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Benefits to be taxed

4, There are three benefits ip Question - (i) flat rate

unemployment benefit (UB), (ii) Supplementary benerit (Sup Ben)
and (iii) earnings related supplement (ERS), There is no
reason in principle why UB ang ERS should not be taxed in

full ~ indeed that is the object of the exercise, As for

Sup Ben, this should also in principle be brought into tax
because it is g major part of the benefits paid to the
unemployed, and it may be simply a matter of chance whether

an individual is entitled to UB or Sup Ben or g mix of the two,
T propose, however, that child additions to UB and Sup Ben,
and certain other additions to Sup Ben, set out in paragraph

3 of Annex A to the Inland Revenue note should not be taxed

for the reasons given,
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6, The yield from Method A, ag varled in paragraphs 1415
of the Inland Revenue note, would ke some £190m and from
Method B some £200m; the total Civil Service staff required
Would be about 3,400 for Method A (as varded) and 2,800 for
Nethod B, It may however be possible to recuce these figures
substantially = See paragraph 10 below, Both conceptually
&d in practice Method A differs substantially from Method B,
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Rlliatuce Denetita golng gl the unemployed, althoug 5
good many of them, especially the long~ternm unemployed, woulq
pe exempt from tax on the benefits if treated as part of their
income. The unfairness could to some extent pe mitigated if
henefits for longer term unemployment (eg after a year] were
not reduced; but this would be extremely rough and ready,
Secondly, tax refunds during unemployment would continue, It
would be presentationally awkward, to say the least, to reduce
benefit by an amount that was seen as a possible precursor of
tax, while continuing to make tax refunds, representing the
Personal allowances due week by week, under the normal operation
of PAYE. Furthermore, it would patently not be taxation, and
Ye should continue to be under pressure to fulfil our Manifesto
commitment ,
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qummary and recommendation

15 Methods have been found whereby oyp Manifes
to tax unemployment benefits can be implementeq
1982, The benefits in question are unemployment benefit, ERS
and Sup Ben, though not child dependency ang other allowances
payable with unemployment benefit and Sup Ben, Of the two
possible methods of bringing the benefits into tax < applying
PAYE as far as possible (Method A as varied) and settling
the tax position on return to work or at the end of the tax
year (Method B) < the Secretaries of State and T come down
in favour of Method B, Although it may not be what the
ordinary person expects of us, it avoids the very serlous
Problem of bringing people below their supplementary benefit
level, and it has a lower staff cost and higher tax yield
than Methoq A,
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In view of the staff cost I have considered
°* & alternative under which benefits would simply 5: "
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of sick pay, and such payments could be rea
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Pay a minjmyp level
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efits Paid to the

D Annex A contains summaries of the ‘main Proposals in reports
by a Working Group of officials from the departments concerned,
and also by a firm of management consultants (Arthur Young
Management Services) who have made a parallel but independent
assessment. (These reports have been seen by Min.isters immediately
concerned and copies can be supplied on request).

What does "taxation" of benefits mean?

" benefits
3. While it is customary to talk in terms of "taxing

i 1ly be deducted
the point needs to be stressed that tax will actually

)4
tandard rate o
in relatively few cases. This is because the s
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eal effect of
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Method of taxation

6t There are two ways in which benefits could be brought i
eJ..ther when they are paid, as under PAYE (Method A); oz 1atnto by
either at the end of the period of unemployment or ;:he end o:r;he
tax year if that falls during the period (Method B).
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Thép_roblems arise

in paragraph 1 of the Annex,

options and raises no particular prob)ens
over Sup Ben and ERS.

12, Summplementary benefit Sup Ben should clearly be taxed,
because it is a major part of the benefit paid to the unemployed; |
in addition, if it were left untaxed, this could give rise to
inequity of treatment between the person with a good contribution
record (receiving UB) and one with deficient record (receiving
Sup Ben), and between the involuntarily unemployed (who receive UB
if otherwise qualified for it) and the voluntarily unemployed (who
can receive reduced Sup Ben). However, taxing Sup Ben currently
(under Method A) would mean that a significant number of claimants
would be brought by tax deductions below their Sup Ben level;

§ Sup Ben
in that event, they would be entitled to make a further Sur
It would go a long way

Ben were confined

f people
! jon 3A: the number OT DEOX
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claimants would pay tax to which they would not otherwise be

liable, however.

15. Reducing numbers brought below Sup Ben level under Method A.

There is no ready method of preventing the 15,000 ERS claimants
mentioned in paragraph 14 above from falling below their Sup Ben
level. However, it would, at least in theory, be possible to
reduce the numbers - at any one time some 60,000 (as at
Paragraph 12 above) plus a further 38,000 claimants of ERS or
flat-rate UB - liable to be brought below their Sup Ben

level through PAYE tax deductions. Where the claimant was
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signficantly lower again. This ig partly because they recommend
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and partly because they are looking at the position, not when the '
scheme is first introduced but when it has had time to settle
down. Discussions are continuing and it may be that some

further reduction can be made in the estimates given above.

Implementation

17. Officials and consultants agree that it would be very
difficult to bring in a satisfactory scheme before Avril 198;
(and if a scheme along the lines of paragraph 15 were ado_:;te '
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decisions about the method and the tax base should be made before

the end of January 1980 if the suggested timetable (implementation
in April 1982) is to be achieved. This should be followed
immediately by an announcement (since the Staff ?ides of thc.eltl:iaree
Departments concerned would need to be involved ?n the.dj::;:
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OF MAIN RECOMMENDATIONS IN REPORTS

w
s

Benefits to be chargeg

option 1 flat rate unemployment b

enefyt
addition for dependent 5 (uB)

ives ear
supplement (ERS) ARd Sllpplem' Ningg relateg

entary p :
up to the standard rate of singleyoi:e:nleflt (Sup Ben)
arried UB,

option 2 UB and ERS

option 3 UB and Sup Ben up to the Standard rate of gy

b. Method of taxation - 2 Current, as under PAVE

B Subsequently, at the end of the
period of unemployment or the
tax year.

DE and DHSS prefer Option 1B
IR and consultants prefer Option 3A

i e
Tax deductions under Method A which reduce claimant's income
below Sup Ben level

Officials suggest that, under Options 1 and 2, whose bm:d:;a;::
bases would increase the likelihood of tax deductio:s,(:u:ther)
brought below the Sup Ben level should be ent::ltle:wt;d i
Sp Ben (which, to avoid an infinite regression, $ AN
" taxable). officials (DHSS dissenting) and c::: A
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