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MP. This follows the same format as the final Scoreca%

conclusions reached at Chevening. Inevitably the coStin@n are subject to considerable

uncertainty at this stage.
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elp of the Revenue Departments and

ar. It scores the provisional

2. The figuring in Table 1, which sets out the revenue effects of the tax measures

RPI figure to be announced tomorrow.

currently in view, assumes a figure for revalorisation of 3.7% - in Ii@h the December

3% The estimated PSBR effects, set out in Table 2, are highly provi%his stage.
The calculations will need to be refined to take account of work on the econemi ects of

the measures - in particular on consumer credit tax.

S

4. The Tables include a yield figure for the VAT avoidance package, althoug

measure has already been taken account of by the forecasters in their estimate of the fiscal
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ent. We must clearly continue to show this measure in subseqi'=—t versions of the

Sc so that the forecasters will need to adjust their figuring accordingly.
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TABLE 1

DIRECT EFFECTS OF BUDGET MEASURES

net of the cost or yield of indexation or revalorisation included in the base forecast)

£m
(rounded to £5m)

cost (-)/yield (+)

Note Proposal 1987-88 1988-89
- + - +
/f%
1 Excise duties nil nil
7 VAT - partial exemp@ 300 400
- small business 15 105
3.  Consumer credit tax @ 30 350
4  Income tax (including higher t%zuo 2800 (})\ /9
A
5 Car and car fuel benefits nil /S\OY‘-V 30
AN
@ 6 Profit related pay nil 35 (‘\' Rt \
7 Pensions - personal pensions nil 7 2 SR \<\
- freestanding AVCs nil 50 &\Q‘\
- anti-abuse measures nil X 10
8  Capital gains O ( neg 130
9 Inheritance tax 65 2 150
10  Corporation tax - small companies nil @ 40
- payment dates S nil 80
- dual residents neg 125
- banks neg 20
11 Lileyds RIC nil 50
12  0Oil - PRT valuation 20 20
- PRT pricing 80 50
.= PRT crossfield allowance 5
Oil companies ACT 20
13 Minor starters 10 @/\ 40
TOTAL TAX MEASURES 2215 440 3245

-1835
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@;‘I}D OF 15 JANUARY 1987 TABLE 2

@ PSBR EFFECTS®

&

(All £y es are net of the cost or yield of indexation or revalorisation included in the base forecast)
£m
(rounded to £5m)
y‘ reduction(-)/increase(+)
Proposal 1987-88 1988-89
+ = + -
Excise duties @ nil nil

VAT - partial exem 300 400
- small business 105

@
15
Consumer credit tax @ 30 350
Income tax (including highe@ 2225 2755
$

Car and car fuel benefits o nil 30
Profit related pay nil 35
. Pensions - personal pensions nil 25
- freestanding AVCs nil 50
- anti-abuse measures nil 10
Capital gains neg 130
o
Inheritance tax 65 150
Corporation tax - small companies nil © 40
- payment dates nil 80
- dual residents S neg 125
- banks neg 20
Lloyds RIC nil 50
Oil - PRT valuation 20 e 20
- PRT pricing 80 50
- PRT crossfield allowance 5 2)
Oil companies ACT 20
Minor starters 10 40
= /Q\
TOTAL 2330 440 3200 05
. +1890 +18
, 20
(a) The figures for PSBR cost given in this table are calculated in terms of the ch i

the fiscal adjustment implied by each measure listed. Adding the figures together shows
how much of any fiscal adjustment indicated by the forecasts, assuming a given PSBR, would
be used up.
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?ﬁé;}s!to Table 1
N

1 Ex¢ise duties: Assumes revenue effects (already included in the forecast) equivalent
to a > board revalorisation (3.7%). For background Customs (Mr Knox) submissions of
18 D and 8 January are relevant (though figures are based on Autumn Statement

on\factor of 3.25%). Customs updating submission of 15 January takes account
w-T lorisation figure and suggests the following package in accordance with
Ministers'g:;erence for under-indexation of beer duty and other drinks, cigars and pipe
tobacco offset by over-indexation of duty on cigarettes.

Product Unit Price increase
(pence)
Bee@ Pint 0.6
Cid Pint 0:3
Spiri 75cl -
Table Wi 70cl 2.4
Sherry 70cl 4.1
Port 70cl 4.7
Cigarettes 20KS 52
Cigars and Pip co -

Treasury (Mr Romanski) submissio cg&;anuary considers the balance of vehicle taxation
between VED and petrol/derv.

. 2. VAT: Assumes no change in standard rate.

Assumes revalorisation by 3.7% of the VAT registration threshold (the level of turnover at
which businesses must register for VAT) raising it-to £21,250 (from £20,500). The revenue
effects (which are negligible) are included in th ast.

Partial exemption: Assumes implementat f 1 April 1987 of revised rules for
deduction of input tax (anti-tax avoidance measure

Small business package: Assumes a cash and @nnual accounting package (to allow
’ { accounting for tax on the basis of cash paid and receive@én annual returns system with

advance payments on account) with a turnover ceiling o ,000 per annum, 50% take-up
and 1 April 1988 start date: cost in first year of £80 mitlion and continuing annual cost
thereafter of £5 million. Also assumes relaxation of period in which to notify and be
registered for VAT (from ten days to one month) plus minor amendments to VAT Act 1983,
Schedule 1. Cost shown is middle of ranges of £5-25 million (1987-88) and £10-40 million

(1988-89).
3. Consumer Credit Tax: Assumes 5% tax on interest 2 credit, except
MIR -qualifying mortgages, to take effect from 1 April 1988. (Full-y enue estimated

at £500 million in 1989-90.) Possibility under examination of taxing intg
transactions earlier: the revenue figure assumes introduction on 1 May N8 (Introduction
on Smith's
2 ting on

from mid-August 1987 would reduce the yield to £20 million.) Mr
annotated agenda (14 January) discusses main issues for the Minister of St
15 January.
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Rate % Taxable income £
2 0-17,900
45 17,901-35,800
60 over 35,800

Figures as e no increase in mortgage interest relief ceiling, statutory indexation of age
allowance and no change to composite rate.

The RPI impact effect of the 2p reduction in basic rate is an increase of 0.16%. Inland
Revenue (Mr Mace) note of 15 January considers three alternative higher rate variants:

Additional cost compared to Option 2 £m

1987-88 1988-89
(1) Option 3: Str
higher rate thr

than simplified

orward indexation of
e and bands (rather
i Option 2) +30 +50

(i) Option 4: Indexation of )first higher rate
threshold but no chane 1986-87

higher rate bands +15 +20
(iii) Option 5: Indexation of first higher rate
threshold and compression of first two
. higher rate bands leaving 50, 55 and 60%
thresholds at 1986-87 levels -10 -25

Option 5 is included because it is more effective than Option 4 in clawing back the benefit
which the 2p basic rate cut gives to the higher p 66

An increase in basic allowances of 5% (and an equi 72 lent cash increase in the age allowance)
would produce an additional cost over and above Qfition 2 of £200 million in 1987-88 and
£260 million in 1988-89.

<
5. Car and car fuel benefit scales: Assumes 10% on es but no change to car fuel
scales.
O

6. Profit Related Pay: Assumes income tax exemption of half of profit related pay (up to
a maximum of 10% or £1,500 whichever is smaller) of employees of companies and
unincorporated businesses paid under a scheme registered by Inland Revenue.

provisions as announced in Revenue's consultative document "Im the Pensions

7 Pensions: Assumes tax relief on personal pensions analogous to irement annuity
Choice".

Assumes tax deduction for freestanding AVCs (voluntary pension
employees within current limits on occupational pensions. Costs depend criitically.on take
up. Table 2 assumes 250,000 take up in 1988-89; if instead one assumes take
the 1988-89 cost becomes £100 million.
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sumes introduction of anti-abuse measures to counter pension scheme abuse in
ar by high earners. Details still to be worked up. Yield highly speculative.

ital gains: Figures are on post-Chevening basis and do not take account of

S i@ at Chancellor's meeting on 15 January. They assume removal of indexation of

ital gains and gains charged at full rate of corporation tax (with ACT set-off).

jeld takes no account of the possibility of mitigating the impact on life

companies. Figures ignore possibility of reform -~ still under active consideration

in dividuals and trusts (so they assume statutory indexation of thresholds -

costs included in the forecast). Revenue (Messrs Houghton/Cayley) paper of 14 January

discusses the options for top slicing relief and once-for-all election if reform did extend to
individuals. Further Revenue paper to be prepared for Chancellor's meeting on 22 January.

9. Inheritance tax: Assumes the following scale ("arithmetic '82") with a full year cost of

£200 million
DO

Above 328

Tax Rate %
nil
30
40
50
60

more of the benefit at the bottom en e scale but without breaching the full year cost

Inland Revenue paper to be prepa oné?ossible alternative scales which would concentrate
ceiling of £200 million.

. 10. Corporation tax: Assumes 2% drop in small companies' corporation tax rate in line

with assumed income tax rate.

Assumes a measure on CT Payment Dates with a three year transition, to make all
companies pay corporation tax nine months aft nd of their accounting period.

Assumes measures to deny double deductioe for Ainterest payments by dual resident
companies. TR e

Tax Credit Relief for Banks: Assumes measure to if\credit for foreign withholding
tax actually paid, or spared, on interest received by hanks/ from overseas lending to the
amount of corporation tax on the turn on the relevant loan<” Estimated yield assumes 6% $
LIBOR. o

11. Lloyds RIC: Legislation on Lloyds reinsurance to close will bring in a once-for-all
yield of £150 million (assuming no opening adjustment) and a continuing yield of £30 million.
Of £150 million, £100 million plus should be received in the two years 1988-89 and 1989-90
with most of the rest in 1990-91. Receipts will be delayed if L s administrative
arrangements are not reformed.

12. Qil: Assumes action to amend PRT valuation rules for establishi et value" of
oil transferred otherwise than in sales at arm's length. @

PRT Pricing Rules: Assumes action to stop loss of PRT arising on arm ales as
a result of companies' ability, in certain circumstances, to pick and choose fr ge of
prices.

;. A
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T Crossfield Allowance: Measure will allow an oil company to set PRT relief
ther fields for up to 10% of expenditure in developing a new field, until that new

eaches payback. The justification for this proposal to relax the offshore oil tax
is to be reviewed in the light of the recovery in the oil price.

il/companies ACT: Assumes more scope for setting off ACT against North Sea ring
. Provisional decision to be reviewed nearer Budget.

%card does not at this stage include the Keith measures for charging interest
on PAYE and tax paid by subcontractors and bringing certain payments to directors
more clearly within PAYE. If they are legislated for and depending on the timing of any of
the necessary regulations, there would be a small yield in 1987-88 and a yield of around
£45 million in 1988-89. (No staffing effects.)
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Minor starters @
Total Customs -9 -9

Inland Revenue(c)
Income tax (including highex'rates

BS5
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@;Q ARD OF 15 JANUARY 1987 TABLE 3
‘@ STAFFING EFFECTS
Proposal Effect on manpower numbers at
April 88 April 1989
- + = +
\V
e
Customs and Excise
Excise duties nil nil
VAT - partial exemption 5 (a) 5 (a)
Consumer credit tax N/K s N/K &
14(P) 14(P)

Q 80 170
Car and car fuel benefits nil nil
Profit related pay see note (e)
Pensions 15 50
Capital gains see note (f)
Inheritance tax (8 nil nil
Stamp duty threshold (no change)(h) 18 20
Corporation Tax - payment dates nil 35
- dual resident companies neg neg
() - tax credit relief for banks nil nil
Lloyds RIC nil nil
0Oil neg neg
Total Inland Revenue @ +1'13 +275
o
Transport
Measures to deal with dishonoured cheques 550 5
(negligible revenue implications)
Total Transport 5 -5
Total (provisional only) +99 +261
(a) Likely to be substantial. @
(b) Excludes marine diesel oil.
(c) Figures show the effects compared to current PES provision. E as’ noted below,

this assumes unchanged workloads.

(d) Staff effects same for options 2 to 5. A 5% increase in personal allowances would
reduce the cost to 55 and 105 units at 1 April 1988 and 1989 respectively.

(e) Survey provision covers requirement of 50 (1 April 1988) and 100 (1A . Net
cost/saving compared to Survey will depend on option chosen and on take -up.

(f) Staff savings (if any) will be small unless reform extends to mdivid@ et
cost/saving will depend on threshold for individuals.

(g) Scale assumed would prevent extra staff requirement of 20 (1 April 1988)

(1 April 1989) if IHT threshold only indexed.

(h) Part of staff cost is transitional: long-run cost 15-20.
(i) Reform of Lloyds administrative arrangements would remove requirement for increase

of 50 units at 1 April 1989 {o CQBTJBCGEST%IE@ﬁ”E‘T‘meS' NOT TO BE COPIED
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P @gcm OF 15 JANUARY 1987 TABLE 4

MINOR STARTERS

tems in Starters list which Ministers have agreed are now serious
;\ contenders, with revenue effect of £3m or more)
AN

e .
FB Starter FB Proposal 1987-88 1988-89
Number Category - + - +
4 Bl operators' margins nil 25
11 B2 on-course betting duty(a) 20 20
A on gaming machine
licences {3 20 20
14 C VAT: block phole on
imported serwices neg 5
16 C VAT: tax on supply to be liability of
‘ person completing tax invoice 5 5
404-6 (@ VED: increasing back duty payable

on conviction for offence (b) 5 5

Total +10 +40

0‘(
Notes to Table 5

(a)
(b)

NB

o
These two measures are linked and designed to be r@ neutral.

Starter 404 double back duty, 405 minimum back dutyand 406 all back duty deemed to
be due are alternatives. Revenue yield in both %ars is £5 million for all but
Starter 404 which would produce £10 million in 1988-89.

Starter 24 (Increase in duty for marine diesel oil) is still under consideration but future
remains uncertain.

g
%
D
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I attach the second Budget Scorecard, prepared with t ,

and MP. It updates the first scorecard to take account ©
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p of the Revenue Departments

he discussions at the Overview

o
meeting on 19 January and subsequent developments.
2. The main changes from last week's scorecard are:
(a) Excise duties: inclusion of package agreed at 19 January w.

(b) VAT small business package: revision to revenue and
account of 1 October 1987 start date for cash accounting.

(c) Inheritance tax: revised cost figures in both years and changes

fects to take

notes to reflect the alternative options discussed in Inland venue's
. (Mr Battersby) paper of 20 January.
(d) Lloyds: deletion of Starter on reform of Lloyds administrative arran ents\in

1987.
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. @ Inclusion of Keith measures on PAYE and sub-contractors.

PSBR effects: figures for income tax and consumer credit tax amended to

flect further work on the economic effects. /‘\,
E\ /'
3. The%\?mpact effect of the scorecard package as a whole is 0.46 per cent, majzl/é up
as follows: excise duty package 0.30 per cent, income tax changes 0.16 per cent. The
\})\‘ - | economic forecast will assume that the impact of the Budget on the RPI is 0.31 per cent - so
the scorecard packa@dition to the forecast RPI is 0.15 per cent

74

5

X \;) A& MCS
J

1 C @
1§ ]
4 @ M C SCHOLAR

. Additional copies for Scorecard work to:
Miss Sinclair - FP Mr Beighton - IR

Mr Haigh - FP Mr Calde R
Mr Romanski - FP Mr Johpr ﬂ
Mr Walters - FP m‘ R

(@

Mr Sedgwick - FP S >
Mr Riley - MP Mr Boyce -

Mr Bredenkamp - MP
Mr Wilmott -
Mr Bone - C&E

o
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)ARD OF 22 JANUARY 1987 TABLE 1
</ ; DIRECT EFFECTS OF BUnggT MEASURES
® <) & )
(Al+-£1 are net of the cost or yield of indqéa}"@n or revalorisation included in the base forecast)
© v
e K Ll £
T @» / . \3,4\') 7 (rounded to £5m)
S\ cost (-)/yield (+)
ERO gt B o _ " ek }
N
Note Proposa 1987-88 1988-89
- + - +
1 Excise duties &5 20
2 VAT - partial exe 300 400
- small busine 95 30
35 Consumer credit tax 20 350
4 Income tax (including higherrate 2160 2775
5 Profit related pay % nil 35
-
6 Pensions - personal pensions nil 25
. - freestanding AVCs nil 50
- anti-abuse measures nil 10
i 1 Car and car fuel benefits nil 30
T‘/pb\ﬂ( [8 Capital gains nil 40;]
0 LA\ N.LR(‘
31 JA 13 ‘j’9 Inheritance tax 60 ( 130
Lire 8 &
1‘2;%«;!.)3..@!10 Corporation tax - small companies nil o 40
order e \O - payment dates nil 80
\/ - dual residents neg 125
AN - banks ¢ neg 20
- caph ) Aapae nal 40
11 Lloyds RIC T nil 35
12  Oil - PRT valuation 20 20
- PRT pricing 80 50
- PRT crossfield allowance 5
- Qil companies ACT 20
13 Keith: PAYE and sub-contractors 5 45
14  Minor starters 5 35
® TOTAL TAX MEASURES 2365 430 3145 40
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%Q’ARD OF 22 JANUARY 1987 TABLE 2
S22 (@

PSBR EFFECTS

<)
(ALl £ es Jare net of the cost or yield of indexation or revalorisation included in the base forecast)

£m
% (rounded to £5m)

reduction(-)/increase(+)

Proposal 1987-88 1988-89
+ - - -
Excise duties @ 30 20
VAT - partial exe 300 400

- small busine @ 95 30
Consumer credit tax 20 295
g ). 2136

Income tax (including hi 2795
Profit related pay )\ nil 35
iy
Pensions - personal pensions nil 25
- freestanding AVCs nil 50
' - anti-abuse measures nil 10
Car and car fuel benefits nil 30
Capital gains nil 40
Inheritance tax 60 0( 130
Corporation tax - small companies nil o 40
- payment dates nil 80
- dual residents neg 125
- banks o e 20
Lloyds RIC nil 35
Oil - PRT valuation 20 20
- PRT pricing 80 50
- PRT crossfield allowance 5
Oil companies ACT 20
Keith: PAYE and sub-contractors 5 @ 45
Minor starters 5 @gs 35
. TOTAL 2345 430 3165 5
+1915 +198

(a) The figures for PSBR cost given in this table are calculated in terms of the change in
the fiscal adjustment implied by each measure listed. Adding the figures together shows
how much of any fiscal adjustment indicated by the forecasts, assuming a given PSBR, would
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to Table 1
. O cise duties: Assumes the following package:
Revenue effect
% Price  cost(-)/yield(+)
change in change 1987-88
% Product Unit duty (p) £m
Beer Pint +3.0% 0.6 -15
Cider Pint & 0.0 -neg
Wine : Table 70cl +3.0% 2.4 )
Cyprus sherry ) between 13 & 70cl +8.1% 6.4 )
Vermouth ) 15% alcohol 75¢l +8.1% 6.9 )
Sherry 70cl -4.1% -5.6 ) -5
Port 70cl -3.6% -5.6 )
Sparkling 70cl +3.0% 3.9 )
Spirits 75cl +3.0% 16::3 -5
Cigarettes (including hand-»ollin bacco) 20KS +3.7% 3.4 nil
Cigars 5 whiffs +3.7% 1.9 nil
Pipe tobacco 25 grams - 0.0 -neg
Petrol gallon +5.2% 2;’3 5.3 +75
Derv gallon +6.2% 5.3 +35
VED: cars - - E;; 0.0 ) -75
@ VED: other = -3.0% -35
Minor duties (principally minor oils, (©)
eg heavy fuel oil, gas oil) +3.7% € - nil
(a) Petrol duty increase equals revalorisation p ecoupment of standstill on car VED.
(b) Same money increase for derv as petrol to be set by reduction in certain lorry VED

rates, the cost of which is £15 million. Option of standstill on lorry VED recouped by derv
duty would mean an increase of 4.5p per gallon. &} -c7 lor to discuss package with
Secretary of State for Transport on 27 January. (

(c) Scorecard assumes revalorisation. Customs (Mr®nox) paper of 18 December
recommended no change on minor duties. If this option is pursued it is for consideration
whether revenue cost of £5 million should be recouped from elsewhere, eg petrol.

Total RPI impact effect of the package is 0.30%, compared to 0.31% f lorisation.
To recoup the revenue loss (£25 million) on alcoholic drinks, cigarett ould have to
rise by an additional 0.9%,to increase the cost of 20KS by a further 0.9 PI impact

effect would be increased by 0.02%.

2. VAT: Assumes no change in standard rate.

' Assumes revalorisation by 3.7% of the VAT registration threshold (the level of
which businesses must register for VAT) raising it to £21,250 (from £20,500).
effects (which are negligible) are included in the forecast.
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artial exemption: Assumes implementation from 1 April 1987 of revised rules for
d 1 on of input tax (anti-tax avoidance measure).

ﬁnall business package: Assumes annual accounting (to allow an a»-ual returns system
nce payments on account) with nil revenue effect and start date 1 July 1988 and a
@ ting system (to allow accounting for tax on the basis of cash paid and received)
\aM ver ceiling of £250,000 per annum, 50% take-up and 1 October 1987 start date:
ear of £80 million and continuing annual cost thereafter of £5 million. On cash
stoms will be producing an interim report on consultation exercisc to be
9) January and will be hoping for firm advice on EC legal aspects in time for
final repoxég:st week in February. Also assumes relaxation of period in which to notify and
be registered for VAT (from ten days to one month) plus minor amendments to VAT
Act 1983, Schedule 1. Cost included is middle of ranges of £5-25 million (1987-88) and
£10-40 million (1988-89).

3. Consumer Credlt/‘\Tax' Assumes 5% tax on interest on all credit, except
MIR -qualifying mor a , to take effect from 1 April 1988; interest on credit card
transactions to be om 15 August 1987. Full-year revenue in 1989-90 to be
£500 million. If all mor xcluded, revenue decreased by £25 million in 1988-89 and by
£40 million in 1989-90. total exemption for lending to and by charities unlikely to
be significant but conflrm t possible under Budget secrecy. Customs doing further
papers on charities and on ding (Mr Jefferson Smith of 22 January) and mortgages
and instructions to counsel ( eek beginning 26 January). Minister of State holding

meeting on 23 January.

4. Income tax: (Option 5). igures assume statutory indexation of 3.7% of basic
allowances (cost included in the forc d indexation of the first higher rate threshold,
compression of the first two higher rate bands and leaving 50, 55 and 60% thresholds at
1986-87 levels, to produce the following scale:

Rate % Taxable income £
27 —
40 12 He
45 s‘/ i
50

55 33,301-41,200 74 ‘{‘)‘/*;o“’

60 ove£<41,200 4 ay \y,,
v

Figures assume no increase in mortgage interest relie? g, statutor / mdexatlon of age
allowance and no change to composite rate.

«

The RPI impact effect of the 2p reduction in basic rate is a®increase of 0.16%.("Aa MR PS)

An increase in basic allowances of 5% (and an equivalent cash increase in the age allowance)
would produce an additional cost over and above Option 5 of £200 million in 1987-88 and
£260 million in 1988-89.

ted pay (up to
is smaller) of

5 Profit Related Pay: Assumes income tax exemption of half of p
a maximum of 10% of pay, including profit related pay, or £1,500 whi
employees of companies and unincorporated businesses paid under a s
Inland Revenue. Treasury paper (Mr Monck) of 22 January discusses the ngs\and other

issues.

6. Pensions: Assumes tax relief on personal pensions analogous to retirem uity
provisions as announced in Revenue's consultative document "Improving th€¢ Rensions
Choice".
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@ Assumes tax deduction for Ifreestanding AVCs (voluntary pension contributions) by

oyees within current limits on occupational pensions. Costs depend critically on take
oy Table 2 assumes 250,000 take up in 1988-89; if instead one assumes take-up of 500,000,
@ 988-89 cost becomes £100 million.

sumes introduction of anti-abuse measures to counter pension scheme abuse in
by high earners. Details still to be worked up. Yield highly speculative.

——

p

7. a a@i\ car fuel benefit scales: Assumes 10% on car scales bul no change to car fuel
scales.” a/Q
p 1 8. Capital gains: Figures assume earlier proposals for personal sector will not be
%cl”‘“\’* | proceeded with; for companies that indexed gains will be charged in full at normal
LA (\c.}\ | Corporation Tax rates, with ACT set-off (paragraph 47 of Mr Cayley's minute of
ke \U ‘ 20 January). Treasury (FP) to co-ordinate a paper on the impact of scorecard package as a
| whole, including the orate CGT proposal on individual parts of the corporate sector.
' Financial Secretary(t nsider separately possible CGT sweeteners listed in Mr Cayley's

cost of £180 million

paper.
9. Inheritance tax: @the following scale ("arithmetic '82") with a revised full year

£000s Tax Rate %
0- nil
82-164 30
164-246 ) 40
246-328 50
Above 328 60

Inland Revenue paper (Mr Battersby) of 20 January examines two possible alternative scales
which would concentrate more of the benefit at the bottom end of the scale but without

Cost £m
1987-88 full year
Four point 90 70 200
Four point 85 70 200

10. Corporation tax: Assumes 2% drop in small companies' corporation tax rate in line
with assumed income tax rate. s

Assumes a measure on CT Payment Dates with a three year transition, to make all
companies pay corporation tax nine months after the end of their accounting period.

Assumes measures to deny double deduction for interest pa by dual resident
companies.

Tax Credit Relief for Banks: Assumes measure to limit credit for\fo withholding
tax actually paid, or spared, on interest received by banks from overse@é lending to the
amount of corporation tax on the turn on the relevant loan. Estimated yi es 6% $
LIBOR. %

. 11. Lloyds RIC: Legislation on Lloyds reinsurance to close will bring in a -all
yield of £150 million (assuming no opening adjustment) and a continuing yield of i
Revised estimated yield in 1988-89 reflects the fact that Lloyds admini tive
arrangements are not to be reformed in 1987 and receipt of the £150 million is likely to be
spread over a longer period.
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Oil: Assumes action to amend PRT valuation rules for establishing "market value" of
ansferred otherwise than in sales at arm's length.

% Pricing Rules: Assumes action to stop loss of PRT arising on arm's length sales as

ompanies' ability, in certain circumstances, to pick and choose from a range of

timated yield is based on the original Government proposals; yield is likely to be
tMess\if

industry counter proposals adopted.

ar
price
somew

PR rossfield Allowance: Measure will allow an oil company to set PRT relief
against other fields for up to 10% of expenditure in developing a new field, until that new
field reaches payback. The justification for this proposal to relax the offshore oil tax
regime is to be reviewed in the light of the recovery in the oil price.

Oil companies AGT: Assumes more scope for setting off ACT against North Sea ring
fence profits. Provi 1)decision to be reviewed nearer Budget.

13. Keith: Assumes ion in 1987 to charge interest on PAYE tax and tax paid by
subcontractors and to br @n payments to directors more clearly within PAYE.

o,

il

@
%
D
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5@ECARD OF 22 JANUARY 1987 ‘ TABLE 3
. \—/g ;2) STAFFING EFFECTS

Proposal Effect on manpower numbers at

@ April 88 April 1989
- - - +

Customs and Excise

Excise duties nil nil
VAT - partial exemption 5 (a) 5 (a)
Consumer credit tax N/K o N/K r

Minor starters 14 14

Total Customs @ -9 -9
(b)

Inland Revecnue

Income tax (including high%) 80 170

Profit related pay see note (d)

Pensions 15 50
Car and car f(é‘71 benefits nil nil
Capital gains (£) % nil nil
Inheritance tax g nil nil
Stamp duty threshold (no change)(g) 18 20

Corporation Tax - payment dates nil 35

. - dual resident companies neg neg
- tax credit relief for banks nil nil

Lloyds RIC nil nil

Oil neg neg

Keith: PAYE and sub-contractors nil nil

Total Inland Revenue 3 ( +113 +275

Transport o

Measures to deal with dishonoured cheques 5 @ 5

(negligible revenue implications) o

Total Transport -5 -5

Total (provisional only) +99 +261

e e e T
(a) Likely to be substantial.
(b) Figures show the effects compared to current PES provision. E as noted below,

this assumes unchanged workloads.
(c) Staff effects relate to Option 5. A 5% increase in personal allowanges would reduce
the cost to 55 and 105 units at 1 April 1988 and 1989 respectively.
(d) Survey provision covers requirement of 50 (1 April 1988) and 100 (1 Apri
. Possibly some additional cost compared to Survey depending on take-up. ’
() On basis that CGT threshold is indexed.
(f) Figures assume "Arithmetic 82". "Four point 90" would save 20 and 3 st&%\\gt
1 April 1988 and 1 April 1989 respectively. "Four point 85" would save 10 and 20 ff at
1 April 1988 and 1 April 1989 respectively. All Options would prevent extra staff
requirement of 20 (1 April 1988) and 35 (1 April 1989) if Inheritance Tax threshold only
indexed.

(g)  Part of staff cost is tansWOIIFAET-BECRETY: | NOT TO BE COPIED
BUDGET LIST ONLY
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A,

SCORECARD OF 22 JANUARY 1987 TABLE 4

N L

MINOR STARTERS

Items in Starters list which Ministers have agreed are now serious

;\ contenders, with revenue effect of £3m or more)
e ._‘.___..__.__.yi\) o SO = 1 5 g S
FB Starter FB Proposal 1987-88 1988-89
Number Category - + - +

4 Bl nil 25
11 B2 (a) 20 20
A
20 20
14 C
neg 5
404-6 @ VED: increasing back duty payable
. on conviction for offence (b) 5 5
Total +5 +35
Notes to Table 5 ‘6
o
(a) These two measures are linked and designed to revenue neutral taken together.
(b)  Starter 404 double back duty, 405 minimum backut 406 all back duty deemed to
be due are alternatives. Revenue yield in bo is £5 million for all but
Starter 404 which would produce £10 million in 1988

NB Starter 124 (Pre-trading R&D) is still under considerati?n but future highly uncertain.
Starter 170 (Tax relief for employee buy outs) is still under consideration. Cost

figures as yet unavailable.

</\
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% cory Nol oF 44 copIEs
@ FROM: M C SCHOLAR

DATE: 29 JANUARY 1987

CHAN &0 OF THE 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

@ o Mr F E R Butler
Mr Wilson
Mr Cassell

@ Mr Monck

Mr Sedgwick
Mr Odling-Smee

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

BUDGET SCORECARD S
I attach the third Budget Scorecard. e @
2. The main changes from last week's scorecard are: O

(a) Derv duty and lorry VED: changes to reflect your meeting with the Transport

Secretary.
(b) VAT-small businesses: increase in the estimated cost in 8 (taking account
of changed assumptions on take-up of cash accounting fol nsultation).

(c) Customs' Project Five: substantial upward revision to the yie @88—89.

(d) Inheritance tax: inclusion of "Four point 90" as the main option.

(e) Corporation Tax/Capital Gains Tax: category change. @@
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@1@&1 copies for Scorecard work to:
i i i Mr Beighton - IR
Mr Calder - IR
Mr Johns - IR

Mr Ko - IR

Mr McManus - IR
Mr Riley - MP Mr Boyce - IR
Mr Bredenkamp - MP

Mr Wilmott - C&E
Mr Bone - C&E

&%@%
BL enc: 3 péges @

@
%
DY
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@:@ECARD OF 29 JANUARY 1987 TABLE 1
X
S~—,
@ DIRECT EFFECTS OF BUDGET MEASURES
(ALl ffig are net of the cost or yield of indexation or revalorisation included in the base forecast)
A A
N ")J\/*" 7 £m
v P 7 1/0) (rounded to £5m)
¥ :
Q ® cost (-)/yield (+)
Note Proposal 1987-88 1988-89
/ - + - +
\
1 Excise duties@ 25 25
2 VAT - partial exe 1 300 400
- small busines 115 30
3.  Customs Project Five ) 20 450
4 Income tax (including high eg) 7/ 2160 2775
5 Profit related pay o nil 35
6 Pensions - personal pensions nil 25
- freestanding AVCs nil 50
- anti-abuse measures nil 10
{7 Car and car fuel benefits @ nil 30
8 Inheritance tax “ 150
o
9 Corporation tax - small companies nil 40
- capital gains 2 nil 40
- payment dates nil 80
- dual residents neg 125
- banks ne 20
S g
1 :
ch 0 Lloyds RIC nil 35
E&;vc re% 11  Oil - PRT valuation 20 20
adamant™-Ho R - PRT pricing 80 50

o appted - PRT crossfield allowance 5

\} ﬁ\‘\c V{C\} \'i { . Oil companies ACT 20 @
Michew)l Seld e
Mol Heg ‘1,;;«12 Keith: PAYE and sub-contractors 5 @@ 45

l\ aAve

'{I'“" ” ! L.J‘:::)r” G ,"\“-C g:\“ v \t(
s (,:A;\ 13 Minor starters 5 /\ 35
& K8
TOTAL TAX MEASURES 2395 430 3160 &J 340

-1965
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QRECARD OF 29 JANUARY 1987

PSBR EFF ECTS(a)

IO

-

NOT TO BE COPIED

TABLE 2

are net of the cost or yield of indexation or revalorisation included in the base forecast)

£m
(roninded to £5m)
reduction(-)/increase(+)

Proposal 1987-88 1988-89
+ - + -

Excise duties 25

VAT - partial ex 300 400
- small busin 30

Customs Project Fiv 20 400
Income tax (including hig 2760
Profit related pay % ; 35
Pensions - personal pensions nil 25
- freestanding AVCs nil 50

- anti-abuse measures nil 10

Car and car fuel benefits nil 30
Inheritance tax 0 150
Corporation tax - small companies nil & 40

- capital gains nil 40

- payment dates nil 80

- dual residents o neg 125

- banks neg 20

Lloyds RIC < . nil 35

Oil - PRT valuation 20 20

- PRT pricing 80 50
- PRT crossfield allowance 5 10

Oil companies ACT 20 @
Keith: PAYE and sub-contractors 5 45
Minor starters 5 @ 35
N
NN 0
TOTAL 2390 430 3145 1290
+1960 +1

Q\

(a) The figures for PSBR cost given in this table are calculated in terms of thewchﬁé%
the fiscal adjustment implied by each measure listed. Adding the figures together”shows
how much of any fiscal adjustment indicated by the forecasts, assuming a given PSBR, would

be used up.
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' BS1
@}es to Table 1
@ Excise duties: Assumes the following package:
Revenue effect

N
@ % Price  cost(-)/yield(+)
Product

change in change 1987-88
Unit [, 3% duty (p) £m
Beer Pint = +3.0% 0.6 -10
Cider Bint.. - &3 - 0.0 -neg
Wine : Table 70cl = +3.0% 2.4 )
Cyprus sherry ) between 13 & 70cl +520  +8.1% 6.4 )
Vermouth ) 15% alcohol 75cl +0-1 0 +8.1% 6.9 )
Sherry 70cl1 - 71 —4.1% -5.6 ) -5
: Port 70cl -6°6 -3.6% -56 )
Sparkling 70cl o +3.0% 349 )
Spirits 75cl - +3.0% 16.3 -5
Cigarettes (including hand{rollilg tobacco) 20KS +3.7% 3.4 nil
Cigars 5 whiffs +3.7% 1.9 nil
- Pipe tobacco 25 grams - 0.0 -neg
Petrol : @ gallon C 45,20 Eg; 5.3 +75
Derv % gallon +5.2% 4.5 +20
VED: cars = - ((,:)) O'O(b) -75
VED: other - -20
Minor duties (principally minor oils,
eg heavy fuel oil, gas oil) - - - -5

(a) Petrol increase equals revalorisation plument of standstill on car VED.

(b) Derv increase equals revalorisation plus recefpment of standstill in lorry and other
non-car VED. Alternative options are derv incrédse equal to petrol increase with either

lorry VED standstill, which would give an overalMf15 million revenue gain compared to
‘t" b,

revalorisation, or reduction in certain VED lorry r bhough Secretary of State for
Transport does not favour this).

To reéoup the revenue loss (£20 million) on alcoholic dri%ks, cigarette duty would have to
rise by an additional 0.7% to increase the cost of 20KS by a further 0.7p. The RPI impact
effect would be increased by 0.02%.

revalorisation. If
0.25%, and given
the RPI, the room
for manoeuvre on excise duties would be limited to an RPI impact “effe of 0.1%. This
bacco), with no

The RPI impact effect of the package is 0.30%, compared to 0.31%
the total impact effect of the Budget as a whole were to be containe¢
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@‘\KHVAT: Assumes no change-in-standard-rates

s es revalorisation by 3.7% of the VAT registration threshold (the level of turnover at
ioh businesses must register for VAT) raising it to £21,300 (from £20,500). The maximum

effect would not exceed £10 million and, depending on the numbers of deregistrations,
be) hegligible. It is allowed for in the forecast.

Co

i3] exemption: Assumes implementation from 1 April 1987 of revised rules for
deduc}\%n\bf'gx\put tax (anti-tax avoidance measure).

Slismess package: Assumes annual accounting (to allow an annual returns system
with advance payments on account) with nil revenue effect and start date 1 July 1988. Also
assumes a cash accounting system (to allow accounting for tax on the basis of cash paid and
received) with a turnover ceiling of £250,000 per annum, two-thirds take-up and
1 October 1987 start date: cost in first year of £100 million and continuing annual cost
thereafter of £5 million{comparable costs for a £500,000 ceiling would be £150 million and
£10 million), Mr How te of 23 January gave an interim report. Customs are hoping for
firm advice on EC ects in time for final report first week in February. Also
assumes relaxation of which to notify and be registered for VAT (from ten days to
one month) plus minor é$e nts to VAT Act 1983, Schedule 1. Cost included is middle of
ranges of £5-25 million ( -88) and £10-40 million (1988-89).

ssumes 5% tax on interest on all credit, except
ffect from 1 April 1988; interest on credit card
gust 1987. Full-year revenue in 1989-90 to be

3. Customs Project Five
MIR -qualifying mortgages, to

aitl \% L
by £240 million in 1989-90. Cost of exemption for lending to and by charities unlikely
to be significant but confirmation not possible under Budget secrecy. Customs papers on
instructions to Counsel and on mortgages to go forward by 30 January. Other papers on
personal/business credit and de minimis limits to follow.

4. Income tax: (Option 5). Figures assume statutory indexation of 3.7% of basic
allowances (cost included in the forecast) and i tion of the first higher rate threshold,
compression of the first two higher rate ba leaving 50, 55 and 60% thresholds at
1986-87 levels, to produce the following scale:
o
Rate % Taxabledncome £

P

40 17,901-20

45 20,401-2

50 25,401-33,

55 33,301-41, 1260

60 over 41, 200

Figures assume no increase in mortgage interest relief ceiling, statutory indexation of age
allowance and no change to composite rate.

The RPI impact effect of the 2p reduction in basic rate is an inc@
would appear in the April 1987 RPI figure.

0.15% and this

Ho-age allowance)

An increase in basic allowances of 5% (and an equivalent cash increase in
would produce an additional cost over and above Option 5 of £200 millio
£260 million in 1988-89.
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. Profit Related Pay: half of profit related pay (up to
amaximum of 10% of pay, including profit related pay, or £1,500 whichever is smaller) of

loyees of companies and unincorporated businesses paid under a scheme registered by

oy~ Revenue. The presentation in the Budget should make the point that the full year
uld exceed £100 million.

6. ions: Assumes tax relief on personal pensions analogous to retirement annuit

g y

pro s announced in Revenue's consultative document "Improving the Pensions

companies.

Choi ;\
Assﬁn/

es” tax deduction for freestanding AVCs (additional voluntary pension
contributions) by employees within current limits on occupational pensions. Costs depend
critically on take up. Table 2 assumes 250,000 take up in 1988-89; if instead one assumes
take-up of 500,000, the 1988-89 cost becomes £100 million.

Assumes introdu
particular by high e

ion of anti-abuse measures to counter pension scheme abuse in
Details still to be worked up. Yield highly speculative.

T. Car and car fuelbbenefit scales: Assumes 10% on car scales but no change to car fuel

scales. %V ;

8. Inheritance tax: Assumes/the following scale ("Four point 90") with a full year cost of
£200 million:

£000s Tax Rate %
0-90 nil
90-134 N> 30
134-214 40
214-329 50
Above 329 60

Inland Revenue paper to be prepared on refinements to this scale to produce a smoother
band structure between £90,000 and £330,000, a irst year cost of less than £100 million
and a full year cost of up to £220 million.

On business relief, an Inland Revenue n
proposal that 50% relief should be given to contiglling holdings in any company and to
holdings of more than 25% in companies without ‘& f or USM listing, with 30% relief
restricted to holdings of 25% or less in companies witha 11 or USM listing.

be prepared further examining the

9. Corporation tax: Assumes 2% drop in small companies' corporation tax rate in line
with assumed income tax rate. 5

Assumes companies capital gains will be charged in full at normal Corporation Tax
rates, with ACT set-off.

Assumes a measure on CT Payment dates, with a three year

ion, to oblige all
companies to pay corporation tax nine months after the end of their i

g period.

Assumes measures to deny double deduction for interest paym ual resident
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Tax Credit Relief for-Banksr—Assumes measure to limit credit for foreign withholding
actually paid, or spared, on interest received by banks from overseas lending to the
sunt of corporation tax on the turn on the relevant loan. Estimated yield assumes 6% $

asury (FP) to co-ordinate a paper on the impact of scorecard package as a whole,
he proposal on corporate capital gains, on individual parts of the corporate sector.

IC: Legislation on Lloyds reinsurance to close will bring in a once-for-all
illion (assuming no opening adjustment) and a continuing yield of £30 million.
Revised “€stimated yield in 1988-89 reflects the fact that Lloyds administrative
arrangements are not to be reformed in 1987 and receipt of the £150 million is likely to be
spread over a longer period.

11. Qil: Assumes action to amend PRT valuation rules for establishing "market value" of
oil transferred other:@han in sales at arm's length.

PRT Pricing sumes action to stop loss of PRT arising on arm's length sales as
a result of companiest in certain circumstances, to pick and choose from a range of
prices. Estimated yiel d on the original Government proposals; yield is likely to be

somewhat less if industry(qounter proposals adopted.

PRT Crossfield Allo @ Measure will allow an oil company to set PRT relief
against other fields for up to expenditure in developing a new field, until that new
field reaches payback. The j ication for this proposal to relax the offshore oil tax
regime is to be reviewed in the light o e recovery in the oil price.

Oil companies ACT: Assumes more scope for setting off ACT against North Sea ring
fence profits. Provisional decision to be reviewed nearer Budget.

NB. PRT Research allowance: measure will provide cross-field relief for research
expenditure not specific to a particular field. Nil revenue effect in 1987-88 and 1988-89
but first year cost (1990-91) of £30 million and million thereafter.

12. Keith: Assumes legislation in 1987 to rge interest on PAYE tax and tax paid by
subcontractors and to bring certain payments to (ﬁ&( rs more clearly within PAYE.

iew (26 January) on the CBI and
o gte on the case for putting the
dtory footing, and the Treasury
ortage of small workshops.

[

NB: Enterprise Measures: Following discussion a

Lord Young proposals, Inland Revenue will be prepar
Revenue's training extra statutory concession on a st
(Mr Monck) will be establishing whether or not there is a s

$
%
DN
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TABLE 3

STAFFING EFFECTS

@ Proposal Effect on manpower numbers at
April 88 April 1989
2\ ; i ;
NN
ot

Customs and Excise

Excise duties nil nil
VAT - partial exemption 5 5 @l
Customs Project Five N/K N/K g
Minor starters 14 14
Total Customs 5D =9
Inland Revenue(b) O
Income tax (including higher-za c) 80 170
Profit related pay see note (d)
Pensions 15 50
Car and car fue(l })enefits nil nil
Inheritance tax' - 20 35
Stamp duty threshold (no change)( f) 18 20
Corporation Tax - payment dates nil 35
- capital gains neg neg
- dual resident companies neg neg
- tax credit relief for banks nil nil
Lloyds RIC nil nil
Oil neg neg
Keith: PAYE and sub-contractors : nil nil
Total Inland Revenue e +93 +240
Transport o
Measures to deal with dishonoured cheques 9 @ 5
(negligible revenue implications) o
Total Transport -5 -5
Total (provisional only) 79 +226

Q)

e

(a) Likely to be substantial.

(b) Figures show the effects compared to current PES provision. Ex
this assumes unchanged workloads.

(c) Staff effects relate to Option 5.
the cost to 55 and 105 units at 1 April 1988 and 1989 respectively.

(d) Survey provision covers requirement of 50 (1 April 1988) and 100

Possibly some additional cost compared to Survey depending on take-up.
(e) Figures assume "Four point 90".
(f)  Part of staff cost is transitional: long-run cost 15-20.
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%RECARD OF 29 JANUARY 1987 TABLE 4

MINOR STARTERS

(Items in Starters list which Ministers have agreed are now serious
contenders, with revenue effect of £3m or more)

BUDGET SECRET NOT TO BE COPIED

A “\
V\}
FB Starte FB Proposal 1987-88 1988-89
Number Category - + = 4.

4 Bl @: tour operators' margins nil 25
14 B2 @n of on-course betting duty(a) 20 20
A Incriease in duty on gaming machine
lice 20 20
14 @ VAT: bl loophole on
imported neg 5
404-6 C VED: increasi duty payable
on conviction for offence (b) 5 5
Total +5 +35
Notes to Table 5 @
(a) These two measures are linked and designed’t revenue neutral taken together.

(b)

NB1

NB2

Starter 404 double back duty, 405 minimum k&ck duty and 406 all back duty deemed to
be due are alternatives. Revenue yield in’both-years is £5 million for all but

Starter 404 which would produce £10 million in 99

Starter 170 (Tax relief for employee buy outs) is_still under consideration. Cost
figures as yet unavailable. %

Financial Secretary to consider possible Capital Gains Tax sweetners. FP to
co-ordinate an across-the-board survey of possible lollipops.
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M C SCHOLAR
5 FEBRUARY 1987

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

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

BUDGET SCORECARD : 0(
<>
I attach the fourth Budget Scorecard.
2. The main changes from last week's scorecard - which, as you will see, bring the total

cost of the package above £2 billion in 1987-88 and ahout £2% billion in 1988-89 - are:

(a) Excise duties: decrease in the estimated cost to reflect your decision on VED for

farmers' lorries, trade licences and recovery vehicles.

(b) Customs Project Five: dropped.

(c) Income tax: decrease in second year cost to reflect changed

(d) Inheritance tax: inclusion of "smooth four point 90" as main opt

(e) Oil - PRT pricing: decrease in yield in 1987-88 to reflect the deci o for a

' version of the industry's counter proposals.
(f)  Minor Starters: decrease in yield in both years to reflect inclusion of cﬁf
VAT lollipops for charities.
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TN Following a discussion with Sir Peter Middleton this morning I now propose to defer

&

1) 13 February submission of a revised version of the Budget Statement outline which I

d on 30 January. This will bring us into line with, and no longer ahead of, last

etable (Miss Evans will be circulating tomorrow a detailed timetable for the

ML

M C SCHOLAR

Additional copies for Scorecadrd to: e 3

Miss Sinclair - FP e “ Mr Beighton - IR

Mr Haigh - FP r Calder - IR

Mr Romanski - FP Johns - IR

Mr Walters - FP Mr Ko - IR

Mr Sedgwick - FP Mr McManus - IR
‘ Mr Riley - MP Mr Boyce - IR

Mr Bredenkamp - MP
Mr Wilmott - C&E
Mr Bone &E

BL enc: i‘) pages
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S CARD OF 5 FEBRUARY 1987 TABLE 1
. @ DIRECT EFFECTS OF BUDGET MEASURES

(A1l @ ;sre net of the cost or yield of indexation or revalorisation included in the base forecast)

£m
;x (rounded to £5m)
y cost (-)/yield (+)

Note Proposal ; 1987-88 1988-89
- + - +
1 Excise duties @ 20 20
2 VAT - partial exe n 300 400
- small busines 115 35
3 Income tax (including hig 5 2160 2720
4 Profit related pay nil 35
5 Pensions - personal pensions <~ nil 25
- freestanding AVCs nil 50
‘ - anti-abuse measures nil 10
6 Car and car fuel benefits nil 30
7 Inheritance tax 160
8 Corporation tax - small companies 40
- capital gains 50
- payment dates 80
- dual residents 125
- banks 20
9 Lloyds RIC 35
10 0Qil - PRT valuation 20 20
- PRT pricing 50 50
- PRT crossfield allowance 5 10
Oil companies ACT 20 0
1.3 Keith: PAYE and sub-contractors 5 45
12 Minor starters nil @ 30
TOTAL TAX MEASURES 2395 375 895
‘ -2020
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CORECARD OF 5 FEBRUARY 1987
e (a)
O PSBR EFFECTS

(ALl @are net of the cost or yield of indexation or revalorisation included in the base forecast)

A

NOT TO BE COPIED

TABLE 2

£m
(rounded to £5m)
reduction(-)/increase(+)

(a) The figures for PSBR cost given in this table are calculated in terms of t
the fiscal adjustment implied by each measure listed. Adding the figures toge
how much of any fiscal adjustment indicated by the forecasts, assuming a given PSB

be used up.

Proposal 1987-88 1988-89
+ - + -
Excise duties 25 20
VAT - partial ex i0 300 400
- small busin n 115 35
Income tax (including\lnigh€érkates) 2150 2705
Profit related pay ' nil 35
Pensions - personal pensions nil 25
- freestanding AVCs nil 50
- anti-abuse measures nil 10
. Car and car fuel benefits nil 30
Inheritance tax 75 160
Corporation tax - small companies 40
- capital gains nil 50
- payment dates <o nil 80
- dual residents neg 125
- banks ne 20
o g
Lloyds RIC O nil 35
0il - PRT valuation S 20 20
- PRT pricing 50 50
- PRT crossfield allowance 5 10
Oil companies ACT 20 20
Keith: PAYE and sub-contractors 5 @ 45
Minor starters nil @ 30
A
TOTAL 2390 375 3100 895
+2015
2N
' (%7
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. \@xcise duties: Assumes the following package:

Revenue effect
% Price cost(-)/yield(+)
change in change 1987-88
E\ Product Unit duty (p) £m
Beer gl Pint +3.0% 0.6 -10
Cider Pint - 0.0 -neg
Wine : Table 70cl +3.0% 2.4 )
Cyprus sherry ) between 13 & 70cl +8.1% 6.4 )
Vermouth ) 15% alcohol 75cl +8.1% 6.9 )
Sherry 70cl -4.1% -5.6 ) -5
Port 70cl -3.6% -5.6 )
Sparkling <\ 70cl +3.0% 3.9 )
Spirits @ 75¢l +3.0% 16.3 -5
Cigarettes (including han ing\ tobacco) 20KS +3.7% 3.4 nil
Cigars 5 whiffs +3.7% 1.9 nil
Pipe tobacco @ 25 grams = 0.0 -neg
Petrol @ gallon +5.2% E;; 5.3 +75
Derv % gallon +5.2% 4.5 +20
VED: cars - - ((g)) 0.0(4) -75
VED: other - -15

Minor duties (principally minor oils,
eg heavy fuel oil, gas oil) - - - -5

(b) Derv increase equals revalorisation plus rl

non-car VED. Alternative option is derv increase
VED standstill, which would give an overall £

(a) Petrol increase equals revalorisation plus ent of standstill on car VED.

nt of standstill in lorry and other
1 to petrol price increase with lorry
million revenue gain compared to

revalorisation. o) @

To recoup the revenue loss (£20 million) on alcoholic d cigarette duty would have to
rise by an additional 0.7% to increase the cost of 20KS by @ further 0.7p. The RPI impact
effect would be increased by 0.02%.

The RPI impact effect of the package is 0.30%, compared to 0.31% for revalorisation. If
the total impact effect of the Budget as a whole were to be contained at 0.25%, and given

could be effected by revalorisation of duty on cigarettes (

increase in any other duty. Total revenue effect compared

and hand-ro

acco), with no

to scoreca ge would be

that 2p off the basic rate of income tax is now estimated to add 0.15% e RPI, the room
for manoeuvre on excise duties would be limited to an RPI impact of 0.1%. This

additional cost of £415 million in 1987-88.

If there were no change to any current duties (excluding gaming machi
revenue effect compared to the scorecard package would be additional costs o

1987-88
cigarettes (inc hand-rolling tobacco) -90
all other excise duties including VED -415
Total -505

-100
-455

=555

£ million
1988-89 §>
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2. VAT: Assumes no change in standard rate.

. Sumes revalorisation by 3.7% of the VAT registration threshold (the level of turnover at

i usinesses must register for VAT) raising it to £21,300 (from £20,500). The maximum
e\\effect would not exceed £10 million and, depending on the numbers of
ions, could be negligible. It is allowed for in the forecast.

rexemption: Assumes implementation from 1 April 1987 of revised rules for
deduction ofﬁn@ut tax (anti-tax avoidance measure).

Small business package: Assumes annual accounting (to allow an annual returns system
with advance payments on account) with nil revenue effect and start date 1 July 1988. Also
assumes a cash accounting system (to allow accounting for tax on the basis of cash paid and
received) with a turnover ceiling of £250,000 per annum, two-thirds take-up and
1 October 1987 start date: cost in first year of £100 million and continuing annual cost
thereafter of £10 mili omparable costs for a £500,000 ceiling would be £150 million and
£15 million). Mr Ho te of 23 January gave an interim report. Further Customs and
Excise submission ( ) next week. Also assumes relaxation of period in which to
notify and be registered\f T (from ten days to one month) plus minor amendments to
VAT Act 1983, Schedule included is middle of ranges of £5-25 million (1987-88) and
£10-40 million (1988-89).

3 Income tax: (Option 5) Pigures assume statutory indexation of 3.7% of basic
allowances (cost included in thé&/f ast) and indexation of the first higher rate threshold,
compression of the first two highe r§:e bands and leaving 50, 55 and 60% thresholds at

1986-87 levels, to produce the followi ale:
Rate % Taxable income £
] 27 0-17,900

40 17,901-20,400

45 20,401-25,400

50 25,401-33,300

55 33 <§@ 41,200

60 er’41,200
Figures include consequential effect on rate of A<> Also assume no increase in mortgage
interest relief ceiling, no reduction in rate of L Assurance Premium Relief (LAPR),
statutory indexation of age allowance and no chang® posite rate. Inland Revenue
(Mr Mace) note of 2 February discusses further implicat basic rate cut.

The RPI impact effect of the 2p reduction in basic rate(is an increase of 0.15% and this
would appear in the April 1987 RPI figure (published 15 May).

An increase in basic allowances of 5% (and an equivalent cash increase in the age allowance)
' would produce an additional cost over and above Option 5 of £200 million in 1987-88 and

/| £260 million in 1988-89.
;’ 4. Profit Related Pay: Assumes income tax exemption of half of @ ted pay (up to

a maximum of 10% of pay, including profit related pay, or £1,500 whi is smaller) of
\ employees of companies and unincorporated businesses paid under a s gistered by
\ Inland Revenue. The presentation in the Budget will note that( the) full year

\\ cost could exceed £100 million. @
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tax reliel on personal pensions analogous to retirement annuity

isions as announced in Revenue's consultative document "Improving the Pensions
n

umes tax deduction for freestanding - AVCs (additional voluntary pension
ions) by employees within current limits on occupational pensions. Costs depend
take up. Table 2 assumes 250,000 take up in 1988-89; if instead one assumes
0,000, the 1988-89 cost becomes £100 million.

Ass s\introduction of anti-abuse measures to countcr pension scheme abuse in
particular”by high earners. Submission by Inland Revenue within days. Yield highly
speculative.

6. Car and car fuel benefit scales: Assumes 10% on car scales but no change to car fuel
scales.

Tis Inheritance ta@
cost of £215 million:'

sumes the following scale ("smooth four point 90") with a full year

Tax Rate %
nil
& 30
140-220 40
220-330 50 ’
Above 330 60 Jeendace in

Inland Revenue papers (Mr Battersby) of 30 January and 2 February consider ’t\hls scale which
has a smoother band structure than the original "four point 90" at an additional full year
. cost of £15 million (£5 million in 1987-88 and £10 million in 1988-89).

On business relief, an Inland Revenue note to be prepared by the end of this week

further examining the proposal that 50% relief s d be given to controlling holdings in any

company and to holdings of more than 25% in ies without a full or USM listing, with

30% relief restricted to holdings of 25% or less mpanies without a full or USM listing.
O

8. Corporation tax: Assumes 2% drop in sma ompanies' corporation tax rate in line

with assumed income tax rate.

o
Assumes companies capital gains will be charge 11 at normal Corporation Tax
rates, with ACT set-off. (Estimated full year yield £90 on.)
&

Assumes a measure on CT Payment dates, with a three year transition, to oblige all
companies to pay corporation tax nine months after the end of their accounting period.

Assumes measures to deny double deduction for interest payments by dual resident

companies.

Tax Credit Relief for Banks: Assumes measure to limit credit
tax actually paid, or spared, on interest received by banks from ov
amount of corporation tax on the turn on the relevant loan. Estimated

i umes 6% $
LIBOR. ;

Treasury (FP) paper of 5 February discusses the impact of Budget Sta ,;\on the

' corporate sector.( belnd
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Lloyds RIC: Legislation on Lloyds reinsurance to close will bring in a once-for-all
f £150 million (assuming no opening adjustment) and a continuing yield of £30 million.
d estimated vyield in 1988-89 reflects the fact that Lloyds administrative
ents are not to be reformed in 1987 and receipt of the £150 million is likely to be
r a longer period.
10. - umes action to amend PRT valuation rules for establishing "market value" of
oil transferred\otherwise than in sales at arm's length.
N

PRT"Pricing Rules: Assumes action to stop loss of PRT arising on arm's length sales as
a result of companies' ability, in certain circumstances, to pick and choose from a range of
prices. Revised yield reflects the Financial Secretary's decision to go for a version of the
industry's counter proposals. Yield estimate is very uncertain and will depend on the
volatility of oil prices and company behaviour.

PR (,rosstlelé\ ance: Measure will allow an oil company to set PRT relief
against other fields for 10% of expenditure in developing a new field, until that new
field reaches payback. i

NB. PRT Research allowa easure will provide cross-field relief for research
expenditure not specific to a part\&eld. Nil revenue effect in 1987-88 and 1988-89
but first year cost (1990-91) of £30

7illion”"and £25 million thereafter.

11. Keith: Assumes legislation in 1987 to charge interest on PAYE tax and tax paid by
subcontractors and to bring certain payments to directors more clearly within PAYE.

NB: Enterprise Measures: Following discussion Overview (26 January) on the CBI and
Lord Young proposals, Inland Revenue will be ing a note on the case for putting the
Revenue's training extra statutory concessi a statutory footing. The Treasury

(Mr Burgner) paper of 5 February- discusses wh r not there is a shortage of small
workshops. ? <o
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6QQRECARD OF 5 FEBRUARY 1987 TABLE 3
i N

O STAFFING EFFECTS

- + - +

<L .
@\U Proposal Effect on manpower numbers at
April 88 April 1989
2N
L g :

Customs and Excise

Excise duties nil nil
VAT - partial exemption 5 5
Minor starters 14 14
Total Customs @ -9 -9
Inland Revenue(a)
Income tax (includ(iI}g high!rat, (b) 80 185
Profit regg)ted pay = 15 5
Pensions 35 30
Car and car fue(le}:)enefits nil nil
Inheritance tax () 20 35
Capital gains tax threshold nil 60
Stamp duty threshold (no change)( ) 18 20
Corporation Tax - payment dates nil 35
- capital gains neg neg
- dual resident companies neg neg
- tax credit relief for banks nil nil
Lloyds RIC nil nil
0Oil neg neg
Keith: PAYE and sub-contractors nil nil
Total Inland Revenue % +128 +300
Transport o) @
Measures to deal with dishonoured cheques b 5
(negligible revenue implications) O
Total Transport -5 -5
Total (provisional only) +114 +286

20)
R
(a) Figures show the effects compared to current PES provision.
(b) Staff effects relate to Option 5. A 5% increase in personal allow (@uld reduce

the cost to 55 and 105 units at 1 April 1988 and 1989 respectively.
(c) In addition to survey provision of 50 (1 April 1988) and 100 (1 April 198

(d) The indications are that additional staff will be required earlier t iously
expected. The April 1989 figure in the table is in addition to Survey provision o f at
that date.

(e) Figures assume "smooth four point 90".
(f) Assumes statutory indexation. The April 1989 increase arises because Inland R ul
now estimate an additional 40,000 taxpayers compared to the number underlying current

Survey provision.
(g) Part of staff cost is transitional: long-run cost 15-20.
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CARD OF 5 FEBRUARY 1987 TABLE 4
. @ MINOR STARTERS
(Items in Starters list which Ministers have agreed are now serious
@ contenders, with revenue effect of £3m or more)
Q = geee ey s
5.
FB Starter  FB Proposal 1987-88 1988-89
Number Category - + - +
- Bl our operators' margins nil 25
11 B2 20 20
A
20 20
14 c
neg 5
LU 5
404-6 © VED: increasing back duty payable
® on conviction for offence (c) 5 5
Total nil +30
Notes to Table 5 ‘6

o

(a) These two measures are linked and designed to revenue neutral taken together.

(b) Treasury (Miss Sinclair) paper of 5 February sets out charities mini package and
discusses other possible lollipops. Financial Secre @ o consider possible Capital
Gains Tax sweeteners.

(c) Starter 404 double back duty, 405 minimum back duty and 406 all back duty deemed to

be due are alternatives. Revenue yield in both

Starter 404 which would produce £10 million in 1988-89.

ars is £5 million for all but

NB1 Starter 170 (Tax relief for employee buy outs) is still under consideration. Cost

depends on decisions.
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@ COPY NOZ OF 44 COPIES

S FROM: MISS C E C SINCLAIR
DATE: 12 FEBRUARY 1987
& 2
CHANCELLOR OF THE 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
; j Mr Cassell

Mr Monck
: Mr Sedgwick
Mr Odling-Smee
)\ Miss Evans
R Mr Cropper
MG Mr Tyrie

Mr Ross Goobey

Mr Battishill - IR
Mr.Isaac - IR
Mr Painter - IR

Sir Angus Fraser - C&E
Mr Knox - C&E
o
BUDGET SCORECARD
o
Sor I attach the fifth Budget Scorecard.

o

2s There are few changes from last week's scorecard

(a) Inheritance tax - small adjustment to cost estimates.

(b)  Oil - pricing and valuation changes removed.

(c) BES - new entry to reflect decision to include measure r-end bunching
and films.

(d) Lollipops - inclusion of a footnote in the notes to Table 1 to reco

(e) PSBR effects - the figures shown in Table 2 for VAT (partial S

lower.
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/\‘so attached for information is a copy of this year's Budget timetable.
<

N A

MISS C E C SINCLAIR

Additional copies for Sci@work to:

Mr Scholar - FP &3 Y Mr Beighton - IR
Mr Haigh - FP Mr Calder - IR
Mr Romanski - FP Mr Johns - IR
Mr Walters - FP Mr Ko - IR

Mr Sedgwick - FP r McManus - IR
Mr Riley - MP Boyce - IR

Mr Bredenkamp - MP

Mr Wilmott - C&E
Mr Bone - C&E
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QRE.RD OF 12 FEBRUARY 1987

DIRECT EFFECTS OF BUDGET MEASURES

N

TABLE 1

(rounded to £5m)
cost (-)/yield (+)

NOT TO BE COPIED

Note Proposal 1987-88 1988-89
- + - +

1 Excise duties 20 20

2 VAT - partial exe 300 400
- small busmess 1715 35
3 Income tax (including hlg@es) 2160 2720
4 Profit related pay @ 35
5 Pensions - personal pensions N> nil 25
- freestanding AVCs nil 50

- anti-abuse measures nil 10

6 Car and car fuel benefits nil 30
7 Inheritance tax 70 150
8 Corporation tax - small companies nil 40

- capital gains o nil 50

- payment dates : nil 80

- dual residents > neg 125

- banks @eg 20

9 Lloyds RIC > nil 35
10  Oil - PRT crossfield allowance 5 10
- Oil companies ACT 20 20

11 Keith: PAYE and sub-contractors 45

12  Business Expansion Scheme 5 @
13  Minor starters @—\ 30
&>
TOTAL TAX MEASURES 2395 305 3110
-2090 -228
AN

S
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@) D OF 12 FEBRUARY 1987 TABLE 2

— O PSBR EFFECTS®
are net of the cost or yield of indexation or revalorisation included in the base forecast)
£m
(rounded to £5m)
}\ reduction(-)/increase(+)
i S
Proposal 1987-88 1988-89
+ - + -
Excise duties 25 20
VAT - partial i 295 350
- small busihgs 115 35
Income tax (includin 2150 2705
Profit related pay nil 35
Pensions - personal pensio nil 25
- freestanding AV AL nil 50
- anti~abuse measure nil 10
Car and car fuel benefits nil 30
Inheritance tax 70 150
Corporation tax - small companies njl 40
- capital gains nil 50
- payment dates 3 nil 80
- dual residents % neg 125
- banks & neg 20
o / :
Lloyds RIC O nil 35
0Oil - PRT crossfield allowance 5 O 10
=il companies ACT 20 20
Keith: PAYE and sub-contractors 5 45
Business Expansion Scheme 5
Minor starters nil 30

SR
D
TOTAL 2390 300 309§
+2090

(a) The figures for PSBR cost given in this table are calculated in terms of féj\/ e in
the fiscal adjustment implied by each measure listed. Adding the figures tog shiows
how much of any fiscal adjustment indicated by the forecasts, assuming a given PSBR, d
be used up.
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@Ip\te‘ Table 1

@ Excise duties: Assumes the following package:

v
8
—’

Revenue effect

% Price cost(-)/yield(+)
change in change 1987-88
}\ Product Unit duty (p) £m
Beer (7 V Pint +3.0% 0.6 -10
Cider Pint - 0.0 -neg
Wine : Table 70cl +3.0% 2.4 )
Cyprus sherry ) between 13 & 70cl +8.1% 6.4 )
Vermouth ) 15% alcohol 75cl +8.1% 6.9 )
Sherry 70cl -4.1% -5.6 ) -5
Port 70cl -3.6% -5.6 )
Sparkling 70cl +3.0% 3.9 )
Spirits 75¢l +3.0% 16.3 -5
Cigarettes (including h olling tobacco) 20KS +3.7% 3.4 nil
Cigars 5 whiffs +3.7% 1.9 nil
Pipe tobacco @ 25 grams - 0.0 -neg
Petrol @ gallon +5.2% t]a); 5<3 +75
Derv }\ gallon +5.2% 4.5 +20
VED: cars <//\ - - ((:)) 0.0 -7? )
VED: other - -15'€

Minor duties (principally minor oils,
eg heavy fuel oil, gas oil) - - - =5

&

(b) Derv increase equals revalorisation plus rg %ent of standstill in lorry and other
a

(a) Petrol increase equals revalorisation plu pment of standstill on car VED.

non-car VED. Alternative option is derv increasé 1 to petrol price increase with lorry
VED standstill, which would give an overall 5 million revenue gain compared to

revalorisation. e @

(c) No change in main lorry and most other VED rate lves revenue loss of £20 million
offset by £5 million gain from increases in rates for farmers lorries and trade licences and
creation of new tax class for recovery vehicles.

To recoup the revenue loss (£20 million) on alcoholic drinks, cigarette duty would have to
rise by an additional 0.7% to increase the cost of 20KS by a further 0.7p. The RPI impact
effect would be increased by 0.02%.

valorisation. If
5%, and given
I, the room
.1%. This

The RPI impact effect of the package is 0.30%, compared to 0.31
the total impact effect of the Budget as a whole were to be containe
that 2p off the basic rate of income tax is now estimated to add 0.15%
for manoeuvre on excise duties would be limited to an RPI impact ef
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ould effected by revalo¥fisation of duty on cigarettes (and hand-rolling tobacco), with no
incre in any other duty (excluding gaming machine licences and minor VED). Total

ue effect compared to scorecard package would be additional cost of £410 million in

Cus ﬁ and Excise (Mr Knox) note of 12 February considers wine duty restructuring and the
2cts \on the RPI of different excise duty options.

% change to any current duties (excluding gaming machinc licences and minor

VED) thé r e effect compared to the scorecard package would be additional costs of:
£ million
1987-88 1988-89
cigarettes (inc hand-rolling tobacco) -90 -100
all other excise duties including VED -410 -450

Total @ -500 -550
2. VAT: Assumes in standard rate.

f the VAT registration threshold (the level of turnover at

VAT) raising it to £21,300 (from £20,500). The maximum

d £10 million and, depending on the numbers of
is allowed for in the forecast.

Assumes revalorisation b
which businesses must regi
revenue effect would no
deregistrations, could be negligi

Partial exemption: Assum ﬁn‘zntation from 1 April 1987 of revised rules for

deduction of input tax (anti-tax avoidarce\measure).

Small business package: Assumes annual accounting (to allow an annual returns system
with advance payments on account) with nil revenue effect and start date 1 July 1988. Also
assumes a cash accounting system (to allow accounting for tax on the basis of cash paid and
received) with a turnover ceiling of £250,000 per annum, two-thirds take-up and
1 October 1987 start date: cost in first year of 100 million and continuing annual cost

thereafter of £10 million. Also assumes rel of period in which to notify and be
registered for VAT (from ten days to one mon minor amendments to VAT Act 1983,
Schedule 1. Cost included is middle of ranges o illion (1987-88) and £10-40 million
(1988-89).

Customs and Excise (Mr Howard) preparing (a ission reporting results of.

consultation exercise and seeking final decisions.

3. Income tax: (Option 5). Figures assume statutofy indexation of 3.7% of basic
allowances (cost included in the forecast) and indexation of the first higher rate threshold,
compression of the first two higher rate bands and leaving 50, 55 and 60% thresholds at
1986-87 levels, to produce the following scale:

Rate % Taxable income £
27 0-17,900 @
40 17,901-20,400
45 20,401-25,400

50 25,401-33,300

55 33,301-41,200

60 over 41,200 <>
Figures include consequential effect on rate of ACT. Also assume matching
rate of deduction for sub-contractors (from 2 November), no increase in mortg

relief ceiling, no reduction in rate of Life Assurance Premium Relief (LAPR),
indexation of age allowance and no change to composite rate until 1988-89.
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1 impact effect of the 2p reduction in basic rate is an increase of 0.15% and this
apear in the April 1987 RPI figure (published 15 May).

Revenue (Mr Mace) note of 5 February considered option 5A - increasing allowances
ing age allowance) by 5% in combination with the other features of Option 5 - at an
1 cost over and above Option 5 of £220 million in 1987-88 and £280 million in

o) itﬁ&elated Pay: Assumes income tax exemption of half of profit rclated pay (up tu
a maximu n of>10% of pay, including profit related pay, or £1,500 whichever is smaller) of
employees of companies and unincorporated businesses paid under a scheme registered by
Inland Revenue. The presentation in the Budget will note that the full year cost could
exceed £100 million. Minister of State is minuting Chancellor recommending against
including public sector employees.

5. Pensions: ssu tax relief on personal pensions analogous to retirement annuity
prov151ons as ann in Revenue's consultative document "Improving the Pensions
Choice" with start April 1988 (NB Mr Fowler is considering advancing this to
January 1988) and initi up of 200,000.

Assumes tax ded for freestanding AVCs (additional voluntary pension
contributions) by employe current limits on occupational pensions. Costs depend
critically on take up. Table es 250,000 take up in 1988-89; if instead one assumes
take-up of 500,000, the 1988~ ecomes £100 million.

Assumes introduction of e measures to counter pension scheme abuse in

particular by high earners. Submlss ion"by Inland Revenue (Mr Corlett) 6 February; Financial
Secretary note to Chancellor of 12 February. Yield highly speculative.

6. Car and car fuel benefit scales: Assumes 10% on car scales but no change to car fuel
scales.

7. Inheritance tax: Assumes the following sca "smooth four point 90") with a full year

cost of £210 million:

£000s Tax Rat&%
0-90 nil
90-140 30 <o
140-220 40
220-330 50
Above 330 60 O

On business relief, assumes that 50% relief is given to controlling holdings in any
company and to holdings of more than 25% in companies without a full or USM listing, with

30% relief restricted to holdings of 25% or less in companies without a full or USM listing.
Cost is negligible in both 1987-88 and 1988-89.

8. Corporation tax: Assumes 2% drop in small companies' corpo ntax rate in line
with assumed income tax rate. Inland Revenue (Mr Reed) note of 1 rdary on profit
limit and taper.

Assumes companies capital gains will be charged in full at normal ~ @ ion Tax
rates, with ACT set-off. (Estimated full year yield £90 million.)

companies to pay corporation tax nine months after the end of their accounting pe
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?sumes measures to deny double deduction for interest payments by dual resident
nies.

x Credit Relief for Banks: Assumes measure to limit credit for foreign withholding
actually paid, or spared, on interest received by banks from overseas lending to the
corporation tax on the turn on the relevant loan. Estimated yield assumes 6% $

. L og%;..g\gigc: Legislation on Lloyds reinsurance to close will bring in a once-for-all
yield of 0 million (assuming no opening adjustment) and a continuing yield of £30 million.
Estimated yield in 1988-89 reflects the fact that Lloyds administrative arrangements are
not to be reformed in 1987 and receipt of the £150 million is likely to be spread over a

longer period. Inland Revenue (Mr Spence) note of 12 February considers whether there
should be an opening adjustment.

10.7: Oils PRT erﬁ%s@ Allowance: Measure will allow an oil company to set PRT relief

against other fields \for )uz 1% 10% of expenditure in developing a new field, until that new
field reaches payback. @\

fence profits. Provisional i

0Oil companies’ AC mes more scope for setting off ACT against North Sea ring

currently being reviewed.

NB. PRT Research allo
expenditure not specific to a p
but first year cost (1990-91) of £30 milli
Inland Revenue (Mr Pitts) note of l\fFebruary disaggregates the likely impact on different
types of oil company of all the various Budget measures.

measure will provide cross-field relief for research
field. Nil revenue effect in 1987-88 and 1988-89
and £25 million thereafter.

11. Keith: Assumes legislation in 1987 to charge interest on PAYE tax and tax paid by
subcontractors and to bring certain payments to directors more clearly within PAYE.

12. Business Expansion Scheme: Assumes s to ease the problem of year-end
bunching and to promote investment in the film stry.
&
NB: Lollipops: Following discussion at Overview\{(9 February), Inland Revenue (Mr Mace)
preparing a note on options for increasing the blind 8w and measures for widows.
The limit for tax-exempt friendly society life or ment business is to be changed

in order to help "traditional" friendly societies but not the newer "commercial" societies
(negligible cost).

The exemption limits for trade union provident benefits are to be increased (negligible

cost).

The Financial Secretary minuted the Chancellor on 11 Feb on possible CGT
sweeteners.

The Minister of State to consider the case for car tax relief supplied to
Motability for leasing.

Minor VAT charities measures included in Minor Starters (Table 4).

NB: Enterprise Measures: Following discussion at Overview (26 January) on ‘the
Lord Young proposals, Inland Revenue are preparing a note on the case for p
Revenue's training extra statutory concession on a statutory footing.
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COREE ARD OF 12 FEBRUARY 1987 TABLE 3

@> STAFFING EFFECTS

Proposal Effect on manpower numbers at
April 88 April 1989

2\ ] e Y .

\V
<
Customs and Excise

Excise duties nil nil
VAT - partial exemption 5 5
Minor starters 14 14

Total Customs -9 -9
Inland Revenue(a) @
Income tax (includ(iag hig @ (b) 80 185

Profit re&c?)ted pay 15 5
Pensions 35 30
Car and car fue(le})enefits nil nil
Inheritance tax () 20 35
Capital gains tax threshold nil 60
Stamp duty threshold (no change) ) 18 20
Corporation Tax - payment dates g nil 35

- capital gains neg neg

- dual resident companies neg neg

- tax credit relief for banks nil nil
Lloyds RIC nil nil

0Oil neg neg
Keith: PAYE and sub-contractors nil nil
Business Expansion Scheme neg neg
Total Inland Revenue (+128 +300
Transport 0@

Measures to deal with dishonoured cheques 5 5
(negligible revenue implications)

Total Transport =5 -5

Total (provisional only) +114 +286

(a) Figures show the effects compared to current PES provision. @
s

(b) Staff effects relate to Option 5. A 5% increase in personal allow uld reduce
the cost to 60 and 140 units at 1 April 1988 and 1989 respectively.

(c) In addition to survey provision of 50 (1 April 1988) and 100 (1 April 198

(d) The indications are that additional staff will be required earlier tha 5 ously
expected. The April 1989 figure in the table is in addition to Survey provision o taff at
that date.

(e) Figures assume "smooth four point 90". ;{%
(f) Assumes statutory indexation. The April 1989 increase arises because Inland enue
now estimate an additional 40,000 taxpayers compared to the number underlying current
Survey provision.

(g) Part of staff cost is transitional:
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A2
ARD OF 12 FEBRUARY 1987 TABLE 4

@ MINOR STARTERS

(Items in Starters list which Ministers have agreed are now serious

g\ contenders, with revenue effect of £3m or more)
FB Starter FB Proposal 1987-88 1988-89

Number Category - + - +

4 Bl nil 25
11 B2 @ 2 20
A
20 20
14 C
i neg 5
%ckage (lollipops) 5 5
404-6 C VED: increasing back duty payable
on conviction for offence (b) 5 5
Total : nil +30
Notes to Table 5 O X
o

(a) These two measures are linked and designed to Bgrevenue neutral taken together.

(b) Starter 404 double back duty, 405 minimum back 406 all back duty deemed to -
be due are alternatives. Revenue yield in bot s is £5 million for all but
Starter 404 which would produce £10 million in 1988 .

o
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COPY NOL OF 44 COPIES

FROM: MISS C E C SINCLAIR
g\ DATE: 12 FEBRUARY 1987

CHANCELLOR OF THE 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
)\ 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

3

<
BUDGET SCORECARD ﬁ

0@
I attach the fifth Budget Scorecard.

2. There are few changes from last week's scorecard

(a)
(b)
(c)

(d)
(e)

Inheritance tax - small adjustment to cost estimates.

Qil - pricing and valuation changes removed.
BES - new entry to reflect decision to include measure -end bunching

and films.
Lollipops - inclusion of a footnote in the notes to Table 1 to recpbfd ion.
PSBR effects - the figures shown in Table 2 for VAT (partial & n) have

been changed, mainly to allow for some loss of Corporation Tax r

3. This
occurs because a part of the cost is likely to be absorbed, rather th Sg% on
in

in higher prices, and companies' taxable profits will therefore be corresp y

lower.
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(;df‘d‘ ork to:

Additional copies for S

Mr Scholar - FP

Mr Haigh - FP

Mr Romanski - FP
Mr Walters - FP

Mr Sedgwick - FP
Mr Riley - MP

Mr Bredenkamp - MP

Mr Beighton - IR
Mr Calder - IR
Mr Johns - IR
Mr Ko - IR
r McManus - IR
Boyce - IR

Mr Wilmott - C&E
Mr Bone - C&E

BL enc: 3 pages

‘so attached for information is a copy of this year's Budget timetable.

4

MISS C E C SINCLAIR

@
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(o) OF 12 FEBRUARY 1987 TABLE 1
C NG
‘ O DIRECT EFFECTS OF BUDGET MEASURES
(A1l @are net of the cost or yield of indexation or revalorisation included in the base forecast)
£m
S (rounded to £5m)
%\3 cost (-)/yield (+)
Note Proposal 1987-88 1988-89
- + - +
1 Excise duties @ 20 20
2 VAT - partial exe 300 400
- small busmess 35
3 Income tax (including hl@es) 2160 2720
4 Profit related pay @ 35
5 Pensions - personal pensions (/)/\ nil 25
- freestanding AVCs nil 50
. - anti-abuse measures nil 10
6 Car and car fuel benefits nil 30
7 Inheritance tax /;:L MAALWP\”’\( 70 150
o
8 Corporation tax - small companies nil 40
- capital gains O ” nil 50
- payment dates <& nil 80
- dual residents neg 125
- banks o @eg 20
9 Lloyds RIC > nil 35
10  Oil - PRT crossfield allowance 5

- Oil companies ACT "~ 20

11 Keith: PAYE and sub-contractors 5 45

10
20
12  Business Expansion Scheme 5 %
13 Minor starters nil 30
@
TOTAL TAX MEASURES 2395 305 3110 @
‘ -2090 /<k

i

fo’% - r@wl ;’,Mcf}\ = SO0 = = 'L(‘{v o gs%% T
(\\,\,\\’\\4\; = - Loy >
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(a)

éQR‘RD OF 12 FEBRUARY 1987 TABLE 2

O PSBR EFFECTS
(A are net of the cost or yield of indexation or revalorisation included in the base forecast)
£m
(rounded to £5m)
X Q\ reduction(-)/increase(+)
D
Proposal 1987-88 1988-89
+ - + -
Excise duties 25 20
VAT - partial 295 350
- small businés 115 35
Income tax (includi ‘a er rates) 2150 2705
Profit related pay & nil 35
Pensions - personal pensio@ nil 25
- freestanding AV nil 50
- anti-abuse measur nil 10
Car and car fuel benefits nil 30
Inheritance tax 70 150

Corporation tax - small companies nj 40
- capital gains nil 50
- payment dates nil 80

T

- dual residents / neg 125
- banks g neg 20
& A -
Lloyds RIC nil 35
Oil - PRT crossfield allowance 5 o 10
= Qil companies ACT 20 20
Keith: PAYE and sub-contractors 5 45
Business Expansion Scheme 5
Minor starters nil A 30
N
N
TOTAL 2390 300 30& 25
+2090
(a) The figures for PSBR cost given in this table are calculated in terms of @r e in
the fiscal adjustment implied by each measure listed. Adding the figures tog ws
how much of any fiscal adjustment indicated by the forecasts, assuming a given PSBR, d

be used up.
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‘ @ Excise duties: Assumes the following package:

N

Revenue effect

@ % Price cost(-)/yield(+)
change in change 1987-88

@ﬂ\ Product Unit duty (p) £m

v
Beer %\\ Pint +3.0% 0.6 -10
Cider Pint - 0.0 -neg
Wine : Table 70cl +3.0% 2.4 )

Cyprus sherry ) between 13 & 70cl +8.1% 6.4 )

Vermouth ) 15% alcohol i5cl +8.1% 6.9 )

Sherry 70cl -4.1% 5.6 Y '=5

Port 70cl =3.6% -5.6 )

Sparkling U 70cl +3.0% 39 )
Spirits 75cl +3.0% 163 =5
Cigarettes (including h g tobacco) 20KS +3.7% 3.4 nil
Cigars 5 whiffs +3.7% 1.9 nil
Pipe tobacco @ 25 grams - 0.0 -neg
Petrol @ gallon +5.2% t:; 5.3 +75
Derv }X gallon +5.2% 4.5 +20

: f g (a) i

VED: cars & ks 0.0y, o

. VED: other <

Minor duties (principally minor oils,
eg heavy fuel oil, gas oil) - - - -5

(a) Petrol increase equals revalorisation plu

(b) Derv increase equals revalorisation plus ‘recoupment of standstill in lorry and other
non-car VED. Alternative option is derv increase al to petrol price increase with lorry
VED standstill, which would give an overall 5 million revenue gain compared to

revalorisation. 76 !
(c) No change in main lorry and most other VED ratlves revenue loss of £20 million

offset by £5 million gain from increases in rates for farmers lorries and trade licences and
creation of new tax class for recovery vehicles.

hbment of standstill on car VED.

To recoup the revenue loss (£20 million) on alcoholic drinks, cigarette duty would have to
rise by an additional 0.7% to increase the cost of 20KS by a further 0.7p. The RPI impact
effect would be increased by 0.02%.

valorisation. If
5%, and given
PI, the room

.1%. This

The RPI impact effect of the package is 0.30%, compared to 0.31
the total impact effect of the Budget as a whole were to be containe
that 2p off the basic rate of income tax is now estimated to add 0.15%
for manoeuvre on excise duties would be limited to an RPI impact effe

: S
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uld& effected by revalorisatiomrofduty omcigarettes(and hand-rolling tobacco), with no
exe

in any other duty (excluding gaming machine licences and minor VED). Total
vehue effect compared to scorecard package would be additional cost of £410 million in

o change to any current duties (excluding gaming machine licences and minor
effect compared to the scorecard package would be additional costs of:

£ million
1987-88 1988-89
cigarettes (inc hand-rolling tobacco) -90 -100
all other excise duties including VED -410 -450
Total "D -500 =550
2 VAT: Assumes in standard rate.
Assumes revalorisation b o\of the VAT registration threshold (the level of turnover at

which businesses must regist
revenue effect would no
deregistrations, could be negli

Partial exemption: Assum plementation from 1 April 1987 of revised rules for
deduction of input tax (anti-tax avoid easure).

Small business package: Assumes annual accounting (to allow an annual returns system

. with advance payments on account) with nil revenue effect and start date 1 July 1988. Also
assumes a cash accounting system (to allow accounting for tax on the basis of cash paid and
received) with a turnover ceiling of £250,000 per annum, two-thirds take-up and

1 October 1987 start date: cost in first year of 00 million and continuing annual cost

£10 million and, depending on the numbers of
is allowed for in the forecast.

thereafter of £10 million. Also assumes rel of period in which to notify and be
registered for VAT (from ten days to one mont lus’ minor amendments to VAT Act 1983,
Schedule 1. Cost included is middle of ranges of —/S;inillion (1987-88) and £10-40 million
(1988-89). S
Customs and Excise (Mr Howard) preparing {a ission reporting results of.
U consultation exercise and seeking final decisions. @‘

3. Income tax: (Option 5). Figures assume statutory indexation of 3.7% of basic
allowances (cost included in the forecast) and indexation of the first higher rate threshold,
compression of the first two higher rate bands and leaving 50, 55 and 60% thresholds at
1986-87 levels, to produce the following scale:

Rate % Taxable income £
27 0-17,900
40 17,901-20,400
45 20,401-25,400
50 25,401-33,300
55 33,301-41,200 @
60 over 41,200

‘ Figures include consequential effect on rate of ACT. Also assume matching »

rate of deduction for sub-contractors (from 2 November), no increase in mortgage

relief ceiling, no reduction in rate of Life Assurance Premium Relief (LAPR),
indexation of age allowance and no change to composite rate until 1988-89.
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impact effect of the Zp reduction in basic rate is an increase of 0.15% and this
){6)\11 pear in the April 1987 RPI figure (published 15 May).

Revenue (Mr Mace) note of 5 February considered option 5A - increasing allowances
ing age allowance) by 5% in combination with the other features of Option 5 - at an
al cost over and above Option 5 of £220 million in 1987-88 and £280 million in

rofit <?helated Pay: Assumes income tax exemption of half of profit related pay (up to

a max1mum//o’f\\lo% of pay, including profit related pay, or £1,500 whichever is smaller) of
employees of companies and unincorporated businesses paid under a scheme registered by
Inland Revenue. The presentation in the Budget will note that the full year cost could
exceed £100 million. Minister of State is minuting Chancellor recommending against

including public sector employees.

provisions as anno

in Revenue's consultative document "Improving the Pensions

5. Pensions: As@> tax relief on personal pensions analogous to retirement annuity

Choice" with start
January 1988) and initi% up of 200,000.

Assumes tax ded
contributions) by employe
critically on take up. Tabl¢€
take-up of 500,000, the 1988~

ecomes £100 million.

Assumes introduction of

April 1988 (NB Mr Fowler is considering advancing this to

for freestanding AVCs (additional voluntary pension
current limits on occupational pensions. Costs depend
es 250,000 take up in 1988-89; if instead one assumes

e measures to counter pension scheme abuse in

particular by high earners. Submiss'@n’%y Inland Revenue (Mr Corlett) 6 February; Financial
Secretary note to Chancellor of 12 February. Yield highly speculative.

6. Car and car fuel benefit scales: Assumes 10% on car scales but no change to car fuel

scales.

cost of £210 million:

7o Inheritance tax: Assumes the following s :i> "smooth four point 90") with a full year

£000s Tax Rat&'%
0-90 nil
90-140 30 o
140-220 40
220-330 50
Above 330 60 <

On business relief, assumes that 50% relief is given to controlling holdings in any
company and to holdings of more than 25% in companies without a full or USM listing, with
30% relief restricted to holdings of 25% or less in companies without a full or USM listing.

8. Corporation tax: Assumes 2% drop in small companies' corpo x rate in line
P P P P e

Cost is negligible in both 1987-88 and 1988-89

with assumed income tax rate. Inland Revenue (Mr Reed) note of 1 ruary on profit

limit and taper.

Assumes companies capital gains will be charged in full at normal €

rates, with ACT set-off. (Estimated full year yield £90 million.)

Assumes a measure on CT Payment dates, with a three year transition, te‘o
companies to pay corporation tax nine months after the end of their accounting pe
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sumes measures to deny double deduction for interest payments by dual resident
anies.

X Credit Relief for Banks: Assumes measure to limit credit for foreign withholding
actually paid, or spared, on interest received by banks from overseas lending to the
corporation tax on the turn on the relevant loan. Estimated yield assumes 6% $

9. L o?&&C: Legislation on Lloyds reinsurance to close will bring in a once-for-all
yield of £150 million (assuming no opening adjustment) and a continuing yield of £30 million.

Estimated yield in 1988-89 reflects the fact that Lloyds administrative arrangements are
not to be reformed in 1987 and receipt of the £150 million is likely to be spread over a

longer period. Inland Revenue (Mr Spence) note of 12 February considers whether there
should be an opening adjustment.

10. 0Oil: PRT Créss {Q Allowance: Measure will allow an oil company to set PRT relief

against other fields\fer/up.to 10% of expenditure in developing a new field, until that new
field reaches payback

Oil companies’ AC @
fence profits. Provisional i

NB. PRT Research allo
expenditure not specific to a t
but first year cost (1990-91) of £30 mi
Inland Revenue (Mr Pitts) note of 1<1/February disaggregates the likely impact on different
types of oil company of all the various Budget measures.

mes more scope for setting off ACT against North Sea ring
currently being reviewed.

measure will provide cross-field relief for research
field. Nil revenue effect in 1987-88 and 1988-89
ion and £25 million thereafter.

11. Keith: Assumes legislation in 1987 to charge interest on PAYE tax and tax paid by
subcontractors and to bring certain payments to directors more clearly within PAYE.

12. Business Expansion Scheme: Assumes s to ease the problem of year-end
bunching and to promote investment in the film ustry.

o
NB: Lollipops: Following discussion at Overvie

preparing a note on options for increasing the blind

9 February), Inland Revenue (Mr Mace)
w and measures for widows.

The limit for tax-exempt friendly society life or ment business is to be changed
in order to help "traditional" friendly societies but not the newer "commercial" societies
(negligible cost).

The exemption limits for trade union provident benefits are to be increased (negligible

cost).

The Financial Secretary minuted the Chancellor on 11 Fe on possible CGT
sweeteners.

The Minister of State to consider the case for car tax relief\on supplied to
Motability for leasing.

Minor VAT charities measures included in Minor Starters (Table 4).

NB: Enterprise Measures: Following discussion at Overview (26 January) on ‘t]
Lord Young proposals, Inland Revenue are preparing a note on the case for put
Revenue's training extra statutory concession on a statutory footing.

P
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CO!'ARD OF 12 FEBRUARY 1987 TABLE 3
7

@ STAFFING EFFECTS

BUDGET SECRET NOT TO BE COPIED

Proposal Effect on manpower numbers at
April 88 April 1989

A - + - +

.3

Customs and Excise

Excise duties nil nil
VAT - partial exemption 5 5
Minor starters 14 14

Inland Revenue

Income tax (includ(ié}g high@)(b) 80 185
Profit reéc:bted pay 1:5 5
Pensions 35 30

Car and car fuel benefits é @; nil nil
20

Total Customs @ -9 =9
(@) @

Inheritance tax 35

Capital gains tax threshold(f) nil 60
Stamp duty threshold (no change)( ) 18 20
Corporation Tax - payment dates g nil 35
- capital gains neg neg
- dual resident companies neg neg
- tax credit relief for banks nil nil
Lloyds RIC nil nil
Oil neg neg
Keith: PAYE and sub-contractors nil nil
Business Expansion Scheme neg neg
o
Total Inland Revenue ‘& +128 +300
Transport S @
Measures to deal with dishonoured cheques 5 5
(negligible revenue implications) %
Total Transport -5 -5
Total (provisional only) +114 +286

Q)

(a) Figures show the effects compared to current PES provision. @

(b) Staff effects relate to Option 5. A 5% increase in personal allow d reduce
the cost to 60 and 140 units at 1 April 1988 and 1989 respectively.

(c) In addition to survey provision of 50 (1 April 1988) and 100 (1 April 1989);
(d) The indications are that additional staff will be required earlier than
expected. The April 1989 figure in the table is in addition to Survey provision o
that date.

(e) Figures assume "smooth four point 90". %
(f) Assumes statutory indexation. The April 1989 increase arises because Inland Revenue
now estimate an additional 40,000 taxpayers compared to the number underlying current
Survey provision.

(g) Part of staff cost is transitional: long-run cost 15-20.
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CARD OF 12 FEBRUARY 1987 TABLE 4
MINOR STARTERS
@ (Items in Starters list which Ministers have agreed are now serious
contenders, with revenue effect of £3m or more)
O\
FB Starter %}BB Proposal 1987-88 1988-89
Number Category = i = +
4 Bl @om‘ operators' margins nil 25
11 B2 Ab% ion>of on-course betting duty(a) 20 20
A Incre ty on gaming machine
licence 20 20
14 C VAT: blockir oophole on
imported servi neg 5
VAT: charitie n%ckage (lollipops) 5 5
404-6 C VED: increasing back duty payable
‘ on conviction for offence (b) 5 5
Total nil +30
Notes to Table 5 O ”

<
(a) These two measures are linked and designed to %revenue neutral taken together.
406 all back duty deemed to -
s is £5 million for all but

(b) Starter 404 double back duty, 405 minimum back
be due are alternatives. Revenue yield in bot
Starter 404 which would produce £10 million in 1988=89«
o
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FROM: M C SCHOLAR
DATE: 19 FEBRUARY 1987

CHANCELLOR OF THE EXCHEQUER cc Principal Private Secretary
Chief Secretary (2)
Financial Secretary (2)
Economic Secretary (2)
Minister of State (2)
Sir Peter Middleton
Sir 'l'erence Burns
Sir Geoffrey Littler
Mr F E R Butler
Mr Wilson
Mr Cassell

@ Mr Monck
Mr Sedgwick
Mr Odling-Smee
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
BUDGET SCORECARD 0(
<
.o I attach the sixth Budget Scorecard.

2. Again there are few changes to record from last week's scorecard.

(a) Pensions: entries amended to take account of new start date (January not
April 1988).

(b) Lloyds RIC: yield in 1988-89 reduced to reflect th mic Secretary's
recommendation that there should be phasing-in over three yeaxs.

(c) Lollipops: new entry in Tables 1 and 2. @

M C SCHOLAR
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Additional copies for Scorecard work to:

gs Sinclair - FP Mr Beighton - IR

Haig Mr Calder - IR
Romanski - FP Mr Johns - IR
c % - FP Mr Ko - IR
¢k - FP Mr McManus - IR
D Mr Boyce - IR

Mr Wilmott - C&E
Mr Bone - C&E

Bl et ) pages é@x
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CARD OF 19 FEBRUARY 1987

Q

@&re net of the cost or yield of indexation or revalorisation included in the base forecast)

2%

TABLE 1

DIRECT EFFECTS OF BUDGET MEASURES

£m
(rounded to £5m)

>
& cost (-)/yield (+)
Note Proposal 1987-88 1988-89
- + - +
R
il Excise duties 20 20
2 VAT - partial exe 300 400
- small busine 115 35
3 Income tax (including 2160 2720
4 Profit related pay % neg 35
5 Pensions - personal pensions neg 25
- freestanding AVCs neg 50
‘ - anti-abuse measures neg 10
6 Car and car fuel benefits nil 30
7 Inheritance tax 150
8 Corporation tax - small companies n 40
- capital gains O/ﬁ nil 50
- payment dates g nil 80
- dual residents < neg 125
- banks neg 20
9 Lloyds RIC \&\)x"/ O nil 10
10  Oil - PRT crossfield allowance 10
- Oil companies ACT 20 20
11 Keith: PAYE and sub-contractors 5 45
12  Business Expansion Scheme 5 @
13 Lollipops 5 @
14  Minor starters 5 @ 30
® 28
TOTAL TAX MEASURES 2400 310 3120 800
' ~2090 2 %
B il
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’CARD OF 19 FEBRUARY 1987 TABLE 2
& @O (a)

(A

PSBR EFFECTS

are net of the cost or yield of indexation or revalorisation included in the base forecast)

£m

(rounded to £5m)

\N )\ reduction(-)/increase(+)
VA

Proposal 1987-88 1988-89
+ = + -
Excise dutics \U 25 20
VAT - partial e 295 350
- small busi 115 35
i i ‘ ) rates) 2145 2660

Income tax (includin g 16

Profit related pay neg 35
Pensions - personal pensio neg 25
‘ - freestanding AV neg 50
- anti-abuse measures// neg feop 1O
‘ Car and car fuel benefits nil 30
Inheritance tax 70 150

Corporation tax - small companies 40
- capital gains nil 50
- payment dates nil 80
- dual ¥esidents % neg 125
- banks neg 20
O
Lloyds RIC O nil 10

Qil - PRT crossfield allowance 5 O 10

- Oil companies ACT 20 20
Keith: PAYE and sub-contractors 5 45
Business Expansion Scheme 5
Lollipops 5
Minor starters 5 ﬁ 30

b V<>
TOTAL 2390 305 3060 750
' +2085 =
N\

(a) The figures for PSBR cost given in this table are calculated in terms of the\éh%e\\gx'
the fiscal adjustment implied by each measure listed. Adding the figures togethetr Shows
how much of any fiscal adjustment indicated by the forecasts, assuming a given PSBR, would
be used up.
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es to Table 1

‘ @ Excise duties: Assumes the following package:

Revenue effect

@ % Price  cost(-)/yield(+)
change in change 1987-88
Product

Unit duty (p) fm
\V
Beer Pint +3.0% 0.6 -10
Cider Pint - 0.0 -neg
Wine : Table 70cl +3.0% 2.4 )
Cyprus sherry ) between 13 & 70cl +8.1% 6.4 )
Vermouth ) 15% alcohol 75cl +8.1% 6.8 )
Sherry 70cl -4.1% -5.6 ) -5
Port U 70cl -3.6% -5.6 )
Sparkling 70cl +3.0% 3.9 )
Spirits 75¢l +3.0% 16.3 -5
Cigarettes (including hand-rolling tobacco) 20KS +3.7% 3.4 nil
Cigars 5 whiffs +3.7% 1.9 nil
Pipe tobacco 25 grams = 0.0 -neg
Petrol gallon +5.2% E;‘; 5.3 +15
Derv % gallon +5.2% 4.5 +20
(a)

VED: cars B - (b) 0'O(b) _I;?c)

' VED: other -

Minor duties (principally minor oils,
eg heavy fuel oil, gas oil) - o - -5

(a) Petrol increase equals"revalorisation plpment of standstill on car VED.

(b) Derv increase equals revalorisation plus @ecoﬁment of standstill in lorry and other
non-car VED. Alternative option is derv increase equal to petrol price increase with lorry
VED standstill, which would give an overall <§5 illion revenue gain compared to
revalorisation.

(c) No change in main lorry and most other VED rates involves revenue loss of £20 million
offset by £5 million gain from increases in rates for farfrers lorries and trade licences and
creation of new tax class for recovery vehicles.

To recoup the revenue loss (£20 million) on alcoholic drinks, cigarette duty would have to
rise by an additional 0.7% to increase the cost of 20KS by a further 0.7p. The RPI impact
effect would be increased by 0.02%.

valorisation. If
5%, and given
eRPI, the room
1% This

O

A

The RPI impact effect of the package is 0.30%, compared to 0.31
the total impact effect of the Budget as a whole were to be contain
that 2p off the basic rate of income tax is now estimated to add 0.15%
for manoeuvre on excise duties would be limited to an RPI impact ef
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@ d be effected by reva BUDGET LIST ONLY hand-rolling tobacco), with no
i@=ase in any other duty (excluding gaming machine licences and minor VED). Total

nue effect compared to scorecard package would be additional cost of £410 million in
37-88 (PSBR effect +£435 million).

s and Excise (Mr Knox) note of 12 February considers wine duty restructuring and the
the RPI of different excise duty options. Decisions required at March 2

o change to any current duties (excluding gaming machine licences and minor
VED) the&tévenue effect compared to the scorecard package would be additional costs of:

£ million
1987-88 1988-89
cigarettes (inc hand-rolling tobacco) -90 -100 /7
all other excise duties including VED -410 -450 e
Total ) -500 550

tion would be +£550 million in 1987-88 and 4

The PSBR effect of million in

1988-89.

25 VAT: Assumes no C

'@ tandard rate.

e VAT registration threshold (the level of turnover at
) raising it to £21,300 (from £20,500). The maximum
0 million and, depending on the numbers of
is“allowed for in the forecast.

Assumes revalorisation by 3.7
which businesses must register
revenue effect would not e
deregistrations, could be negligible

‘ Partial exemption: Assumes implementation from 1 April 1987 of revised rules for
deduction of input tax (anti-tax avoidance measure).

Small business package: Assumes annual acg\ounting (to allow an annual returns system
with advance payments on account) with nil e effect and start date 1 July 1988. Also

assumes a cash accounting system (to allow & ng for tax on the basis of cash paid and
received) with a turnover ceiling of £250 " annum, two-thirds take-up and
1 October 1987 start date: cost in first year 5t 0 million and continuing annual cost
thereafter of £10 million. Also assumes relaxation of period in which to notify and be

registered for VAT (from ten days to one month) p}% pinmor amendments to VAT Act 1983,
Schedule 1. Cost included is middle of ranges of £5—n (1987-88) and £10-40 million

(1988-89).

3. Income tax: (Option 5). Figures assume statu%ry indexation of 3.7% of basic
allowances (cost included in the forecast) and indexation of the first higher rate threshold,
compression of the first two higher rate bands and leaving 50, 55 and 60% thresholds at
1986-87 levels, to produce the following scale:

Rate % Taxable income £
24 0-17,900
40 17,901-20,400
45 20,401-25,400
50 25,401-33,300

55 33,301-41,200 @
60 over 41,200

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED

NOT TO BE COPIED



&
%

DC -

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

ures include consequential effect on the ACT fraction. Also assume matching reduction

rate of deduction for sub-contractors (from 2 November), no increase in mortgage
rest relief ceiling, no reduction in rate of Life Assurance Premium Relief (LAPR),
utory indexation of age allowance and no change to composite rate until 1988-89.

I impact effect of the 2p reduction in basic rate is an increase of 0.15% and this
ear in the April 1987 RPI figure (published 15 May).

Inlan evehue (Mr Mace) note of 5 February considered option 5A - increasing allowances
(includi allowance) by 5% in combination with the other features of Option 5 - at an
additional cost over and above Option 5 of £220 million in 1987-88 and £280 million in
1988-89.

4, Profit Related Pay: Assumes income tax exemption of half of profit related pay (up to
a maximum of 10% of pay, including profit related pay, or £1,500 whichever is smaller) of
employees of com and unincorporated businesses paid under a scheme registered by
Inland Revenue. h sentation in the Budget will note that the full year cost could
exceed £100 millio

53 Pensions: Assumgg tax\relief on personal pensions analogous to retirement annuity
provisions as announced Q; evenue's consultative document "Improving the Pensions
Choice". Now assumes /@ January 1988 (initial take up of 200,000).

Assumes tax deducti freestanding AVCs (additional voluntary pension
h

contributions) by employees in Grrent limits on occupational pensions. Costs depend
critically on take up. Table ‘row assumes January 1988 start and 250,000 take up in
1988-89; if instead one assumes tad{efup of 500,000, the 1988-89 cost becomes £100 million.

Assumes introduction of anti-abuse measures to counter pension scheme abuse in
particular by high earners. Yield highly speculative. Further Inland Revenue
(Messrs Corlett and Munro) submission of 18 February considers a cap on lump sums.

6. Car and car fuel benefit scales: Assu o on car scales but no change to car fuel

scales. Inland Revenue (Miss Rhodes) sub of 18 February seeks confirmation of
rovisional decisions.

® O(A

i Inheritance tax: Assumes the following sca\%("smooth four point 90") with a full year

cost of £210 million: o
£000s Tax Rate % @

0-90 nil <o
90-140 30
140-220 40
220-330 50
Above 330 60

On business relief, assumes that 50% relief is given to --: holdings in any
company and to holdings of more than 25% in companies without a full'or\USM listing, with
30% relief restricted to holdings of 25% or less in companies without <@ fulY or USM listing.
Cost is negligible in both 1987-88 and 1988-89.

8. Corporation tax: Assumes 2% drop in small companies' corporatio
with assumed income tax rate.
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Assumes companies Ica HIDMMI at normal Corporation Tax

b, with ACT set-off. (Estimated full year yield £90 million.)

ax Credit Relief for Banks: Assumes measure to limit credit for foreign withholding
tax actuq;ﬂy paid, or spared, on interest received by banks from overseas lending to the
amount of corporation tax on the turn on the relevant loan. Estimated yield assumes 6% $
LIBOR.

9. Lloyds RIC: Legislation on Lloyds reinsurance to close will bring in a once-for-all
yield of £150 million a continuing yield of £30 million. Estimated yield in 1988-89 is on
the basis of the Ec Secretary's recommendation that there should be phasing in over
three years and the\fa t the yield of £150 million will in any event be spread over 4 to
5 years.

10. OQil: PRT Crossfield Alldwance: Measure will allow an oil company to set PRT relief
against other fields for uﬁ&t& % of expenditure in developing a new field, until that new
field reaches payback.

\

fence profits. Provisional decisiox }E&ﬂy being reviewed.

NB. PRT Research allowancé/ measure will provide cross-field relief for research
expenditure not specific to a particular field. Nil revenue effect in 1987-88 and 1988-89
. but first year cost (1990-91) of £30 million and £25 million thereafter.

11. Keith: Assumes legislation in 1987 to charge interest on PAYE tax and tax paid by
subcontractors and to bring certain payments to difectors more clearly within PAYE.

12. Business Expansion Scheme: Assumes
bunching and to promote investment in the film

anges to ease the problem of year-end
oy
13. Lollipops: Following discussion at Overview\ (16 February), blind allowance to be
increased from £360 to £540 at a cost of around £2 mmear.

The limit for capital gains tax retirement relief 6 be increased from £100,000 to

£125,000 at a full year cost of £5 million (nil in 1987-88 an@ £2 million in 1988-89).

The limit for tax-exempt friendly society life or endowment business is to be changed
in order to help "traditional" friendly societies but not the newer "commercial" societies
(negligible cost).

The exemption limits for trade union provident benefits are t reased (negligible

BUDGET SECRET NOT TO BE COPIED
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cost).
Charities VAT mini-package of measures to be introduced. Cost @n in 1987-88
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owing Overview (16 February), Inland Revenue (Mr Mace) note of 19 February on

ty for leasing.

sossible lollipops for pensioners.
@ The Minister of State is considering the case for car tax relief on cars supplied to

; prise Measures: Following discussion at Overview (26 January) on the CBI and

roposals, Inland Revenue (Miss Rhodes) note of 19 February discusses the case
Revenue's training extra statutory concession on a statutory footing.
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/ RECARD OF 19 FEBRUARY 1987
& w@ )
)

STAFFING EFFECTS

i 5 TR
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TABLE 3

@D Proposal Effect on manpower numbers at
April 88 April 1989
(g
Customs and Excise
Excise duties nil nil
VAT - partial exemption 5 5
Minor starters 14 14
Total Customs @ = =9
Inland Revenue(a)
Income tax (including highe 80 185
Profit re@)ted pa}';i(lg)g 15 5
Pensions 35 30
Car and car fue(le})enefits nil nil
Inheritance tax ) 20 35
Capital gains tax threshold nil 60
Stamp duty threshold (no change)( § 18 20
Corporation Tax - payment dates g nil 35
‘ - capital gains neg neg
- dual resident companies neg neg
- tax credit relief for banks nil nil
Lloyds RIC nil nil
0Oil neg neg
Keith: PAYE and sub-contractors nil nil
Business Expansion Scheme S ” neg neg
<
Total Inland Revenue g +128 +300

Transport

Measures to deal with dishonoured cheques 5 S 5
(negligible revenue implications)

Total (provisional only) +114

Total Transport =5 -5
(@) Figures show the effects compared to current PES provision.

@ +286
PAN

N
(b) Staff effects relate to Option 5.

A 5% increase in personal allowdnces/would reduce
the cost to 60 and 140 units at 1 April 1988 and 1989 respectively.

(c) In addition to survey provision of 50 (1 April 1988) and 100 (1 April 1989

. (d) The indications are that additional staff will be required earlier tha iously
expected. The April 1989 figure in the table is in addition to Survey provision ff at
that date.

(e) Figures assume "smooth four point 90".
(f) Assumes statutory indexation. The April 1989 increase arises because Inland

now estimate an additional 40,000 taxpayers compared to the number underlying current
Survey provision.

(g) Part of staff cost is‘ﬁmﬁW‘
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RECARD OF 19 FEBRUARY 1987 TABLE 4

MINOR STARTERS

(Items in Starters list which Ministers have agreed are now serious
contenders, with revenue effect of £3m or more)

S
FB Start FB Proposal 1987-88 1988-89
Number Category - + - +
4 Bl : tour operators' margins nil 20
1:1 B2 / ition of on-course betting duty(a) 20 20
A : n duty on gaming machine
i ces :: 20 20
14 C VAT: blogKiy loophole on
importedise e neg 5
404-6 C VED: increasia%k duty payable
on convictionfor offence (b) 5 5

Notes to Table 5

. Total +5 +30

(a)
(b)

These two measures are linked and designedito evenue neutral taken together.
Starter 404 double back duty, 405 minimum back duty and 406 all back duty deemed to
be due are alternatives. Revenue yield in)\both years is £5 million for all but

Starter 404 which would produce £10 million in T9

@
%
O
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0@
I attach the seventh Budget Scorecard.

2. There are a number of changes from last week:

5 b ()
I ’)

o

(b)

M C SCHOLAR
26 FEBRUARY 1987

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

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

VAT. It has been agreed that the small business package will take priority over

reflect revised forecasts. Consequential effect on ACT and hence

income tax figure in 1988-89.
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account of revised Department of Energy estimate of timing of effect on

% Oil: small upward revision to cost in 1988-89 of PRT crossfield allowance to take
investment.
)%lipops: upward cost revision in both years following decisions on age

allowance for over 80.

’

ML

&%@ M C SCHOLAR

Additional copies for Scorecard wo

. Miss Sinclair - FP Mr Beighton - IR

Mr Haigh - FP Mr Calder - IR
Mr Romanski - FP Mr Johns - IR

. Mr Walters - FP Mr Ko -

! Mr Sedgwick - FP Mr M -IR

| Mr Riley - MP Mr B

i Mr Bredenkamp - MP

| Mr Culpin Mr Wilm? C&E
Miss O'Mara Mr Bone - C&E

| ©

&

BL enc: O[ pages

R
: DN

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE COPIEb
BUDGET LIST ONLY

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




v sty AR R B R AR BRI

BUDGET SECRET NOT TO BE COPIED
@ @ BUDGET LIST ONLY
@QRECARD OF 26 FEBRUARY 1987 TABLE 1

@ DIRECT EFFECTS OF BUDGET MEASURES

(All@s are net of the cost or yield of indexation or revalorisation included in the base forecast)

£m
% (rounded to £5m)

cost (-)/yield (+)

Note Proposal 1987-88 1988-89
- + - +

1 Excise duties 20 20

2 VAT - partial ex 300 400
- small busine 115 60
3  Income tax (including@rates) 2160 2740
4 Profit related pay @ neg 35
5 Pensions - personal pensions % neg 25
- freestanding AVCs neg 50

» - anti-abuse measures neg 10

6 Car and car fuel benefits nil 30
7 Inheritance tax 70 150
8 Corporation tax - small companies neg 45

- capital gains <o neg 60

- payment dates neg 100

- dual residents neg 125

- banks o @ neg 20

9 Lloyd's RIC 5 nil : 10
10  Oil - PRT crossfield allowance 5 15
- Oil companies' ACT 20 20

11 Keith: PAYE and sub-contractors 5 45
12  Business Expansion Scheme 5 @

13 Lollipops 15 @
14  Minor starters 5 @ 30
7\ 7
‘ TOTAL TAX MEASURES 2410 310 3185 830
-2100 -
—71 5 — S T
— e
246 15 —2910
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TABLE 2
PSBR EFFECTS(a’)
(A1 e net of the cost or yield of indexation or revalorisation included in the base forecast)
£m

A

(rounded to £5m)
reduction(-)/increase(+)

Proposal 1987-88 1988-89
+ - + -
fﬁ%
Excise duties @ 25 20
VAT - partial exe i 295 365
- small busines 115 55
Income tax (including K es) 2145 2680
Profit related pay neg 35
Pensions - personal pensions (% neg 25
- freestanding AVCs neg 50
. - anti-abuse measures neg 10
Car and car fuel benefits nil 30
Inheritance tax 7 150
Corporation tax - smallncompanies neg 45
- capital gains o neg 60
- payment dates | neg 100
- dual residents o neg 125
- banks @ neg 20
Lloyds RIC S nil 10
Oil - PRT crossfield allowance 5 15
- Oil companies ACT 20 20
Keith: PAYE and sub-contractors 5 45
Business Expansion Scheme 5 @
Lollipops I'5 @
Minor starters 5 @/\ 30
Q)
. TOTAL 2400 Cls 305 3120 95
+2095 +23 %
+16(0 2%

(a) The figures for PSBR cost given in this table are calculated in terms of the change in
the fiscal adjustment implied by each measure listed. Adding the figures together shows
how much of any fiscal adjustment indicated by the forecasts, assuming a given PSBR, would

PRSI BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED

NOT TO BE COPIED



' - ;_,,r‘ﬂ‘cm"v'-: NS IR R AT LR R ey e
' B

S1
BUDGET SECRET NOT TO BE COPIED
& BUDGET LIST ONLY
.
. s to Table 1
s cise duties: Assumes the following package:

@ Revenue effect
% Price cost(-)/yield(+)
% change in change 1987-88

Product Unit duty (p) £m
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