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1. personal taxation today

This pamphlet is about the taxation of
v comparatively small class of the elec-
{‘orate: those people who pay surtax and/
| >r those who have inherited or been given
ijubstantial sums of money. Some may
|wrgue that these “ very well off ” mem-
| ers of the community are not a pressing
| bolitical problem, but if they argue in
| his way they make a mistake. First, it
s not true that members of this class are
[ul “very well off”: a recent survey

A. J. Merrett, Executive remuneration
| n the United Kingdom, p 40, Longmans,
[ 1968) showed that a quarter of the direc-
' ors of companies sampled, although high

' ncome earners, had no disposable wealth
fy‘ it all and were in debt by amounts rang-
I ng up to £10,000. Second, the members
_ﬁ of this class are crucially important
loecause it is from them that our
! “managers ’ are drawn.

‘ In the last analysis ”’, wrote the authors
mf the PEP report (Attitudes in British
3 nanagcment p 11, Pelican Books, 1966)

‘ the growth of the economy as a whole
i 1epends on the efficiency and growth of
b he individual firms and these, in turn,
| re determined largely by the men who
\nanage them ”. They illuminatingly divi-
N led managers into two classes: thrusters

ind sleepers, and pointed to the way in
N vhich sleepers could be encouraged to
Y >ecome thrusters in order to improve
' heir own and the country’s efficiency.

| Jsing another basis of comparison,
i nanagers can be divided into two other
:lasses. There are the managers who have
i nherited or been given fortunes, or
| chieved their positions in businesses
" hrough the agency of those who have
! nherited or been given fortunes: these
. call the Conservers of wealth. On the
;lxther hand are those managers who have
gnlad to make their own money or who
1ave achieved their positions by their
$>wn unaided endeavours: these I call
the Creators of wealth. Although the
! ! lass of sleepers does not exactly coincide
vith the class of Conservers, or the class
»f thrusters with Creators, there is a close
orrespondence between the two. This
orrespondence is not accidental.

"he British system of direct taxation on

individuals is mercilessly severe on the
Creator, but, provided relatively painless
estate duty avoidance procedures are set
in train, the system exacts very little
indeed from the Conserver. This is to put
the weight of the tax burden exactly the
wrong way round if the country’s effi-
ciency is to be promoted. It is the purpose
of this pamphlet to show both how and
why the tax burden on this comparatively
small class of the electorate should be
shifted.

direct taxes on capital

There are at present two major direct
taxes on capital borne by individuals in
the United Kingdom: death duties and
the capital gains tax. I am not concerned
at this stage in my argument with the
capital gains tax. It was imposed by the
1965 Finance Act and it is too soon yet
to judge what effect it may have. More-
over, it affects only those people who
have some capital and who have “ real-
ised ” it in the course of the year. I am
concerned with the only other tax on
capital: death duties.

Death duties date from the 1894 Finance
Act. They levy duty on the principal
value of all property real or personal,
settled or not settled, which “ passes on
death ”. The net is cast wide and large
classes of property in which there is no
actual “ passing” on death are ““ deemed
to pass” on death. For example, certain
companies can, by the 1940 Finance Act,
find themselves charged to estate duty
(although they cannot be said to die at
all) when someone who has, or had, a
financial interest in them dies.

Originally the maximum rate of estate
duty was 8 per cent (payable only on
estates of £1 million or more) but the
rates of duty have increased sharply over
the years since 1894. They now range
from 1 per cent for estates between
£5,000 and £6,000 to 80 per cent for
estates over £1 million. The yield from
death duties to the Exchequer in 1967-8
was £330 million. In most cases, the
whole amount of duty is payable on
delivery of the Inland Revenue affidavit.
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Provided a rich man takes no measures
whatever to avoid estate duty, and dies,
the government gets a reasonably fair
and progressive slice of what is passed
on to the beneficiaries of his estate.
Indeed, in certain circumstances it may
be argued that the burden of the tax is
excessive. But the fact is that anybody
who takes any trouble at all can escape
liability to the tax altogether. AIl he
needs to do is to ““ give away ” his money
a sufficiently long time before he dies.
Then he and his heirs escape any tax of
any kind. Hence the truism that estate
duty is a voluntary tax

The business of assisting rich men to
“ give away ” their money is now a highly
competitive industry absorbing the talents
of a number of insurance brokers, lawyers
and accountants. The reader of this pam-
phlet will be familiar with the kind of
advertisement which appears regularly in
the financial columns of newspapers with
an AB readership: “ Reducing estate
duty is a highly complex task. Many
people still do not realise that it can often
be done painlessly—that is, without
reducing income or converting assets. . . .”
People who are worried by their estate’s
potential liability to estate duty are
invited to send in for booklets explaining
how this “ painless” process may be
effected by “ well-known specialists in
this field . In the case of smaller estates,
a man who has no taste for insurance
brokers or other professional advisers
simply gives his money away at least
eight years before he dies. A voluntary
disposition by deed carries an ad valorem
stamp duty at the derisory rate of 1 per
cent on the capital value. This duty is
one of the very few to have been actually
reduced (from 2 per cent) in recent years.
Moreover, there are abatements of estate
duty and stamp duty where a gift is made
in consideration of marriage.

Where an outright gift is inappropriate,
the unit of ownership has become the
group or family, not the individual ; and,
if estate duty is to be avoided, the nature
of the interest owned, or the identity of
the owners, must remain unchanged on
the death of any particular individual.
Hence the rise of the “ discretionary

trust”. A discretionary trust is a legal
construction by which a rich man (or
woman) settles a fortune or part of it
upon trust to distribute the capital and
income at the trustees’ discretion among
a wide range of “ objects "—of which the
settlor’s descendants are usually the most
prominent. Provided the “ objects” do
not include the settlor (or his spouse) and
the number of surviving discretionary
objects exceeds one, the trust never
attracts estate duty on anyone’s death
and the income from it ceases to be an
embarrassment to the rich man during
his life.

Moreover these trusts can endure over
an almost interminable period. By choos-
ing his trustees with care and reserving
to himself the right to appoint new trus-
tees, a rich man can effectively control
the application of his wealth during his
life (and the power which that wealth
commands), escape liability to surtax on
its income, and ensure that his descen-
dants are reasonably affluent as far ahead
as anyone can foresee. So estate duty is
now paid only by the misanthropic, the
patriotic, the absent-minded or the down-
right unlucky.

One has only to list some of the arrange-
ments that have recently been before the
courts under the Variation of Trusts Act,
1958, to see the kind of fish that are
swimming clear of the Revenue’s net.
Estate duty can be successfully avoided
only if the death of a deceased person
causes no change of beneficial interests
in the trust capital. But if a person’s sole
income derives from his interest in a
trust, he cannot forego that interest with- |
out compensation. So the actuaries do cal-
culations and with their help the lawyers
carve up and distribute the trust capital
between the various beneficiaries in pro-
portions which are equitable as between
the beneficiaries (but not as between the .
beneficiaries and the Exchequer).

This kind of carve-up can be, and is, '
done privately, without publicity, pro- |
vided that all the beneficiaries are of full |
age and of sound mind. We then hear |
nothing about it: and neither does the |
Estate Duty Office. But in many cases a |

|



ettlor has wished to legislate for infants
ind unborn children. The issue then
omes before the courts. The Variation of
“rusts Act provides that the great carve-
ip can also be made (subject to the
-ourt’s approval) when infants and un-
yorn children are involved, and so we see
ome of the great private family fortunes
yublicly exhibited in all their gratuitous
plendour, and some of the schemes
vhereby the families concerned will be
nabled to continue their gracious living
or another half-century or so.

On 23 March 1966 The Times reported
he case of the Duke of Norfolk’s Will
Crusts. What had happened was that the
yresent Duke’s father, who died in 1917,
1ad left his estates on complicated trusts.
Among other matters, there would have
seen a heavy liability to estate duty on
he death of the present Duke, because
he settled estates were worth no less
han £3 million in 1966. In the carve-up
wvhich the court approved, the present
Duke took a mere £130,000 together with
281,000 for timber—to which he was
ready entitled. The Duchess received
251,000 and the Duke’s four daughters
35,000 each. There was a payment of
350,000 to General Fitzalan Howard ;
wnd his elder son (aged ten in 1966) will
»ne day inherit £1,246,000 at 1966 values
—some £900,000 more, his counsel said,
han he would have done had the original
rusts endured and estate duty been paid.

n 1964 and 1965, families with titles or
sames like Bristol, Paget, Courtauld,
“ohen, Drewe, Guinness, Clore and Pet-
rifor all came before the court under the
Act—and made new law by elaborating
‘he principles on which the court would
>less estate duty saving schemes. The
-ases in which new law was not made
‘and these number many hundreds) are
1ot reported. In 1966 the Sainsbury
family went to the court with a view to
woiding capital gains tax, in addition to
sstate duty. On 21 October 1966, the
Financial Times reported that Mr Justice
Goff had approved a scheme under which
[ord Sainsbury’s two younger sons’ inter-
osts were accelerated in a cool £5.2 million
’ worth each of Sainsbury’s shares. The next
day the judge went on to consider a simi-

lar application involving a £13 million
settlement by Lord Sainsbury’s brother,
Robert James Sainsbury, of which the
principal beneficiary was his son, David
John Sainsbury, aged twenty-six years.

May I emphasise here that I have nothing
whatever against the Duke of Norfolk
or Lord Sainsbury (or their respective
families)? Both are conspicuously public-
spirited men. Nor do I object to the use
by them, or their families, or their pro-
fessional advisers, of the mechanism of
the courts to avoid tax. While the law is
fatuous, fatuous results are inevitable.
I just wish to draw attention to the fact
that there is no let or hindrance, and no
taxes imposed on transfers of fortunes
down the generations of a single family.
This is the yawning gap in our supposedly
egalitarian tax system.

direct taxes on income

In contrast to the haphazard way in
which capital is taxed, the two direct
taxes on income—income tax and surtax
—are ruthlessly efficient. Income tax is
a general tax on an individual’s income
derived from every source. The tax was
introduced by William Pitt in 1798 and
except for the years 1816-1841 has been
in force ever since. From its inception it
has been progressive and people with
larger incomes have very properly paid
a higher rate of tax. In the tax year
1967-8 it raised for the Exchequer no
less than £3,817 million and it is by far
the most potent fiscal measure affecting
individuals which is at the disposal of
the government. Surtax, which taxes suc-
cessive slices of annual income in excess
of £2,000 (or £5,000 in the case of earned
income) was imposed by Lloyd George’s
1909 Finance Act and has been levied
ever since. By comparison with income
tax, surtax is an indifferent revenue pro-
ducer. In the tax year 1967-8 it raised
only £232 million.

Tax rates on an individual’s top slice of
income first became formidable in the
1914-18 war. Afterwards the rates were
reduced for some years until the 193945
war, but they have remained high ever




since. Between 1941 and 1953 taxpayers
in the top bracket kept only 6d in the
pound of the top slice of their incomes.
Although this rate was slightly eased for
a period between 1955 and 1965, in the
tax year 1965-6 a special impost of 10
per cent of the surtax payable on an
individual’s income brought the rate back
to just under the 1953 level. As a special
measure in the 1968 Budget, a tax on
unearned incomes for the tax year 1967-8
was levied at a rate which could exceed
the income on which the tax was paid.

In contrast to the taxes on capital, British
taxes on income are impossible to legally
avoid and nearly impossible to illegally
evade unless the individual is trading on
his own account and takes cash from the
till. This is because most taxpayers are
employed persons, and owing to the
highly efficient Pay As You Earn system
of collection of income tax at source, the
tax payable is deducted from every
employee’s pay packet or salary cheque
and paid direct to the Exchequer by the
employer.

The precise incidence of the two taxes
varies considerably between taxpayers as
a result of an extremely complicated
system of “allowances” and * reliefs ”.
But the broad picture is clear. The finan-
cially capable executive who gets to the
very top of the tree can look forward to
retaining only 1s 9d of every additional
pound of income he earns. Mr David
Barran, when appointed Chairman of
Shell Transport and Trading Co Ltd
announced that he would not take the
additional Chairman’s fee to which he
was entitled. “I see no point in giving
more money to Mr Callaghan ”, he said
(Financial Times, 9 February 1967).

Moreover, long before he is in the highest
brackets, the taxpayer is retaining less
than half the marginal income on which
he is paying tax. For a married man with
two children the marginal rate rises very
steeply indeed where the taxpayer’s
income exceeds £4,000 per annum.

As the Financial Times of 13 January
1967 put it “. . . an executive or success-
ful professional man has only a modest

MARGINAL TAX RATES

income tax per cent
£4,000 37
£6,000 50
£8,000 58
£10,000 74
£15,000 88

incentive to push his income above £6,000
and almost no incentive to aim at
£10,000. And whether Lord Beeching
gets £15,000 or £25,000 is almost entirely
a matter of prestige and hardly one of
cash at all”, It is now generally recog-
nised that a married man with children,
no matter what he earns, will be lucky to
break even taking one year with another,
after meeting his surtax demand (A. J.
Merrett and D. A. G. Monk Inflation,
Taxation and Executive Remuneration,
Hallam Press, 1967). Anything he is able
to save will be trivial compared with one
year’s normal expenditure: less than one-
third of the salaried and professional
directors sampled in the survey previously
mentioned will ever achieve the small
distinction of acquiring disposable wealth
greater than twice their annual before-
tax salary.

conclusion

The present position, therefore, in this
country as far as direct taxes on capital
and income are concerned is this. On
the one hand, a closed class of privileged
persons namely those who are born in
the right bed—is gratuitously being
enriched by huge chunks of money or
money’s worth and is paying very little
tax on this enrichment. It is from this
class that the Conservers of wealth are
drawn. On the other hand, a financially
capable executive who gets to the top of
the tree who is unlucky enough to have
no one to give him anything, is taxed at
confiscatory levels on what he earns by
his own exertions. It is from this latter
class that the Creators of wealth are
drawn.



2. consequences of the '
existing system

The main consequence of the absence of
an adequate tax on capital is the stagger-
ing inequalities in the distribution of per-
sonal wealth. If one abstracts from the
[nland Revenue statistics for the tax year
1965-66, the details of taxpayers’ invest-
ment income, one gets the figures set out
in the table below.

In the tax year 1965-66 there were 21.7
million taxpayers in the uk. Of these:

1. Only 4 million had any investment
income.

2. Under 500,000 owned no less than 60
per cent of the total investment income.

3. 37,490 taxpayers had investment in-
come in excess of £10,000 per annum.

4. If one reckons that these 37 thousand
people were making an average yield of
4 per cent on their money, they must on
'average have been endowed with fortunes
in excess of £250,000 each. And that is
‘the kind of money which, except in the
very rare case, can nowadays only spring
from inheritance or gift.

“Well ”, I can hear the Conserver argue,
*“ what is so very wrong with this? Is not
‘private property sacred? The government
takes enough in all conscience from the
rich man in income taxes. What possible
justification can there be for prohibiting a
man from giving what is left to him to

whom he pleases? Or, what is only a
degree less bad, for exacting a heavy tax
from him when he does so? Why should
not a man leave his money to his children
(or anyone else for that matter) without
the State taking a major part of it on the
way? ”

To this there is an overwhelming answer.
To every gift there must be two parties:
the donor and the donee, the testator and
the legatee. We may grant that the donor
or testator has grounds for complaint if
his desires or intentions are baulked. But
why on earth should the donee or legatee,
without exertion, enterprise or ability
become possessed of anything at all?

The possession of a quarter of a million
pounds confers very great power. In the
business world a man is ultimately judged
by the amount of money he has got and
not very much else. Whether he has been
given it or has made it himself is imma-
terial. The main consequence of the hap-
hazard way in which capital is taxed, or
left untaxed today is that far, far too
much power is in the hands of the
Conservers.

It needs only a slight acquaintance with,
for example, the City of London to
realise how many of the crucially impor-
tant administrative posts go to men whose
sufficient qualification is the inheritance
of wealth. In firm after firm one or two
families hold the power, and are served

SPREAD OF INVESTMENT INCOME

net income range netinvest. income running number of cases running £ per
(2l income) £ 000 % total 000 % total _ case
up to 499 67,560 3.8 3.8 598 14.7 14.7 113
500-999 195,100 10.8 14.6 1,428 35.2 49.9 137
1,000-1,499 161,090 8.9 23:5 908 22.4 7813 177
1,500-1,999 129,840 72 30.7 427 10.6 82.9 304
2,000-2,499 106,940 59 36.6 200 4.9 87.8 58
2,500-2,999 102,300 57 42.3 120 3.0 90.8 851
3,000-3,999 164,040 9.1 51.4 137 33 94.1 1195
4,000—4,999 125,770 6.9 58.3 77 1.9 96.0 1,630
5,000-5,999 104,690 5.8 64.1 49 152 97.2 2,152
'6,000—7,999 152,300 8.4 72.5 50 1.3 98.5 3,037
8,000-9,999 102,250 5.7 78.2 25 0.6 99.1 4,165
10,000 and up 392,790 21.8 100.0 37 0.9 100.0 10,477
1,804,780 4,057

source: Inland Revenue statistics, 1965-66




by others whose competence is far grea-
ter. Moreover the City is not the only
place in which inherited wealth is domin-
ant, although it is probably the most
conspicuous and important. In landown-
ing, farming, glassmaking, shipping, brew-
ing, confectioning, and steel-making until
recently, and countless other activities it
is the luck of where he is born that
determines what sort of chance a person
has of getting to any position of conse-
quence. Thus Lord Iveagh in his Chair-
man’s statement to the members of
Arthur Guinness & Company Ltd on 9
December 1958: “It is a great joy to
me, and an indication of our vitality
[sic] that this year I have been joined on
the Board by my grandson ”.

Today that grandson is Chairman of the
company. One has only to read the sur-
names of the directors of old-established
businesses in these industries (and more
particularly among the merchant bankers)
to have evidence of how widespread
nepotism is.

It is not only in industry and commerce
that the power of the Conservers is felt.
Today it is virtually impossible for an
able and ambitious young farmer to
aspire to run his own business—unless
he is a farmer’s son. He will never be
able to outbid the man who has been
given the capital needed.

In the political field the Conservative
Party in the country is dominated by
Conservers. They are the ones with the
necessary time to spend to do the unpaid
party jobs. Similarly up and down the
country key appointments in local govern-
ment, education, even in the legal and
medical professions, are being made by
panels composed of people whose suffi-
cient qualification is that they have inheri-
ted the money which enabled them to be
where they are.

severity of taxes
on income

What are the consequences of the rigour
of the taxes on income in Great Britain?
I will begin by mentioning the most
obvious consequence: but I would like

to stress that I am not arguing that this
consequence is, in itself, a bad thing.
Indeed it can be argued that it is a good
thing if we are to have a reasonably egali-
tarian society. The most obvious conse-
quence of our present system of taxation
on income is that when our married tax-
payer with two children has reached the
£6,000 per annum mark, there is no way
at ail in which he can do better for him-
self financially except by finding loop-
holes in the law. Two of these loopholes
in the law seem to me to be deplorable—
and I see no hope of tightening them up
under the present system. I refer to the
“ perquisites ” racket, and the pensions
drag.

the “perquisites” racket

One of the results of the extremely high
rates of surtax is the expenses, perquisite,
fringe benefit industry (call it what you
will). The fact is that very many people
in all sorts of jobs, not just Prime Minis-
ters, but company chairmen, and sales-
men entertaining foreign buyers, in order
to do their jobs well, need to spend money
on such “extravagances” as buying a
customer or competitor a drink, attend-
ing a conference, taking a taxi to save
time, spending a night in the centre of
London to arrive fresh for a meeting
early the next day, and so on. The list is
inexhaustible. Mothers going out to work
need to be able to pay someone to look
after their children. Someone writing a
book in his spare time needs to be able
to pay someone else to mow the lawn.

This need extends to doctors and clergy-
men, civil servants and probation officers,
dons and bank managers alike. But if
these people pay for these small “ extra-
vagances ~’ out of their own pocket, they
cost more by the top rate of the tax they
pay, than if they get them allowed as an
“ expense ”’ against tax. Whether they are
allowed them as an expense, although
moderately clear to the tax expert, has
the appearance to an outsider of being
entirely haphazard: a company chairman
is allowed his chauffeur, but a woman
teacher with children is not allowed a
daily help.



One cannot help noticing with a certain
wry smile that the first people to appre-
ciate all this were our precious legislators
themselves. The ‘ expense allowance ”,
we are told (Simon’s income tax, vol 2,
p 603) . .. “owes its origin to the pay-
ment of Members of Parliament. Mem-
bers have to incur many petty expenses
and the question of these had been settled
by agreement with the Treasury, whereby
a minimum allowance was to be given
without production of actual proof. This
rule regulates the position ”. Moreover,
the Prime Minister (and this is no reflec-
tion on the present incumbent—Conser-
vative Prime Ministers have derived more
advantage from the concession than he
1as) cannot stand the racket of his own
aX. In 1947 in reply to a question Hugh
Dalton said, justifying this tax free allow-
ince: “ An additional £5,000 a year was
1dded to the salary of the Prime Minister
n 1937 in order to enable him to dis-
charge the public duties indispensable to
'1is office and to his residence at No 10
Downing Street. While there has been no
-eduction in these duties, the effect of
‘axation has been to reduce the net salary
o about the same as before the increase.
't has, therefore, been decided that £4,000
)f the salary of the office should be
reated as an expense allowance which
'will be deducted for Income tax. I am
ure that the House will agree that the
urrangement is a fair and reasonable
neans of ensuring that the Prime Minis-
er may be able to fulfil his duties with
lignity and efficiency. Hon Members:
Jear, hear.” (Hansard, vol 433, p 523).
\Ilcztczll single supplementary question was
sked.

I\t existing rates of income tax and surtax
f t is quite unrealistic to expect the Prime
JAinister to survive financially unless
! ome concession of the sort described is
§ iven. But the Prime Minister is by no
i nanner of means the only person in the
¥ ountry who finds that whilst there are
P o reductions in his duties, the effect of
»icreased taxation and inflation has been
o reduce his net salary. Many top mana-
! ers feel (with some justice) that to pre-
Serve the dignity and efficiency with
S /hich they do their jobs they should
® eceive similar concessions.

So there has grown up a deplorable
industry centred round the activity of
“ putting in for expenses ”. Capable men
spend hours keeping and sorting chits,
and then claiming every possible and
impossible payment as wholly, exclusively
and (sometimes) necessarily incurred in
the earning of profits. Phrases like “I
wonder what the revenue will wear”
abound. Professional men employed by
taxpayers spend hours wringing from a
reluctant revenue rulings about how
much may be spent on certain “ extrava-
gances ”. It is financially advantageous to
taxpayers to dance all sorts of odd capers
to lower the tax burden. The Times of
10 May 1968 reported a case in which
the Court of Appeal had ruled that an
employee who was given free use of a
car by his employer in return for a reduc-
tion in his wage was not liable to tax
under Schedule E on his gross wages
before subtracting the sum in respect of
the car. It does not require much imagin-
ation to see that employers in the future
ought not to be slow to take advantage
of the implications of this decision.

Whether or not employers take advantage
of all the loopholes open to them leads
to much inequality in the way the tax
burden is shared. The employee who
rides to work in the firm’s car, has lunch
in the director’s flat (officially an exten-
sion of the staff canteen) has a night out
at the Savoy with some foreign buyer
and is provided with his own home will
find himself possibly £1,500 a year better
off than the employee who pays for the
same amenities out of his taxed income.
At one extreme is the barrister who is
allowed few expenses against his earnings
and at the other is a first-class farm
manager who may very well be provided
with his home, car, telephone, heating,
lighting, eggs, milk, the occasional
chicken, half a pig at Christmas and in
practice pay virtually no tax at all on it.

The present practice of trying to police
the expenses allowable is the wrong way
to master the  perquisites ” racket. There
is one person and one person only who
really knows whether any particular
expense is justifiable or not and that is
the person actually incurring the expense.




The business’s auditors and the inland
revenue who between them share the
policing under the present system are in
no position to unearth credible evidence
to query the glib story-teller. When he
makes a decision about whether to enter-
tain a foreign buyer to dinner at the
Savoy Hotel or to a glass of beer at a
pub, a salesman at present is making
decisions about other people’s money
(owned roughly as to half by his em-
ployer, and as to half by the revenue).
It stands to reason that he will aim at
getting away with the highest possible
expense, and the policemen are in no
position to run him in.

The right way to master the “ perquis-
ites ” racket is to make the taxpayer pay
for this sort of expense out of his own
pocket. Then he is making decisions
about his very own money and no one
else’s. I would define a special class of
* expense ” which it would never be per-
missible to charge against profits for
income tax or corporation tax purposes.
The revenue would have no discretion,
so it would not be worth the taxpayers’
while to argue. I would call this special
class of expense a “ perquisite” which
would mean “any benefit provided for
any individual or class of individuals
which could be used or enjoyed by that
individual or a member of that class of
individuals when not engaged in his
office, employment, trade, profession or
vocation ”.

Perquisites, so defined, would include
some (but not all) items met by expense
accounts like all sleeping accommodation
and meals provided free or at less than
market value, meal vouchers, entertain-
ment, travelling expenses, clothes, cars,
children’s school fees, hairdressing and
some payments in kind. But it should be
noted that it would not include a salary
paid to an individual to enable him to
buy himself these things although that
additional salary would be taxed in his
hands as ordinary income. Professional
people working in their own home might
be unfairly affected by such a provision,
but this latter concession is, at present,
so open to abuse that the fair exploitation
of it constitutes a minor problem.

Further, not only would no perquisite be
allowed as a charge against profits, but
the money expended on it would be taxed
in the hands of the recipient at the stan-
dard rate of tax. This would simply mean
an extension of the machinery of sections
160 and 161, Income Tax Act, 1952
(whereby certain directors and senior
employees can be taxed on the benefits
they receive in kind). Thus the individual
to whom the perquisite was given would
be no better off if he received the benefit
in kind rather than in cash: but the
person giving the benefit would have a
positive incentive to make his gift in
cash,

One class of exception would have to be
allowed to this rule for technical reasons,
another (perhaps) for general economic
reasons. For technical reasons special
arrangements would have to be made for
a business—such as travel agents, restau-
rants and hotels, which made their profits
out of purveying perquisites. Such busi-
nesses would be permitted to deduct per-
quisites except to the extent to which
these were enjoyed by an employee, offi-
cer, proprietor or shareholder of the
person charged to tax.

For general economic considerations, it
might be wise to exempt from this rule
any perquisites which were incurred by
an individual engaged in selling British
goods and services to non-UK residents,
to the extent that these perquisites were
incurred abroad. If export managers had
to pay for their travelling expenses out of
their own pockets, they might decide to
stay at home behind their desks, notwith-
standing a substantial reduction in the
top rates of tax.

It is not possible to estimate how much
more income would become subject to
income tax (and profits to corporation
tax) in the hands of the British tax payer
if the tax base were to be broadened on
these lines, but to contemplate such an
alteration is quite unrealistic until the
higher reaches of our own progression are
abated. People paying surtax have not
this sort of net income of their own to
spend on justifiable expenses. That is the
way to stamp out the existing perquisite



acket, but it cannot be done at existing
ates of surtax.

‘he pensions drag

Another of the results of the extremely
1igh rates of surtax is the drag on effi-
iency caused by the provision of pen-
ions for managers. The growth of
chemes by which pensions are paid to
irdinary workers below the management
evel on retirement, if imperfect from the
hoint of view of fostering mobility of
abour, is one of the more agreeable
levelopments of the British business
cene since the beginning of the century.
"he revenue loses a good deal of tax in
his way because, for no good reason that

have been able to discover, approved
rension funds pay no income tax. But
rensions below management level are
learly desirable.

'n the days before the 1939-45 war, no
ne would have dreamt of providing pen-
ions for managers: the managers them-
elves would have been shocked at the
10ught that they were not to be trusted
> look after themselves. However, the
aX structure being what it is, it was
pparent after the war that it was unfair
1> the manager that the tax advantages
f providing a pension for him should
ot be extended up the line to the senior
mployees in the way in which it had
een extended down the line to the
'orkers below management level. So
nother of the unhappy results of the
igh rates of income tax and surtax is
1¢ managers’ pension drag, top-hat or
| therwise, which spreads a manager’s
tilary over his whole life instead of
| oncentrating it into his working years.

is fundamentally wrong for the institu-
on they work for, for the managers
riemselves, and for the country at large,
hat these key people should become
1ore and more immobile in their jobs
"ie longer they serve. It is this ossifying
ndency which is the striking feature of
fle present arrangements. In the case of
’ixany pension schemes the employer’s
bntributions are non-transferable, whilst
others they are only transferable at the

option of the employer, but never in a
form which gives the employee any
advantage.

The ossifying tendency is by no means
all the harm done by the pensions drag.
When someone gets over the age of forty
or so, it becomes increasingly expensive
for an employer taking him on to pay
up the back-log of contributions necessary
to give him a decent pension when he
reaches compulsory retirement age. This
works against change in two ways. First,
it means that a good man over forty is
frequently rejected for a job in favour of
a not so good man under forty. Second,
it makes the good-natured employer
extremely reluctant to sack someone over
forty because he knows that it will be
difficult (if not impossible) for that
manager to get a new job.

From the point of view of the British
economy it is crucially important for
there to be better job mobility among the
managerial forty year olds and upwards.
Not only must the really able who have
reached the top of their tree while quite
young be able to move to taller trees
without making a crippling financial
sacrifice ; but the forty and fifty year old
managers who have proved to be square
pegs in round holes must be shifted to
more suitable employment and not com-
pelled by our tax system to work out
their disappointed lives as cancers in the
businesses in which they find themselves.
Most important of all, people who have
reached the top of their businesses must
not be given an extra financial incentive
to hang on until they reach retirement
age. It is difficult enough persuading them
to unhand the power never mind the
money. No one should be in a top job
for more than about seven years. He will
spend the first two years getting to under-
stand it and his subordinates; he will
spend the next two in deciding how it
should be improved; and the next two
in achieving his design. If he is allowed
more than one year to enjoy his achieve-
ment he (and his business) will begin to
atrophy.

The way to achieve the required mobility
is not a task for the government. But it




should avoid positively obstructing this
mobility. And the tax advantages of pro-
viding pensions under the existing system
constitute a formidable spanner in the
works. It is no answer to say that a pro-
vision in our present system making all
pensions automatically transferable would
be any more than a partial solution. It
would be a great deal better than nothing,
but it would leave unsolved a very impor-
tant part of the problem. From the point
of view of many businesses the important
thing is that managers should not have
to slog out their time until retirement age
before receiving their full pension
entitlement.

The way to cope with the pension drag is
as follows. The structure of income tax
and corporation tax should be such as to
disallow any pension contribution for
managers. 1 would define a “ manager”
arbitrarily as “ anyone in receipt of an
annual income for income tax purposes
in excess of £1,000 at age 20, £1,100 at
age 21, and so on to £3,000 at age 40,
and anyone paid £3,000 at any age ”. It
would then be a simple matter to draft
a clause disallowing as a charge against
profits for tax purposes any contribution
paid towards providing a pension for a
manager. But for the rates at which
income tax and surtax are presently
levied, people paid the sort of money
indicated above should be well able to
look after themselves. They could expect
to be paid more during their working
lives because their employers would be
exonerated from the burden of paying
their pension contributions. If any
employer is afraid lest his firm should
acquire a bad name by being eventually
beset by a hoard of penniless old ex-
managers, then he can always make it a
condition of an employee’s service with
him that he (the employee) makes private
pension arrangements that are satisfactory
to him (the employer).

Such a provision would broaden the tax
base in a highly desirable way and is the
proper method of coping with the pen-
sions drag. But alterations to the law on
these lines cannot be contemplated with
income tax and surtax at their present
levels.

There are other consequences of the
rigour of our taxes on income whict
seem to me to be unwelcome. Fo
example [ would guess (and this field i
not open to research) that there is a sub
stantial under-utilisation of capital by
really wealthy people in Great Britain.

would doubt whether so much capita
would be tied up in “ amenity ” lanc
enabling a tiny group of people to shoo
pheasants on perhaps fifteen days a year
were it not for the fact that any addi
tional “income” accruing to that tiny
group would be swallowed up in taxe:
were they to employ it more profitably

Again, there seems to be evidence of ¢
general unwillingness (Merrett, op cit
49) to sack high executives which has the
corollary that fear of dismissal leads tc
the convention of granting long-term
service contracts with no real justificatior
and which the executives would certainly
not grant to their own workers. This con:
vention immensely increases the cost of
sacking unsatisfactory managers to nc
one’s advantage.

conclusion

It is the combined result of ineffective
capital taxes and effective income taxes
which is the slow poison in the British
economic system. It ensures that the very
substantial personal wealth there is in
this country remains in the hands of the
same families. It is the most conservative
system which can conceivably be devised.
If one were to start from scratch to
design a tax system for a wealthy country
(such as Great Britain) with a view to
seeing that the whereabouts of personal
wealth never shifted, what one would do
would be to arrange that Creators were
taxed so severely that they were unable
to accumulate any money, but that the
Conservers of wealth paid little or no tax.,
This is precisely the tax system which we
have achieved in the second half of the
Twentieth Century. People cannot accu-'
mulate money by saving from their
incomes, but the capital which exists can
be handed down from one generation to
the next without suffering any appreciable
diminution by the Exchequer. It is im-



ossible to derive a more perfect arrange-
ient for preserving the status quo.

he ownership of personal wealth confers
ower and freedom. On a humble level
enables an individual to withstand the
ressure of his employers to conform, to
sk the sack and do what he believes is
ght. It can give someone the means to
art a business or pursue a vocation of
is own. Personal wealth can give the
‘eedom which is denied to many to
ecome, for example, actively engaged
1 politics. Tt enables an individual to
atronise the arts and support charitable
auses. It also confers power to buy up
nd reorganise old businesses, or to ward
eople off who want to do the same.
he owners of small fortunes can appoint
1e people to manage their own money.
he owners of large fortunes often have
16 power to appoint the managers of
>me of the biggest businesses in the
untry.

do not think that the existence of this
ower, provided it is well spread among
16 community, is to be deplored. But
'hat is totally wrong and unacceptable
that this power should be concentrated
\ the hands of the Conservers of wealth.
am not denying that some Conservers
'xercise the power intelligently. I argue
-om the fact that if they are able to
1ake money, it is reasonable to suppose
1at Creators will exercise the power
ore intelligently.

.t the moment the cards are stacked the
'rong way by our taxation system. What
1ould be done is to ease the tax load on
icome and shift this weight to a more
>solute taxation of capital.




3. the remedies

As we have seen, theoretically estate
duty should be an efficient progressive
tax on capital. It goes wrong because
rich men take pains to “give away” their
money long enough before they die.

It is sometimes suggested that the right
remedy would be to extend the time
limit beyond which gifts inter vivos are
exempt from tax to cover the whole life
of the deceased person.

But this remedy has an insurmountable
administrative snag and I very much
doubt if (for example) the extension of
the time limit contained in the 1968
Finance Act will have any worthwhile
effect. A personal representative is now
required to swear on oath: “That to the
best of my/our knowledge and belief the
deceased did not, within seven years of
his death, make any gifts of money or
other property to any person whomso-
ever except . . .”. At the same time he
is reminded: “If the executors or in-
tending administrators swear to this affi-
davit without personally verifying that
the statements in it are true they make
themselves liable to penalties”. It is diffi-
cult enough for the conscientious exec-
utor to trace gifts made during the seven
years before death. There is no way in
which, on earth, a personal representa-
tive can trace gifts made by a deceased
person 30 years before he died.

Others have proposed that a fairer way
to levy the tax would be to revive the
old legacy duty because, under that tax,
the rate depended on the amount of the
bequest and on the relationship of the
donee to the donor. But that tax was
levied on the same basis as estate duty
and, consequently, would be as easily
avoided. I suggest that rather than trying
to improve estate duty: we must search
for something new.

A GRATUITOUS
ENRICHMENT TAX

In his book Efficiency, equality and the
ownership of property (Allen and Un-
win, 1964) Professor J. E. Meade exam-
ined four possible taxes which would
have the two objectives both of taxing

estates and gifts, and of spreading per-
sonal wealth more evenly over the gen-
eral body of taxpayers:

1. the present estate duty;

2. a tax on estates and gifts inter vivos
according to the size of the gift or be-
quest;

3. a tax on each gift or bequest not only
according to the size of the gift or be-
quest, but also according to the existing
wealth of the beneficiary;

4. a tax to be levied by recording
every gift or legacy received by any one
individual in a register against his name
for tax purposes. The rate of tax would
then be on a progressive scale according
to the total of gifts or bequests recorded
against his mame in the course of his

life.

Method one is to be rejected, I would
argue, on the grounds that it has been
shown to be ineffective: Professor
Meade rejects it on other grounds too.
Method two is unsatisfactory because it
would permit someone to become very
wealthy if he inherited money from a
number of different sources. Professor
Meade seemed uncertain whether meth-
ods three or four would be best and
listed a number of arguments for and
against each of them. The fatal trouble
with method three would be that the
beneficiary would take steps to see that
he got rid of his current wealth before
he accepted another large gift from his
patron — and there are limitless ways in
which this could be “painlessly” accom-
plished. I therefore have no doubt that
method four is the best. To guard my-

self against the charge of plagiarising |

Professor Meade’s idea I may perhaps
be permitted to mention that, a]thpugh
it went almost unnoticed, I had previous-

ly myself propounded the same thesis in

A tract on tax reform (Hepburn and
Sons, 1959) and no doubt others had
before me.

The fixed point from which to take one’s
bearings when considering the rates at
which the tax should be assessed, is the

F



ymount of wealth which is the maximum
hat an individual should be allowed to
-eceive igratuitously if he is not to get
1imself into a position of power or affiu-
:nce which either his ability does not
varrant or which is regarded as giving
1im unacceptably advantageous oppor-
unities. I would fix this arbitrarily at
:20,000—more or less. £20,000 is not
:nough to acquire control of a business
»f any size. This sum invested in a
vidow’s and orphan’s unit trust would
sroduce a yearly income of about £1,000
wnd would enable a dedicated scholar or
vriter to pursue unpaid work and to
ceep the wolf from the door. People un-
wble to look after themselves could come
nto a special category of exemption
‘rom the tax.

I'he details of the proposed new Gratu-
tous enrichment tax (GET), designed to
-eplace estate duty, are set out in the
ippendix. The tax is to be graduated and
orogressive on the recipient of a gift
or bequest throughout his whole life
intil through age or infirmity he is
anable to look after himself. The object
s effectively to prevent him from receiv-
ng, otherwise than through his own
:xertions more than a total of £20,000
‘rom any source. The numbers in brack-
>ts after succeeding paragraphs of this

ext refer to the clauses in the proposed
3ill.

-ates

[he Bill proposes that an individual shall
uffer tax on any “chargeable enrich-
nent” (clause six) he receives in any year
>f assessment he is resident in the United
{ingdom, or when he is out of the
Jnited Kingdom to the extent that some-
bne ordinarily resident in the United
<ingdom iprovides the enrichment. This
ast is to prevent the avoidance of the
ax by a parent sending his child abroad
ind giving him or her the money when
"he child is out of the country. Further,
o prevent families from emigrating,
naking gifts and then returning again,
aragraph three imposes a liability on
| ndividuals who have received gifts with-
n, say, five years of their becoming

resident in the United Kingdom (clause
two).

It is clearly not necessary to include
companies in the scope of the persons
chargeable to tax, because insofar as
gifts to companies do not fall within
the corporation tax, the shareholders will
be chargeable to the GET on their indirect
changeable enrichment. The same is true
of unit trusts.

The receipts on which the tax is calcu-
lated are aggregated during the whole
of an individual’s life and the rates of
tax thereon become steeply progressive
the more he receives. Thus, over a cu-
mulative total of £22,000 a donee keeps
only £100 in every £1,000 given to him.

GRATUITOUS ENRICHMENT TAX

cumulative amount of tax
chargeable enrichment per cent
first £2,000 5
next £5,000 10
next £5,000 20
next £5,000 40

next £5,000 il
excess over £22,000 <

There is an argument that these rates are
preposterously high. There may indeed
be a case administratively for giving com-
plete exemption to the first two or three
thousand pounds. But let us not lose
sight of one of the objects of the meas-
ure. It is to stop people acquiring by
inheritance or gift enough money to buy
themselves into positions of power which
their personal qualities do not warrant.
£20,000 can buy someone control of a
small business. The objective is to stop
him getting much more than this, and
unless the rates are as steep as indicated,
the objective will not be achieved. Of
course one could compromise somewhere
down the line: but not too far.

charities, exemptions

and exceptions
We must now think of some way of
preventing people from eluding the Ex-
chequer altogether by giving their money
to charities. I propose therefore that




charities should pay a fixed rate of

50 per cent (clause three).

There is clearly no harm done in giving
one class of individual complete exemp-
tion from the tax. People who through
age or infirmity are unable to look after
themselves must be looked after by oth-
ers. I am fixing the start of old age
abitrarily at 70 years, but anyone who
through infirmity or other cause is un-
able to look after himself qualifies for
exemption at any age. (clause four (one) ).
Clearly some exceptions and exemptions
must be given for very small sums and
in special circumstances. Any guide lines
must of necessity be arbitrary. £200
for small gifts in any one year? Why
not? When someone gets married, what
then? If any one gift exceeds £500 in
value, then the whole lot become sub-
ject to chargeable enrichment: other-
wise wedding presents would be exempt
(clause four (one) and (two)).

For the same reasons that married
couples are treated as one unit for the
purposes of the Income Tax Acts, it
seems to me to be equitable to exempt
gifts made between spouses altogether,
provided that a marriage has not been
contracted with a view to avoiding the
tax (clause four (four) — (six)). Finally
we must exempt trustees of pension funds
(clause four (seven)).

chargeable enrichment

The tax could be used for other desir-
able socialist objectives. As is notorious,
a person who is lucky enough to be born
to parents who can find the money to
educate him at certain expensive priv-
ate schools, is placed in a position where
he is able to earn a substantially higher
income than his equally bright contem-
poraries. It has been estimated that mon-
ey spent on education in this way is
likely to be twice as productive as other
capital gifts; therefore it seems fair to
double the value of money spent on
school fees and make it chargeable ac-
cordingly (clause five)

We then come to the problem of defin-

ing ‘“‘chargeable enrichment”. It must
include any gratuitous receipt which
does not suffer income tax in the hands
of the recipient (clause six (one)). In
case there are any doubts about special
transactions, we must plug up certain
possible leaks. We cannot, for example,
allow a father to bear the cost of putting
a new wing on his son’s house. Nor
must we allow a son’s living expenses
to be paid for him by an indulgent
father—unless of course the son is under
age and dependent on him. Nor any
other tax fiddle. And why should not
pools winnings and other gambling pro-
fits fall into the category of gratuitous
enrichment? (clause six (two)).

The possibility should be foreseen that
someone with a high GET rating might
try to evade the tax by agreeing to go
shares on some gift with someone with
a low GET rating (clause six (three) ). So
all straightforward or roundabout gifts
to individuals would be completely but-
toned up.

trusts

We then have to deal with that lawyer’s
paradise—property subject to trusts. As
we have seen, one of the simplest ways
of avoiding estate duty is the creation
of the family trust. These either leap-
frog generations or give such a wide
discretion to trustees that no one has
an interest which ceases or arises on
death and consequently the capital av-
oids any charges to duty. It is clear that,
unchecked, the ability to create trusts
would offer the tax-avoider a choice of
innumerable routes all by-passing the
GET. Therefore I propose to deal with all
trusts by dividing them into two classes:
first, trusts which come into existence
after the commencement of the Bill be-
coming law and, secondly, trusts which
are already in existence

In the case of trusts which come into
existence after the Bill becomes law, the
logical distinction is between interests
(such as annuities and life interests)
which do not give any right to capital;
and those which do, whether or not at



the discretion of any person. In the case
»f the former, they must be taxed on the
wctuarial value of the income benefits.

[n the case of the latter, it would be
vice if one could impute the enrichment
o the beneficiary straight away. But this
wvould give rise to a host of injustices
vhere a beneficiary was excluded from
>njoying any capital by reason of the
>xercise of a discretion.

[t seems best, therefore, to tax the fund
-ather than the beneficiary, by imposing
v liability on the trustees. Admittedly
his will be somewhat harsh where the
settled funds are of great value. But by
ind large substantial settlements of this
haracter are only created with a view
o the avoidance of tax and estate duty,
\nd their discouragement or diminution
sy fiscal means is not wunreasonable
clause seven (one)—(five)).

'We then come to the question of settle-
nents which are in existence when the
3ill becomes law. It would be unjust,
ind financially and administratively cha-
>tic, to subject the whole lot to an im-
nediate tax liability as if they were new
;ettlements. The best course seems to be
o provide that the entire capital of a
iscretionary trust will be taxed not later
han, say, ten years after the passing of
he Bill, and also to impose a liability
n respect of any specific enrichment of
v beneficiary which in fact occurs, whe-
her made under a discretionary trust or
wny other. This will give the trustees of
liscretionary trusts a choice between
listributing capital amongst their bene-
iciaries and thus giving them the benefit
f any reduced rates of GET to which
hey may severally be entitled, and re-
aining the trust fund undistributed but
hereby incurring a much heavier burden
f tax (clause seven (six)).

do not claim that the above method
»f dealing with trusts is either foolproof
,O)r incapable of improvement. Clearly it
s easier to devise a fair code for trusts
>oming into existence after the Bill be-
romes law than for those already in
:xistence. If there is a powerful enough
leterrent to the creation of new trusts

(as is envisaged above) then the problem
of how to tax existing trusts will gradu-
ally run itself off as existing trusts are
wound up.

administration

Finally we must sketch in some adminis-
trative matters, most of which are self-
explanatory. There is one matter of great
importance. In order to weight the scales
against the avoiders of this tax, the
person accountable for the tax should,
in the first instance, be the donor (or
the personal representatives of a deceas-
ed person) rather than the donee. This
is merely an adaptation of the principle
of deduction at source which has been
such a boon to the tax collector in Brit-
tain since the beginning of the nineteenth
century.

The reason why it is important to weight
the scales against the avoiders in this way
is that a rich donor will not even be
tempted to try a tax avoidance scheme
if there is a chance (however remote)
that he may be rendering himself liable
to pay the tax after he has disposed of
the wherewithal with which to pay it.

Moreover, this is no innovation. Where
transfers are made infer vivos at the
present time, it is in ‘'many instances the
custom to submit the documents to Som-
erset House for adjudication for stamp
duty purposes. Until this formality has
been completed and the documents duly
stamped, the transfer cannot be carried
into effect. It works now nerfectly satis-
factorily in practice and there is no
reason why similar machinery should not
cope with the GET.

Apart from this, very little administrative
detail is supplied in the draft Bill. The
administration must be a matter for
Somerset House. What is set out in the
appendix is within the province of the
legislator; the mechanics by which the
tax is collected is not.

T estimate that a Gratuitous Enrich-
ment Tax on the lines T have proposed
would yield, after taking into account the




proposed abolition of estate duty (£330
million) and the abolition of ad valorem
stamp duty on voluntary dispositions, at
least an additional £60 million per an-
num This estimate is based on the
Inland Revenue’s own figure of size of
estates. The present means of estate duty
avoidance other than gifts may well
make this a substantial underestimate of
wealth and therefore of the eventual like-
ly yield of such a tax.

A WEALTH TAX

It can justifiably be angued that the in-
cidence of the GET is going to be un-
fairly haphazard and accidental. A num-
ber of people would be able to sit on
huge fortunes without having to exert
themselves because they had attained a
vested interest in possession of their
money before the Bill became law,
whereas others by ill-timing or ill-luck,
would lose a generation’s interest.

Moreover, as we have seen, one of the
faults of the present system is that it
leads to an incalculable under-utilisation
of the country’s resources because it does
not pay a really rich man to use the
whole of his capital profitably. This
might be made worse if he were to find
that he could not even give it away to
his heirs without the bulk of it igoing in
tax. There is therefore a good case for
making a determined attempt to get at
the capital of the really rich men: say
those with fortunes in excess of £50,000.

Also in the appendix there appears the
draft of a Bill to introduce a Wealth
Tax. This would be an annual tax on a
taxpayer’s “total wealth” (clause two
(one) ) at progressive rates. The rates
proposed (clause two (two)) are as
shown in the table.

An individual’'s “total wealth” would
include his books, pictures and, as
well as real and personal property,
less any debts owed by him to other
people (clause three). Settlements would
be taxed as if they were individuals
(clause four). The wvaluation problem
would be met by providing that a per-

WEALTH TAX
total wealth tax per cent

first £50,000 nil
next £50,000
next £50,000
next £50,000
excess thereafter

B S

son’s ‘“‘total wealth” should be valued
on present estate duty principles which
are well understood by both the revenue
and solicitors (clause five).

It is sometimes alleged that the adminis-
trative difficulties of imposing a wealth
tax are insuperable. I suggest two ways
of alleviating these difficulties. First, if
the tax is confined to people whose real
wealth is over £50,000, it will embrace
under 1 per cent of all taxpayers and
so will affect significantly fewer people
than, for example, those affected by the
capital gains provisions of the 1965 Fi-
nance Act.

Second, consideration should be given
to making it self-assessed in the way in
which the Americans administer their
income and capital gains taxes. If ap-
propriate penalties were introduced for
under-assessment (which could justifiably
include a 100 per cent tax on the amount
under-assessed because if a taxpayer does
not admit to having something, then he
will not miss it if it is taken from him)
and a spot check made on a sample of
taxpayers each year, then too much tax
should not elude the Exchequer.

I estimate that a tax on these lines would
yield about £175 million per annum and
would be a useful adjunct to the Chan-
cellor’s armoury not only in tax-raising
but in ensuring that a wealthy man’s
assets were being properly used.

H



The remedies I have so far advocated
would impose on the class of taxpayers
from which ‘managers are drawn an
additional £235 million per annum in
raxation. 1 believe this class already pays
its fair share of taxes, and that to advo-
cate the imposition of the GET and a
wealth tax without a compensating re-
duction somewhere else, would simply
reinforce a widely held view that the
only enduring motive common to left-
wing sympathisers is envy of other peo-
ple’s riches.

To relieve members of this class one
should abate taxes they have to pay on
ncome. It is a mistake to suppose that
he best way to do this is by extending
he range of earned income relief. This
remedy would be all very well if it were
nossible in all cases to draw a reasonably
fair line between earned income and un-
sarned income. But it is not. There is no
-eliable yardstick. ‘A man with £20,000
nvested in a small business may show
» 1 profit on it of £5,000 per annum. How
nuch of this represents his earnings, and
10w 'much is unearned increment from
1is investment? Are “expenses” earned?
Our tax law says not: not unless it is
1n expense the Revenue is able to assess
o tax in the hands of the recipient. Is
- he income from money which has been
;aved out of earnings earned? No. On
he other hand a Lloyds broker who has
>een given the necessary capital, “earns”
1is underwriting profits, although he may
1ever go near the underwriting room at
11l. Few schedule D businesses run by
>ne married man seem able to escape
he calamity of having that man’s wife
n the payroll simply because the couple
>ay less tax that way. But a schoolmas-
> er’s wife who may work as hard gets
& 10 relief. These are a sample of the many
inomalies which can be constructed but
L cannot be corrected. I conclude that
rarned income relief is an unsatisfactory
vay of going about the business if an
uterative means can be devised. T think
,t can, and that the distinction between
:arned and unearned income is not im-
>ortant for this purpose.

; . : :
 I'he right remedy is to ease dramatically
& he rates of surtax on the top slices of

4. the consequences

an individual’s income. Surtax produced
only £232 million in the tax year 1967-68
and so it would be within the compet-
ence of a reforming Chancellor to abol-
ish surtax altogether were he to impose
the GET and a wealth tax on the lines and
at the rates described above. The chief
beneficiaries of such a move would be
the Creator of wealth without any capi-
tal behind him. And he is precisely the
person who ought to be helped but is
in fact the most unfairly treated by the
present system.

Nor would such a move represent any
retreat from the progressive principle.
There would be a progressive wealth tax
(where now there is none), a progressive
gifts tax—with so steep a progression
that one friendly critic at Somerset House
has predicted that there will be “stand-
ing room only” in the Channel Islands
if ever it is adopted; and a progressive
income tax which would only be less
progressive than the present in that the
top rates would be reduced to the stan-
dard rate of income tax.

Moreover allowing Creators to keep
more of their income would enable them
speedily to fill the vacuum in the owner-
sip of personal wealth which would be
created as inherited fortunes disappear-
ed. But perhaps the outright abolition of
surtax would be too much for egalitar-
ians to swallow. If so, the maximum rate
at which income tax and surtax is im-
posed should never exceed 50 per cent
on the top slice of an individual’s in-
come. Only if this upper limit is rigidly
observed would the Creators be able to
get themselves in a position to exercise
the power which personal wealth brings
with it. And unless and until personal
wealth is abolished altogether, they
should be the people allowed to exercise
ik

some arguments agamst

The first angument against any reforms
such as I have proposed is the objection
that there has recently been far too much
experimenting with new taxes and the
system should now be allowed to rest




for a while. We do not concede much
by admitting that the British taxpayer
and tax collector have been subjected to
a lot of innovation in the last four years.

The chief administrative blockage in the
reforms brought about by the 1965 Fi-
nance Act, is caused by the long-term
capital gains tax. Let me give two illus-
trations of the kind of problem it creates.

The Save and Prosper Group’s “Monthly
investment plan” (a device by which con-
tributors can save money by Banker’s or
Post Office order, instructing the man-
agers of the unit trust to buy units each
month at the price of the day) had some
40,000 users at the beginning of 1965. Of
these 40,000, about 30,000 subscribed an
average of £7 each month. Suppose each
one of these subscribers were to endure
for seven years. In order to compute
their liability to the capital gains tax at
the end of the period, each one of them
has to make the following calculations,
produce the relevant vouchers (which
they must have kept) and agree the cal-
culations with his tax inspector: add up
the cost of 72 separate purchase trans-
actions involved in the first six years of
his subscriptions to the scheme; deduct
from the total the amount of the distri-
bution equalisation returned to him on
the twelve distribution dates in respect
of units purchased during the previous
six months; add the value of capital
gains in respect of each unit on which
tax has already been paid by the trust
during the six years he was a beneficiary;
deduct the amount so arrived at from the
proceeds of sale. This will give him his
theoretical liability to the capital gains
tax—but it is by no means all the cal-
culations he has to make. He must
2o through the same four steps in res-
pect of the twelve purchases in the final
year of his membership of the plan in
order to discover his liability to the
short-term capital gains tax imposed
by Selwyn Lloyd.

Between April 1965 and September 1966,
unit trusts managed by the same eroup
realised £347,000 net capital gains. These
were certified on to unitholders on 1.3
million distribution vouchers, all of

which require to be retained and used in
computations on eventual disposal. Dur-
ing the financial year in question (and
the pace has quickened), the £11.2 mil-
lion worth of wunits sold back to the
group represented 38,000 individual
transactions for an average of barely
£300. Each one of these requires to be
recorded and the gain computed by the
individual on his tax return—even if he
subsequently has to pay no tax under
concession.

It is no wonder that the capital gains
tax provisions of the 1965 Finance Act
have utterly choked the crucially impor-
tant administrative channel between the
revenue and the accountancy profession.
The return to the Exchequer on this sort
of work is unremunerative in terms of
the revenue it collects. Moreover if one
decides to tax capital gains, one cannot
in fairness ignore these transactions—
although for administrative reasons the
revenue have chosen to ignore gains on
chattels selling for under £1,000. T would
suggest that if the ownership of capital
is going to be subjected to a GET and a
wealth tax, we could afford politically to
look at the capital gains tax with differ-
ent eyes.

The brave thing to do would be to admit
that the attempt was mistaken. The re-
venue raised by the capital gains tax has
so far been negligible. If one is prepared
to contemplate the repeal of the capital
gains tax provisions of the 1965 Finance
Act, one could bargain the abolition of
three old taxes: estate duty (and ad
valorem voluntary disposition duty), sur-
tax and capital gains tax; for two mew
taxes: the GET and wealth tax. Both these
new taxes (unlike the capital gains tax)
would affect only a small class of tax-
payer and my guess is that the Inland
Revenue and the accountancy profession
would accept it as a fair bargain.

I have one important qualification to add
to my proposal that the capital gains tax
should be abolished. Taxpayers who deal
in capital assets (like property specul-
ators and many stockbrokers in shares
on “personal account”) should be taxed
on their profits as if these profits were



income. This is not a difficult provision
to insert into the Income Tax Acts—if
indeed (as I have heard it argued) the
revenue have not already got the power.

a disincentive to saving?

The second powerful argument against
the GET and a wealth tax is its alleged
disincentive effect on Creators of wealth.
It is objected that part, indeed a large
part, of the urge to create a fortune in
an exceptionally able man consists in
his desire to be able to leave a fortune
to his family. People work hard it is
said in order to give their children a
better start in life than they got them-
selves. If a GET and a wealth tax were
imposed your self-made man would stop
working at a certain point because there
was nothing in it for his family or for
him.

The first consideration to be driven
home in countering this argument is
to emphasise that the point at which
there is nothing in it for the Creator of
wealth and his familly, is quite high.
If he is a married man with two children,
he may give up to £17,000 to each of
them before further gifts attract a rate
of GET which exceeds 40 per cent. So he
needs £34,000 for this endeavour. He
will, no doubt, wish to leave his wife
comfortably off when he dies: perhaps
a further £50,000 would secure this. He
needs a home (£20,000) and some spare
cash to secure his declining years. So,
all in all, a man needs to own more than
£100,000 before he is near to attaining
the point at which he begins to wonder
if the extra effort is worth the candle.

And after this, I doubt whether the self-
made man is much affected by thoughts
of what he is going to leave to his
children. By the time he has made
£100,000 it will have become a way of
life. The disincentive argument is, as
often as not, paraded by people who
have themselves inherited a sizeable for-
tune or a privileged education or both.
They understandably want their children
to have the same advantages. But the
same is not mecessarily true of the self-

made man. When he is making money
(after he has achieved his first £100,000)
he ‘may rationalise his urge to extend
his wealth by saying that he is doing it
for the children, but I do not believe
him. If this were true, why should bach-
elors and childless couples work at all
after they have secured themselves a
competence? The fact is that, very often,
the self-made man has an urge to extend
his wealth, with the power which that
wealth commands, because that is the
way he is made. He wants to live as the
most powerful man in the district, and
to die the richest man in the graveyard.
If he is not one of these people, and the
urge to extend his wealth is faltering,
he may very well be one of the people
who, at that stage in their development,
would be better out of top management
altogether. To the self-made man, pro-
vided everyone’s children are treated the
same way, and (as far as humanly poss-
ible) his own are at no disadvantage,
I doubt if he is very much interested in
enriching them beyond the £17,000 mark.

Any worthwhile statistics to prove this
point are impossible to gather. But the
experience of insurance brokers, bank
branch managers and others in the estate
duty saving field is the same: it is far
more difficult to sell an estate duty sav-
ing scheme to a self-made man than to
one who has inherited a fortune.

the new tax structure

Let us imagine that these reforms have
been adopted. What sort of tax structure
affecting the individual would we then
have? What would its consequences be
for the individual?

There would be a graduated income tax
on identical lines to the present tax but
rising to a maximum of 10s in the pound
on incomes in excess of £5,000. The
highest reaches of the progression would
be 50 per cent and it is important that
it should not be much higher than this.
For it means that if someone were earn-
ing, say £25,000 per annum, he would
keep more than £12,500. Out of this
net sum in the hands of the taxpayer, he
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would be required to pay any travelling
and entertaining expenses incurred by
him (except when travelling abroad on
export business) even if they were in-
curred solely on behalf of the business
for which he worked. Moreover, his
business would not be entitled to enter
into any arrangement whereby he was
paid a pension. He would have to make
his pension arrangements for himself.

A person of ability and intelligence
would have a positive incentive to maxi-
mise his own income without padding
out his standard of living with question-
able fringe benefits. No person would be
inclined to lean on his spade merely
because extra income was not worth hav-
ing.

For the same reason, people would
stop making desperate efforts to rid
themselves of their income in favour
(for example) of capital profits. The
amount of money a person was paid
each year would be a reliable guide to
what he was in practice getting, and one
would not have to delve around (as one
does now) to find out the other half
of the story: that he has, in addition
to his salary, a company car, club sub-
scriptions or children’s schooling paid
for him, or money lent to him at deris-
ory rates of interest to enable him to
buy a house, etc.

It may be objected that this would have
little effect on managers who now pay
little or no surtax, but this is not the
case. Businesses would, at the time the
reforms came into force, be obliged to
raise a manager’s salary by the amount
of the business’s pension contributions on
his behalf and the amount of the man-
ager’s existing “perquisites”. This would
increase existing salaries substantially
but at no extra cost to the consumer.
Moreover, any money saved on these
expenses ‘would belong to the manager
himself.

At the time British direct taxes on in-
come were changed on the above lines,
gratuitous enrichment would become
subject to a swingeing graduated tax.
£20,000 or so would become the upper

limit of the amount of wealth any per-
son could acquire without working for it.

the crucial consequences:
choice of managers

Only 12 per cent of the country’s tax-
payers are going to be affected by these
measures. This is a very small propor-
tion of the country’s total labour force
and a small part only of the electorate.
Why do I think these changes are so
important? What consequences can be
forecast with reasonable accuracy?

I think that these changes are important
because, as the authors of Attitudes in
British management noted the key to the
economic prosperity of this country lies
in the quality of its managers. 1 believe
that the central long-term economic pro-
blem facing Great Britain is to get the
right managers into the right slots and
the wrong ones out of them, and then
enable the right ones to exploit their
talents fully. The importance of these
changes is therefore this. Owing to our
present tax structure the power to ap-
point managers still rests to too large an
extent with the Conservers of wealth.
In a top job too much of a manager’s
financial compensation consists in the
provision of his pension: hence the nec-
essity of his sticking to his job. ‘A change
in the tax structure on the lines proposed
would not only overcome the latter han-
dicap, it would also, over the years, re-
deploy the capital which carries the
management-appointing power. This
money would pass from the rich families
to the Creators of wealth. These people
would be better at making the appoint-
ments because unless they have been
good at choosing people for jobs, they
will not have made much money. Thus
the mechanism for choosing managers
would become self-generating in each
generation and self-correcting: as op-
posed to being the haphazard result of
who happens to be born rich that it is
today.

The first marked changes would occur
in businesses (some of them now ex-
tremely large and influential) which have
been kept under the control of the same
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amilies for generations by various dev-
ces for avoiding estate duty. Many busi-
1esses in the City of London come into
his category and carry an influence and
mportance (owing to their holding the
evers of power in the matter of finance)
vhich quite oustrip their size. More
‘hanges would occur in those family
»usinesses (now in the hands of the sec-
»nd or third generation from the original
'nirepreneur) which are such a deep cen-
re of reaction and stagnation in the
Midlands and the north of England
ind the industrial belt of Scotland. These
yusinesses would have to be sold up or
old to the public: and not a moment
00 soon.

Vlore GET would be attracted if rich men
‘hose to leave their wealth to a small
slass of individuals (like their own fam-
lies) than if they chose to spread it
rround the place, particularly among
heir poor friends, relations and depen-
lents, or those over 70 or ill: therefore
here would be a tendency to spread per-
onal wealth among as many individuals
is possible, so that the power which
.ttaches to wealth would tend to be
liffused.

t would not be surprising if the more
‘ar-sighted and indolent of our million-
ires were to take themselves off to
varmer climates. But since this drain
vould be accompanied (one hopes) by
ewer and fewer people of industry and
bility joining the brain-drain, the swap
f unearned riches for economic and
rrofessional talent would be a lange net
rain.

\bove all, the GET would be a much
airer way of raising revenue as between
axpayers. 'Why should the high earner
vay tax at 18s 3d in the pound, while
s contemporary without enterprise, ex-
rtion or ability can be given, without
uffering any tax at all, more money
han the high earner is allowed to keep
)ver his whole life? This unfairness
vhich the Creator of wealth now suffers
vould be adjusted under my reforms at
he expense of the Conserver of wealth.

"he British economy is unique in the

respect that large industrial fortunes
have now been in existence in the hands
of the same families for over a century
and a half. Their continental equivalents
acquired these fortunes after ours, have
had them fairly ruthlessly pruned from
time to time by devastating wars and a
higher rate of inflation than our own.
The brilliance of the North American
and Japanese achievements has occurred
more recently and my hunch is that one
day they too will be facing the problems
we are facing now.

All through our working lives people of
my generation in British business have
been conscious of the overwheming po-
wer of the Conservers of wealth in the
positions of power. However hard they
try, the Creators cannot match the
wealth which is the sufficient cause of the
Conservers’ power, because the tax sys-
tem precludes them from doing so today
whereas this was not the case in the past.

New shoots find it increasingly difficult
to grow on a tree which is overburdened
by old wood. When a tree is overburd-
ened with old wood some fairly ruthless
pruning must be done before the tree
can flourish again. So with the British
economy. It is my belief that the first
place to prune in our economy is the
large accumulations of inherited wealth.
People must get used to the idea that
they have only a leasehold interest in
the wealth they may earn and that it is
an interest which will, to all intents and
purposes, be extinguished on their or
their spouse’s death. It is a policy which
no Tory government could ever pursue
because of the composition of its own
Establishment, which is founded on in-
herited money. As always the only /hope
for imaginative reform lies in a Labour
government with a radical policy.

SUMMARY OF
RECOMMENDATIONS

To reform the present unsat—i;factory sys-
tem of direct taxation as it affects in-
dividuals, I propose:

1. a graduated income tax—against
which no one would be allowed to claim




“perquisites”, and managers would not
be allowed to claim the cost of their
pension—at rates which would not ex-
ceed 50 per cent even in the highest
bracket;

2. a graduated Gratuitous Enrichment
Tax to replace estate duty and the ad
valorem stamp duty on voluntary dis-
positions, assessed on the cumulative
total (over his whole life) of the tax-
payer’s receipts from all sources for
which he had not worked, effectively to

stop anyone being given more than
£20,000;

3. a mild self-assessed graduated wealth
tax on fortunes over £50,000.

The purpose of these reforms is to shift
the burden of the British direct taxes on
individuals from the Creators to the
Conservers of wealth.
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"HE GRATUITOUS
‘NRICHMENT TAX BILL

'lause one: taxation of gratuitous en-

ichment

. Tax shall be changed in accordance
' v/ith this Bill in respect of gratuitous
! nrichment, that is to say chargeable en-
| ichment computed in accordance with
his Bill and (save as otherwise provided
y clauses three and seven, paragraph
our of this Bill) accruing to an indivi-
ual.

. A tax, to be called gratuitous enrich-
nent tax, shall be assessed and changed
or the year 19— and for subsequent
ears of assessment in respect of gratui-
ous enrichment accruing in those years,
nd shall be so charged in accordance
vith the following provisions of this Bill.

. On the enactment of this Bill estate
dluty and ad valorem stamp duty on
-oluntary dispositions shall cease to be
hargeable: provided that in the case
8)f chargeable enrichment accruing in
S espect of property on which, or which
\ epresents property on which, estate duty
" vas paid by reason of a death occurr-
" ng within the [seven] years preceding the
& ccruer, the estate duty so paid shall
e deemed pro tanto to satisfy the grat-
litous enrichment tax payable in respect
f that property.
“lause two: individual to be charged
. Subject to the exemptions provided by
his Bill, an individual shall be charge-
kle to gratuitous enrichment tax in res-
 ect of changeable enrichment accruing
o him in a year of assessment during
8 ny part of which he is resident in the
F Jnited Kingdom, or during which he is
® rdinarily resident in the United King-
B om.

. Subject to any such exemptions an in-
iyiduwl shall also be chargeable to gra-
yuitous enrichment tax in respect of
hargeable enrichment accruing to him
in a year of assessment in which he is
w“ ot resident and not ordinarily resident
In the United Kingdom, if and to the
xtent that the chargeable enrichment

appendix: draft legislation

accrues at the expense, directly or in-
directly, of an individual who was resi-
dent or ordinarily resident in the United
Kingdom at the time of the accruer.

3. Where chargeable enrichment accrues
to an individual in a year of assessment
in which he is not resident and not ord-
inarily resident in the United Kingdom,
and (a) he is not changeable to gratuitous
enrichment tax on the whole of such
chargeable enrichment under paragraph
two of this clause; and (b) he becomes
resident and ordinarily resident in the
United Kingdom in or before the [fifth]
year of assessment after the year of
such accruer, the chargeable enrichment,
or such part thereof as shall not have
been chargeable as aforesaid, shall be
deemed to have accrued in and not
before the year of assessment in which
he so becomes resident and ordinarily
resident, and he shall be changeable to
gratuitous enrichment tax accordingly.

4. The aggregate changeable enrichment
accruing to any individual shall be cal-
culated cumulatively over the Ilife of
that individual, and so much of the said
aggregate as accrues during any year of
assessment shall, subject to the next
following section, be assessed to and
bear gratuitous enrichment tax at the
following rates namely :

GRATUITOUS ENRICHMENT TAX

cumulative amount of tax
chargeable enrichment ___per cent
first £2,000 5
next £5,000 10
next £5,000 20
next £5,000 40
next £5,000 70

%

excess over £22,000

5. Subject to the provisions of clause
five of this Bill, gratuitous enrichment
tax assessed on any person in respect of
chargeable enrichment accruing in any
year shall be payable by that person at
or before the expiration of the three
months following that year, or at the
expiration of a period of 30 days begin-
ning with the date of the assessment,
whichever is the later: provided that




where the individual to whom chargeable
enrichment accrues or is deemed by vir-
tue of clause six or clause seven of this
Bill to accrue is not resident and not
ordinarily resident in the United King-
dom in that year, any gratuitous enrich-
ment tax to which he is chargeable under
paragraph two of this clause shall be
assessed upon, and be payable within the
time prescribed by this paragraph by,
the individual at whose direct or indirect
expense the chargeable enrichment acc-
rued, and if more than one in shares
proportionate to the incidence of the
expense upon them respectively.

Clause three: special rate of gratuitous
enrichment tax for charities 0
The chargeable enrichment accruing in
respect of gifts and settlements for char-
itable purposes shall bear gratuitous en-
richment tax at a flat rate of 50 per cent,
and for the purposes of this Bill a igift to
a body of persons incorporated for char-
itable purposes shall be deemed to have
been made to that body as trustee, and
such body shall be accountable for grat-
uitous enrichment tax accordingly.

Clause four: exemptions from gratuitous
enrichment tax adl ok ealihin oy
1. No individual shall be chargeable to
the gratuitous enrichment tax after the
age of 70 or at such earlier age as
through infirmity or other cause he shall
be unable to look after himself.

2. Gratuitous enrichment accruing to any
individual which does not exceed £200
in aggregate value in any one year of
assessment shall not be changeable en-
richment, and the gratuitous enrichment
tax payable by or in respect of any
individual for any one year of assess-
ment shall not exceed the amount by
which the gratuitous enrichment accru-
ing to him in that year exceeds £200.

3. So much of any gratuitous enrichment
accruing to any individual as consists
of gifts of which none exceeds £500 in
value and each is normal and reasonable
having regard to the occasion of the gift
and the means of the donor shall not be
changeable enrichment.

4. So much of any gratuitous enrichment
accruing to any individual as consists of
a benefit from his or her spouse shall
not be chargeable enrichment if at the
time when the benefit accrues: (a) the
marriage has subsisted for seven years
or more; or (b) there is in existence at
least one child of the marriage.

5. Where neither of the conditions pres- .
cribed by the last preceding paragraph

is satisfied at the time when a benefit

accrues from one party to a marriage to

the other party, the chargeable enrich- |
ment accruing to that other shall be

reduced by one-seventh of the value of

the benefit for each complete year during

which the marriage has subsisted at the

time when the benefit accrues.

6. Paragraphs four and five of this clause
shall apply to benefits accruing to one
party to a marriage under the will or
intestacy of the other party as if such
benefits had accrued immediately before
the death of the deceased party.

7. Gratuitous enrichment accruing to the
trustee of a pension fund or scheme
approved by the Commissioners under
section 379 or 388 of the Income Tax
Act, 1952, shall not be chargeable en-
richment.

Clause five: surcharge for school fees
So much of the chargeable enrichment
accruing to any individual as consists
of the payment or satisfaction of tuition
fees in respect of that individual at any
school (not being a school established
primarily for the provision of adult or
part-time education) shall for the pur-
poses of the gratuitous enrichment tax
be deemed to consist of twice the amount
so paid or satisfied.

Clause six: chargeable enrichment

1. Subject to the provisions of this Bill, '
chargeable enrichment means the enrich-
ment of an individual in any manner,
otherwise than by the receipt of income §
within the meaning of the enactments |
relating to income tax or of revenue of |
a trade or profession, to the extent that
such enrichment is not made for full
consideration in money or money’s worth



rovided by that individual, and does
ot represent the payment or satisfaction
f a bona fide claim for damages for
1y wrong or injury or breach suffered
y that individual.

Without prejudice to the provisions of
aragraph one of this clause, chargeable
wrichment includes each of the follow-
g: (a) the enhancement in value of any
-operty of an individual in consequence
 any contract or arrangement, whether
- not that individual is a party to it;
) any payment or other consideration
ade or given to a third party with a
ew to the provision by or at the ex-
:nse of the recipient of goods or ser-
.es to, or the release or compromise of
claim against, an individual, either im-
ediately or in the future, other than
e provision by an individual of the
dinary necessities of life for any de-
':ndent of his; (¢) any arrangement
1ereby a liability of an individual, whe-
er actual or contingent, is released

compromised for less than its full
q1ount, otherwise than in the ordinary
urse of a business carried on by that
dividual; (d) all winnings from betting,
luding pool betting, or lotteries, or
mes with prizes.

For the purpose of this clause any
yment or other consideration made or
en to a person as agent or trustee
- an individual, not being settled pro-
rty to which clause seven of this Bill
plies, shall be deemed to have been
wde or given to that individual.

1use seven: settled property
The chargeable enrichment accruing
an individual from settled property
Ul be computed in accordance with
» following provisions of this clause.

Where on the creation after the enact-
nt of this Bill of a settlement, whe-
T inter vivos or arising under the will
| intestacy of any person, an interest
» the capital of the settled property,
‘ether immediate or future and whe-
Ir vested or contingent, is conferred
b)n an individual who is in existence
11 identifiable at the commencement
| the settlement, there shall be deemed
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to have accrued to that individual at the
creation of the settlement a chargeable
enrichment having a value correspond-
ing to the proportion of the settled pro-
perty to which that interest extends.

3. For the purpose of the last preceding
paragraph a settlement shall be deemed
to be created whenever additional pro-
perty becomes subject to the trusts of
an existing settlement othenwise than by
reason of the reorganisation of the cap-
ital of any company or the exercise by
the trustees thereof of powers of sale
or of transposing investments or other
administrative powers, or the value of
any settled property is enhanced in con-
sequence of any contract or arrange-
ment, to the extent of such additional
property or enhancement in value.

4. If on the creation of a settlement after
the enactment of this Bill the capital
subject thereto, or any part thereof, is
settled on such terms that no interest
therein within the meaning of paragraph
two of this clause is conferred upon any
such individual as is mentioned in that
paragraph, a chargeable enrichment shall
be deemed to accrue to the trustees of
the settlement (whether or not they are
individuals) equal to the value of that
capital or, as the case may be, that part
thereof, and such trustees shall not be
entitled to the exemptions conferred by
clause four of this Bill, but they shall
be accountable for the igratuitous enrich-
ment tax thereon calculated in accord-
ance with clause two, paragraph three of
this Bill as if they had received no
previous chargeable enrichment other
than any property previously settled
(whether before or after the enactment
of this Bill) either on the trusts of that
settlement or by the same settlor on
trusts chargeable under this paragraph:
provided that if by that settlement or
any one of them an interest in income
is conferred upon any such individual as
is mentioned in paragraph two of this
clause, a chargeable enrichment shall be
deemed to accrue to that individual equ-
al to the actuarial value of the interest
so conferred, and the changeable enrich-
ment deemed by this paragraph to ac-
crue to the trustees of the settlement
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shall be reduced by the amount of that
actuarial value.

5. The provisions of paragraph four of
this clause shall be without prejudice to
the liability to gratuitous enrichment tax
of any beneficiary under a settlement
pursuant to any other provision of this
Bill by wvirtue of the receipt by him or
the application for his benefit of any
capital comprised in that settlement as
a result of an exercise of any discretion
or power of appointment conferred by
the settlement.

6. In the case of any settlement in exis-
tence at the enactment of this Bill, the
general administration of the trusts of
which is not normally carried on within
the United Kingdom, the chargeable en-
richment tax shall be imposed upon and
not before the accruer to a beneficiary
of charngeable enrichment from the set-
tled property, and in the case of any
such settlement the \general administra-
tion of the trusts of which is normally
carried on within the United Kingdom
the following provisions shall have eff-
ect: (a) if it is a settlement to which
paragraph two of this clause (without
the extension thereof by paragraph three
of this clause) would have applied in
respect of the entirety of the capital
thereof if the settlement had been made
after the enactment of this Bill, there
shall be deemed, on the vesting in poss-
ession in any individual of an interest
in capital, to accrue to that individual
a chargeable enrichment equal to the
value of the capital so vesting; and (b)
in any other case the preceding para-
graphs of this clause shall apply as if
the settlement had been created upon
the expiration of ten years from the
enactment of this Bill or the earlier oc-
currence after the enactment of this
Bill of any of the following events
namely: (i) the cesser of any vested in-
terest in income which was enjoyed at
the enactment of this Bill by any identi-
fiable individual; and (ii) the death of
any person who had at the enactment
of this Bill an interest in the capital of
the settlement within the meaning of
paragraph two of this clause; and (iii)
the transfer of any capital of the settle-

ment to any beneficiary or the creation
in his favour of an absolute interest in
any such capital.

Provided that upon the happening of
any of the said events the preceding
paragraphs of this clause shall apply
only to the extent of the capital to which
the same relates, and shall apply at the
end of the said period of ten years to
the extent of any balance of capital then
subject to the trusts of the settlement.

Clause eight: valuation il
Subject to the provisions of this Bill,
where it is necessary to value any pro-
perty for the purpose of determining the
amount of any chargeable enrichment,
that property shall be valued in the
same manner as that in which it would
have been valued immediately before the
enactment of this Bill for the purpose
of determining liability for estate duty
in respect of such property, but without
any reliefs for agricultural land, timber &
or industrial equipment.

Clause nine: accountability :

The following persons shall be account-
able for the gratuitous enrichment tax
and to the following extent, namely:
(a) where the chargeable enrichment or
the benefit thereof accrues directly to an
individual or is deemed by clause seven
paragraph four of this Bill to accrue to
trustees: the person at whose expense
directly or indirectly the chargeable en-
richment or the benefit thereof accrued
or failing him that individual or those
trustees; (b) where the changeable enrich-
ment consists of a payment or other con-
sideration made or given to a person
other than the individual to whom the
chargeable enrichment accrues or IS
deemed to accrue by virtue of clause
six or clause seven of this Bill: the per-
son at whose expense directly or indir-
ectly the chargeable enrichment accrued..

Clause ten: assessment .
It shall be the duty of the person who'
by the last preceding section is made
accountable for any gratuitous enrich-
ment tax in respect of any chargeable
enrichment within 28 days after the
occurrence of the chargeable enrichment




forward full particulars thereof (in-
iding the names and addresses of any
lividuals other than the person to
1om chargeable enrichment thereby
crued or was deemed to accrue) to the
pector and to give such additional in-
‘mation in relation thereto as the in-
>ctor may require; and any gratuitous
richment tax to which that chargeable
richment shall give rise shall, subject
the provisions of clause two, para-
1ph five of this Bill be assessed upon
d paid by the person so made account-

~

1C.

HE WEALTH TAX BILL

ause one: scope of tax

Tax shall be charged in accordance
th this Bill in respect of total wealth,
ot is to say total wealth computed in
cordance with this Bill owned by or
| trust for an individual.

A tax, to be called wealth tax, shall

assessed and charged for the year
— and for subsequent years of assess-
:nt in respect of total wealth owned
those years, and shall be so charged
accordance with the following provis-
s of this Bill

On the enactment of this Bill tax in
;pect of capital gains and income tax
der Case VII of Schedule D shall
1se to be changeable: provided that
Iders of securities or landed property
1]l be presumed to be dealers in such
.urities or other property for the pur-
ses of the income tax acts unless they
isfy the inspector to the contrary.

ause two: rates of tax il
Subject to the exemption provided by
s Bill, an individual shall be changeable
wealth tax in respect of the total
*alth owned by him in excess of
0,000 in value on 1 January in a year
» assessment during any part of which
is resident in the United Kingdom, or
ring which he is ordinarily resident
the United Kingdom.

The total wealth of any individual in
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excess of £50,000 in value shall in each
year of assessment be assessed to and
bear wealth tax at the following rates,
namely :

WEALTH TAX

total wealth tax per cent
first £50,000 nil
next £50,000 1
next £50,000 2
next £50,000 3
excess thereafter 4

3. Wealth tax assessed on any person in
respect of total wealth shall be paid by
that person at or before the expiration
of three months following that year, or
at the expiration of a period of 30 days
beginning with the date of assessment.

Clause three: definition of total wealth
Total wealth means the aggregate value
of any stocks, shares, securities, chattels,
cash or property of any kind whatsoever
(other than (a) any annuity life interest
royalty or other right to receive income
(b) any property comprised in the assets
wherewith any business is carried on
and (¢) any policy of assurance which
matures only on the death of any person)
owned by an individual less any debts
he may owe to anyone which are recov-
erable from him by legal action.

Clause four: trust monies assessable

Where any person holds property either
alone or jointly with others on trust for
any individual (not being a trust for
charitable purposes) he shall be assessed
to and pay wealth tax on the total
wealth held by him on the said trust as
if he were an individual and had no
wealth other than that property and any
other property settled by the same settlor
on the same trusts.

Clause five: valuation

Where it is necessary to value any pro-
perty for the purpose of determining
the amount of an individual’s total
wealth, that property shall be valued
in the same manner as that in which it
would have been valued immediately
before the enactment of the Gratuitous
Enrichment Tax Bill, for the purpose
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of determining liability for estate duty
in respect of such property but without
any relief for agricultural land or indus-
trial equipment.

Clause six: accountability e
The person holding any property in res-
pect of which wealth tax is assessable
shall be accountable for that wealth tax,
and it shall be his duty at the end of
each year of assessment in which on
1 January thereof his total wealth ex-
ceeded £50,000 to send full particulars
thereof to the inspector and to give such
additional information in relation there-
to as the inspector may require.
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