the case where the husband has no income liable to UK tax; but the
inpact where there is a small income (a pension from a former
employment in the UK for example) and a small amount of non-liable
income is harsh since it can lead to an unexpected increase in a
couple's liability on the changeover to Independent Taxation if the
wife has income liable to UK tax (see Example 4).

19. Second, the effect of the interaction between the relieving
provision and Independent Taxation is that a couple's total
liability can depend to a considerable extent on the disposition of
income of different kinds between the spouses (compare Examples 3
and 4). There is no corresponding disparity of treatment for UK
residents: under Independent Taxation the total tax liability of a
couple in which the husband has income of £5000 and the wife has
income of £2000 will be the same as the liability of a couple in
which the roles of the husband and wife are reversed (so that the
husband has income of £2000 and the wife has income of £5000). This
is achieved because of the transferability of the MCA in the second

case.

20. Third, as the examples generally show, the change to
Independent Taxation can lead to gainers and losers amongst this
group of non-residents in a way which is unpredictable because it
depends on the distribution of income between the couple and whether
or not it is liable to UK tax.

Options for amending Section 27

21. We have spent some time considering how the provisions of
Section 27 might be amended to achieve a more satisfactory result
under Independent Taxation. But we have not been able to devise a
simple approach which retains something like the present relief

provisions and deals with all the potential anomalies which could
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arise on the change to the new system. The interactions between the
approach to giving relief to this group of non-residents, based on
the proportion of the individual's world income liable to tax in the
UK and the chanye to lndependent Taxation, including the transfer of
the MCA from husband to wife, are too complex to permit acceptable
results to be obtained in every case. The following paragraphs
consider two possible options for amending Section 27 so that it
would fit in better with Independent Taxation. Although we think
either option is administratively feasible both options have

drawbacks on policy grounds.

Option 1: give unrestricted relief

22. Against the background of the anomalies to which the present
form of Section 27 could give rise on the change to Independent
Taxation one option might be simply to abolish the present treatment
which restricts the personal reliefs of this group of non-residents
by reference to the proportion of their world income which is liable
to UK tax. This would mean that with effect from 1990-91 this group
of non-resident taxpayers (both single and married) would qualify
for full personal allowances against their income liable to UK tax.
The Independent Taxation provisions including the transfer of the
MCA could then apply to this group in exactly the same way as they
apply to all taxpayers resident in the UK. (We think however that
we would probably want to preclude these non-residents from claiming
the special transitional relief available for breadwinner wives who
are resident in the UK; it would be exceptionally generous to give
this group of non-residents the benefit of both unrestricted

allowances and transitional relief.)

Advantages of Option 1

23. We think there are a number of advantages in the Option 1

approach.

24. First by giving more generous treatment it would eliminate the
capricious consequences which could otherwise arise for this group

of non-residents on the changeover to Independent Taxation. Even
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without the transitional relief for breadwinner wives which will be
available to UK residents it is most unlikely that there would be

any losers on the change to Independent Taxation.

25. Looking at the Examples in paragraphs 7-16 the tax liabilities
of the individuals concerned under Independent Taxation with

unrestricted allowances compared with their liabilities under the

present system would be as follows:

Tax payable (1987-88 allowances) £

Independent Taxation Present System

Unrestricted Allowances

Example 1 Nil: transfer of full MCA Nil
to wife available

Example 2 Nil: transfer of full MCA £5.20

to wife available

Example 3 Husband 09,35 Husband
and 163,35
wife Nil Wife
Example 4 Husband Nil transfer of Husband (a) £651
full MCA available and (wife's
Wife income from
investments)
wWife 109.35 (allowing (b) £308
for MCA transfer) (wife's
income
earned)

26. As the figures show, getting rid of the restriction on reliefs
ensures that there is parity of treatment between the taxpayers in
Examples 1 and 2 and between the couples in Examples 3 and 4. The
combination of removing the restriction on reliefs and the change to

Independent Taxation leads to a reduction in the tax payable
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compared with the present system in each of Examples 2-4. 1In
Example 4 the reduction is substantial.

27. Second the change would very considerably simplify the

calculation of the tax liabilities of this group of non-residents:

in future the liability would be calculated in exactly the same way

as those of a resident taxpayer and the complicated calculations

based on the proportion of UK liable income to total world income
would no longer be required. Removing the restriction on relief

would, however, be likely to encourage more claims for relief

particularly from those non-residents with only very small incomes

liable in the UK who at present may not find it worthwhile to make a

claim. So the total volume of work in relation to this class of
non-residents might not change significantly even though the

Calculation of liability in each case would be very much simpler.

28. Third, the change would, of course, be very widely welcomed by

those expatriate British Subjects who form the vast majority of
those who make claims for relief under Section 27 (see figures in
paragraph 3). The wider relief would be likely to encourage

investment by them (and others) in the UK.

Disadvantages of Option 1

29. The change would, however, have drawbacks.

30. First, unrestricted relief would undoubtedly be very generous
in cases where the individual had only a small income liable to UK
tax but a relatively large total world income. (The individual in
the example in paragraph 2 for example would pay no tax on his UK
income (compared with £247.25 at present) and would have the full

MCA available to transfer to his wife if she could make use of it.)

And single people would also benefit from the change, although they

are unaffected by the introduction of Independent Taxation. It is
very difficult to estimate what the overall cost of giving
unrestricted relief would be but our best guess is that it might
generate an additional 40,000 claims at a revenue cost of around
£30-£40 million.

At Ay A
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31. Second, our double taxation agreements generally require us to
give nationals and (usually) residents of treaty partner countries
the same tax treatment as UK subjects who are in similar
circumstances. Unrestricted relief would therefore allow most
individual residents of treaty partner countries to receive UK
income free of UK tax up to the level of the UK personal allowance,
including any transferred allowance. We are not aware, however,
that the domestic laws of such countries will enable reciprocal
treatment to be provided by UK residents. Although the new
treatment will seem most generous to the non-resident himself, we
think that some of our treaty partners might object, either because
our treaty with them provides for the income to be taxed only in the
UK, or because they fear that the income will remain undisclosed by
the recipient and therefore remain untaxed in both countries. We
think there is a possibility that some partner countries could
suggest that the UK was adopting tax haven practices, even though
the change arises as a result of our domestic reforms and in some
cases, where the UK income is taxed in the recipient's country of
residence, the financial benefit of relief would eventually pass to

that country's Exchequer.

32. Third, Ministers may not want to consider making a change at
present in the treatment of this particular group of non-residents
when a consultative document may be published shortly looking more
generally at the UK tax system's approach to residence. (Mr
Beighton sent you a draft of the document on 3 February). In
practice we think there is likely to be only a very slight
interrelationship, if any, between a proposal to give unrestricted
personal reliefs to this particular, narrow, class of non-residents
and the wider issues which it is at present proposed should be
discussed in the consultative document. Nevertheless you may feel
that this change might more naturally come forward in the context of

any other changes made in response to the consultation on residence.

Option 1: variant

33. A variant of the Option 1 approach would be to give

unrestricted personal allowances against an individual's income

143
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liable to UK tax but to restrict the transfer of the MCA by
reference to a husband's total world income (along the lines
suggested in paragraph 37 below). This would limit the transfer of
the allowance where a husband had substantial world income but only
a small amount of income liable to UK tax and there is some
justification for this approach in principle. On the other hand it
would mean that some of the anomalies which may arise on the change
to Independent Taxation would not be eliminated. (The disparity of
treatment between Examples 3 and 4 above would remain, for example).
This might perhaps be defended on the ground that giving
unrestricted personal allowances was, overall, a very generous
response to the effect of Independent Taxation and that it was right
that the transfer of the MCA should be restricted where a husband
had substantial world income. Nevertheless it is unlikely that this

restriction would in practice reduce very significantly the

generosity and cost of giving restricted personal allowance to this
small class of non-residents. If Ministers wish to give
unrestricted relief our view would, on balance, be that there is
attraction and simplicity in doing this on exactly the same basis as
for residents (subject to the point about transitional relief in

paragraph 22).

Option 2: limited changes

34. If Ministers are not attracted by the Option 1 approach of
giving unrestricted personal allowances to this group of
non-residents (or would prefer to keep this Option in reserve for
the moment either in the context of the consultative document on
residence or for other reasons) we see no alternative to simply
making some limited structural changes to the existing Section 27
provisions so they can be applied in practice under Independent
Taxation and accepting any anomalies and disparities of treatment
that might produce. We think these anomalies will in due course
almost certainly give rise to complaint about the operation of
Section 27 though it is difficult to judge at present how quickly
the problems would come to the surface. It is possible that many
couples might find that the change to Independent Taxation did not

noticeably alter their liabilities and so would not have any
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complaint. But others might find their tax bills increasing,
possibly fairly substantially, and in many cases it might be very
difficult for tax offices or Ministers to offer a rational

justification for the change.

35. A factor here is that the tax affairs of groups of the
expatriate British Subjeéts who benefit from Section 27 are often
handled by agents who are familiar with the complex and detailed
provisions (including, for example, double tax relief) which effect
the liabilities of non-residents. Any anomalies that arise on the
move to Independent Taxation may therefore be identified more
quickly since the agents concerned will obviously examine how any
proposed changes to Section 27 are likely to affect their clients.
One possible option would be initially to make only minor changes to
the Section 27 provisions, keeping the option of giving unrestricted
reliefs as a fall-back for a Committee stage amendment (or for
another year) if pressure for change did not build up immediately.

Scope of changes

36. If you decide to make only limited structural changes to the
Section 27 provisions at this stage we think we would at least need
legislation to adapt the provisions relating to the transfer of the
MCA to the Section 27 context. (We would also aim to adapt, along
the same lines, the provisions for transitional relief for
breadwinner wives. However, because those provisions and the
Section 27 rules are very complex this might not, in the event prove
practicable. In that case we might have to provide that the
transitional relief was not available to this group of

non-residents.)

37. For the MCA we think we should have to provide specifically
that it should be available for transfer under Section 27 only where

the husband's allowances exceeded his total world income. This

would, for example, allow a husband with a small UK pension but no
other income to transfer any unused MCA to his wife. It would also
deal with the anomaly identified in Example 1 in paragraph 7. It

would mean there would be no transfer of relief available in that

i 1
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example. On this approach, for example, a non-resident with world
income of £3000, £2000 of which was chargeable to UK tax and total
allowances of £3,795 including the MCA would have allowances of £795
available to transfer. This seems a reasonahle result. There would
be no discontinuity of treatment between the man with total world
income of £3794 and allowances of £3795 who would be able to
transfer £1 of his MCA and the position of a similar man with total
world income of £3796 (including some income chargeable to UK tax)
whose entitlement to relief would be fully exhausted against his own

income.

38. The approach would by no means eliminate all the anomalies that
can arise because of the interaction of Section 27 and Independent
Taxation. (It does not, for example, tackle the disparity of
treatment between Examples 3 and 4 in the earlier part of this
note). It will also make for some disparities of treatment
depending on the exact form of a non-resident's income. For example
some UK resident and ordinarily resident individuals are entitled to
a 100% deduction against all (or part) of their earnings from an
overseas employment. Other individuals doing very similar or even
identical jobs (spending the same amount of leave in the UK perhaps)
may, due to particular characteristics of our residence rules, be
not resident and not ordinarily resident with the result that the
earnings from an overseas employment may simply be non-liable. An
individual in the first group would be able to transfer the MCA to
his spouse whatever the earnings against which he could claim a 100%
deduction (provided his other income was sufficiently small). But
those in the second group would not be able to do so. It seems
doubtful whether the reason for this distinction in treatment would
be capable of explanation and justification to those concerned.
(This disparity would be dealt with by giving completely
unrestricted relief on the Option 1 approach.)

Status of spouses

39. There is one further condition which we suggest should apply
where a non-resident husband has allowances available to transfer to

his wife. We think in order to qualify for the benefit of the

o IR ¥ A
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transferred allowances a non-resident wife should qualify in her own
right for relief under the existing provisions (for example, she
should be a British subject). There is no provision for
non-residents who do not satisfy these conditions to qualify for any
personal allowances under UK law and it would give rise to anomalies
and disparities of treatment if a wife who did not satisfy the
conditions in her own right could get relief on the basis of
allowances transferred from her husband. Where the wife does
satisfy the qualifying conditions the allowances transferred by her
husband would be taken into account in the normal way in the
computation of her relief under the provisions. These tests would

be needed whether you adopted the Option 1 or the Option 2 approach.

Conclusion and Questions for decision

40. The provisions which give personal reliefs to certain
non-residents will not operate satisfactorily under Independent
Taxation. We think the only long-term solution to the anomalies
which could arise is to abolish the present restriction on relief
for those in this group and to give them reliefs against their UK
income in the same way as residents. Ministers may, however, not
wish to offer this concession immediately but prefer to keep it back
either for presentation in the context of the consulative document

on residence or as a possible Committee stage amendment.
41. We should be grateful to know whether you would prefer to adopt
the Option 1 approach or to keep that Option in reserve for the time

being and make only limited structural changes to Section 27 along

the lines suggested in paragraphs 36 and 37 above.

2 Mix.

B A MACE

PO A
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8 February 1988
MR ISAAC - Inland Revenue cc PS/Chief Secretary

PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton

Sir T Burns

Mr Scholar

Mr 0Odling-Smee

Mr Culpin

Miss Sinclair

Mr Riley

Mr Cropper

Mr Tyrie

Mr Call

Mr Battishill - IR
Mr Painter - IR

Mr Eason - IR
PS/IR

INDEPENDENT TAXATION: DISTRIBUTIONAL EFFECTS

The Chancellor has seen and was most grateful for your submission

of 5 February.

2% He sees attractions in some form of the "alternative" approach
which is set out in your note. He agrees that it would be helpful
to discuss how you could develop a more targeted and polished
presentation. Further work should concentrate on Sets C and D. He
is inclined to take the initiative over publication, though he does
not entirely rule out Option (ii) (ie publishing only in response

to an outside question).

3. This office will arrange a time for discussing this: probably

at next week's Overview meeting.

=8

‘« .

J M G TAYLOR
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J M G TAYLOR
10 February 1988

MR CULPIN cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Mr Scholar
Mr Odling-Smee
Miss Sinclair
Mr Riley
Mr Hudson
Mr Cropper
Mr Tyrie
Mr Call

Mr Battishill - IR
Mr Isaac - IR

Mr Painter - IR

Mr Eason - IR

Mr Mace - IR

INDEPENDENT TAXATION: DISTRIBUTIONAL EFFECTS
The Chancellor was grateful for your minute of 9 February.
2. He has commented that we clearly need to know more about the

200,000 losers; but he would imagine that they are all gainers
taking the 1988 Budget package as a whole. He would be grateful if

you could cross-check this,

3% He has commented, further, that some of these losers will
presumably be married to wives who gain from independent taxation.

It would also be helpful to know a bit more about this.

~H

s ¥

J M G TAYLOR
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FROM: ROBERT CULPIN
DATE: 9 February 1988

CHANCELLOR cc Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Sir P Middleton
Sir T Burns
Mr Scholar
Mr 0Odling-Smee
Miss Sinclair
Mr Riley
Mr\gpdson
Mr Cropper
Mr Tyrie
MrCall

Mr Battishill: IR
Mr Isaac: IR

Mr Painter: IR

Mr Eason: IR

Mr Mace: IR

INDEPENDENT TAXATION: DISTRIBUTIONAL EFFECTS

I should 1like to draw attention to paragraph 7(iv) of the paper
by Mr Eason which Mr Isaac sent you on 5 February. It will be

relevant to our discussion of presentation.

25 I assume we shall sell independent taxation as privacy for
women plus recognition of marriage. We need to keep in mind

that it will have quite marked effects on men.

3k Briefly:

(a) about 350,000 men will gain an average of about

£500 per year;

(b) about 200,000 men will lose an average of about

£400 a year.

These are quite large numbers - and quite odd results.
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4. If I wunderstand it correctly, about 350,000 men will gain
beciyisde you are giving them the married man's/couple's allowance
when

- they do net enjoy it now and

- they do not expect, in a million years, to be given

;&

They are mostly in relatively well-off couples, where the wife

has already elected to have her earnings taxed separately.

5, As I understand it, about 200,000 men will lose because
you are taking the married man's/couple's allowance away from
them when they do get it at the moment. Their wives have little
or no income, so they are not exercising the wife's earnings
election; but the husbands are well paid enough to see their
MCA vanish under independent taxation. They will not necessarily
have offsetting gains when independent taxation is introduced:

the higher rate reductions will be over and done with by then.

6ie All these figures are approximate and depend on the precise
details of the scheme - in particular, when and how the MCA
vanishes. But I assume, subject to correction, that the broad

orders of magnitude should be roughly right.

75 The effects on men are probably too arcane for anyone to
notice straight away. But if and when people fathom them, I
suspect they will look a bit rum. They come, of course, from

combining a move to independence for women with a joint allowance

(in virtue of marriage) paid to, and withdrawn from, men.

8 My note on presentation flags the general issue, very briefly.

But I found the figures in Mr Eason's paper striking enough to

highlight here.
K

ROBERT CULPIN
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FROM: J J HEYWOOD
DATE: 11 February 1988

MR BEIGHTON IR cc PS/Chancellor
PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Mr Monck
Mr Scholar
Mr Culpin
Mr Cropper
Mr Tyrie
Mr Painter IR
PS/IR

RESIDENCE

The Financial Secretary was most grateful for your minute of
3 February. He would 1like to discuss this with you and others

next week.

2 In the meantime, the Financial Secretary would be grateful
for a comment on how the four options would relate to

Sir David Wolfson's suggestions (attached for ease of reference).

JEREMY HEYWUOD
Private Secretary

BUDGET: CONFIDENTIAL
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Sept.17,1987

Dear David,

The Expatriate rules are, I presume, designed to
discourage people from moving their residence abroad in order
to avoid UK Tax. If return is made too easy, many people who
do not require to be in UK full-time would "emigrate" and
enjoy the benefits of lower tax rates while continuing to be
in UK as much as they wanted.

Therefore I propose that, for a period of say 4 years,
the expatriate would continue to operate under present rules.
BUT, AFTER SUCH A PERIOD, THE RULES COULD BE RELAXED TO
ENCOURAGE EXPATRIATES TO SPEND MORE TIME OVER HERE. An
additional 60, or even 30 days per year, after 4 years, would
not encourage more people to emigrate. But it could generate
a considerable sum of Foreign Income into the UK, since many
expatriates spend as much time over here as they are allowed,
and spend money each day they are here!

One could even restrict the additional days to people
over retirement age, and make it a concession which only
applied from year to year. That way no-one would emigrate
because of an enlarged allowance in the future which might be
withdrawn before they could take advantage of it!

But each year it operated we would derive income, hotel
charges, food bills, and shopping requirements which might
otherwise have gone to Marbella, Palm Beach or Cannes.

Why not try to get the best of both worlds?

No reply needed, this is merely to put on record the
object of the exercise as I see it.

Yours etc.

Busi)

David Wolfson
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FROM: MISS C E C SINCLAIR

DAQEi\;l February 1988
MR SCHOLAR cc S/Chancellor

Mr Culpin
/ Mr Riley
,p/ Mr Michie

DUTY DEFERMENT Vv

Given the interest which Ministers have expressed at Overview
in an extra month's duty deferment, I have asked Mr Jefferson Smith
to produce a paper for circulation next week, which might be taken
at Overview on 22 February. This will examine the arguments for
extra duty deferment wunder revalorisation, and under double
revalorisation. It could be done in time to affect the 1987-88
PSBR if the announcement is made in the Budget - the duty for

March is not due until 29 March.

in; ;EQNVB&ZSAV‘__ -

CAROLYN SINCLAIR
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FROM: J J HEYWOOD f |
DATE: 11 February 1988

MR TYRIE cc PS/Chancellor
PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Mr Scholar
Mr Culpin
Miss Sinclair
Mr Cropper

Mr Call

Mr Jenkins OPC
Mr Mace IR
Mr Isaac IR
PS/IR

INDEPENDENT TAXATION: PERSONAL ALLOWANCES FOR NON-RESIDENTS
SECTION 27 ICTA 1970

The Financial Secretary would be grateful for your views on

Mr Mace's submission of 8 February.

JEREMY HEYWOOD
Private Secretary
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1. MR Lgé;éif>//\fxfl/

20 CHANCELLOR OF THE EXCHEQUER

INDEPENDENT TAXATION: DISTRIBUTIONAL EFFECTS

e Mr Taylor's note of 10 February to Mr Culpin asked two

qguestions about those husbands who will lose on the change to

Independent Taxation because of the withdrawal of the married

couple's allowance (MCA) where income for tax purposes exceeds a

certain level.

2 We have looked at these two points very quickly. (As
Mr Isaac indicated in his note of 5 February figures for the
distributional effects of Independent Taxation are provisional at

this stage.)

3 First, as I indicated in my note of 7 December, we think it
is true that any husband who loses in 1990-91 because of
withdrawal of the MCA will almost certainly have gained more (and
probably substantially more) from the tax reductions in the 1988
Budget. In the typical case the maximum loss from withdrawal of
the MCA at its 1990-91 indexed level will be about £650; the gain

to someone with income for tax purposes in excess of £40,000 from

Chief Secretary Mr Battishill
Financial Secretary Mr Isaac
Paymaster General Mr Painter
Economic Secretary Mr Beighton
Sir P Middleton Mr Lewis

Sir T Burns Mr Mr Eason
Mr Scholar Mr Mace

Mr Odling-Smee PS/IR

Miss Sinclair

7

Mr Riley
Mr gzézon
Mr opper
Mr Tyrie

Mr Call
WV%CLAfﬂW;
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] 1988 Budget changes is likely to be at least £2,000. There
could be a handful of exceptional cases where the husband might
gain less from the 1988 Budget changes than he loses when the MCA
is withdrawn (if, for example, he was paying exceptionally large
subscriptions under the BES scheme or sheltering income in some
other way) but these cases are likely to be very unusual. The
1988 Budget changes will, of course, be well in the past when
Independent Taxation comes in in April 1990.

4, Second, of the just over 200,000 husbands who lose from
withdrawal of the MCA (if withdrawal starts at income for tax
purposes of £40,000) about 50,000 are in couples who gain overall
from the change to Independent Taxation (because of the
disaggregation of the wife's income). But about 160,000 are in
couples who lose overall (because the benefit from disaggregating
the wife's income (if she has any) is insufficient to outweigh
the loss from withdrawal of the MCA. About 70,000 of these
couples lose more than £500 per year on the introduction of
Independent Taxation.

O These figures may overstate to some extent the actual number
of losers because our present information about joint investment
income of husband and wife is not complete. Such income will at
present tend to be allocated wholly to the husband where there
are doubts about the precise position. Losses could also be
mitigated to the extent that husbands transfer income-bearing
assets to their wives in anticipation or in consequence of

Independent Taxation.

6. On a quick look it appears that the number of losers could
be roughly halved if the starting point for withdrawal of the MCA

were set at income for tax purposes of £50,000.

:‘BA’ MQCQ.

B A MACE
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FROM: A C S ALLAN
DATE: 12 Fehruary 1988

MR CAYLEY - INLAND REVENUE cc PS/Financial Secretary
Mr Scholar
Mr Culpin
Mr Cropper

CGT

The Chancellor would be grateful for a note 1listing any major
countries which:

(1) do not have a capital gains tax at all;

(ii) have only introduced a capital gains tax in the relatively

recent past;
(iii) have a capital gains tax on short term gains only;

(iv) have a capital gains tax but have announced plans to

abolish it (or restrict it to short term gains only).

St

A C S ALLAN

Ty R S
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MR MACE -IR FROM: JEREMY HEYWOUD
DATE: 15 February 1988

cc PS/Chancellor
PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Mr Scholar
Mr Culpin
Ms Sinclair
Mr Jenkins
- Mr Mace
Mr Isaac
Mr Cropper
Mr Call
Mr Tyrie

PS/IR

INDEPENDENT TAXATION: PERSONAL ALLOWANCES NON-RESIDENTS SECTION 27
ICTA 1970

1'he Financial Secretary was most grateful for your submission of 8

| February and for Mr Tyrie's minute of 11 February.

2. The Financial Secretary agrees with Mr Tyrie that Option 1 is
the '"preferred solution to this small problem. The Financial
Secretary also agrees that to the extent that non-resident
servicemen make substantial gains from this option, we should seek

to claw some of the costs back in the review of non-resident

1%

JEREM Y HEYWOOD

Private Secretary

servicemen's allowances.
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Chief Secretary
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Economic Secretary
Sir P Middleton

Mr Scholar

Mr Culpin’

Ms Sinclair

Mr Jenkins

Mr Mace

Mr Isaac

Mr Cropper

M iCalil

INDEPENDENT TAXATION: PERSONAL ALLOWANCES NON-RESIDENCE SECTION
27 ICTA 1970

You asked for my views on Mr Mace's submission of 8 February.

I agree with Mr Mace. Option 1 looks best. The logic for Option
2 (and indeed the present position) is a bit ropy. The result
would be even more complexity - another fillip for tax consultants.
Option 1 has the ‘virtue of providing simplicity, equal treatment
between residents and non-residents (except where double-taxation
arrangements intervene), and, incidentally, some encouragement

for investment in the UK.

The only substantial disadvantage with Option 1 is the cost,
putsatl £30 to £40 million. I am surprised that it is as high
as this. I note that half of the 60,000 people affected are
servicemen. Unfortunately the Revenue cannot tell us whether
they would reap their share of this, ie £15 to £20 million, though
it is likely that they would get a fair chunk of it.

Aséﬁming they would, I wonder whether we could claw some of this
back on the spending side. A review of allowances for non-resident
servicemen has been in train for three years and is due, finally,
to report this Spring. Decisions will be taken in the Summer.
If it turns out that Option 1 would be generous to servicemen
abroad it should strengthen our case for demanding cuts in their
allowances. This seems to be a rare occasion when the timing

would favour us.
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Option 2 would cost us £5 to £10 million anyway. If the public

spending side of the house judge that we could also claw back

something from servicemen the cost objection'to Opticon 1 weakens
a Lot

4
W A G /TYRIE
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CHIEF SECRETARY cc PS/Chancellor
// // . PS/Financial Secretary
/ Mr Croupper

/

y/ Mr Call

INDEPENDENT TAXATION: PERSONAL ALLOWANCES NON-RESIDENTS SECTION

27 ICTA 1970

As I mentioned in my note to the Financial Secretary (11 February),
I think we should be able to claw back some spending on
servicemen's allowances as a quid pro quo for this minor tax

reform.

Apparently, the MOD's report on review of allowances is due to
come in next week. We will ueed to ask Steven Robson/Diana Seammen
to do some stalling until budget day. Since they have been
pressing the MOD hard for some action there might be some minor

embarrassment!

/41,,( :

A G TYRIE
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J M G TAYLOR
17 February 1988

PS/FINANCIAL SECRETARY cc PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Mr Scholar
Mr Culpin
Ms Sinclair
Mr Jenkins
Mr Mace
Mr Isaac
Mr Cropper
Mr Call
Mr Tyrie

PS/IR

INDEPENDENT TAXATION: PERSONAL ALLOWANCES NON-RESIDENTS SECTION 27
ICTA 1970

The Chancellor has seen your minute of 15 February. He agrees with
the Financial Secretary that we should go for option 1. He also
agrees that, to the extent that non-resident servicemen make
substantial gains from this option, we should seek to claw some of

the costs back in the review of their allowanhces.

J M G TAYLOR
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1% In your note to Mr Cayley of 12 February, the g&
Chancellor asked for some background information on the P é&f'f
/’

capital gains regimes in other major countries. What

U’h

J\ '3'

CGT

follows is based on information available at the present \/

time. For one or two countries the available details are | w’\
not entirely clear, and we have drawn the best inferences w
can. We shall, however, be keeping a close watch on (’ J

international developments over the coming months.

Countries without a tax on capital gains wak

7 All major countries tax at least some capital galns and g S

the majority of these charge them to income tax. The United
Kingdom and Ireland are the only countries which tax gains \5ﬁ i
within a separate and comprehensive capital gains tax. ‘rﬁN ¢N
Denmark, Portugal and some of the Swiss cantons (such as \A
zurich) have a separate tax limited to certain gains, and R. E)
tax other gains to income or corporate taxes. Some %S',h
countries tax only short-term gains, or tax longer term

Mr Scholar Mr Isaac
Mr Culpin Mr Pitts
Mr Cropper Mr Cayley

Mr Hamilton
Mr Michael
Mr Lester
PS/IR



gains at lower rates. The Annex (which inevitably gives
only the broad picture and does not cover all the fine
detail) summarises the position. Even those countries must
nsually ciled as not having a capital gains tax - for
example, the Netherlands - tax gains on at least some assets

such as business assets and substantial shareholdings.

Recently introduced taxes on capital gains

3 Since 1979, only Australia haﬁ introduced a tax on
- g ’ . on o ~Rd

capital gains. Gains reallsedLafter 19 September 1985

(fully indexed) are included in income and taxed

accordingly, subject to top-slicing relief. We also

understand from very recent press reports that New Zealand
is proposing to introduce a comprehensive capital gains tax
as part of their tax reform programme. Japan recently
proposed to extend its tax on gains to portfolio
shareholdings but the proposal was withdrawn: there are

current rumours that the idea will be resurrected.

Tax on short-term gains only

4, For individuals in the Netherlands, Germany and Austria
the charge on investments is restricted to short-term gains
only. All business gains, however, are subject to income or
corporate taxes. Luxembourg exempts all long-term gains

except gains on land.

Portfolio Gains Exempt

5. In general gains on portfolio investments are exempt in
Japan and Belgium - though, as explained above, this may

change in Japan.

Plans to limit/abolish CGT

6.s No major country, as far as we are aware, has announced
plans to abolish an existing tax on capital gains, or to

restrict the charge to short-term gains only.



President Reagan's proposals

e In his note of 29 January, Mr Cayley commented on press
reports that President Reagan is likely to be asking
Congress to reduce the US tax burden on gains. We now
understand from our Embassy in Washington that the US
Treasury have distanced themselves from such ideas and that
the Administration is unlikely to be bringing forward
legislative proposals in the near future. On the other
hand, Vice President Bush has indicated during the current
election campaign that he favours a reduction in tax rates

on gains.
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ANNEX

Same tax rates on Lower rates on Tax mainly confined

both long and short- long~-term gains to short, or short

term gains and medium, term
gains

Australia Finland Luxembourg

Austria (1) France

Belgium (2) Germany (1)

Canada Ireland (3)

Denmark Japan (2)

Ireland Sweden

Italy (4)

Netherlands (1)

Norway

Portugal

Spain

Switzerland (Zurich)

USA

Notes

(1) Long term gains on portfolio investments are however exempt.
(2) No tax normally payable on portfolio investments.
(3) There is a special penal rate on short-term gains.

(4) Tax charge mainly confined to business assets and speculative gains.
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The Chancellor was grateful for your minute of 18 February, which
provides useful background. He has asked what is the definition of

"long-term" and "short-term".

2 He has also asked by how much the markets are distorted - in
those countries where this happens - by the existence of a tax on
short-term share gains, but not on long-term share gains. Perhaps
Mr Ilett could advise on this.

:

J M G TAYLOR
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5 I attach a first draft of our detailed press release on

Independent Taxation.

Tt needs more work yet, both on content

and presentation, but we thought you might like to see the draft

at this early stage in case you have any initial views on how any

particular aspects of the proposals should be dealt with.

Content of the Press Release

24 Because there is a lot of material to cover we have tried to

structure the information by dividing the press release into

sections

- Section 1 describes the changes in the taxation of income

and capital gains of husbands and wives which result from

Independent Taxation
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- Section 2 sets out the new structure of income tax
allowances

- Secliun 3 describes, briefly, the changes which will be

needed to get the new system into place.

Bis Section 4, on which we are still working and which is not
attached to this draft, would include tables about the
distributional effects of the change to Independent Taxation (if
you decide to publish them) and, possibly, some more general
qualitative information about the effect of the change on
taxpayers in different circumstances. We hope to let you see a

draft of this Section early next week.

g P(N\ou/
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INDEPENDENT TAXATION

1, In his Budget today the Chancellor of the Exchequer
announced a new system of Independent Taxation for husband and
wife to take effect from 6 April 1990. This major reform of the

tax treatment of married couples would mean

* independent taxation of the incomes of husbands and wives;

x independent taxation of capital gains;

¥ privacy and independence for married women in their tax
affairs;

* a new structure of income tax allowances:

- a full personal allowance for married women;
- higher allowances for elderly wives;
- a new married couples allowance.

2 . The introduction of Independent Taxation will remove a major
tax penalty on marriage. Other changes announced in the Budget
will remove further tax penalties. These changes are described

in a separate Inland Revenue Press Notice issued today.

3 This Notice explains the new system of Independent Taxation,
how it would work and how it would affect married couples. The

information is arranged as follows

Section 1 Independent Taxation of Incomes and Capital Gains
Section 2 The New Structure of Personal Allowances

Section 3 Changing to the New System

Section 4 Distributional etc effects of the New System [to

follow].

437 Etxt



) BUDGET CONFIDENTIAL

Annex Summary of the present system of taxing
husband and wife

A separate Treasury Press Release issued today explains more of

the hackground Lu the proposed changes.
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1 R INDEPENDENT TAXATION OF INCOMES AND CAPITAL GAINS

1 Independent Taxation means a fundamental change to the
present rules for taxing married couples. These rules, which
have been in existence for nearly two hundred years, deem a
married woman's income to be her husband's for tax purposes.
The new system will sweep away this outdated provision. If
; vowe BAPV\L \aaQ 5
Parliament approves the new rulesA? married woman will for the
first time be treated as an independent taxpayer in her own

right.

Independent Taxation

25 Under the present system a married woman's income is added
to her husband's and taxed as if it were his. Husband and wife
are treated as if they were one taxpayer and share a single set
of income tax rate bands and a single annual exemption for
capital gains between them. This means that some couples may pay
more tax than two single people with the same incomes or gains,

simply because they are married.

3 The new proposals will remove this tax penalty on marriage.
Husband and wife will be taxed completely independently on all
their income and capital gains and will be entitled to separate
capital gains tax annual exemption$, The changes will also remove
complex special provisions which have been introduced over

the years to mitigate the effects of the present system, for

example the wife's earnings election and separate assessment.

Privacy

4. Under the present system of taxing married couples the
husband is legally responsible for a couple's tax affairs and for
paying any income tax due on their combined income. He has to
include his wife's income on any tax return he is asked to
complete. This means that a married woman cannot have[éomplet%]

privacy in her financial affairs.
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5is Under Independent Taxation husbands and wives will each take
Yesponsibility for their own tax affairs and for paying the tax
due on their own income and capital gains. Where it is necessary
for either husband and wite to complete a tax return they will
have to give details only of their own income and not that of
their partner. So, if they wish, a husband and wife will both be

able to have complete privacy and independence in their affairs.

6. At present only a minority of husbands are asked to fill in
tax returns each year. The operation of the PAYE system and
arrangements for deduction of tax at source from many forms of
income from savings mean that annual returns are not required
from many taxpayers. The same will be true under Independent
Taxation: only a minority of husbands and wives will need to

complete a tax return each year.

Independence

A Under the new system each partner in a married couple will

become an individual taxpayer. They will have:

their own tax allowances
- their own set of rate bands for income tax
- their own annual exempt amounts for capital gains tax.
For the first time married women will become taxpayers in their
own right. And married men will no longer be responsible for

their wives' tax affairs.

Changes in the handling of married women's tax affairs

8. The new system will mean changes in the way a married

women's tax affairs are handled

- all repayments of tax overpaid on her income will be made to
her (and all payments of tax on her income will be recovered

from her rather than her husband);
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all tax assessments on her income will be made in her name;

all correspondence from the tax office about her tax affairs

will be addressed to her;

if she has a small income which includes investment income
taxed at source such as dividends she may be able to obtain
repayment of the tax deducted (but not composite rate tax on
bank and building society interest which is not refundable

in any circumstances);

if she receives a National Insurance retirement pension on
the basis of her husband's contributions it will be taxed as
her income and her allowance will be available to set
against it, in the same way as a pension which she receives
on the basis of her own contributions. (At present a
pension based on husband's contributions is taxed as the

husband's income.)

Changes in the handling of married men's tax affairs

9.

The new system will also mean changes for married men:

they will no longer be responsible for including their

wives' income on any tax return they are asked to complete

they will no longer be responsible for paying any tax due on
their wives' income where this is not deducted at source

(for example under PAYE).

Changes affecting both husband and wife

10.

Many aspects of the present tax treatment of husband and

wife reflect the rule that their incomes are added together and
taxed as if the income all belonged to the husband. Thus tax

reliefs due to either husband or wife are available to set

against the combined income of the couple; on the other hand

where there are limits on relief the couple may have to share the
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limit between them. The following paragraphs describe how this
will change under the new system.

(a) Calculatinn of incoume

11. Under Independent Taxation the taxable incomes of husbands
and wives will be worked out independently. The same rules will
apply as for taxpayers generally so tax reliefs will therefore
be given only against the income of the partner who
qualifies for relief instead of against their combined incomes.
Reliefs which will be given in this way include

- relief for income tax losses, (Each partner's capital losses
will also only be available to set-off against their own

capital gains);

- relief for interest paid (other than on a mortgage loan)
where this is allowable for tax purposes;

- annual payments, for example payments under a charitable

covenant;
- relief for payments under the Business Expansion Scheme.
Special rules will, however, apply for payments of mortgage
interest relief; these are described in a separate press

release.

Limits on relief

12. Husband and wife will no longer have to share certain limits
on the amount of some payments and expenditure which qualify for
tax relief. The main changes are that husband and wife will each

have

- separate limits of £1,500 (or one-sixth of income) on relief

for premiums under pre-1984 life assurance policies;
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- separate limits of £40,000 a year on the amount paid for
shares under the Business Expansion Scheme which qualifies

for relief.

Special rules will apply to the limit on relief for payments of
mortgage interest on a loan to purchase a married couple's main
residence. These rules are described in a separate Inland

Revenue press release issued today.

Income from assets held jointly by husband and wife

13. The general rule will be that each partner in a married
couple will be taxed on the income to which they are entitled.
Special provisions will, however, be introduced to cover
circumstances where a married couple receive income from, for
example, a bank or building society deposit account or other
assets which are held in their joint names. In such cases each
partner will normally bhe taxed on half the income from the
account (or other asset). If, however, the couple do not own the
asset in equal shares and they make a declaration to the
Inspector of Taxes each partner will be taxed on the portion of

the income to which they are entitled.

Other tax provisions affecting husband and wife

14. There will be no change in the treatment for capital gains
tax purposes of transfers of assets between husband and wife.
These will continue to be treated on the basis that they give
rise to no gain and no loss. Similarly, there will be no change
in the rule that transfers of assets between husband and wife are

free from Inheritance Tax.

15. There will be no change in the provisions which treat
husband and wife (often in the same way as others who are related
or partners in a business) as connected or associated with each

other for certain tax purposes.
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Abolition of redundant measures

16. Two options at present available to married couples will nn

longer be required unde:r Independent Taxation:

A, The Wife's Earnings Election

Some married couples where both partners are working find it
beneficial to make a "wife's earnings election". The wife's
earnings are then taxed as if she were a single woman with her
own set of tax rate bands. The husband loses the married man's

allowance and gets a single person's allowance instead.

Under Independent Taxation all married couples will be taxed
independently not just on their earnings but on every form
of income. The wife's earnings election arrangements will
therefore no longer be needed after 6 April 1990 when
Independent Taxation applics.

Be Separate Assessment

Some married people opt to be "separately assessed". This
option does not affect the total tax the couple have to pay
but allows the partners to fill in separate tax returns and
to divide the payment of their total tax bill between them
broadly in proportion to their incomes. Under Independent
Taxation these arrangements will no longer be needed since
all husbands and wives will pay their own tax (and fill in

their own tax returns where required).
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2 NEW STRUCTURE OF INCOME TAX ALLOWANCES

Xy As part of the change to Independent Taxation the Chancellor
proposes a new structure of income tax allowances. This will

replace the existing structure which is unsatisfactory because
married women do not have a full tax allowance of their own. The
present wife's earned income allowance is available only against

a married woman's earnings. It cannot be set against her income

from savings. kxcfr'

WM Y
;J/%fr I

2 Under the new system there will be a personal allowance

New Allowances

available to everyone, male or female, married or single, which
can be set against all types of income. For the first time
married women will have a full tax allowance in their own right.
The new personal allowance will be equal in size to the present
single person's allowance.

< A married man will be entitled to a new "married couple's
allowance" on top of his personal allowance. The personal
allowance and the married couple's allowance will together be[ét
leasE}equal in size to the married man's allowance under the
present system. So a married man will suffer no reduction in his
tax threshold as a result of the change to the new system. The
new married couple's allowance means that the tax system will

continue to give recognition to marriage.
4, There will be larger personal and married couple's
allowances for elderly taxpayers aged 65 and over, or 80 and over

(see paragraph 10 below).

a4 The existing single person's, married man's and wife's

earned income allowances will be abolished.

Level of allowances

6. The change to the new allowances will be made in the 1990-91
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tax year. The value of the allowances will not, of course, be
determined finally until 1990 but the following table illustrates
what their value would be if they were introduced at [1987-8R8]
levels. [Drafting uote: allowance levels shown in the final

version will be the 1988-89 figures].

Independent Taxation: Main Allowances

Personal allowance: £2425
(Age under 65)

Personal allowance: £2960
(Age 65-79)
Personal allowance: £3070

(Age 80 or over)

Married Couple's Allowance: £1370
(Age under 65)

Married Couple's Allowance: £ 1715
(Age 65 - 79)

Married Couple's Allowance: £1775

(Age 80 or over)

Transfer of Married Couple's Allowance

T4 The new married couple's allowance will go to the husband in
the first instance. But if a married man's income is less than
the combined personal allowance and married couple's allowance to
which he is entitled he will be able to transfer the unused part
of the married couple's allowance to his wife. This will ensure
that a couple where the wife is the sole earner have the same

allowances has a couple where the husband is the sole earner.

8. The personal allowance will not be transferable between

husband and wife. But there will be transitional
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relief for some couples on the change to the new system (see
Paragraphs 13 - 17 below).)

The Elderly

Ote As now, elderly people aged 65-79 or over 80 will be
entitled to higher levels of allowance if their incomes do not
exceed the age allowance income limit (£9,800 for 1987-88). But
for the first time elderly married women will be able to get
age-related allowances in their own right (instead of the wife's
earned income allowance as at present).

All elderly people, whether single or married, will qualify
for a personal allowance (as shown in the table in paragraph
6) on the basis of their own age. Elderly married women
will be able to set this allowance against a pension -
including the National Insurance retirement pension - they
receive on the basis of their husband's contributions as
well as against any other income they may have.

5 A husband in an elderly couple will be entitled to a higher
rate of married couple's allowance depending on the age of
the older partner in the couple. So if a husband is under
79 but his wife is 80 or over he will be entitled to the

highest level of married couple's allowance (see table in
paragraph 6). As for younger couples the married couple's
allowance can be transferred to the wife if the husband has

insufficient income to use it.

* As at present, the_ age allowances will be subject to an

income limit) will be withdrawn by £2 for every £3 of
income by which the taxpayer's income exceeds the limit
until the level of the personal allowance and married

couple's allowance for those under 65 is reached.

* Husband and wife will, however, each have their own income

limit, [£9,800 at 1987-88 levels] which will apply
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separately to their incomes. This is instead of the present
single limit which applies to the combined incomes of

husband and wife.

Blind allowance

10. Married people who are blind will be entitled to the blind
allowance. If both partners in a couple are blind they will each
be entitled to an allowance. (Under the present system the
husband in a couple who are both blind is entitled to an
allowance equal to twice the ordinary blind allowance). If one
partner in a married couple is unable to use any part of their
blind allowance because their income is too small they will be
able to transfer the unused part of the allowance to the other
partner (whether blind or not).

Allowances in years when a marriage begins or ends

11. In the year in which a couple marry the married couple's
allowance will be apportioned so that, for example, where the
marriage takes place half way through the tax year, the husband
will be entitled to half the allowance. The allowance will not
be apportioned for the year in which a couple separate or divorce
or in which one spouse dies. These provisions will be very

similar to those which apply under the present system.

12. In the year in which a married woman is widowed and the
following tax year she will be entitled (as at present) to the
widow's bereavement allowance. Under Independent Taxation the
allowance will be available against any of her income for the
year in which her husband dies, not just income arising after his

death, as it is at present.

TRANSITIONAL MEASURES

13. Transitional measures will be introduced to smooth the
change from the present system to the new structure of allowances

These measures will give
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* +transitional relief for couples where the husband has an
income less than his personal allowance.

* trancitional relief for certain husbands in elderly couples.

Couples where the husband has a small income

14. Under the present system a married man with no income of his
own may set the whole of the married man's allowance and, in
addition, the wife's earned income allowance against his wife's
earnings if he has insufficient income of his own to absorb it.
But a married man whose wife has no earnings has only the married
man's allowance to set against his income. This means that
couples in similar circumstances can have very different tax
bills depending on whether the husband or the wife is the main

earner.

15. Under the new system only the married couple's allowance
will be available for transfer to the wife if the husband cannot
use it himself (see paragraph 5). So couples where the wife is
the sole earner will get the same total allowances as couples
where the husband is the sole earner. This could mean, however,
that some couples would suffer a reduction in their allowances on
the change to Independent Taxation. This would affect couples
where the husband has an income which is less than his personal

allowance in 1990-91.

16. Husbands in such couples will therefore be able to transfer
part of their unused personal allowance to their wives for a

transitional period so that the couple do not suffer a reduction
in the total allowances available to them. Further details will

be available in the Finance Bill.

Husbands in certain elderly couples

17. Under the present system of taxing husband and wife men
married to older wives may qualify for married age allowance on

the basis of their wife's age. Under the new structure of
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allowances a man married to an older wife will receive the
married couple's allowance based on his wife's age. But his
personal allowance will be based on his own age and he might
therefore suffer a reduction in allowances on the change to the
new system. Married men who are affected by this change will
therefore be able to claim transitional relief. Instead of the

personal allowance they will be able to claim an allowa

equivalent to the single age allowance frozen at its (1989-90
level. This will ensure that they do not suffer any re Mon .1n

their allowances as a result of the change to the new system.
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3= CHANGING TO THE NEW SYSTEM

;I Some special arrangements will be necessary to prepare for
the transition from the present system to Independent Taxation.
This is a big change both for taxpayers and for the Inland
Revenue which will need to train its own staff, change present
forms and procedures, and adapt the computcr systems dealiny with

PAYE and Schedule D assessing.

25 Tax office staff will need to carry out some preparatory
work starting early in 1989-90. For example, they will need to
create new records for many married women (including all those in
business on their own) and transfer information about wives from
their husband's tax records to their own records. Most of this
work can be done from information already in tax offices and from
returns which married men would be asked to make in any event in
1989/90. But the Revenue will also be seeking help from some
taxpayers to provide the information it needs to set up the new
system and launch it smoothly

3is In 1990 some married men will be asked to complete tax
returns covering income for the 1989-90 tax year (the last year
to which the present rules will apply). A husband will remain
responsible for returning all his wife's income for that year.
However this will be the last year for which a combined tax

return will be necessary.

4. To help ensure that tax offices dealing with married women
receive directly the information they need to deal with
taxpayers' affairs on the new basis some married women, mainly
those in business on their own account, will also be asked to
provide returns of their own 1989-90 income. This will apply in
particular where this income will form the basis of an assessment
to tax for the year 1990-91. The payment of tax charged on such
an assessment will under Independent Taxation be the
responsibility of the wife.
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Bis Returns of income of the year 1990-91 (which will be made
after 5 April 1991) will be made independently by husband and

wife.

68 Further announcements about the transition to the new system

will be made in due course.



ANNEX

THE TAXATION OF HUSBAND AND WIFE: PRESENT SYSTEM

5 The basis of the present system of taxing
married couples is that the incomes of a husband
and wife are added together and taxed as if all
the income belonged to the husband. He is
formally responsible for handling the couple's tax
affairs, claiming the allowances and paying the
tax.

2% The main personal allowances for married
couples are:

- the married man's allowance (£][ {~dn
1988-89). This can be set against any income
of the couple. In practice it is usually set
against the husband's earnings under PAYE.

- the wife's earned income allowance (£ ]
maximum in 1988-89, equal to the single
person's allowance). This is technically an
allowance available to the husband to set
against his wife's earnings only; in
practice it is usually given directly against
the wife's earnings under PAYE.

3 Income above the personal allowances is
charged to tax at the basic rate ([ 1% in
1988-89) or, if it exceeds the basic rate band

(E[ ] in 1988-89), at the [higher rates of ..].
A married couple have only one basic rate band
between them.

4. The vast majority of married couples are
taxed according to the basic system described
above. These are however two alternatives to that
system, which have different purposes.

as Separate assessment was introduced in 1914.
It enables each partner to be responsible for
handling his or her own tax affairs
independently of the other. Either partner
may apply for this - the other does not have
to agree. This option does not affect the
total amount of tax the couple have to pay -
the partners' incomes are still added
together in order to work out their tax bill
- but the couple can fill in separate tax
returns. The Inland Revenue put the
information together, work out the joint tax
bill, and divide it up between the couple
broadly in proportion to their incomes. Each
partner is then responsible for paying his or
her own share of the bill.




| o By contrast, the wife's earnings election,

introduced in_ 1971, can reduce a couple's tax
bill. A couple have to elect jointly for

this option. The effect is that the wife's
earnings arc taxed das though she were a
single woman, with her own set of tax rate
bands, while the husband loses the married
man's allowance and becomes entitled to the
single person's allowance instead. The
election is only worthwhile where their
incomes are such that the savings of higher
rate tax from having the wife's earnings
taxed separately outweigh the loss of the
married man's allowance. In 1988-89, the
joint income needs to be over [ T"stof
which the lower earner's share must be at
least [ ] for the election to be
beneficial. This election does not affect
the investment income of the wife which

is always taxed as her husband's income.

The Elderly

5% People aged 65 or over have higher tax
allowances, and people aged 80 or over have higher
allowances than those aged 65-79., 1In 1988-89 the

allowances are | ] for a single person aged
65=79, | ] for a single person aged 80 or
over, [ ] for a married man in a couple where
the older partner is aged 65-79 and [ ] for a

married man in a couple where the older partner is
aged over 80. The age allowance is given in full
where income does not exceed [ J+-“This limit
applies to single people and to the joint income
of a married couple. The allowance is then
withdrawn by £2 for every £3 of income over that
limit, until it is reduced to the same level as
the corresponding main personal allowance.

6. The maximum wife's earned income allowance
for elderly married women is the same as for
younger married women, £[ &,

Capital Gains Tax

lis At present the chargeable gains and allowable
losses of a husband and wife are added together
for CGT purposes. A married couple share a single
annual exemption (£6,600 in 1988-89), and the tax
is assessed on the husband, unless there is an
election for separate assessment.
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INDEPENDENT TAXATION: PRESS RELEASE

o I attach a first draft of our detailed press release on
Independent Taxation. It needs more work yet, both on content
and presentation, but we thought you might like to see the draft
at this early stage in case you have any initial views on how any

particular aspects of the proposals should be dealt with.

Content of the Press Release

2 Because there is a lot of material to cover we have tried to
structure the information by dividing the press release into

sections

- Section 1 describes the changes in the taxation of income
and capital gains of husbands and wives which result from

Independent Taxation
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Paymaster General Mr Painter
Economic Secretary Mr Beighton
Sir P Middleton Mr Calder
Mr Scholar Mr Lewis
Mr Culpin Mr Mace
Miss Scholar Mr J C Jones
Mr Hudson Mr Cayley
Mr Cropper Mr Eason
Mr Tyxie Miss Dyall
Mr Call PS/IR
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- Section 2 sets out the new structure of income tax

allowances

- Section 3 describes, briefly, the changes which will be

needed to get the new system into place.

3 Section 4, on which we are still working and which is not
attached to this draft, would include tables about the
distributional effects of the change to Independent Taxation (if
you decide to publish them) and, possibly, some more general
qualitative information about the effect of the change on
taxpayers in different circumstances. We hope to let you see a

draft of this Section early next week.

gp("/\c.u/

B A MACE
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INDEPENDENT TAXATION

13 In his Budget today the Chancellor of the Exchequer
announced a new system of Independent Taxation for husband and
wife to take effect from 6 April 1990. This major reform of the

tax treatment of married couples would mean

* independent taxation of the incomes of husbands and wives;

x independent taxation of capital gains;

» privacy and independence for married women in their tax
affairs;:

3 a new structure of income tax allowances:

= a full personal allowance for married women;

M@

o higher allowances for eléeriy”WiVés:~\

\
= a new married couples allowance.

20 The introduction of Independent Taxation will remove a major

tax penalty on marriage. Other changes announced in the Budget
will remove further tax penalties. These changes are described

in a separate Inland Revenue Press Notice issued today.

Sha This Notice explains the new system of Independent Taxation,
how it would work and how it would affecl married couples. The

information is arranged as follows

Section 1 Independent Taxation of Incomes and Capital Gains
Section 2 The New Structure of Personal Allowances

Section 3 Changing to the New System

Section 4 Distributional etc effects of the New System [to

follow].

437.txt
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Annex Summary of the present system of taxing
husband and wife

A separate Treasury Press Release issued today explains more of.—
the background to the proposed changes.
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1. INDEPENDENT TAXATION OF INCOMES AND CAPITAL GAINS

: Independent Taxation means a fundamental change to the
present rules for taxing married couples. These rules, which
have been in existence for nearly two hundred years, deem a
married woman's income to be her husband's for tax purposes.
The new system will sweep away this outdated provision. /If
“—fvom 6 ApviLr\aag
gggilament approveSAthe new_ rules a married woman will for the
first time be treated as an 1ndependent taxpayer in her own

right.

Independent Taxation

b3 Under the present system a married woman's income is added

to her husband's and taxed as if it were his. Husband and wife

-are treated as if they were one taxpayer and share a single set

of income tax rate bands and a single annual exemption for
capital gains between them. This means that some couples may pay
more tax than two single people with the same incomes or gains,
simply because they are married.

ed achetne
3. The new proposalshwill remove this tax penalty on marriage.
Husband and wife will be taxed completely independently on all
their income and capital gains and will be entitled to separate
capital gains tax annual exemptionS, The changes will also remove
complex special provisions which have been introduced over
the years to mitigate the effects of the present system,f%br

(™

example(the wife's earnings election and separate assessment.

Privacy

4. Under the present system of taxing married couples the
husband is legally responsible for a couple's tax affairs and for
paying any income tax due on their combined income. He has to
include his wife's income on any tax return he is asked to
complete. This means that a married woman cannot have €Bmp15€g

privacy in her .financial affairs.



[

. BUDGET CONFIDENTIAL

D . Under Independent Taxation husbands and wives will each take
rYesponsibility for their own tax affairs and for paying the tax
due on their own income and capital gains. Where it is necessary
for either husband and wife to complete a tax return they will
have to give details only of their own income and not that of
their partner. So, if they wish, a husband and wife will both be
able to have complete privacy and independence in their affairs.
sople
6. At present only a minority of ggébaﬁéé are asked to fill in
tax returns each year. The operation of the PAYE system and
arrangements for deduction of tax at source from many forms of
income from savings mean that annual returns are not required
from many taxpayers. The same will be true under Independent
Taxation: only a minority of husbands and wives will need to

complete a tax return each year.

Independence

7 Under the new system each partner in a married couple will

become an individual taxpayer. They will have:

their own tax allowances

- their own set of rate bands for income tax

their own annual exempt amounts for capital gains tax.

For the first time married women will become taxpayers in their
own right. And married men will no longer be responsible for
their wives' tax affairs.

et

Changes in the handling of married women's tax affairs

8 The new system will mean changes in the way a married

women's tax affairs are handled

- all repayments of tax overpaid on her income will be made to
W NN
her (and alf‘payments of tax on her income will be recovered

from her rat er than her husband);
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all tax assessments on her income will be made in her name;

all correspondence from the tax office about her tax affairs

will be addressed to her;

if she has a small income which includes investment income
taxed at source such as dividends she may be able to obtain
repayment of the tax deducted (but not composite rate tax on
bank and building society interest which is not refundable

in any circumstances);

if she receives a National Insurance retirement pension on
the basis of her husband's contributions it will be taxed as
her income and her allowance will be available to set
against it, in the same way as a pension which she receives
on the basis of her own contributions. (At present a
pension based ogthusband's contributions is taxed as the

husband's income.)

Changes in the handling of married men's tax affairs

4

The new system will also mean changes for married men:

they will no longer be responsible for including their

wives' income on any tax return they are asked to complete

they will no longer be responsible for paying any tax due on
their wives' income where this is not deducted at source
Kf@{ eXample under PAYE).

\/ & i e

Changes affecting both husband and wife

10.

Many aspects of the present tax treatment of husband and

wife reflect the rule that their incomes are added together and

taxed as if the income all belonged to the husband. Thus tax

reliefs due to either husband or wife are available to set

against the combined income of the couple; on the other hand

where there are limits on relief the couple may have to share the
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limit between them. The following paragraphs describe how this

wWill change under the new system.

(a) Calculation of income

11. Under Independent Taxation the taxable incomes of husbands
and wives will be worked out independently. The same rules will
apply as for taxpayers generally so tax reliefs will therefore
be given only against the income of the partner who
qualifies for relief instead of against their combined incomes.

Reliefs which will be given in this way include

- relief for income tax losses, (gach partner's capital losses
will also only be available to set-off against their own

capital gains);

- relief for interest paid (other than on a mortgage loan)

where this is allowable for tax purposes;

- annual payments, for example payments under a charitable

covenant;
- relief for payments under the Business Expansion Scheme.
Special rules will, however, apply for payments of mortgage
interest relief; these are described in a separate press

release.

Limits on relief

12, Husband and wife will no longer have to share certain limits
on the amount of some payments and expenditure which qualify for
tax relief. The main changes are that husband and wife will each

have

- separate limits of £1,500 (or one-sixth of income) on relief

for premiums under pre-1984 life assurance policies;
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- separate limits of £40,000 a year on the amount paid for
shares under the Business Expansion Scheme which qualifies

for relief.

.Special rules will apply to the limit on relief for payments of
;\/m\_”/,_’ ——" —N
mortgage interest on a loan to purchase a married couple's main

yresidence. These rules are described in a separate Inland
/

/ Revenue press release issued today.

Income from assets held jointly by husband and wife

13. The general rule will be that each partner in a married
couple will be taxed on the income to which they are entitled.
Special provisions will, however, be introduced to cover
circumstances where a married couple receive income from, for
example, a bank or building society deposit account or other
assets which are held in their joint names. In such cases each
partner will normally be taxed on half the income from the
account (or other asset). If, however, the couple do not own the
asset in equal shares and they make a declaration to the
Inspector of Taxes each partner will be taxed on the portion of

the income to which they are entitled.

Other tax provisions affecting husband and wife

14. There will be no change in the treatment for capital gains
tax purposes of transfers of assets between husband and wife.
These will continue to be treated on the basis that they give
rise to no gain and no loss. Similarly, theie will be no change
in the rule that transfers of assets between husband and wife are

free from Inheritance Tax.

15. There will be no change in the provisions which treat
husband and wife (often in the same way as others who are related
or partners in a business) as connected or associated with each

other for certain tax purposes.
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Abolition of redundant measures

16. Two options at present available to married couples will no

longer be required under Independent Taxation:

A. The Wife's Earnings Election

Some married couples where both partners are working find it
beneficial to make a "wife's earnings election". The wife's
earnings are then taxed as if she were a single woman with her
own set of tax rate bands. The husband loses the married man's

allowance and gets a single person's allowance instead.

Under Independent Taxation all married couples will be taxed
independently not just on their earnings but on every form
of income. The wife's earnings election arrangements will
therefore no longer be needed after 6 April 1990 when

Independent Taxation applies.

Bre Separate Assessment

Some married people opt to be "separately assessed". This
option does not affect the total tax the couple have to pay
but allows the partners to fill in separate tax returns and
to divide the payment of their total tax bill between them
broadly in proportion to their incomes. Under Independent
Taxation these arrangements will no longer be needed since
all husbands and wives will pay their own tax (and fill in

their own tax returns where reqnired).
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s NEW STRUCTURE OF INCOME TAX ALLOWANCES

{50 As part of the change to Independent Taxation the Chancellor
proposes a new structure of income tax allowances. This will
replace the existing structure which is unsatisfactory because
married women do not have a full tax allowance of their own. The
present wife's earned income allowance is available only against
a married woman's earnings. It cannot be set against her income

from savings.

New Allowances

* « Under the new system there will be a personal allowance
available to everyone, male or female, married or single, which
can be set against all types of income. For the first time
married women will have a full tax allowance in their own right.
The new personal allowance will Eg\éaggi,ip si»e to the present

single person's allowance.

= A married man will be entitled to a new "married couple's
allowance" on top of his personal allowance. The personal
allowance and the married couple's allowance will together be at
least equal in size to the married man's allowance under the
present system. So a married man will suffer no reduction in his
tax threshold as a result of the change to the new system. The
new married couple's allowance means that the tax system will

continue to give recognition to marriage.
4. There will be larger personal and married couple's
allowances for elderly taxpayers aged 65 and over, or 80 and over

(see paragraph 10 below).

e The existing single person's, married man's and wife's

earned income allowances will be abolished.

Level of allowances

»

64 The change to the new allowances will be made in the 1990-91
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tax year. The value of the allowances will not, of course, be
determined finally until 1990 but the following table illustrates
what their value would be if they were introduced at [1987-88]
levels. [Drafting note: allowance levels shown in the final

version will be the 1988-89 figures].

Independent Taxation: Main Allowances

Personal allowance: £2425
(Age under 65)

Personal allowance: £2960
(Age 65-79)
Personal allowance: £3070

(Age 80 or over)

Married Couple's Allowance: £1370
(Age under 65)

Married Couple's Allowance: 1715
(Age 65 - 79)

Married Couple's Allowance: £1775

(Age 80 or over)

Transfer of Married Couple's Allowance

7 i The new married couple's allowance will go to Llie husband in
the first instance. But if a married man's income is less than
the combined personal allowance and married couple's allowance to
which he is entitled he will be able to transfer the unused part
of the married couple's allowance to his wife. This will ensure
that a couple where the wife is the sole earner have the same

allowances has a couple where the husband is the sole earner.

8. The personal allowance will not be transferable between

husband and wife. But there will be . transitional
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relief for some couples on the change to the new system (see
pParagraphs 13 - 17 below).)

The Elderly

O As now, elderly people aged 65-79 or over 80 will be
entitled to higher levels of allowance if their incomes do not
exceed the age allowance income limit (£9,800 for 1987-88). But
for the first time elderly married women will be able to get
age-related allowances in their own right (instead of the wife's

earned income allowance as at present).

All elderly people, whether single or married, will qualify
for a personal allowance (as shown in the table in paragraph
6) on the basis of their own age. Elderly married women

< Wwill be able to set this allowance against a pension -
including the National Insurance retirement pension - they
receive on the basis of their husband's contributions as

well as against any other income they may have.

e A husband in an elderly couple will be entitled to a higher
rate of married couple's allowance depending on the age of

the older partner in the couple. So if a husband is under

79 but his wife is 80 or over he will be entitled to the

highest level of married couple's allowance (see table in
paragraph 6). As for younger couples the married couple's
allowance can be transferred to the wife if the husband has

insufficient income to use it.

» As at present, the age allowances will be subject to an
income limit. They will be withdrawn by £2 for every £3 of
income by which the taxpayer's income exceeds the limit
until the level of the personal allowance and married

couple's allowance for those under 65 is reached.

.7 Husband and wife will, however, each have their own income
limit, [£9,800 at 1987-88 levels] which will apply
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separately to their incomes. This is instead of the present
ﬁ}D@Té limit which applies to the combined incomes of

husband and wife.

Blind allowance

10. Married people who are blind will be entitled to the blind
allowance. If both partners in a couple are blind they will each
be entitled to an allowance. (Under the present system the
husband in a couple who are both blind is entitled to an
allowance equal to twice the ordinary blind allowance). If one
partner in a married couple is unable to use any part of their
blind allowance because their income is too small they will be
able to transfer the unused part of the allowance to the other

partner (whether blind or not).

Allowances in years when a marriage begins or ends

11. In the year in which a couple marry the married couple's
allowance will be apportioned so that, for example, where the
marriage takes place half way through the tax year, the husband
will be entitled to half the allowance. The allowance will not
be apportioned for the year in which a couple separate or divorce
or in which one spouse dies. These provisions will be very

similar to those which apply under the present system.

12. In the year in which a married woman is widowed and the
following tax year she will be entitled (as at present) to the
widow's bereavement allowance. Under Tndependent Taxaltion the
allowance will be available against any of her income for the
year in which her husband dies, not just income arising after his

death, as it is at present.

TRANSITIONAL MEASURES

13. Transitional measures will be introduced to smooth the
change from the present system to the new structure of allowances

These measures will give



‘ ' BUDGET CONFIDENTIAL

* transitional relief for couples where the husband has an
income less than his personal allowance.

* transitional relief for certain husbands in elderly couples.

Couples where the husband has a small income

14. Under the present. system a married man with no income of his
own may set the whole of the married man's allowance and, in

addition, the wife's earned income allowance against his wife's

)earnings if he has insufficient income of his own to absorb it.

But a married man whose wife has no earnings has only the married
man's a%}owance,to ﬁﬁﬁhégainst his income. This means that
couples in similar circumstances can have very different tax
bills depending on whether the husband or the wife is the main

earnex .

15. Under the new system only the married couple's allowance
will be available for transféfAto the wife if the husband cannot
use it himself (see paragraph 5). So couples where the wife is
the sole earner will get the same total allowances as couples
where the husband is the sole earner. This could mean, however,
that some couples would suffer a reduction in their allowances on
the change to Independent Taxation. This would affect couples
where the husband has an income which is less than his personal

allowance in 1990-91.

-16. Husbands in such couples will therefore be able to transfer

part of their unused personal allowance to their wives fur a
transitional period so that the couple do not suffer a reduction
in the total allowances available to them. Further details will

be available in the Finance Bill.

Husbands in certain elderly couples

17. ©Under the present system of taxing husband and wife men
married to older wives may qualify for married age allowance on

the basis of their wife's age. Under the new structure of
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allowances a man married to an older wife will receive the
married couple's allowance based on his wife's age. But his
personal allowance will be based on his own age and he might
therefore suffer a reduction in alluwances on the change to the
new system. Married men who are affected by this change will
therefore be able to claim transitional relief. Instead of the
personal allowance they will be able to claim an allowdnce
equivalent to the single age allowance frozen at its 1989-90
level. This will ensure that they do not suffer any reduction in

their allowances as a result of the change to the new system.
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3. CHANGING TO THE \NEW SYSTEM

b 9 Some special arrangements will be necessary to prepare for

the transition from the present system to Independent Taxation.

- This is a big change both for taxpayers and for the Inland

Revenue which will need to train its own staff, change present
forms and procedures, and adapt the computer systems dealing with

PAYE and Schedule D assessing.

2. Tax office staff will need to carry out some preparatory
work starting early in 1989-90. For example, they will need to
create new records for many married women (including all those in
business on their own) and transfer information about wives from
their husband's tax records to their own records. Most of this
work can be done from information already in tax offices and from
returns which married men would be asked to make in any event in
1989/90. But the Revenue will also be seeking help from some
taxpayers to provide the information it needs to set up the new

system and launch it smoothly

3 In 1990 some married men will be asked to complete tax
returns covering income for the 1989-90 tax year (the last year
to which the present rules will apply). A husband will remain
responsible for returning all his wife's income for that year.
However this will be the last year for which a combined tax

return will be necessary.

4. To help ensure that tax offices dealing with married women

/ receive directly the information they need tn deal with
;taxpayers affalrs on, the new ba31s some married women, mainly

/ \Vad. W e
those in bu31ness onxthelr own account, will also be asked to

prov1devfeta;ns of their own 1989-90 income. This will apply in
particular where this income will form the basis of an assessment
to tax for the year 1990-91. The payment ngtax charged on such
an.q\sessment w1ll under Independent Taxation be the

responsibility of the wife.
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s

5 Returns of income‘pf/the year 1990-91 (which will be made
after 5 April 1991) will be made independently by husband and

wife.

will be made in due course.

)
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ANNEX

THE TAXATION OF HUSBAND AND WIFE: PRESENT SYSTEM

1 The basis of the present system of taxing
married couples is that the incomes of a husband
and wife are added together and taxed as if all
the income belonged to the husband. He is
formally responsible for handling Lhie couple's tax
affairs, claiming the allowances and paying the
tax.

2% The main personal allowances for married
couples are:

- the married man's allowance (£[ Fan
1988-89). This can be set against any income
of the couple. In practice it is usually set
against the husband's earnings under PAYE.

- the wife's earned income allowance (£[ ]
maximum in 1988-89, equal to the single
person's allowance). This is technically an
allowance available to the husband to set
against his wife's earnings only; in
practice it is usually given directly against
the wife's earnings under PAYE.

5 Income above the personal allowances is
charged to tax at the basic rate ([ 1% in
1988-89) or, if it exceeds the basic rate band

(el ] in 1988-89), at the [higher rates of ..].
A married couple have only one basic rate band
between them.

4. The vast majority of married couples are
taxed according to the basic system described
above. These are however two alternatives to that
system, which have different purposes.

a. Separate assessment was introduced in 1914.
It enables each partner to be respansible for
liandling his or her own tax affairs
independently of the other. Either partner
may apply for this - the other does not have
to agree. This option does not affect the
total amount of tax the couple have to pay -
the partners' incomes are still added
together in order to work out their tax bill
- but the couple can fill in separate tax
returns. The Inland Revenue put the
information together, work out the joint tax
bill, and divide it up between the couple
broadly in proportion to their incomes. Each
partner is then responsible for paying his or
her own share of the bill.




b By contrast, the wife's earnings election,

iptroduced in 1971, can reduce a couple's tax
bill. A couple have to elect jointly for

this option. The effect is that the wife's
earnings are taxed as though she were a
single woman, with her own set of tax rate
bands, while the husband loses the married
man's allowance and becomes entitled to the
single person's allowance instead. The
election is only worthwhile where their
incomes are such that the savings of higher
rate tax from having the wife's earnings
taxed separately outweigh the loss of the
married man's allowance. In 1988-89, the
joint income needs to be over | Lrof
which the lower earner's share must be at
least [ ] for the election to be
beneficial. This election does not affect
the investment income of the wife which

is always taxed as her husband's income.

The Elderly

aS% People aged 65 or over have higher tax

allowances, and people aged 80 or over have higher
allowances than those aged 65-79. In 1988-89 Lhe

allowances are | ] for a single person aged
65-79, [ ] for a single person aged 80 or
over, [ ] for a married man in a couple where
the older partner is aged 65-79 and [ i foxr a

married man in a couple where the older partner is
aged over 80. The age allowance is given in full
where income does not exceed [ ]. This limit
applies to single people and to the joint income
of a married couple. The allowance is then
withdrawn by £2 for every £3 of income over that
limit, until it is reduced to the same level as
the corresponding main personal allowance.

6. The maximum wife's earned income allowance
for elderly married women is the same as for
younger married women, £[ j 8

Capital Gains ‘lax

7 At present the chargeable gains and allowable
losses of a husband and wife are added together
for CGT purposes. A married couple share a single
annual exemption (£6,600 in 1988-89), and the tax
is assessed on the husband, unless there is an
election for separate assessment.
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Inland Revenue Policy Division
Somerset House
rA/’,
Py FROM: B A MACE
Vl‘ DATE: 19 FEBRUARY 1988

FINANCIAL SECRETARY

INDEPENDENT TAXATION: LEGISLATION

1 This note brings to your attention a number of minor issues
which have arisen during the course of drafting the legislation
for Independent Taxation and lets you know the approach which we
have adopted in each case. The first three points are all
concerned with aspects of the provisions for transfer of

allowances where a husband has a small income.

Transfer of married couple's allowance for elderly couples

o Under Independent Taxation a married man in an elderly
couple will be entitled to a higher level of married couple's
allowance (MCA) depending on the age of the older partner in the
couple. (At 1987-88 allowance levels the figures would be £1,715
if the older partner was aged 65-79 and £1,775 if the older
partner was aged over 80. These compare with MCA of £1,370 if
both partners are aged under 65.) If the husband's income
exceeds the aged income limit the excess of the elderly MCA over
the basic MCA will be withdrawn (as now) at the rate of £2 of

allowance for every £3 of additional income (once any personal
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e allowance to which the husband is entitled has been fully
withdrawn.)
3 o Where a husband in an elderly conple has ingsufficient income
to make full use of the married couple's allowance he will be
able to transfer the unused balance to his wife. In these
circumstances we have not provided for the excess of any
transferred elderly MCA over the basic MCA to be withdrawn if the
wife's income exceeds the aged income limit which applies to her.

There are a number of reasons for adopting this simple approach.

(i) Since the MCA goes in the first instance to the husband
it is right in principle that any age allowance element
in the MCA should be subject only to the income limit
which applies to the husband and not to the separate
limit which applies to his wife. If the husband's
income is below the aged income limit the couple should
qualify for the full MCA due on the basis nf their

ages.

(ii) It could be complicated to provide rules for
withdrawing the age allowance where only part of the
MCA were transferred. (If the husband transfers £1,000
of the elderly MCA of £1,715 there is no unique way of
determining how much of the age allowance component
(the excess of £1,715 over the basic MCA of £1,370) he
has transferred. Since the number of couples where the
husband has insufficient income to use the MCA in full
but the wife has income in excess of the aged income
limit is likely Lu be very small (probably fewer than
10,000) it seems sensible to avoid awkward
complications and adopt a simple (and more generous)

approach.

(iii) If any age allowance component in MCA transferred to
the wife were subject to withdrawal by reference to the
wife's income this could lead to anomalies and

inconsistencies of treatment between different couples.
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. (A couple where the husband had a very small income
would get less benefit from the age allowance component
of the MCA than a couple where the husband had a
slightly larger income and was able to use the

allowance in full.)

Interaction between transfer of MCA and composite rate interest

Boi The legislation will provide that a husband can transfer his
MCA to his wife to the extent that the allowance exceeds what is
left of his income after all other deductions (including other
personal allowances) have been made from it. So if the MCA is
£1,370 and the husband's income after deducting all his other
reliefs and allowances is £500 he will be able to transfer £870
of the MCA to his wife. Thus the size of the MCA transfer would
depend on the size of the husband's income, however it is made

up. This seems the right approach in principle.

< One consequence of this fundamental rule, however, is that
if the husband's income includes some bank or building society
interest from which composite rate tax has been deducted, the
amount of MCA which he can transfer will be reduced by the amount
of the interest subject to composite rate tax. Because the
husband in these circumstances will not, of course, be able to
recover the composite rate tax deducted it might be suggested
that any composite rate income should be ignored in working out
how much of the MCA should be transferred.

6. We think this proposition would have to be firmly resisted.
If interest subject to composite rate tax were ignored in
calculating how much of the MCA could be transferred the basic
principle that composite rate tax is never repaid might be called
into question. Where a husband had a small income including
interest subject to composite rate tax the couple would be able
to obtain the equivalent of a repayment of the composite rate tax
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