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schedule - a preliminary 

outline of your Budget Statement, the wk of a number of people in 

the Treasury. 

BUDGET STATEMENT OUTLINE 
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may expect much 

week's time and 

ebruary. But 

I be useful 

ecipients 

2. 	It is very early to fashion this outline, an 

to change before we put a revised outline to you 

before the first full draft is submitted on Frida 

the present draft may help to narrow our focus, and 

as we revise it next week to have any comments you or 

may have on any of it. 
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the three largest economies - U 

consequences of large external 

in world financial markets as 

, Germany -grapple with 

nces. Essential for US 

0 7/> 
Have been turbulent tim 
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Economic Background 

For year as whole, output 3% higher than 1(185, as 

Aorecast at Budget time and ahnve the average for major 

industrial countries. 	Economy sluggish in first half of 

but pick up in second half led by strong growth in 

exports and industrial production. 

As expected at the time of the last Budget, lower oil 

other commodity prices led to low inflation and 

h in domestic demand /- especially consumers' 

lif 144n all major economies, including UK. But oil .14 

Nn er less developed countries that have had to N 1
w;  .o:modity prices reacted more quickly than 
001  rts. 

prices an 

sLLony  t2 4 ' 

expendit 

producers 

cope with 1 

expected to c 

As a result 

suffered in first 

from developed countries, such as UX, 

lf of 1986: 	industrial production as a 

result sluggish. More recently signs of a pick up in demand 

for major countries' exports. 	Pick up should continue in 

1987. World background shoul be promising for UK, scope for 

continued growth in UK exp f they remain competitive. 

to curb its twin deficits. 	Japan and Germany must operate 

policy to prevent ever growing current account surpluses. 

Threat to orderly development of world economy if policy 

adjustment by these three is inadequate. Slide to more 

protectionism in US would be disaster. 

Like other major economies UK's domesti 

high rate in 1986, with consumers' expenditure si 

under 5 per cent]. Large rises in consumption 

the other major economies were always likely foil 

in oil and other commodity prices. But unlikely 

again on such a scale. 

grew at 

by [just 

UK and 

falls 

ur 
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Recent performance of economy has laid basis for rise in 

investment growth. 	1986 continued UK's remarkable 

productivity performance. Since 1979 manufacturing 

productivity increased by over 31% a year, record second only 

Japan since 1979. 

For manufacturing industry 1986 as another successful 

year with output up by x%, productivity up by x% and 

investment and exports up by x%. 

1986 	ss of half oil reveniips severe tact for economy 

and publ 	ances. As I predicted last year UK has survived 

unscathed 	vdence of underlying strength and resilience of 

economy. 

November current account of balance of 

broad balance following cumulative 

ince 1979. 	Forecast is for current 

account to move into deficit of £3 billion in 1987. 	Not 

surprising following halving of oil price and time needed for 

adjustment before benefits of lower exchange rate feed 

through. 	Net overseas ass 	 £902billion, increasing 

value to balance of payment 	future. 
V> 

Looking ahead expect 1987 	be a year of steady growth - 

above all growth accompanied 	 ing unemployment. 

expect inflation to edge up above 	er cent. Commitment to 

squeeze out inflation remains. Need)for caution. 

Expect this growth to be balanced with consumer spending 

rising at a slower rate than 1986, invest 	t growth well 

above current year, exports expanding 	uickly than 

economy as whole. 

Outstanding opportunities for British indu 	rom low 

inflation, highest company profitability forra-bo  i  iøears, 
increased competitiveness. But able to seize opport 	nly 

if keeps control of labour costs and spends more on 

and development and training. 

As forecas 

payments for 1 

surplus of £21 bi 
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Monetary Policy 

MTFS provides unchanged framework for prudent financial 

licies which we shall continue to pursue. 

Policies provide stable and predictable environment for 

business and for markets. 

MTFS now in place for seven years. Evidently successful. 

Money G 

growth 

than in 1 

checked]. 

owth more than halved, better inflation/output 

Greater stability of output growth since 1981 

d 1960s or in other countries in 1980s [to be 

ree /Lk 
PAIT'S wn14  

uti-tof 

Centrepiec 	TFS is steady reduction in money GDP, as 

shown in FSBR 	bibed today. 	Implies steady downward 

pressure on inflati 	\> 

MTFS requires steady reduction in growth of money. 

Interest rates and fiscal policy the main instruments. 

[Mindful of TCSC requ 	o give more detail about the 

operation of monetary policyudget Speech.] Policy will 

continue to be operated in very uch the same way as over past 

few years. Assess monetary concf 	taking account of all 

the evidence, and in particular th 	idence from the rate of 

growth of narrow money, from the exaange rate, and from the 

behaviour of broad money. Will not hesitate to move interest 

rates if it seems that conditions are becoming either too 

loose or too tight. 

[Have concluded [arguments, reference 	ughborough 

Lecture, etc] that given recent behaviour of b 	ey it is 

no longer right to seek to set a target for it. 	 ot and 

should not ignore movement of broad money. Will c.4 	e to 

take account of it in future', 

• 

but in the same wa a 	ake 

account of the exchange rate. As an important indica o 

with no mechanistic rule] 
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[Switch or emphasis trom EM3 to new wider aggregate 

EM3A), following building societies legislation. 

Corresponding shift in funding rule.] 

Will continue to set a target for MO. For 1987-88 target 

I be 2-6%, as indicated in last year's MTFS. [As in past 

also shows illustrative ranges for future years.] This 

means that if MO goes outside this range a presumption of 

interest Late action unless nlear contradictory evidence trom 

other indication. 

MO 

action al 

bring rat 

/girt- _ 

tly at/near 	of this range. Confident that 

taken, and being taken taken in Budget, willh_n time; 

growth back towards centre of range. 

' 

[Meanwhile, è2 	continue to assess monetary conditions on 

a wider range o 	dence, growth of MO clearly limits scope 

for any early ea 	interest rates.] 
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Public Sector Borrowing   

 

Monetary policy musL always be supported by appropriate 

-cal policy. 

Borrowing in 1986-87 turning out to be lower than 

expected despite lower oil price for much of year than 

assumed. [Figures] Lower as a proporLion of GDP than any 

year since [1971-1972] 

Nt;- 1  
(fV tKA4  

kkA 
0(etA 614 

kV/11'11D 

in 1987-88 	 Very 

This is cautious and prudent policy. Will he 	tain 

propefJ balance in economy and keep (up) the pre 	on 

Inflation. 

Sec 

downward s 

then to abou 

ar of low borrowing. 	Have been two marked 

n PSBR: from about 5% to about 3% in 1981-82, 

in 1985-86. 

Able to bri 
	

R down while reducing tax burden at same 

time because of 	Isntrol of expenditure. GGE/GDP rAtio 

lids been tailing si:11507182-83. Determined to continue. 

Borrowing needs to be low to support declining money GDP 

and MO growth paths. Autumn Statement pledge. Now clear that 

some further reduction in PSB ver medium term is indicated. 

Also need to take accountOo rospects tor output growth, 

level of real interest rates, t 	privatisation programme and 

path of oil revenues. Above avel) 	tput growth points to 

cyclical reduction in PSBR in 1 8; oil revenues in 

1987-88 may be [higher than] [nearl1Pas high as] in 1986-87, 

then projected to decline at [x%] a year. All this points to a 

third step down in PSBR in 1987-88 followed by very gradual 

medium-term decline. - 7 

tjj:41 	if2A1) Therefore providing for PSBR 

MA,t (1440-11, 
	gradual decline beyond that: will be reviewed 

KA-0 

ti wok- 

ifrA/fAttAA  
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There 	ill also be rlium for modest reductions in 

taxation. Reflects buoyant revenues (and rise in some average 

taY rates) in last year or two. 
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Propose tax reductions amount to f 
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Enterprise and employment 

 

Developments over recent months have further underlined 

xiccebs of Government's policies for stimulating enterprise n  

employment. 

Over a million jobs since 1983. 	Vacancies at highest 

level for 7 years. 	Self employment up nearly 50 per cent 

since 1979. 	And unemployment, including LTU, now on clear 

downward 

Said 	year that employment prospects depend on 

sustained im ov ent in performance of business and industry. 

That is happe 	Forecast shows encouraging prospect for 

further fall in 	rifoyment next year - reflects increasing 

strength of the  -  -]rise economy. 	Have removed burdens 

which destroy rathe 	create jobs. Benefits of earlier 

Budget measures continue to flow through. Firms are becoming 

more flexible and able to respond to challenges of a fast 

moving and competitive world. 

Government continuing 	ay its part in ensuring we 

have a work force that is also° /Ipped and motivated to meet 

those challenges. 	Must have ight skills and ability to 

adapt. 	So employment and tra' 	•  measures directed to 

helping the unemployed back into 	Concentrating on the 

young and the long term unemployed. Cbetail initiatives. 

Benefits from all these initiatives will continue to 

strengthen over coming year. But with high p 	its, time for 

companies to do more on training. 

But also said last year that employment pr 	s depend 

critically on pay. 	Performance here still d 	nting.  

Solution in hands of employers and workers. But G 	ment 

can promote long term structural reform to tackle ri 

pay system and give employees a more direct personal 

in company's success. Many companies and Lheir employee have 

Se-k) 
AfD 

JA-r 
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already  developed highly successful  pd tnerships. But other 

companies' pay systems still too rigid so that in lean times 

under pressure to lay people off, reluctant to take on. 

NOT TO BE COPIED 

Last July published Green Paper on PRP designed to tackle 

problems. Warmly welcome the discussion and responses 

ent generated. 

And have now decided to introduce system of tax relief to 

employees for PRP, and so encourage many more employers to 

bring the 	schemes into operation. Response to Green Paper 

encourag 	ief that firms will respond to this opportunity. 

Those who 	uch schemes generally believe they have worked 

well and ma 	ms which do not are considering introducing 

one. 

In consider 	ails have been anxious to ensure offers 

sufficient flexibi 	o firms in designing type of scheme 

which best suits their circumstances. So will, for example, 

be able to choose level at which scheme operates - whole 

company or sub-unit; to choose frequency of PRP payment; and 

to choose between relating P 	pool straightforwardly to a 

proportion of total profi 	to year on year changes in 

profits which may suit the 	rk ular circumstances of some 

businesses. 

in. 

All these and other elements 

[Full details being published  io 

exibility will be built 

...] 

But perhaps key issue in responses to Green 

doubt to some of those considering schemes) w s 

relief. Green Paper suggested one quarte 

might be eligible. Have now decided to doub 

Underlines importance attached to this major 

Not a panacea but will in time further promote f 

enterprise in the economy; and so help strengthe 

prospects. 

A a•tp61),114.4N 

Paper (and no 

level of tax 

PRP payments 

to a half. 

itiative. 

ity and 

oyment 
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Wider Share Ownership 

 

Benefits of share ownership - individuals given stake in 

dustry. 

Remarkable story of success - reversing what many 

regarded as inevitable decline in number of individual 

sharehoW We have taken action on three tronts, and all 

have wo 

First, 

Secondly, 

ced tax relief for employee share schemes. 

isation: 

befo 	hire ownership had doubled, mainly 

result of 

BG and TSB attracted 3 million shareholders. 

Since then deepening with BA 

share ownership trebled since 1979 [dependent on 

results of Treasu•rvey] 

Every reason to expecV urther growth - spreading 

employee shares and more priva sat' 	- RR, BAA and most of 

the rest in next Parliament, inc 	BT shares Government 

still holds. 
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Personal Equity Plans 

Thiraly, remarkable impact of PEPS. 	In labL Budget 

ounced radical new scheme of Personal Equity Plans to 

urage direct investment in UK equities. 

Details of Scheme developed in conjunction with market 

practitioners. Came into etfect on 1 January 1987. 

Resu 	very encouraging. Over [ 	] have applied to 

anagers, including banks, stockbrokers, unit 

societies and investment advisers. 

become 

trusts, 

[Anythin 

take-up, and in 

taking out a PEP 

can be said nearer the time about 

ular, number of first time share-buyers 

Successful launch of Personal Equity Plans clear evidence 

that Government's aim of creating a share-owning democracy 

meets aspirations of many men and women. 

D6 
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Taxation 

Budget continues policy of simplifying tax system and 

ducing burden of taxation, in order further to releasc 

gies for economic growth and wealth creation. 

4A 	J 

(41410A41 

1984 reform rationalised taxation of company profits and 

introduce•wer rates of Corporation Tax. UK tax on company ^ 
profits  two  .owest in industrial world] [lowest except for US 

<IN  
who have  42..v.  us by one percentage point]. 

Profita 

companies has i 

real rate of ret 

return on these co 

f non-North Sea industrial and commercial 

d steadily since trough in 1981, when 

2 per cent. In aggregate real rate of 

estimated at 8.6 per cent in 1986 - 

highest figure since 1973. 

Measures in this year's Budget designed to provide 

stability and simplicity in 	tax system for businesses. 

Continue thrust of reform i 	ed in 1984. 

To enable companies to p n ahead, I can announce now 

that the mainstream rate of Corp 

as now, be 35 per cent. 

n Tax in 1987-88 will, 

0 
, 

Have decided that the time is ripeIto put all companies 

on same footing for payment of Corporation Tax. Propose that 

from today all companies and building soci Am es should be 

liable to pay Corporation Tax nine months af

accounting period on which tax due. 

he end of the 

Alre 	sition for 

companies established since 1965. 

To reduce effect of change on any one compa 

that change should be phased in over three years. 

opose 
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Putting all companies on same payment basis will 

rationalise system and promote equality of treatment between 

companies. [Will provide useful smoothing of flow of tax 

eceipts into Exchequer which in turn will help management of 

PSBR.] 

ropose also to legislate now for important reform of 

assessment and collection procedure for Corporation Tax - 'Pay 

and File'.  [Response to Keith Committee whose report pointed 

up the deficiencies of the present system.] New system will 

simplify 

Revenue. 

Streamlini 

1984. 

edure both for companies/tax advisers and the 

include provision for mirror-image interest. 

I complement structural reform introduced in 

Though ne 

computerisation 

desirable for pla 

Government. 

tern cannot come into effect before 

/Venue complete, PArly legislaLion 

purposes both inside and outside 

Taxation of companies' capital gains  currently unduly 

complicated, involving multi 	ation by "reducing fraction". 

In addition, have receiv,r 

companies should be allowed 

Corporation Tax against tax liaba  

presentaLions arguing that 

set payments of Advanced 

n capital gains. 

Much force in argument that°1ittle real difference 

between companies' capital gains and income from other 

sources. 

Therefore 	propose 	to 	abolish 	re • 	fraction. 

Henceforth capital gains of large and small 	es will be 

charged at appropriate Corporation Tax rates, w 	sets for 

payment of Advanced Corporation Tax. 
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VAT and Small Businesses 

Turn now to measures specifically designed to help small 

businesses with burden of accounting and record-keeping for  

Consultative document on VAT and small businesses, 

d last October, unveiled proposals which have been 

c med by representative bodies and individual businessmen 

alike. 

Therefore propose, with effect from 1 October 1987, 

optional 	em of cash accounting for VAT for companies with 

annual t 	below [E 	1. Companies will not be liable 

to pay VAT 	they have been paid by their customers. 

Also prop 	rom 1 July 1988, optional system of annual 

acounting for  VA1S<ih  will mean that businesses with annual 

turnover below [ only need to send one return to 

Customs each year. 

Further propose extention of period within which 

businesses must notify and be registered for VAT from ten days 

to one month. 

In addition, propose IltV special VAT schemes for 

retailers be improved and simpl led in a number of ways. 

Not intending to proceed with 	pulsory deregistration 

of traders below VAT threshold, [Pnor with withdrawal of 

retailers' standard method of accounting for VAT] 

Taken together, important package whi  a  should make 

burden of VAT less daunting for smaller firm 	• 	management 
energies should be concentrated on generating 

-what Oil [policy under review - Mr Cassell will be mi 

follows is on existing basis] 

[Reference to current state of oil industry, o 

etc.) 
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Propose new  cross-field relief  for a proportion of 

expenditure on developing a new field up to point of payback. 

Also propose cross-field relief for rc3earch expendiLuLe 

7Nilot  specific to a particular field, and thus outside scope of 
p sent PRT reliefs. 

Together these measures will help to sustain research and 

development, important for future of offshore supplies 

industry.] 

Anti -av94140ce 

Not 	ble to reduce overall burden of tax unless law 

ensures prm.jount of tax collected. Propose to tighten up 

provisions 	ain areas to ensure this. 

Treatment 

on the interest 

credit for foreign withholding tax paid 

ns by banks operating in the UK is 

unusually generous. Effect is to relieve profits which have 

nothing to do with the borrowing in question. 

Propose change in the 

comparable to with those 

foreign withholding tax act 

on interest received by banks 

UK tax rules to make them 

er countries. Credit for any 

1pOpaid, or deemed to be paid, 

om overseas lending would only 

be offsettable against Corporattb 	due on turn on relevant 

loan. 	For new businesses, 	nge will apply from 

1 April 1987; 	for existing loan  4>  effective date will be 

1 April 1988. 

Another area where law presently unsat factory is tax 

treatment of dual resident companies. US 	lready acted. 

Propose to legislate to deny double deduc 	or interest  

th roposed 

iril 1987. 

Trading companies would not be affected by C 

payments by dual residents with effect fr 

change. 

Present rules on partial exemption for VAT over en 	us 

in terms of amount of input tax which can be deducted 	Have 
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already annou ced decision to revise rules so that partially 

exempt businesses put on same footing as other businesses. 

fl-course betting duty/increase in gaming machine licences  

propose to abolish on course betting duty while 

sing the duty on gaming machine licences. 

Pensions 

NOT TO BE COPIED 

1;1! t,  r 	- 	ConsuXXAtive document issued last November sets out 
xtend present tax relief for pensions to 

s foreshadowed in 1986 Social Security Act. 

proposal 

r.  personal 
new 

pensions based 

retirement annuit 
3\ 

Also propose special rules, with minimal red-tape, 

Followin ltation, propose tax reliefs for personal 

y on present rules for self-employed 

for 
new simplified types of occupational pension 

including money purchase, as well as other measures 

much greater transferabilit 	etween different 

pension arrangements. 

schemes, 

to allow 

types of 

In addition, propose new ax relief for employees in 

occupational pension schemes, wlh to make additional 

voluntary pension contributions t 	sonal pension outside 
employer's scheme. 	Contributions 14/11 be subject both to 

existing limits on employees' contributions and final benefit 

limits on occupational pension schemes. 

Proposals will be of general benefit 

employees who do not belong to occupational p 

Will provide greater pensions choice for 

allowing people to take reasonable pension provisi 

when they change jobs. 	Good for mobility and 

economic performance. 

en million 

schemes. 

loyees, 

them 

for 

Widening of pension tax relief only justified if r ief 

properly targetted on provision of adequate pensions. 
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Evidenc  tlictt pLesent Luleb udn provide excessive tax 

relief for pensions for highly paid employees. 	Propose 

revision of rules to prevent disproportionate amount of tax 

relief for pensions going to individual employees [will need 

aboration in light of Ministerial decisions.] 
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0 ottl 

Tax\ measures to help chariLieq in every Budget since 

1980. Re4,ime now very generous and, following decision last 

DecemberTaise  ceiling for payreoll giving by individuals to 

£120 a ust make it clear outset that do not propose 

any furth 	reliefs for cha ities in this Budget. 

But thei. ewi1l want to know latest information on the 

effects of mea u 	have taken in successive Budgets. Last 

year's Budget 	 ed most substantial package of tax 

reliefs for char]. le 	;er. Tax reliefs made not only more 

generous, but simp er 	d more flexible. 	New provisions 

introduced for payro 	g 	g. 

Value of ta 	relief 	roaching El billion a year. 

Government grant to chari 	running at over Ei billion a 

year - up ove 75 per cen i real terms since 1979-80. 

Recorded givin,c4 to charities d 	1 d in real terms since 1979. 

Facts d figures show th t tAit ment right to focus on 

encouragir 	people and com anie 	o give. 	Response 

demonstr tes widespread\\supp  t for vo untary sector; and 

justifishs Government's preference for pk\ivate rather than 

state 4Iction. 

Consumer Credit Tax 

ies 

direct, 

choose 

Government aim to shift,More of tax burde f 

taxes on individuals to in4i/rect tax where taxpaye 

not to incur liability 7,/reg by saving rather than s 
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DC' 

indirect tax. 

taxed. 	Internati 

limited Government' 

siness offshore. 

Also Government 

BUDGET SECRET 
BUDGET LIST ONLY 

to see a more even inc'dence of 

ri  nancial services are relativ,e y lightly 
/ nal mobility of many such /services has 

ability to tax them without driving 

B t have concluded there is one financial 

aim 

NOT TO BE COPIED 

ice where it is ri ht to act: the provision of consumer 

its  9411'N  1  
Therefore propose as5 per cent tax on interest on all 

credit to individuals except [mortgages/qualifying for 

Mortgage 	rest Reliefl/[mortgages nn main residence]. To 

give t 	ake necessary practical arrangements, new tax 

will not 	to effect until 1 April 1988, except for tax 

on interest on redit cards which will take effect from 

15 August 198 

Interest on to businesses and the self-employed, to 

charities, politic 	Varties, trades unions, and other 

corporate bodies [including trusts] will be exempt. 

New tax will, assuming it is passed on consumers, result 

in a small increase in th 	ffective interest rates for 

consumer credit to individu 

0 
By dampening demand for disumer credit it could be of 

modest assistance in the operati<; 	monetary policy. Over 

time it should allow interest rate 	r industry and business 

to be a little lower than they wouldOotherwise have been. 

It should also be welcome to those who have expressed 

concern about the rapid expansion of consumer 	edit, and the 

extent to which some individuals may be (t 	g on debts 

greater than they can service. 

Finally, it will provide a useful source o 

the fuVUre, and thus leeway for reductions in othe 

ue for 
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Have achieved major success in bringing and keeping down 

ate of inflation. But now at risk from upward pressures. 

sential to contain these to stay on financial course 

ribed earlier. 

Therefore propose to increase most excise duties by only 

3 per cent - less than would be needed for revalorisation. 

This means just over lp on a pint of beer, 16.3p on a bottle of 

spirits. 

There 	our exceptions, where I believe that special 

ly:- 

tki k 
CIJ-- 	

considerati 

duty increased by 4.5p a gallon to maintain 	1 e and 

recoup revenue loss] 

There will be no change in the minor oil duties. 

intain value 

standstill 
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Taxes on spending  
<<P 

Prop 	crease in duty on cigarettes and cigars 

equivalent 	 on a packet of 20 cigarettes and 1.9p 

on a packet o 	iffs. This maintains value of duty in 

real terms - wr4/r10 allow it to decline. But propose 

no increase in duty on pipe tobacco. 

Propose restructuring of duties on wine to align 

them more closely to alcoholic strength. The duty on 

table wine would increa < 	2.4p a bottle. The duty on 
sparkling wine would go 	by 3.9p. The duty on Cyprus 

sherry and Vermouth woufa ficrease by 6.4p and 6.9p a 

bottle. But the duty on 	anis sherry and port would 

<> 0 
Present level of oil price allows further shift in 

balance of motoring taxes between petrol/dery and VED. 

For cars, propose another standstill on VED. Petrol 

duty would increase by 5.3p a gallon, 

in real terms and recoup revenue lost t 

on car VED. 

[For lorries propose standstill on VE ,  I  h dery 

come down by 5.6p a bottle. 
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No changes in rate or coverage of VAT. 	VAT registration 

threshold to be revalorised to £21,250. 

\> 	Statement ot 	total extra revenue raised by indirect tax 

compared 	with 	what 	would 	be 	raised by 	straight 

evalorisation. 	Overall RPI effect of package 	[ per 	cent], 

compared with [ 	per cent] for revalorisation. 

Inheritance,pix  

Unde .1tA)  ng of personal tax will deal with an important 

t proposal 	 e the burden of Inheritance Tax on small V ‘.  

estates. 	CIY 
Propose tha 	shold should be increased to [£ 

Also propose to re 	resent 7 rate structure with simpler 

4 rate structure. 

Effect wil be to stem growth in number of estates liable 

to J.nheritance Tax, and reduced burden of tax on estates below 

[E 

[?Anything on business re 

Income tax 

Finally, I turn to income tax 

Propose 10 per cent increase in value for car benefit 

scales. Propose no change to car fuel bene 	ales. 

Keith Committee pointed to problem of 1 	yment by 

certain employers of income tax collected urider(rAs You 

Earn and tax paid by sub-contractors. 

To deal with this propose to introduce an interes 

on tax paid late, while a formal assessment has had 

made, with effect from 19 April 1988. 

f] 
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Lloyds R 

paid f 

31 Decembe 

rance to Close and will first apply to preminms 

close of the 1985 Lloyds account at 

[Anythin rtgage interest relief] 

Government lower rates of tax are good for 
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Keith also drew attention to payments to directors being 

left out of base for PAYE calculation, resulting in delays in 

paying tax. Propose to remedy this by defining more closely 

what should be included in base for calculating PAYE. 

[Propose legislation on the taxation of Lloyds members to 

3e  that the normal tax treatment of provision for 
outstanding liabilities applies to Lloyds' members, in the 

same way as to insurance companies and other financial 

traders. These changes will affect the tax treatment of 

incentives, stimulus 	nterprise. Best chance of increased 

prosperity for all is to place UK firmly in low tax/high 

growth league of countries. Main aim of tax reform to move in 

this direction. 

Have already slashed t 

investment income surcharge and> 

by 4 percentage points since 

increased tax threshold - point 

tax - by 22 per cent in real  

tes of income tax, abolished 

ught down basic rate of tax 

king office in 1979. 	Have 

h people start to pay 

during same period. 

Married man's allowance now at higlist level in real terms 

since the war. 

But despite cuts in income tax burden, yd from tax up 

per cent] in real terms since 1979. 	 er cent of 

taxpayers paying larger proportion of income 	Nan in 1979 

[pointer to 1988 Budget?]. 

For 1987-88, propose to raise main thre 

allowances by statutory indexation figure of 3.7 

[rounded up] 

and 
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Single person's allowance to rise by [£ 	] 

the married age allowance by 	[£ ] to [£ ]. 

Single age 	allowance 	to rise by [£ ] 

,Nrried  age allowance by 	[£ 	] to [£ ]. 

to (£ 	] and 

to [£ 	] and 
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Age allowance income limit to become [ 

The starting threshold for higher rate tax to be 

increased by [5700] to [£17,901]. 	The threshold for 45 per 

cent ta 

cent tax 

increase by £200. The thresholds for 50 per 

ove to remain unchanged. 

	

In my 1 t 	dget speech, said that I shared aim of my 

predecessor to 	e basic rate of income tax to no more than 

25 per cent. 	B 	all tax rates need to come down, but 

give priority to 	g marginal rates for 95 per cent of 

taxpaying populatio 

Cuts in basic rate expensive. Would be imprudent to move 

to 25 per cent goal at a speed incompatible with prudent 

long-term financial manageme 

But glad to say overall  Axtgy permits me this year to 
take a further 2p off the basic ate 

This proposal will reduce marg 	rates for overwhelming 

majority of ordinary taxpayers. 	Worth [£ 	] a week to a 

married man on average earnings. Major step towards 25 per 

cent goal. 

Propose corresponding reduction, to 

Advanced Corporation Tax and small comp 

Corporation Tax. 

cent, in 

rate of 

Further milestone on road to simple, low rate 

of income tax. [US experience suggests that cutting 

of income tax can actually boost tax yield from those 

very highest incomes.] 

ture 

es 
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4 FEBRUARY 1987 

PRINCIPAL PRIVATE SECRETARY (MR ALLAN) 

BUDGET STATEMENT : TAXATION SECTION : THIRD DRAFT 

The Inland Revenue comments are as follows: 

D.2 While we believe it would be extremely difficult if not 

impossible to disprove what is said in the second sentence, we 

also think it might be difficult to come up with evidence to 

support the claims if the Chancellor is challenged. 

D.8 Replace "made" in line 2 with "paid out in dividends". 

D.11 Insert "up to" before "21 months". 

D.18 The reference to companies helped by the APRT measure should 

be to "medium and smaller" companies. 

D.20 On the first of the questions in your covering note of 2 

March, we understand Mr Cassell will be advising against 

including any reference to the cost of the North Sea measures 

in the Speech. We agree with this advice. We do not think 

the Speech needs to mention the PRT pricing and valuation 

measures but to give figures only for the measures in D.19 

pri--,6pttcleo_r  might be regarded as misleading and in any event the 1987/88 
14441-  toe '1.4 et.„.;tv , 

cc 	Mr Cassell 	 Mr Battishill 
Mr Scholar 	 Mr Isaac 

Mr Painter 
Mr Beighton 
Mr Johns 
Mr McManus 



• 
and 1988/89 costs are very small. Equally we doubt whether 

the Speech need say anything about oil companies ACT, where 

the current position is that a further submission will be 

coming forward very shortly. 

D.22 We would prefer "reduce" to "deal with" in the last sentence. 

V/ 	D.23 We suggest: 

"Training and retraining are vital to a dynamic, flexible 

economy. It is most important that there should be no 

disincentive to training and the acquisition of new work 

skills by people who are changing jobs. At present training 

of this kind provided by an employer is a taxable benefit. 

I propose to take it out of tax." 

D.40 We suggest a revised draft as follows: 

Pore-g4' "Fourth, I propose to bring to an end the unsatisfactory tax 

treatment of members of Lloyd's as it applies to the 

Reinsurance to Close system, under which Lloyd's syndicates 

provide for liabilities outstanding at the end of the year. 

The Government is advised that under the present law tax 

relief must, in effect, be given in full for Reinsurance to 

Close premiums regardless of the normal tax rules governing 

the tax deductibility of provisions for outstanding 

liabilities. I propose, therefore, to bring the tax 

treatment of Lloyd's into line with the tax treatment of 

provisions for outstanding liabilities made by ordinary 

insurance companies and indeed of similar provision made by 

other financial traders. I have asked the Inland Revenue to 

consult urgently with Lloyd's about the details of an 

equitable scheme on this basis. The new rules will first 

apply to premiums paid for the Lloyd's account which closes 

on 31 December this year. The yield will depend on the 

precise details of the new treatment." 

2. 



D.40A To meet the questions in 4(d) of your covering note, we 

suggest the following new paragraph between the existing D.40 

and D.41 (which would mean changing "four" to "five" in the 

penultimate line of D.36): 

"Fifth, I also propose, in line with the Keith Committee's 

recommendations to reduce the scope for the manipulation of 

PAYE and 'sub-contractor deduction schemes, whi-le- providing 

some new safeguards for contractors and subcontractors. In 

particular, I propose to introduce an interest charge where 

a formal assessment is needed to recover amounts due under 

PAYE. That,,.shange will take effect from April 1988. 
0,4 -a4 	 e 145 

D.45 We doubt whether the penultimate sentence is necessary 

assuming there will be a sweep-up reference to Budget Day 

press releases somewhere in the Speech. On PRP it has yet to 

be settled whether there should be a Treasury Press RelPase, 

Inland Revenue release or both.---_ 1; ‘-Ltic oerp.,41,404.4.04fottv‘c 

E.3 Revise the first half of the fourth sentence to read: "And 

share ownership, through the encouragement of employee share 

schemes, under which 1 1 /2 million workers have acquired shares 

or options, compared with less than 1/4 million in 1979; ..." 

Revise the final sentence to read: "In the first month more 

than 2,000 people a day took out Personal Equity Plans ..." 

(This is based on a special survey conducted in January - we 

shall not be in a position to provide updated figures before 

the Budget.) 

E.6 The figure for line 6 is about 10 million employees. 

E.10 We would prefer this paragraph to be moved below E.12 and to 

quote a net cost taking account of the anti-abuse provisions 

(which are not costed separately in the FSBR) as follows: 

• 

3 



"The net cost of the overall package is estimated at £65 

million in 1988-89, but will depend very much on take-up." 

E.14 We suggest replacing "tightened" in line 1 with "reformed" 

(the tax exempt limits were actually increased from £500 to 

£750). 

In the penultimate line, "blatant" would be better than "large 

scale" because in global terms the amounts were small. 

E.15 We suggest replacing "flourish" in line 5 with "operate more 

economically". At best we think the change is likely to 

slightly retard a long term decline of the older societies. 

E.19 We suggest replacing the last five lines with: "little to 

help the smallest taxable estates where the family home is the 

main asset". The smallest estates are not worse off than when 

CTT was introduced in 1975 - the estates which are are those 

between £120,000 and £1 million. 

E.20 The 1988/89 cost has been revised to £160 million. 

E.21 On the basis ot payments (including Estate Duty in 1978-79 and 

CTT in 1987-88) the increase is nearly three times and the 

real increase over 50 per cent. A better comparison, however, 

would be accruals: an increase of two and a half times ("more 

than twice") and a real increase of 30 per cent. If the 

accruals basis is used, this should be expressed in terms of 

"for 1987-88" and "tor 1978-79". 

E.22 We understand the Chancellor wants a short piece in the Speech 

on two heritage items. We suggest the following paragraph 

after E.21: 

• 
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"I also propose two inheritance tax measures to help the 

heritage. Settled property that is put into a heritage 

maintenance fund within two years after the death of a life 

tenant will not be taxed on the death. And I propose to 

alter the arrangements for acceptance of property in lieu of 

tax,so that at the owner's option the special price will be 

related to the value of the property at the date of the 

offer and interest on the tax will cease to run on that 

date. 

G.5 It may be better to omit this as it sits slightly oddly with 

what follows immediately in G.6: it can scarcely be said that 

statutory indexation carries the tax-cutting process much 

further. Applied to the whole of the rest of Section G the 

point is fair, but in oral presentation the juxtaposition 

might at least raise a smile. 

G.6 Does this need to refer to the indexation percentage? The 

current rate of inflation is likely to be higher than 3.7% by 

Budget Day, so that a 3.7% increase may not look very 

generous. 

G.7 At the top of page 3 we suggest substituting "measure" for 

"concession". 

S J McMANUS 

v/PS. I understand Mr Ross Goobey is co-ordinating comments 
(including those of Inland Revenue) on pensions E.5-E.13. 

PPS. Presumably it was a deliberate decision to omit from the 
Speech any reference to the material in paras 91 and 92 of the 
draft circulated by Mr Scholar on 27 February. We would have 
quite liked a reference to the review of Section 79 though we 
can quite see why the Chancellor may have found this 
unattractive. 

5. 
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Lloyds - Reinsurance to close; 

minor starters affecting building societie 
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40  - IRAI, EFFECT OF CURRENT BUDGET STARTERS 
II 

C: 
Note by FP, UM Treasury , 

INTRODtICTION 

This note looks at the likely effects of the current Budget package 

on the corporate sector. The measures considered are: 

redu 

corpor 

in the basic income tax and small companies' 

Vax rates; 

charging 	ate capital gains at normal CT rates, 

with ACT se 

tightening up t lr 	partial exemption rules; 

• 
VAT small businesses review; 

aligning CT payment d months; 

removing double relief 

companies; 

losses of dual resident 

restricting double taxation relW on foreign loans; 

the North Sea oil taxation package; 

• 
2. 	Estimated costs and yields of these measures 
in the table at Annex A. 

out 
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The feature this year common to most of the Budget measures 

fecting 

than 

n a 

Men 
anèr  

the corporate sector is that their impact is generally 

usually variable between one company and another, even 

given business sector. In some cases, the effects on 

company will also vary substantially from one year to 

4. 	Individual measures may, as indicated below, have a significant 

impact on particular sectors, or on companies with particular 

shared characteristics. But, generally, thcrc is little systematic 

measures, and this means that there is 

tie scope for generalisation about the impact 

on particular sectors. This note therefore 

companies measure by measure, in order 

f the impact of the current package on 

<(rporate  sector. 

ASSESSMENT OF IMPACT OF 

 

DUAL MEASURES 

  

• 	
Corporation Tax: change in treatment of capital gains   

For companies above the 	 companies' taper band for 

Corporation Tax, the increase in 	tax rate from 30 to 35 per cent 

on capital gains will be mitig 	 -  for those with ACT which 

they cannot set off against Corporatn T. under current rules - by 

the wider availability of ACT off se 	he impact of both the 

higher tax rate and the ACT offset ca 	e varied, to an extent, 

by companies themselves: they will generally be able to choose 

the time at which they realise chargeable gains and to choose 

the timing and amount of distributions, so as to regulate the 

ACT available for set off. 

Small companies will not generally have eiN*  ient gains 

to be much affected by the change. Of those thar0 those in 
N 

the small company rate band proper (currently up 
4  100,000) 

will pay less tax on their chargeable gains, as well as  4.  .41Cting 

from the reduction in the small companies rate on t 	ther 

income. 	Some in the next highest band 	(current 	rom 

£100,000-£500,000) may pay more Lax on their capital gains. But 

few will be outright losers, taking account of the tax reduction 

interplay be 

corresponding 

of the Budget 

looks at the ef 

to build up a p 

the various parts of 

the 
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ution sector, which tends to 

relatively little affected. 

attern emerges. 

WO 

secto 

net realisations: per 

therefore perhaps in 

adversely affected by tS 

measure - see below). 
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Outside the small companies 

sers when they realise gains 

enue's estimate, be able to 

sector life companies will be 

although they should, on the 

cope with the loss. Property 

mp nies and investment companies will also tend to lose. The 

have few chargeable gains, 

These areas aside, no clear 

8. 	Most companies 

any, chargeable 

goodwill can 

company is m 

capital or t 

companies in al 

on their gains. L 

in most years will not have large, or even 

Gains on land, fixed plant, ships and 

over' into new acquisitions, unless the 

net realisations; and some companies will have 

losses available for set-off. But a few 

ors will have to pay more corporation tax 

re relatively more likely 

gains. 

'rolled 

in sectors 	aluable physical assets available for 

disposal: 	eglantitacturing and oil companies rather 

than distribution; 

in companies likely to be in a position to make large 

larger, older companies (and 

cases "pre-65" companies 

orporation Tax payments date 

9. 	We have little data on which to aluate the incidence of 

the benefit of ACT set-off against tax0  on gains. But it seems 

likely to be helpful to a small number of companies with large 

overseas interests, little or no UK profits and a high dividend 

policy. These companies have large amounts CT available, 

and little scope for set-off under current 	 since 

taxation relief eliminates or reduces the corpor i 	tax 

on their overseas income. Other larg p 

quoted - companies may also display to a lesser 

characteristics - high dividends, the possibility of 1 

overseas income relatively high as a share of the 

make the proposal on set-off of ACT against tax on 
	

1 

gains a valuable change for them. 
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manufacturing 

within the VAT net. It will thercfore usually affect 

exa ose firms which do not have a 'simple' sectoral identity, 

but on a sideline to their main business: for example 

firms letting out space which is not required for 

their own use. There will also be around 2,000 other 

businesses - incorporated or unincorporated - who would benefiL 

ations), about £5m oil companies (tied pet 

about £5m. retailers (shops within sho 

Otherwise the firms affected will be arily those which have 

a subsidiary activity of property letting, insurance or finance, 

but whose primary activity could be in any taxable sector. Those 

in the first of these groups, in particular, are likely to be 

a heterogeneous collection spread over many sect 	Those whose 
main business is itself wholly or largely VA 	t - eg the 
clearing banks and large insurance companies 	 be little 
affected because the existing partial exemption 	 already 
deal effectively with them. 

446//l/PN 
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This will have an adverse effect on firms which have a 

vely small VAT-exempt business carried on alongside a larger 

• 

from the rel 

them to reclai 
n of the de minimis rules, which would allow 

f their input tax. 

11. Customs have 

instances (amountin 

where the pattern 

particular sector or 

brewers 

a year (not taking account of the effect on their direct 

taxes) 

wever, identified and quantified three 

bout one-twentieth of the overall yield) 

-by-side activity is intrinsic to a 

These are: 

(tied houses), which stand to lose about £10m 

VAT small business review 

12. There are two main elements in this, cash accounting and 

relaxation of the rules concerning registration. The extent which 

NOT TO BE COPIED BUDGET SECRET 
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businesses 

ccounting 

y make, 

also 

Ation 

ba7/  es, 

on threshold, by giving them up to one month 

la BUDGET SECRET 
L BUDGET LIST ONLY 

(wheth  r incorporatcd of net) 

will depend on the proportion 

and the length of credit they 

give smaller businesses full 

of the rules concerning registration will 

and very small businesses which grow 

will benefit from cash 

of credit sales which 

extend. Cash accounting 

bad debt relief. The 

NOT TO BE COPIED 

help new 

over the 

to notify reg 

446//1 

for r gistration. 	It is difficult to discern a sectoral pattern 

in these aspects of the small business package. 	But retailers 

as a whole will 

proposals as t 

sales will b 

this proposal 

will be certain 

to 	withdraw 

schemes - solicitor 

making mixed retail 

not benefit from cash accounting, and under the 

stand retailers who makes self-financed credit 

off as they will lose bad debt relief, although 

rently under review. Also affected adversely 

ones of traders from which it is proposed 

alikn

tants, estate agents, and businesses 

estrict entitlement to use retail 

1‘4‘ 
esale supplies. 

Corporation Tax payment cies  

At present, companies established since 1965 pay Corporation 

Tax nine months after their yea end. 	'Pre-65' companies pay 

after a delay which is usually 	r nine or 12 months, but can 

be as long as 21 months. It is oe 

at 9 months, with a 3 year transit  el‘  I period. Post-65 companies 
are unaffected, and so "young" and  0  growing sectors - such 

as information technology - and thos 

firms - such as 

sectors will contain a relatively 

companies. There is also some 

correlation with size. Most of the largest 100 roups will be 

affected to some extent, although not all corpo 	tax payments 

within a group will necessarily be affected. 	eanisations, 

or the formation of new subsidiaries since 1965 	that some 

after 9 

months. 

Half of the corporation tax paid by the manufact 	Av nd 

distribution sectors (in total about £4 billion) will 14g. '' paid 

by companies with a payment gap of more than 9 months. The average 

sed to align all companies 

the building 

affected. 	Conversely, mature 

larger proportion of pre-65 

h a high turnover of 

trade - lain be relatively less 

profits will already arise in post-65 companies p 
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of corporate tax trom this sector will eventually be advanced 

an average of 5 months. For other industrial and commercial 
panies and for the financial sector (other than the clearing 

and building societies) less than a quarter nf their 
tion tax (in total about £3 billion) will be paid by 

co s with a payment gap of more than nine months. So about 
£75 	on here will be advanced by an average of five months. 

15. For 3 of thc 4 clearing banks their main UK banking activity 

will be affected by this change. Other City firms - including 
in particularATUK branches of foreign banks - will be unaffected. 
The position  6 Q..1  companies is mixed: the integrated companies 
with a longstz: UK presence tend to be affected, although 
only two oil 	wr.an es have payment dates of more than twelve 

' 	• 

payment gap in s: 	so about £2 billion 

reverse, but 

in 1988-89) will affect 

with interests overseas 

y US) - based companies 

ut 170 groups use the 

Most have only adopted 

relatively little used 

small number of cases 

Ot rwise companies 

ional sector. 

the US by 

investment 

groups 

or the 

fect 

months; later ent 

present, and so  willS 11)  from 

ones pay more quicklk 	 end at 

are not. 	Building  ...04Ksies  are a special 

nine months after their year 

the 

unaffected and some - but none of 	largest - will be required the 

to bring their payments forward substantially. 

with North Sea interests only, generally 

case: 	most large 

Corporation Tax - Dual Resident C 	nies  

16. This measure (yield estimate  e 	25m 
larger groups of companies, either 	-based 
(usually in the US); or overseas  os 
with interests in the UK. Currentl 

device, about two-thirds of them UK-based. 

it in recent years. The device has been 

in the financial sector, although in the 

in this sector the figures are very large. 

using the device are scattered across the mu 

The device has been used for both new acquisiti 

UK groups and for the purpose of re - financing existi 

in the US to obtain a more favourable tax situati 

have used this for the same purpose in 

purpose of obtaining a UK deduction in respect of what 

US investment in third countries. In some cases dual esjnts 

have been used to finance new investment in the UK, althoug there 

is little evidence that any new investment depended on the existence 

of the device. 
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well above the level suggested by past experience. 	t all 

ent 

7- 

this, the 10 per cent crossfield allowance for 

expenditure is worth about £5 million to the industry 
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ax Credit Relief on Overseas Borrowing 

This measure, which is restricted to the banks, has an 

ted yield of £20m in 1988/89. Over time, some or all of 

I be passed on to borrowers, as wider gross margins. The 

eff will be most concentrated for banks specialising in 

whole4a4re business (particularly UK branches of foreign banks). 

This includes the clearers, most of whom will also be affected 

by the changes to CT payment dates (and who may conceivably also 

realise chargeable capital gains). But the importance of double 

taxation re 

proportionate 

UK branches of 

in CT payment dat 

on tax-withheld foreign borrowing will be 

than, for example, 

banks, who will be unaffected by the change 

less for the clearers 

• 

GA,ct-'1  
Oil Taxation 

Accelerated repaym 

industry's cash-flow in 1986-87, has already been announced and 

implemented. The Budget starters relaxing 'crossfield' PRT relief, 

and the rules for ACT carry back, are currently under review. 

Detailed figures are given in An 

Changes to the PRT pricing 	valuation rules might cost 

the industry between £50-100 milli 	ear (it remains to be 

decided whether this change will fi. 	in the Budget package, 

or whether it can be built into the base die); VAT partial exemption 

about a further £5 million (falling on those companies with a 

retail petrol business); and harmonisation of CT payment dates 

about a further £5 million in each year of the transitional period. 

  

On past experience extra tax on chargeable gai ht be no more 

 

than £5 million a year. 	But rationalisat 	d possible 

withdrawals from the sector, over the next fe 	 push 

up this figure. Even a few large disposals - if 	ns could 

be sheltered - could push the extra burden on cha 	e gains 

of APRT, worth £310 million to the 

88, rising thereafter; PRT relief for non-field-specific research 
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Lloyds: Re-ins to close 

• 

perhaps £30  minicin,BUDGERILIST CINLYtu   n of the decade; and 
elaxation to the ACT carryback rules - if it proceeds - perhaps 

million a year. 

he incidence of both costs and benefits will vary widely 

g to the circumstances of individual companies. The larger, 

companies are more likely to be significantly affected, 

both"better and worse. Their response to any loss from the 

pricing and valuation changes may however be muted by the fact 

that these are anti-avoidance measures designed to reinstate the 

proper operation of the existing rules. 

This involve 

(spread over a per 

of about £30 million. 

(of which about 5000 

generally be relatively 

be to some extent offset by 

year and possibly also in future years before the extra charge 

bites in full). 

Building Societies   

The main impact of the Budge o Building Societies will 

arise from the change in Corporation T 	yment dates. But there 

are, too, a number of minor starters 	ch will improve the tax 

rules affecting societies - although none mean any significant 

quantifiable benefit. 

I  BUDGET SECRET NOT TO BE COPIED 

once-for-all yield of about £150 million 

f years) plus a continuing annual yield 

will be spread over about 30,000 'names' 

t UK residents). The extra tax will 

1 as a share of total income and will 

reductions in personal tax rates (this 

<>se' 

23. Against this, both banks and building so 

substantial compliance costs if a strong opti 

tackle abuse of MIRAS - subsidised 'home improvem t 

both banks and building societies may complain 

competitive position, given that the 'composite ra 

• 

could face 

adopted to 

ans. And 

t their 

pplying 
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parallel with the basic to their savings 

ate cut until 1988-89. But the building societies made little 

this in analogous circumstances last year, and the banks 

arently prefer plenty of advance notice. 

orated businesses 

nain impact of the Budget on unincorporated businesses, 

across all sectors will be the benefit of income tax rate cuts, 

followed by the VAT changes following from the small business 

review. The VAT changes will be uneven in their impact, with 

no effect o 	t retailers, who come under retail schemes and 

already have 	accounting: 	indeed, as noted above, some 

retailers will 	rom the package as it currently stands. Some 

self-employed ta 	will benefit from the relaxation of the 

retirement annuity 	ium limits for older contributors. 	The 

proposed changes to 	VAT partial exemption rules may affect 

adversely a minority 	arge unincorporated business, although 

a few smaller ones may berfl-t from the relaxation of the de minimis  • 	rules. 
Small companies  

The great majority of smal 	panies will be clear gainers, 

from the reduction in the smaiD 	mpanies rate of Corporation 

Tax. 	They will also gain from t'l VAT small business changes. 

Few will have sufficient capital ga 	to be much affected by 

the assimilation of corporate capita 	ains to the standard CT 

rate scale. Of those that do, some will gain - eg the small company 

which is winding down and selling off some assets and wishes to 

distribute the resulting gains to its shareholders. Some - those 

well into the small companies 'taper rate' 	. th substantial 

gains - will lose. But very few are likely to 	tright losers 

overall. Pre-65 companies will lose from alignm 	CT payment 

dates at 9 months: but small companies are more ii 	 average 

to be younger than this. 

• 
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Conclusion 

• Small companies and unincorporated businesses should almost 

I be gainers from the Budget. Otherwise no sector shows a clear 

overall except for building societies, and even here there 

some losers. 

few sectors there will be significant losers arising 

from one particular measure or package of measures: life companies, 

the oil sector (although some companies will gain), property and 

investment companies, brewers. 	Apart from these sectors, the 

effects of ea 	arter will be scattered in an unpredicable pattern 

across sector 	pping  and farming - sectors which have sometimes 

created problem 	he past - seem generally likely to be little 

affected one way or he other, or to benefit somewhat overall. 

Most companies in  4P 	years will not lose significantly or at 

all. But some comp 	in any sector could lose significantly 

from one or other sta 	and a few, for example in the banking 

sector, may lose from moi41tn one. 

28. The risk of loss under a number of starters may be slightly 

higher for large established groups with overseas interests. But 

even in this group the risk of 	ly large losses piling up for 

a single group is quite small. 	is difficult to predict which 

companies will turn out to be mle losers, if only because 

one major ingredient - tax on corpo te 

transactions which have not been mad 

be some, and they will complain. 

• 

27. 

• 
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Small companies' rate 

Ccrporate capital gains 

VAT: partial 	ion 

VAT: small bus]. 

CT payment dates 

Dual resident compan 

Double taxation relief 
foreign loans 

North Sea package 

10 

	

	Lloyds - Reinsurance to Close 

Bu:Ilding Societies - minor starters 
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ANNEX A 

MAIN TAX MEASURES AFFECTING THE BUSINESS SECTOR 

Yield+/Cost- 
£m 

self-employed 

1987-88 1988-89 

-120 -240 

nil -40 

nil +50 

+300 +400 

-115 -35 

nil +80 

neg +125 

neg +20 

+45 +40 

nil +35 

neg neg 

0 ) 
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f million 

1989-90 1990-91 

+50-100 +50-100 

-30 -45 

-30 

-20 -20 

-30 

1987-88 	1988-89 

‹A  +50-100 +50-100 
Pricing ) 

Valuation) 

CFA 

Research 

Oil allowance 

ACT carryback 

Memo 

Design and engineering 
(21 months) -25 
	-100 

5 -10 

-20 

Aloboix 6 
WASuke hiCrecTiAcr 

kt4tAs1174.1 

297/33 
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ANNEX B 

 

MEASURES AFFECTING OIL INDUSTRY 

 

(+ = cost to the industry) 
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ORAL EFFECT OF CURRENT BUDGET STARTERS 

Note by FP, HM Treasury 

corpo 	Jitax  rates; 

charging 

with ACT se 

rate capital gains at normal CT rates, 

companies; 

restricting double taxation reli 
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INTRODBCTION 

This note looks at the likely effects of the current Budget package 

on the corporate sector. The measures considered are: 

reduj 	in the basic income tax and small companies' 

tightening up t VAT partial exemption rules; 

VAT small businesses review; 

aligning CT payment da 	 months; 

removing double relief 	losses of dual resident 

on foreign loans; 

the North Sea oil taxation package; 

Lloyds - Reinsurance to close; 

minor starters affecting building societi 

2. 	Estimated costs and yields of these measures 
in the table at Annex A. 
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of the Budget 

looks at the ef 

to build up a p 

the various parts of 

interplay be 

corresponding 

shared characteristics. Rut, generally, there is little systematic 

measures, and this means that there is 

tie scope for generalisation about the impact 

on particular sectors. This note therefore 

on companies measure by measure, in order 

f the impact of the current package on 

rporate sector. 
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The feature this year common to most of the Budget measures 

ecting the corporate sector is that their impact is generally 

than usually variable between one company and another, even 

a given business sector. In some cases, the cffects on 

en company will also vary substantially from one year to 

4. 	Individual measures may, as indicated below, have a significant 

impact on particular sectors, or on companies with particular 

ASSESSMENT OF IMPACT OF 

  

 

DUAL MEASURES 

  

Corporation Tax: change in treatment of capital gains   

For companies above the 	 companies' taper band for 

Corporation Tax, the increase in 	ax rate from 30 to 35 per cent 

on capital gains will be mitigA - for those with ACT which 

they cannot set off against Corporati n Tax under current rules - by 

the wider availability of ACT offse 	he impact of both the 

higher tax rate and the ACT offset ca 	e varied, to an extent, 

by companies themselves: they will generally be able to choose 

the time at which they realise chargeable gains and to choose 

the timing and amount of distributions, so as to regulate the 

ACT available for set off. 

Small companies will not generally have 	ient gains 

to be much affected by the change. Of those tha do those in 

the small company rate band proper (currently up 	00,000) 

will pay less tax on their chargeable gains, as well as 	itting 

from the reduction in the small companies rate on t i. 	her 

income. 	Some in the next highest band (current 	2rom 

£100,000-£500,000) may pay more tax on their capital gains. 	But 

few will be outright losers, taking account of the tax reduction 

re BUDGET SECRET 
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9. 	We have little data on which to 

the benefit of ACT set-off 

likely to be helpful to a 

aluate the incidence of 

against taPon gains. But it seems 

small number of companies with large 

4467/1/PN 
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Outside the small companies 

sers when they realise gains although they 

estimate, be able to cope with the  

will be 

should, on the 

loss. Property enue's 

sector life companies 

secto 

and investment companies will also tend to lose. The 

ution sector, which tends to have few chargeable gains, 

relatively little affected. These areas aside, no clear 

attern emerges. 

8. 	Most companies 

any, chargeable gains. 

goodwill can 	'rolled 

company is 

capital or t 

companies in al (9 
414 on their gains. Lo 

in sectors 

disposal: 	eg 

than distribution; 

aluable physical assets available for 

facturing and oil companies rather 

in most years will not have large, or even 

Gains on land, fixed plant, ships and 

over' into new acquisitions, unless the 

net realisations; and some companies will have 

losses available for set-off. But a few 

ors will have to pay more corporation tax 

re relatively more likely 

in companies likely to 

net realisations: per 

therefore perhaps in 

adversely affected by 

measure - see below). 

be in a position to make large 

larger, older companies (and 

me cases "pro-65" companies 

orporation Tax payments date 

overseas interests, little or no UK profits and a high dividend 

policy. 	These companies have large amounts 	CT available, 

and little scope for set-off under current r 	since double 

taxation relief eliminates or reduces the corpor i 	tax payable 

on 	their 	overseas 	income. 	Other 	larg 	p rticularly 

quoted - companies may also display to a lesser 	 these 

characteristics - high dividends, the possibility of 1 	ains, 

overseas income relatively high as a share of the tot 	hich 

make the proposal on set-off of ACT against tax on chble 

gains a valuable change for them. 
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This will have an adverse effect on firms which have a 

vely small VAT-exempt business carried on alongside a larger 

within the VAT net. It will therefore usually affect 

ose firms which do not have a 'simple' sectoral identity, 

on a sideline to their main business: for example 

manufacturing firms letting out space which is not requiled for 

their own use. There will also be around 2,000 'other 

businesses - incorporated or unincorporated - who would benetit 

exa 

but 

from the rel 

them to reclai 
n of the de minimis rules, which would allow 

f their input tax. 

11. Customs hav 	.wever, identified and quantified three 
instances (amountin 	bout one-twentieth of the overall yield) 
where the pattern o 	øe-by-side activity is intrinsic to a 
particular sector or su 	r. These are: 

;'c''1̀1  

brewers (tied houses), which stand to lose about flOm 

a year (not taking account of the effect on their direct 

taxes) 

oil companies (tied pet ations), about £5m 

retailers (shops within sho , about £5m. 

 

Otherwise the firms affected will be 	arily those which have 

a subsidiary activity of property letting, insurance or finance, 

but whose primary activity could be in any taxable sector. Those 

in the first of these groups, in particular, are likely to be 

a heterogeneous collection spread over many sect 
 : 	Those whose 

main business is itself wholly or largely VA 	t - eg the 
clearing banks and large insurance companies S  be little 
affected because the existing partial exemption already 

deal effectively with them. 

VAT small business review 

12. There are two main elements in this, cash accounting and 

relaxation of the rules concerning registration. The extent which 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED  , 
0 

 

% 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



4467/1 

biresses 

c ounting 

y make, 

also 

at ion 

es, 

(wheth 
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Y99FL NAT . 	 )  

will depend on the proportion of credit sales which 

and the length of credit they extend. Cash accounting 

give smaller businesses full bad debt rclicf. 

of the rules concerning registration will help 

and very small businesses which grow over 

NOT TO BE COPIED 

will benefit from cash 

The 

new 

the 
reg 

for 

on threshold, by giving them up to 

gistration. 	It is difficult to discern 

one month to notify 

a sectoral pattern 

in these aspects of the small business package. But retailers 

as a whole will not benefit from cash accounting, and under the 

proposals as t 	stand retailers who makes self-financed credit 

this 

will 

to 

schemes - solicitor 

sales will b 

proposal 

be certain 

withdraw 

making mixed retail a 

off as they will lose bad debt relief, although 

rently under review. Also affected adversely 

ones of traders from which 

estrict entitlement to 

ountants, estate agents, 

esale supplies. 

it is proposed 

use 	retail 

and businesses 

Corporation Tax payment tes  

13. At present, companies established since 1965 pay Corporation 

Tax nine months after their yea end. 	'Pre-65' companies pay 

after a delay which is usually r nine or 12 months, but can 

be as long as 21 months. It is 	sed to align all companies 

at 9 months, with a 3 year transit al period. Post-65 companies 

are unaffected, and so "young" and  0 
as information technology - and thos  Al) growing sectors - such 

h a high turnover of 

firms - such as the building trade - van be relatively less 

affected. 	Conversely, mature sectors will contain a relatively 

larger proportion of pre-65 companies. 	There is also some 

correlation with size. Most of the largest 100 

affected to some extent, although not all corpo 

within a group will necessarily be affected. 

or the formation of new subsidiaries since 1965 

profits will already arise in post-65 companies p 

months. 

roups will be 

tax payments 

anisations, 

that some 

after 9 

14. Half of the corporation tax paid by the manufactu in 	nd 

distribution sectors (in total about £4 billion) will b'i paid 

by companies with a payment gap of more than 9 months. The average 
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in the US to obtain a more favourable 

have used this for the same purpose in 

tax situati 

reverse, but 
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payment gap in 

410corporate tax trom this 

/10 
 an average of  

panies and for 

and building 

thelniDiatirtIgT ei\l4ePt 1  

5 months. For other industrial and commercial 

the financial sector (other than the clearing 

societies) lcss Lhdn a quarter of their 

BUDGET SECRET 

sector will eventually be advanced 
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s: so about £2 billion 

tion tax (in total about £3 billion) will be paid by 

with a payment gap of more than nine months. So about 

on here will be advanced by an average of five months. 

15. For 3 of the 4 clearing banks their main UK banking activity 

will be affected by this change. Other City firms - including 

CO 

£75 

UK 

in particular 

The position 

with a longst 

only two oil 

months; later ent 

are not. 	Building 

ones pay more quickl 

present, and so will 

presence tend to be affected, although 

have payment dates of more than twelve 

North Sea interests only, generally 

ties are a special case: most large 

nine months after their year end at 

from the change. 	Others will be 

UK branches of foreign banks - will be unaffected. 

..1 companies is mixed: the integrated companies 
• 

-1‘ 
z 04.  4 

+ , .anies 
' 	v 

I • Z 

with 

unaffected and some - but none of the largest - will be required 

to bring their payments forward substantially. 

Corporation Tax - Dual Resident Conies  

16. This measure (yield estimate 	125m in 1988-89) will affect 

larger groups of companies, either (-based with interests overseas 

(usually in the US); or overseas s1 1y US) - based companies 

with interests in the UK. Current1kut 170 groups use the 

device, about two-thirds of them UK-baseal>. Most have only adopted 

it in recent years. The device has been relatively little used 

in the financial sector, although in the small number of cases 

in this sector the figures are very large. 	Ot wise companies 

using the device are scattered across the mu 	onal sector. 

The device has been used for both new acquisiti 	the US by 

UK groups and for the purpose of re-financing existi 	nvestment 

groups 

or the 

purpose of obtaining a UK deduction in respect of what i 	fect 
US investment in third countries. In some cases dual 

have been used to finance new investment in the UK, althoug there 

is little evidence that any new investment depended on the existence 

of the device. 
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Credit Relief on Overseas Borrowing 

This measure, which is restricted to the banks, has an 

ated yield of £20m in 1988/89. Over time, some or all ot 

11 be passed on to borrowers, as wider gross margins. The 

ef 	s will be most concentrated for banks specialising in 

whol 	e business (particularly UK branches of foreign banks). 

This includes the clearers, most of whom will dlso be aftected 

by the changes to CT payment dates (and who may conceivably also 

realise chargeable capital gains). But the impoLLdnce of double 

taxation re 	on tax-withheld foreign borrowing will be 

proportionate 	jih less for the clearers than, for example, 

UK branches of 

in CT payment dat 

Oil Taxation 

Accelerated repaym 	of APRT, worth £310 million to the 

industry's cash-flow in 1986-87, has already been announced and 

implemented. The Budget starters relaxing 'crossfield' PRT relief, 

and the rules for ACT carry back, are currently under review. 

Detailed figures are given in A 

Changes to the PRT pricing 	valuation rules might cost 

the industry between £50-100 milli 	year (it remains to be 

decided whether this change will f is 	in the Budget package, 

or whether it can be built into the base o e); VAT partial exemption 

about a further £5 million (falling on those companies with a 

retail petrol business); and harmonisation of CT payment dates 

about a further £5 million in each year of the transitional period. 

On past experience extra tax on chargeablc gai ght be no more 

banks, who will be unaffected by the change 

than £5 million a year. 	But rationalisat 

withdrawals from the sector, over the next f 

up this figure. Even a few large disposals - if 

be sheltered  -  could push the extra burden on cha 

well above the level suggested by past experience. 

d possible 

may push 

ins could 

gains 

t all 

this, 	the 10 per cent crossfield allowance for•14ement 

expenditure is worth about F5 million to the industry' 	87- 

88, rising thereafter; PRT relief for non - field-specific research 
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ation to the ACT carryback rules 

million a year. 

NOT TO BE COMM 
of the decade; and 

if it proceeds - perhaps 

he incidence of both costs and benefits will vary widely 

g to the circumstances of individual companies. The larger, 

int 	companies are more likely to be significantly affected, 

both 	1etter and worse. Their response to any loss from the 

pricing and valuation changes may however be muted by the fact 

that these are anti-avoidance measures designed to reinstate Lhe 

proper operation of the existing rules. 

Lloyds: Re-ins 	to close 

This involve 	once-for-all yield of about £150 million 

(spread over a per 	f years) plus a continuing annual yield 

of about £30 million. 	will be spread over about 30,000 'names' 

(of which about 5000 	t UK residents). The extra tax will 

generally be relatively 	1 as a share of total income and will 

be to some extent offset by reductions in personal tax rates (this 

year and possibly also in future years before the extra charge 

bites in full). 

Building Societies  

Building Societies will 

yment dates. But there 

o ch  will improve the tax 

rules affecting societies although none mean any significant 

quantifiable benefit. 

The main impact of the Budge 

arise from the change in Corporation T 

are, too, a number of minor starters 

23. Against this, both banks and building so 

substantial compliance costs if a strong opti 

tackle abuse of MIRAS - subsidised 'home improvem 

both banks and building societies may complain 

competitive position, given that the 'composite ra 

could face 

adopted to 

oans. And 

t their 

plying 
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CT payment 

an average 

their savings  LI  WO (3 EFT1ILTS110NIL  
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cut until 1988-89. 

this in analogous circumstances last year, and the banks 

12„arently prefer plenty of advance notice. 

)63 
 orated businesses 

am n impact of the Budget on unincorporated businesses, 

across all sectors will be the benefit of income tax rate cuts, 

followed by the VAT changes following from the small business 

But the building societies made little 

24. 

no effect o 

already have 

retailers will 

self-employed t 

in their impact, with 

t retailers, who come under retail schemes and 

accounting: indeed, as noted above, some 

rom the package as it currently stands. Some 

will benefit from the relaxation of the 

review. The VAT changes will be uneven 

retirement arinuitj ium limits for older contributors. 	The 

proposed changes to 	VAT partial exemption rules may affect 

adversely a minority 	rge unincorporated business, although 

a few smaller ones may b 	f t from the relaxation of the de minimis  

rules. 

Small companies  

25. The great majority of smal 

from the reduction in the smalf 

Tax. They will also gain from t 

Few will have sufficient capital ga 

the 

rate 

which is winding down and selling off some assets and wishes to 

distribute the resulting gains to its shareholders. Some - those 

well into the small companies 'taper rate' a 	th substantial 

mpanies will be clear gainers, 

mpanies rate of Corporation 

VAT small business changes. 

to be much affected by 

assimilation of corporate capita 'ains to the standard CT 

scale. Of those that do, some will gain - eg the small company 

gains - will lose. But very few are likely to 

overall. Pre-65 companies will lose from alignm 

dates at 9 months: but small companies are more 1 

to be younger than this. 
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lusion 

Small companies and unincorporated businesses should almost 

be gainers from the Budget. Otherwise no sector shows a clear 

overall except for building societies, and even here thcrc 

some losers. 

r1 à few sectors there will be significant losers arising 

from one particular measure or package of measures: life companies, 

the oil sector (although some companies will gain), property and 

investment companies, brewers. 	Apart from these secLors, the 

effects of e 	arter will be scattered in an unpredicable pattern 

across sector 	pping and farming - sectors which have sometimes 

created problem 	he past - seem generally likely to be little 

affected one wa or he other, or to benefit somewhat overall. 

Most companies in  m. 	years will not lose significantly or at 

all. But some comp 	in any sector could lose significantly 

from one or other sta 	and a few, for example in the banking 

sector, may lose from mo 	than one. 

The risk of loss under a number of starters may be slightly 

higher for large established groups with overseas interests. But 

even in this group the risk of 	ly large losses piling up for 

a single group is quite small. 	 difficult to predict which 

companies will turn out to be mlIle losers, if only because 

one major ingredient - tax on corpo t 	ins - depends on one-off 

transactions which have not been mad 	ut there will certainly 

be some, and they will complain. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED  _ 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



Income 	self-employed 

Small companies' rate 

Corporate capital gains 

VAT: partial e 	ion 

VAT: small bus 

CT payment dates 

Dual resident compa 

Double taxation relie 
foreign loans 

North Sea package 

Lloyds - Reinsurance to Close 

Building Societies - minor starters 

BS7 
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MAIN TAX MEASURES AFFECTING THE BUSINESS SECTOR 7i))  
Yield+/Cost- 

Em 
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1987-88 1988-89 

-120 -240 

nil -40 

nil +50 

+300 +400 

-115 -35 

nil +80 

neg +125 

neg +20 

+45 +40 

nil +35 

neg neg 
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f million 

1988-89 1989-90 1990-91 

+50-100 +50-100 +50-100 

-10 -30 -45 

-30 

-20 -20 -20 

Pricing ) 

Valuation) 

1987-88 

+50-100 

CFA 

Research 

Oil allowance 

ACT carryback 

-5 

297/33 
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MEASURES AFFECTING OIL INDUSTRY 

(4- = cost to the industry) 

Memo 

  

Design and engineering 
(21 months) -25 	-100 	 -30 
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2. CHANCELLOR 

BUDGET CONFIDENTIAL 

FROM: MISS C E C SINCLAIR 
DATE: 5 February 1987 

cc 	Principal Private 
Secretary 

Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr F E R Butler 
Mr Wilson 
Mr Cassell 
Mr Monck 
Mr P Sedgwick 
Mr Odling Smee 
Miss Evans 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Mr Battishill 
Mr Isaac 
Mr Painter 

Sir A Fraser 
Mr Knox 

- IR 

- C&E 

P Graham - Parly' Counse 

BUDGET LOLLIPOPS 

Mr Allan's minute of 28 January asked FP to coordinate a 'Lollipop' 

trawl in Revenue, Customs and Treasury. We were asked to cover 

any ideas put forward last year, but not proceeded with. 

Since then the Minister of State has considered the proposals 

put forward in this year's Budget representations from the Charities 

VAT and Tax Reform Group (CVTRG). A lollipop mini- package of 

VAT concessions for charities has been provisionally agreed 

(Miss Ryding's minute of 2 February and Mr Judge's minute of 

3 February). 	The proposals in this mini-package are set out in 

Annex A. 

Proposals which were considered last year, but not proceeded 

with, are set out in Annex B. 	We have not, however, included 

proposals put forward again this year by the CVTRG, but implicitly 

ruled out by Ministers' decisions on the mini-lollipop package 
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Jefferson Smith's submission of 29 January refers). We have, 

ii uded for the sake of completeness, two 'heritage' items (nos 

1 and 9 in Annex B) considered last year. Arguably the case for 

these is not strong, particularly since the Finance Bill is likely 

to contain a heritage lollipop on Maintenancp Pnivis (Starter 169). 

On the same basis we put forward, without enthusiasm, student 

covenants for 17 year olds (no 8 in Annex B). The proposed review 

of maintenance payments and covenants suggests that this is not 

a good time at which to introduce this change. Although the 

Secretary of State for Scotland has pressed for this in the past, 

he has not included it in his Budget representation this year. 

New lollipops are set out in Annex C. They reflect trawls 

of political advisers, Ministers and officials in the Treasury 

as well as in Customs and Revenue. 

None are of wide appeal. The proposal to amend the BES rules 

on film production, the exemption of stockbrokers' commissions 

from VAT, and the increase in the tax relief limit for friendly 

societies might have a wider impact than the others. None are 

expensive: 	last autumn's exercise on the scope for abolishing 

taxes rules out the more expensive lollipops. 

With the exception of the items in Annex A, we would need 

to provide further advice on any proposals floated here as possible 

lollipops. 	It would be helpful if you could indicate which ones 

merit further work. 	There would, of course, be considerable 

additional work for Parliamentary Counsel if a large number of 

the items in Annexes B and C were selected. 

7 -i 

CAROLYN SINCLAIR 
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VAT LOLLIPOPS FOR CHARITIES 

VAT relief for certain purchases by mountain rescue associations  

It has been agreed that we should change the law to apply zero rating 

to certain location identification equipment used by charitable 

organisations providing rescue and first-aid services. This would 

expand the present limited relief for specialised equipment such as 

ambulances. But it would not go as far as to exempt all expenditure 

involved in equipping and running mountain rescue schemes, something 

for which the Patterdale Mountain Rescue Association have lobbied. 

The relieving Order is now ready to be made and laid. But it has been 

decided that this fact should be announced in the Budget package. 

Revenue cost: negligible. 

Statutory effect for VAT concession on goods donated for export 
by a charity  

Customs have been operating an extra-statutory concession in this 

area. It is proposed that the concession should be given statutory 

effect and the fact announced in this year's Budget. Cost 

negligible. 

Extension 	of 	VAT 	concession 	for 	installation 	of  
bathrooms/lavatory facilities for disabled residents in charity homes  

At present Customs operate an extra-statutory concession on VAT on 

the installation of individual bathroom and lavatory facilities for 

charity-owned homes. It is proposed that this concession should be 

extended to communal bathroom/lavatory facilities in such homes, and 

the widened concession put on a statutory base. Cost negligible. 

VAT relief on welfare vehicles for hospices 

The proposal is that last year's concession for passenger vehicles 

(capable of carrying between 6 and 50 passengers) for charities 

caring for the blind, deaf and mentally-handicapped be extended to 

hospices. The revenue cost would be small. 
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5.ALVAT relief for listed drugs  

The Charities VAT and Tax Reform Group have complained that the 

relief for medicinal products introduced in last year's Budget was nf 

limited use to medical research charities because most of the 

chemical products which they used for research are not medicines as 

defined by the Medicines Act. They are pressing for a relief for all 

drugs used in medical research. There is, however, difficulty in 

defining precisely what is a drug. Further relief would therefore 

have to be based on a list of individual substances. The Minister of 

State has agreed that Customs should consult in confidence with the 

DHSS and the Government chemist on the possibility of drawing up such 

a list. 	The aim would be to include those drugs in 

current medical research. 	Cost would depend on 

chemicals covered and whether it was decided to extend 

to 	non-charitable, 	non-profit 	making 	research 

comprehensive relief might cost around E3 million. 

common use in 

the range of 

the concession 

bodies. A 
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• 	 ANNEX B 

BUDGET LOLLIPOPS CONSIDERED BUT REJECTED LAST YEAR 

1. CGT and Maintenance Funds  /J 
The proposal is that on the death of a person who has set up a 

maintenance fund to support heritage property, the value of assets 

in the fund should be uplifted to their value at the time of 

death, to reduce CGT liability on disposal of the assets. Proposed 

by the heritage lobby (though not this year). Cost of the order 

of £2 million. 

VAT relief for welfare provided by charities  Vi 

In the past the Charities, VAT and Tax Reform Group have sought 

relief from VAT on all purchases by charities in order to perform 

a social welfare function eg residential care, training for 

employment, on the grounds that in these activities the charities 

substitute for, or at least compldment, state provision of similar 

services. Estimated cost could be up to £15 million per year; 

primary legislation may be required. The difficulties with 

this proposal are that it would involve Government making a value 

judgement that certain charitable activities are more "worthy" 

than others. There would be pressure from the charities whose 

activities are excluded for similar treatment (Committee stage 

debate would provide an occasion for such pressure); and there 

would be a danger that the Commission would object that that relief 

would be equivalent to new zero rating. The fact that the Charities 

VAT Reform Group have not included this measure in their current 

Budget representations suggests that they may appreciate the 

practical difficulties. 

VAT relief for suppliers of petrol and lubricating oil to 

Royal National Lifeboat Institution 

This was considered in 1984 when VAT relief for the RNLI was 

extended to lifeboat carriage and launching equipment. The argument 

against extending relief to petrol and oil was the potential 

repercussive effects since many other organisations, particularly 

other charities with high fuel cost, would press hard for similar 

reliefs. Nothing has changed. 
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AI/ Extension of VAT relief for sales of donated goods by charities  

At present relief is restricted to charities which are primarily 

concerned with the relief of human distress or animal welfare. 

Could be extended to other specified worthy charities or to 

charities generally. Cost not known. But Customs advise that 

a general relief would include some charities of dubious value 

and increase the risks of abuse, whereas a limited extension would 

be bound to increase pressure for turther extensions. 

) 

VAT and caL Ldx tenet for recipients of mobility Allowance  

or War Pensioners' Mobility Supplement who use their allowances  

to buy normal production cars on hire purchase  

This has been rejected in the past on the ground of cost (estimated 

in 1984 at £21/2 million for vehicles currently supplied through 

Motability, but up to £10 million if Motability supplied vehicles 

to its capacity and more if the concession had to be extended 

to other traders) and also the danger of abuse as it would be 

too easy for the disabled to buy ordinary cars for transfer to 

friends or relatives or for sale. 

Car tax relief on cars supplied to Motability for leasing 

Open to same risk of abuse, but to lesser extent. However, 

Motability received very generous concessions in 1984 - deliberately 

overcompensating them for CT changes - which, since they took 

the form of zero rating for leasing charges, gave considerable 

extra help to those choosing to lease not buy)  from Motability. 
1 

As far as we are aware, further concessions are not being sought 

this year and, if given would increase Motability's privileges 

compared to those available to the disabled generally. Chancellor 

decided not to make this further limited concession in 1984 but 

said then that he would not rule it out for the future. Revenue 

cost would be about £4m, A' i,resent volume of leasing (car tax 

only as VAT relief already applies). 
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/10 Blind Allowance  

The blind allowance is currently £360 and has not been increased 

since 1981 (when it was doubled). Some 40,000 people benefit 

(only a third of all those registered blind) at a cost of £5 million 

a year. Doubling the allowance to E12U would cost about £5 million. 

But there has been little pressure for such an increase, which 

would make eventual abolition of what is already an anomalous 

allowance more difficult. 

Student covenants - extension to 17 years olds  

At present under-18s cannot benefit from tax relief for payments 

under covenant by parents. The Scottish Secretary has asked in 

previous years for relief to be extended to 17 year old students 

(who are more common in Scotland than England and Wales). Cost 

would be about £1-2 million, with a small staff cost. However 

the proposal has so far always been rejected because of the 

difficulties of tampering with the general rules on age of majority, 

and the risk that it might not be possible to ring-fence the 

concession to students alone. The Chancellor has agreed that 

there should be a longer-term review of maintenance payments and 

covenants (Mr Kuczys' note of 19 January on tax-neutral maintenance 

payments), and it would be better not to widen the present relief 

in the meantime. 

CTT e douceuri concession 

The proposal would extend the present CTT concession applying 

to sales of heritage assets to specified, generally public, bodies 

to non-public nature conservancy bodies (such as Poyal Society 

for Nature Conservation, Royal Society for the Protection of Birds, 

Woodland Trust, and Scottish Wildlife Trust). In the form proposed 

by Mr Baker, eligible bodies would be specified by the Nature 

Conservancy Council with the agreement of the Treasury. Cost 

unquantifiable 	but 	could 	be 	significant. 	Previo sly 

rejected - difficult to restrict extension to just these bodies. 
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1410 CGT and divorce  

Assets transferred between divorcing spouses as part of a 

settlement - eg in exchange for agreement not to pay 

maintenance - attract CGT. Exemption would be too generous, but 

alternative of rollover relief raises problems of election which 

could only be settled by the Courts. Legislation (which should 

ideally be discussed in advance with the Law Society and the Lord 

Chancellor's Office) would be complicated, and has been rejected 

in previous years. There is also an argument for leaving this 

on one side until the Government has announced its intentions 

on the taxation of Husband and Wife generally. Revenue effects 

negligible, however. 
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• 	 ANNEX C 

NEW LOLLIPOPS 

BES & (films)  

The existing BES relief for the production of films currently 

requires the company to produce films over three years. The 

proposal is to relax the requirement on making films for three 

years, allowing the company both to produce films and to distribute 

those already made over the three year period. Cost will depend 

on take up, but is likely to be small. 

Exempt stockbrokers from VAT 

Where a stockbroker acts as an agent, ie single capacity, VAT 

is payable on the commission charge. Following the Big Bang, 

the stockbroker can act in dual capacity and makes his profit 

from the difference between his selling price and buying price, 

on which VAT is not payable. The Stock Exchange's Budget 

representations contain a plea for exemption of agency commissions, 

and this has been supported by the SIB. We understand that shortly 

after Big Bang some 70 per cent of transactions by value were 

principal deals and therefore exempt from VAT anyway. So there 

are good arguments for exempting agency deals from VAT also, to 

avoid distortion of competition. There are no EC complications, 

since we only tax stockbrokers' commissions under a derogation 

from the EC Sixth Directive. The main disadvantage would be the 

revenue loss which, if the proportion of principal dealing has 

remained at around 70 per cent, we estimate to be of the order 

of £20 million. Customs would need to discuss the borderline 

of the exemption with the Stock Exchange, but as the change could 

be made by Order, the intention to do this could be announced 

in the Budget speech, followed by consultation and an Order in 

the summer. 

Accrued income share - convertible stocks  

There is a rule in the anti-bond washing provisions in the Accrued 

Income Scheme to prevent convertible loan stocks from being used 

for bond washing. 	Some representative bodies have complained 
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tilk the convertibles rule is too harsh. There is some substance 

in this. The rule could be relaxed to meet their point. But 

some of the anti-avoidance machinery would need to be kept. The 

question is whether Ministers are prepared 

to have any  legislation on the Accrued Income Scheme 

(this could provoke a wider debate) 

to face thf= cost - perhaps £10 million as an order 

magnitude. 

Stock lending and pension funds  

Pension funds and other institutions lend stocks in their possession 

to market makers for a fee (the market maker subsequently sells 

on the stock and in due course returns an equal amount to the 

lender). The proposition is that pension funds should be exempted 

from tax on their stock lending fees (so as to encourage them 

to play a bigger part in the stock lending market, and thus 

contribute to market liquidity). This is raised this year (as 

last) by the Stock Exchange (and will probably be supported by 

the Bank). But the Chancellor turned it down firmly last year 

and the case for action this year is probably weaker than last 

because the alleged liquidity problems have not materialised. 

Professional costs of setting up share option and profit 

sharing schemes  

The costs (legal and accountancy fees) of setting up share option 

and profit sharing schemes cannot be set against a company's profits 

for tax purposes because they are of a capital nature. The 

accountancy bodies see this as unreasonable, given that Government 

is keen to encourage companies to set up schemes of this kind. 

Disposal receipts in exempt gas fields  

This topic was considered last year but no action was taken. PRT 

is charged on disposals of field assets, and on the insurance 

proceeds when they are damaged or destroyed. This is generally 
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to counterpart of the PRT rellet given when the assetc were 
acquired or when they are replaced after damage/destruction. But 

PRT-exempt gas fields are charged on disposals and insurance 

proceeds even though PRT relief is not available for development 

or replacement. The industry continues to press the pointo  

particularly the insurance anomaly. In effect, claimanLs in exempt 

gas fields can only recover about half of their loss, after PRT. 

The cost of exempting disposals would be negligible (less than 

£2m a year). The cost of exempting insurance receipts might be 

higher, if and when a major accident occurred. 

7. 	Increase tax relief limit for life assurance business by 

friendly societies  

Friendly societies can currently engage in the exempt life assurance 

business provided the sum assured is under £750. The friendly 

societies themselves argue that such a sum is increasingly 

inadequate and should be raised. A more attractive solution would 

be to fix the tax relief to the annual premium, up to a limit 

of say £100 per annum. 	This would be welcomed by friendly 

societies. 	The Inland Revenue believe the tax loss would be 

negligible. The Economic Secretary is due to consider in a meeting 

next week. 
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PRINCIPAL PRIV E SECRETARY (MR ALLAN) 

BUDGET STATEMENT : TAXATION SECTION : THIRD DRAFT 

Since my note of 4 March (not, as typed, February), we have seen 

the Economic Secretary's comments (Mr Barnes' notes of 4 and 5 

March to Mr Scholar). Our only points are on the alternative 

second sentence proposed for D.40 and the suggested redraft of 

E.15. 

D.40 It the Chancellor wishes to take this line we can confirm that 

the point of substance the Economic Secretary is making, 

namely that Lloyd's are the only taxpayers in this position, 

is correct. But we would suggest a few amendments to take 

account of the fact that it is the Names who are the traders 

and the syndicate agents who determine RIC. We also suggest 

the deletion of "an absolute" [right] as we can challenge the 

RIC figure where there is evidence that it has not been 

determined in good faith or where syndicates are "run-off". 

The sentence would then read: 

"This means that Lloyd's members, through their syndicates, 

are the only traders within our tax system who have the 

right to decide on the level of provision for future 

liabilities to deduct from their pre-tax income, and so in 

effect to determine their own tax bill." 

cc 	PS/Economic Secretary 	 Mr Battishill 
Mr Scholar 	 Mr Isaac 

Mr Painter 
Mr Beighton 
Mr McGivern 
Mx McManus 
1;5 trg- 



We suggest that this be included as a new sentence between the 

second and third sentences in our draft of 4 March. 

E.15 We are happy with the Economic Secretary's redraft subject to 

the following minor factual corrections. Second sentence - 

substitute "limit" for "limits". Revise third sentence to 

read: "The existing tax-exempt limit, being based on the sum 

assured, tends in practice to be more restrictive for the 

traditional societies, which generally offer much longer term 

policies." Fourth sentence - substitute "limit" for "limits". 

Last line, delete "and annuity". 

S J McMANUS 



MR CROPPER 

1 
36 24/0 22 

• 
im14.0.01  

"i't()4Ar 
FROM: SIR PETER MIDDLETON 

DATE: 10 FEBRUARY 1987 

cc Chanqe or--  
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Financial Secretary 
Economic Secretary 
Minister of State 
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1987 BUDGET: BACKBENCHERS' BRIEF 

I am keen to try as far as possible to smooth workloads in 

the run-up to the Budget. 

One of the exercises which is traditionally - and necessarily - 

finalised very close to Budget day is the Special Advisers' 

backbenchers' brief. Parts of this are, clearly, dependent 

on the final version of the Budget Statement. But we should 

aim to get more settled at an earlier date than in previous 

years. To this end I suggest the following timetable: 

Tuesday 10 March 	1st draft and structure cleared 
with officials including EB and FP 

Thursday 12 March Draft to Chancellor 

Friday 13 March 	Chancellor's comments to Special 
Advisers 

Friday 13/Saturday 14 March Advisers' redraft and EB check 
contents 

Monday 16 March EB final check (pm) Advisers 
resubmit to Chancellor for final 
approval (evening) 

I hope that this can be achieved but if you see difficulties 

I would be grateful to know of them. 

P E MIDDLETON 
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STATEMENT OUTLINE - SECOND DRAr 

coo' vv/( 

BUDGET 

evised and re-ordered in 

FROM: 
DATE: 

M C SCEDLAR 
13 FEBRUARY 1987 

• • • 

CHANCELLOR OF THE EXCHEQUER 

I attach a new version of this outlin 

accordance with your comments. 

cc Principal Private Secretary 
Chief Secretary (2) 
Financial Secretary (2) 
Economic Secretary (2) 
Minister of State (2) 
Sir Peter Middleton 
Sir Terence Burns 
Sir Geoffrey Littler 
Mr F E R Butler 
Mr Wilson 
Mr Cassell 
Mr Monck 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Miss Evans 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Mr Battishill  -  IR 
Mr Isaac - IR 
Mr Painter - IR 
Sir Angus Fraser - C&E 
Mr Knox - C&E 

2. 	You asked whether in any recent year the passage giving the 

fiscal adjustment had been held back until toward the end of the 

ast ten years 

position - 

xpenditure 

Speech. We have checked the Hansards. In each o 

that passage has been in or around its conven 

ie after the forecast and before the tax and any p 

measures. 

e end 3. 	In the present draft I have placed this passage clos 

of the Speech, to give maximum dramatic effect to the basic at 701t. 

The difficulty with this approach is that by distancing 
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44  justment passage from the material on the forecast we undermine the dibility of the revenue projections and of the fiscal adjustment. 

w uld not be good, at this stage in the Speech, to rehearse again 

t 	uments for believing that there will be greatly increased 

re 	in 1987-88. So there is too much flavour of a rabbit being 
pulle 	u of a hat. 

4. 	Next Friday I will submit the first full draft of the Speech. It 

would be most helpful therefore if people would let me have their 

comments on 	outline as soon as possible next week (and by 

Wednesday lun 	t latest). 

tflo 

M C SC HDLAR 

- 2 - 
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,Introduction 

Economic Background 

Mon 

Publi 

Business 

Savings and 

Taxes 'on spending 

Income tax 

Conclusion 
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of year 

exports a 

if necessa 

ick-up in second half led by strong growth in 

strial production. [Deal with CSO GDP figures 

I BUDGFT SECRET NOT TO BE COPIED 
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ECONOMIC BACKGROUND 

Two main themes: sustained track record: 

: strong comparative performance vis-a-vis 

other countries 

For year as whole, output approaching 3% higher than 

1985, as forecast at Budget time and above the average for 

major 7 industrial countries. Economy sluggish in first half 

As expect 
	

the time of the last Budget, lower oil 

prices and othe 
	

dity prices led to low inflation and 

strong growth in (4o, 	tic demand - especially consumers' 

expenditure - in all ajor economies, including UK. But oil 

producers and other less developed countries that have had to 

cope with lower commodity prices reacted more quickly than 

expected to cut imports. 

As a result exports fro 	-iie]oped countries, such as UK, 

suffered in first half of 198• 	industrial production as a 

result sluggish. More recently 	of a pick-up in demand 

for major countries' exports. 	P 	p should continue in 

1987. World background should be p 	ising for UK; scope for 

continued growth in UK exports if they remain competitive. 

Have been turbulent times in world financial markets as 

the three largest economies - US, Japan, G-, iy - grapple 

with consequences of large external imbalance 	ential for 

US to curb its twin deficits. Japan and Germa 	t operate 

policy to prevent ever growing current accoun 	luses. 

Threat to orderly development of world economy 	4o1icy 

adjustment by these three is inadequate. 	Slide pore 

protectionism in US would be disaster. 

r BUDGET SE RET 
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productivity 

productiv 

to Japan 

performance. 	Since 	1979 	manufacturing 

ncreased by over 31% a year, record second only 

1979. 

DC 

BUDGET SECRET 
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Like other major economies UK's domestic demand grew at 

rate in 1986, with consumers' expenditure rising by [just 

er 5 per cent]. 'Large rises in consumption in the UK and 

he other major economies were always likely following falls 

oil and other commodity prices. But unlikely to occur 

on such a scale. 

Recent performance 

investment growth. 

of economy has laid basis for rise in 

1986 continued UK's remarkable 

NOT TO BE COPIED 

A.dyk --`5e0 

( 

sector borrow 

borrowing as a p 

Real in 	es rates remain high in UK: growth of private 

contrast with fall in public sector 

ion of GDP. 

For manufacturi 	dustry 1986 has another successful 

year with output up by x%, productivity up by x% and exports 

up by x%. 

1986 loss of half oil 	ues severe test for economy 

and public finances. As I p 	ed last year UK has survived 

unscathed: evidence of underly). 	trength and resilience of 

economy. 

As forecast in November curren 	ccount of balance of 

payments for 1986 in broad balanc 	following cumulative 

surplus of £21 billion since 1979. Forecast is for current 

40.  
surprising following halving of oi price and 	e needed for 

adjustment before benefits of lower exc 	rate feed 

through. 	Net overseas assets now £100 billi 	creasing 

value to balance of payments in future. 

account to move into deficit of illion in 1987. 	Not 

Looking ahead expect 1987 to be a year of stead 

above all growth accompanied by falling unemploym 

expect inflation to rise to about 5% before falling 

Unit labour costs performance improving, but need tô do 
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better. 	Government remains determined to squeeze out 

inflation. 

Expect thin growth to be bdlanced with consumer spending 

ing at a slower rate than 1986, investment growth well 

a 	current year, exports expanding more quickly than 

°homy as whole. 

Said last year that pmployment prospects depend on 

sustained improvement in performance of business and industry. 

That is 	ning. Forecast shows encouraging prospect for 

further 	 unemployment next year - reflects increasing 

strength 	 enterprise economy. 	Have removed burdens 

which destroy rar , r than create jobs. 	Benefits of earlier 

Budget measures 

more flexible an 	to respond to challenges of a fast 

moving and competi 	eprld. 

Outstanding opportunities for British industry, from low 

inflation, highest company profitability for about 20 years, 

increased competitiveness. But able to seize opportunity only 

if keeps control of labour c and spends more on research 

and development and training 

nue to flow through. Firms are becoming 
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MONETARY POLICY 

Economy's sustained performance - and turn-around 

ared with other countries' - demonstrates effectiveness of 

monetary and prudent fiscal policies set in a clear 

mi4ium term framework. Strong and sustained growth, coupled 

with a disappearing budget deficit, itself an effective 

refutation of fine-tuning and neo-Keynesianism. 

We 

policies 1 

provide sta 

for markets. 

continue to follow the prudent financial 

n in successive versions of the MTFS. They 

predictable environment for business and 

Centrepiece 

shown in FSBR pub 

targets will be. 

is steady reduction in money GDP, as 

today. 	Set out what the 1987-88 

MTFS requires steady reduction in growth of money. 

Interest rates and fiscal polic the main instruments. 
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time 

has been falling sin 

Pre/  

No&D 
downward st 

then to about 

Able to brin 

because of f 

of low borrowing. 	Have been two marked 

PSBR: from about 5% to about 3% in 1981-82, 

1985-86. 

down while reducing tax burden at same 

trol of expenditure. GGE/GDP ratio 

2-83. Determined to continue. 

04) Is- 

DC 
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PUBLIC SECTOR BORROWING 

Monetary policy must always be supported by appropriate 

1 policy. 

Borrowing in 1986-87 turning out to be lower than 

expected despite lower oil price for much of year than 

assumed. [Figures] Lower as a proportion of GDP than any 

year since [1971-1972] 

Borrowing needs to be low to support declining money GDP 

and MO growth paths. Autumn Statement pledge. Now clear that 

some further reduction in PSB er medium term is indicated. 

Also need to take account 	ospects for output growth, 

I f LE-s 

level of real interest rates, th privatisation programme and 

	

f oil revenues. Above avera 	tput growth points to 

	

cyclical reduction in PSBR in 19 	8; 	oil revenues in 

may be [higher than] [nearly s high as] in 1986-87, 

then projected to decline at [x%] a year. All this points to a 

third step down in PSBR in 1987-88 followed by very gradual 

medium-term decline. 

Therefore providing for PSBR in 1987-88 a 

gradual decline beyond that: will be reviewed 

Very 

r. 

amn This is cautious and prudent policy. Will help 

proper balance in economy and keep up the pres 

inflation. 

tt/3 	‘")1L4\  
eAtikeko‘ L  
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BUSINESS AND ENTERPRISE 

and Small Businesses 

 

First, measures specifically designed to help small 

sses with burden of accounting and record-keeping for  

Consultative document on VAT and small businesses, 

issued last October, unveiled proposals which have been 

welcomed by representative bodies and individual businessmen 

alike. 

propose, with effect from 1 October 1987, 

cash accounting for VAT for companies with 

low [E250,000]. Companies will not be 

until they have been paid by their 

small businesses automatic bad debt 

relief. 	The pro 	is subject to our obtaining the 

necessary derogation from the EC Sixth Directive on VAT, [for 

which I am applying today.] 

Also propose, from 1 July 988, optional system of annual 

acounting for VAT which wil 	that businesses with annual 

turnover below [E 	] will 	< fleed to send one return to 

Customs each year. 

Further propose that period wle which businesses must 

notify and be registered for VAT sho&A be extended from ten 

days to one month. 

In addition, propose that special VAT schemes for 

retailers be improved and simplified in a nu 	r of ways. 

Not intending to proceed with compulsory  14  44Nistration 

of traders below VAT threshold, [? nor with wi rthd,  wal of 

retailers' standard method of accounting for VAT] 

T. 

There 

optional sy 

annual turno 

liable to pay 

customers. This 

BUDGET S-EtRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

0 " 

NOT TO BE COPIED BUDGET SECRET 
BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



ration tax measures 

enable companies to plan ahead, I can announce now 

- 
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Taken together, important package which should make 

burden of VAT less daunting for smaller firms whose management 

energies should be concentrated on generating profits. 

that the mainstream rate of Corporation Tax in 1987-88 will be 

unchanged at 35 per cent. 

ded that the time is ripe to put all companies 

on same  060 	for payment of Corporation Tax. Propose that 

from today 	ompanies and building societies should be 

liable to pay 	ation Tax nine months after the end of the 

accounting per 

companies establ 

To reduce effecVof> change on any one company, propose 

that change should be phased in over three years. 

Putting all companies on same payment basis will 

rationalise system and promot uality of treatment between 

companies. [Will provide u  y  smoothing of flow of tax 
receipts into Exchequer which fh rn will help management of 

the PSBR.] 

Propose also to legislate no 	r important reform of 

assessment and collection procedure 	Corporation Tax - 'Pay 

and File'. [Response to Keith Committee whose report pointed 

up the deficiencies of the present system.] New system will 

simplify procedure both for companies/tax ad iters and the 

Revenue. Will include provision for mirrort  ..4!  interest. 

This 	streamlining 	will 	complement 	stru 	14- 	reform 

introduced in 1984. 

which tax due. 	Already position for 

ince 1965. 

Though new system cannot come into effect ore 

computerisation in Revenue complete, early leg 

desirable for planning purposes both inside and o t 

Government. 
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[Increase in 

corporation tax?] 

[Reference to current 	f oil industry, oil price 

etc.] 

Legislation passed at the en 

earlier repayment of Advanced Pet 

St year to provide for 

Revenue Tax to help 

BUDGET SECRET  I NOT TO BE COPIED 
LJDGEr LIST ON I  

Taxation 	 ins currently unduly 

complicated, involving artifical reduction of the amount of ‹n  indexed gain on which Corporation Tax levied. 

CS 	In addition, have received representations arguing that 

anies should be allowed to set payments of Advanced 

ation Tax against tax liability on capital gains. 

Much force in argument that little real difference 

between companies' capital gains and income from other 

sources. 

There  2 ._ 	ropose to rationalise system. 	Henceforth 
capital gal 	large and small companies will be charged 

without reduc 	t appropriate Corporation Tax rate, with 

offset for paym 	Advanced Corporation Tax. 

DC 

for small companies' rate of 

Oil 

oil companies' finances. 	Referenceoto price and valuation 

changes already in effect; these changes designed to ensure 

that amount of tax intended under North Sea regime actually 

gets paid. [Reference to ring-fence ACT proposals?] 

tz2 
expenditure on developing a new field up to poi 

Also propose cross-field relief for research  -  .iture 
not specific to a particular field, and thus outside 

present PRT reliefs. 

Now propose new cross-field relief for ortion of 

ayback. 
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Together 

development, important for future 

industry. 

NOT TO BE COPIED 

o sustain research and 

of offshore supplies 

rofit related pay 

7-\  mployment 	prospects 	depend 	critically 	on 	pay. 

Performance here still disappointing. Solution in hands of 

employers and workers. But Government can promote long term 

structural reform to tackle rigidity 

employees 

success. 

developed 

companies' 

under pressur 

of pay system and give 

interest in company's 

employees have already 

But other 

more direct personal 

companies and their 

y successful partnerships. 

tems still too rigid so that in lean times 

y people off, reluctant to take on. 

Last July p 	 Green Paper on PRP designed to tackle 

these problems. W 	elcome the discussion and responses 

document generated. 

And have now decided to introduce system of tax relief to 

employees for PRP, and so enc 

bring these schemes into op 

encourages belief that firms w 1 

Those who have such schemes gen 

well and many firms which do not 

one. 

rage many more employers to 

n. Response to Green Paper 

pond to this opportunity. 

lly believe they have worked 

7:7 II 	nsidering introducing 

In considering details have been anxious to ensure they 

offer sufficient flexibility to firms in designing type of 

scheme which best suits their circumstances. _So will, for 

"- 

y 

example, be able to choose level at which sIlkzpepraaytm:

nt

s 

whole company or sub-unit; to choose frequenc ,• • • 

and to choose between relating PRP pool straight  V 	ly to a 
proportion of total profits or to year on yea 	es in 

profits which may suit the particular circumstanc 	or some 

businesses. 

All these and other elements of flexibility will be &lilt 

in. 	[Full details being published in ...] 

1  BUDGET SECRET 
	

NOT TO BE COPIED 
I_ BUDGET LIST ONLY 



 

• ` 
NOT TO BE COPIED BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET I  NOT TO BE COPIED 
E3UDGET  ! !ST ONLY   

But perhaps ey issue in responses o Green Paper (and no 

doubt to some of those considering schemes) was level of tax 

relief. Green Paper suggested one quarter of PRP payments 

ght be eligible. Have now decided to double this to a half. 

nines importance attached to this major new initiative. 

panacea but will in time further promote flexibility and 

en 	ise in the economy; and so help strengthen employment 

prospects. 	Full year cost of this measure could exceed 

£100 million. 

Ant i-avoida 

Not p 	 to reduce overall burden of tax unless law 

ensures prope 	t of tax collected. Propose to tighten up 

provisions in 	 areas to ensure this. 

DC 

Treatment of 

on the interest on 	by banks operating in 

unusually generous. Effect is to relieve profits 

nothing to do with the borrowing in question. 

dit for foreign withholding tax paid 

  

the UK is 

which have 

Propose change in 

comparable to those in 

foreign withholding tax actual 

on interest received by banks fro 

tax rules to make them 

untries. Credit for any 

d, or deemed to be paid, 

overseas lending would only 

these 

oth 

be offsettable 

loan. 	For 

1 April 1987; 

1 April 1988. 

against Corporation  A) 
businesses, 

e on turn on relevant 

will apply from 

etsfective date will be 

new 

for existing loans 

tory is tax 

dy acted. 

interest 

1987. 

osed 

Another area where law presently unsatisf 

treatment of dual resident companies. US hay 

Propose to legislate to deny double deduction 

payments by dual residents with effect from 

Trading companies would not be affected by th 

change. 
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Keith 

Keith Committee pointed to problem of late payment by 

ertain employers of income tax collected under Pay As You 

n and tax paid by sub-contractors. 

To deal with this propose to introduce an interest charge 

on tax paid late, while a formal assessment has had to be 

made, with effect from 19 April 1988. 

Ke %J 4 o drew attention to payments to directors being 

left out 	 for PAYE calculation, resulting in delays in 

paying tax. 	ose to remedy this by defining more closely 

what should  -  iuded in base for calculating PAYE. 

Lloyds 

7"\ 
Propose legislation on the taxation of Lloyds members to 

ensure that the normal tax treatment of provision for 

outstanding liabilities applies to Lloyds' members, in the 

same way as to insurance c mpanies and other financial 

traders. 	These changes 

Lloyds Reinsurance to Close 

paid for the close of 

31 December 1987. 

ffect the tax treatment of 

I first apply to premiums 

1985 Lloyds account at 

Car benefit 

Propose 10 per cent increase in value for car benefit 

scales. Propose no change to car fuel benefit scales. 

Business Expansion Scheme 

Confirmed last year that Business Expansion 

continue indefinitely in view of its outstanding s 

e would 

Last year's changes improved the targeting of th sc 

and as a result, more BES money is now going into the t of 

highe r risk venture for which the qohc.mc. was de s igned. 
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Fi1T In 

prese 

produc 

in order 

relax thi 

independent 

investment. 

stry have pointed out difficult y  caused by 

es requiring  a company to eng ag e in the 

films throughout a three year period 

lify for BES investment. Propose to 

requirement to make it easier for 

film companies to benefit from BES 

RGFT SFCRFT I NOT TO RF COPIFD 

Scheme nI BUDGET LIST ONLY
UD  

w on generally satisfactory basis. But propose 

two measures which should improve it still further: 

Received a number of representations about the 

,52 </ 	company  to raise BES finance at other times. To 

alleviate this, propose optional carr y-back of BES 

relief for investments made in the first half of the 

tax year subject to a limit of half of the amount, 

QV 5,000, whichever is the lower. Measure will 

effect 	for 	investments 	made 	after 

1987. 

DC 

tendency of the present rules to encourage 

"bunching " of BES investments at the end of the 

financial year. This can make it difficult for a 

Wider Share Ownership 

Benefits of share ownershf 

UK industry. 

individuals given stake in 

Remarkable story of success 	reversing  

regarded as inevitable decline in number of 

what many 

individual 

shareholders. We have taken action on three fronts, and all 

have worked. 

First, enhanced tax relief for employee 	chemes. 

Second, privatisation 

Third, personal equity plans 
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share schemes  are  spread-171g.  Propose 2 measures 

this in special circumstances: 

NOT TO BE COPIED 
DC ' • 

Employee 

to facilitate 

as previously announced, propose to amend the 

"material interest" test for employees and 

directors in close companies; 

propose to enable employees in a company which is 

taken over to exchange their existing share options 

under an approved scheme for options over shares in 

the acquiring company. 

[Pr 

experts, 

tax treatm 

improvement 

purpose of pro  

that review should be made, with help of outside 

ect of Section 79 of the 1972 Finance Act on 

employee-acquired shares. Aim of review 

mplification consistent with underlying 

which is to counter tax avoidance.] 

Privatisatio 

Before BG share ownership had doubled, mainly result of 

BT 

BG and TSB attracted 3 million shareholders. Since then 

deepening with BA 

Share ownership trebled 	e 1979 [dependent on results 

of Treasury survey] 

Every reason to expect furt 	owth. 	Privatisation 

will continue - RR, BAA and most o - St in next Parliament, 

including BT shares Government still golds. 

Personal Equity Plans  

Budget as 

t in UK 

Personal equity plans (PEPs), announced 

radical new scheme to encourage direct in 

equities, have had remarkable impact. 

Details of Scheme developed in conjunction with 	ket 

practitioners. Came into effect on 1 January 1987. 
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Response very 	enLuaraging. over [ 	] have applied to 

become plan managers, including banks, stockbrokers, unit 

trusts, building societies and investment advisers. 

[Anything which can be said nearer the time about 

-up, and in particular, number of first time share-buyers 

out a PEP.] 

Successful 	launch 	of 	PEPs 	clear 	evidence 	that 
Government's aim of creating a share-owning democracy meets 

and enter 

aspiration 

Coda to bu 

Sum up m 

reform rationalis 

lower rates of C 

[one of lowest in 

have beaten us by  

rise section 

to help business and enterprise: 1984 

ation of company profits and introduced 

on Tax. UK tax on company profits now 

al world] [lowest except for US who 

f many men and women. 

one percentage point]. 

frt 

Profitability of non-North Sea industrial and commercial 

companies has increased stead 	since trough in 1981, when 

real rate of return 3.2 per 	In aggregate real rate of 
return on these companies esti t 	at 8.6 per cent in 1986 - 

highest figure since 1973. 	?Major factor in buoyant 
Corporation Tax receipts.] 

Measures in this year's Budget wkIl provide stability and 

simplicity in the tax system for business and enteprise. 

Continue thrust of reform initiated in 1984. 

US tax reform package welcomed becaus 

loopholes and removes distortions. 	UK posi 

different. 	None of the tax breaks or dist 

abolished by the US tax reform package exist here, 

double deductability of interest by dual resident 

Acting now to remedy this. No need to be defensive 

record on tax reform: have abolished 4 unnecessary ta s 

well as cutting the effective rates of [most] [all] dict 

taxes. 

closes tax 

adically 

being 

t for 

es. 
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SAVINGS AND INVESTMENT 

7— Pensions 

Consultative document issued last November sets out 

als to extend present tax relief for pensions to new 

personal pensions foreshadowed in 1986 Social Security Act. 

Following consultation, 	proposed tax reliefs for 

personal pc11114ons based will be based broadly on present rules 

for retir4 	gannuities. 

Also p 

new simplifie 

money purchase) 

greater transfera 

arrangements. 

special rules, with minimal red-tape, for 

ational pension schemes (final salary or 

ell as other measures to allow much 

between different types of pension 

In addition, new proposal to allow employees in 

occupational pension schemes, to make additional voluntary 

contributions (AVCs) outside 	ployer's scheme. 	As with 

existing in-scheme AVCs, con 	ions will be subject both to 

present limits on employee c tplbutions and final benefit 

limits. 

Proposals will be of gener 	enefit to 10 million 

employees who do not belong to occupational pension schemes. 

Will provide greater pensions choice for all employees, 

allowing people to take reasonable pension provision with them 

when they change jobs. Good for mobility d thus for 

economic performance. 

relief 

some 

rous 

Widening of pension reliefs only justif 

properly targeted on provision of adequate pensio \,  

new safeguards to discourage exploitation of ver 

reliefs, particularly for certain highly paid 

Details set out in consultative document published toda 

certain measures will need to come into effect from tod 

avoid forestalling. 
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Inheritance tax 

Propose to improve targetting of IHT business relief by 

O increasing rate of relief for substantial holdings in unquoted 

panies, and in future treating minority holdings in USM 

anies in the same way as those in companies with full 

1Zsting. 

But main proposal is a substantial increase in 

inheritance tax threshold from £71,000 to £90,000, and to 

by about a t 

levels, parti 

simplif cture by reducing from 7 rates of tax to 4. 

Effe 	be to reduce number of estates liable to IHT 

d give worthwhile reductions in tax at all 

on smaller estates. 

Capital Gains Ta 	ndividuals 

Propose to increase threshold to [ 	], an increase 

which will maintain the 1986-87 value in real terms [?increase 

in retirement relief ceiling, small part disposal relief.] 

[Friendly Societies 

The present limit on 	ax exempt life assurance 

businesses by friendly societi 	outdated. 	Therefore 

propose new type of limit, by r 	ence to annual premium 

rather than sum assured. 	In futgre tax relief for life 

assurance provided by friendly societies will be available on 

premiums up to £100 a year.] 
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Ldt  
0/7a/j2  

TAXES ON SPENDING 

0-course bettin dut /increase in amin machine licences 

propose to abolish on course betting duty while 

inas ing the duty on gaming machine licences. 

VAT 

No cha s in rate or coverage of VAT. VAT registration 

threshold 	revalorised to £21,250. 

Present  ' on 

in terms of am 

partial exemption for VAT over generous 

input tax which can be deducted. Have 

already announced 	t rules are to be changed so that 

partially exempt 

businesses. 

Tax measures to help charities 

1980. Regime now very generous. 

in every Budget since 

Value of tax relief 	tching El billion a year. 

Government grants to charitiesor 	ing at over El billion a 

year - up over 75 per cent iI rea1 terms since 1979-80. 

Recorded giving to charities doublda 	al terms since 1979. 

Facts and figures show that Government right to focus on 

encouraging people and companies to give. 	Response 

demonstrates widespread support for voluntary sector; and 

justifies Government's preference for privat rather than 

state action. 

Last year's Budget contained most substanti 	age of 

tax reliefs for charities ever. 	Tax reliefs ma 	only 

more generous, but simpler and more flexible. New 	ons 

introduced for payroll giving. Announced last Decem 

ceiling for payroll giving by individuals would be rai 
cv £120 a year. 
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Arguably no case for further tax relief for charities. 

But following representations from Charities VAT and Tax 

Reform Group, prepared to agree to certain additions to the 

OVAT concessions which were, exceptionally introduced last 

Propose 

to apply zero rating to certain equipment used by 

charitable rescue and first-aid services to find 

injured people; 

to extend to welfare vehicles operated by hospices 

the zero-rating applied last year to vehicles used 

charities to transport the deaf, blind or 

lly handicapped; 

tend zero-rating to listed drugs commonly used 

in red al research;] 

In additio 	se to put on a statutory basis present 

extra statutory c-sons relieving from VAT goods donated 

for export by a chj and the installation of bathrooms 

and lavatories for disabled residents in charities homes. 

[On another front, propose relief from car tax on cars 

supplied to Motability for 1 	ng] 

Excise duties 

[Passage to follow in light% 	isions.] 

Income tax: introduction  

Finally, I turn to income tax 

good for 

increased 

Government believes lower rates o 

incentives, stimulus to enterprise. Best cha 

prosperity for all is to place UK firmly in 

growth league of countries. Main aim of tax refo 

this direction. 

tax/high 

ove in 

Have already slashed top rates of income tax, ab 1 

investment income surcharge and brought down basic rate of tax 
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1ev 
[Glad to be able to7,>

-  •* 
 

allowances for two very deservi to.  groups: 

unce special changes to 
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office in 1979. 	Have 

increased tax threshold - point at which people start to pay 

tax - by 22 per cent in real terms during same period. 

arried man's allowance now at highest level in real terms 

nce the war. 

Despite cuts in income tax burden, yield from tax up 

per cent] in real terms since 1979. Top 5 per cent of 

taxpayers paying larger  proportion of income tax than in 1979. 

[amplify - pointer to 1988 Budget?] 

For 

allowances b 

[rounded up 

88, propose to raise main thresholds and 

tatutory indexation figure of 3.7 per cent 

Single pers 	llowance to rise by [£ 	] to [E 	] and 

the married age a ‘ sioA7 by [E 	] to [E 	I. 

Single age allowance to rise by [E 	] to [E 	] and 

married age allowance by [£ 	] to [£ 	I. 

blind allowance will 

widows' 	bereavement 

.] 

; 

ance will 	rise 	to 

[The starting threshold for higher rate tax to be 

increased by £700 to £17,901. The threshold r 45 per cent 

tax will increase by £200. The thresholds f tr s.er cent tax 
and above to remain unchanged.] 

Scope for tax reductions: income tax rates  

In my last Budget speech, said that I shared 	my 

predecessor to reduce basic rate of income tax to no m 

25 per cent. Believe all tax rates need to come dow , but 
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give priority to reducing marginal rates for 95 per cent of 

taxpaying population. 

Cuts in basic rate expensive. Would be imprudent to move 

25 per cent goal at a speed incompatible with prudent 

-term financial management. 

Revenue effect of tax measures so far announced will he 

[E million]. Have already announced borrowing requirement 

of [E billion]. Glad to say that, taking account of all of 

this ande forecast for 1987-88, have room for total tax 

reductio billion]. So overall strategy permits me 

this year 	 a further 2p off the basic rate. 

This prop 	11 reduce marginal rates for overwhelming 

majority of ord 	taxpayers. 	Worth [E 	] a week to a 

married man on a 	earnings. Major step towards 25 per 

cent goal. 

Propose corresponding reduction, to 27 per cent, in 

Advanced Corporation Tax and small companies' rate of 

Corporation Tax. Latter wil 	an that small companies and 

unincorporated sector will 	a significant reduction in 

their tax liability. Togethet> 	the simplifying measures 

on VAT make this a Budget for mall businesses, which are 

crucial for growth and employment. 
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PETER MIDDLETON 

1=, 

Because 	is a relatively straightforward Budget, it is not 

easy to both preserve Ministerial responsibilities and secure an 

even distribution of work. Work falls into the following blocks: 

(A) 	Macro Economics, Monetary Policy, Fiscal Stance 

(B) 	Individual 

Incom 

Mortgag 

Car and 

Green Pape 

y Policy 

tance 611 

TA,, 
est Relief 	(p144,14./jW 

nefits 

Transferable Allowances ttp-k
-  {)-12h 

(C) 	Individuals: Saving and Investment 

Pensions 

Inheritance Tax 

- Personal Equity P 

(D) 	Business 

Corporation Tax Change 

Dual Residence 

Small and Unincorporated  oepanies 

(E) 	North Sea Tax Regime 

c°  - General issues relating to the Budget an 

Lloyds 

Tax Credit Relief for Banks 

Stamp Duty 

(F) 	Enterprise and Employment 

Profit Related Pay 	 C  

Employee Share Schemes  

Wider Share Ownership  ) 

(G) 	The City 

(H) 	Keith 
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(I) 	VAT 

  

Partial Exemption Rules 

Small Business Package 

Charities 

Increase in Threshold 

xcise Duties 

Petrol, Dery etc 

VED 

Alcohol 

obacco 

(K) 	Mino 	ters: each junior Minister has a clutch for 

which been responsible so far. 

On normal responsib 	q,  the allocation would go 
Chancellor A 

t), 
FST B, C,  aop  ( 
EST G,H 

MST (part F) I J 

This leaves the CST out of it and the FST with the bulk of the work. 

whole of F. If you wanted 

onsider giving the Chief 

eave the CST out and give C 

It would make sense to give the M 

to spread the load further you 

Secretary C and maybe D. Or you cou 

to the EST who is not very heavily in 

• • 

▪  

You might like to have a word; I attach 1 t years list. 

P E MIDDLETO 
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Chief Secretary  

  

Staffing implic 

of Budget 

Financial Secretary  

Budget and individuals 

Expansion of Community Programme 

Extension of Counselling and Job 

Start Schemes 

New Workers Scheme 

Enterprise Allowance Scheme 

Loan Guarantee Scheme 

Enterprise Allowance Scheme 

Profit Sharing 

Capital Transfer Tax 

Personal Tax Green Paper 

Income tax changes (whether any 

or none) 

nges (if any) 

fuel benefits 

interest relief 

travel expenses 

Schemes 

NIC 

Ca 

Mort 

Overse 

Employe2 

Business EXansion Scheme 

Final phase of 	1984 

tax changes 

Mines and oil wells 

- North Sea tax 

effect of oil pric 

Sea tax revenue) 
minor Agricultural 

business tax 

Unitary tax 

- Effect of 

building 

changes 

Budget on sin 

unincorporated businesses 
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Savings and investment 

Minor starters of 

Economic Secretary h 

been in charge so far 

Minister of State  

Charities etc 

Excise duties + VAT 

VAT 

Minor starters of which 

Minister of State has 

so far been in charge 

Stamp duty 

- City revolution: tax consequentials 

Pension fund surpluses 

Savings Plan 

Capital Gains Tax 

Higher rate relief 

- Co 	!ivin 

- Payr 	g ving 

VAT 

- Abuses 

Pension r 	for Nazi victims 

- petrol, dery and minor oils 

- VED 

Alcoholic drinks 

Tobacco duty 

Increase in VAT thre 

and motoring 

3  
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FROM: 	M C SCEDLAR 
DATE: 
	13 FEBRUARY 1987 

CHANCELLOR OF ll'EXCHEQUER cc Principal Private Secretary 
Chief Secretary (2) 
Financial Secretary (2) 
Economic Secretary (2) 
Minister of State (2) 
Sir Peter Middleton 
Sir Terence Burns 
Sir Geoffrey Littler 
Mr F E R Butler 
Mr Wilson 
Mr Cassell 
Mr Monck 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Miss Evans 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Mr Battishill - IR 
Mr Isaac - IR 
Mr Painter - IR 
Sir Angus Fraser - C&E 
Mr Knox - C&E 

evised and re-ordered in 

vir Y  crt4,  

You asked whether in any recent year the passage giving the 

fiscal adjustment had been held back until towar 	the end of the 

Speech. We have checked the Hansards. In each o 	ast ten years 

that passage has been in or around its conven 	position - 

ie after the forecast and before the tax and any p c xpenditure 

measures. 

In the present draft I have placed this passage clos 	e end 

of the Speech, to give maximum dramatic effect to the basic 	ut. 

The difficulty with this approach is that by distancing th6-'fiscal 
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justment passage from the material on the forecast we undermine the 

edibility of the revenue projections and of the fiscal adjustment. 

uld not be good, at this stage in the Speech, to rehearse again 

uments for believing that there will be greatly increased 

in 1987-88. So there is too much flavour of a rabbit being 

f a hat. 

4. 	Next Friday I will submit the first full draft of the Speech. It 

would be most helpful therefore if people would let me have their 

comments on outline as soon as possible next week (and by 

Wednesday lun 

M C SCEDLAR 

re 

Pull 

13L- eLAc :21 e 

2 - 
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BUDGET STATEMENT OUTLINE 

Aintroduction 

Economic Background 

Monet 	Policy 

Publi 	or Borrowing 

Business 	terprise 

Savings and 	sent 

Taxes on spending 

Income tax 

Conclusion 
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ECONOMIC BACKGROUND 

  

Two main themes: sustained track record: 

: strong comparative performance vis-a-vis 

other countries 

For year as whole, output approaching 3% higher than 

1985, as forecast at Budget time and above the average for 

major 7 industrial countries. Economy sluggish in first half 

of yearpick-up in second half led by strong growth in 

exports a strial production. [Deal with CSO GDP figures 

if necessa 

As expect 

strong growth 	 tic demand - especially consumers' 

prices and othe 	dity prices led to low inflation and 

expenditure - in al 
	

3'ór economies, including UK. But oil 

producers and other less developed countries that have had to 

cope with lower commodity prices reacted more quickly than 

expected to cut imports. 

As  a  result exports fro 	eloped countries, such as UK, 
r' 

suffered in first half of 198iF4Z industrial production as a 

result sluggish. More recently ign of a pick-up in demand 

for major countries' exports. 	P/Ipp should continue in 

1987. World background should be p 	sing for UK; scope for 

continued growth in UK exports if they remain competitive. 

Have been turbulent times in world financial markets as 

with consequences of large external imbalancet 

the three largest economies  -  US, Japan, G 

US to curb its twin deficits. Japan and Germa 

policy to prevent ever growing current accou 

Threat to orderly development of world economy 

adjustment by these three is inadequate. 	Slide 	ore 

protectionism in US would be disaster. 

the time of the last Budget, lower oil 

y - grapple 

ential for 

operate 

luses. 

olicy 
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Like other major economies UK's domestic demand grew at 

high rate in 1986, with consumers' expenditure rising by [just 

under 5 per cent]. Large rises in consumption in the UK and 

he other major economies were always likely following falls 

oil and other commodity prices. But unlikely to occur 

on such a scale. 

Recent performance of economy has laid basis for rise in 

investment growth. 	1986 continued UK's remarkable 

productivity 	performance. 	Since 	1979 	manufacturing 

productiv 	ncreased by over 31% a year, record second only 

to Japan 	1979. 

Real in 

sector borrow 

es3 rates remain high in UK: growth of private 

contrast with fall in public sector 

borrowing as a pr.on of GDP. 

For manufacturi 	dustry 1986 has another successful 

year with output up by x%, productivity up by x% and exports 

up by x%. 

1986 loss of half oil 

and public finances. As I pr  

ues severe test for economy 

ed last year UK has survived 

unscathed: evidence of underlia 	trength and resilience of 

economy. 

fl 
As forecast in November curren 	ccount of balance of 

payments for 1986 in broad balanc 	following cumulative 

surplus of £21 billion since 1979. 	Forecast is for current 

account to move into deficit of £3 billion in 1987. 	Not 

surprising following halving of oil price and 

adjustment before benefits of lower exc 

through. Net  overseas assets now £100 billi 

value to balance of payments in future. 

e needed for 

rate feed 

creasing 

Looking ahead expect 1987 to be a year of stead 

above all growth accompanied by falling unemploym 

expect inflation to rise to about 5% before falling 

Unit labour costs performance improving, but need 
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better. 

inflation. 

Government remains determined to squeeze out 

Expect this growth to be balanced with consumer spending 
S\,/\ 
7.7 	ing at a slower rate than 1986, investment growth well 

current year, exports expanding more quickly than 

y as whole. 

Said last year that employment prospects depend on 

susLdined improvement in performance of business and industry. 

That is ing. Forecast shows encouraging prospect for 

further k 1unernployment next year - reflects increasing 

strength enterprise economy. Have removed burdens 

which destroy 	than create jobs. Benefits of earlier 

Budget measures 	nue to flow through. Firms are becoming 

more flexible and 	to respond to challenges of a fast 

moving and competi ' -  çrld. 

Outstanding opportunities for British industry, from low 

inflation, highest company profitability for about 20 years, 

increased competitiveness. But able to seize opportunity only 

if keeps control of labour co and spends more on research 

and development and training  ‹) 
z\ 

BUDGET SE3C_RET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

NOT TO BE  OPIED, BUDGET SECRET 
BUDGET LIST ONLY 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



DC' 11110 
BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

MONETARY POLICY 

Economy's sustained perfoLmance - and turn-around 

ivired with other countries' - demonstrates effectiveness of 
14  monetary and prudent fiscal policies set in a clear 

dium term framework. Strong and sustained growth, coupled 

with a disappearing budget deficit, itself an effective 

refutation of fine-tuning and neo-Keyncsianism. 

We 

policies I 

provide sta 

for markets.  

continue to follow the prudent financial 

wn in successive versions of the MTFS. They 

predictable environment for business and 

Centrepiece  r 	is steady reduction in money GDP, as 

shown in FSBR pub 	today. 	Set out what the 1987-88 

targets will be. 	Kv 

MTFS requires steady reduction in growth of money. 

Interest rates and fiscal polic the main instruments. 
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PUBLIC SECTOR BORROWING 

Monetary policy must always be suppoLted by appropriate 

`<7 	1 policy. 

orrowing in 1986-87 turning out to be lower than 

expected despite lower oil price for much of year than 

assumed. [Figures] Lower as a proportion of GDP than any 

year since [1971-1972] 

Secon 	of low borrowing. 	Have been two marked 

downward sts 	PSBR: from about 5% to about 3% in 1981-82, 

then to about 	1985-86. 

down while reducing tax burden at same 

time because of ficIrol of expenditure. GGE/GDP ratio 

has been falling sin 9 2-83. Determined to continue. 

Borrowing needs to be low to support declining money GDP 

and MO growth paths. Autumn Statement pledge. Now clear that 

some further reduction in PSB r medium term is indicated. 

Also need to take account 	ospects for output growth, 

level of real interest rates, th privatisation programme and 

path of oil revenues. Above avera 	put growth points to 

cyclical reduction in PSBR in 19 8; oil revenues in 

1987-88 may be [higher than] [nearly as high as] in 1986-87, 

then projected to decline at [x%] a year. All this points to a 

third step down in PSBR in 1987-88 followed by very gradual 

medium-term decline. 

Therefore providing for PSBR in 1987-88 

gradual decline beyond that: will be reviewed 

This is cautious and prudent policy. Will help 

proper balance in economy and keep up the pres 

inflation. 

. Very 

in 
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BUSINESS AND ENTERPRESE 

/-- ,1,TAT  and Small Businesses 

First, measures specifically designed to help small 

sses with burden of accounting and record-keeping for  

T.  Consultative document on VAT and small businesses, 

issued last October, unveiled proposals which have been 

welcomed by representative bodies and individual businessmen 

alike. 

There 	propose, with effect from 1 October 1987, 

optional sy 	cash accounting for VAT for companies with 

annual turno , -. w.low [E250,000]. 	Companies will not be 
1.1 liable to pay 	.4_  until they have been paid by their 

customers. 	Thi 	vs small businesses automatic bad debt 

relief. The pràos is subject to our obtaining the 

necessary derogation from the EC Sixth Directive on VAT, [for 

which I am applying today.] 

Also propose, from 1 July 988, optional system of annual 

acounting for VAT which wil 	that businesses with annual 

turnover below [f 	] will 	y m ed to send one return to 

Customs each year. 	 e//  

Further propose that period  wl,  which businesses must 
0 

notify and be registered for VAT shod be extended from ten 

days to one month. 

In addition, propose that special VAT schemes for 

retailers be improved and simplified in a nu 	r of ways. 

Not intending to proceed with compulsoryp cst ration 

of traders below VAT threshold, [? nor with w th.f7 wal of 

; 	ki  

retailers' standard method of accounting for VAT] 
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Taken together, important package which should make 

burden of VAT less daunting for smaller firms whose management 

energies should be concentrated on generating profits. 

..te,v•ration  tax measures  • ' 
--- 	enable companies to plan ahead, I can announce now 

that the mainstream rate of Corporation Tax in 1987-88 will be 

unchanged at 35 per cent. 

Hav 	ded that the time is ripe to put all companies 

on same 	 for payment of Corporation Tax. Propose that 

from today 	ompanies and building societies should be 

liable to pay 	ation Tax nine months after the end of the 

accounting per 	which tax due. 	Already position for 

companies establi jA..ince 1965. 

To reduce effect '81 change on any one company, propose 

that change should be phased in over three years. 

Putting all companies 

rationalise system and promo 

companies. [Will provide u 

receipts into Exchequer which 

the PSBR.]  

on same payment basis will 

uality of treatment between 

smoothing of flow of tax 

ail'rn will help management of 

Propose also to legislate now 	r important reform of 

assessment and collection procedure for Corporation Tax - 'Pay 

and File'. [Response to Keith Committee whose report pointed 

up the deficiencies of the present system.] New system will 

simplify procedure both for companies/tax 	ers and the 

Revenue. Will include provision for mirror 	interest. 

This 	streamlining 	will 	complement 	stru 	 reform 

introduced in 1984. 

Though new system cannot come into effec 

computerisation in Revenue complete, early legi 

desirable for planning purposes both inside and ou 

Government. 
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offset for paym Advanced Corporation Tax. 

[Increase in 

corporation tax?] 

for small companies' rate of 

DC 

Taxation 

BUDGET SECRET 	NOT TO BE COPIED 

-0P—c2a9ag gi  ins  currently unduly 
complicated, involving artifical reduction of the amount of 

indexed gain on which Corporation Tax levied. 

In addition, have received representations arguing that 

anies should be allowed to set payments of Advanced 

ation Tax against tax liability on capital gains. 

Much force in argument that little real difference 

between companies' capital gains and income from other 

sources. 

There 	ropose to rationalise system. 	Henceforth 

capital gal 	large and small companies will be charged 

without reducn t appropriate Corporation Tax rate, with 

Oil  

[Reference to current 

etc.] 

f oil industry, oil price 

Legislation passed at the en St year to provide for 

earlier repayment of Advanced Pet 	Revenue Tax to help 

oil companies' finances. 	Referenceto price and valuation 

changes already in effect; these changes designed to ensure 

that amount of tax intended under North Sea regime actually 

gets paid. [Reference to ring-fence ACT proposals?] 

Now propose new cross-field relief for 

expenditure on developing a new field up to poi 

ortion of 

ayback. 

Also propose cross-field relief for research 

not specific to a particular field, and thus outside 

present PRT reliefs. 
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Together 	" LUC-5 meabuLeb  will  nelp "CO sustain research and 

development, important for future of offshore supplies 

industry. 

rofit relaLed 

mployment 	prospects 	depend 	critically 	on 	pay. 

Performance here still disappointing. Solution in hands of 

employers and workers. But Government can promote long term 

structural reform to tackle rigidity of pay system and give 

employees 	more direct personal interest in company's 

success. t. 	companies and their employees have already 

developed 	y successful partnerships. 	But other 

companies' p 	tems still too rigid so that in lean times 

under pressur 	• 	people off, reluctant to take on. 

Last July p 	 Green Paper on PRP designed to tackle 

these problems. Wa m 	welcome the discussion and responses 

document generated. 

- 	And have now decided to introduce system of tax relief to 

employees for PRP, and so enc rage many more employers to 

bring these schemes into op 	n. Response to Green Paper 

encourages belief that firms w 	spond to this opportunity. 

Those who have such schemes gene lly believe they have worked 

'!:-11 
well and many firms which do not  It 	nsidering introducing 
one. 

In considering details have been anxious to ensure they 

offer sufficient flexibility to firms in designing type of 

scheme which best suits their circumstances. 	o will, for 

example, be able to choose level at which 	operates - 

whole company or sub-unit; to choose frequency 	payment; 

and to choose between relating PRP pool straight 

proportion of total profits or to year on year 

profits which may suit the particular circumstanc ome 

businesses. 

All these and other elements of flexibility will be bdilt 

in. 	[Full details being published in ...] 

ly to a 

es in 
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Not p 

ensures prope 

provisions in c 

Treatment of 

to reduce overall burden of tax unless law 

t of tax collected. Propose to tighten up 

areas to ensure this. 

dit for foreign withholding tax paid 

be offsettable 

loan. For 

1 April 1987; 

1 April 1988. 

against Corporation 

businesses, 

on turn on relevant 

will apply from 

effective date will be existing loans 

new 

for 
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But 

doubt to 

relief. 

ght be 

perhaps  key  issue in responses to Green Paper (and no 

some of those considering schemes) was level of tax 

Green Paper suggested one quarter of PRP payments 

eligible. Have now decided to double this to a half. 

rlines importance attached to this major new initiative. 

panacea but will in time further promote flexibility and 

ise in the economy; and so help strengthen employment 

prospects. Full year cost ot this measure could exceed 

£100 million. 

Anti -avoida 

on the interest on 	by banks operating in the UK is 

unusually generous. 	ffect is to relieve profits which have 

nothing to do with the borrowing in question. 

Propose change in these 

comparable to those in other 

foreign withholding tax actual 

on interest received by banks fro 

tax rules to make them 

ntries. 	Credit for any 

or deemed to be paid, 

overseas lending would only 

Another area where law presently unsatisf 

treatment of dual resident companies. US hay 

Propose to legislate to deny double deduction 

payments by dual residents with effect from 

Trading companies would not be affected by th 

change. 

tory is tax 

dy acted. 

interest 

1987. 

osed 
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Business Expansion Scheme 

Confirmed last year that Business Expansion 

continue indefinitely in view of its outstanding 

would 

Keith 

Keith Committee pointed to problem of late payment by 

ertain employers of income tax collected under Pay As You 

n and tax paid by sub-contractors. 

To deal with this propose to introduce an interest charge 

on tax paid late, while a formal assessment has had to be 

made, with effect from 19 April 1988. 

Ke 	 drew attention to payments to directors being 

left out 	 for PAYE calculation, resulting in delays in 

paying tax. 	ose to remedy this by defining more closely 

what should 	uded in base for calculating PAYE. 

Lloyds 

Propose legislon the taxation of Lloyds members to 

ensure that the normal tax treatment of provision for 

outstanding liabilities applies to Lloyds' members, in the 

same way as to insurance c mpanies and other financial 

traders. 	These changes 	ffect the tax treatment of 

Lloyds Reinsurance to Close 	*11 first apply to premiums 

paid for the close of t 	1985 Lloyds account at 

31 December 1987. 

Car benefit 

Propose 10 per cent increase in value for car benefit 

scales. Propose no change to car fuel benefit scales. 

Last year's changes improved the targeting of th sch e 

and as a result, more BES money is now going into the t of 

higher risk venture for which the scheme was designed. 
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Scheme now on generaaiy satisfactory basis. But propose 

two measures which should improve it still further: 

Received a number of representations about the 

tendency of 	Lhe present rules to encourage 

"bunching" of BES investments at the end of the 

financial year. This can make it difficult for a 

company to raise BES finance at other times. To 

alleviate this, propose optional carry-back of DES 

relief for investments made in the first half of the 

tax year subject to a limit of half of the amount, 

5,000, whichever is the lower. 	Measure will 

effect 	for 	investments 	made 	after 

5 	1987. 

Fil in stry have pointed out difficulty caused by 

prese  crji  es requiring a company to engage in the 
produc 	films throughout a three year period 

in order 	lify for BES investment. Propose to 

relax thi 	quirement to make it easier for 

independent film companies to benefit from BES 

investment. 

Wider Share Ownership 

Benefits of share ownershi 	individuals given stake in 

UK industry. 

Remarkable story of success 	reversing what many 

regarded as inevitable decline in () number of individual 

shareholders. We have taken action on three fronts, and all 

have worked. 

First, enhanced tax relief for employee 	chemes. 

Second, privatisation 

Third, personal equity plans 
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Employee share 	scnemes are spreaaing. Propose 2 measures 

to facilitate this in special circumstances: 

as previously announced, propose to amend the 

"material interest" test for employees and 

directors in close companies; 

propose to enable employees in a company which is 

taken over to exchange their existing share options 

under an approvcd scheme for options over shares in 

the acquiring company. 

NOT TO BE COPIEn 

[Prq 	that review should be made, with help of outside 

experts, &f) 4ect of Section 79 of the 1972 Finance Act on 

tax treatm 	employee-acquired shares. 	Aim of review 

improvement 	mplification consistent with underlying 

purpose of pro 	, which is to counter tax avoidance.] 

Before BG share ownership had doubled, mainly result of 

BT 

BG and TSB attracted 3 million shareholders. Since then 

deepening with BA 

Share ownership trebled J  e 1979 [dependent on results 

of Treasury survey] 	 Oe
/' 7\ 

Every reason to expect fur 	owth. 	Privatisation 

will continue - RR, BAA and most ot1t in next Parliament, 

including BT shares Government stilCkolds. 

Personal Equity Plans  

t Budget as 

t in UK 

Personal equity plans (PEPs), announced 

radical new scheme to encourage direct in 

equities, have had remarkable impact. 

Details of Scheme developed in conjunction wit 	ket 

practitioners. Came into effect on 1 January 1987. 
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very encouraging. Over [ 	] have applied to Response 

become plan managers, including banks, 

trusts, building societies and investment 

stockbrokers, 

advisers. 

unit 

[Anything which can be said nearer the time about 

up, and in particular, number of first time share-buyers 

out a PEP.] 

Successful 

Government's 

aspirations 

launch 	ot 	PEPs 	clear 	evidence 	that 
aim of creating a share-owniny democracy meets 

many men and women. 

Coda to bu 	and enter rise section 

Sum up 

reform rationalis 

lower rates of Cor 

[one of lowest in  

to help business and enterprise: 1984 

ation of company profits and introduced 

n Tax. UK tax on company profits now 

i d al world] [lowest except for US who 

have beaten us by one percentage point]. 

Profitability of non-North Sea industrial and commercial 

companies has increased steadi 	since trough in 1981, when 

real rate of return 3.2 per 	In aggregate real rate of 

return on these companies esti td2at  8.6 per cent in 1986 - 

highest figure since 1973. 

Corporation Tax receipts.] 

Measures in this year's Budget will provide stability and 

simplicity in the tax system for business and enteprise. 

Continue thrust of reform initiated in 1984. 

US tax reform package welcomed becaus 	loses tax 

loopholes and removes distortions. 	UK posi 	adically 

different. 	None of the tax breaks or disto 	being 

t for abolished by the US tax reform package exist here, 

double 

Acting 

record 

deductability of interest by dual resident 

now to remedy this. No need to be defensive 

on tax reform: have abolished 4 unnecessary ta s 

well as cutting the effective rates of [most] [all] di ect 

taxes. 
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SAVINGS AND INVESTMENT 

ens ions  

Consultative document issued last November sets out 

als to extend present tax relief for pensions to new 

personal pensions foreshadowed in 1986 Social Security Act. 

Following consultation, 	proposed tax reliefs for 

personal  •z L  ons based will be based broadly on present rules 

for retii 	annuities. 

Also p  • 

(1

171 special rules, with minimal red-tape, for 

new simplifie• 	ational pension schemes (final salary or 

In addition, new proposal to allow employees in 

occupational pension schemes, to make additional voluntary 

contributions (AVCs) outside mployer's scheme. 	As with 

existing in-scheme AVCs, con 

present limits on employee c 

limits. 

ions will be subject both to 

utions and final benefit 

Proposals will be of gener 	enefit to 10 million 

employees who do not belong to occup4tional pension schemes. 

Will provide greater pensions choice for all employees, 

allowing people to take reasonable pension provision with them 

when they change jobs. Good for mobility and thus for 

economic performance. 

Widening of pension reliefs only justif 

properly targeted on provision of adequate pensio 	some 

new safeguards to discourage exploitation of ver ' 	-rous 

reliefs, particularly for certain highly paid 

Details set out in consultative document published toda 

certain measures will need to come into effect from tod 

avoid forestalling. 

money purchase) 	ell as other measures to allow much 

greater transfera 	between different types of pension 

arrangements. 

[
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Inheritance tax 

 

Propose to improve targetting of IHT business relief by 

increasing rate of relief for substantial holdings in unquoted 
7\ 

But main proposal is a substantial increase in 

inheritance tax threshold from £71,000 to £90,000, and to 

simplify 	cture by reducing from 7 rates of tax to 4. 

Effec\'WP be to reduce number of estates liable to IHT 
by about a t 	d give worthwhile reductions in tax at all 

levels, partic4f  4 	on smaller estates. 

Capital Gains Tax 	dividuals 

Propose to increase threshold to [ 	], an increase 

which will maintain the 1986-87 value in real terms [?increase 

in retirement relief ceiling, small part disposal relief.] 

[Friendly Societies 
0 

The present limit on 	ax exempt life assurance 

businesses by friendly societi 	outdated. 	Therefore 

propose new type of limit, by r 	ence to annual premium 

rather than sum assured. 	In futre tax relief for life 

assurance provided by friendly societies will be available on 

premiums up to £100 a year.] 

BUDGET SEQBET 
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panies, and in future treating minority holdings in USM 

co anies in the same way as those in companies with full 

sting. 
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-course bettin dut /increase in •amin machine licences 

DC 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

  

I propose to abolish on course betting duty while 

in 	s ing the duty on gaming machine licences. 

VAT 

No cha 

threshold 

s in rate or coverage of VAT. VAT registration 

revalorised to £21,250. 

on partial exemption for VAT over generous 

input tax which can be deducted. Have 

joco‘t rules are to be changed so that 
1.,1/4.100)\. sses put on same footing as other 

Tax measures to help charities in every Budget since 

1980. Regime now very generous. 

Value of tax relief 	ching El billion a year. 

Government grants to charitieso 	ing at over E* billion a 

year - up over 75 per cent i real terms since 1979-80. 

Recorded giving to charities doubldalipeal terms since 1979. 

- 	Facts and figures show that Goveehment right to focus on 

encouraging people and companies to give. 	Response 

demonstrates widespread support for voluntary sector; and 

justifies Government's preference for privat

Z 
 rather than °state action. 

Last year's Budget contained most substanti 	kage of 

tax reliefs for charities ever. Tax reliefs ma 	only 

more generous, but simpler and more flexible. New 	ons 

introduced for payroll giving. Announced last Decem 

ceiling for payroll giving by individuals would be rai 

£120 a year. 

Present 

in terms of an 

already announced 

partially exempt 

businesses. 
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[Passage to follow in light o 
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Arguably no case for further tax relief for charities. 

But following representations from Charities VAT and Tax 

Reform Group, prepared to agree to certain additions to the 

A1T concessions which were, exceptionally introduced last 

Propose 

to apply zero rating to certain equipment used by 

charitable rescue and first-aid services to find 

injured people; 

to extend to welfare vehicles operated by hospices 

zero-rating applied last year to vehicles used 

charities to transport the deaf, blind or 

lly handicapped; 

end zero-rating to listed drugs commonly used 

1 research;] 

In additio 	se to put on a statutory basis present 

extra statutory ce , ces ons relieving from VAT goods donated 

for export by a chatty; and the installation of bathrooms 

and lavatories for disabled residents in charities homes. 

[On another front, propose relief from car tax on cars 

supplied to Motability for l 	g] 

isions.] 

Income tax: introduction 

Finally, I turn to income tax 

Government believes lower rates o 	good for 

incentives, stimulus to enterprise. Best cha increased 

prosperity for all is to place UK firmly in ow tax/high 

growth league of countries. Main aim of tax refo ve in 

this direction. 

Have already slashed top rates of income tax, abo 

investment income surcharge and brought down basic rate of tax 
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For 

allowances 

88, propose to raise main thresholds and 

tatutory indexation figure of 3.7 per cent 

[rounded up] 

Single pers 

the married age a 

llowance to rise by [£ 	] to [£ 	] and 

by [£ 	] to [£ 	I. 
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by 4 percentage points since taking office in 1979. 	Have 

increased tax threshold - point at which people start to pay 

tax - by 22 per cent in real terms during same period. 

arried man's allowance now at highest level in real terms 

ce the war. 

espite cuts in income tax burden, yield from tax up 

per cent] in real terms since 1979. Top 5 per cent of 

taxpayers paying larger proportion of income tax than in 1979. 

[amplify - pointer to 1988 Budget?] 

Single age, allowance to rise by [£ 
	

] to [£ 	] and 

married age allowance by [£ 	] to [£ 	I. 

Age allowance income lim o become [ 

uncc special changes to [Glad to be able to  oa 
allowances for two very deseryil• groups: 

blind allowance will ri4 

widows' 	bereavement ance 	will 	rise 	to 

tax to be 

45 per cent 

er cent tax 

[The starting threshold for higher rate 

increased by £700 to £17,901. The threshold 

tax will increase by £200. The thresholds f 

and above to remain unchanged.] 

Scope for tax reductions: income tax rates 

In my last Budget speech, said that I shared 

predecessor to reduce basic rate of income tax to no m 

25 per cent. Believe all tax rates need to come dow , but 
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give priority to reducing marginal rates for 95 per cent of 

taxpaying population. 

Cuts in basic rate expensive. Would be imprudent to move 

25 per cent goal at a speed incompatible with prudent 

term financial management. 

q4V 
'SO 

This propo:.1) 11 reduce marginal rates for overwhelming 

majority of ord /.9,4axpayers. 	Worth [E ] a week to a 

married man on av earnings. Major step towards 25 per 

cent goal. 

Propose corresponding reduction, to 27 per cent, in 

Advanced Corporation Tax and small companies' rate of 

Corporation Tax. Latter wi 	an that small companies and 

unincorporated sector will 	a significant reduction in 

their tax liability. Togethei> 	h the simplifying measures 

on VAT make this a Budget for mall businesses, which are 

crucial for growth and employment. 
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Revenue effect of tax measures so far announced will be 

[E million]. Have already announced borrowing requirement 

of [E billion]. Glad to say that, taking account of all of 

this and 

reductio 

forecast for 1987-88, have room for total tax 

billion]. So overall strategy permits me 

a further 2p off the basic rate. 
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BUDGET STATEMENT: FIRST DRAFT 

I enclose a first draft of the Budget Statement. This follows the 

outline you saw last weekend, and takes account of points which have 

been made to me following your request at Monday rview meeting. 

any hands. 

iting or 

clearance and I am afraid that there are some incons 	ies and 

probably some errors too. The drafting is uneven and St 	uires 

in places a good deal more work. But I hope that this fir 	ion 

will give you a feel for the shape of the Statement and will pøVio e 

basis for further work next week. 
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2. 	This draft is, as always at this stage, the wo 

In the time available there has been little time or 
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One or two points of detail:- 

The business and enterprise section (which is perhaps on 

the-% long side) starts with VAT and small businesses, as 

you suggested at our discussion last week. This works 

well, except that it is perhaps a little odd to come to the 

main Corporation Tax rate after all these details. 

The Revenuc have suygested moving Pay and File from its 

present position in the section on streamlining Corporation 

Tax 	a new subsection on tax reform which starts off 

wi 	the Keith measures, at the end of Business and 

Ente 

It mi 

(p 33). 

it is. 

Customs th 	t VAT partial exemption (p 39) would sit 

more comfort 	the anti-avoidance section than in its 

present home, axes on spending. I am inclined to agree. 

best to omit the paragraphs on US tax reform 

, we should certainly keep Pay and File where 

Last year you spoke for 1 hour 16 minutes. You suggested that 

this year we might aim for about I our. The present draft is about 

one hour in length. ,  

0 
I enclose, too, a suggested p 	ration by Mr Ross Goobey. 

M C SCHOLAR 
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Introduction 

 

The setting for the Budget this year is more 

A favourable than it has been for many years. We are  

entering our seventh year of steady growth, in what is 

now our accustomed place at the top of the international 

league table. We are entering our fourth year in which 

ady growth has been combined with low inflation. 

And 	e entering one more year in which the public 

financ 	sound and strong. 

These 	the 	fruits 	of 	the 	Government's 

determination 	old to our policies of sound money and 

free markets. 	I gladly reaffirm these policies today. 

They provide the only sure basis for more jobs and 

lasting, productive, 

I shall begin by r 	ewing the economic background 

to the Budget. I shall ti ;'-.l with monetary policy 

and with the fiscal prospect tis year and next. Finally 

I shall propose some changes in taxation designed to 

assist in achieving our economic objectives. As usual, a 

number of press releases, filling ou 

proposals, will be available from the 

as I have sat down. 
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ous improvement on the traumas and poor an 

f the mid and late 1970s. 	Indeed it per for 

It has occurred as 

GyArvAAr wet revihr.A.( 

try\ CrVkh iv* 
ervv whA- 

ttc. 
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Economic Background 

I begin with the economic background. 

The first estimates for growth in 1986 show output 

some [21-2ij per cent higher than in 1985. We have 

experienced steady growth at just under 3 per cent - with 

only minor deviations one way or the other - since the 

bei( g  of 1981. This remarkable period of growth is 

compares 	ell with the best growth performance in 

4'  earlier per  'ç 

6. 	It is worth examining the lessons of this recent 

period of successful growth. 

It has coincided 	h>sharp fall in inflation. 

overnment has pursued 

progressively tighter fis9a1 and monetary policies 

- with the PSBR in 1986-87 [at £41 billion] the 

lowest as a share of GDP since 1969-70. 

Because the Government has not 

pressure from many quarters for 	rtificial 

- 2 - 

d to the 
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fiscal stimulus, which would inevitably carry with 

it the risk of a rise in inflation, the prospect is 

for satisfactory growth to continue in 1907 dnd 

beyond without a rise in underlying inflation. 

tAtere-• 

In short the recipe for sustained growth and falling 

inflation is the very opposite of the conventional 

neo- 	nesian wisdom of the late 1960s and 1970s, which 

is 	all too evident in certain parts of this House. 

th performance in 1986 was achieved against 

a difficu 	d background. There were already signs 

of a mild 	 in the world economy towards the end 

of 1985. One f the first consequences of the fall in 

the oil price at the beginning of 1986 was for certain 

oil producers to cut their imports from developed 

countries like the U 

reacted in a similar w 

commodity prices. 

her less developed countries 

response to falls in other 

cleCsUO: ' Lvtleu.440-al 'i,  

9. 	As I expected at this time last year the lower oil 

price led to lower inflation in the developed countries 

and boosted domestic demand. We have heard a lot in 

recent months about domestic dema 	and private 

consumption in particular - growing at an 	lthily high 

rate in the UK. The critics seem unaware ot 	hat the 

growth of domestic demand in 1986 in the oth 	omies 
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of the major 7 appears to have been higher than in the 

UK, and that high consumption growth in the developed 

economies was an expected and quite jusLified consequence 

of the fall in the oil price. 

10. While exports from countries such as the UK suffered 

from the contraction in OPEC and LDC markets in the first 

hal  •  1986, there now appears to have been a pick up in 

exoc, 	rom developed countries in the second half of 

the 	 This renewed growth in developed countries' 

exports 	contributed to a marked improvement in 

t in most of these countries during the 

C e-c-1 	0.4,ja 

itko 	‘toj 

industria 

second half 	6. There are reasonable grounds for 

expecting worl demand for developed countries exports to 

\ continue to grow in 1987. The growth of markets for UK 

/ 
exports of manufactures should rise from [21] per cent in 

1986 to _[31] per ce 1987. 	GNP in the major 

economies is likely to r- It 	per cent in 1987, the 

same as in 1986. 

- 

11. While in some ways the world economy has adjusted 

well to the large fall in the oil price at the beginning 

of last year, there are undoubtedly ver real risks to 

its 	satisfactory 	performance. 	 has 	been 
...— 

tA,,,y, 	considerable turbulence in foreign exc 	arkets as 

0' 041'64-cA4/ , 	 
6.4w6, awarli%e three largest economies - the United ( 	

Japan 
tit,-0- 	N 
VIt-e4",  W471-1 	and Germany - grapple with major external imb 1 	that 
---- 

et-ovt,  pes4k6,  6AAAJ' 	adversely affect other economies. 
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12. It is essential that the US takes further steps to 

control its budget deficit, which in turn will help to 

reduce its large current account deficit. Similarly both 

Japan and Germany must adopt policies first to prevent 

their very large current account surpluses growing 

further, and then to ensure their reduction. 

V \ 

 

13. The reduction in the large external imbalances in 

th 
	major economies is essential to ensure the 

cont 	on of low inflation and steady growth, which 

has 	e'-' 1 	such 	a 	major 	achievement 	of 	the 

internati.nA 	conomy in recent years. Above all a slide 
4r 

into prote 

disaster for 

such as the UK. 

m in the US and elsewhere would be a 

world economy and major trading nations 

r-ecry 

ve 

1.1,m,Aci? 

144 	" f""Artig  
AANA4 	64-A4 SCA-C4*4 I 

[Reference to G5/ 	lks.] 

0 
Turning to the UK ec omy the prospect is for a year 

of steady, balanced growths 	s clear that the growth 

of consumers' expenditure in J986 - at just under 5 per 

cent - was given a temporary boost by the lower oil price 

and the fall in other commodity prices. The probable 

fall in the growth of consumers' expe 	re in 1987 is 

likely to be matched by the welcome r 
	

investment 

that industrial surveys clearly signal. 
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in particular faces a good 
W 6 

its improved performance during the year, following 

second half of 1986. In the year to the fourth quarter 

of 1986 exports of manufactures grew by 91 per cent and 

productivity by over 4 per cent, while its wage costs 

rose by just over 31 per cent. 

17. 	ndeed the UK's overall productivity performance 

particularly strong in the last few years. In 

the 	and 1970s the UK was at the bottom of the 

intern lo 	productivity 	league. 	Productivity 

l_performa c 	particularly bad in the period after 

1973, with 	cturing productivity in the UK growing 

on average at 	mere 	per cent a year. Since 1979 the 

average growth of productivity for the economy as a whole 

has been higher than in any of the other major 

7 economies in the p 	since 1979, averaging 31 per 

cent a year. That 

signs are that 1987 will 	e a continuation of the recent 

d an achievement. All the 

strong performance of turing industry, with 

exports, output, and produivity growing at very 

satisfactory rates. 

18. This strength was all the more r 	ble because it 

pev tvo-tw'f ich the UK 

ice. The 

tion of 

was maintained in a difficult year 

economy adjusted to the large fall in the 

public finances in particular suffered 
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just over half the revenues from the North Sea. But 

because the underlying industrial performance of the UK 

economy is much stronger than in earlier years the 

economy weathered this storm, as it has weathered other 

A storms  in recent years which in earlier times would have 

. 	led to crisis and catastrophe. Indeed the Government's 
rtvits,t-wre;d1rONAA.  

finances have markedly strengthened not because I raised 

tax 	es to make good the loss of oil revenues, but 

b 	he sustained growth of the economy has produced 

CIY
a  hig 	el of non-oil revenue than anyone expected. 

In ou 	ections for future years we have, in the 

light of uncertainties, kept unchanged the 

assumption we adopted last year of a $15 oil price. 

Real interest rates are high in the UK, in large 

part because in a gro 	conomy private sector credit 

demand is so buoyant. 	ecent level of real interest 

rates has not prevented 

output. By continuing to 

public finances we shall ensure that the Government does 

not - as governments have all too often in the past - add 

to pressure on real interest rates. 

a very firm control on 

growth of demand and 

21. As forecast at the time of the Aut 

November, the current account of the balan 

was in broad balance in 1986. This follows a 

tement in 

ayments 

tive 
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22. On present prospects there is likely to be a current 

account deficit of [E2 billion] in 1987. 	It is not at 

all 	rprising that the UK should experience a small 

this scale - equal to approximately 1 per cent 

of G lowing the immediate loss of over £4 billion 

f oil as a result of the fall in the oil 

the fall in the exchange rate that 

in the oil price should lead to an 

BUDGET SECRET 
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current account surplus of £21 billion since 1979, which 

enabled the UK to build up a large net stock of overseas 

assets during the period when oil prices were high and 

North Sea output rising to its peak. 

net ex 

price. 

followed th 

cvn 
improved non-o 	trade performance. The UK's large stock 

of net overseas assets will provide a lasting 

contribution to the current account in the future. 

23. Inflation is likel ,, 92rise for a time during the 

middle of this year to a 1 tle above 5 per cent. But it 

should thereafter fall, to  5  per cent in the final 
quarter of the year. Short term changes in inflation, 

such as those experienced in 1986 and likely in 1987, are 

predictable fluctuations around an unambiguously 

downward trend. 	The Government rem 	etermined to 

squeeze inflation out of the system al 	r and will 

take whatever action is needed to achieve tis 	erriding 

aim. 
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To sum up the prospect, we can look foward to a year 

of balanced growth in 1987 with consumers' expenditure 

lower and investment growth higher than last year. 

Exports are likely to grow significantly faster than the 

economy as a whole. 

Unemployment should continue to fall gradually, as 

it has done since the middle of last year. 	In last 

udget I said that employment prospects depended 

on a 	ned improvement in the performance of business 

and in 	 That sustained improvement in economic 

performan e 	occurred and is continuing. 

26. I do not Kbè1ieve that this improvement would have 

occurred were it not for the stability and soundness of 

the Government's overall management of the economy, 

together with our p 	es to encourage enterprise 

efficiency, and flexibi 

Government has taken ac on to promote competition, 

incentives, and free market 

deregulation and privatisation. All these measures, 

enacted in successive Budgets and other legislation, are 

now bearing fruit, and we see the proof of this on all 

From the beginning the 

d to press ahead with 

sides - not least in the success of B 

international markets. 
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27. British industry now has an outstanding opportunity 

as a 	result of 	low 	inflation, 	rapidly 	rising 

productivity, and the highest profitability for 

20 years. If it will take a firm grip on its costs, and 

make room for its crucially important spending on R and D 

and training, its present successes should mark the 

beginning of a new era of pre-eminence in domestic and 

intorrtional markets alike. 

- 10 - 
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Monetary policy   

28. We shall continue to follow the prudent financial 

policies laid down in successive versions of the medium 

term financial strategy. They provide a stable and 

predictable environment for markets and for business: a 

framework that permits the economy to grow steadily while 

giviix a guarantee against a return to rising inflation, 

industrial and market instability which comes 

with 

29. The c piece of the strategy is the Government's 

commitment 	'eve a steady reduction in inflation and 

the growth of oney GDP. This requires tight control of 

monetary conditions, using short-term interest rates as 

the main instrument of policy. 

30. Last year I set anges of 2 to 6 per cent for 

narrow money, MO, and 1115 per cent for a measure of 

broad money, £M3. The targe ge for MO next year will 

again be 2 to 6 per cent, aspindicated in last year's 

MTFS. For broad money, on the other hand, a rapid rate 

of growth has proved consistent with monetary conditions 

which have continued to bear d 	ffectively on 

inflation. 	Indeed, as I have explair J t length on 

several occasions, the growth of broad mo y as become 

increasingly difficult to interpret, both 	me and 
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abroad. 	I have concluded that the behaviour of broad 

money is now too uncertain for it to be sensible to set a 

target range for it next year. But although 

interpretation is difficult, it is still important to 

monitor closely the growth of liquidity in the economy. 

We will take the behaviour of the various measures of 

broad money carefully into account in assessing monetary 

conditions and setting interest rates. 

DC • 
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31. 	 also continue to take account of the other 

financi 

rate, whi 

indicators 

term interest 

icators, and in particular the exchange 

provide a good guide to policy when other 

to interpret. Decisions on short 

will continue to be made after a 

careful assessment of all the evidence of monetary 

conditions. 

32. I have one change 	Announce in the arrangements 

which are used for financi 	the Government's borrowing. 

the structure of the 

gilts market, the Bank of Eng d has been conducting 

consultations on the possibility of carrying out an 

experimental series of gilts auctions in 1987-88. I can 

now announce that this experiment will 

first auction to be held in May(?)]. The 

will be announcing details [later today/ 

Auctions will supplement the traditional 

[with the 

f England 

week]. 

of 
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selling gilts by tender and through the operation of 

taps, and they will provide fixed points during the year 

at which known amonntc of Government stock can be cold. 

I believe this will mark an important improvement in the 

techniques available for financing the Government 

borrowing requirement. 

33. 	will say no moLe about monetary policy, except 

to repeat what I have said on a number of on 

occa 

swept 

years hay 

techniques 

change 

the past: that while the changes which have 

financial markets world-wide in recent 

essarily altered, and complicated, the 

etary management, there has been no 

in the essence of the Government's what e v"é r 

policy. We continue to attach the highest priority to 

sound money. 
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Public Sector Borrowing   

An important component of the success of the MTFS 

has been the reduction in the level of public sector 

borrowing. 	It looks as though borrowing in 1986-87 is 

turning out to be considerably lower than the £7 billion 

I expected at the time of last year's Budget. 	I now 

expe 	an outturn for the financial year as a whole of 

on 	 This is a little below 11 per cent of GDP, a 

lower '% .- 	than in any year since 1969-70. 

Moreove 	'ame comparison would still hold if the PSBR 

were adjus privatisation proceeds. 

This makes 1986-87 the second successive year in 

which the PSBR has been at about 11 per cent of GDP. 

There have now been two m rked downward steps in the PSBR 

since 1979. In 1981-8 	as reduced from 5 per cent to 

about 3 per cent, wher 	stayed for the next four 

years. And then in 1985-8 	11 to 11 per cent. 

Meanwhile - to the great srprise of those who think 

that economic growth can result only from fiscal 

expansion - output has risen, as I have • dicated, at a 

steady 3 per cent a year. Indeed its 	gan in 1981 

just as the PSBR was taking its first big 	own - and 

just as we were being told that it could 

- 14 - 
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declining public borrowing. The truth is that strong and 

\ 7\ 

in January showed a 

expenditure relative to 

sustainable output growth depends on a healthy and 

productive private sector. And this is most likely to 

thrive when the Government is restricting its own demands 

on the economy. 

DC 
	• 

it is not only the borrowing requirement that this 

Government has been reining back. Government expendifilre 

as 	oportion of GDP has also been falling since 

1982 	his has eased the burden on the private sector 

by per 	a reduction in taxes. And it has enabled 

us to sus 	remarkable loss of oil revenues from last 

year's oil 	e fall without raising non-oil tax rates 

or borrowing. 

I intend to continue this successful fiscal 

strategy. The Public 	diture White Paper published 

Some further reduction in bo 

d decline in Government 

over the next three years. 

g over the medium term 

is also required to support th>declining path of money 

GDP growth. 

39. For the year ahead, borrowing p 

account of a number of factors. 

expected to be [unchanged from the 1986- 

need to take 

venues are 

veil in 

North 

1987-88, and then to decline gradually. 	 e of 
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growth 

little higher over the next year or so than can be 

sustained over the medium term. With real interest rates 

high, all this points to A rednrtion in borrowing next- 

year then little further change over the medium term. 

40. I am therefore providing for a PSBR in 1987-88 of 

LE 	] billion or [ 	] per cent of CDP. The figures for 

la 	ears will be set in future Budgets, but the 

ill 

remai 	[ 	] per cent of GDP. 

cautious and prudent policy. 	It will 

create more 	for private sector demand without 

putting pressure on inflation or interest rates. It will 

provide a very necessary margin for safety. And it will 

improve the balance in 	e economy, between the public 

and private sectors, b 	the domestic economy and the 

balance of payments, 
	between consumption and 

investment. 

42. It will not, unfortunately, allow room for the 

substantial reduction in taxation to which this 

Government attaches such importan 	That 	is 

41(4.‘  

mined, as we 

have been for the past eight years, to 	risks with 

regrettable, but necessary, for we ar 

inflation, and no risks with our managemen 	f e public 

'1 
43. I turn now to my proposals for changes in ta ation. 

path in the Red Book shows the PSBR 

finances. 
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Business and Enterprise 

 

First, the taxation of business and enterprise. 

The Government last autumn made a series of 

proposals on accounting and record-keeping fol. VAT which 

will havc an imporLant_ impact on a crucial sector of the 

- small businesses. 	These measures have been 

we 	by representative bodies and individual 

busin 	me alike. 

I propose that with effect from 

1 October 19 7 	ere should be an optional system of 

cash accounting for VAT for companies with an annual 

turnover 12,—/ow £250,000. Companies will account for VAT 

on basis of cash paid 	d received. Because they will 

not be liable to pay 	until they have been paid by 

their customers, this w 	ease their cash-flow problems, 

as well as giving them adt 	bad debt relief - a 

relief for which they have 	argued. 

The proposal is subject to our obtaining the 

necessary derogation from the EC Sixth 	ective on VAT; 

[I am applying for this today.] 
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48. In addition, I propose an optional system of annual 

accounting for VAT which will mean that businesses with 

an annual turnover below £250,000 will be able to make 

payments on account and send only one return a year to 

Customs. This change will come into effect in the second 

half of 1988. 

future the period within which businesses must 

d be registered for VAT will be extended from 

one month. 

50. I als 	pose that the special VAT schemes for 

retailers sh 	d e changed in a number of ways in order 

to make simpl r schemes available to more small and 

medium-sized businesses. 

51. But 	there 	are matters on which the 

representations I have rq5 	d persuaded me it would not 

be right to proceed 
	

su gested in our autumn 

consultative document. I sh t be going ahead with 

the proposal for compulsory d4registration of traders 

below the VAT threshold; or with the proposal to 

withdraw the standard method of 

by retailers. 

52. I propose to increase the VAT registratjonreshold 

to £21,300 in line with the maximum perm 	under 
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n now to larger companies, specifically those 

Corporation Tax at the main rate. 

ived a number of representations about 
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existing European Community law arguing vigorously in 
i k 

Brussels for flexibility to set a higher limit. 

53. Overall, the proposals which I have just outlined 

will help ease the burden of VAT on smaller firms whose 

management energies should be concentrated on generating 

profits. The thicket of controls, regulations and form 

filling will be made more penetrable. 

the help it g 	o companies to have advance notice of 

the Corporation Tax rate for the year ahead. 

  

Accordingly I can 	ounce now that the main rate of 

Corporation Tax in 19 	88 will be unchanged at 35 per 

cent. 

  

Pc3t - 
i\ c sPs 

The reformed system o <>Corporation Tax which I 

introduced in my 1984 Budget has now been in force since 

the beginning of the present financial year. I propose 
1 

this year to complete this reform 	a number of 

measures to streamline the administrat 	Corporation 

Tax. 
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58. At present there is an anom lous situation whereby 

C:r wr 	I 
companies established before 1965 can have—a-c-collatIng 

perleds--of different' lengths for their liability to , 

Ce,rpo.rat-i-orr -Tax-; 	but companies established since 1965 

must all-a-e-cottfrt-f-e-r the tax nine months, ,a-f-l-et--tiTe-errrd-bf 

tAle_period  on whigh_it_is_due 

59. This difference in the treatment f companies no 

1 
	as any justification. I propose, therefore, that 

all 	a les and building societies should be liable to 

pay Coor ion Tax nine months after the end of the 

accounti 	od on which the tax is due. This will be 

more equita 	ween companies than the present regime; 

it will rati 	1 se the arrangements for collecting 

Corporation Tax from companies; and it will smooth the 

flow of tax receipts into the Exchequer, which in turn 

will help management 

important, reason for 

is that they are open to 

PSBR. A quite separate, but 

g the present arrangements 

use which could put the timing 

of a substantial proportion Corporation Tax yield 

at risk. 	There will be a 	ansitional period during 

which the change will be phased in. 

60. I also propose to legislate now 	the way for 

a new method of collecting Corporation 	to be known 

Ab tire■g4,ieacermr-md'o 

k 	
as Pay and File.) Under Pay and File ) 	ies will 

VtAtia 	co-n*6V  

111 tivt. asa:00014 	r•triz4 estimate a4:141-Pay their tax liabilities  Ot 	 1 due 

t-A Aue, - es') w4 	Lre- 

c4,44 	bhare. 	■t) a 

rce..-.440.41 	• 
fr..424,j 

044.44 

40- 	 are.44:1 ajutot 
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; 	Kg- 

41 er•4 wad Lew" 

programme of streamlining tax collection, including 

major developments 

systems, which will not 

by legislating now )  we 

Inland Revenue's computer 

pleted for some years. But 

maciP by many,  taxpayers an 
wt....4,4 

-a.iltirld—travz a firm basis and a<1.engthy period to prepare 

ir advisers that 	thcy 

44.-.0.44,34.4• ••••••••4•44444,4■•• 
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date, without 

	

a'^V "Jr-  fro^ 	i rfr6set 14,,,cmue- , 

a 	 rempanies to 

appe-a-1------agatr1s-t—ttrerr: Tax liabilities will be finally 

settled once companies submit their returns and accounts._) 

	

nc 	1 u-d-e pr 	 rruerest 

	

• 	11 	• 

La x is 	paid. 

new 	 was set out in a consultative 

docume 

Report i s 	in December. 	It was generally welcomed 

both by bus 	nd by tax specialists. 

The introduction of Pay and File is part of a wider 

for the implementation of th-i-s—iiftprrr-t-a-rrt new scheme. 

the recommendations in the Keith Committee 

A CStc 
vwvt:"' 

63. As a further streamlining mea 	 propose a 

change in the taxation of companies' ca 	gains. At 

present this is unduly complicated, ing an 

artificial adjustment of the amount of the 	which 

Corporation Tax is charged. 
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64. The  change  i am proposing will also meet the 

numerous representations I have received that companies 

should be allowed to set payments of Advance Corporation 

Tax against tax liability on capital gains. 

65. There is much force in the argument that there is 

little real difterence between companies' capital gains 

and income from other sources. 

efore propose to rationalise and simplify this 

part of th Corporation Tax system. With effect from 

[today], 	ital gains of large and small companies 

will be cha 	ithout adjustment, at the appropriate 

Corporation T a At the same time, companies will 

be allowed to set payments of Advance Corporation Tax 

against their tax liability on capital gains. 

67. These three measures  \o  streamline the Corporation 

Tax system are expected her to yield about 

£255 million in 1988-89. 

the Secretary of State for Energy an 

closely the effect on the industry of 
-6Le 

fall in oil price and subsequent developme 

_ 	 generally confident abou 

68. 	 • My Rt Hon Friend 

ave followed 
Mite, 

onger 
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These measures should ) over the next 

help both the oil companies themselves 	hose in 

Scotland and elsewhere for whom they generat 

C 

plaak Li,  15e- c et.1-44 

ret-  vvrAtte--) 

V . {3 yor4t 

ars or so, 
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-0, aimAl■likir 
term prospects, pl-t 41-se suggested that 1:3a- the short-term 

le-04 of 
the trough in activity could lass —4-f some of the capacity 

in our offshore industry, in Scotland and elsewhere, 
Alw 	 ru-rik 

which will certainly be required in the longer -t-e-r-m. 

Last autumn, I introduced legislation to bring 

forward the repayment of over £300 million of Advance 

Petroleum Revenue Tax. That held companies with cash 

' 

	

prop 	on pricing and valuation, to protect the 

fl 	ficulties. r  also announced, last November, 

revenue( 	under the existing systeig 

I now 	two new Petroleum Revenue Tax reliefs. 

With effect f 	t day, participators in oil fields may 

elect to have up to 10 per cent of the costs of 

developing new oil fields, until payback, set against 

their Petroleum Revenu 
to 

I am also proposlAg L  

liabilities in other fields. 

lief for -e-e-F-te-iti research 
0 

expenditure on oil extrac 	-This  is rgsear.c.h which is 

not related to a particula 	ld, and so is not at 

present allowed for Petroleum R5venue Tax. 

[Reference to ring-fence ACT?] 
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73. I turn now to profit-related pay. 

iic 

74. I suggested last year that it might be possible to 

introduce changes to the tax system which would run with 

the grain of, and reinforce, efforts to break up the 

rigidity of the pay system in this country. 

75, 1 pointed last year to two considerable advantages 

f 	ements which relate pay to profit. First, they 

lead 	closer identification of employees with the 

compani 	which they work. Second, they make costs 

more flex].  4n  the face of changing market conditions 
\ and hence h 	t make employment more stable. 

My remarks led to a lively debate and last July we 

published a Green Paper on profit related pay. I warmly 

welcome the discussio 	responses that the document 

generated. Those firm 

pay schemes generally bel ve they have worked well. And 

many others are considering 40..ucing them. 

I have decided that the time is right to introduce a 

system of tax relief to employees in qualifying 

profit-related pay schemes. This shot 	courage many 
more firms to bring these schemes into o 	on. I have 

decided that this innovation should ap y at least 

initially, only to the private sector, as the 	Paper 

lready have profit-related 

envisaged. 
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78. It  will  f  t.:uuLeibe  neuebsary for certain specific 

requirements to be met before tax relief is payable, and 

for schemes to be registered with the Inland Revenue 

before the profit year begins. But I have been anxious 

to keep the administration simple and to ensure that 

firms have as much flexibility as possible in designing 

schemes which suit their circumstances. 

79.C  Q- rhaps the key issue in response to the Green Paper 

-an 	oubt to some of those considering whether to 

intro 	hemes - is the level of tax relief. The 

Green P 	gested that one quarter of PRP payments 

might be e 	 I have now decided to double this to 

a half. Thi l mean that for someone on average 

earnings receiving 5 per cent of pay as PRP, the tax 

relief will be equivalent to lp off the basic rate of 

income tax. It underli the importance the Government 

tiative. It will take time 

for the cost to the Exch uer to build up and its size 

will clearly depend on take 	it full year costs could 

exceed £100 million by the en 	f the decade. 

80. Profit related pay is not a panacea, but I believe 

it will help tackle 	e of the deep- 	problems of 

the UK economy by promoting greater 	. bility and 

enterprise, and so help further to 	 hen the 

1A,A,r ). \ vv.- 
01,4-44 140A 

prospects for employment. 	I hope that b 
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existing loans will be 1 April 1988. 

83. Second, I propose to deny the doub 

interest payments by dual resident companies 

e uction of 

effect 
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dust 	will  now  respond  enthusiastically to this 

opportunity as we look forward to the 1990s. 	Full 

details of the tax relief scheme will be published in the 

forthcoming Finance Bill. 

____------ 
The GovernmenCs aim is to reduce taxes overall. 

But hand in hand with this we aim also to ensure that tax 

is collected fairly and effectively and that the law 

the right amount of tax collected. 	I have a 
j'Y 

num 	proposals to make today in this regard. 

Fir 	ropose to tackle the present over-generous 

treatment 	credit for foreign withholding tax paid 

on interest 	k loans. The effect of the present 

rules is to give tax relief on profits unrelated to the 

loan which produced the interest in the first place. 

Here our rules will be 

1.1\AL 	vAiltv..),L  

voNv • 

comparable to those operating 

in other countries. difor any foreign withholding 

tax actually paid, or dmed to be paid, on interest 

received by banks from ove lending will be able to 

be offset only against the 	rporation Tax due on the 

turn on the relevant loan. For new loans, the change 

will apply from 1 April 1987. 	The effective date for 
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cases where there is 

under PAYE and sub- 

us delay in paying tax due 

ors' deduction schemes. 
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from 1 pril 1987. The proposed change follows on the 

action taken in this area by the United States last year, 

to which I shall return in a moment. Trading companies 

will not be affecLed. 

NOT TO BE COPIED 

84. Third, I propose legislation on the taxation of 

Lloyd's Lo ensure that the normal tax treatment of 

provision tor outstanding insurance liabilities applies 

to  0 	s members in the same way as to insurance 
comp 	d other financial traders. These proposals 

will a 	he tax treatment of Lloyd's Reinsurance to 

Close and 	irst apply to premiums paid for the close 

of the 1985 	account at 31 December 1987. The new 

arrangements w" 	b phased in over a three year period. 

(7 ( cf Z5 41; ) 

tivAeA 4#4e 	:4-r‘  

85. Fourth, I propose a change to deal with certain 

Following the approach 	ecommended by the Keith 

Committee, I am proposing to i 	uce an interest charge 

where tax is paid late followig a formal assessment. 

This change will take effect from April 1988. 

86. Fifth, it is quite common for paym 	o directors 

to be left out of the base for PAYE calcns. This 

also leads to delay in paying tax. I propo e 	remedy 

this by defining more closely what should be 1.0014-d in 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

NOT  TOItE  COPIED- BUDGET SECRET 
BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



c  

eA.4-e4ka • 

V.00 	rt141.., 

BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

the base for calculating PAYE. Again, this will meet a 

recommendation of the Keith Committee. 

87. All these measures will help to ensure that the 

right amount of tax is paid by all taxpayers. There is 

no reason why Lhe bulk of taxpayers, both individual and 

coLporate, should subsidize the few who are able to 

their tax bill through accidental features or 

weak 	in existing tax law. 

re 

I 	 set the 1988-89 car and car fuel benefit 

scales for 	with company cars. I propose a 10 per 

cent increase 	the car benefit scale charges. 

propose no change to the car fuel benefit scales which 

are now also used for VAT purposes. 

[I arii glad to be a 	to announce now that I propose 

to give statutory eft to two extra-statutory 

concessions whereby trainin > 	s incurred by employers 

and employees can be offse 	against tax liability. 
0 

Training is vital in a dynamic and resilient economy. 

The tax system is already helping here, and this measure 

is designed to ensure that this fact b s more widely 

known.] 

Last year I was glad to confirm that 	siness 

Expansion Scheme would continue indefinitely 	w of 
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encourage high risk share ownership. M  Ao0serally,  the 
Government has given a major boost to wNr s 	re share 

94. The Business Expansion Scheme h 	done much to 

V 

its out 

BUDGET SECRET 
WP9P-e-Mgr CkINA-Ych   

NOT TO BE COPIED 
nges made to the Scheme 

  

in 1986 have improved its targeting, with the result that 

more BES money is now going into the type of higher risk 

venture for which the Scheme was designed. 

A 91.  The scheme is now on a generally satisfactory basis. 

But to improve it still further, I propose two changes. 

92  Siir  first is a measure to deal with the problem of 
yea 	sunching, about which a number of people have 

made 	re ntations. 	I propose that, for investments 

made in 	irst half of the tax year, the investor 

should be 	opt for part of the relief to be given 

for the prey]. u 	r. This measure, which will apply to 

investments made after 5 April 1987, should make it 

easier for companies to raise BES finance throughout the 

year. 

93. The second is a relation of the rules to make it 

401' i  
investment. I believe that t- 	will be widely welcomed 

in the film industry. 

easier for independent film< ies to benefit from BES 

ownership through action on three fronts: 	 share 
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schemes, privatisation and the introduction of Personal 

Equity Plans. 

95. The growth in employee share schemes since 1979 has 

been remarkable. We started with about 30 schemes. Now 

there are over 1,200, open to all employees and covering 
,t,t, - 	1 
more than 1* million workers. 

ve already taken steps to amend the "material 

est for employees and directors in close 

facilitate the adoption of employee share 

companies. 

97. I now pro se a further measure to assist employee 

share schemes in special circumstances. 	In future 

employees in a company which is taken over will be able 

to exchange their share options under an 

approved scheme for opti s ,4ver shares in the acquiring 

96. 

inter 

compan1 

schemes in 

company. 

98. I am further arranging foK>a review, with the help 

of outside experts, of the effect of Section 79 of the 

1972 	Finance 	Act 	on 	the 	tax 	treatment 	of 

employee-acquired shares. The aim of 	view will be 

to improve and simplify the rules, con 	with the 

underlying purpose of countering tax avoid ce so as to 

allow 	greater 	flexibility 	and 	encour 	 to 

enterprise. 

- 30 - 
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99. Privatisation brings many benefits for the economy 

at large, as well as for the industries privatised and 

their consumers. Not the least of these benefits is the 

breakthrough we have been able to make in wider share 

ownership. 

A csr 

100. As the House knows, the British Telecom sale in 1984 

brought a step-change in the number of share-owners. 

0 	illion people applied, and around half of them 

had 	 owned shares before. 	Subsequent sales 

consoli 	this success, and British Gas proved another 

landmark 	wider share ownership. 	41 million 

application received on behalf of 5 million people, 

the largest npI.e of applications ever received in a 

flotation anywhere in the world. 

VW. 	ike-007;A- 

101. I am particularly 	d that employees have seized 

the chance to become sh 	ho ers - sometimes, it must be 

said, against the advice \6f their trades unions. About 

90 per cent of the employeei 

floated on the stock market h ve become shareholders. 

privatised companies 

102. The success of these policies has been clear for 

some time, but estimates of current sLolder numbers 

have differed. I therefore commissione 

with the Stock Exchange, a major survey 	dividual 

shareholders. 	This indicates that the Ke now 
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[ 	 ] m llion individual shareholders in the UK, [and 

confirms that shareholder numbers have trebled since 

1979]. 

103. But we are not going to stop there. 	There is a 

great deal of scope, not only for further widening of 

share ownership but also for existing shareholders to add 

to their portfolios. Our measures to promote employee 

sh chemes and our plans for further privatisation 

sal 	continue to play an important part in this. 

The 	1 Equity Scheme announced last year is a 

major new 	us to the spread of share ownership. 

Already over 	have applied to become plan managers, 

including banks, stockbrokers, unit trusts, building 

societies and investment advisers. And there are [ 

PEP holders, including 
	] people who previously had 

not owned shares direc 

PEPS are now successfa unched, and going well. 

In time they, with the other msures we will have taken, 

will alter the landscape of attitudes to saving, 

investment and share-ownership in Britain. 

All the tax proposals I have jus 	forward are 

concerned in one way or another wit 	ness and 

enterprise. They continue the thrust of t 

have introduced in successive Budgets. 
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107. The US tax reform package has been much commented 

upon and welcomed, for closing tax loopholes and removing 

distortions. Yet on the structure of business taxation 

the US is essentially following the approach we adopted 

here in 1984. Otherwise, the US reform is substantially 

concerned with removing shelters which do not exist in 

the UK. One exception to /this is the double 

deductibility of interest by dual resident companies, 

wh 

acti 

measur 

more effec 

the contin 

pursuing. 

have already said, we like the US are now 

emedy. With this measure are linked the other 

ve just announced to produce a fairer and 

tax system. They are part and parcel of 

rogramme of tax reform which we are 

108. The size of any reform is related to the size of the 

problems it tackles. 	is no need whatever for us to 

be defensive about the 	ord on tax reform. Besides 

reforming the business t 	structure in 1984 and this 

year we have abolished four ssary taxes and cut the 

rates of most of the remaining irect taxes. 

- 33 - 
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Savings and investment 

14.1,944/4  

109. In my last Dudget, I promibed Lo bLiny forward 

proposals for the tax treatment of the new personal 

pensions which will be introduced from 1 January 1988. 

Accordingly, we published a consultative document last 

November.. This proposed that the tax reliefs for 

pensions should be broadly in line with the 

arra s applying to retirement annuities. 

110. The 

important 

be able to se 

ultative document also outlined other 

in the pensions field. Employers will 

simplified occupational schemes with 

minimum red tape. 	There will be much greater 

transferability between different types of pension 

scheme. 

0 
111. These proposals ha 

propose to put them into ef 

been welcomed, and I now 

112. These important and innovative reforms will widen 

the pensions choice for millions of working people. They 

will be of particular benefit to the 10 

in this country who do not belong to oc 

schemes. 

ion employees 

nal pension 
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in the consultative document in a further, important, 

way. I propose to allow members of occupational schemes 

to top up their pension through additional voluntary 

contributions to a separate plan of their own choice. 

They will be able to top up their pension in this way 

right up to the present tax approval limito. 

NOT TO BE COPIED 

go beyond the proposals 

dte-414̀ 

1 	is proposal, 	together with those in the 

con -' 	 -  'ive document, will make it easier for people to 

take 	pensions with them when they change jobs. 

This w 	K5ve  good for labour mobility and for 
independen 	n future people will have more control 

over their p oyn in old age. 

115. But these improvements can be justified only if they 

are properly used. Som 	ew safeguards are necessary to 

discourage exploitati 	particularly by certain very 

highly paid employees. 	proposals to deal with abuses 

l'  
of this kind - some of w • 	re to come into effect 

immediately - are describedO a further consultative 
0 

document published today. 

116. On inheritance tax I propose a su 

in the threshold from £71,000 t 

significant simplification of the struct 

the number of rates of tax from seven The 

tial increase 

000 and a 

reducing 
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effect  ill be Lo leduk.e Lhe  num er of estates liable to 

IHT by about a third, and to give worthwhile reductions 

in tax at all levels, particularly on smaller estates. 

117. Last year by abolishing the iniquitous Capital 

Transfer Tax lifetime charge I exempted outright lifetime 

gifts made more than seven years before the donor's death 

- Lo encourage lifetime giving. This year, as a further 

en gement to lifetime giving, I am extending the 

exeiis to lifetime gifts made for a limited period of 

time. also increasing the rate of IHT business 

relief •stantial holdings in unquoted companies, 

while in f 	inority holdings in USM companies will 

be treated in 	ame way as those in companies with a 

full listing. 	This will concentrate business relief 

where it is most needed: to avoid loss of family control 

and forced sales to rai 	cash to pay the tax. 

I propose to increa 	the annual exempt amount of 

capital gains from £6,36 	£6,600. 	I am also 

increasing the amount of cam. 	gains relieved from tax 

on retirement from £100,000 to £125,000. 

In my 1984 Budget I reformed the 	ts that apply 

to tax exempt life assurance iss 	 friendly 

societies. I did so because certain socie 	ad widely 

abused the privileges traditionally en] 	 the 
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friendly society movement. These societies were set up 

purely for commercial reasons, far removed from the 

mutual self-help role which the movement has sponsored 

for decades. 

120. I now propose a further change. Societies will in 

future be able Lo offeL tax-exempt policies based on 

annual premiums of up to £100. Again, this is intended 

to 

soci 

withou 

societie 

the position of the older, long-established 

who will be able to operate economically, 

tively changing the position of commercial 
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Taxes on spending 

[Introduction setting scene - depends on decision on 

excise duties.] 

[Excise duties - passage in light of decisions.] 

12w. 	last year's Budget I announced that I had decided 

to ce a duty differential in favour of unleaded 

petrol 	fset its higher production costs. I can now 

announce 	the differential will be 5 pence. 	This 

means that a d petrol should be cheaper at the pump 

than 4 star le ed petrol, encouraging the switch to less 

polluting fuel. The measure will take effect from 

6 o'clock this evening. 

C 5K 

5G1 -W44  reAj CAne;r4,  

AeoAttc,t 4,7w Wii‘d3 

vAv  

CLAtra4v1-444- 

(•;-y 	Caivst;#"w 

IA-LA- ate— 'tyks • " 

e regulations for betting 

een to tilt the balance of 

advantage towards off-cousetting compared with 

on-course betting, and in th e) light of concern about 

declining attendances at race courses, I have decided to 

abolish from today the duty on on-course betting. At the 

same time I propose to increase t 

machine licences. 

124. Following changes 

shops, whose effect has 
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125. There will be no changes in the rate or coverage of 

Value Added Tax. But I have one change here to announce 

- a change which has already been the subject of 

extensive consultation. 

Where businesses are carrying out activities some of 

which—re liable to VAT and some of which are not, the 

pre 

tax 	an be deducted. We have already announced 

that th 	s on VAT input tax deductions are to be 

revised s. 	to curb tax avoidance and prevent 

distortion o 	tition. The proposals could have had 

an unintended mpact on certain sectors and, following 

exchanges with 	those concerned, 	I 	now propose 

arrangements which will be reasonable in their impact on 

Last year I introduced a 	significant package of 

new tax reliefs to encourage dharitable giving. These 

included the new payroll giving scheme which starts next 

month. As I announced before Christmas, I propose to 

ules are over-generous on the amount of input 

increase the limit on donations un 

£120 a year. 

128. We now have a very generous tax 	 for 

charitable giving, and I know charities will nect 

any further major reliefs on this front this year 	B t 
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[and 

directly 

130. [I also 

n medical research]. 

o ose relief from car tax on vehicles 

s and chemicals supplied to charities and 

BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

following representations rrom  the  Charities VAT and Tax 

Reform Group, I am prepared to agree to certain additions 

to the VAT concessions which were introduced last year. 

129. I propose to extend VAT relief to welfare vehicles 

used by hospices to transport the terminally ill; to 

specialised equipment used by mountain rescue and first 

aid services; to the donation of goods for export to a 

to installing or adapting lavatory or bathroom 

faci 	in charity residential homes for the disabled; 

supplied to Motability for leasing] 

Income tax  

131. Finally I turn to 	ome tax. 

132. Lower rates of tax are  r  d for incentives and a 

stimulus to enterprise. The best chance of increased 

prosperity for all will come when the UK is placed firmly 

in the league of countries with low  i.  :tion and high 

o move as 

quickly as is prudently possible in this 	ion. 

growth. Our tax reform strategy ha 
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133. We have already made a very substantial reduction in 

the top rate of income tax, reducing it from the penal 

level of 83 per cent under the previous Government to 

60 per cent. Since we took office in 1979 we have 

abolished the investment income surcharge and brought 
(;arK, 3 3 	, 

down the basic rate of tax by 4 percentage points. 5  
,--; 

During the same period we have increased the basic tax 

thre 	lds by 22 per cent in real terms taking 

1. 	on people who would otherwise be liable out of 

incom 	ltogether. The married man's allowance now 

stands highest level in real terms since the war. 

134. Despite 	tax reductions top rate taxpayers are 

now paying a larger proportion of the total than before. 

In 1978-79 the top 5 per cent of taxpayers were 

contributing 24 per cent of the total yield of income 

tax, but • in the curr ar that figure has risen to 

27 per cent. 

1 	135. Meanwhile I propose for -87 to raise the main 

personal allowances in line with) the statutory indexation 

provisions. 

fore rise by 

£140 to 

136. The single person's allowance  will

?  
£90 to £2,425 and the married man's allo 

£3,795. 

- 41 - 
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Similarly the single age allowance will rise by £110 

to £2,960 and the married age allowance by £170 to 

£4,675. 

owe-  804, 

The age allowance income limit becomes £9,800. 

The blind allowance was last raised in 1981 when it 

was increased by £180 to its present level of £360. For 

19 	am proposing a further E180 increase in the 

allo 	taking it to £540. 

teasTEIF—=-Kelp for –a—deserving- 

Turning t the rates of income tax, I believe that 

all the income tax rates need to come down if we are to 

remain competitive with those countries which are now 

making substantial red 	, particularly in their top 

end to give priority to a 

further reduction in the asic rate since it is the 

marginal rate for 95 per t of the taxpaying 

population. 

141. In my lat-t Budget speech I said that I shared the 

aim of my predecessor to reduce the b 	e of income 

tax to no more than 25 per cent. 

objective. 
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But reductions in the basic rate are expensive. It 

would be wrong to move to our goal of a 25 per cent basic 

rate more quickly than is prudent. 

The revenue cost of all the tax measures I have so 

far announced will be [E 	million] in 1987-88. I have 

already announced that I am providing a borrowing 

requ 	ment of [E4 billion ] for 1987-88. Taking account 

of 	f this, and on a cautious view of forecast 

reven 	d expenditure in 1987-88, I am glad to say 

that 	 room for a total tax reduction of some 

[E2 billio 	year]. I am therefore taking 2p off the 

basic rate i 	88. 

0.4\■ 	40,17't"  

kviAkAkr  

uLo 
VTA. 

pc- 5p ; 

, 

tt 
,Veve-v,e- 

144. This reduction, to a basic rate of 27 pence in the 

pound, brings down marginal rates for the overwhelming 

majority of ordinary t 

be worth over £3 per we.k 

earnings. 

rs. The cut in the rate will 

a married man on average 

145. The threshold for the 4 per cent rate will be 

raised in line with statutory indexation to £17,900 and 

the threshold for the 45 per cent rate wi 	go up by £200 

[to £20,400]. The thresholds for the 5 	cent, 55 per 

cent and 60 per cent rates will remain 	'r 1986-87 

levels. 
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The income tax changes I have announced today will 

take effect under PAYE on the first pay day after 17 May. 

The reduction in the basic rate to 27 per cent will, 

of course, mean a similar reduction in Advance 

Corporation Tax. 

148. I also propose to reduce the small companies' rate 

of 	ration tax to 27 per cent in line with the new 

basi 	 This change, together with the reduction in 

45- 4 
	 income tax will mean that small companies and the 

unincorpo a 	sector will see a significant fall in 

their tax b 	. This Budget, therefore, gives the best 

possible help 	small businesses, which are so crucial 

for future growth and employment. 

Peroration 

C„i- 	 cia 

ti,04e Ac,-1 cu,,,t-rm44; 
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Peroration 

Laifv •ArThita:"it  

P14444A4Ar  
04sr4  14.4)4  

fr,4- veLr.A.:0, 

The Government has/is now realised/realising the dream of 

Governments for over twenty years: vigorous but steady 

and balanced growth, low inflation, increases in public 

expenditnre in priority areas, a change in Lhe 

unemployment trend and lower. tax rates. To those who 

es alternative economic policies I would make the 

comm94 f it isn't broken, don't fix it. The onus of 

proof o t 	economic policies which are on offer has 

shifted 	mly still onto those who want change. In 

my view it 	coincidence that, by concentrating on 

control of 	n iture and lower tax rates, this 

Government has set free the latent spirit of enterprise 

and we are reaping that harvest in higher revenues and a 

buoyant economy. 	Any 	urn to higher spending and 

higher taXes would ri 	th vicious circle of lower 

revenues forcing lower pulic spending and we would all 

suffer, the poor perhaps the 

0 
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I turn now to profit-related pay. 

I suggested last year the possibility of 

introducing changes to the tax system which would 

run with the grain of, and reinforce, efforts to 

break up the rigidity of the pay system in this 

country. 

I need to set the 1988-89 car and car fuel 

benefit scales for those with company cars. 

propose a 10 per cent increase in the car benefit 

scale charges. I propose no change to the car fuel 

benefit scales which are now also used for VAT 

purposes.) (1-4(  60  °I/IAA/1J4  

1_ The Government has done much in past years to 

promote training as a means of encouraging 

flexibility and enterprise throughout the economy 73 

It is particularly important that there should be no 
1,112,2)44 -.2 

 

disincentive forfor people who are changing jobs,thIA: 

might hold them back from acquiring new'work skills.) 

I propose therefore a change in the law so that 

t-ra-ining----of this kind will not be treated as a 

taxable benefit which the employee has received. 



re/C-C;Vel 	W.Ow6,0, 

Ne'rt 4fitin4.4 0.1,1rvAt 

Arta-  tkAle,t  

C12) 
Revenue before the profit year begins. But I have 

been anxious to keep the administration simple as 

possible. 

a, 

21. -Pe-Oleps- the-key issue in response to the Green 

-Paper -and no doubt to some of those consideLiny 

-whether to introduce schemes - is Lhe level ot tax 

reliefH The Green Paper suggested that one quarter 
a rkoov, 

of 2.132--payments might get tax relief. I have now 

decided to double this to a half. Th4s-w4-1-1- --mean 

that for someone on average earnings receiving 5 per 

cent of pay as PRP, the tax relief will be 

equivalent to ap' off the basic rate of income tax. 

That underlines the importance the Government 
Del 

attaches to this major new initiative. 4-4.40,11.34-ta4te--- 
-L4,-- - 
.tame-4-o—lamd447d up-but the full year cost to the- 

Exchequer could well exceed £100 million by the end 

of the decade. 

[190e4 d-e f-gevt- 

1,40.1,1 1,7,4 

vt-e 
fasa017 424,141017i,-te-tw4'?) 

22. Profit related pay is not a panacea, kut 4- 
koCrAre,  

-believe it will
k
help tackle come of the deep seated 

problems of the UK economy by promoting greater 

kflexibility/ind enterprise, and so help further to 
strengthen the prospects for employment. I hope 

that both sides--of industry will now respond 

enthusiastically to this opportunity as we look 

forward to the 1990s. 



4 • 
Savings and Investment 

I now turn to savings and investment 

First, share ownership. 	This Government has 

given a major boost to wider share ownership Lhrouyh 

action on three fronts: 	employee share schemes, 

privatisation and the introduction ot Personal 

Equity Plans. 

The growth in/approved employee share schemes 

[F.-1%4-e Pcv4r;\/tek/ 

1.1 IR. tw" 01'044  .47-44j:s." 	workers in over 10,000 companies. 

I took steps last autumn to amend the "material 

interest" test for employees and directors in close 
t-  1444. 	!A4,1  

companies, to (-Facilitate the adoption of employee 

share schemesdn such companies. 

I now propose a further measure to assist these 

schemes. In future employees in a company which is 

taken over will be able to exchange their existing 

share options under an approved scheme for options 

over shares in the acquiring company. 

since 1979 has been remarkable. 	We started with 

about 30 schemes. Now there are over 1,200 open to 

all employees, which  cover more than lf million 



I 

cloo 	3 ' 

I am, flirtbc, r r—azxanging for a review, with the 

help of outside experts, of the effect of Section 79 

of the 1972 Finance Act ) which deals with the tax 

treatment of employee-acquired shares outside 

approved schemes. The aim of the review will be to 

improve and simplify the rules, consistent with the 

underlying purpose of countering tax avoidance, so 

as to allow greater flexibility and encouragement to 

enterprise. 

Privatisation brings a wide range of benefits 

for the economy at large, as well as for the 

industries privatised and their consumers. Not the 

least of these benefits is the breakthrough we have 

been able to make in wider share ownership. 

As the House knows, the British Telecom sale in 

1984 brought a step-change in the number of 

share-owners. 	Over 2 million people applied, and 

around half of them had never owned shares before. 

'Subsequent sales consolidated this success, and 
fvki 

British Gas proved another landmark for wider share 

ownership. 41 million applications were received 

on behalf of 5 million people, the largest number of 

applications ever received in a flotation anywhere 

in the world. 



31. I am particularly glad that employees have 

seized the chance to become shareholders 

sometimes, it must be said, against the advice of 

Vlokwe-Y 
their trades unions. 	abet* 90 per cent of the 

employees in the privatised companies floated on the 

stnck market have become sharcholdcrs. 

32. The success of these policies has been clear 

forsometime,butestimates 	 shareholder 
kv 

numbers have 44-44ered. I therefore commissioned, in 
VOLY-'1.tel 

conjunction with the Stock Exchange, a major survey 

of individual shareholders. 	This indicates that 

there are now [ 	] million individual shareholders 

in the UK, 44c7ndonfirms that sharehol 	eL numbers 

have trebled—since 1979]. 

>c 

&hi 	1`e 

re-CaVe4t, 	W4 

ttat 
14,11)tj 4,0-td-J 

•,<" 

But we are not going 

great deal of scope, not 
a(- 
of sharesshare—Y ownerShip 

to stop there. There is a 

only for further widening 

but also for existing 

shareholders to add to their portfolios. 	Our 

measures to promote employee share schemes and our 

plans for further privatisation sales will continue 

to play an important part .i.44-4his. 

The 	Personal 	Equity 	Scheme 	is 	already 
in9ft S5 t ree 

beginning to show/results. Already over [ 	] have 

applied to become plan managers, including banks, 



stockbrokers, unit trusts, building societies and 

investment advisers. 	And there are [ 	] PEP 

holders, including [ 	] people who previously had 

not owned shares directly. 

35. PEPs are now successfully launched, and going 

well. In time they, with the other measures we 4,14-1-1- 

have taken, will alter the landscape of attitudes to 

saving, investment and share-ownership in 8.r-itain. 

Pensions 

37. I turn now to pensions. 

In my last Budget, I promised to bring 

forward proposals for the tax treatment of the new 

personal pensions which are to be introduced from 

1 January 1988) 04 Accordingly, we published a 
vr#4 

consultative document last November. 

Personal pensions are an important development 

in three ways. First, they will enable employees - 

if they so wish - to opt out of their employers' 

schemes and instead make their own arrangements. 

Second, they will be a new opportunity to the 

millions of employees who at present do not belong 

to an occupational scheme. Third, people may, again 

if they so wish, use them to contract out of SERPS. 



As foreshadowed in the Budget last year, and in 

the consultative document we published some four 

months ago, I now propose to extend to these new 

personal pensions the same favourable tax treatment 

that bac—been-enjoyed by retirement annuities. 

I also propose to implement other important and 

innovative reforms contained in the consultative 

document, which have been widely welcomed. 

Employers will be able to set up simplified 

occupational schemes with the minimum of red tape. 

This will be particularly good news for many small 

employers who have been discouraged by the 

complexity 	and 	open-ended 	commitment 	of 	a 

full-blown final salary scheme. And there will be 

much greater scope for 	transferring between 

different types of pension scheme. 

I intend to go beyond my original proposals in 

one further, important way. 	I propose new 

arrangements which will allow members of 

occupational schemes to make additional voluntary 

contributions with full tax relief to a separate 

plan of their own choice instead of, as now, being 

restricted to plans within their employer's schemes. 

They will be able to top their pensions right up to 

the present tax approval limits. 
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the donor's death. This year I can go further. I 

propose to extend the exemption on similar terms to 

gifts involving settled property in which there is 
A v,,1 410v 

an interest in possession, but not to discreLionary 

trusts. 

51. The proposed changes in rates and bands will 

help businesses. But I propose to go further by 

increasing business relief for shares in unquoted 

companies. The rate of relief for substantial 

minority holdings in such companies will be 

increased from 30 per cent to 50 per cent. To 

reflect the progress of the unlisted securities 

market, in future all holdings in USM companies will 

be treated like those with a full listing. These 

changes will concentrate relief on assets which do 

not readily provide funds to pay the tax or which 

could only do so at the risk of damaging the 

business. 
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Chancellor's revise 

ncellor's meeting on Monday (23 February), we 

'ting of the speech as follows, using the 

main rate (paras 54-56); 

capital gains (63-66); 

Pay and File (60-62). 

(1) Business and 

(a) Corporation T 

cc Mr Cassell 
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Small businesses (45-53) 

Anti-avoidance 

MCS 
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Lloyds (84). 
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partial exemption (125-6); 

'dent companies (83); 
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company cars (8 

training (89); 

PRP (73-80). 

(2) Savings and Investment  

(a) Wider Share Ownership (94-106); 

MCS 	(b) Pensions (109-115); 
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majority of paragraphs. Of the rest: 
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'ate; 
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Inheritance Tax (116-117). 

3< 7  axes on Spending  

(a) Specific duties (121-124); 
APH 	(b) VAT (127-130). 

end of the anti-avoidance section; 

85-86, 107-108, and 134 have been dropped; 

and 140 will have to b 

section. 
afted within the income tax 
7\ 

3. 	I attach the sections which fell tO 

have made manuscript amendments to the 

amount of manuscript. 

As far as possible, I 

nal draft, hence the 

4. 	The income tax section, in particular, is far from right. I 

have followed the Chancellor's order, but am not sur 't comes over 

well. 

A P HUDSON 
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ment land tax have gone altogether. 	The 

system of corporation tax came fully into 
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I turn now to my proposals for changes in taxation. 

Business and Enterprise 

Corporation Tax  

Al. First, the taxation of business and nterpris 

ss. The national insurance surcharge and the 

- 

rA4 

effe 	t April, and for the past year, the rate 

of t 	 mpany profits has been lower here than 

in any 	 dustrial nation, though the Americins 
kotA are now e 	emulate us. 	This A sharpen*i the 

incentive 	for 	companies 	to 	improve 	their 

performance and profitability, to the benefit of 

employees, customers, shareholders, and the nation 

as a whole. 

--AA/10.41 

A3. One conseq6ence of t 	sing-in of( the new system 

as that companies h 	advance notice of the main 

rate of Corporation Tax  0 	he year ahead. This 

helped ccompaniesi bk'nsid 	y in their forward 

planning, and I intend a far as possible_ to 

continue the practice of fixing the rate in advance. 

PKe 	 ik004 
r A2. The central objective ofIty business twi_Yreforms f\has 

b 	to removc or reduce obstacles to business 

Q:';3  

(Old 56) 	A4. Accordingly, I can announce now that he main rate 

of Corporation Tax in 1987-88 will 	changed at 

35 per cent. 
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i 

(Old 66) 	A6. 

Crt-r-rat;-m, 

recta 

63) 	A5. I also have a further measure of streamlining to 

propose. The present system of taxing companies' 

capital gains is unduly complicated: gains are 

charged to corporation tax, but the amount of the 

gain is first adjusted/by a certain fraction so that 
407.7,..ti) 

asj on ,1 
 

But I see much force in 

ir.1411-1-3_ 	1 d'f erence 

par 

from 

the effective tax rate 

individudls' capital gains 
v4A,4  

the a-E1-4amelit that/there is 

	

Lween companies' capital gains 	their income 

othe -sources. 6---et 46  

	

- i4tA'14  169- 	plify 	IsA4.tli  ore propose to rationalise and 

he Corporation Tax system. 
A 
 With effect 

], the capita4 gains of large and small 

compani 

the - aPPr 

I be charge, without4;11djustmen , 
Corporation Tax rate.-1 

[IR to provide...] 

(Old 67) 

At the same time, I am proposing to enable companies 

to set payments of Advance Corporation Tax against 

their tax liability o capital gains. This remedies 

a longstanding gr 	e which has been the subject 

of numerous repren4tions, and will be of 

particular help to . 

Together, these measureLa4e  expected to %yield 

about E5Cin 	in 1988-89/6 at4 tc4 0 
	

e Alt ja-a-ir, 
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60. I also propose to legislate now to pave the way for 

a new method of collecting Corporation Tax, to be known 

as Pay and File. At present, many company accounts are 

t received in time to agree the tax liability before 

0 

payment is due. So there is a laborious process of an 

estimated assessment from the Inland Revenue and an 

appeal rom the company. Under Pay and File companies 

will e their tax liabilities themselves, and pay 

on th 	1 due date, without the trigger of allej 

estimate sment. Tax liabilities will be final4K7 

\ settled once jnies submit their returns and accounts. 

Where it turns at the company's initial payment was 

too high, the R enue will pay interest on the excess; 

where the initial payment was too low the company will 

pay interest. 

(Old 61) 	61. This new approach u* 	t out in a consultative 

document L--- on the recommenda1ons in the Keith Committee 
0 

Report issued in December. 

both by business and by tax specflists. 

(Old 62) 	62. The introduction of Pay and File is part of a wider 

programme of streamlining tax colle 	including 

major developments in the Inland Reve e 	computer 

systems v co Pay and File will not come into 	until 

the early 1990s. But by legislating now we 

taxpayers and their v)._s rs a firm basis on w 	o 

plan, and a lengthy period to prepare for the 

implementation of the new scheme. 
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the Secretary of State for Energy and I have followed 

closely the effect on 	ipdustry of Las-t—yee-r-Ls—ft.hr-r? , 4 Lel. 6 
fall in oil pricet and subsequent developments. 4044e -The 

A 
industry itself is generally confident aboutFth longer 

erm prospects, 44--Itair suggested that in the short-term 
b14-14714  

the trough in activity could lose 	it some of the capacity 

in our oftshore industry, in Scotland and elsewhere, 

which 	 l certainly be required in the longer aai-g- 

umn, I introduced legislation to bring 

. My Rt Hon Friend 

forward t 	ayment of over £300 million of Advance 
how ,:k.e444Ad 

‹ 	Petroleum R 	Tax. That helped companies with cash 

flow difficulti 	 also announced, last November, 
61, P9ArmArNm4 

and valuation, to protect the 

revenue flow under the existing system0 

proposals, on pricing 

70. I now propose two 

wYtith effect from today, 

elect to have up to 

etroleum Revenue Taxi relief. 

icipators in oil fields may 

costs of 

developing new oil fields, un 	payback, set against 

their Petroleum Revenue Tax liabilities in other fields. 

I am al4Q proposing a new relief for certain research 
1. 

expenditure on oil extraction. This is 'search which is 

not related to a particular field, an s not at 

present allowed for Petroleum Revenue Tax. 
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I. VI,  

641 

hve-141 -6 I•e 

net to oveiNleV Vka, 

,-LQui,je.o. 

th,;.., 	L3 kC 

BUDGET SECRET 	NOT TO BE COPIED 
[ Re f  er  AU 1:1g CL6I-4Tria  1  \116Y?  ]  
t.  Awj Px-j "A 4  :441+2 i wt, a 

1.0441AP1A- er Ilk / 

-these measures shoILd 
k
over the next two years or so, 

t, 	 to 
help both k. 

 the oil companies themselves and L  those in 

cotland and elsewhere for whom they generate work. 
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BUDGET SPEECH 

all Businesses 

rowth of the small business sector has been one of the 

couraging developments of the 1980s. Between 1983 and 

1 5, 550 new businesses, on average, were created each week. 

Small businesses have a vital role to play in thL , c flymy l  not 

least in job creation. The Government has taken a wide range 

of measures • help this sector, and, through the deregulation 

10;xercis je ake it easier for small businesses to get on 

with 	NL  , aking profits. 

Representative 

difficulties so 

with its impact o 

required. I theref 

have often drawn attention to the 

1 businesses experience with vAT, both 

cashflow and with the record-keeping 

horised Customs & Excise to issue a 

consultative document last autumn proposing certain changes, 

which have been broadly welcomed by representative bodies and 

individual businessmen alike. 

OAP 4 rmr).3 11,,i A.% 	LscitiKk 

FJ 	04J 1-1-)/64, 	W 	/114-  

LAA-v-,,,c, 	,„„le 	 a, at) 	1744.1 

rt-ft 
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proposals on accounting and record-keepi 

will have an important impact _a-rr---aCrucial sector of the 

economy - small b 	esses. These measures have been 

er ,lcomed 	representative bodies and 	individual 

1 0 

cash 

turnover 

on basis 

that with effect 	from 
61e xia,t)  

987,ft- here should be an optional system /of  
ai‘czag,  

for VATy for companies with an annual 
i)e  

250,000. companies will account for VAT 

of 	 paid and received. Pre-e-a-tra-e -They will -6L+6 

propose 

not 43-4201511e 	 VAT until they have been paid by 

their customers, 	will ease their cash-flow problems, 
kr.a 

them automatic bad—el-e-bt relief 

necessary derogation from th EAillixth Directive on VAT; 

a„ qtriv,;.5  

VA-7, 

I propose an optional system of annual 

accounting 1 ENT which will mean that b messes with 

as well well as giving 

an annual turnover below £250,000 will 

payments on account and send only one re 

Customs. This change will come into effect i 

half of 1988. 

to make 

year to 

econd 
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below the VAT 

withdral:te 

by retailers. 

threshold; 	or with the prnpnsal to  

accounting for VAT used standard method of 

k 	tAvo 
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49 	14:-441,441me.7 the period within which businesses must 

7O-iify-and be registered for VAT will be extended from 

bvt tto-4 

tjt 

"e> 

ten days to-ana_moh. tk;tti v  41)4, 

Se-cer.ft kAme nAlow Fcrr 
0. , 1---a4-844---pLg.capo.ae—that 

1;,11 
retailers should 

medium-sized businesses 

aira 

the special VAT schemes for 

be changed -in-e-numbef-of wayrim-orftr 
4o 64-1,44-  

more small and 

51. 	 here 	are 	two matters on which 	the 

Iwirc 
represen 	I have received persuaded me it would not 

be right 	roceed as sugg sted in 67.-lur autumn 

consultative 	nt. I shall ot be going ahead with 

the proposal f6 compulsory deregistration of traders 

52. I propose to increase 	e V 	registration threshold -S,PaA'f 

to £21 1 300 )  in 	Frre---vri-th th 	imum permitted under 

existing European Community lad? a , -igvigorously in 

Brussels for flexibility to set a higher limit. 

peA, 4ia.%. 6)14r2b 

M4410  1041  LW 

. -rkey 

53. -02ixe-44-11, "The proposals which I h 

will help ease the burden of VAT on small 

management energies should be concentrated 

profits. The thicket of controls, regulations 

filling will be made more penetrableD 

outlined 

S whose 

ating 

orm 
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121. [Introduction setting scene - depends on decision on 

excise duties.] 

22. [Excise duties - passage in light of decisions.] 

123. In last year's Budget I announced thdL I lid decided 

124. -Following. changes to the regulations for betting 

shops 

advantage towards off-

on-course betting., 

declining attendances at race 

duty on on course betting.' *t.,--t-h-e I  

the balance of 

r14Ard, 
abolish from td-ay the 

ge->  betting compared with 

concern about 

• I have decided to 

-4450r- i 	 I 

t12,-446.4,4, 64- 

‘1;.w of 

13-.4sLi,e Pioj 
at. 

thz, 

1-1144 

to introduce a duty differential in favour of unleaded 

petri 	offset its higher production costs. I can now 

announ 	t the differential will be 5 pence. 	This 

means tha 	aded petrol should be cheaper at the pump 

than 4 star 	petrol, encouraging the switch to less 

polluting f 	he measure will take effect from 

6 o'clock this e 	i g. 

aarriS—rnt.re I propose to increase the duty on gaming 

machine licences 1,4,;4A,„ 1,04 	 AnAze- I 92 2 

41Se<1 	MA4%4 t.4..e.e4 a-re- 19771%40y 
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£120 a year. 

now have a very generous tax regime an 

giving, and I know charities will not expect 

major reliefs em—tit4,-4.fent this year. But 

esentations from the Charities VAT and Tax 
,Au, 

certain additions 

ons which were introduced last year. 

any f 

followin 

kX•toe' PP CA14,74 a — 64,rvt1L,WrICe, LI% 641g- 	ey- 

( 	 MAW- A/ALIA 	 0-a-c,e4 	 C4141:Lta4 • 

9(fYL  q—frqr 	  
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127. Last year I introduced a very significant package of 

ActleA414,  

new tax reliefs to encourage charitable giving
,  

; 'TL4e.ee 

444r—Lude4 the new payroll giving scheme which starts next 

As I announced before Christmas, I propose to 

ncrease the limit on donations under the scheme to 

Cedia...L 

1/ 
129. I propose to extend VAT relie 	oLwelfare vehicles 

to transport the terminally ill;_lio used by hospices 

• 	ace.414-.,r 
speciali 	

equ 
sed 	ipment u 

L 
mountain rescue and first 

00 S 

installing or 	apting lavatory or bathroom 
0 

facilities in charity resident 

Fernd to drugs and chemicals s4pplied to charities and 

omes for the disabled; 

directly used in medical researchti 6)o"'
,  
s 	 '39411-  

i re Vd4.2-1 4 oiNtv  
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already made a very substantial reduction in 

•••••.••■••• ■•• 	• 	•••••,••••„ 	04.-....4. 1..w.•••• 	 ille•WIL 
	 a00114, 
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131. Finally i turn to income tax. 

NOT TO BE COPIED 

0_ 
132. Lower rates of tax are good for incentives and a 

stimulus to enterprise. 	The best chance of increased 

<1! 
 rosperity for all will come when the UK is placed firmly 

in the league of countries with low taxation and high 

x 	growth. 	Our tax reform strategy has been to move as 

quickly as is prudently possible in this direction.) 

133. 

the top 	f income tax, reducing it from the penal 

level of 	 cent under the previous Government to 

60 per cent. 	 'We have 

abolished the inves tment income surcharge and brought 
kwn, 	-33  rt-y-  

4.1eiptim the basic rate of tax by--4-4)44:4:4414;4111.194!---p4444-t-6: 

he la&e4e tax 
Uwa "L.A. M -ict 

real terms taking 
ant-Arw 

thresholds >if 22 per t 	in 

1.4 million people 

income tax altogether. 

stands at its highest level 

out of 

arried man's allowance now 

terms since the war. 

Th 
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larly i the single age allowance will rise by £110 

to £2 

£4,675. 

d the married age allowance by £170 to 

The age nce income limit beeemes-£9,800. 

the age allowance will b ised by twice the amount of 

allowance will be £3,070 the married age allowance, 

BUDGET SECRET 	NOT TO BE COPIED 
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135.  44eervirl -proposi-e--for—rgt95=13/71  to raise the main 

personal allowances in line with the statutory indexation 

provisions. 

36. The single person's allowance will therefore rise by 

£90 to £2,425 and the married man's allowance by £140 to 

£3,795. 

138A. I propose, however, to give an extra increase in 

the age allowance to people aged 80 and over. For them, 

£4,845. Up to 	million ver'i 	rly single people and 

\\\_ 

married couples will benefit fro this new provision and 

the extra increase in the allowance will take some 

[25,000] of them out of income tax altogether. 
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IR-,  41A- 	.tery 
the increase due under 	x4,4on so that the single age 
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1---azia=3Lezrz =trE to £540. 

198X - 87 posing a further E180 increase in thc 

WO • i•O•Nig 	• '• • • 	 . 	 -- 7.01 1,4"--.411WIWKIW.44/Pa. 444a9 
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145.1he threshold for the 40 per cent rate will be 

raised in line with statutory indexation to £17,900 and 

the threshold for the 45 per cent rate will go up by £200 

[to £20,400]. The thresholds for the 50 per cent, 55 per 

ent and 60 per cent rates will remain at their 1986-87 

levels. 

01241 
 Crh, r  

d allowance was last raised in 1981 when it 

was incr se 	y £180 to its present level of £360. For 

-group. 

141. In my 1.a-e- Budget speech 	 the 

a t-  cji7j 	 H19, 
aim 4D-f my predecessor to reduce the basic rate of income 

k 	 k 

tax to no more than 25 per cent. 	That remains my 

objective. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE  COP,  - 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



ps4/63H 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE comp 

142. 	But reductions in the basic rate are expensive. 

It costs well over El billion to reduce the rate by 

one percentage point. There is clearly no possibility of 

achieving the goal of a 25 per cent basic rate this year. 

. 11  
t I can take a further useful step towards that. 1 am 

therefore taking 2 pence off the basic rate for 1987-88. 

reduction in the basic rate to 27 per cent will, 

mean a similar reduction in Advance 

ax. 

14/. 

of 

Corpor 

148. As a 

have decided 

measure to help small businesses, I 

reduce the small companies' rate of 

corporation tax to 27 per cent. Following the proposals 

I announced earlier, this rate will also apply to small 

companies' capital gains, hich are currently taxed at 

30 per cent. The chang 	income tax and corporation 

tax will mean a significa 	fall in the tax burden on 

This small companies and the unth rated sector. 

gives the best possible incen 

which are so crucial for future growth and employment. 

to small businesses, 

144.1Thfi reductionv  to a basic rate of 2 	ence in the 

pound y  brings down marginal rates for 	erwhelming 

majority of ordinary taxpayers') The cut in 	e will 

be worth over £3 per week to a married man  • 	erage 

earnings. 

146. The income tax changes I have announced today will 

pay05/E yter_i 
BE7COPPI  ED  I  

take effe 
't  igeft5HT 	gt84Eff" t  
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[New paragraph] 	The total cost of the income tax 

changes will be some [E2 billion] in 1987-88, and the 

erall cost of the measures I have announced today will 

be Ex billion. The PSBR for 1987-88 will therefore be 

[E4 billion]. 
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BUDGET STATEMENT: REVISED DRAFT 

1. 	Following the Chancellor's meeting on Monday (23 February), we 

agreed to split the editing of the speech as follows, using the 

Chancellor's revised order:- 

(1) Business and Enterprise 

(a) Corporation Tax 	- main rate (paras 54-56); 

capital gains (63-66); 

Pay and File (60-62). 

APH 	(b) Oil (6a-72) 

(c) Small businesses (45-53) 

MCS 

MCS 

Anti-avoidance 

Miscellaneous 

homily (81) 

VAT partial exemption (125-6); 

Dual-resident companies (83); 

CT payment dates (58-59); 

banks (32); 

Lloyds (84). 

BES (90-93); 

company cars (88); 

training (89); 

PRP (73-80). 

(2) Savings and Investment 

(a) Wider Share Ownership (94-106); 

MCS 	(b) Pensions (109-115); 

(c) CGT and friendly societies (118-120); 



• 
(d) 	Inheritance Tax (116-117). 

Taxes on Spending 

(a) 	Specific duties (121-124); 

	

APH 	(b) VAT (127-130). 

Income Tax 

	

APH 	 Reordered as follows: 131-133, 135-137, 138, 145, 139, 

141, 142, 147, 148, 144, 146. 

2. 	This covers the great majority of paragraphs. Of the rest: 

44, 57 and 87, are linking passages which may be used or 

redrafted as appropriate; 

67 will need to be fitted in somewhere, perhaps at the 

end of the anti-avoidance section; 

85-86, 107-108, and 134 have been dropped; 

and 140 will have to be redrafted within the income tax 

section. 

I attach the sections which fell to me. As far as possible, I 

have made manuscript amendments to the original draft, hence the 

amount of manuscript. 

The income tax section, in particular, is far from right. 

have followed the Chancellor's order, but am not sure it comes over 

well. 

A P HUDSON 
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Cl 

I turn now to my proposals for changes in taxation. 

Business and Enterprise  

Corporation Tax  

Al. First, the taxation of business and enterprise. 

The central objective of my business tax reforms has 

been to remove or reduce obsLacles Lo business 

success. The national insurance surcharge and the 

development land tax have gone altogether. 	The 

reformed system of corporation tax came fully into 

effect last April, and for the past year, the rate 

of tax on company profits has been lower here than 

in any major industrial nation, though the Americans 

are now set to emulate us. 	This sharpens the 

incentive for companies to improve their 

performance and profitability, to the benefit of 

employees, customers, shareholders, and the nation 

as a whole. 

One consequence of the phasing-in of the new system 

was that companies had advance notice of the main 

rate of Corporation Tax for the year ahead. This 

helped companies considerably in their forward 

planning, and I intend, as far as possible, to 

continue the practice of fixing the rate in advance. 

(Old 56) 	A4. Accordingly, I can announce now that the main rate 

of Corporation Tax in 1987-88 will be unchanged at 

35 per cent. 



CON 	CAIT7A(.._ 

	

(Old 63) 	A5. I also have a further measure of streamlining to 

propose. 	The present system of taxing companies' 

rApital gains is nndilly compliratea 	gains are 

charged to corporation tax, but the amount of the 

gain is first adjusted by a certain fraction so that 

the effective tax rate is the same as on 

individuals' capital gains. But I see much force in 
V:40) 	 ti2.a 

the a-r-g-bff 	that/there is 1.1-t-t4-e. real difference 
WILL c,“4-re4tt C.Ttr-74-n) 	  

between companies' capital gains and their income 

from other sources. 

	

(Old 66) 	A6. I therefore propose to rationalise and simplify this 

part of the Corporation Tax system. With effect 

from [today], the capital gains of large and small 

companies will be charged, without adjustment, at 

the appropriate Corporation Tax rate. 

	

(Old 66,64) 	A7. At the same time, I am proposing to enable companies 

to set payments of Advance Corporation Tax against 

their tax liability on capital gains. This remedies 

a longstanding grievance which has been the subject 

of numerous representations, and will be of 

[IR to provide...] 	particular help to ... 

(Old 67) A8. Together, these measures are expected to %yield 

about £50o., 	in 1988-89/, 	tclOr.t. 	c6AY ja,w, 
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PAY AND FILE • 
(Old 60) 	60. I also propose to legislate now to pave the way for 

a new method of collecting Corporation Tax, to be known 

as Pay and File. At present, many company accounts are 

not received in time to agree the tax liability before 

payment is due. So there is a laborious process of an 

estimated assessment from the Inland Revenue and an 

appeal from the company. Under Pay and File companies 

will estimate their tax liabilities themselves, and pay 

on the normal due date, without the trigger of an 

estimated assessment. Tax liabilities will be finally 

settled once companies submit their returns and accounts. 

Where it turns out that the company's initial payment was 

too high, the Revenue will pay interest on the excess; 

where the initial payment was too low the company will 

pay interest. 

(Old 61) 	61. This new approach was set out in a consultative 

document on the recommendations in the Keith Committee 

Report issued in December. It was generally welcomed 

both by business and by tax specialists. 

(Old 62) 	62. The introduction of Pay and File is part of a wider 

programme of streamlining tax collection, including 

major developments in the Inland Revenue's computer 

systems, so Pay and File will not come into force until 

the early 1990s. But by legislating now we are giving 

taxpayers and their advisers a firm basis on which to 

plan, and a lengthy period to prepare for the 

implementation of the new scheme. 



kA4-corwritl 
4g4tirri  

iervi4L4 -elj ‘."424  (7AG,4 

a \row- of 

1s4 	W1\44 

K 	term prospects, it  h-as-  suggested that in 
cf 

the trough in activity could lose 	iU some of the capacity 

in our offshore industry, in Scotland and elsewhere, 

the Secretary of State for Energy and I have followed 

closely the effect on the industry of lact -yeaT's sha-rp 
04,  

fall in oil price and subsequent developments. 4044-e —fhe 

industry itself is generally confident about the longer 

the short-term 

  

ndustry. My Rt Hon Friend 

  

    

which will certainly be required in the longer t-e-r-m.-e 

69. Last autumn, I introduced legislation to bring 

2$. 

forward the repayment 

Petroleum Revenue Tax. 

flow difficulties. 

proposals, on pricing 

revenue flow under the 

of over £300 million of Advance 
kei.0A-e-4414j, 

That helped companies 

also announced, last 
6PIHN.Thorwvw 

valuation, to protect 

existing system:] 

with cash 

November, 

and the 

70. I now propose two new Petroleum Revenue Tax reliefs. 

effect from today, participators in oil fields may 

elect to have up to 10 per cent of the costs of 

developing new oil fields, until payback, set against 

their Petroleum Revenue Tax liabilities in other fields. 

I am .-„s4g$ proposing a new relief for certain research 

expenditure on oil extraction. This is research which is 

not related to a particular field, and so is not at 

present allowed for Petroleum Revenue Tax. 



[Reference to ring-fence ACT?] 

-1,7thaf, 

171,41tik we- 

1,e ,i4-e-ful 

yvt-  to aveA-01 14,a-

aw1le4. 4v;4..Az. 

the:4 .0 k. 

2 

we' a  t'ne4ta 	61.17  
rthese measures shouldever the next two years or so, 

help both thc oil companies thcmcelves and those in 

Scotland and elsewhere for whom they generate work. 
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Small Businesses 

The growth of the small business sector has been one of the 

most encouraging developments of the 1980s. Between 1983 and 

1985, 550 new businesses, on average, were created each week. 

Small businesses have a vital role to play in the economy, not 

least in job creation. The Government has taken a wide range 

of measures to help this sector, and, through the deregulation 

exercise, to make it easier for small businesses to get on 

with the job of making profits. 

Representative bodies have often drawn attention to the 

difficulties some small businesses experience with vAT, both 

with its impact on their cashflow and with the record-keeping 

required. I therefore authorised Customs & Excise to issue a 

consultative document last autumn proposing certain changes, 

which have been broadly welcomed by representative bodies and 

individual businessmen alike. 



umn ma .e a series 
S. 

proposals on accounting and record-keepin 	VAT which 

will have an important impact  •  a crucial sector of the 

economy - small buurésses. These measures have been 

welcomed 	representative bodies and individual 

46. I 	therefore propose that with 	effect 	from 

1 October 1987, there should be an optional system of 

cash accounting for VAT for companies with an annual 
-tv 

turnoverl beew £250,000. companies will account for VAT 

oni,, basis of cash paid and received. Bee-atme -They will -0-po 

not la.o,==144Z-e to pay VAT until they have been paid by 

their customers, tism.will ease their cash-flow problems, 
fryira..4,at), 

as well as giving them automatic bad--el-ebt relief 

The proposal is subject to our obtaining the 

necessary derogation from the EC Sixth Directive on VAT; 

\ 	414 5  6, tisit:d 

t-n240•24 	 t'Ita ke--4-AA-“1 cf V rr, 
-111---a.d-d-i-t-i-otr-, I propose an optional system of annual 

accounting 	 which will mean that businesses with 

an annual turnover below £250,000 will be able to make 

payments on account and send only one return a year to 

Customs. This change will come into effect in the second 

half of 1988. 



34" 6"414e/ 1:4%,  AleTete,' 

fo4 144k,, tilagn. tirJ 
v,4,444. Lod Cvt, 44Ae-

lamr44"r11 . -r61 

•• 64-ttv,, 	 ) 

Prr f.49144. 7 the period within which businesses must 

be registered for VAT will be extended from 

ten days to -em--1'. 	
etv.0 

c-cvNk,Vt.e:14po (11,  
, 1--a4-s.e—praapasa_that 

retailers should be changed 

:°;":4114  the special VAT schemes for 
hs?*. 

  

• • - 

  

qo bk4A4-  
more small and 

medium-sized businesses A  

imArvev=1-1.434 

But 	there 	are 	two matters 	on 	which 	the 

representations I have received persuaded me it would not 

be right to proceed as suggested in our autumn 

consultative document. I shall not be going ahead with 

the proposal for compulsory deregistration of traders 

below the VAT threshold; ,-or with the prnpoal -to  

withdraw the standard method of accounting for VAT used 

by retailers. 

FoArkii-v ,  

I propose to increase the VAT registration threshold 

to £21,300 4-ft---1+trr-vt-th the maximum permitted under 

existing European Community law. az-g.u..i..ag, vigorously in 

Brussels for flexibility to set a higher limit. 

-04.7-ex-a-11, 'The proposals which I have just outlined 

will help ease the burden of VAT on smaller firms whose 

management energies should be concentrated on generating 

profits. The thicket of controls, regulations and form 

filling will be made more penetrable.3 



(s 122. [Excise duties - passage in light of decisions.] 

In last year's Budget I announced that I had decided 

1"Af 

‘12,047e4 -344w,lywt 

6, wi 	of 
84y,tws,Jci Love. 

war.A.;1 tt.a-C4^A 

644-- , 

121. [Introduction setting scene - depends on decision on 

excise duties.] 

to introduce a duty differential in favour of unleaded 

petrol, to offset its higher production costs. I can now 

announce that the differential will be 5 pence. This 

means that unleaded petrol should be cheaper at the pump 

than 4 star leaded petrol, encouraging the switch to less 

polluting fuel. The measure will take effect from 

6 o'clock this evening. 

 

k:araei- 
changes to the regulations for betting 

shops 

  

the balance of 

  

c-o-rvt.,447.41 

advantage 

on-course 

towards off-course betting compared with 

bettinglj 	 concern about 

 

     

declining attendances at race courses. I have decided to 

abolish from t...o.day the duty on on-course betting. A4-t44-kk 
2P1r14.4-c4, 	 iftatattian., 

slaire----t-nn I propose to increase the duty on gaming 

machine licences 	1,44 

wre.4 044- lsrfra4t& retien.44: 142-4-Ltria 



X 

Last year I introduced a very significant package of 

new tax reliefs to encourage charitable giving, "144e-se 

-ine.-14.uile4 the new payroll giving scheme which starts next 

month. As I announced before Christmas, I pLopose lo 

increase the limit on donations under the scheme to 

£120 a year. 

We now have a very generous tax regime for 

charitable giving, and I know charities will not expect 

any further major reliefs eft-tit+e-4eitt this year. But 

following representations from the Charities VAT and Tax 
Azi4.46A 

Reform Group, I lifil--p-r-ap.34-043--to0—ag-r-e-e—t8 certain additions 

to the VAT concessions which were introduced last year. 

I propose to extend VAT relie
5c

Lwelfare  vehicles 

used by hospices to transport the terminally ill; 

specialised equipment used by mountain rescue and first 

aid services; 

:_ellji45-4.C.1,10 	installing or adapting lavatory or bathroom 

facilities in charity residential homes for the disabled; 

Fe-nd to drugs and chemicals supplied to charities and 

directly used in medical researcht; 11 0 '4s /),w 69°"11-  
hi 	 4 Oba )) 6, ...se.) 1,44 es' a . 

• .■•••• =JIM foto ••,- 

;--- • WM* CT, 11111 if • 	• g••"IL zmi •• • 

I ("liwoj 	 W,‘- I cv 

vpiA Ac66A 	42-A4 	
"° • g 

00 S 

- 



\1114--Crrs`v?..-  1:71.1c, 

131. Finally I turn to income tax. 

Lower rates of tax are good for incentives and a 

stimulus to enterprise. 	The best nhance of increased 

prosperity for all will come when the UK is placed firmly 

in the league of countries with low taxation and high 

growth. LOur tax reform strategy has been to move as 

quickly as is prudently possible in this direction.) 

We have already made a very substantial reduction in 

the top rate of income tax, reducing it from the penal 

level of 83 per cent under the previous Government to 

60 per cent. 	 9 lie have 

abolished the investment income surcharge and brought 
wv), .61,-vv't -4 3 	c2-t-sk 	29 iv-,r r- ,4w*m the basic rate of tax 

   

The 19e-3-i-e tax 

real terms taking 
Arw 

thresholds .1y11 22 per 

1.4 million people 

cent in 

   

out of 

   

income tax altogether. The married man's allowance now 

stands at its highest level in real terms since the war 

c. . - 11) 
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M. l'Am.4 iR 
;14.at C 

1. 	Following 	ancellor's meeting on Monday (23 February), we 

agreed to split 	diting of the speech as follows, using the 

Chancellor's revi 	er:- 

(1) Business a 	 rise 

     

(a) Corporation 

 

main rate (paras 54-56); 

capital gains (63-66); 

Pay and File (60-62). 

APH 	(b) Oil (68-72) 

Small businesses (45-53) 

Anti-avoidance 	 3j1ibmily (81) 

partial exemption (125-6); 

al-resident companies (83); 

MCS 	 - C 	nt dates (58-59); 

ban 	32); 

Lloyd> (84). 

0  NOTITebilEscOPIED 
F 	4 

MCS 

(e) Miscellaneous 

(2) Savings and Investment 

BES (90-93); 

company cars (88); 

training (89) 

PRP (73-80). 

(a) Wider Share Ownership (94-106); 

MCS 	(b) Pensions (109-115); 

(c) CGT and friendly societies (118-120); 
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d 	Inheritance Tax (116-117). 

Taxes on Spending  

(a) Specific duties (121-124); 

2. 	This covers th 
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APH 	(b) VAT (127-130). 

(4) Incom 	ax 

APH 
	

Reo 	as follows: 131-133, 135-137, 138, 145, 139, 

141, 	47, 148, 144, 146. 

majority of paragraphs. Of the rest: 

44, 57 and 	 linking passages which may be used or 

redrafted as 	p 	iate; 

67 will need to be fitted in somewhere, perhaps at the 

end of the anti-avoidance section; 

85-86, 107-108, and 134 have been dropped; 

and 140 will have to b 

section. 

rafted within the income tax 

3. 	I attach the sections which fell 

have made manuscript amendments to the 

amount of manuscript. 

As far as possible, I 

inal draft, hence the 

4. 	The income tax section, in particular, is far from right. I 

have followed the Chancellor's order, but am not sure it comes over 

well. 

   

   

   

   

A P HUDSON 
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I turn now to my proposals for changes in taxation. 

Business and Enterprise  

Corporation Tax  

Al. First, the taxation of business and enterprise. 

The central objective of my business tax reforms has 

n to remove or reduce obstacles to business 

The national insurance surcharge and the 

pment land tax have gone altogether. 	The 

system of corporation tax came fully into 

ef 	st April, and for the past year, the rate 

of tx 	ompany profits has been lower here than 

in any 	industrial nation, though the Americans 

are now s 	o emulate us. 	This sharpens the 

incentive for companies to improve their 

performance and profitability, to the benefit of 

employees, customers, shareholders, and the nation 

as a whole. 

One consequence of 

was that companies  I4  advance notice of the main 
rate of Corporation Td0111,11  the year ahead. This 

helped companies consi415.1y in their forward 

planning, and I intend, Cas far as possible, to 

continue the practice of fixing the rale in advdnee. 

(Old 56) 	A4. Accordingly, I can announce now th 	the main rate 

of Corporation Tax in 1987-88 wil 	nchanged at 

35 per cent. 

asing-in of the new system 
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A5. I also have a further measure of streamlining to 

propose. The present system of taxing companies' 

capital gains is unduly complicated: gains are 

charged to corporation tax, but the amount of the 

gain is first adjusted by a certain fraction so that 

is the same as on 

But I see much force in 

1-k-tt4t real difference 

gains and their income 

the effective tax rate 

individuals' capital gains. 
lAtA,4  the a-E1-4ffiltrtk that/ there is 

ween companies' capital 

other sources. 
rrsiA9, 

(Old 66) 	A6. re 

par 

from 

compani 

propose to rationalise and simplify this 

Corporation Tax system. With effect 

, the capital gains of large and small 

be charged, without adjustment, at 

the appro r 	Corporation Tax rate. 

(Old 66,64) 

:IR to provide...] 

(Old 67) 

At the same time, I am proposing to enable companies 

to set payments of Advance Corporation Tax against 

their tax liability  •  capital gains. This remedies 

a longstanding gri 	which has been the subject 

of numerous repreW ions, and will be of 

particular help to .. 

Together, these measure 	e expected to %yield 

about £500% 	in 1988-89,6 0.41 tclOm (4. 

• • • 	• 
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60) 	60. I also propose to legislate now to pave the way for 

a new method of collecting Corporation Tax, to be known 

as Pay and File. Al pLeswa, many company accounts are 

not received in time to agree the tax liability before 

payment is due. So there is a laborious process of an 

estimated assessment from the Inland Revenue and an 

appeal from the company. Under Pay and File companies 

wil mate their tax liabilities themselves, and pay 

on •rmal due date, without the trigger of an 

estimat 	ssment. Tax liabilities will be finally 

settled on 	anies submit their returns and accounts. 

Where it tur 	that the company's initial payment was 

too high, the 	venue will pay interest on the excess; 

where the initial payment was too low the company will 

pay interest. 

(Old 61) 	61. This new approach 

document on the recommend ions in the Keith Committee 

Report issued in December. 

both by business and by tax spedalists. 

(Old 62) 	62. The introduction of Pay and File is part of a wider 

programme of streamlining tax coil 	 including 

major developments in the Inland Rev 	computer 

systems, so Pay and File will not come int f 	e until 

the early 1990s. But by legislating now we 	iving 

taxpayers and their advisers a firm basis on  J 	to 

plan, and a lengthy period to prepare 

implementation of the new scheme. 

t out in a consultative 

as generally welcomed 
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not related to a particular field, is not at 

present allowed for Petroleum Revenue Tax. 

A 
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I___tur.042aEl1S-le__4;1211ILY3/4.66,7  . My Rt Hon Friend 

the Secretary of State for Energy and I have followed 
.041,  ..01,..^17 

closely the effect on the industry of L.ast-yeee-L.-sjrrp 
44- 

fall in oil price and subsequent developments. 40144-e -fhe 
kv 

industry itself is generally confident about the longer 

k\;! term prospects, 4:4--iters-  suggested that in the short-term 
k mug,. tte-Lerad cf 

k 	the trough in activity could Ineme-tt some of the capacity 

in our offshore industLy, in Scotland and elsewhere, 

whi 	I certainly be required in the longer tT'A  

69. La'' .tumn, I introduced legislation to bring 

MA1 25.1 

forward t 	ayment of over £300 million of Advance 
het.* ,Afesatj 

Petroleum 	 Tax. That
k
helped companies with cash 

flow difficult 	Li also announced, last November, 
&veVrwoenw 

proposals, on pricing and valuation,' to protect the 
4 

revenue flow under the existing system:3 

70. I now propose two 	PeToleum Revenue Tax reliefs. 
F;r3t, 
wrkith effect from today, p 

elect to have up to 10  f? 	t of the costs of 

developing new oil fields, unl payback, set against 

their Petroleum Revenue Tax liabilities in other fields. 

I am al4Q proposing a new relief for certain research 

expenditure on oil extraction. This is A  arch which is 

ticipators in oil fields may 
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hAr , 

-these measures sUo414
A.
over the next two years or so, 

ilelp both the oil companies themselves and those in 

Scotland and elsewhere for whom they generate work. 
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11 Businesses 

rowth of the small business sector has been one of the 

couraging developments of the 1980s. Between 1983 and 

l85, 550 new businesses, on average, were created edch week. 

Small businesses have a vital role to play in the economy, not 

least in job creation. The Government has taken a wide range 

of measures 

exercise, 

with the 3 

help this sector, and, through the deregulation 

ke it easier for small businesses to get on 

aking profits. 

Representative 	 have often drawn attention to the 

difficulties some•1 businesses experience with vAT, both 

with its impact o 	cashflow and with the record-keeping 

required. I theref 	horised Customs & Excise to issue a 

consultative document last autumn proposing certain changes, 

which have been broadly welcomed by representative bodies and 

individual businessmen alike. 

r") 
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paid and received. 

y VAT until they 

o° 
The proposal is 

necessary derogation from 

to our obtaining the 

ixth Directive on VAT; 

an annual turnover below £250,000 will b 

payments on account and send only one 

Customs. This change will come into effect 

le to make 

year to 

second 

re 

half of 1988. 

Jar woo. 	 Abl.A.Ailatille4OMINKINitietallitai,■■•616. *Lot& 
	 VOCAret 	4011~.•04114104,6*.wwle-at AP4.10/....41.141}-10  

cash ..v,Atili ing for 

turnover 

I on basis o 

not 

well as 

proposals on accounting and record-keepi 

economy - small bu 

important impact 

esses. 

a crucial sector of the 

These measures have been 

bodies 	and 	individual 

will have an 

elcomed 	representative 
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therefore 	propose that with 	effect 	from 

1 0 	1987, there should be an optional system of 

VAT for companies with an annual 
1,e airic---6 

£250,000. (companies will account for VAT 

Bccetts-e -They will 

have been paid by 

their customers Izinzi:r. will ease their cash-flow problems, 

as 	 giving them automatic b.ael—eire-b-t relief 

-relief for wh-i-e44-- 	 gue,€} 

a/ret 	 tA4-d 

62,11, 	17-14.2  vrvI40.4 ^ „Lpth, 	i'142-nttL; ef 	Frc 
-1-n—ertidiLivir-, I propose an optional system of annual 

accounting 	 which will mean that b sinesses with 
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diacjieT pFtreARET. 

 

   

4". 	  
49 	1W-4,040ea7 the period within which businesses must 

)4( 

 

not ify  and be registered for VAT will be extended from 

special VAT schemes for 
kk 

be changed 4-n-er-numbef-of.--way-s-i-n-crrtrer 
445 

more small and 

medium-sized businesses o_GA^  tAt. 	 of Atia 4:1111,  

4-ca 	Lo 64,44. 

there 	are 	two matters on which the 

I have received persuaded me it would not 

roceed as suggested in our autumn 

ent.I shall not be going ahead with 

the proposal ecj compulsory deregistration of traders 

below the VAT threshold; 	or with the p.r.apasal—t42.- 

withdrahe standard method of accounting for VAT used 

by retailers- 

ten days to ,cne_moa.th. thA.Aj dii yii 

Ce-c-er.d. tt,ervi,4 Rre 
, 1--a4-6.0---pr,Opilaa.--Ulat the 

retailers shou ld 

 

represe 

be right 

consultative 

52. I propose to increase 

to £21,300 )  4-rt--÷Ernr-mrttli 

e VAT registration threshold -„,t4Jilif 

ximum permitted under 

existing European Community la. ac.gula.g vigorously in 

-cre- 
	

Brussels for flexibility to set a higher limit. 

rl#`144•11 1:tv 4rtn12.- 

1-94  pock), 	}Arm 
r4.64;4 Lod 44.e. 
amt,744...ov.11o1 

53. --Quer.all, he proposals which I h 

will help ease the burden of VAT on smal 

management energies should be concentrated 

profits. tThe thicket of controls, regulation 

filling will be made more penetrableD 

t outlined 

rms whose 

rating 

form 
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121. [Introduction setting scene - depends on decision on 

excise duties.] 
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214 f I &rat. 	 1 re 4414:r4;pre. 
abolish from today the duty on -course betting iht-t4e ' 

s-earre—t-n.re I propose to increase the 

machine licences 61.,ZAv  1,44 te.,1„,c0;4,A 

prutit.4 i.ate4 

duty on gaming 

to( 4L.n.c.e...  

gL ate- 

123. in last year's Budget I announced that I had decided 

to introduce a duty differential in tavour of unleaded 

pet 

annou 	at the differential will be 5 pence. 	This 

means t 	eaded petrol should be cheaper at the pump 

than 4 sta 	d petrol, encouraging the switch to less 

polluting f l 	The measure will take effect from 

offset its higher production costs. I can now  

.4 ' 
6 o'clock this 	ening. 

te-02-4-  

124. -F414.1444-i-R1- changes 

shops 

on-course bettingp  

to the regulations for betting 

the balance of 

betting compared with 

concern about 

ses, I have decided to declining attendances at race 

advantage towards off ou 

"Tcssior- 
 

t4Af 

V1244e-r4 

67,  

6.64 CLAiitavarl, 

w4at4:1 td-st av"*"' 

VIA44-14. -  . 
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£120 a year. 

now have a very generous tax regime for 

giving, and I know charities will not expect cha  lci 

any f 

followi 	r.fesentations from the Charities VAT and Tax 
tiz-c;•‘6-A F-2 r.-.1z,v 

Reform Gro 

major reliefs oft—t4t4e.-4f-errt this year. But 

X 
certain additions 

0 specialised Lequipment 

aid services; 	t.-e-t-11 

by mountain rescue and first 
le co-114:4 

- • 

I 14%.i/e- r49 c.14,a1RA 	 Lf% WAg- rrsta. 

klAIR, AdAeft 	aw-rt cer,c,a,c-ht 	 . g 
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127. Last year I introduced a very significant package of 

new tax reliefs to encourage charitable giving ;  "14e-se 

4-n4.;Wil3.e4 the new payroll giving scheme which starts next 

month. As I announced before Christmas, I propose to 

ncrease the limit on donations under the scheme to 

to the VAT 	s *ons which were introduced last year. 

z  ceekt-L 
129. I propose to extend VAT relie 	oLwelfare vehicles )) 

to transport the terminally ill;  

51tvis4tyicpo installing or dapting lavatory or bathroom 

facilities in charity residen 

kernd to drugs and chemicals sqpplied to charities and 

6) 
directly used in medical researcht;  

ch.;,a) 	rr elal 4 	tv e)J 	 4.4 

used by hospices 

omes for the disabled; 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED  - 
• 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



a..Te., new 
thresholds tyie 22 per , 

1.4 million people 

income tax altogether. 

The bet-i tax 
biwn -w.A19q, 

real terms taking 

out of 

Th married man's allowance 14.0W- 

t in 

stands at its highest level 1 terms since the war. 

v-vf,01%.,e, "1, BUDGET  SECRET 
BUDGET LIST ONLY   

131. Finally I turn to income tax. 

already made a very substantial reduction in 

aft 	vreraw. abtets .  IINIC4to 16.•Aossi wilt.~taawallirlieftetn*W~ANSIIMisalAftm4b &maw.. 

NOT TO BE COPIED 

132. Lower rates of tax are good for incentives and a 

stimulus to enterprise. 	The best chance of increased 

rosperity for all will come when the UK is placed firmly 

in the league of countries with low taxation and high 

x 	growth. E.:Our tax reform strategy has been to move as 

quickly as is prudently possible in this directionj 

133. 

the top 	f income tax, reducing it from the penal 

level of 3 	cent under the previous Government to 

Ve have 

abolished the 	vestment income surcharge and brought 

41(mitirr the basic rate 
	 Ar -3  3 fwCa4 	t. 29 
of taxtax lay-4—per-c04:1-tage_po-144%-s, 
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44eetftwhi-ke,  I propose 	198-87' to raise the main 

personal allowances in line with the statutory indexation 

provisions. 

The single person's allowance will therefore rise by 

£90 to £2,425 and the married man's allowance by £140 to 

£3,795. 

any, the single age allowance will rise by £110 

and the married age allowance by £170 to 

£4,675. 

638. The age 	nce income limit beeome-c 	£9,800. 

138A. I propose, however, to give an extra increase in 

the age allowance to people aged 80 and over. For them, 

the age allowance will 	aised by twice the amount of 
aFo-the. v.7y 	/ 

the increase due under i exa ion so that the single age 
v/ 	 A, 

allowance will be £3,070 a 	the married age allowance, 
0 

£4,845. Up to 1 million ver 	brly single people and 

married couples will benefit frRyi this new provision and 

the extra increase in the allowance will take some 

[25,000] of them out of income tax altogether. 

137 

to 
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145. the threshold for the 40 per cent rate will be 

raised in line with statutory indexation to £17,900 and 

ivAncy. f a 
d allowance was last raised in 1981 when it 

£180 to its present level of £360. For 

posing a further £180 increase in thc 

to £540. 

139. 

was incr 
s 

19q-87 I 

077  

the threshold for the 45 per cent rate will go up by £200 

[to £20,400]. The thresholds for the 50 per cent, 55 per 

cent and 60 per cent rates will remain at their 1986-87 

levels. 

,\ 

141. In my Las+ Budget speech 1errii---t*e-t----1---e-hrE-e-d the 

xt-c.,t6j 	 1919, 
aim .e-f my predecessor to reduce the basic rate of income 

k 

tax to no more than 25 per cent. 	That remains my 

objective. 
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Tax. 

measure to help small businesses, I 

pence in the 

Nverwhelming 

1 1( rate will 

ver age 

•• 	 ••••■• 	 .4.04.4. 	 fiwor AO. 	wroleiun ■■••4 • NIK ■•• 

ps4/63H 	
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142. 	But reductions in the basic rate are expensive. 

It costs well over El billion to reduce the rate by 

one percentage point. There is clearly no possibility of 

Aachieving the goal of a 25 per cent basic rate this year. 

ut 1 can take a further useful step towards that. I am 

therefore taking 2 pence off the basic rate for 1987-88. 

l47.  ( e  reduction in the basic rate to 27 per cent will, 

of , mean a similar reduction in Advance 

Corpo 

148. As a 

have decided reduce the small companies' rate of 

corporation tax to 27 per cent. Following the proposals 

I announced earlier, this rate will also apply to small 

companies' capital gain 	which are currently taxed at 

30 per cent. The chan 	o income tax and corporation 

tax will mean a signific t fall in the tax burden on 

small companies and the orated sector. 	This 

gives the best possible ince 	ve to small businesses, 

which are so crucial for future growth and employment. 

144.1-Thf"i reduction.p, to a basic rate o 

pound", brings down marginal rates for 

majority of ordinary taxpayersj The cut 

be worth over £3 per week to a married 

earnings. 

take ef 

146. The income tax changes I have announced today will 

ectBU ItYtEjntibtiinfitSt PMCffYTtftgt E6131W  I  
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[New paragraph] 	The total cost of 	the income tax 

changes will be some [E2 billion] in 1987-88, and the 

erall cost of the measures I have announced today will 

be Ex billion. The PSBR for 1987-88 will therefore be 

[E4 billion]. 
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