5d, ta 45.96. in the £, llhis increase of 5d. in the

standard rate repr sents ﬁhe direct texpayer's contribution

by way of taxation to the'increased cont of national defence, 1
and is thqs é complement of the increase in the tea duty - i
falliﬁg t5 be peid by the indirect texpeyer. In & speech i’
windlng up the Budget debgte the Chancellor said: "I i
dellborately put on fresh!taxation beceuse I believed that

the people of this country ought to feel that they have to.
pay for 't'.h/= necessitles of the situatlon end, in the second
place, I felt that only 1F we submitied to some of the
gacrifices now could we céme with a clesr consclence in tha'lig
fature and borrow. " '?Pa;liamentary Debates, 25rd April,

1936, Col. 436.) ‘

In the Commons the ;ncrease in the standard rate wae
criticised on the ground ﬁhat 1% wes not necessary, as the
estimates were conservative; but thils criticism cannct nbw
be advanced, as the Ghancellor in hig speech on the thir
reading of the Fingnte bl]l made it quite clear that even ;
now 1t was M, 1ri1 face of the rising expendlture, t'o" .f*_J:
avolid a defie;t this yeax?n B

The increase of 5&; in the standard rate is estimated
to yield £12 millions in.the current year andy£14 millions

in a full year.

¢lause 15 detefmines the rates of Sur-tax paysble 1n

_the current year. The Sur-tax paysble on the lst January,
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- SR U URINANGE  BILL, 1936 - Contd.

1987, 1s that charged for the year 19%5-36, and Clause 16
continues for 1935-56 the rates that obtained for the

 precedling year.

16 & 17 Glause 16 inoreases the personal allowance for marrled

taxpayers f:om"PIVO £ £180M and Clsuse 17 increases the

chi’dren 5 allowance from LEO per chlld to £60 per child.
These conceqnions in favour OT the family cost £2 milllons

in the cucrent year and £4 Millione in 8 full year, In the

case of the famlly with sma%l or modevate incomes the relief

glven by the ineresse in thé marrisge allowance and in the
) i :
children allowance more than compensates for the lncreass

in the standard rate.

 relating Provisions relating to avoidarce of tax.

bidence Clauses 18, 19, 20 and 21 and the Second 3chedule relate
to the measures‘necessar& to stop the serious avoidance of

tax which has been found to;exist in recent ¥ears. They

ave caomplicated provisilons and heave been erditicised on thet

ground, but it must be born@ in mwird that the subject nattier

18 exceedingly difiicult an@ complicated and it is, therefore,
jmpessible to expect the legislation to be simple.

It 18 eatimeted that the provislons relabting to aveldance
will yield ahout £6 mlllions in a full year and sbout £23

millions in the current yeaﬁ.

18 Clauge 18 deals with that kind of avoldsnce of tex

which results from individuels transferring sasets sbroad

in sueh circumstances ihat Fhe 4ncome 1s the lncome of persons
abfoad and ig not receivablé by the individusl as income but

the individual has power to!enjoy that incomne. A simple

/exenple
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the avoiﬂanc of taxmtlona The ohjeet of the provise to

PINANCE, BILL, 1836 - cantd,
7 : ;

example would be the caee where an 1n61vidual in thie '
country trdnsfers assets to a company in some Dominion or
foreign ¢oqntry snd hplds redeemable debentures of that
company oftsuch an amount t@aﬁ he has complete financial
controi of tpe company; tpe income arising on the assete 18
the incomc of the campany,iand the individual obtains the-
enjoyment of it Dy cashing hip debentuvres and so receives the

1ncome Ln ca J:al form, in. whlch form 14 is not ligble to

Inconme Tax. g LS :

The charging prbvision of the Glause (Subsection (1))
providea that,.where an 3nﬁ jviduel who is ordinerily
re%ident in ﬁhis country has transierred assets to any
person who is resldent or ﬁomictled I ———— |
has righﬁs by virtue of which he hins the power to enjoy the
income recelved by the;pergon outside the country, that
incbme islto'be deemed for:Inname max purposes to be the
incone of thé sndividual, unless he can show that the

transfer was efiected mainly for some PUrpoOse other than

Sub- seet'on {1), aecla“lng that the charge wi]l not epply
ir the indiviﬂual shows that uhe trenafer was eifected
mainly for some ouher purpoue than the avoldance of taxation,

is to protect fvom The dharge those gemnine cases 1n which &

transfer‘may have been maae for good business or personal

reasons. For example, an individuel in this country might
form a "one pan? company pbroad under his control for some
trading venture, and in t%e absenée of the proviso he might

be 1liasble to tex, upon tﬁe whole inceme of that company and

/not

[ T T e S -a b i s P e
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it ! !
iBoard of Inland Revenue

PINANCE BILL, 1936 - contd.

not merely upon the amount paid annually as dividend by the

company; = he would thus be 1n a worse position than the

man who conirelled a "one man" company at home, who, if

the company distributes a reasonsble dividend, is lieble to

Sur-tax only on the dividend paid by the company. The
proviso may be eriticised on the ground that it makes
taxation depend upon the motive of the individual, but the
whole purpose of this legislation is to deal wlth cases
where individuals reéo?t to all sorts of artifielal
transactions in order to eécape paying thelir proper share
of the national expendituré, and 1t is only by a general
test of this charscter thﬁi one cen dlstinguish cases of
avoldance from other cases in which trading or some other
genuine interest has dleisted the transaction. It would
be imposzible to define the particular forms of transactions
whieh constitute gvoidénce, becauge every case of avoldance
of tax proceeds by takingiadvantage of some legal Torm
which, 4n dtself, is quité innocent and may cover a bona
fide transaction ss well éB an avoldance transaction.

In the Bill as introduced in the House of Commone 1t
wasg provideé that the taxpayer or the Revenue sguthorities
would heave a eight ol app@al to the Board of Refereee on
the finding of the Speciai Comnigsioners under the proviso
to Subsection (1). The }1ght of appeal to the Board of
Rneferees was provided priﬁarily in the interest of the
texpeyer; but in the course of the debates on the Finence
2111 1t was urged upon tﬁe Chancellor that the provision
of an additional tribunai increased the cost to the
taxpayer and wes out of éccord with the general tendency

/mowadays
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! FIﬁANbL BTTL. 1986 - contd. -

nowadays to 1imit the numbers of tvibunals snd thet fhe

of Referees, and, on the queation of Tact involved in the
proviao té 3ubaectinn (l)ﬂ the Speclal Commlssioners of
Income Téi are now the nnfy tribunal. There 1s, of course,
‘e right of sppesl to the gigh Gourt on sny question of law

erising elther in'connecfion with the guestion of fact in

the proviao or in coanCﬁmon with any legal queqtion

I
relating to uhe charge. [

It should Te noied 11 particular that the charge under
this Clause applies only to 1ndividuals who are ordinarily
- resident in this country and in respect of tLransfers of
assetls which they nade wh;le ordinerily resident in this
céunﬁry.T-GonséQﬁently{ ié o forelgnsr comea here who hes
entered into transactions%abrond before coning to this
country, no lisbillty wili attach to him in respeet of the
transactions which he entéred into before bhecoming resident
in this country; but, 1fjhe becomes ordinerily resident in

this country, he will be ﬁreated in the same way as anyons

else in respect of any trgnsactions whilch he may then enter
into. | :

Jubaecﬁion {3) is an| 1mportant provision of %the Clause,
for 1t definea "power to énjoy income", and the varilous
proviaiona of that Jubsaction are all designed to carry out
the broad test of whether the individuel can obtain the
income sbroad "in meal or'in melt'.

!
Subsection (7) provides that the Clause willl epply for
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diof Inland Revenue

FINANCE

‘BYILL, 1986 - contd.

the asses'ment of aur-tax ior the year 1935=56 but for the ]

assessment oi thc whole Income T

qﬁI‘-.»&;i

for “all” subseque%t years.

ax - both standard rate and

With the exception

oflthe‘ihterest payeblﬂ on'crrtuin Brltish Government

%* War Loan,

securiti

4 Victory Bonds, 4%

Funding Loan

and 2;“ Trcasury Bond%), all income arlsing in this country

is subjected to tax at the standard rate.

Conseguently,

1f the aanets transferred consi ted, for exsmple, of stocks

and sharea in any Brlaish company, ‘the

received the Bﬁandard raté,

only to the Sur—tax.

mxchequer has already

and tne avoldance of tax relstes

But, 1f the stocks trensferred abroad

were thoae British Governmcnt securities mentloned sbove

which carry an exemption from Income Tax in Lfavour of the

non-reaident, oxr lr the atocka transferred abroad were

foreign and colonial ﬁecuritles9 the Exchequer loses, 88

the resﬁlt of the avoidaJce schene, not only the Suretax

put also the stanﬂard raﬁce

1ntroduced 1n the House df Com

In the Pinsnce Bl1ll s

wong the eharge for the year

1955—36 extonded to Incoée Tax ~ both stapdard rate and

uurmtax

it involved PeuPQBDLCuivﬂ texation,

This prcvicion was criticised on

the ground thab

and opn the Report Slage

of the Bill the Chancell@r made a concemsion to meet thie

criticism by 1imiting thé charge for the year 1985=-36 to the

Sur»tax only.

In the caae of the Sur~tax fow 1956-36 the

assesaments haveé not yst|been mede and the rates of charge

are bcing fixed by Glavse 15 of the Bill, so that no

|
retrospection is involved in 4he charge to Sur-tax, In

making this conoession qhe Chancellor said that he felt it

necessary to give ‘8 Warﬂing that,

in cases of evoidence of

/the

I I i

—thl 9
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FINANCL BILL, 1036 - contd.

the type aealb with in this Cleuse, persons ghould not in

e future assume that in Do circumstances would there be

b t tr

j . retrospectlion.

vt x at i b

bt £y - e : ' i

b ge 19 Glauses‘19 snd 20 desl with avoidance of tex in the s
P L=
o home sphere by ‘meens of what ape known as '"one~man" “if
i Lo
o companies, the former Loverlng 211 'one-man" companies-end Eﬁ
e the latter only "one-man! investment companies. - %;

Under the law as it stends (5eation 21 of the Finance

Act, 1922, as smended) there are gpecial provisions

T riiiled
i

, relating to "one—man" compdniee, under which the Speclal

i mmissioners have power to charge the income of the !

il compeny &as the income of the ghareholders if it is found

that the companJ 45 not distribubing a reasonable amount

" of its 1ncome in the form qf dividend. These provisions

nly to private companies which

relate, broadly speakjng, %
control of f&ve or fewer individuals. Under

“aye under the

ined ss existing where

the law as it stands, contpol ig def

i o ] i
s five or fewer individuals hold the majority of the voting

f' power or more than ! half oL the share capital, and these

. . provisions are reproducednwith additions in Subsection (1) '”

Iéj:
o of Clauseu19m ”he addjtions are to cover the case where

o the taxpayer .has & potcnt;al control by being sble to scqx ire
3 more than’hﬁlf of'the voting power or the share capital, and

also the case where “the t?xpayer has financlael control. The

test of financiql control is whether, in the event of the

v belng digtributed, five or £wer

AT e

income of the-compan
£ the income, and this

SFEo=

persons would obtaln more then half o
ided in paragraphs () snd (c) of gubsection (1).

ik S E S

test is prov

/The

._'..; .
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