
F L 

/ 



SECRET 
(Circulate umler cover and 

notify REGISTRY of movement) 

jpowypolglip511 
Aggivi 
a.. 986Es 'CM G P CW ERNI EEW 

CT) 
Cr) 
C=:$ (SI 

S -2  
ccs- 



RR7.53 
	

BUDGET CONFIDENTIAL 
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DATE: 14 January 1985 

cc: Mr Pratt 
PS/IR 
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FINANCIAL SECRETARY 
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MINISTER OF STATE 
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SIR T BURNS 

MR F E R BUTLER 

SIR G LITTLER 

MR CASSELL 

MR MONCK 

MR EVANS 

MR MONGER 

MR ODLING-SMEE 

MR SCHOLAR 

MR CROPPER 

MR LORD 

MR H DAVIES 

SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS & EXCISE 

BUDGET OVERVIEW MEETINGS: 

PROVISIONAL AGENDA FOR FIRST OVERVIEW ON MONDAY 20 JANUARY 1986 

The Chancellor again intends to hold regular weekly overview 

meetings in the run up to this years Budget, to review progress and 



BUDGET CONFIDENTIAL 

• 
address central issues. These meetings will normally take place at 

11 am on Mondays and will usually run through the lunch hour. I 

will aim to circulate a provisional agenda by Tuesday of the 

preceding week and a final agenda by Thursday evening. All papers 

for discussion at the overview meeting should be circulated on the 

previous Thursday evening. 

2. 	The first overview meeting will be on Monday 20 January, but 

exceptionally it will begin at 9.30 am and finish before lunch. 

3. 	The provisional agenda for the first overview meeting is as 

follows:- 

Budget scorecard. 

To be circulated by Mr Scholar. 

Pension fund surpluses. 

Paper by Inland Revenue, to be circulated. 

Higher rate tax packages. 

Paper by Inland Revenue, to be circulated. 

Employment measures. 

Brief for Chief Secretary's meeting with Lord Young, by 

Mr Monck, to be circulated. 

4. 	Attendance at overview meetings will normally be drawn from 
those to whom this minute is addressed. 	From time to time, 

additional officials may be invited according to the subjects 

selected for discussion. 

L. 
RACHEL LOMAX 
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FIRST BUDGET OVERVIEW MEETING: 

MONDAY 20 JANUARY 1986 AT 9.30 AM 

The agenda for the first Budget overview meeting on Monday is as 

follows: 

(i) 	Budget scorecard. 

To be circulated by Mr Scholar 

4. 
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Pension fund surpluses. 

Paper by John Isaac, 16 January. 

Higher rate tax packages. 

Paper by John Isaac, 16 January. 

Stamp duty packages. 

Paper by John Isaac, 16 January. 

Employment measures. 

Brief for Chief Secretary's meeting with Lord Young, by 

Mr Monck, 16 January. 

fT RACHEL LOMAX 

• 



Mr F E R Butler 
Mr Cassell 
Mr Mon 
Mr A 
Mr Mo 
Mr Odl 
Mr Scho 

Papers  

(i) Scorecard: Mr 

Scorecard  

The following conclusions were reached:- 

(i) 	For working purposes, the scorecard should 

reduction in the basic rate of 21 per cent; 

Revenue to provide a paper by 23 January 

13k)1X, -c-r CZEF No736 
NOT TO BE COPIEQ 
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RECORD OF THE FIRST BUDGET OVERVIEW MEETING:  

9.30 AM ON 20 JANUARY 1986  
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Chancellor 
Chief Secretary 
inancial Secretary 
onomic Secretary 

Minister of State 
Sir P Middleton 
Sir T Burns 

Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Corlett - IR - Items 2+4 only 
Mr Mace - IR - Item 3 only 

Sir Angus Fraser - C&E 
Mr Knox - C&E 

s minute of 16 January. 

Income tax: Options 

Minute by Mr Mace of 16 J 

Stamp Duty (starters 103, 

Mr Corlett's minute of 16 Janua 

Mr Corlett's minute of 

higher rate structure: 

137 and 138): 

Pension fund surpluses: 

16 January. 

(v) Enterprise and Employment: 

16 January 

Mr Monck's minute 

implications both for the Revenue and employers of 

cutting the basic rate in lp steps. 

BUDGET SECRET 
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in VAT rate, and over indexation of tobacco, 

es. 

e a note for the next meeting. 

Sir 
BlJE)C3 Er SECRET 	PJ 01- .17 E3 E COP 

(ii) 	The 	E3LJ E) Ci 	LIErr may  
2 Per cent ceiling on the total RPI impact of the 

Budget (relative to the forecast) should be retained. 

Customs should explore the implications of two 

alternative indirect tax packages, which would keep the 

total RPI impact of the Budget (ie. including the effect 

of the 2ip cut in the basic rate) as close as possible to 

his limit:- 

VAT rate plus 1 per cent, and under indexation of some of 

the specific duties - probably drink. 

• 

No c 

and ol 

Customs 

Mr Odling Sme 	took to provide a note explaining the 

large differe c 	etween revenue and PSBR effects, 

especially for income tax. 

Charitable giving: Relief for single gifts by companies 

(but not individuals) sho..A now be regarded as a front 

runner - in contrast to 4.rovisional decision reached 

at Chevening. (The Chancqp 	will be holding a meeting 

to discuss the charities p 	age shortly.) 

Savings: 	The Financial Sec 	y will be holding a 

meeting to consider an Inland Re4hue paper, due shortly. 

Business Expansion Scheme: 	The cost of extending the 

existing scheme should not be scored as a 	dget measure 

in the FSBR, even though technically 	ould need 

reenacting. 

A number of changes to the minor starters 	were 

noted. 	Boarding School and detached duty 1 	ces 

(starter 108) would not score as a Budget meas 

treatment of Enterprise Allowance (starter 125) sho 1 

costed as switching to case 6 treatment (not complete 

exemption, which has been ruled out); changes in the VAT 

NOT TO BE COPIED BUDGET SECRET 
BUDGET LIST ONLY 
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ot 	MU UL ng expenses (starter 7) might be treatment 

(viii) 

subject to EC problems, on which the Minister of State 

will report back shortly; and further consideration 

should be given to the costings of starters 129, 153 and 

410. Capital allowances for expensive cars (starter 148) 

,should be omitted. 

The Chancellor hoped to see early progress in the search 

for compassionate lollipops. 

Pension fund surpluses 

The scheme 
	

d in Mr Corlett's minute of 16 January was 

broadly accepted as'e '-sis for future work, although it differed 

in certain importan 	cts from that envisaged at Chevening. 

One significant modific 	was agreed: 	the method of reducing 

all excessive surpluses 	e 	.ove 10 per cent) should be a matter 

for the trustees, at least 	principle. The new requirements 

should be cast in terms of time limits within which surpluses would 

04) have to be reduced to specified levels: for example funds might 

have 12 months to reduce surpluses below the upper limit and 

perhaps 5 years to reduce surpluses • ow the lower limit. It was 

noted that in practice these tim 	its, combined with funds' 

existing rules, would constrain the0S12ice of methods open to 

trustees. 

L-1- 3. 	Further work should focus on the fol 	g issues:- 
0 

(i) The choice of  upper and lower limits: Although 

Mr Corlett's minute considered alternative 

(of 20 per cent and 30 per cent) an alte 

limit, of say 5 per cent, had not been 1 

limits would need considering in the hg 

upper limits 

tive lower 

t; these 

further 

I 

work on the sensitivity of surpluses to varia 	ns in the 

underlying actuarial assumptions. 

(ii) 	The range and nature of the actuarial assu t 

provided by GAD: 	There was a strong presumption 

favour of using the assumptions already agreed for the 

[-
BUDGET SECRET 
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(iv) 

GAD's work 

BUDGET SECRET 
LIAGE;r JrieWEgQiintY  

principle the GAD's assumptions should represent his best 

view, rather than some average of the assumptions used by 

the actuarial profession. 

The tax treatment of refunds: It was agreed that an exit 

arge was an essential component of the scheme, and that 

it would be politically very difficult to set this higher 

than 10 per cent in the first year (though it could be 

subject to later review). 	Refunds should also be ring 

• 

NOT TO BE coiliED 
lowing a margin. In 

fenced for 

chang 

to re 

it was 

would sol 

CT purposes. 	(It was accepted that both tax 

e needed to prevent a more permissive approach 

ncreasing the incentive for "parking" though 

y that an exit charge of only 10 per cent 

problem entirely.) 

Other tax iss 	he tax treatment of foreign owned and 

small companie wo 7,  need further thought. 

Yield: The size of the first year yield would depend on 

whether tax was paid by the company or by the pension 

fund; current estimates a sume that the whole charge 

(including corporation 	ould be deducted at source 

(ie. paid by the pension 	 The scorecard should 

note that the first year <17eld would be nil on the 

alternative assumption. 	

0 
Phasing and policing: 	In practice Inland Revenue could 

not insist on annual valuation for all funds, nor on 

valuations for all funds in the first year. 	The 

Financial Secretary was asked to consider the 

implications (with Inland Revenue). 	 might also 

include the question of transitional rel 	/‘ or which 
there might be pressure. 

4. The Chancellor emphasised the need for careful on 

presentation. There were two main - and related - themes: 	 d 	• 
to prevent an obvious abuse of the existing tax reli 

contributions; and the evident desire of many companies to 

refunds from their pension schemes. In addition, there had been 

BUDGET SECRET 
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(0411  Isappointment in some quarters that it had not been possible to 

action on pension funds last year; and there was a general 

for raising some revenue in this area, if possible. Further 

hould also develop defensive ines against possible 

from the employers' organisations. 

• 
Higher 	tax packages 

Mr Mace's note of 16 January outlined four packages designed 

to limit the cash gains accruing to those with large incomes as a 

result of chang 	the basic rate and main personal allowances, 

bearing in mine 	some simplification in the higher rate tax 

structure was als 	able. 

It was provisio 	greed that:- 

The choice bet 	fferent options should turn largely 

on the size of 4e cash gain at different levels of 

income, compared with 1985-86 (Annex A of Mr Mace's 

minute). 

The size of the cash gal 	option 5.5BX was probably 

too large - though a fin 	cision would depend to some 

extent on the overall lookf2ie Budget. 

The two simplification option'i 	ckages G and H -were 

ruled out since they limited t 	cash gains at higher 

income levels too severely. 

All the simplification options were likely to lead to 

very spiky patterns of gainers and losers 	is would be 

hard to justify unless the package could 	sented as 

a radical reform; it might be easier to 	with the 
status quo. 

Of the packages shown, option 5.4BX presented t • 
141, 	 problems. 	But it offered higher rate tax pa 

smaller cash gain than they could have expected 

across the board indexation of allowances and higher  rate 
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thresholds  

E3U DG S EC R ET [ NOT TO BE 

w BUDGET. 	i`tUr  b sic rate - arguably 
the "neutral" position. 

• 
pr 

to t 

of th 

land Revenue were asked to develop an option that would 

aximum gains for those on top incomes broadly equivalent 

at would have resulted from straight forward indexation 

personal allowances and higher rate tax thresholds, 

with no change in the basic rate. 

Stamp duty 

8. 	It was agr 

duty on equities 

that it would be 

neutral basis (at 1 

possible for the seco 

stamp duty base might 

where delaying until 

forestalling. 

t there was a strong case for reducing stamp 

er cent from the date of the Big Bang, but 

ically important to do so on a revenue 

terms of the first year effect and if 

as well). Offsetting changes in the 

lemented from Budget day especially 

th 	of the Big Bang could lead to 

9. 	The following front runners for broadening the stamp duty base 

(identified in paragraph 3 of Mr Corl t's minute) were confirmed:- 

ADRs: 	There was a str 	esumption in favour of 

setting the charge on ADRs 
ikKthe  range 21 to 5 per cent. 

The Economic Secretary was as 	consider further. 

Intra account dealing: There wasCA general feeling that 

the estimated yield was too low. 	(Inland Revenue to 

reconsider). 

(iii) 	Takeovers: 

takeovers at 1 
there was 

There were no problems 	charging 

per cent. A 1 per cent ra 	or which 

some case 	would 	eurther 

and consideration; 	it 

presentational issues. 

raised both 

requ 

techn 

10. Despite the objections noted in Mr Corlett's note, 

following other possible extensions should be kept in play (sub 

to further work):- 

BUDGET SECRET 
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(i) 	Loan stock: 	Further work would be needed to draw a 

4Ir
defensible borderline between tax-exempt and taxable 

stock. It was accepted that it would not be possible to 

collect revenue on Irish Government loan stock. 

er•ers: The Chancellor was unhappy about appearing to 

discriminate against contested bids, and thought it 

should be possible to draw a boundary line between 

mergers and capital reconstructions (with the latter 

remaini exempt). 

Renou 	documents: The Chancellor doubted whether 
this wo 	s had been suggested, have an inhibiting 

effect on 	tisation issues. 

Forei n shar-,<(\ith stamp duty at 	per cent, little 
weight should 	ached to the risk of London losing 

business. 	The feasibility of taxing foreign bearer 

shares should be examined, together with possible EC 

inhibitions. 

11. It was provisionally agreed 

extended to traded options and fut 

were young markets. 

Enterprise and employment 

stamp duty should not be 

n the grounds that these 

Mr Monck's brief for the Chief Secretary's meeting with 

Lord Young on Wednesday was noted. The Chancellor said he would 

have an early word with the Prime Minister. 

Next Meeting  

The second overview meeting will be at 11 am 

27 January. 

110 	23 January. 

All papers should be circulated on 
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cc PS/IR 
PS/C&E 
Mr Mace - IR (items iii, iv, v) 

SECOND BUDGET OVERVIEW MEETING: PROWSVOINAL AGENDA 

The second Budget overview meeting will be held on Monday 

27 January at 11 am. The pr.asatgmagt agenda is as follows:- 

Budget scorecard.  
S J-CA-2es. 

   

Minute by Mr Scholar, t 

Indirect tax options. 

Paper by Mr Knox, ba.---immicd.A.tibeelk 

a 3 .s1 o fr• 



Income tax:  

Paper by 5....f.-4ire'cA, 
043- (r);.45,s-  :;,2 

Reduced rate band. 

Paper by Mr tt=rien3, to-be-Q4-FeitkateA. 
I SC‘ CA C 

Employment measures. 

Progress report - to be raised orally. 

lc rate. 

BUDGET CONFIDENTIAL 

• 
(iii) 	Higher rate packages. 

Paper by Mr Mace, ffile--c--i-retTRtai:EA,D.S.Z.ekAt.4.cle 

-Pra ei(44 

the overview meetin 

agenda-r-w-i-1-1-b - on . . • 

RACHEL LOMAX 



C.Ecoa. 0-c sa.01,1,b 
e4tysti; ofekvtev,i 
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(iii) 	Higher rate packages: y Mr Mace, 23 January. 

BUDGET SECE-tt 	:)BMPIED 
RECORD OF THAPagT3IJIAT 19/1141AEWI MEETING:  

11AM ON 27 JANUARY 1986  

Chancellor 
Chief Secretary 
Financial Secretary 
conomic Secretary 

ASi

*nister of State 
P Middleton 

Sir T Burns 
Mr F E R Butler 
Sir G Littler 
Mr Cassell 
Mr Monck 
Mr A Wi 
Mr Mo 

• 

Mr Odling Smee 
Mr Scholar 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Mace - IR- Items 3&4 only 
MrPinder-IR-Items 3&4 only 

Sir Angus Fraser - C&E 
Mr Knox - C&E 

Papers 

(i) Scorecard:  Mr (401 r s minute of 23 January. 

ID 	(ii) 	Indirect tax options: Paper by Mr Knox, 23 January. 

Reduced rate band: Mr Isa 	minute of 23 January. 

(i) Scorecard  

    

The main points arising from discussion of the scorecard were:- 

Basic rate: For working purposes, the scorecard should 

assume a reduction in the basic rate 	per cent, 

rather than 21 per cent (though it 	now been 

established that 21 per cent was a pract  -:  •ption). 

This decision was obviously subject to re ew n the 

light of developments in the oil market. 

Unincorporated businesses: Inland Revenue were as 

a note on the effect of reductions in the basic ra 

unincorporated businesses. 	This could have important 

presentational implications. 

BUDGET SECRET 
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• 
• 
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iii) 	Business 	E 	Sc.liclue; The 	ecard should assume 

negligible rather than nil yield from the proposed 

changes. The underlying assumption (that money for asset 

based activities would be switched to qualifying BES 

investment) would need reexamination at a later stage. 

1n sion fund surpluses: The tax charge on refunds should 

be regarded as a liability of the company, but deducted 

at source. 	Inland Revenue were asked for a progress 

report on the proposed scheme which should include a 

fulleriplanation of the existing rules and practice; 

discu  f the implementation of the new arrangements 

in 198.  :N  and a report of the GAD's response to the 
idea of p 	ng standardised actuarial assumptions. In 

the presen 	of the scheme a robust defence would be 

required aga 	criticisms from employees, actuaries 

and others. 

Stamp duty:  There was some concern about the political 

• 
• 

• 

• acceptability of the present 

net revenue cost in 1987-88. 

made to identify a revenue 

an across the board cut 

might offer a more politica 

it would be relatively expen 

package, which involved a 

Further effort should be 

tral option. Failing that, 

p duty (including houses) 

ceptable package, though 

ve. 

• 
(vi) 	Lollipops: 	FP were asked to through the Budget 

representations for further ideas9 

	

(vii) 	Minimum Tax: IR agreed to provide a further note for the 

next overview. 

(ii) Indirect tax options 

2. 	The main conclusions of the discussion were as fol 

	

(i) 	Packages involving changes in the VAT rate wer 

out. Given the large fall in oil prices, a change i 

VAT rate would be difficult to justify. 

• 
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Customs and Excise were asked to do further work on 

packages on the lines of option IIB in Mr Knox's paper, 

treating the 0.5 per cent RPI increase as a ceiling and 

not a target. Careful consideration should be given to 

the maximum tolerable increase in the duty on tobacco 

Arovisionally thought to be at least 10p, but probably 

s than 15p); and the upper limit on the oil duties 

(preserving the relativity between petrol and derv), 

bearing in mind the probable movement in pump prices 

between now and the Budget. 	The Chancellor ruled out 

incre 	in petrol duty that would push pump prices 

above 	allon; for presentational reasons, he would 

like to 	• an increase in duty that would still leave 

petrol pres lower than they were a year ago in money 

terms. 

Sir Terence Bu 	asked to look at the RPI effect of 

changing oil pri aking account of the lags between 

changes in crude oil prices and pump prices, and setting 

this in the context of the forecast monthly profile for 

the RPI. 

The candidates for less 	full revalorisation were: 

pipe tobacco and cigars, 	its, and VED on lorries. 

The Chancellor ruled out a r uction (though not a stand 

still) in VED for lorries. 	resumption was that 

other excise duties would be 	lorised in line with 

prices. 

(iii) Higher rate packages 

3. 	On the assumption that there would be a 2p 

rate, it was provisionally agreed that:- 

Higher rates tax thresholds should be adjuste 	imit 
the cash gains for those on top incomes to s 	9 
close to what would have resulted from straight r a 

‹A indexation. 

• 
• 

r BUDGET SECRET 
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Further work should 	be done on a variant of option Ll to 

make it satisfy this criterion (given a 2p cut in the 

basic rate). 	 • 
A choice would then have to be taken between this variant 

d option 5.4CX in Mr Mace's paper of 23 January. 

(iv) Reduced rate band 

4. 	It was accepted 

the 1986 Budget 

to be introduce 

1987 was feasibl 

Revenue's programm 

transferable allowan 

that a reduced rate band was not an option for 

that advance warning would be needed if it was 

87. Introduction of a reduced rate band in 

the expense and disruption to the Inland 

ork (eg. postponing the introduction of 

1991) was judged unacceptable. 

• 

5. 	The Chancellor sal a robust briefing line would need 

developing, bringing out 	administrative problems both for 

Inland Revenue and for employers (especially small businessmen). 

(v) Employment measures 

The Chief Secretary reported 

Lord Young had made some progress. 

programme which would cost (gross) 

his initial meeting with 

had been discussion of a 

he range of £50 million in 

1986-87 and £100 million in 1987-88, 1.4, 	 was still far from 

clear at what level Department of Emplo 	t Ministers would be 

prepared to settle; they seemed to accept tat a range of measures 

could still be attractive presentationally; and there were signs 

that they were prepared to drop plans for a large expansion in the 

arging the 

t further 

oposals, 

ent of 

In discussion it was noted that:- 

community programme. 	Lord Young's enthusiasm for 

interview LTU and Jobstart schemes was undiminish 

work would explore scaled down versions of his sprigi 

as well as looking for offsetting savings within the 

Employment programme. 

• 

• 
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Work on the  AIRQPtIelsISTwW1-Yor   J Young would be the 
lead Minister - was also envisaging a switch of 

resources; this might limit the savings from the 

department's programmes which could be used to finance 

additional employment measures. 

ile for negotiating purposes it was clearly right for 

the Treasury to focus on gross costs, the real objective 

should be to limit additional net spending to £50 million 

and £100 million in 1986-87 and 1987-88 respectively. 

ExtenJ.i1ot projects would have heavy staff costs, 

especia 	DHSS; and indeed, given the difficulties at 

DHSS, th 	fing implications could make Lord Young's 

ambition 	ationwide scheme impractical. 

Next steps 

8. 	The next overview. meting will be at 11 a.m. on Monday 

3 February. 	As usual, all papers should be circulated on the 

previous Thursday. 

LOMAX 

uary 1986 

• 

• 
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DATE: 23 January 1986 

CHIEF SECRETARY 

FINANCIAL SECRETARY 

ECONOMIC SECRETARY 

MINISTER OF STATE 

SIR P MIDDLETON 

SIR T BURNS 

MR F E R BUTLER 

SIR G LITTLER 

MR CAS SELL 

MR MONCK 

MR A WILSON 

MR EVANS 

MR MONGER 

MR ODLING-SMEE 

MR SCHOLAR 

MR PRATT 

MR CROPPER 

MR LORD 

MR H DAVIES  

cc PS/IR 
PS/C&E 
Mx- Mace - IR (items iii, iv, v) 
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SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS AND EXCISE 

PtuVItsAAWPA.-- 

SECOND BUDGET OVERVIEW MEETING: / AGENDA 

The second Budget overview meeting will be held on Monday 

27 January at 11 am. The agenda is as follows:- 

23 January. 44(s-et "t- 	PSIge- 
642~ e4.,--• 	LAC . C6-e-Cdn,•2) 

Budget scorecard.  • 	Minute by Mr Scholar, 

Indirect tax options. 

Paper by Mr Knox, 23 January. 
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Higher rate packages. 

Paper by Mr Mace, 23 January. 

Income tax: fractional basic rate. 

Paper by Mr Pinder, 23 January. 

Reduced rate band. 

Paper by Mr Isaac, 23 January. 

Employment measures. 

Progress report - to be raised orally. 

RACHEL LOMAX 

• 



RR7.77 
	

BUDGET CONFIDENTIAL 

• FROM: MRS R LOMAX 

DATE: 23 January 1986 

cc PS/IR 
PS/C&E 
Mr Mace - IR (items iii, iv, v) 

CHIEF SECRETARY 

FINANCIAL SECRETARY 

ECONOMIC SECRETARY 

MINISTER OF STATE 

SIR P MIDDLETON 

SIR T BURNS 

MR F E R BUTLER 

SIR G LITTLER 

MR CASSELL 

MR MONCK 

MR A WILSON 

MR EVANS 

MR MONGER 

MR ODLING-SMEE 

MR SCHOLAR 

MR PRATT 

MR CROPPER 

MR LORD 

MR H DAVIES 

SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 
40 MR KNOX - CUSTOMS AND EXCISE 

SECOND BUDGET OVERVIEW MEETING: AGENDA 

The second Budget overview meeting will be held on Monday 

27 January at 11 am. The agenda is as follows:- 

Budget scorecard.  

Minute by Mr Scholar, 23 January. 

Indirect tax options. 

Paper by Mr Knox, 23 January. 
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Higher rate packages. 

Paper by Mr Mace, 23 January. 

Income tax: fractional basic rate. 

Paper by Mr Pinder, 23 January. 

Reduced rate band. 

Paper by Mr Isaac, 23 January. 

Employment measures. 

Progress report - to be raised orally. 

RACHEL LOMAX 

• 

• 

• 
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CHIEF SECRETARY 

FINANCIAL SECRETARY 

ECONOMIC SECRETARY 

MINISTER OF STATE 

SIR P MIDDLETON 

SIR T BURNS 

MR F E R BUTLER 

SIR G LITTLER 

MR CASSELL 

MR MONCK 

MR A WILSON 

MR EVANS 

MR MONGER 

MR ODLING-SMEE 

MR SCHOLAR 

MR PRATT 

MR CROPPER 

MR LORD 

MR H DAVIES 

SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS AND EXCISE 

cc PS/IR 
PS/C&E 
Mr Beighton - IR (item v) 
Mr Corlett - IR (item iii. & iv) 
Mr Houghton - IR (item vi) 
Mr Lewis - IR (item v) 

THIRD BUDGET OVERVIEW MEETING: PROVISIONAL AGENDA 

The third Budget Overview meeting will be held on Monday 3 February 

at llam. The provisional agenda is as follows:- 

	

(1) 	Budget scorecard  

Minute by Mr Scholar, to be circulated. 

	

(ii) 	Further indirect tax options  

Paper by Mr Knox, to be circulated. 
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Pension fund surpluses  

Paper by Mr Corlett, to be circulated. 

Stamp duty package  

Paper by Mr Corlett, to be circulated. 

Income tax  

Higher rate packages: paper by Mr Lewis, to be 

circulated. 

Effect of a cut in the basic rate on unincorporated 

businesses: paper by Mr Beighton, to be circulated. 

CTT: distributional effects of ending the lifetime charge  

Paper by Mr Houghton, to be circulated. 

A minimum tax  

Paper by Mr Isaac, to be circulated. 

Lollipops  

Paper by Mr Monger, to be circulated. 

2. 	All papers for the next overview meeting should be circulated 

on Thursday 30 January. 

t 
RACHEL LOMAX 
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CHIEF SECRETARY 

FINANCIAL SECRETARY 

ECONOMIC SECRETARY 

MINISTER OF STATE 

SIR P MIDDLETON 

SIR T BURNS 

MR F E R BUTLER 

SIR G LITTLER 

MR CASSELL 

MR MONCK 

MR A WILSON 

MR EVANS 

MR MONGER 

MR ODLING-SMEE 

MR SCHOLAR 

MR PRATT 

MR CROPPER 

MR LORD 

MR H DAVIES 

SIR L AIREY 

cc PS/IR 
PS/C&E 
Mr Beighton - IR (item v) 
Mr Corlett - IR (item iii & iv) 
Mr Houghton - IR (item vi) 
Mr Lewis - IR (item v) 

(dv 

7 

6t. 
44 "Li;  

C.° (411-'4 Lfk, Leok,-.10 

r 

\IP 	(tM 	iJcode-•-•Lak cs1" 

q41  

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS AND EXCISE 

THIRD BUDGET BUDGET OVERVIEW MEETING: PROV4B4OWNE, AGENDA 

The third Budget Overview meeting will be held on Monday 3 February 

at llam. The pzavicional-agenda is as follows:- 

Budget scorecard  

Minute by Mr Scholar, 

(ii) 	Further indirect tax options  

Paper by Mr Knox, 
oast-a_ 

irra0so 	 61-4-4•P C 
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Pension fund surpluses  

Paper by Mr Corlett, tcr-be=c4=teul-a-tea:3‹) 

Stamp duty package  

Paper by Mr Corlett, te—be—c-irecurra-red.30 

Income tax  

Higher rate packages: paper by Mr Lewis, 

circulated. 

Effect of a cut in the basic rate on unincorporated 

businesses: paper by Mr Beighton, --te—be—cir-culated-• 

CTT: distributional effects of ending the lifetime charge  

Paper by Mr Houghton, te be 

A minimum tax  

Paper by Mr Isaac, tin_ hp rix-culat-ed-. 

Lollipops  

Paper by Mr Monger, te—be—circillatea. 

oul 	irculat,ed 

RACHEL LOMAX 
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CHANCELLOR OF THE EXCHEQUER 

FROM: G W MONGER 
DATE: 30 JANUARY 1986 

cc 	Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Sir G Littler 
Mr Cassell 
Mr Monck 
Mr A Wilson 
Mr Evans 
Mr Odling-Smee 
Miss Sinclair 
Mr Pratt 
Mr Romanski 
Mr Murray 
Mr Cropper 
Mr Lord 
Mr H Davies 

• 

Sir L Airey (IR) 
Mr Isaac (IR) 
Mr Battishill (IR) 
PS/IR 
Sir A Fraser (C&E) 
Mr Knox (C&E) 
PS/C&E 

BUDGET LOLLIPOPS 

You asked FP to prepare a paper on Budget lollipops for 

discussion at the third Budget Overview meeting. A list of 

potential lollipops we have identified is annexed. 

Much of this is ground which has been well-trodden in similar 

exercises for previous Budgets. We have put forward some ideas 

which have been considered and rejected in the past, not necessarily 

because we would advocate their adoption now, but because we 

considered that Ministers would want to look at them again. 

The list of potential lollipops does not include anything 

from the direct tax and charities area, to be discussed at your 

411 	
meeting on Friday 31 January. 	More detailed information about 

the VAT and charities items (nos 4 to 10) is contained in 

Mr Jefferson Smith's submission of 24 January to be circulated 

under cover of a note from the Minister of State with his 

recommendations. 
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With the exception of No 4, VAT relief for welfare services 

provided by charities, all the VAT and car tax lollipops could 

IP be introduced by statutory instrument. The Inland Revenue lollipops 

all require Finance Bill legislation. 

Except, possibly, for 18, extension of student covenants 

to 17 year olds, none of the lollipops would have any significant 

staffing effects. 

G W MONGER 

• 

• 
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BUDGET LOLLIPOPS 

• A. Proposals currently in the Starters List 

Budget Starter 22. VAT Relief for installation of distress  

alarms and lifts for handicapped  

Ministers have decided to extend the existing relief for building 

alterations to the residence of a handicapped person or for a 

charity caring for the handicapped to cover also the installation 

of distress alarms and lifts. Follows considerable pressure from 

the handicapped and organisations concerned with their welfare. 

Cost £3 million. 

Budget Starter 115: Extension of relief under S.22(2)FA 74  

for pensions paid to Nazi victims  

Ministers have already agreed the inclusion of this starter in 

the Finance Bill. The provision would allow 100%, instead of 
10 the present 50%, of pensions paid to certain victims of Nazi 

persecution to be deducted before calculating liability to income 

tax. 	This follows representations from Sir William Clark. The 

first and full year cost is £1 million. 

Budget Starter 141: CGT and Maintenance Funds  

Currently regarded as a serious Finance Bill candidate. Proposal 

is that on the death of a person who has set up a maintenance 

fund to support heritage property, the value of assets in the 

fund should be uplifted to their value at the time of death, to 

reduce CGT liability on disposal of the assets. Proposed by 

heritage lobby, and debated in Committee last year with some 

opposition support. Cost perhaps £1-2 million. 

• 
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B. Other proposals not currently in the Starters List 

4. 	VAT relief for welfare services provided by charities  

Charities VAT Reform Group (CVRG) are seeking a relief from VAT 

on all purchases by charities in order to perform a social welfare 

function eg residential care, training for employment, on the 

grounds that in these activities, the charities substitute for, 

or at least complement, State provision of similar services. 

vfi Estimated cost is £10 to £15 million per year; primary legislation 

would be required. Customs advise that the difficulties with 

this proposal are that it would involve Government making a value 

judgement that certain charitable activities are more 'worthy' 

than others; there would be pressure from the charities whose 

activities are excluded for similar treatment (Committee stage 

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

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

would be equivalent to a new zero-rating. 

1111 5. VAT relief for buildings alterations and extensions for  

charities  

VAT was introduced on building alterations and extensions in the 

1984 Budget. CVRG are seeking a reintroduction of the zero-rating 

for building alterations and extensions carried out on buildings 

owned by charities. 	Cost would be up to £20 million if all 

charities were allowed to benefit (£6 to £10 million if restricted 

to social welfare charities, but that would be a difficult 

borderline to defend). Customs advise that the difficulties with 

such a relief would include the reintroduction of the old borderline 

between alterations and repair which was difficult to operate, 

and that it would be contrary to EC Sixth Directive on VAT and 

infraction proceedings would be likely. 

6. 	VAT relief on newspaper advertising by charities  

VAT was introduced on newspaper advertising in 1985 Budget. This 

was seen by charities as particularly unwelcome because it affects 

their fund-raising and their efforts to inform the public about 
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their objectives and activities. 	CVRG are seeking a reintroduction 

of the relief for advertisements of this nature placed by charities. 

IP Relief would cost £1 to £2 million. Customs have suggested this 

relief be granted. 

7. 	VAT relief for medicines and drugs supplied to charities  

CVRG are seeking this relief, which would benefit medical research 

charities; social welfare charities providing hospitals, hospices 

and homes for elderly etc; and animal charities such as PDSA. Cost 

would be up to £5 million. Customs advise that this would mean 

discriminating between charitable hospitals and medical research 

institutes and those which were non-profit-making but not charitable 

which would not benefit, but that the distinction would be 

defensible. EC complications would need to be borne in mind but 

should not be decisive. One possibility would be to relieve 

medicines but not drugs, which could perhaps be reserved for a 

later year. 

IP 	8. 	Extension of VAT relief for donated medical equipment  

CVRG are seeking extension of relief to rerigerators used in medical 

research; Customs suggest that this be accepted and have also 

proposed a relief for video equipment used in diagnostic systems 

and monitoring of patients. Such relief would cost £3-4 million. 

CVRG also suggest a relief for laundry equipment used in hospitals, 

but Customs advise against this as it has a less direct medical 

application and to concede that would lead to further claims for 

a wider relief. 

	

9. 	VAT relief for recording equipment for a blind charity  

CVRG are seeking a VAT relief for general purpose recording 

equipment used in preparing 'talking newspapers', etc for the 

blind. Relief at present limited to specialised equipment. 

Extension would cost £1 million. 	Customs have suggested that 

this relief be granted. 
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10. VAT relief for welfare vehicles  

Customs have proposed a VAT relief for welfare vehicles with between 

6 and 50 seats for use by charities caring for the blind, deaf 

or mentally handicapped, to give such charities parity of treatment 

with charities caring for the disabled which already get relief 

for specially adapted vehicles. Cost £0.5 million. 

VAT relief for installation of safety handrails and raising  

floors to improve access of ease mobility for disabled people  

This CVRG suggestion would be an extension of the existing relief 

for certain works to improve access to buildings for the disabled, 

and would complement the proposals already agreed (see 1 above) 

to extend relief to the installation of distress alarms and lifts). 

VAT relief for mountain rescue organisations  

The Patterdale Mountain Rescue Association has lobbied for a general 

VAT relief for all expenditure involved in equipping and running 

mountain rescue teams. (At present there is only a limited relief 

for specialized equipment eg ambulances). Relief would cost about 

£50,000 pa. Customs advise that there are many charities which 

perform functions which the State would otherwise have to perform, 

or which would regard themselves as equally worthy causes and 

equally deserving of relief, and a relief for mountain rescue 

associations alone would be bound to lead to renewed pressure 

for a wider VAT relief from such bodies. 

VAT relief for supplies of petrol and lubricating oil to  

Royal National Lifeboat Institution  

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

to lifeboat carriage and launching equipment. The argument against 

extending relief to petrol and oil was the potentional repercussive 

effects since many other organisation, particularly other charities 

with high fuel costs, would press hard for similar reliefs. This 

argument still holds good. 
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Extension of VAT relief for sales of donated goods by  

charities  

At present relief is restricted to charities which are primarily 

concerned with the relief of human distress or animal welfare. 

Could be extended to other specified worthy charities or to 

charities generally. Cost not known. But Customs advise that 

a general relief would include some charities of dubious value 

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

be bound to increase pressure for further extensions. 

VAT and car tax relief for recipients of Mobility Allowance  

or War Pensioners' Mobility Supplement who use their allowances  

to buy normal production cars on hire purchase  

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

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

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

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

ID 

	

	to other traders) and also the danger of abuse as it would be 
too easy for the disabled to buy ordinary cars for transfer to 

friends or relatives or for sale. 

Car tax relief on cars supplied to Motability for leasing  

• 
/\)-7 

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

Motability received very generous concessions in 1984 - deliberately 

overcompensating them for CT changes - which, since they took 

the form of zero rating for leasing charges, gave considerable 

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

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

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

compared to those available to the disabled generally. Chancellor 

decided not to make this further limited concession in 1984 but 

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

cost would be about £4m, at present volume of leasing (car tax 

IP 	only as VAT relief already applies). 



BUDGET CONFIDENTIAL 

17. Blind allowance  

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

since 1981. 	Some 30,000 people benefit (only a quarter of all 

those registered blind) at a cost of £3m a year. Increasing it 

in line with the growth in main personal allowances since 1981 - 

to about £600 - would cost about £2m. But - as Mr Hudson's note 

of 28 January points out - there has been very little pressure 

for such an increase, which would make eventual abolition of what 

is already an anomalous allowance more costly. 

Student covenants - extension to 17 year olds   

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

under covenant. The Scottish Secretary has pressed, as in previous 

years, for relief for to be extended to 17 year old students (who 

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

would be £1-11/2  million, with a small staff cost. 	However the 

proposal has so far always been rejected because of the difficulties 

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

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

IP 	to students alone. 

CTT 'douceur' concession  

The proposal would extend the present CTT concession applying 

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

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

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

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

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

Conservancy Council with the agreement of the Treasury. Cost 

unquantifiable but could be significant. Previously rejprtpd 

difficult to restrict extension to just these bodies. 

20. CGT and divorce  

Assets transferred between divorcing spouses as part of settlement 

eg in exchange for agreement not to pay maintenance - attract 

4, 	CGT. Exemption would be too generous, but alternative of roll- 
'\ • over relief raises problems of election which could only be settled 

t by the Courts. Legislation would be complicated, and so this 

has been rejected in previous years. Revenue effects negligiblc, 

however. 
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FROM: MRS R LOMAX 

DATE: 30 January 1986 

CHIEF SECRETARY 

FINANCIAL SECRETARY 

ECONOMIC SECRETARY 

MINISTER OF STATE 

SIR P MIDDLETON 

SIR T BURNS 

MR F E R BUTLER 

SIR G LITTLER 

MR CASSELL 

MR MONCK 

MR A WILSON 

MR EVANS 

MR MONGER 

MR ODLING-SMEE 

MR SCHOLAR 

MR PRATT 

MR CROPPER 

MR LORD 

MR H DAVIES 

SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS AND EXCISE 

cc PS/IR 
PS/C&E 
Mr Beighton - IR (item v) 
Mr Corlett - IR (item iii & iv) 
Mr Houghton - IR (item vi) 
Mr Lewis- IR (ilem v) 

THIRD BUDGET OVERVIEW MEETING: REVISED AGENDA 

The third Budget Overview meeting will be held on Monday 3 February 

at llam. The agenda is as follows:- 

(i) 	Budget scorecard  

Minute by Mr Scholar, 30 January. 

• 
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Further indirect tax options  

Paper by Mr Knox, 30 January [also relevant: 	Oil and 

petrol prices, note by Sir T Burns, 30 January]. 

Pension fund surpluses  

Paper by Mr Corlett, 30 January. 

Stamp duty package 

Paper by Mr Corlett, 30 January. 

(v) 	Income tax 

Higher rate packages: paper by Mr Mace, 30 January. 

Effect of a cut in the basic rate on unincorporated 

businesses: paper by Mr Beighton, 30 January 

(vi) 	CTT 

lifetime charge: 	potential gainers: 	paper by 

Mr Battersby, 28 January. 

• 	- 	rates and thresholds: 	paper by Mr Houghton, 

29 January. 

A minimum tax  

Paper by Mr Isaac, 30 January. 

Lollipops  

Paper by Mr Monger, 30 January. 

400F RACHEL LOMAX 



BUDGET CONFIDENTIAL 

FROM: MRS R LOMAX 

DATE: 34 January 1986 
3, 

• 
CHIEF SECRETARY 

FINANCIAL SECRETARY 

ECONOMIC SECRETARY 

MINISTER OF STATE 

SIR P MIDDLETON 

SIR T BURNS 

MR F E R BUTLER 

SIR G LITTLER 

MR CASSELL 

MR MONCK 

MR A WILSON 

MR EVANS 

MR MONGER 

MR ODLING-SMEE 

MR SCHOLAR 

MR PRATT 

MR CROPPER 

MR LORD 

MR H DAVIES 

SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS AND EXCISE 

cc PS/IR 
PS/C&E 
Mr Beighton - IR (item v) 
Mr Corlett - IR (item iii & iv) 
Mr Houghton - IR (item vi) 
Mr Lewis - IR (item v) 
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THIRD BUDGET OVERVIEW MEETING: AGENDA 

The third Budget Overview meeting will be held on Monday 3 February 

at llam. The agenda is as follows:- 

(i) 	Budget scorecard  

Minute by Mr Scholar, 30 January. 



• BUDGET CONFIDENTIAL 

• 

 

 

  

(ii) 	F-t-4Q-E—i-rrd-i-rect—ttrx options O.A..14-1 

   

Paper by Mr Knox, 30 January [also relevant: 	041 	cm& 

pe-t-fte017-tat-ie- es, note by Sir T Burns, 30 January]. 	
A 

Paper by Mr Corlett, 30 January. 

Stamp duty pae4acle4AmAgCE 5xkM%40.1241M2e4a6maA±20   

Paper by Mr Corlett, 30 January. 

Income tax 

Higher rate packages: paper by Mr Lewis', 30 January. 

Effect of a cut in the basic rate on unincorporated 

businesses: paper by Mr Beighton, 30 January 

(vi) 	CTT: 

Paper by Mrgicaghton, 	January 

A minimum tax  

Paper by Mr Isaac, 30 January. 

Lollipops  

Paper by Mr Monger, 30 January. 

RACHEL LOMAX 
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RECORD OF THE THIRD BUDGET OVERVIEW MEETING:  

11AM ON 3 FEBRUARY 1986  ea hp am 
Loh, to  2_  a 31 

   

Chancellor 
Chief Secretary 
inancial Secretary 
onomic Secretary 
nister of State 

Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Cassell 
Mr Monck 
Mr A 
Mr M 
Mr Od 
Mr Sch 
Mr Pratt 
Mr Croppe 
Mr Lord 
Mr H Davies 

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Beighton - IR (Item 5 only) 
Mr Corlett- IR (Items 3&4 only) 
Mr Houghton - IR (Item 6 only) 
Mr Mace - IR (Item 5 only) 

Sir Angus Fraser - C&E 
Mr Knox - C&E 

Government Actuary (Item 3 only) 

Mr Farrow - B/E (Item 4 only) 

Papers  

Scorecard: Mr Scholar's minute of 30 January. 

Excise Duty options: 	 's minute of 30 January; 

Stamp Duty: Paper by Mr Corlett. 	(Also relevant: tax 

on money turnover, note by PS/Economic Secretary, 

31 January.) 

QHigher 	rate packages: Paper by Mr Mace, P  

CTT: 	Potential gainers - paper by 

28 January; CTT rates and thresholds 

Mr Battersby, 29 January. 

A minimum taX: Minute by Mr Isaac, 30 January. 

Budget 1o11i222!: Minute by Mr Monger, 30 January. 
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BUDGET LIST ONLY 



the rate of LAPR from 15 per cent to 

fect from April 1987, thus giving the 

months notice, as in 1980. 

agreed to 	
;16 14 per cent wv 

insurance indu 
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Scorecard  

points arising from discussion of the scorecard were:- 

A package of the order of Eli billion was still a 

asonable working assumption at the present time. But 

it was clearly subject to review, in the light of 

circumstances. 

(ii) 	Charit 	Revenue to look further at the estimated 

yiel 	is package, distinguishing between the gross 

cost 	 potential yield of anti avoidance measures. 

(iii) 	Life Ass ta jwtkPremium Relief: It was provisionally 

ID 	(iv) 	Employment measures: The presentation of the employment 
measures would need considerable further thought; they 

should be made to appear 	nificant, even if they were 

financed entirely out o 	reserve and at no cost to 

the fiscal adjustment. 

(ii) Excise duty options 

2. 	It was provisionally agreed that:- 

	

(1) 	Duty on cigarettes should be increased by 10p a packet. 

On petrol, the main option, for sco 

should be an increase of 15p a gallon. 

ruled out a larger rise.) 

purposes, 

hancellor 

There should be no increase in the duty oP- -ded 

petrol. While this could be announced on Budget i., it 

would probably have to be introduced at a late s g 

the Finance Bill, to allow time for consultation wit the 

industry. 
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4. 	The Government Actuary's provision 

• 

NOT TO 
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The case for less than full indexation of the duties on 

cigars, pipe tobacco and spirits was for consideration at 

a later stage. 

There might be a case for a standstill on lorry VED, as a 

Ae
sture to the industry, thought there were political 

f ficulties in extending this treatment to heavy lorries 

- or in appearing to single them out by treating them 

differently from other lorries. 	[Mr Monck to provide a 

note on the benefit to industry from falling fuel prices 

gener 	] 	The Chancellor would make it clear to 

Mr Ri 	at, for the most part, vehicle excise duty 

would b 	ted in line with prices, though it might be 

possible 

indexation 

£105, rather 

concessions f 

ke some exceptions at modest cost. Full 

probably mean an increase in car VED to 

£106 (especially if there were 

ies). 

(iii) Pension fund surpluses  

3. 	It was agreed that the scheme outlined in Mr Corlett's paper 

was clearly on the right lines. Th 	nancial Secretary was asked 

to consider it in more detail, an 	ake recommendations, prior 

to a possible meeting chaired by the4C 	cellor. 

was that the scheme 

was workable, at least in principle, on 	basis that the guide 

lines for evaluating surpluses would specify the Projected Unit 

Credit method of funding (the most secure). 	This might be 

consistent with setting the lower limit at around 3 to 5 per cent 

and the upper limit at perhaps 15 per cent. 

• 

5. 	The Chancellor was content to proceed on this 

agreed that the assumptions provided by the GAD for \i 

should be identical with those used for NI fund and SER 

(which are regularly revised every 5 years). 

It was 

rposes 

oses 

6. 	Presentation would need careful thought. The new regime 

intended both to counter tax abuse, and to provide pension funds 

 

BUDGET3SECRET 
BUDGET LIS! ONLY 

NOT TO BE COPIED 

   



The ADR charge should be set at 3 per cent (with a 

rounded yield of £10 mill 

The estimated yield from ir0 
was still implausibly low. 

intra account dealings 

BUDGET SECRET 
BUDGET LIST ONLY 

d companies with an option which is not now 

h there is some pressure. Both the scheme and its presentation 

d be checked for consistency with the Chancellor's pledge in 

th 	Budget. 	(Mr Isaac to lead.) 

NOT TO BE COPIED 

available and for 

7. 

reflect 

timated yield in 1986-87 shown in the scorecard should 

rovisional decision to make the tax entirely voluntary 

in the first year. The Revenue stressed that all yield estimates 

were highly uncertain. 

(iv) Stamp duty 

The Chancell 	essed the desirability of making the package 

revenue neutral in 	 for political reasons; there was a case 

for including doubt 	ensions to the tax base at the outset, 

with a view to withdra 	Ahem later in Committee if need be, in 

response to pressure. 

On the stamp duty base, it was provisionally agreed that:- 

Relief should be withdrawn fr 	akeovers and mergers. 

The Economic Secretary and InlarSRevenue to do further 

work on the definition of reconstructions with 

substantially unchanged ownership: 	if a satisfactory 

borderline 	could 	not 	be 	estab 	ed, 	then ilo‘  

duty. reconstructions should also be liable to 

The exemption for UK company and local Nr 	

heme

Ily loan 

stock should be withdrawn (at least in 
6'  1) 

outlined in the Budget speech. 	But the exempdp,s,  for 

short dated company loans (under 5 years 

commercial paper) should continue. 
 

BUDGET SECRET 
BUDGET EIST ONLY 

NOT TO BE COPIED 



I 
BUDGET LIST ONLY  
BUDGET SECRET I NOT TO BE COPIED 

Foreign s ares should also be  bU ject to stamp duty 

(though this might also be dropped in Committee). 

Renounceable documents should be brought within the scope 

of stamp duty. 

Economic Secretary should consider the choice between 

ending the jobbers exemption and extending it to new 

market makers after the Big Bang (including the 

implications for yield, and for market liquidity). 

(viii) 	
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benefit to those on higher incomes. 	 tion 5.4CX or option 

L1A in Mr Mace's minute of 30 January we 	ceptable. On balance 

there was a preference for option L1A, wiAbh was easy to present 

(ie. full revalorisation of the 40 per cent band, partial 
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unincorporated businesses of the present income tax pa 	g (2p off 

the basic rate plus higher rate option L1A) and an 	cost 
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(viii) Budget lollipops  
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VAT relief for mountain rescue organisations. 

VAT relief for supplies of petrol etc. to RNLI. 

Extension of VAT relief for sales of donated goods by 
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VAT and car tax relief for recipients of mobility 
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• 	RECORD OF THE THIRD BUDGET OVERVIEW MEETING: 
11AM ON 3 FEBRUARY 1986 eES NS6: J.39 

CoN mosI or I. 

  

Present 	Chancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Cassell 
Mr Monck 
Mr A Wilson 
Mr Monger 
Mr Odling Smee 
Mr Scholar 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies  

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Beighton - IR (Item 5 only) 
Mr Corlett - IR (Items 3&4 only) 
Mr Houghton - IR (Item 6 only) 
Mr Mace - IR (Item 5 only) 

Sir Angus Fraser - C&E 
Mr Knox - C&E 

Government Actuary (Item 3 only) 

Mr Farrow - B/E (Item 4 only) 

Papers 

 

 

Scorecard: Mr Scholar's minute of 30 January. 

Excise Duty options: 	Mr Knox's minute of 30 January; 

minute by Sir T Burns, 30 January. 

Pensions: 	Refund of surpluses (starter 136): Paper by 

Mr Corlett, 30 January. 

Stamp Duty: Paper by Mr Corlett. 	(Also relevant: tax 

on money turnover, note by PS/Economic Secretary, 

31 January.) 

Higher rate packages: Paper by Mr Mace, 30 January. 

CTT: 	Potential gainers - paper by Mr Battesby, 

28 January; CTT rates and thresholds - paper by 

Mr Battesby, 29 January. 

A minimum tax: Minute by Mr Isaac, 30 January. 

Budget lollipops: Minute by Mr Monger, 30 January. 



11/1) Scorecard  

The mains points arising from discussion of the scorecard were:- 

A package of the order of Ell billion was still a 

reasonable working assumption at the present time. But 

it was clearly subject to review, in the light of 

circumstances. 

Charities: 	Revenue to look further at the estimated 

yield of this package, distinguishing between the gross 

cost and the potential yield of anti avoidance measures. 

Life Insurance Premium Relief: 	It was provisionally 

agreed to reduce the rate of LAPR from 15 per cent to 

14 per cent with effect from April 1987, thus giving the 

insurance industry 12 months notice, as in 1980. 

Employment measures: The presentation of the employment 

measures would need considerable further thought; they 

should be made to appear significant, even if they were 

financed entirely out of the reserve and at no cost to 

the fiscal adjustment. 

(ii) Excise duty options  

2. 	It was provisionally agreed that:- 

Duty on cigarettes should be increased by 10p a packet. 

On petrol, the main option, for scorecard purposes, 

should be an increase of 15p a gallon. 	(The Chancellor 

ruled out a larger rise.) 

There should be no increase in the duty of unleaded 

petrol. While this could be announced on Budget day, it 

would probably have to be introduced at a late stage in 

the Finance Bill, to allow time for consultation with the 

industry. 

2. 



The case for less than full indexation of the duties on 

cigars, pipe tobacco and spirits was for consideration at 

a later stage. 

(v) 	There might be a case for a standstill on lorry VED, as a 

gesture to the industry, thought there were political 

difficulties in extending this treatment to heavy lorries 

- or in appearing to single them out by treating them 

differently from other lorries. 	The Chancellor would 

make it clear to Mr Ridley that, for the most part, 

vehicle excise duty would be uprated in line with prices, 

though it might be possible to make some exceptions at 

modest cost. 	Full indexation should probably mean an 

increase in car VED to £105, rather than £106 (especially 

if there were concessions for lorries). 

(iii) Pension fund surpluses 

It was agreed that the scheme outlined in Mr Corlett's paper 

was clearly on the right lines. The Financial Secretary was asked 

to consider it in more detail, and to make recommendations, prior 

to a possible meeting chaired by the Chancellor. 

The Government Actuary's provisional view was that the scheme 

was workable, at least in principle, on the basis that the guide 

lines for evaluating surpluses would specify the Projected Unit 

Credit method of funding (the most secure). 	This might be 

consistent with setting the lower limit at around 3 to 5 per cent 

and the upper limit at perhaps 15 per cent. 

The Chancellor was content to proceed on this basis. It was 

agreed that the assumptions provided by the GAD for tax purposes 

should be identical with those used for NI fund and SERPS purposes 

(which are regularly revised every 5 years). 

Presentation would need careful thought. The new regime was 

intended both to counter tax abuse, and to provide pension funds 

and companies with an option which is not now available and for 

which there is some pressure. Both the scheme and its presentation 

3. 



should be checked for consistency with the Chancellor's pledge in 

Ilke 1985 Budget. 

7. 	The estimated yield in 1986-87 shown in the scorecard should 

reflect the provisional decision to make the tax entirely voluntary 

in the first year. The Revenue stressed that all yield estimates 

were highly uncertain. 

(iv) Stamp duty 

The Chancellor stressed the desirability of making the package 

revenue neutral in 1986-87 for political reasons; there was a case 

for including doubtful extensions to the tax base at the outset, 

with a view to withdrawing them later in Committee if need be, in 

response to pressure. 

On the stamp duty base, it was provisionally agreed that:- 

The ADR charge should be set at 3 per cent (with a 

rounded yield of £10 million). 

The estimated yield from including intra account dealings 

was still implausibly low. 

Relief should be withdrawn from takeovers, mergers and 

capital reconstructions where old and new companies 

remain in substantially the same ownership. The Economic 

Secretary and Inland Revenue to do further work on the 

precise borderline. 

The exemption for UK company and local authority loan 

stock should be withdrawn (at least in the scheme 

outlined in the Budget speech. 	But the exemption for 

short dated company loans (under 5 years including 

commercial paper) should continue. 

Foreign shares should also be subject to stamp duty 

(though this might also be dropped in Committee). 

4. 



411(vi) 	Renounceable documents should be brought within the scope 
of stamp duty. 

The Economic Secretary should consider the choice between 

ending the jobbers exemption and extending it to new 

market makers after the Big Bang (including the yield 

implications). 

The exemption for the purchase by a company of its own 

shares should be ended. 

10. The proposal to impose an infinitesimal tax on money turnover 

should not be pursued further. 	It was likely to be politically 

contentious, and was not obviously consistent with the Chancellor's 

commitments on taxing banks. There could also be EC complications 

(though the preliminary view of Customs and Excise lawyers was that 

such a tax would not be inconsistent with Community obligations). 

(v) Income tax  

It was agreed that a 2p cut in the basic rate should be 

accompanied by a higher rate package, which would claw back the 

benefit to those on higher incomes. Either option 5.4CX or option 

L1A in Mr Mace's minute of 30 January were acceptable. On balance 

there was a preference for option L1A, which was easy to present 

(ie. full revalorisation of the 40 per cent band, partial 

revalorisation of the 45 per cent band, and no change in the other 

higher rate bands). 

The Chancellor asked Revenue to compare the effect on 

unincorporated businesses of the present income tax package (2p off 

the basic rate plus higher rate option L1A) and an equal cost 

across the board increase in personal allowances and higher rate 

thresholds. 

(vi) CTT 

13. On the CTT threshold, there was some support for going beyond 

indexation for political and administrative reasons. 	The 

5. 



4Ip
ancellor ruled this out on cost grounds for 1986, but agreed that 

it was a high priority for next year. 

On the taper to be applied to transfers within 7 years of 

death, the Chancellor agreed with the Financial Secretary that the 

charge should be set at 100 per cent of the death rate. The key 

question was whether 80 per cent (as compared with 50 per cent now) 

was acceptable in the fourth year before death. If it was, then an 

even smoother taper than proposed by Revenue would be possible. It 

was agreed that a taper of 80 per cent/60 per cent/40 per 

cent/20 per cent should be proposed in the Budget; if necessary 

this could be amended in the light of representations. 

The presentation of the abolition of the lifetime charge would 

need particularly careful thought. 	There was a severe lack of 

information; and it was debatable whether the ending of the 

lifetime charge would lead to any increase in the number of 

businesses passed on during lifetime - indeed, it could become more 

tax efficient to hang on to a business. 

(vii) A minimum tax 

The Chancellor said he was attracted to the concept of a 

minimum tax, but foresaw great practical and political 

difficulties. Both the US and Canadian schemes had been introduced 

in response to public concern; but there was no similar pressure in 

the UK. Whatever was done, a minimum tax approach should not be 

applied to salaries of under £50,000 a year - and maybe higher. A 

workable minimum tax on US or Canadian lines would clearly need a 

great deal of further work. Issuing a consultative document might 

simply stir up trouble. 

The most promising - and simplest - approach was a limit on 

certain tax preferences, which might be introduced without 

consultation. 	But this was not a strong starter. Providing the 

Inland Revenue could spare resources from other more serious Budget 

work, the Chancellor said he would be interested to see further 

work on a modest package, which would limit the total tax shelter 

provided by certain reliefs; most promising candidates for this 

6. 



4Weatment were the ceiling on interest deductions, farming and 
forestry losses under schedule D, other case 1 schedule D losses, 

and Lloyds special reserve. 

(viii) Budget lollipops  

18. During the course of a brief discussion, it was provisionally 

agreed that the following lollipops, not currently in the starters 

list, were promising candidates for this year:- 

VAT relief on newspaper advertising by charities. 

VAT relief for medicines and drugs supplied to charities. 

Extension of VAT relief for donated medical equipment. 

VAT relief for recording equipment for a blind charity. 

VAT relief for welfare vehicles. 

19. Following lollipops were not for this year, but should be 

reconsidered for the 1987 Budget:- 

Car tax relief on cars supplied to Motability for 

leasing. 

Blind allowance (very promising). 

CGT and divorce. 

20. The following were ruled out:- 

VAT relief for installation of safety hand rails etc. 

VAT relief for mountain rescue organisations. 

VAT relief for supplies of petrol etc. to RNLI. 

7. 



Extension of VAT relief for sales of donated goods by 

charities. 

VAT and car tax relief for recipients of mobility 

allowance (who buy normal production cars on HP). 

Student covenants - extension to 17 year olds. 

CTT "douceur" concession. 

Next meeting  

21. The fourth overview meeting will be at 11 am on Monday 

10 February. 	All papers should be circulated on Thursday 

6 February. 
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FOURTH BUDGET OVERVIEW MEETING: AGENDA 

The fourth Budget Overview meeting will be held on Monday 

10 February at llam. The agenda is as follows:- 

(1) 	Budget scorecard  

Minute by Mr Scholar, 6 February. 

Employment measures  

Progress report by Mr Monck. 

Presentation of the Budget  

Note by Sir P Middleton, 6 February. 
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• 



RR3.33 
	

BUDGET CONFIDENTIAL 

• FROM: MRS R LOMAX 

DATE: 6 February 1986 

v 

MR WILMOTT cc Minister of State 
Sir P Middleton 
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Mr Pratt 
Mr Knox - C&E 
PS/C&E 

ALTERNATIVE EXCISE DUTY PACKAGE 

The Chancellor was grateful for your minute of 5 February. Could 

you please give it a wider circulation for Monday's overview 

meeting? 	The Chancellor would also like to know what 9p on 

cigarettes represents in terms of the percentage increase in the 

duty. 
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FOURTH BUDGET OVERVIEW MEETING: REVISED AGENDA 

The fourth Budget Overview meeting will be held on Monday 

10 February at llam. The agenda is as follows:- 

(1) 	Budget scorecard  

Minute by Mr Scholar, 6 February. 

(Also relevant: Alternative Excise Duty Package and the 

petrol/dery 	differential: 	minute 	by 	Mr Knox, 

4 February, and subsequent papers.) 
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Employment measures  

Progress report by Mr Monck. 	) (e..N 

Presentation of the Budget  

Note by Sir P Middleton, 6 February. 
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• RECORD OF THE FOURTH BUDGET OVERVIEW MEETING:  

11AM ON 10 FEBRUARY 1986 	LC Kt° :  JJ I 
c.104 NI6 	of 

Present Chancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Sir G Littler 
Mr Cassell 
Mr Monck 
Mr Evans  

Mr Monger 
Mr Odling-Smee 
Mr Scholar 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 
Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Sir Angus Fraser - C&E 
Mr Knox - C&E 

Papers  

( ) 	Scorecard: Mr Scholar's minute of 6 February. 

(ii) Presentational issues and the Budget: Sir Peter 

Middleton's minute of 6 February. 

(i) Scorecard 

The Chancellor said that, prompted by David Howell's recent speech, 

he had looked again at John Kay's article in Fiscal Studies 

(February 1984) on the effect of increasing tax thresholds. This 

had noted that "a cut in the basic rate of income tax would probably 

have more beneficial effects on labour supply than increases in 

personal allowances". The changes proposed in the Social Security 

White Paper reinforced the case for reducing rates rather than 

increasing allowances. 	Further thought was needed on how these 

arguments could be most effectively deployed - without of course 

demolishing the case for increasing thresholds advanced in the 

Green Paper on Personal Taxation. 

2. 	The Chancellor asked about the interpretation of the analysis 

in Mr Beighton's minute of 7 February (Effect of a cut in the basic 

rate on unincorporated businesses). Mr Battishill underlined two 

points:- 

(i) 	If the question was how unincorporated businesses had 

fared relative to companies as a result of the changes in 



capital allowances, it was correct to look at the change 

411 	in average rates of tax. On this basis, there was very 
little to choose between equal cost increases in tax 

thresholds and changes in the basic rate. 

(ii) The distributional analysis suggested that smaller 

businesses benefitted most from increases in thresholds; 

but they had least grounds for complaint, relative to the 

tax treatment of small companies. 	(Higher income 

unincorporated businesses faced a relatively high 

marginal rate and were more likely to leave profits in 

their business). 

The Chancellor accepted that these effects were pretty marginal, 

though they might be of some presentational value. 

Life Assurance Premium Relief: At the previous overview 

meeting it had been provisionally agreed to reduce the rate of LAPR 

from 15 per cent to 14 per cent. The Financial Secretary remained 

concerned, for political reasons, arguing that a decision to reduce 

the LAPR rate could well be deferred for a year. No final decision 

was taken, but it was agreed that, for scorecard purposes, the LAPR 

rate should be left unchanged. 

Alternative Budget (plan B): Following Friday's discussion of 

the forecast and the outlook for oil prices, the Chancellor said he 

saw a strong case for working up a much more modest package, while 

keeping the existing package in play. (Both should be shown in the 

scorecard). It was provisionally agreed that the main features of 

the plan B Budget should be:- 

Prices only revalorisation for income tax thresholds and 

allowances (ie. as in the forecast). 

A higher profile for the employment and enterprise 

package. 

A restructured excise duty package, with the same overall 

revenue and RPI effect as across the board 

revalorisation. 



(iv) 	Possibly some reconsideration of the other elements in 

111 	
the main Budget package - particularly the CTT package 

and lollipops (though no specific suggestions were made). 

Alternative excise duty package: 	It was agreed that 

Mr Wilmott's scorecard neutral package (package C) should be 

included in the alternative Budget, for scorecard purposes. The 

Chancellor noted that the balance between increases in tobacco and 

oil duties could be varied - though probably only by increasing the 

duty on oil, relative to tobacco. Consideration should be given to 

the distributional effects of this package - the presumption was 

that it would be better for pensioners and lower income families 

than across the board revalorisation. 

CTT: The Chancellor said he would like to change the name to 

"inheritance tax". It was suggested that this could be a source of 

confusion, since inheritance taxes tend to be donee rather than 

donor based. (Central Unit to circulate an extract from the OED.) 

Stamp Duty: The Economic Secretary said he would be holding a 

further meeting shortly. 	He saw a strong case for excluding 

foreign shares; and thought the ADR charge should take effect as 

from Budget day, instead of 1 April. The Chancellor hoped it would 

be possible to end the jobbers exemption. He was content to drop 

foreign shares (though it might be useful to hold this in reserve 

with the Bank, as a quid pro quo for not extending the jobbers 

exemption to market makers). Inland Revenue were asked to examine 

a number of options for changing stamp duty on houses: 	these 

should include keeping the rate at 1 per cent and turning the 

exemption into a threshold, possibly lowering it at the same time; 

and reducing the rate to 1 per cent and abolishing the exemption. 

Lollipops: 	Ministers and advisers were asked to consider 

which lollipops should be mentioned in the Budget speech. 

(ii) Employment package 

9. 	The Chancellor saw a strong case for raising the profile of 

the employment package in the context of the plan B Budget, by 



making it a charge on the fiscal adjustment, rather than financing 

from the reserve. He recognised the arguments against raising 

the planning total, and the risk of establishing a presumption that 

additional public expenditure would be a regular feature of the 

Budget. Against that, he thought it important to achieve the 

maximum presentational gain from the package; to tilt the balance 

of the package towards employment, under plan B; and to stress that 

the Budget figuring was based on prudent assumptions about public 

expenditure. 

It was agreed that this question should not be opened up with 

Lord Young at all at this stage. At his next meeting with Lord 

Young on Thursday, the Chief Secretary shonld avoid discussing the 

overall scale of the package, and focus on the framework and 

nature of the component measures. 	Mr Monck reported that DE 

officials were not pressing to include the community programme, 

though it was likely that Lord Young would raise it again at a 

later stage. 	Excluding the community programme, the net public 

expenditure cost of Lord Young's proposals was £75 million in 1986- 

87 and £125 million in 1987-88. 	Officials were also discussing 

scaled down versions of all the measures (excluding the community 

programme) which would amount to £30-£60 million in 1986-87 and 

£75-£90 million in 1987-88 (net). 

Mr Butler said that his recent visit to the Ealing pilot 

interview LTU scheme had confirmed Mr Monck's view that the effects 

of extending the scheme nationwide were highly uncertain; the 

administrative problems could also be formidable. The Chancellor 

commented that there was a case for making progress with 

experimental measures now; the community programme - which was well 

tried and tested- could easily be increased at a later stage if 

need be. 	Further clarification of the manpower implications of 

extending interview LTU nationwide was needed. 

Central Unit were asked to co-ordinate a note on the treatment 

of employment measures in the Budget Red Book, the scope for 

accommodating a package of the order of £75-£100 million (net) 

within the reserve, given the assumptions in the forecast, and the 

general presentation of the employment package. 



13. It was agreed that while the case for a higher profile, and 

ebably larger, employment package was greater for Budget B than 

for Budget A, for practical purposes it should be assumed that the 

package would be the same in both Budgets; and the Chief Secretary 

should negotiate with Lord Young on that basis. 

(iii) Presentational issues and the Budget 

14. The Chancellor identified a number of issues that required 

further thought:- 

The treatment of unemployment. 

Theme of the Budget. 

What - if anything - should be said about the future. 

The best way of ensuring a good market reception. 

15. On the Budget theme, it was provisionally agreed that the most 

promising - certainly for a plan B Budget - was "good economy, 

sound and prudent Budget". 	Particularly for plan B, further 

thought should be given to identifying a unifying theme or themes 

for the minor measures. On unemployment, the Chancellor thought 

there ought to be more emphasis on overall economic performance as 

the key to increasing the number of job opportunities. There was a 

good story to tell, and some of the Budget measures would be 

directly relevant. 

Next meeting  

 

16. The fifth overview meeting will be at 11 am on Monday 

17 February. 	All papers should be circulated on Thursday 

13 February. 
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FOURTH BUDGET OVERVIEW MEETING: REVISED AGENDA 

The fourth Budget Overview meeting will be held on Monday 

10 February at llam. The agenda is as follows:- 

(i) 	Budget scorecard  

Minute by Mr Scholar, 6 February. 

(Also relevant: Alternative Excise Duty Package and the 

petrol/dery 	differential: 	minute 	by 	Mr Knox, 

4 February, and subsequent papers.) 
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Employment measures  

Progress report by Mr Monck. 

Presentation of the Budget  

Note by Sir P Middleton, 6 February. 
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Chancellor 
Chief Secretary 
Financial Secretary 
conomic Secretary 

A'
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nister of State 
P Middleton 

Sir T Burns 
Mr F E R Butler 
Sir G Littler 
Mr Cassell 
Mr Monck 
Mr Eva  

Mr Monger 
Mr Odling-Smee 
Mr Scholar 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 
Sir L Airey - IR 
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Mr Isaac - IR 
Sir Angus Fraser - C&E 
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Papers  

Scorecard: 	 r's minute of 6 February. 

Presentational issues and the Budget: Sir Peter 

Middleton's minute of 6 February. 

(i) Scorecard 

 

The Chancellor said that, prompted by95i>d Howell's recent speech, 

he had looked again at John Kay's rticle in Fiscal Studies 

(February 1984) on the effect of incred 	ax thresholds. This 

had noted that "a cut in the basic rate of 	me tax would probably 

have more beneficial effects on labour s4'p1y than increases in 
personal allowances". The changes proposed in the Social Security 

White Paper reinforced the case for reducing rates rather than 

increasing allowances. Further thought was neededg 	how these 

of course 

in the 

2. 	The Chancellor asked about the interpretation of the 

in Mr Beighton's minute of 7 February (Effect of a cut in t 

rate on unincorporated businesses). Mr Battishill underlin 

points:- 

(i) 	If the qu 

fared rela 

es.  tt3comtyugtturtnoTti‘ildiutioetrtitelgl ED 
tinticGripermsoNEye  ult of the changes in 

arguments could be most effectively deployed - w 

demolishing the case for increasing thresholds ad 

Green Paper on Personal Taxation. 

is 
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rates of tax. On this basis, there was very 

choose between equal cost increases in tax 

and changes in the basic rate. 

capital al 

in average 

little to 

thresholds 

NOT TO BE COPIE 

o look at the change 

The distributional analysis suggested that smaller 

sinesses benefitted most from increases in thresholds; 

but they had least grounds for complaint, relative to the 

tax treatment of small companies. 	(Higher income 

unincorporated businesses faced a relatively high 

margina rate and were more likely to leave profits in 

their 
('41  

ess). 

The Chancellor ac 

though they might b 

that these effects were pretty marginal, 

me presentational value. 

Life Assurance P Relief: 	At the previous overview 

meeting it had been provi 	y agreed to reduce the rate of LAPR 

from 15 per cent to 14 per cent. The Financial Secretary remained 

concerned, for political reasons, arguing that a decision to reduce 

the LAPR rate could well be deferred for a year. No final decision 

was taken, but it was agreed that, fo scorecard purposes, the LAPR 

rate should be left unchanged. 

Alternative Budget (plan B): Fo owing Friday's discussion of 

the forecast and the outlook for oil prig, 	he Chancellor said he 

saw a strong case for working up a much 	odest package, while 

keeping the existing package in play. (Bot4>should be shown in the 

scorecard). It was provisionally agreed that the main features of 

the plan B Budget should be:- 

sholds and Prices only revalorisation for income t 

allowances (ie. as in the forecast). 

A higher profile for the employment and 

package. 

rise 

(iii) 	A restructured excise duty package, with the same o 

revenue and RPI effect as across the Ieard 

revalorisation. 
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(iv) Possibly s om81DOETclkiStrieNitYth e other elements 	in 

the main Budget package - particularly the CTT package 

5. 

Mr W 

inclu 

and lollipops (though no specific suggestions were made). 

).ernative excise duty package: 	It was agreed that 

's scorecard neutral package (package C) should be 

the alternative Budget, for scorecard purposes. The 

Chancel r noted that the balance between increases in tobacco and 

oil duties could be varied - though probably only by increasing the 

duty on oil, relative to tobacco. Consideration should be given to 

the distributional effects of this package - the presumption was 

that it would 

than across the 

ter for pensioners and lower 

revalorisation. 

income families 

6. 	CTT: The Chan 

"inheritance tax". I 

confusion, since inher 

donor based. (Central 

said he would like to change the name to 

suggested that this could be a source of 

taxes tend to be donee rather than 

ut"t\circulate an extract from the OED.) 

cos 

Stamp Duty: The Economic Secretary said he would be holding a 

further meeting shortly. 	He saw a strong case for excluding 

foreign shares; and thought the ADR charge should take effect as 

from Budget day, instead of 1 Apri 	c5e Chancellor hoped it would 

be possible to end the jobbers exe 	ion 	He was content to drop 

foreign shares (though it might be u 	1 to hold this in reserve 

with the Bank, as a quid pro quo fo no extending the jobbers 

exemption to market makers). Inland Rev 	ere asked to examine 

a number of options for changing stamp uty on houses: 	these 

should include keeping the rate at 1 per cent and turning the 

exemption into a threshold, possibly lowering it at the same time; 

ad reducing the rate to 1 per cent and abolishing the exemption; 
cit44041,t, (re., 2:7 ou414N , k WIT II,. Visa 0 uni,  Dt1v,44 

Lollipops: 	Ministers and advisers were as 	consider 

which lollipops should be mentioned in the Budget sp 

(ii) Employment package  

The Chancellor saw a strong case for raising the pro 

the employment package in the context of the plan B Budge 
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aking it a charge on  EIWIGJOILWEAMA  rather than financing 

from the reserve. He recognised the arguments against raising 

lanning total, and the risk of establishing a presumption that 

nal public expenditure would be a regular feature of the 

Against that, he thought it important to achieve the 

esentational gain from the package; to tilt the balance 

ge towards employment, under plan B; and to stress that 

the Bud t figuring was based on prudent assumptions about public 

\4  expenditure. 	dv, 	 1„3-a4  
,j 

-1"-2-4""z 	c›  -4-  'Le  0  # 	•  d 	 rkeic 	6,11—cu.-P 	C`vg:440k 

10. It was agreed that this question should not be opened up with 

Lord Young at 	t this stage. At his next meeting with Lord 

Young on Thursda 	Chief Secretary should avoid discussing the 

overall scale of 	ackage, and focus on the framework and 

nature of the com 	measures. 	Mr Monck reported that DE 

officials were not p 	•  to include the community programme, 

though it was likely 	ord Young would raise it again at a 

later stage. 	Excluding 	ommunity programme, the net public 

expenditure cost of Lord Y ng's proposals was £75 million in 1986- 

87 and £125 million in 1987-88. 	Officials were also discussing 

scaled down versions of all the measures (excluding the community 

programme) which would amount to £30-£60 million in 1986-87 and 

£75-£90 million in 1987-88 (net). 

11. Mr Butler said that his recenF<<isit  to the Ealing pilot 

interview LTU scheme had confirmed Mr Mc 	view that the effects 

of extending the scheme nationwide we 	ghly uncertain; the 

administrative problems could also be formiable. The Chancellor 

commented that there was a case for making progress with 

experimental measures now; the community programme - which was well 

tried and tested- could easily be increased at a later stage if 

need be. 	Further clarification of the manpower 	cations of 

extending interview LTU nationwide was needed. 

tri4001.kos,Afli-i 
tpent 

for 

12. Central Unit were asked to co-ordinate a note on t 
60 1̂- of employment measures in the Budget Red Book, Lthe 

accommodating a package of the order of £75-£100 milli 

within the reserve, given the assumptions in the forecast 

P1-03/gle-ra—Trerct-W• 
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Theme o udget. 

What - if 

The best way 

- should be said about the future. 

ing a good market reception. 

tunities. There was a 

t measures would be 

.4) 60
. It was agreed 

bably larger, employment package was greater for Budget B than 

udget A, for practical purposes it should be assumed that the 

would be the same in both Budgets; and the Chief Secretary 

egotiate with Lord Young on that basis. 
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higher profile, and 

ntational issues and the Budget 

14. The Chancellor identified a number of issues that required 

further thought:- 

15. On the Budget theme, it was provisionally agreed that the most 

promising - certainly for a plan B Budget - was "good economy, 

sound and prudent Budget". 	Parti ularly for plan B, further 

thought should be given to identi 	a unifying theme or themes 

for the minor measures. On unemp m,rJ the Chancellor thought 

there ought to be more emphasis on o all economic performance as 

the key to increasing the number of job<9 

good story to tell, and some of the 

directly relevant. 

Next meeting  

16. The fifth overview meeting will be at 	on Monday 

17 February. 	All papers should be circulate 	Thursday 

13 February. 

Distribution RACHEL LOMAX 

10 February 1986 
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FIFTH BUDGET OVERVIEW MEETING: PROVISIONAL AGENDA 

The fifth Budget Overview meeting will be held on Monday, 

17 February at llam. The provisional agenda is as follows:- 

(i) 	Budget scorecard  

Minute by Mr Scolar, 13 February 

(Also relevant: Budget Speech synopsis, to be 

circulated by Mr Scholar). 
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Presentation of employment measures  

Note by Central Unit (to be circulated); 

Stamp duty package  

Minute by Mr Corlett (to be circulated); 

Charities package  

Minute by Mr Corlett (to be circulated); 

Savings plan  

Minute by Mr Corlett (to be circulated); 

In-year changes in income tax  

Minute by Mr Mace (to be circulated). 

2. All papers for next week's Overview should be circulated 

on Thursday, 13 February. A revised agenda will be circulated 

later in the week. 

RACHEL LOMAX 
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The fifth Budget Overview meeting will be 

17 February at llam. The provisional agenda is 

(i) 	Budget scorecard  

Minute by Mr Scolar, 13 February 

(Also relevant: Budget Speech 

circulated by Mr Scholar). 
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Presentation of employment measures  

Note by Central Unit (to be circulated); 

Stamp duty package  

Minute by Mr Corlett (to be circulated); 

Charities package  

Minute by Mr Corlett (to he circulated); 

Savings plan  

Minute by Mr Corlett (to be circulated); 

In-year changes in income tax  

Minute by Mr Mace (to be circulated). 

2. All papers for next week's Overview should be circulated 

on Thursday, 13 February. A revised agenda will be circulated 

later in the week. 
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FIFTH BUDGET OVERVIEW MEETING: REVISED AGENDA 

The fifth Budget Overview meeting will be held on Monday 

17 February at llam. The revised agenda is as follows:- 

( i ) 	Budget scorecard  

Minute by Mr Scholar, 13 February 

(Also relevant: 	Budget 	Speech 	synopsis, 	to 	be 

circulated by Mr Scholar). 

3n-year changes in income tax, note 

by Mr Mace, 13 February). 
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(ii) 	Indirect taxes 

Vehicle Excise Duty: note by Mr Romanski, 13 February. 

Unleaded petrol: possible tax differential - note by 

Mr Knox, 12 February. 

Vermouth and fortified wine: note by Mr Knox, 11 February. 

Excise Duty: presentation of rounded price increases for 

drinks - note by Mr Knox, 12 February. 

Employment package  

Oral report by Chief Secretary and Mr Monck. 

Stamp duty package  

Minute by Mr Corlett, 13 February. 

Pension surpluses  

Minute by Mr Corlett, 13 February. 

Share purchase scheme (starter 162) 

Minute by Mr Corlett, 13 February. 

2. 	Lunch will be provided this week. 

RACHEL LOMAX 
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FIFTH BUDGET OVERVIEW MEETING: REVISED AGENDA 

The fifth Budget Overview meeting will be held on 

17 February at llam. The revised agenda is as follows:- 

Monday 

• 
(i) 	Budget scorecard  

Minute by Mr Scholar, 13 February 

(Also relevant: 	Budget 	Speech 

circulated by Mr 

In-year changes 

synopsis, to be 

Scholar). 
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by Mr Mace, 13 February). 
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Indirect taxes 

Vehicle Excise Duty: note by Mr Romanski, 13 February. 

Unleaded petrol: possible tax differential - note by 

Mr Knox, 12 February. 

Vermouth and fortified wine: note by Mr Knox, 11 February. 

Excise Duty: presentation of rounded price increases for 

drinks - note by Mr Knox, 12 February. 

Employment package  

Oral report by Chief Secretary and Mr Monck. 

	

(iv) 	Stamp duty package 	-1- 

Minute by Mr Corlett, 13 February. 

110 	
(v) 	Pension surpluses 	t- , A 

Minute by Mr Corlett, 13 February. 

	

(vi) 	Share purchase scheme (starter 162) 

Minute by Mr Corlett, 13 February. 

2. 	Lunch will be provided this week. 

RACHEL LOMAX 
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CHANCELLOR 

AN ALTERNATIVE PLAN B 

• 
BUDGET SECRET 	FROM: RAL LORD 

I think it was agreed at pour last overview meeting that 

to be seen to be doing something about unemployment was more 

important in the circumstances of an austerity Budget than 

if you were in a position to "give something away". 

Given the small scale of the planned employment measures 

it does not seem to me that the present Plan B package satisfies 

this requirement. It is a Budget without a middle. And 

because it has not got a middle the measures around the periphery 

do not hang together in the way they would otherwise. To the 

extent that they do hang together they could be caricatured as 

a Budget for the C4-by. 

Last year we concluded that the best way of stimulating 

employment was to reduce the cost of employing the low paid and 

increase the incentive to find work. 	Virtually no-one argued 

that the NIC package was wrong in principle, only that it was 

too small. If you were able this year to reduce NICs by a 

further instalment you could argue that the combined effect was 

much more powerful. 

Now that we have abolished the UEL on employers' contributions 

the only way in which you could make any significant reduction 

in NICs would be by re-couping a substantial amount of lost revenue 

from petrol duty. People are clearly expecting some move on 

petrol duty and I am not sure you will get a lot of credit for 

resisting the temptation (nor for not increasing the duty on beer). 

So long as you can demonstrate that the combined effect of the 

fall in oil prices and the increase in petrol duty has been to 

bring pump prices down - with the likelihood of further falls 

during the following few months - then I shoald have thought there 
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would be grudging acceptance in most parts of the country. 

5. I do not pretend that putting up petrol duty in order to 

reduce NICs is remotely as attractive politically as Plan A. 

But it does seem to me preferable to the present Plan B. 

R A L LORD 
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RECORD OF THE FIFTH BUDGET OVERVIEW MEETING:°"-
11AM ON 17 FEBRUARY 1986  

Chancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 

% < 
Minister of State 
ir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Cassell 
Mr Monck 
Mr A Wilson 

c 
Mr 	41,ficro 
Mr to 1 ' -Smee  

Mr Scholar 
Mr Pratt 
Mr Cropper 
Mr H Davies 
Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Corlett - IR (items 4,5 and 6 only) 
Sir Angus Fraser - C&E 
Mr Knox - C&E 
Mr D Walker - Bank of England 

(item 4 only) 
Government Actuary (item 5 only) 

Papers  

(i) 	Scorecard: M r's minute of 13 February. 

    

Income tax: 	 hanges: Mr Mace's minute 13 February. 

 
FSBR: minute by Mr Butler 13 February; and note by Central 

Unit, 13 February. 

Vehicle Excise Duty: minut 

Lorry VED: minute by Mr Monge 	13 February. 

Unleaded petrol: possible ta •fferential: minute by 

Mr Knox, 12 February (and note  ty  PS/Minister of State, 

13 February). 

(vii) 	Vermouth and Fortified Wine: Recent market developments: 

minute by Mr Knox, 13 February (and n 

of State, 14 February; 

Employment and en erprise measures: Presentation in the 

    

Romanski 13 February; 

(viii) Excise duties: 	Presentation of rounded peV increases 

for drinks: minute by Mr Knox, 12 February. 

(ix) 	Stamp Duty package: minute by Mr Corlett, 13 Feb ary (and 

note by PS/Economic Secretary, 13 February); 
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Pension surpluses (Starter 130: minute by Mr Colliktt, 

13 February (and note by Mr Cropper (14 February); 

urchase 

ebruary. 

scheme (Starter 164: minute by Mr Corlett, are 

(i) Scorecard  

The main points arising from discussion of the scorecard were: 

suggestion from Mr Lord, the Chancellor 

k to look urgently at options for improving 

ICs package at modest cost, including 

by the IFS in their Green Budget. 

<(\ 

be submitting áVnote  on the implications for CGT of 

abolishing the CTT lifetime charge. The full year 

cost of the CTT package - and other very speculative 

measures - should not be shown in the FSBR, though 

some qualitative recog 	of the difference between 

full year and second yea 	might be needed. 

(iii) Car and car fuel benefi 	les: The Financial 

Secretary and Minister of S tywere considering the 

case for bringing the income <5tax treatment of cars 

and fuel into line with Customs treatment. Other 

(i) 	Folio 

asked 

last ye 

suggestion 

CTT: The Cha 	noted that Inland Revenue would 

things being equal, that would mean increasing the 

income tax charge on cars, and decreasing 

tax charge on fuel. The Chancellor 

prepared to go beyond the 10 per 

cars already agreed. 

the income 

he was not 

crease on 

( iv ) Charities: it was agreed that the Revenue 

for the charities package should be scored as n 

in the FSBR. The Chancellor expressed inte 

the Revenue's latest proposal for restricting 

tions 

1 

tax 

relief for single gifts by companies to a maximum 

of 2 per  cent of the amount of dividends paid by the 

L
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exclusion 

proposal. 

the Inland 

Overview. 

of the self-employed from the Weitzman 

The Financial Secretary agreed to consider 

Revenue's latest note, ahead of next week's 

BUDGET SECRET 
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company in  BMIGAirLISEGIVIA  possible alternative 

to the payroll giving proposal, which had the 

disadvantage 	of 
	

excluding 	the 	self-employed - a 

particular problem in the current Budget, given the 

(v) BES:  Mr Battishill explained that it was difficult 

to take 

in 

figu 

decisions about the presentation of the BES 

SBR until further work had been done on the 

note would be coming forward shortly. 

(vi) Future 	ards should include a separate table 

for pack 	detailing the most important minor 

(AI 	tis4-d  

eitkxch^l-e-  164  
m.,(4fq 

starters an 

There should 

proposal. 

Selk  14411 	
2. 	Referring to Mr Mace's minute 

concluded that in year changes in 

the Finance Bill was going thro  

of 13 February, the Chancellor 

.ncome tax could be made while 

rliament, but not later - or 

not without great complication. The important presentational 
0 

issue - for future consideration 	as whether to signal the 

possibility of in-year changes in ince 	in the Budget Speech. 

3. 	There was a brief discussion of -qp tax treatment of the 

July 1986 social security uprating. 	The Chancellor said he 

would be reluctant to exempt it from tax altogether, as originally 

proposed by the Inland R-dVenuek_ It was 

should be looked at again. 

(ii) Employment Measures  

agreed that the issue 

4. 	The Chancellor said that Mr Butler's minute ha 

him that it was possible to give the employment packag 

profile presentation, while financing it entirely out 

vinced 

her 

NOT TO BE COPIED BUDGET SkRET 
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footnote referring to the Weitzman 



4. 1. 
Nve- 	not to provide information about the effect of employment 

me. 	on the unemployment register. MI 	on 	agEtraed to check 

tha 1111(1(N only official figures quoted last yk.,ear related to 

addit 	laces on the YTS and community programmj 

figures shouliolso 

t into orbit, though this mi•ht b- lone in the Budget SiWech. 

ck agreed to look at •ast 
merNEWEE, 
practice 	It was provisionally 

ituNoTipeffsigagelED. reserve. It was 

e shown in the FS 

AA*,  

ckk.a.J1,4, 
ti) 	0‘,C.A.41,14A14, tkx 6.104.4"L  Ors aft $41)1.h/rt 1,,  1 g7 

5. The scale of the employment package also needed further 

consideration. The Chancellor thought that the net expenditure 

cost should be 	least £100 million in 1986/87. The Treasury 

would probabl 	to concede some small expansion in the 

community progr 	on top of Lord Young's other proposals. 

Mr Monck agreed 	k at a number of community programme 

optionsT7,  

8 

0 
W 

	

J he effect of tax changes should 

be compared with iice4.k an indexed and a non-indexed 

bas . 

-• 

6. On the presentat 	issues raised by the Central Unit 

note, it was agreed that. 

The employment package should be financed out of the 

reserve, but separately itemised in the summary table 

in Part 1 of the FSBR. It as for consideration whether 

off-setting social secu 	avings should be displayed. 

0 
Offsetting savings within 	Department of Employment 

programme should not be sOb n in the Budget; they 

should be saved for the survey 

falW (PAPANO 

617NAt 

WA 0'4".kA  
110' (14N 	NOW W.Ar

r 

910-' (iv) 	Changes in stamp duty and CTT should 

11'41  voi  SANt1\1 	separately, not aggregated. 

W444  
(iii) Indirect Indirect Taxes 

7. The Chancellor anticipated some political criticis 

the scale of the fuel duty increases in package B. A possible 

BUDGET SECRET 
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• 

solution was to 

a standstill 

ies by 

Ilita

can be achieved by a package consisting of 7.5p increase 

rol, 6.3p increase in dery and lip increase in cigarettes 

wi 1
for 	approach; the Chief Secretary and Economic Secretary 

other changes). In discussion, there was some support 

sugge ed that the political difficulty could also be met by 

straightforward revalorisation, though the critical point was 

to limit the scale of the increase in oil duties. 

on VED; and to finance 

raising tobacco duty. 

BUDGET SECRET 
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just enough to pay 

A- the stanitill on alcohol 

(According to Customs & Excise 

9. Vermouth: 

structurlfL  but to look for 

minimum strength 

it was decided 

for 	

vermouth, likunities to set a statutory 

mi ar to the domestic Italian 

to make no change in the duty 

luded in the 

industry) or 

8. VED. T 	hancellor confirmed that he would be content 

for Departmen 

options: 

ansport to plan on the basis of the following 

Increase and no change. 

Minor VED rates: as proposed by Department of Transport. 

Car VED: 

Lorry VED: 

law. (Since this would require 	imary legislation, this was 

a matter of adding an appropriate la e to a suitable Consumer 

Bill as soon as possible). 

10. Unleaded petrol: the option of introducing a differential 

effective from Budget Day was ruled out. An announcement should 

be made in the Budget Speech; but it was for further consideration 

whether the necessary legislation should b 

1986 Finance Bill (after consultation with 

postponed until the 1987 Finance Bill. 

11. It was agreed that further work on indirec 	options 

should concentrate on straightforward revalori 	 and 

package B, amended in the light of the discussion. 	ge A 

should be dropped. 
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I6'Ar)  Stamp Duty 

t was agreed that options for changing stamp duty on house 

rs should not be pursued. 

market-maker transactions: discussion focussed on 13. 
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two p kages, thought to have broadly the same revenue 

implications: 

Exemption for market-makers, combined with a general 

rate i 	stamp duty on equities of 0.6 per cent (as 

reco 	by the EC Commission). 

A genera 	p duty rate of 1/2  per cent, combined 
a 	specia 	uced 	rate 	of 	0.1 per 	cent 	for 

market-maker 

>\S  14. 	Mr Walker argued tha  .d option (ii) would have damaging effects 

on liquidity, which would raise the cost of capital to industry. 

A decision to tax market-makers might be better deferred until 

after the "big bang". 	In discus ion, it was suggested that 

failure to tax market-makers f1.4he  outset would establish 

a strong presumption in favour o 

Minister of State suggested a 

market-makers at a rate of only 0 

establish the principle that they were 

to do significant damage. 

15. It was agreed that further work should be done on the Revenue 

costings; in particular it was not clear that full account had 

ntinuing exemption. The 

ssible compromise: taxing 

cent - sufficient to 

xempt but not enough 

been taken of the effect of the "big bang" b 

of transactions and on the behavioural response 

Secretary, in consultation with the Bank and I 

was asked to reconsider the issue, in the light of the 

16. On other issues, it was agreed: 

the level 

Economic 

evenue, 

ssion. 

(i) 	To extend the proposed 3 per cent tax to new 

made in ADR form, invoking the special provisio'fi in 

the EC Directive governing capital duty if necessary. 
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BUDGET LltT ONLY 

NOT TO BE COPIED 



01Pi i ) 	To increase 

BUDGET SECRET 
BUDGET LIST ONLY 

the present duty on UK bearer shares to 

NOT TO BE COPIED 

3 per cent, in line with the new duty on ADRs. 

To maintain the current rate of capital duty at 1 per 

cent for a further year. 

17. The Chancellor confirmed that he was content with the other 

decisions taken at the Economic Secretary's meeting, eg on loan 

stock and takeovers. 

(v) Pension (Starter 136) 

18. It was agre 

(20 per cent) tri 

overfunding within a 

the period over whic 

to the lower trigger p 

Mr Cropper's proposal to omit the upper 

d the associated requirement to rectify 

onth period had some attractions. But 

were required to reduce surpluses 

ight need to be shortened, perhaps 

to 3 years, to reduce the incentive for "parking". Inland Revenue 

were asked to consider whether 

limit would be workable. 

a scheme without upper trigger 

ancellor said that Inland 19. Small companies rate:  

Revenue's proposal, while ingenid 

a better approach might be to im 

related to corporation tax. Inland 14.  

was extremely complicated; 

a flat exit charge, not 

were asked to consider 

this proposal - and think of an appro 	e name for the charge. 

It was important not to give the impresscOn that a tax on refunds 

was a tax on pension funds themselves. 

her it would 

ow the lower 

te, rather 

ngements 

20. Inland Revenue also agreed to consider 

be possible to restrict the requirement on fun 

trigger point to provision of an actuarial cer 

than a full actuarial return. Mr Corlett noted th 

for spot audits might be required. 

21. The Chancellor confirmed that he was content 	the 

proposals for implementing the new regime desc 	in 

paragraphs 22-to 29 of Mr Corlett's minute. 

(vi) Share Purchap,  Re-hpmp 

BUDGET SECRET 	NOT TO BE COPIED 
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 BupgiETtitIsT,Q,Nv Revenue had devised an 
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xtremely attracti e  BURGEET LiSuTgtO NLYsh 

rove on the name. 

hlet very quickly after the Budget. 

list of those who would be permitted to act as plan 

would require further thought; but there should be 

ation, even with DTI, until after the Budget. It 

was ag eed that, in addition the exclusions noted in paragraphs 6 

of Mr Munro's minute, the scheme should not include "put options" 

on shares. 

Next Meeting 

 

24. The 	sixth 	view meeting will be at 11 am on 

1 papers should be circulated on 

Thursday 20 February 

RACHEL LOMAX 

Distribution  
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PS/Inland Revenue 
PS/Customs & Excise 
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no 

Monday 24 February 
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RECORD OF THE FIFTH BUDGET OVERVIEW MEETING:  
11AM ON 17 FEBRUARY 1986  

Chancellor 
Chief Secretary 
Financial Secretary 

AM
Economic Secretary 
mister of State 

Sir P Middleton 
Sir T Burns 
Mr F E R B-,:tler 
Mr Cassell 
Mr Monck 
Mr 4 	son 
Mr 
Mr 

Mr Scholar 
Mr Pratt 
Mr Cropper 
Mr H Davies 
Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Corlett - IR (items 4,5 and 
6 only) 
Sir Angus Fraser - C&E 
Mr Knox - C&E 
Mr D Walker - Bank of England 

(item 4 only) 
Government Actuary (item 5 only) 

Smee 

Papers  

Scorecard: Mr 

Income tax: In yea 

s minute of 13 February. 

ges: Mr Mace's minute 13 February. 

(iii) 	Employment and enterprise measures: Presentation in the 

FSBR: minute by Mr Butler 13 February; and note by Central 

Unit, 13 February. 

Romanski 13 February; 

Lorry VED: minute by Mr Monger, 1' 	uary. 

Unleaded petrol: possible tax kfferential: minute by 

Mr Knox, 12 February (and note by PS/Minister of State, 

13 February). 

Vehicle Excise Duty: minute 

(vii) 	Vermouth and Fortified Wine: Recent ma 

minute by Mr Knox, 13 February and note 

of State, 14 February; 

evelopments: 

S/Minister 

(viii) 	Exise duties: Presentation of rounded price 

for drinks: minute by Mr Knox, 12 February. 

eases 

(ix) 	Stamp Duty package: minute by Mr Corlett, 13 February (and 

note by PS/Economic Secretary, 13 February); 
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Pension surplusesBUPPigje5  KR ET  miruteNGT TiG BErGligIED-

13 February (ard  WANFritr1-14TpaNI-(Y4   February); 

Share purchase scheme (Starter 162:  minute by Mr Corlett, 

February. 

(i) 

The main points arising from discussion of the scorecard were: 

(i) 	Follow 	a suggestion from Mr Lord, the Chancellor 

aske 	onck to look urgently at options for improving 

last 	 NICs package at modest cost, including 

suggest 	de by the IFS in their Green Budget. 

• 

(ii) 	CTT: The Th 

be submitti 

abolishing th 

liar noted that Inland Revenue would 

ote on the implications for CGT of 

lifetime charge. The maximum full 

year cost of the CTT package - and other very 

speculative measures - should not be shown in the 

FSBR, though some qualitative recognition of the 411 
difference between the 	ximum full year and second 

year costs might be ne 

0 
Car and car fuel ben t scales:  The Financial 

Secretary and Minister of /'S \.- 	were considering the 

case for bringing the inco 	ax treatment of cars 

and fuel 

things being equal, that would mean increasing the 

income tax charge on cars, and decreasing the income 

tax charge on fuel. The Chancellor said he was not 

prepared to go beyond the 10 per 	increase on 

cars already agreed. 

Charities:  it was agreed that the Revenue im cations 

for the charities package should be scored 	igible 

in the FSBR. The Chancellor expressed in 	in 

the Revenue's latest proposal for restrict 

relief for single gifts by companies to a ncirim 

of 2 per cent of the amount of dividends paid by the 

into line with Cuoms treatment. Other 
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company 
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that 	 a possible alternative 
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to the payroll giving proposal, which had the 

disadvantage 	of 
	

excluding 	the 	self-employed - a 
particular 

exclusion 

proposal. 

the Inland 

Overview. 

problem in the current Budget, given the 

of the self-employed from the Weitzman 

The Financial Secretary agreed to consider 

Revenue's latest note, ahead of next week's 

(v) BES: Mr Battishill explained that it was difficult 

to t 	decisions about the presentation of the BES 

in 	BR until further work had been done on the 

figur 	note would be coming forward shortly. 

(vi) 	Future 

for packag 

starters 

measures sep r 

referring 

rds should include a separate table 

detailing the most important minor 

ting the enterprise and employment 

There should be a footnote 

to the Weitzman proposal. • 	2. 	Referring to Mr Mace's minute of 13 February, the Chancellor 
concluded that in year changes in 	come tax could be made while 

the Finance Bill was going thro 	rliament, but not later - or 

not without great complication. 	important presentational 

issue - for future consideration - as whether to signal the 

possibility of in-year changes in inc 	in the Budget Speech. 

3. 	There was a brief discussion of t'e tax treatment of the 

July 1986 social security uprating. 	The Chancellor said he 

would be reluctant to exempt it from tax altogether, as originally 

proposed by the Inland Revenue. It was agreed 	at the issue 

should be looked at again. 

(ii) Employment Measures  

4. 	The Chancellor said that Mr Butler's minute h 

411 	him that it was possible to give the employment package 
profile presentation, while financing it entirely out 

reserve. It was agreed that gross and net public expen 

nced 

her 

iture 
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figures should be s owilNPagTFEAPRETgro s  APTcgiOrBERIWIED• 
hould also be pu   14/4Gg-Tilt151-4MY  ttis  might be done in 

Budget Speech. It was provisionally agreed not to provide 

rmation about the effect of employment measures on the 

oyment register. Mr Monck agreed to look at past practice 

points [and to check that the only official figures 

quo 	st year related to additional places on the YTS and 

comm 	rogramme]. 

The scale of the employment package also needed further 

consideration. The Chancellor thought that the net expenditure 

cost should be (a. least £100 million in 1986/87. The Treasury 

would probab 	d to concede some small expansion in the 

community prog 	on top of Lord Young's other proposals. 

Mr Monck agreed ' 'ook at a number of community programme 

options; the aim 	gbe to minimise the impact on expenditure 

in 1987-88. 

On the presentat1n34ssues raised by the Central Unit 

note, it was agreed that: 

(i) 	The employment package should be financed out of the",  

reserve, but separately *temised in the summary table 

in Part 1 of the FSBR. 	as for consideration whether 

off-setting social secu y vings should be displayed. 

• 

(ii) 	Of 	savings within 

programme should not be s 

should be saved for the survey.0 

partment of Employment 

in the Budget; they 

The effect of tax changes should be compared with 

an indexed and a non-indexed base in four columns 

rather than two: ie on the lines o 	t years FSBR 

rather than in the way now suggested. 

Changes in stamp duty and CTT shou1deV temised 

separately, not aggregated. 

(iii) Indirect Taxes  

7. The Chancellor anticipated some political criticism on 

BUDGET SECRET 
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Lorry VED: no change. 

BUDGET SECRET 
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the scale of the fucl duty increaaes in package B. A possible 

lution was to increase the oil duties by just enough to pay 

a standstill on VED; and to finance the standstill on alcohol 

by raising tobacco duty. (According to Customs & Excise 

• 

NOT TO BE COPIED 

be achieved by 

, 6.3p increase 

her changes). 

a package consisting of 7.5p increase 

in dery and lip  increase in cigarettes 

In discussion, there was some support 

in 

with 

for this approach; the Chief Secretary and Economic Secretary 

S 

suggested that the political difficulty could also be met by 

straightforward revalorisation, though the critical point was 

to limit the sc1 J of the increase in oil duties. 

8. VED. The 	cellor confirmed that he would be content 

for Department 	ra sport to plan on the basis of the following 

options: 

Car VED: a 	ease and no change. 

 

(iii) 	Minor VED rates: as proposed by Department of Transport. 

9. Vermouth: it was decided 	ake no change in the duty 

structure immediately, but to 1oX2for opportunities to set 

a statutory minimum strength for ye uth, similar to the domestic 

Italian law. (Since this would rf 	primary legislation, 

this was a matter of adding an approp 	e clause to a suitable 

Consumer Bill as soon as possible). 

10. Unleaded petrol: the option of introducing 

effective from Budget Day was ruled out. An ann 

be made in the Budget Speech; but it was for fur 

whether the necessary legislation should be 

1986 Finance Bill (after consultation with the 

postponed until the 1987 Finance Bill. 

a differential 

cement should 

onsideration 

d in the 

try) or 

111 	11. It was agreed that further work on indirect t 

should concentrate on straightforward revalorisati 

package B, amended in the light of the discussion. 

shoUld be dropped. 

ons 

Pac age A 
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(iv) Stamp Duty 

It was agreed that options for changing stamp duty on house 

ers should not be pursued. • 
13. 

two p 

imp id 

market-maker transactions: discussion focussed on 

ges, thought to have broadly the same revenue 

tions: 

(i) 
	Exemption for market-makers, combined with a general 

rate 	stamp duty on equities of 0.6 per cent (as 

recLg..ed by the EC Commission). 

(ii) 	A gen 

a spec  

market-ma 

tamp duty rate of ½ per cent, combined 

reduced 	rate 	of 	0.1 per 	cent 	for 

l'/-  14. Mr Walker argued t at°11)  tion (ii) would have damaging effects 

101"  on liquidity, which wou 	raise the cost of capital to industry. 

A decision to tax market-makers might be better deferred until 

after the "big bang". In discussion, it was suggested that", 

failure to tax market-makers fro the outset would establish 
continuing exemption. The 

sible compromise: taxing 

.5 per cent - sufficient to 

t exempt but not enough 

a strong presumption in favou 

Minister of State suggested 

market-makers at a rate of only 

establish the principle that they w 

to do significant damage. 

It was agreed that further work should be done on the Revenue 

costings; in particular it was not clear that full account had 

been taken of the effect of the "big bang" both on the level 

of transactions and on the behavioural respon 

Secretary, in consultation with the Bank an 

was asked to reconsider the issue, in the light 

On other issues, it was agreed: 

(i) 	To extend the proposed 3 per cent tax to n 

made in ADR form, invoking the special provi 

the EC Directive governing capital duty if necessary. 

The Economic 

d Revenue, 

iscussion. 

Vb  
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(ii) 	To increase the present duty on UK bearer shares to 

3 per cent, in line with the new duty on ADRs. 

To maintain the current rate of capital duty at 1 pr 

cent for a further year. 

hancellor confirmed that he was content with the other 

decisions taken at the Economic Secretary's 

stock and takeovers. 
meeting, eg on loan 

(v) Pension ses (Starter 136) 

18. It was ag 

(20 per cent) tr 

overfunding within 

the period over whi 

to the lower trigger 

to 3 years, to reduce th 

were asked to consider 

limit would be workable. 

Mr Cropper's proposal to omit the upper 

d the associated requirement to rectify 

month period had some attractions. But 

ds were required to reduce surpluses 

might need to be shortened, perhaps 

incentive for "parking". Inland Revenue 

whether a scheme without upper trigger 

19. Small companies rate:  

Revenue's proposal, while ingens,wa 

a better approach might be to 	se 

related to corporation tax. Inland 

this proposal - and think of an appro 

It was important not to give the impress 

was a tax on pension funds themselves. 

ancellor said that Inland 

extremely complicated; 

a flat exit charge, not 

were asked to consider 

e name for the charge. 

on that a tax on refunds 

20. Inland Revenue also agreed to consider whether it would 

be possible to restrict the requirement on fun 

trigger point to provision of an actuarial ce 

than a full actuarial return. Mr Corlett noted t 

for spot audits might be required. 

ow the lower 

te, rather 

angements 

(7 
• 21. The Chancellor confirmed that he was content 

proposals for implementing the new regime descr 

paragraphs 22-to 29 of Mr Corlett's minute. 
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no consultation, 

was agreed th 

of Mr Munro's 

on shares. 

even with DTI, until after the Budget. It 

addition the exclusions noted in paragraphs 6 

the scheme should not include "put options" 

Next Meeting 
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( *) Share Purchase Scheme 

The Chancellor said that Inland Revenue had devised an • 
ly attractive scheme, though it should be possible to 

im 

pamp 

n the name. They would need to publish an explanatory 

y quickly after the Budget. 

The list of those who would be permitted to act as plan 

managers would require further thought; but there should be 

The sixth over w 	eeting will be at 11 am on 

Monday 24 February. 	All papers should be circulated on 

Thursday 20 February. • 
RACHEL LOMAX 
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RECORD OF THE FOURTH BUDGET OVERVIEW MEETING:  

         

Chancellor 
Chief Secretary 
Financial Secretary 

01 
 conomic Secretary 
*nister of State 

P Middleton 
Burns 
R Butler 

Littler 
M 	assell 
Mr Monck 
Mr Evans 

Mr Monger 
Mr Odling-Smee 
Mr Scholar 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 
Sir L Airey - 
Mr Battishill 
Mr Isaac - IR 
Sir Angus Fraser 
Mr Knox - C&E 

11AM ON 10 FEBRUARY 1986 Qff 	.1.112 

CoN CO :2.  to 3 3 

IR 
- IR 

C&E 

Papers  

Scorecard: Mr 	lar's minute of 6 February. 

0 
Presentational 	 and the Budget: 	Sir Peter 

Middleton's minut 	6 February. 

(i) Scorecard  

The Chancellor said that, prompted 

he had looked again at John Kay 

(February 1984) on the effect of incr 

had noted that "a cut in the basic rate o 

have more beneficial effects on labour 

personal allowances". The changes proposed 

White Paper reinforced the case for reduci 

increasing allowances. 	Further thought was 

arguments could be most effectively deployed - without of course 

demolishing the case for increasing thresholds advanced in the 

Green Paper on Personal Taxation. 

2. 	The Chancellor asked about the interpretation of t 

in Mr Beighton's minute of 7 February (Effect of a cut in 

rate on unincorporated businesses). Mr Battishill underli 

111  points:- 

vid Howell's recent speech, 

cle in Fiscal Studies 

tax thresholds. This 

e tax would probably 

than increases in 

Social Security 

es rather than 

ed on how these 

ysis 

ic 

(i) 	If the qu stion was how unincorporated businesses h 

fared rela  ivkAlAlgoiltigiaJOgICWO  s lt of the changes in 
0331d00 28 01 ION I 13132S _mane 



(i) 	Prices only revalorisation for income tax thresholds and 

allowances (ie. as in the forecast). 

A higher profile for the employment and 	rise 

package. 

A restructured excise duty package, with the same ov 

tirrNo  ISI1i3ouns 
13H03S 139cine 

revenue 

revalorise 

and RPI effect as across the b 

(131c100 38 01 ION 

A1N0 ISI1 130 
C13Id00 39 01 ION 	1:1ORC iqqn 

411 
capital allowances, it was correct to look at the change 

in average rates of tax. On this basis, there was very 

little to choose between equal cost increases in tax 

thresholds and changes in the basic rate. 

(i 	 distributional analysis suggested that smaller 

messes benefitted most from increases in thresholds; 

hey had least grounds for complaint, relative to the 

reatment of small companies. 	(Higher income 

unincorporated businesses faced a relatively high 

marginal rate and were more likely to leave profits in 

their business). 

The Chancellor acce 	hat these effects were pretty marginal, 

though they might be 	se presentational value. 

0 
Life Assurance Preütiu 	elief: 	At the previous overview 

meeting it had been provisi 	y agreed to reduce the rate of LAPR 

from 15 per cent to 14 per cent. The Financial Secretary remained 

concerned, for political reasons, arguing that a decision to reduce 

the LAPR rate could well be deferred for a year. No final decision 

was taken, but it was agreed that, for corecard purposes, the LAPR 

rate should be left unchanged. 

Alternative Budget (plan B): Fol 	Friday's discussion of 

the forecast and the outlook for oil pri 	e Chancellor said he 

saw a strong case for working up a much m. - sest package, while 

keeping the existing package in play. (Both 	be shown in the 

scorecard). It was provisionally agreed that 	am n features of 

the plan B Budget should be:- 
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(iv) 

[ A1N0 ISI1 i3ocins 
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Possibly some reconsideration of the other elements in 

the main Budget package - particularly the CTT package 

and lollipops (though no specific suggestions were made). 

5. native excise duty package: 	It was agreed that 

Mr Wil 

include 

Chancello 

oil duties 

scorecard neutral package (package C) should be 

e alternative Budget, for scorecard purposes. The 

that the balance between increases in tobacco and 

be varied - though probably only by increasing the 

• 

duty on oil, relative to tobacco. Consideration should be given to 

the distributional effects of this package - the presumption was 

that it would be better for pensioners and lower income families 

than across the board 	alorisation. 

6. 	CTT: The Chancel d he would like to change the name to 

   

"inheritance tax". It was,f.3.ested that this could be a source of 
confusion, since inheritanc 	xes tend to be donee rather than 

donor based. (Central Unit 	irculate an extract from the OED.) 

Stamp Duty: The Economic Secretary said he would be holding a 

further meeting shortly. 	He saw a strong case for excluding 

foreign shares; and thought the AD9Tàrge should take effect as 
from Budget day, instead of 1 April. 	hancellor hoped it would 

be possible to end the jobbers exempt 	He was content to drop 

foreign shares (though it might be usef 	hold this in reserve 

with the Bank, as a quid pro quo for ne eending the jobbers 

exemption to market makers). Inland Revenu 	asked to examine 

a number of options for changing stamp d 	houses: 	these 

should include keeping the rate at 1 per ce 	d turning the 

existing £30,000 exemption into a threshold, possibly lowering it 

at the same time; reducing the rate to 1 per cent and abolishing 

the exemption; and making the change from 27 October, to keep the 

1986-87 cost down. 

Lollipops: Ministers and advisers were asked to 	er 
which lollipops should be mentioned in the Budget speech. • 
(ii) Employment package 

sing the profile o 9. 	The Chancellor 

03Id00 38 01 ION L  131:1035 139C1118  
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the employment package in the context of the plan B Budget, b 

ntking it a charge on the fiscal adjustment, rather than financing 

om the reserve. He recognised the arguments against raising 

nning total, and the risk of establishing a presumption that 

ad 	1 public expenditure would be a regular feature of the 

Budg 	gainst that, he thought it important to achieve the 

maxim 	entational gain from the package; to tilt the balance 

of the p 	towards employment, under plan B; and to stress that 

the Budget 	ring was based on prudent assumptions about public 

expenditure. In discussion, it was noted that, in past years, 

expenditure measures had been mentioned in the FSBR, even where 

they had been charged to the Reserve. 

J 

It was agreed 	this question should not be opened up with 

Lord Young at all a 	stage. At his next meeting with Lord 

Young on Thursday, the Ch 	Secretary should avoid discussing the 

overall scale of the 	k 	and focuss on the framework and 

nature of the component itIures. 	Mr Monck reported that DE 

officials were not pressin to include the community programme, 

though it was likely that Lord Young would raise it again at a 

later stage. 	Excluding the community programme, the net public 

expenditure cost of Lord Young's prop als was £75 million in 1986- 

b7.17 87and£125millionir 	 ials were also discussing 

(excluding the community 

illion in 1986-87 and 

the Ealing pilot 

interview LTU scheme had confirmed Mr Monck' 	that the effects 

of extending the scheme nationwide were h ly uncertain; the 

administrative problems could also be formidable. The Chancellor 

commented that there was a case for making progress with 

experimental measures now; the community programme - whic was well 

tried and tested - could easily be increased at a 1 	r tage if 

need be. 	Further clarification of the manpower impl 	s of 

extending interview LTU nationwide was needed. 

NINO 1S11 uocina 
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scaled down versions of all the me 

programme) which would amount to £3 

£75-£90 million in 1987-88 (net). 

Mr Butler said that his recent vis 

• 



employment. 
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402. Central Unit were asked to co-ordinate a note 

presentation of employment measures in the Budget Red Book, 

sç4e for accommodating a package of the order of £75-£100 

on the 

and the 

million 

within the  reserve, given the assumptions in the forecast. 

as agreed that while the case for a higher profile, and 

rger, employment package was greater for Budget B than 

for practical purposes it should be assumed that the 

the same in both Budgets; and the Chief Secretary 

e with Lord Young on that basis. 

(iii) Presentational issues and the Budget 

14. The Chancellor identified a number of issues that required 

further thought:- 

13. 

proba 

for B 

package 

should neg 

The treatment 

Theme of the Bud 

What - if anything - should be said about the future. 

The best way of ensuring 	market reception. 

• 

ec 

15. On the Budget theme, it was prov 

promising - certainly for a plan B B 

sound and prudent Budget". 	Particula 

thought should be given to identifying a 

for the minor measures. On unemployment, 

there ought to be more emphasis on overall 

ly agreed that the most 

was "good economy, 

plan B, further 

g theme or themes 

ncellor thought 

performance as 

the key to increasing the number of job opportunities. There was a 

good story to tell, and some of the Budget measures would be 

directly relevant. 

17 February. 	All papers 

13 February. 

should be circulated on TOh#.- 

Next meeting  

16. The fifth overview meeting will be at 11 am on 

 

KM)Sll 
13 1103 S 131.110009,0mix 

10 February 1986 

Distribution  

0 31a1KI a ENEe ak ta) 
Mr A Wilson 
PS/IR 
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SIXTH BUDGET OVERVIEW MEETING: PROVISIONAL AGENDA 

The sixth Budget Overview meeting will be held on Monday, 

24 February at llam. The provisional agenda is as follows:- 

Budget scorecard 

Minute by Mr Scholar, 20 February 

Indirect taxes  

To be raised orally. 
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• 

• 
National insurance contributions: reduced rates  

Minute by Mr Monck, to be circulated. 

Employment package: Community Programme options  

Minute by Mr Monck, to be circulated. 

Charities package  

Minute by Mr Corlett, to be circulated. 

Pension surpluses  

Minute by Mr Corlett, to be circulated. 

Stamp duty: market makers  

Minute by Mr Cassell, to be circulated. 

BES: presentation in FSBR 

Minute by Mr Battishill, to be circulated. 

2. All papers for the next Overview should be circulated on 

Thursday, 20 February. 	A revised agenda will be circulated 

later this week. 

RACHEL LOMAX 
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cc Miss Noble (item (iii) only 
Mr Corlett (I/R) (Items (v) 
(vi), (vii) only) 
Mr Walker (B/E) (item (vii) 
only) 
PS/IR 
PS/C&E 

SIXTH BUDGET OVERVIEW MEETING: PROVISIONAL AGENDA 

The sixth Budget Overview meeting will be held on Monday, 

24 February at llam. The provisional agenda is as follows:- 

(i) 	Budget scorecard 

Minute by Mr Scholar, 20 February 

(ii) 	Indirect taxes  

, To be raised orally. 
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BUDGET CONFIDENTIAL 

• 
(iii) 	National insurance contributions: reduced rates  

Minute by Mr Monck, to be circulated. 

Employment package: Community Programme options  

Minute by Mr Monck, to be circulated. 

Charities package  

Minute by Mr Corlett, to be circulated. 

Pension surpluses  

Minute by Mr Corlett, to be circulated. 

Stamp duty: market makers  

Minute by Mr Cassell, to be circulated. 

BES: presentation in FSBR  

Minute by Mr Battishill, to be circulated. 

2. 	All papers for the next Overview should be circulated on 

Thursday, 20 February. 	A revised agenda will be circulated 

later this week. 

RACHEL LOMAX 

2 
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I. FROM: MRS R LOMAX 
DATE: 19 February 1986 

 

MR MONCK 	 cc Miss Noble 

NIC OPTIONS 

The Chancellor has asked you to look at a range of NIC options. He 

hopes this will include the following option, which he thinks could 

be promising:- 

Weekly Earnings 	 % NIC Rate 

£ 	 Employees 	Employers 

38-59.99 	 3 	 5 

60-94.99 	 5 	 7 

95-139.99 	 7 	 9 

140-285 	 9 	 10.45 

Above 285 	 [9 on 285] 	10.45 

2. 	If possible, the Chancellor would like to have a preliminary 

discussion with you and Miss Noble before Cabinet tomorrow - say 

around 9.30am - to narrow down the options that might be discussed 

at next week's Overview meeting. 

a 
RACHEL LOMAX 
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FROM: MRS R LOMAX 
DATE: 20 February 1986 

cc Mr Byatt (item (iii) only) 
Miss Noble (item (iii) only: 
Mr Corlett (I/R) (Items (v), 
(vi), (vii) only) 
Mr Walker (B/E) (item (vii) 
only) 
PS/IR 
PS/C&E 

SIXTH BUDGET OVERVIEW MEETING: REVISED AGENDA 

The sixth Budget Overview meeting will be held on Monday, 

24 February at llam. The agenda is as follows:- 

(i) 	Budget scorecard  

Minute by Mr Scholar, 20 February. 



\,__ 	 

	

(vii) 	Stamp duty  

Minute by Mr Cassell, 20 February. 

(vi) 	Pension surpluses  

Minute by Mr Corlett, 19 February. 

(Also relevant: Pension fund surpluses: actuarial 

assumptions, minute by Government Actuary, 20 February.) 

Indirect taxes  

• 
To be raised orally. 

(Also relevant: Minor oil duties; minute by Mr 

Jefferson Smith 20 February. Matches and mechanical 

lighters: minute by Mr Jefferson Smith, 20 February.) 

National insurance contributions  

Minute by Miss Noble, 20 February. 

Employment package: Community Programme options  

Submission to Chief Secretary from Mr Monck, 20 

February. 

(v).] Charities package  

Minute by Mr Corlett, 	17 	February; 	note 	from 

PS/Financial Secretary, 19 February. 

(viii) BES: costings  

Minute by Mr Battishill, 20 February. 

2. 	The meeting will continue over lunch. 
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SIXTH BUDGET OVERVIEW MEETING: -11104ZSTOUAL AGENDA 

The sixth Budget Overview meeting will be held on Monday, 
24 February at llam. The twaletanal agenda is as follows:- 

Budget scorecard  

MinuLe by Mr Scholar, 20 February 

Indirect taxes  

To be raised orally. 
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III 

National insurance contributionsfAV  
1\0‘451 

Minute by<Mr—Menek, to be circul-atcti.2o retkovt-44-4,4 

Employment package: Community Programme options  
fi 

Minute Xy Mr Monck, 	 d.2<:) 

Charities package  

Minute by Mr Corlett, to 	be ciLL,u/creedrifejo--e,GL- 

(vi) 	Pension surpluses  

Minute by Mr Corlett, to—be—elat..4.1419(e4.5,_, 
• e 	 194w-et... t--.4 	 t•-•••-• 	 - 	 

Stamp duty  a 

Minute by Mr Cassell, to be -eireulatcel....1c5 Ceiewt...A.::/  

p=2;let470.mr-imr/PSEMh BES:  

Minute by Mr Battishill, to bc circuIat 

Al 	apers f8 the ne 	Overvi- ,  should 

TPirsday, 	0 Febiruar 	A,  rev ed agen 

la r)this week/ 

e), 	 &rut  tArt,...g-r•t".•  cc-1"e_,  kda•-trik . 
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RACHEL LOMAX 
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FROM: MRS R LOMAX 
DATE: 20 February 1986 

cc Mr Byatt (item (iii) only) 
Miss Noble (item (iii)  only 
Mr Corlett (T/R) (Items (v) 
(vi), (vii) only) 
Mr Walker (B/E) (item (vii) 
only) 
PS/IR 
PS/C&E 
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MR 

MR 

MR 

MR 

MR 

MR 

MR 

MR 

MR 

MR 

MR 

SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISH ILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS & EXCISE 

SIXTH BUDGET OVERVIEW MEETING: REVISED AGENDA 

The sixth Budget Overview meeting will be held on Monday, 

24 February at llam. The agenda is as follows:- 

(i) 	Budget scorecard  

Minute by Mr Scholar, 20 February. 

CeCT  



S 
(ii) 	Indirect taxes  

To be raised orally. 

(Also relevant: Minor oil duties; minute by Mr 

Jefferson Smith 20 February. Matches and mechanical 

lighters: minute by Mr Jefferson Smith, 20 February.) 

National insurance contributions  

Minute by Miss Noble, 20 February. 

()"41 	
Employment package: Community Programme options  

E,7> 	Submission to Chief Secretary from Mr Monck, 20 

February. 

• 
(v) 	Charities  package  

Minute 	by Mr Corlett, 	17 	February; 	note 	from 

PS/Financial Secretary, 19 February. 

Pension surpluses  

'4 	Minute by Mr Corlett, 19 February. 

(Also relevant: Pension fund surpluses: actuarial 

assumptions, minute by Government Actuary, 20 February.) 

Stamp duty  

Minute by Mr Cassell, 20 February. 

(viii) BES: costings  

Minute by Mr Battishill, 20 February. 

2. 	The meeting will continue over lunch. 

• 
RACHEL LONAx 
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SIXTH BUDGET OVERVIEW MEETING 

Mrs Lomax has already circulated the agenda for Monday's meeting. 

Please note that Mr Houghton's minute of 20 February ("Abolition of 

CTT Lifetime Charge: 	implications for CGT") (mentioned in 

footnote 8 to Table 2 of the Scorecard) may also be relevant to 

item (i) (Budget scorecard). 
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SIXTH BUDGET OVERVIEW MEETING: REVISED AGENDA 

The sixth Budget Overview meeting will be held on Monday, 

24 February at llam. The agenda is as follows:- 

(1) 	Budget scorecard 

Minute by Mr Scholar, 20 February. 



Indirect taxes  

To be raised orally. 

(Also relevant: Minor oil duties; minute by Mr 

Jefferson Smith 20 February. Matches and mechanical 

lighters: minute by Mr Jefferson Smith, 20 February.) 

National insurance contributions  

Minute by Miss Noble, 20 February. 

Employment package: Community Programme options  

Submission to Chief Secretary from Mr Monck, 20 

February. 

Charities package 

Minute 	by Mr Corlett, 	17 	February; 	note 	from 

PS/Financial Secretary, 19 February. 

Pension surpluses  

Minute by Mr Corlett, 19 February. 

(Also relevant: Pension fund surpluses: actuarial 

assumptions, minute by Government Actuary, 20 February.) 

Stamp duty 

Minute by Mr Cassell, 20 February. 

BES: costings  

Minute by Mr Battishill, 20 February. 

2. 	The meeting will continue over lunch. 

RACHEL LOMAX 
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cc Mr Houghton - IR 
Mr Painter - IR 

SIXTH BUDGET OVERVIEW MEETING 

Mrs Lomax has already circulated the agenda for Monday's meeting. 

Please note that Mr Houghton's minute of 20 February ("Abolition of 

CTT Lifetime Charge: 	implications for CGT") (mentioned in 

footnote 8 to Table 2 of the Scorecard) may also be relevant to 

item (i) (Budget scorecard). 

A W KUCZYS 
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Mr Jefferson Smith, 20 February. 

Scorecard 	 • 
points arising from discussion of the scorecard were: 

he main presentation in the scorecard should show the 

expenditure measures separately, as well as some of the 

minor starters eg. mineral and oil well allowances. Tax 

and National Insurance contributions should be totalled 
(bu 	spending measures and tax or National Insurance 
con 	ons). 

(ii) 	The Cha 

assumed 

abolition o 

he was conten 

Mr Houghton's 

lifetime charge: 

noted that the scorecard figures for CGT 

oldover relief was retained, with the 

CTT lifetime charge. He confirmed that 

this proposal (described in detail in 

of 20 February: Abolition of CTT 

implications for CGT). 

The proposal to issue a consultative document on profit 
• 

sharing should appear i 	ootnote to the scorecard not 
in the table itself. 

The Financial Secretary wa asked to organise a further 

sift through the original sta 	list to see if there 
were any further minor measure 	at might be included in 
the Budget. 

The Minister of State was asked to look again at the VAT 

lollipops for charities. The Chancellor 

some should be held over for next year; 

that they would be dwarfed by the larger 

Budget. On the other hand, the CPRG, who h 

these minor concessions, would not be major 

from other changes; and it might be tacticall 

meet some of the lobby's modest and specific re 
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ered whether 

was a risk 

-e.s in this 

ssed for 

aries 

1 to 



-3-314, 

CO PIED NOT 

Rab OF 
Goteet rsig"4,,‘A 0.4 

RR3 . 6 5 

BUDGET SECRET 
RECORD oFB-110 Graili IMMO INittikv EW MEETING: 

11AM ON 24 FEBRUARY 1986  

sent: Chancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Byatt (item 2 only) 
Mr Cassell 
Mr Monck 
Mr Wilson 
Mr • er 
Mr is:Smee  

Mr Scholar 
Miss Noble (item 2 only) 
Mr Culpin 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Beighton - IR (items 6&7 only) 
Mr Corlett - IR (items 4,5&6 only) 

Sir A Fraser - C&E 
Mr Knox - C&E 

Mr Walker - B/E (item 5 only) 

• 

• 

Papers  

Scorecard: Mr Scholar's minute of 20 February. 

1986 Budget: National Insurance Contributions, minute by 

Miss Noble, 20 Februar 

Employment and enterprii<V  Expenditure measures, brief 

by Mr Monck for Chief Secrar 	20 February. 

Pension Fund 	Surpluses: 	Minute 	by Mr Corlett, 

19 February. 

Stamp duty: Minute by Mr Cassell, 20 February. 

Charitable giving (starters 110, 120 a 	Minute by 

Mr Corlett, 	17 February; 	note 	by 	Financial 

Secretary, 19 February. 

Business Expansion Scheme: Presentation in FSijnute 

by Mr Battishill, 20 February. 

Minor oil duties: 	minute by Mr Jefferson Smith, 

20 February 1986. 
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was a possible late 

at a separate meeting 

National Insurance Contributions 

6?S  
M. 	Noble's note identified two options for changing employee 

Nati al Insurance contributions:- 

Option 1: Insert an additional reduced rate band of 8 per cent for 

employees, para lel to the employers £95 to £140 band. 

Miss Noble noted that DHSS had already floated the idea of 

411 

	

	abolishing the class 2 contribution and making an offsetting 
increase in class 4. Abolition of class 2 on its own would take a 
lot of self-employed out of 	nal Insurance contributions 

altogether, depriving them of th 	rht to a retirement pension. 

In discussion, it was suggested th4t1t might be worth considering 
abolishing class 2 and recouping 11f the loss of revenue by 

increasing class 4. 

It was agreed that option 2 was significantly better than 

option 1 on presentational grounds. It would achieve a 1 per cent 

cut in marginal rates for all those earning less than £140 a week as 

well as extending the reduced rate band for emplo 	to above half 

average male earnings; it would also signific 	improve the 

Government's record on the combined burden of NIC 	income tax 

on the lower paid. By contrast, option I did little 	than tidy 

up last year's scheme, and targetted a reduction on 	utions 

only on those earning between £95 and £140 a week. Whil- .4tic was 

a case for focussing on this group, those with families  411!. ik be 

helped by the introduction of family credit. 	But it wooense 
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gain from either 

changes had been successful in Parliamentary 

response had been disappointing. 

5 	he Chancellor concluded that he had a slight preference for 
	• 

in 	g changes in NICs in the Budget and, within that, for 
imp 	ng option 2. Miss Noble was asked for urgent advice on 
wheth 	ab lition of class 2, with a partially offsetting increase 

in class 4 contributions was a runner for this year. 

(iii) Employment measures 

extra 20,000 place...wi out offsetting savings in DE programmes, or 

up to 40,000 Commun44rogramme places with the further 20,000 

up to 20,000 a 	1 Community Programme places net ie. 	an 

It was ag (17$  ‘ -4-Ki at the Treasury should be prepared to concede 

financed by offsettintr-  ngs. The net expenditure cost of all 
the measures should 	e 	ound £100 million in 1986-87 and 

£200 million in l987-88.l½thin this overall constraint, the 

choice between additional CP places and offsetting savings was for 
Lord Young. Any offsetting savings agreed should be scored in the • 
PSBR. 

The next meeting with Lord 	g should be chaired by the 

Chancellor who would stress the r14 	or tight Budget security. 

The meeting would have before it Ie.rd Young's further work on 

offsetting savings, and the analysis oP 	ing pilot schemes for 
the long-term unemployed. The Chancello 	suld have a preliminary 

word with the Prime Minister. 

(iv) Pension fund surpluses 

8. 	Following the Chancellor's meeting on Frida 	rnoon, the 

Government Actuary and the Inland Revenue had cons 	the case 
for reducing the lower trigger to 5 per cent. Mr Cor 	eported 

that in 99 per cent of cases the projected unit credi • 	od of 

valuation and strong actuarial assumptions would generate 	her 

margin than the bonus implicit in DHSS's contrac 

arrangements for SERPS. 	And, in the 1 per cent of cases w 
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there might be a 	practical problem, it was open to the Inland 

evenue to waive the requirement to reduce surpluses below 5 per 

nt. Nor were the Occupational Pension Board's standards likely 

ove a difficulty except in the most obscure cases. 

t 

9 1(!w‘as agreed that the trigger should be 5 per cent. The 

que  of how Inland Revenue should react to the very small 

of cases where this would prove inconsistent with the 

arrangements for contracting-out was for further consideration. 

Inland Revenue should report further at next week's overview 

meeting. 

minority 

10. The prop 

also accepted. 

omit the 20 per cent upper trigger point was 

11. The Chancellor a 	how a flat exit charge as high as 45 per 

cent could be justi e.4. 	Mr Battishill replied that the exit 

charge would fulfil t 	ions:- 

(i) 	claw back tax relief already given on past contributions, 

typically at CT and income tax rates well above present 

levels; 

(ii) 	deter future "parking" 

corporation tax was rele/ 

which the current rate on 

) . 

The Chancellor commented that justification had a 

retrospective flavour, which could be dilficult presentationally. 

The main priority was to get the new scheme established; the tax 

rate on refunds could be adjusted later, in the light of 

experience. 

In discussion, it was argued that while 	 cent exit 

charge would be a reasonable disincentive to short ejiiarking in 

ips and 

ed at 

the 

rate. The Financial Secretary argued that the new scheme w 	d be 
difficult enough to present with an exit charge of 35 per cent. 

most cases, there was a particular problem for par 

unincorporated businesses, where contributions were 

higher rates of income tax, ie. well above 40 per cen 

other hand, 45 per cent was high relative to the small 
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per cent; it might be necessary to raise it in later years if 

e was evidence of abuse. 

cov 

Nati 

propos 1 soon (probably early next week). 

1 funded pension schemes, including those run by 

d Industries. 	He would consult Mr Fowler about this 

1 	e Chancellor confirmed that the new scheme was intended to 

(v) Stamp duty 

 

16. The Chan noted that the latest estimates suggested that, 

in the context o 	Big Bang, a reduction in stamp duty could have 

a geared up eff 14rt would substantially reduce its revenue 

cost. 	It now lo 	though a 1 per cent cut, coupled with 
measures already ag 	o broaden the base, would be broadly 

revenue neutral not o 	i,. 1986-87 but in 1987-88. 	The Bank's 

latest view was that th 	nue yield would probably be reduced 

rather than increased by 	tending stamp duty to market makers. 

Mr Walker commented that the Bank's view had always been that 

most of the reduction in commission and the narrowing of spreads 

that might be expected to result 41he Big Bang would come about 

only in the context of the inc se turnover that would be 
0 

stimulated by a cut in stamp duty an accompanying action on ADRs. 

In the absence of fiscal change, the 

modest reduction in commissions, and 4

0  . would lead to only a 

little increase in 

taxable turnover. However a 1 per cent }.1t in stamp duty could 
lead to a reduction in transactions costs of around 1 per cent. 

The Chancellor commented that the position suggested by the 

Bank was highly unstable, and raised the questio 

proposed charge on ADRs was high enough, at 

discussion, it was suggested that previous esti 

allowed adequately for the extra stamp duty yield c 

imposing a charge on ADRs. 	The figuring was clea 

uncertain; but, in the final analysis, the Bank's market 

had to be accepted. On the face of it, there was a strong 

setting a higher ADR charge to protect the London market, 

particular the position of British firms. 

whether the 

ent. 	In 

had not 

ent on 

ighly 

nt 
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idea of taxing market 

level of the ADR charge 

19. The Chancell 

outlines of the stamp duty package. 	The 

kers should be dropped. The appropriate 

for further consideration. 
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harities 

20. KThe measures proposed by Inland Revenue to combine abolition to-e./.4X 

of.higher rate relief for covenanted donations and measures against 

abuse were confirmed. 

21. The pro 

a limit relat 

for further co 

3 per cent of div 

examples of what 

relief for single gifts by companies, subject to 

ividends, was also agreed in principle. It was 

tion whether the limit should be set at 2 or 

Inland Revenue were asked for a note with 

uld mean for individual companies. It was 
noted that Nationali 	dustries were, by definition, excluded 
from this proposal. 	ancellor said that he would need to 

quote the amount of addi6ai giving expected to result from these 

changes. 	(Mr Beighton suggested that a limit of 2 per cent in 

dividends might in time lead to additional giving of £100 million.) 

22. The payroll giving scheme 

Chancellor accepted that it woul 

monitor and control the scheme 

also broadly agreed. 	The 

e sier for Inland Revenue to 

it was operated through a 
clearing house or agency charity; t 	angement was acceptable 

given that it was confirmed that it wo jpose no restriction on 

the charities that could benefit from 	yroll giving (including 

local charities). It was agreed that in principle the new scheme 

could apply to any organisation with a payroll, including 

Nationalised Industries and the public service. 

23. The Chancellor stressed that the charities 

very carefully presented. 	In addition to the u 

press notice, Inland Revenue should publish a pamphl 

after Royal Assent setting out: 	the Budget mea 

measures introduced since 1979; and all reliefs currently 

for charitable giving. 

should be 

udget Day 

ediately 

other 

able 
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for simplifying 

the Budget. 

Business Expansion Scheme 
	 • 

24. In response t 

25.\ )as agreed to show the net effect of continuing the BES 
beyon 	p 1 1987 and changes in coverage in a single line in the 

FSBR, on the lines of option (c) in Mr Battishill's minute of 

20 February. The full year cost of the scheme at current levels of 

investment would be given in the footnote. 

26. The Fin 

outstanding poi 

submission from I 

exemption should no 

Secretary was asked to consider the few 

the scheme, in the light of a further 

evenue. The Chancellor confirmed that CGT 

xtended to existing BES shares. 

(viii) Indirect Taxes 

The Chancellor said that changes in excise duties should be 
grouped into three self financing packages (even though this would 0 
mean unrounded price increase4:- 

	

(i) 	The change in petrol . 	should precisely offset the 
effect of not revalorisitlr VED. The standstill on 
lorry VED should be finance y an increase in dery duty. 

	

< P  (ii) 	Changes in tobacco duty should 	ance the standstill on 
alcohol duties. 

	

(iii) 	The minor oil duties should be restructured, with an 

increase in gas oil sufficient to fina 

all the other duties, with the excepti 

oil duty (which should be left unchanged) 

bolition of 

heavy fuel 

The Chancellor saw no case for increasing the dut 

and mechanical lighters. 	The duty had only been ret 

somewhat disreputable industrial reasons. The case for a 

should be reconsidered next year. 

tches 

<Nor 
.0 • 
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29. The Chancel' 013uPgAId-14LP1\LVre  was a good case in 
principle for reducing the duty on 

s not the year to reduce betting 

ing and gaming duties should 

s and Excise's recommendation 

ed this year was accepted. 

on-course betting. 	But this 

duties. Some restructuring in 

be considered for next year. 

that these duties should remain 

stoms and Excise were asked for an urgent note confirming 

the details of this package. 

The Chancellor confirmed that he would give a firm pledge to 

ifferential in favour of unleaded petrol in this 

Legislative action on this proposal was for 
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RECORD OF THE SIXTH BUDGET OVERVIEW MEETING:  

11AM ON 24 FEBRUARY 1986  

Present: Chancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Byatt (item 2 only) 
Mr Cassell 
Mr Monck 
Mr Wilson 
Mr Monger 
Mr Odling-Smee  

Mr Scholar 
Miss Noble (item 2 only) 
Mr Culpin 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Beighton - IR (items 6&7 only) 
Mr Corlett - IR (items 4,5&6 only) 

Sir A Fraser - C&E 
Mr Knox - C&E 

Mr Walker - B/E (item 5 only) 

Papers  

Scorecard: Mr Scholar's minute of 20 February. 

1986 Budget: National Insurance Contributions, minute by 

Miss Noble, 20 February. 

Employment and enterprise: Expenditure measures, brief 

by Mr Monck for Chief Secretary, 20 February. 

Pension Fund Surpluses: 	Minute by Mr Corlett, 

19 February. 

Stamp duty: Minute by Mr Cassell, 20 February. 

Charitable giving (starters 110, 120 and 167): Minute by 

Mr Corlett, 	17 February; 	note 	by 	APS/Financial 

Secretary, 19 February. 

Business Expansion Scheme: Presentation in FSBR: minute 

by Mr Battishill, 20 February. 

Minor oil duties: 	minute by Mr Jefferson Smith, 

20 February 1986. 



4(e) 	

Duties on matches and mechanical lighters: Minute by 

Mr Jefferson Smith, 20 February. 

(i) Scorecard 

The main points arising from discussion of the scorecard were: 

The main presentation in the scorecard should show the 

expenditure measures separately, as well as some of the 

minor starters eg. mineral and oil well allowances. Tax 

and National Insurance contributions should be totalled 

(but not spending measures and tax or National Insurance 

contributions). 

The Chancellor noted that the scorecard figures for CGT 

assumed that holdover relief was retained, with the 

abolition of the CTT lifetime charge. He confirmed that 

he was content with this proposal (described in detail in 

Mr Houghton's minute of 20 February: Abolition of CTT 

lifetime charge: implications for CGT). 

The proposal to issue a consultative document on profit 

sharing should appear in a footnote to the scorecard not 

in the table itself. 

The Financial Secretary was asked to organise a further 

sift through the original starters list to see if there 

were any further minor measures that might be included in 

the Budget. 

The Minister of State was asked to look again at the VAT 

lollipops for charities. The Chancellor wondered whether 

some should be held over for next year; there was a risk 

that they would be dwarfed by the larger measures in this 

Budget. On the other hand, the CPRG, who had pressed for 

these minor concessions, would not be major beneficiaries 

from other changes; and it might be tactically useful to 

meet some of the lobby's modest and specific requests. 

2 



0' Tax relief on housing repairs was a possible late 

starter. This was for discussion at a separate meeting 

later in the day. 

(ii) National Insurance Contributions 

Miss Noble's note identified two options for changing employee 

National Insurance contributions:- 

Option 1: Insert an additional reduced rate band of 8 per cent for 

employees, parallel to the employers £95 to £140 band. 

Option 2: Insert an additional reduced rate band of 8 per cent for 

employees parallel to the employers £95 to £140 band and reduce the 

lower rates in existing bands by 1 per cent. 

The Chancellor suggested the additional option of abolishing 

class 2 flat rate contributions for the self-employed. 

Miss Noble noted that DHSS had already floated the idea of 

abolishing the class 2 contribution and making an offsetting 

increase in class 4. Abolition of class 2 on its own would take a 

lot of self-employed out of National Insurance contributions 

altogether, depriving them of their right to a retirement pension. 

In discussion, it was suggested that it might be worth considering 

abolishing class 2 and recouping half the loss of revenue by 

increasing class 4. 

it was agreed that option 2 was significantly better than 

option 1 on presentational grounds. It would achieve a 1 per cent 

cut in marginal rates for all those earning less than £140 a week as 

well as extending the reduced rate band for employees to above half 

average male earnings; it would also significantly improve the 

Government's record on the combined burden of NICs and income tax 

on the lower paid. By contrast, option I did little more than tidy 

up last year's scheme, and targetted a reduction on contributions 

only on those earning between £95 and £140 a week. While there was 

a case for focussing on this group, those with families would be 

helped by the introduction of family credit. 	But it would be 

3 
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un 'se to count on a major presentational gain from either NIC 

op ons; last year's changes had been successful in Parliamentary 

terms, but the wider response had been disappointing. 

5. 	The Chancellor concluded that he had a slight preference for 

including changes in NICs in the Budget and, within that, for 

implementing option 2. Miss Noble was asked for urgent advice on 

whether abolition of class 2, with a partially offsetting increase 

in class 4 contributions was a runner for this year. 

(iii) Employment measures 

It was agreed that the Treasury should be prepared to concede 

up to 20,000 additional Community Programme places net ie. 	an 

extra 20,000 places without offsetting savings in DE programmes, or 

up to 40,000 Community Programme places with the further 20,000 

financed by offsetting savings. The net expenditure cost of all 

the measures should be around £100 million in 1986-87 and 

£200 million in 1987-88. 	Within this overall constraint, the 

choice between additional CP places and offsetting savings was for 

Lord Young. Any offsetting savings agreed should be scored in the 

PSBR. 

The next meeting with Lord Young should be chaired by the 

Chancellor who would stress the need for tight Budget security. 

The meeting would have before it Lord Young's further work on 

offsetting savings, and the analysis of existing pilot schemes for 

the long-term unemployed. The Chancellor would have a preliminary 

word with the Prime Minister. 

(iv) Pension fund surpluses  

8. 	Following the Chancellor's meeting on Friday afternoon, the 

Government Actuary and the Inland Revenue had considered the case 

for reducing the lower trigger to 5 per cent. Mr Corlett reported 

that in 99 per cent of cases the projected unit credit method of 

valuation and strong actuarial assumptions would generate a higher 

margin than the bonus implicit in DHSS's contracting-out 

arrangements for SERPS. 	And, in the 1 per cent of cases where 

4 



t1100 might be a practical problem, it was open to the Inland 

Revenue to waive the requirement to reduce surpluses below 5 per 

cent. Nor were the Occupational Pension Board's standards likely 

to prove a difficulty except in the most obscure cases. 

9. 	It was agreed that the trigger should be 5 per cent. 	The 

question of how Inland Revenue should react to the very small 

minority of cases where this would prove inconsistent with the 

arrangements for contracting-out was for further consideration. 

Inland Revenue should report further at next week's overview 

meeting. 

10. The proposal to omit the 20 per cent upper trigger point was 

also accepted. 

11. The Chancellor asked how a flat exit charge as high as 45 per 

cent could be justified. 	Mr Battishill replied that the exit 

charge would fulfil two functions:- 

claw back tax relief already given on past contributions, 

typically at CT and income tax rates well above present 

levels; 

deter future "parking" (for which the current rate on 

corporation tax was relevant). 

12. The Chancellor commented that this justification had a 

retrospective flavour, which could be difficult presentationally. 

The main priority was to get the new scheme established; the tax 

rate on refunds could be adjusted later, in the light of 

experience. 

13. In discussion, it was argued that while a 40 per cent exit 

charge would be a reasonable disincentive to short-term parking in 

most cases, there was a particular problem for partnerships and 

unincorporated businesses, where contributions were relieved at 

higher rates of income tax, ie. well above 40 per cent. On the 

other hand, 45 per cent was high relative to the small companies 

rate. The Financial Secretary argued that the new scheme would be 
difficult enough to present with an exit charge of 35 per cent. 

5 



1441,It was agreed that initially the exit charge should be set at 

40 per cent; it might be necessary to raise it in later years if 

there was evidence of abuse. 

15. The Chancellor confirmed that the new scheme was intended to 

cover all funded pension schemes, including those run by 

Nationalised Industries. 	He would consult Mr Fowler about this 

proposal soon (probably early next week). 

(v) Stamp duty 

The Chancellor noted that the latest estimates suggested that, 

in the context of the Big Bang, a reduction in stamp duty could have 

a geared up effect that would substantially reduce its revenue 

cost. 	It now looked as though a 1 per cent cut, coupled with 

measures already agreed to broaden the base, would be broadly 

revenue neutral not only in 1986-87 but in 1987-88. 	The Bank's 

latest view was that the revenue yield would probably be reduced 

rather than increased by extending stamp duty to market makers. 

Mr Walker commented that the Bank's view had always been that 

most of the reduction in commissions and the narrowing of spreads 

that might be expected to result from the Big Bang would come about 

only in the context of the increased turnover that would be 

stimulated by a cut in stamp duty and accompanying action on ADRs. 

In the absence of fiscal change, the Big Bang would lead to only a 

modest reduction in commissions, and very little increase in 

taxable turnover. However a 1 per cent cut in stamp duty could 

lead to a reduction in transactions costs of around 1 per cent. 

The Chancellor commented that the position suggested by the 

Bank was highly unstable, and raised the question of whether the 

proposed charge on ADRs was high enough, at 3 per cent. 	In 

discussion, it was suggested that previous estimates had not 

allowed adequately for the extra stamp duty yield consequent on 

imposing a charge on ADRs. 	The figuring was clearly highly 

uncertain; but, in the final analysis, the Bank's market judgement 

had to be accepted. On the face of it, there was a strong case for 

setting a higher ADR charge to protect the London market, and in 

particular the position of British firms. 
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19 	The Chancellor confirmed that he was content with the broad 

ou ines of the stamp duty package. 	The idea of taxing market 

makers should be dropped. The appropriate level of the ADR charge 

was for further consideration. 

(vi) Charities  

The measures proposed by Inland Revenue to combine abolition 
tke-*-10, co 	en% 

1Lhigher rate relief for covenanted donations and measures against 
abuse were confirmed. 

The proposed relief for single gifts by companies, subject to 

a limit related to dividends, was also agreed in principle. It was 

for further consideration whether the limit should be set at 2 or 

3 per cent of dividends. Inland Revenue were asked for a note with 

examples of what this would mean for individual companies. It was 

noted that Nationalised Industries were, by definition, excluded 

from this proposal. 	The Chancellor said that he would need to 

quote the amount of additional giving expected to result from these 

changes. 	(Mr Beighton suggested that a limit of 2 per cent in 

dividends might in time lead to additional giving of £100 million.) 

The payroll giving scheme was also broadly agreed. 	The 

Chancellor accepted that it would be easier for Inland Revenue to 

monitor and control the scheme if it was operated through a 

clearing house or agency charity; this arrangement was acceptable 

given that it was confirmed that it would impose no restriction on 

the charities that could benefit from payroll giving (including 

local charities). It was agreed that in principle the new scheme 

could apply to any organisation with a payroll, including 

Nationalised Industries and the public service. 

The Chancellor stressed that the charities package should be 

very carefully presented. 	In addition to the usual Budget Day 

press notice, Inland Revenue should publish a pamphlet immediately 

after Royal Assent setting out: 	the Budget measures; other 

measures introduced since 1979; and all reliefs currently available 

for charitable giving. 
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2 	In response to a suggestion from Mr Cropper, the Chancellor 

ag ed that it might be worth looking at the scope for simplifying 

administrative arrangements for covenanting, after the Budget. 

(vii) Business Expansion Scheme 

It was agreed to show the net effect of continuing the BES 

beyond April 1987 and changes in coverage in a single line in the 

FSBR, on the lines of option (c) in Mr Battishill's minute of 

20 February. The full year cost of the scheme at current levels of 

investment would be given in the footnote. 

The Financial Secretary was asked to consider the few 

outstanding points on the scheme, in the light of a further 

submission from Inland Revenue. The Chancellor confirmed that CGT 

exemption should not be extended to existing BES shares. 

(viii) Indirect Taxes 

27. The Chancellor said that changes in excise duties should be 

grouped into three self financing packages (even though this would 

mean unrounded price increase4:- 

The change in petrol duty should precisely offset the 

effect of not revalorising car VED. The standstill on 

lorry VED should be financed by an increase in dery duty. 

Changes in tobacco duty should finance the standstill on 

alcohol duties. 

The minor oil duties should be restructured, with an 

increase in gas oil sufficient to finance abolition of 

all the other duties, with the exception of heavy fuel 

oil duty (which should be left unchanged). 

28. The Chancellor saw no case for increasing the duty on matches 

and mechanical lighters. 	The duty had only been retained for 

somewhat disreputable industrial reasons. The case for abolition 

should be reconsidered next year. 
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2111 The Chancellor accepted that there was a good case in 

principle for reducing the duty on on-course betting. 	But this 

was not the year to reduce betting duties. Some restructuring in 

betting and gaming duties should be considered for next year. 

Customs and Excise's recommendation that these duties should remain 

unchanged this year was accepted. 

Customs and Excise were asked for an urgent note confirming 

the details of this package. 

The Chancellor confirmed that he would give a firm pledge to 

introduce a duty differential in favour of unleaded petrol in this 

year's Budget speech. Legislative action on this proposal was for 

the 1987 Finance Bill. 
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BUDGET CONFIDENTIAL 
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DATE: 26 February 1986 

*CHIEF SECRETARY 	 cc 

*FINANCIAL SECRETARY 	 P /C&E  

*ECONOMIC SECRETARY 

*MINISTER OF STATE 

*SIR P MIDDLETON 

*SIR T BURNS 

*MR F E R BUTLER 

SIR G LITTLER 

*MR CASSELL 

MR MONCK 

MR A WILSON 

MR EVANS 

*MR MONGER 

MR ODLING-SMEE 

*MR SCHOLAR 

MR CULPIN 

*MR PRATT 

*MR CROPPER 

*MR LORD 

*MR H DAVIES 

SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS & EXCISE 

SEVENTH BUDGET OVERVIEW MEETING: PROVISIONAL AGENDA 

The seventh Budget Overview meeting will be held on Monday, 3 March 

at llam. The agenda is as follows:- 

(1) 	Budget scorecard  

Minute by Mr Scholar, 27 February. 

The scorecard will include a checklist of the decisions 

needed on all the main Budget tax measures. 
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(ii) 	Presentation of the Budget  

To be raised orally. 

2. 	The Overview should finish well before lunch, and will be 

immediately followed by a meeting to discuss the draft FSBR 

(excluding Parts II and III, 	which are being considered 

separately). Those on the above list marked with an asterisk (*) 

are invited to remain for the FSBR meeting. 

RACHEL LOMAX 
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The --gpapleth Budget Overview meeting will be held on Monday, 

Z4 PLLiudlyat llam. The agenda is as follows:-
3 tk,-c-vc4-- 

	

(i) 	Budget scorecard 
2:7 

Minute by Mr Scholar, 20 	February. 
!7lAeJ(nN1" 

(1-10 C.4 



• 
i) 	

Indirect taxes  

To be raised orally. 

(Also relevant: Minor oil duties; minute by Mr 

Jefferson Smith 20 February. Matches and mechanical 

lighters: minute by Mr Jefferson Smith, 20 February.) 

'National insurance contributions  

Mute by Miss Noble, 20 February. 

\ 
	 • 

Employment package: Community Programme options  

Submisaion to Chief Secretary from Mr Monck, 20 

February.  

Charities Package  

Minute by %Mr Corlett, 	17 	February; 	note 	from 

PS/Financial Secretary, 19 February. 

Pension surpluses  

Minute by Mr Corlettp, 19 February. 

(Also relevant: Pension fund surpluses: actuarial 

assumptions, minute by dlovernment Actuary, 20 February.) 410 

Stamp duty  

Minute by Mr Cassell, 20 February. 

BES: costings  

Minute by Mr Battishill, 20 February. 

2. 	The meeting will continue over lunch. 

• 
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FROM: MRS R LOMAX 

DATE: 28 February 1986 

*CHIEF SECRETARY 

*FINANCIAL SECRETARY 

*ECONOMIC SECRETARY 

*MINISTER OF STATE 

*SIR P MIDDLETON 

*SIR T BURNS 

*MR F E R BUTLER 

SIR G LITTLER 	 Rs/le. 
*MR CASSELL 	 PS/C&E• 

MR MONCK 

MR A WILSON 

MR EVANS 

*MR MONGER 

*MR ODLING-SMEE 

*MR SCHOLAR 

MR CULPIN 

*MR PRATT 

*MR CROPPER 

*MR LORD 

*MR H DAVIES 

SIR L AIREY - INLAND REVENUE 

MR ISAAC - INLAND REVENUE 

MR BATTISHILL - INLAND REVENUE 

SIR ANGUS FRASER - CUSTOMS & EXCISE 

MR KNOX - CUSTOMS AND EXCISE 

SEVENTH BUDGET OVERVIEW MEETING: AGENDA 

The seventh Budget Overview meeting will be held on Monday, 3 March 

at 11 am. The revised agenda is as follows:- 

(i) 	Budget scorecard  

Minute by Mr Scholar, 27 February. 

The scorecard includes a checklist of the decisions 

needed on all the main Budget tax measures. 

cc On call for FSBR meeting  
Part 4  

Miss Sinclair 
Mr Calder - IR 
Mr Johns - IR 

Part 5&6  

Mr Turnbull 
Miss Peirson 
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Also relevant: 	Income Tax Options - Mr Mace, 

27 February 

1986 Budget: National Insurance 

Contributions - Miss Noble, 20 February. 

(NB. not 27 February) 

Charitable Giving - Mr Beighton, 

27 February 

Budget Day changes - Mr Battishill, 

27 February 

(ii) 	Presentation of the Budget 

To be raised orally. 

The Overview should finish well before lunch, and will be 

immediately followed by a meeting to discuss the draft FSBR 

(excluding Parts II and III, which are being considered 

serparately). Those on the above list marked with an asterisk (*) 

are invited to remain for the FSBR meeting. Copy recipients are 

asked to stand by from noon onwards for discussion of the relevant 

sections of the FSBR. 

Miss Peirson's note of 20 February (1986 FSBR: Allocating the 

Reserve) is relevant to the discussion of parts 5 and 6. 

RACHEL LOMAX 
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CHIEF SECRETARY 

FINANCIAL SECRETARY 

ECONOMIC SECRETARY 

MINISTER OF STATE 

SIR P MIDDLETON 

SIR T BURNS 

MR F E R BUTLER 

SIR G LITTLER 

MR CASSELL 

MR MONCK 

MR A WILSON 

MR H P EVANS 

MR MONGER 

MR ODLING-SMEE 

MR SCHOLAR 

MR CULPIN 

MR PRATT 

MR CROPPER 

MR H J DAVIES 

MR LORD 

MR L AIREY IR 

MR BATTISHILL IR 

MR ISAAC IR 

SIR A FRASER C&E 

MR KNOX C&E 

cc PS/IR 
PS/C&E 

OVERVIEW MEETING 

There will be no overview meeting on Monday 10 March. A final 

scorecard will be circulated early next week. 

RACHEL LOMAX 
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411 	RECORD OF THE SEVENTH BUDGET OVERVIEW MEETING:  

11 AM ON 3 MARCH 1986 	 CoPti tAb OF (0 

aiF WI°  1 JJ 22_ 
Present Chancellor 

Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Sir G Littler 
Mr Cassell 
Mr Monck 
Mr Wilson  

Mr Monger 
Mr Odling-Smee 
Mr Scholar 
Mr Culpin 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 

Sir A Fraser - C&E 
Mr Knox - C&E 

Papers  

( ) 	Scorecard: Mr Scholar's minute of 27 February. 

Income tax options: Mr Mace, 27 February. 

Stamp duty: ADR: Mr Isaac, 27 February. 

Charitable giving by companies: 	Note by Mr Beighton, 

27 February. 

Vermouth and fortified wine: Recent market developments: 

Minute by Mr Jefferson-Smith, 27 February. 

Pre-Budget deliveries of tobacco products: Note by 

Mr Jefferson-Smith, 28 February. 

Excise duties  

The Chancellor confirmed the excise duty package summarised in 

paragraph 2 of the seventh scorecard. 



Al, Vermouth and fortified wine: 	It was agreed that nothing 

should be done in this year's Finance Bill, but that Customs should 

aim for a longer term restructuring of the wine duties. Contingent 

defensive briefing should be prepared against the possibility that 

this would lead to a significant loss of revenue in 1986-87, with 

attendant publicity. 

3. 	Tobacco forestalling: It was agreed that Customs should issue 

a press notice announcing restrictions on clearances of cigarettes 

ahead of the Budget. The draft press notice was amended in the 

light of the discussion, to highlight the growing scale of the 

problem this year, and to suggest that Customs might be considering 

putting such action on a routine footing for the future. 

Pension fund surpluses 

No decision was taken as to how Inland Revenue should respond 

to the very small minority of cases where the 5 per cent trigger 

might prove inconsistent with the arrangements for contracting out. 

The point should be covered in briefing, using the argument that it 

was always open to funds to reduce surpluses by improving benefits 

paid. 

It was agreed that the tax charge on refunds should be set at a 

rate of 40 per cent. The Chancellor was concerned that it should 

not be presented as a new tax, but as a special charge (at a flat 

rate, and securely ring-fenced) to corporation tax. Mr Battishill 

pointed out that this presentation could increase pressure to allow 

ACT to be set off against the new charge. He undertook to report 

further on this presentation. It was agreed that the new charge 

should not be separately identified in the FSBR (eg. in 

table 6.B3); it should be aggregated with CT (or income tax as 

appropriate) and referred to, if necessary, in footnotes. 

Stamp duty 

6. 	The Financial Secretary questioned the provisional decision to 



I 
charge entry into ADRs at 3 per cent. 	After discussion it was 

agreed to set the charge at 5 per cent. Even at this rate, which 

was likely to prove prohibitive, the consequences for companies 

wishing to make new issues in the US were unlikely to be unduly 

damaging. 

Mr Isaac's minute of 27 February noted that the new ADR charge 

could not take effect until the Budget Resolutions were passed on 

24 March, and set out three options for dealing with the potential 

loss of tax in the intervening six days. The Chancellor ruled out 

approach A (do nothing): the risk of serious revenue loss was too 

great. 	He also ruled out approach C (delay tabling the ADR 

resolution until 24 March). The Economic Secretary and the Inland 

Revenue were asked to look at option B (construct a temporary 

change, applicable between 18 and 24 March). If it proved possible 

to improve on option B, so much the better. 

Mr Isaac confirmed that the costing of the stamp duty package 

took into account increased yield from CGT arising from higher 

turnover. 	Mr Scholar was asked to look at the way this was 

presented in the FSBR. 

Charitable giving  

It was agreed that the limit on relief for single donations by 

companies should be set at 3 per cent of dividends. At least to 

start with, there should be no special rules for non-profit making 

bodies, or companies which, for whatever reason, did not pay 

dividends. 

Minor starters  

The Chancellor was very attracted to the proposal to impose a 

withholding tax on foreign entertainers and sportsmen performing in 

the UK. 	He recognised that there might be some political 

difficulty (for example over opera singers), but that pointed to 

legislation in 1986 (if that were possible) rather than 1987. 

Before taking a final decision, the Chancellor asked Mr Battishill 



410 the following further information:- 

A breakdown between how much of the tax would actually be 

borne by individuals, and how much by overseas 

Exchequers. 

A list of the other OECD countries which already had such 

a withholding tax. 

Whether Parliamentary Counsel could prepare something to 

appear in the Finance Bill as introduced - even if 

substantial amendment at Report Stage proved necessary. 

The Financial Secretary, in conjunction with the Chief 

Secretary, had been looking at the possibility of a CGT relief for  

selling land to repay debts. This would help small farmers, at a 

small cost. The Financial Secretary would be putting a 

recommendation to the Chancellor very shortly. 

It was agreed that the July 1986 Social Security Uprating  

should be exempted from income tax. The cost should be scored as a 

lollipop. Mr Isaac to provide a line to take to ensure that this 

was not taken as a precedent for future occasions when the uprating 

turned out to be miniscule. 

Budget judgement 

The Chancellor said that the latest forecast showed room for a 

budget package of around £1 billion within a PSBR no higher than 

that suggested in last year's MTFS, even assuming oil prices of $15 

a barrel or lower. In principle, therefore, it would be possible 

to use some or all of this additional room for manoeuvre to cut 

income tax by lp, restructuring the higher rates as outlined in 

Mr Mace's minute of 27 February and offsetting the NIC package. 

There was a related question about what PSBR figure to publish for 

1985-86; the latest forecast pointed to a likely outturn of around 

£6 billion, well below previous expectations. 



• 
14. In discussion the following points were made:- 

There was considerable uncertainty about the prospects 

for oil prices which would continue right up to the 

Budget and probably beyond. This was a strong argument 

for playing safe in the Budget, which in turn pointed to 

a neutral Budget. 

While it was debatable whether a El million budget 

package would have a directly damaging impact on markets, 

especially if coupled with an obviously prudent PSBR and 

oil price assumption, the announcement that it was after 

all possible to cut income tax, after all that had been 

said so far, was likely to be greeted with cynicism. 

This would be politically damaging; and a poor political 

reception to the Budget could itself damage market 

sentiment. 

In presentational terms, a cut in income tax would have 

far more impact than changing employee NIC's. 

A failure to cut income tax this year would be a severe 

blow to the Government's tax strategy, which would be 

politically damaging especially in the longer term. 

An overly cautious approach to the budget, supported by 

PSBR and oil price assumptions which might rapidly be 

overtaken by events (eg if the oil price bounced back, or 

the 1985-86 PSBR was significantly undershot) would not 

only be a missed opportunity - it might seriously weaken 

the Treasury's hand in the forthcoming public expenditure 

round. 	The risk was that the leeway created by not 

cutting taxes would be immediately taken up by higher 

public spending. 



4IPvi) 	While there was a clear case for not departing too far 
from the PSBR shown in last year's MTFS, the combination 

of a £71 billion PSBR and a zero fiscal adjustment might 

lack credibility. 	If the decision was to stick with a 

neutral Budget, it would be preferable to publish a PSBR 

of £7 billion, on the assumption of a $15 oil price. 

The Inland Revenue were already coming under pressure to 

do something about the instalment system for paying PRT. 

This would be intensified by publishing an oil price 

assumption that implied that the oil market was unlikely 

to stabilize during the coming financial year. 

The modest scale of the employment and enterprise 

measures would be more readily defended in the context of 

a neutral Budget. 

Summing up, the Chancellor said he was minded to go for a 

neutral Budget, and to publish figures for the PSBR of £7 billion 

in both 1985-86 and 1986-87. However, final decisions on income 

tax were not needed until 4 March; he would reflect further, in the 

light of the discussion. 

Next overview 

The next overview meeting will be held on Monday 10 March at 

11 am. All papers should be circulated on Thursday 6 March. 

RACHEL LOMAX 

3 March 1986 

Distribution  

Those present 
Mr Evans 
PS/IR 
PS/C&E 



• 

 

 

  

crte_Mpaz 1v\;1A..,4e 

c_o_ Pi--b124  

t"e_ct_rkA ryNckik 



Scorecard: Mr Scholar's minute of 27 February. 

   

Income tax options: Mr M 	27 February. 
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inancial Secretary 

< onomic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Sir G Littler 
Mr C!-1 
Mr 
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Sir A Fraser - C&E 
Mr Knox - C&E 

Stamp duty: ADR: Mr I 	7 February. 

Charitable giving by compard 	Note by Mr Beighton, 

27 February. 

(v) 
	

Vermouth and fortified wine: Recent market developments: 

Minute by Mr Jefferson-Smith, 27 February. 

Mr Monger 
Mr Odling-Smee 
Mr Scholar 
Mr Culpin 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 

(vi) 	Pre-Budget deliveries of tobacco pr 

Mr Jefferson-Smith, 28 February. 

Note by 

Excise duties 

  

    

The Chancellor confirmed the excise duty package summ 
	

in 

paragraph 2 of the seventh scorecard. 

2. 	Vermouth and fortified wine: 	It was agreed that nothing 

should be done in thic 	 Finanop Rill,  ut that Customs should 
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 would lead to a significant loss of revenue in 1986-87, with 

dant publicity.  

..c  co forestalling: It was agreed that Customs should issue 

a pr 	tice announcing restrictions on clearances of cigarettes 

ahead 	t e Budget. 	The draft press notice was amended in the 

light of the discussion, to highlight the growing scale of the 

problem this year, and to suggest that Customs might be considering 

putting such action on a routine footing for the future - and 

timing it so t 	was manifestly in advance of Budget decisions. 

Pension fund sur 

No decision waJ as to how Inland Revenue should respond 

to the very small mine 	of cases where the 5 per cent trigger 

might prove inconsisten 	t the arrangements for contracting out. 

The point should be cover 	in briefing, using the argument that it 

was always open to funds to reduce surpluses by improving benefits 

paid. 

It was agreed that the tax ch 	on refunds should be set at a 

rate of 40 per cent. The Chancel e. was concerned that it should 

not be presented as a new tax, but 	special charge (at a flat 

rate, and securely ring-fenced) to co 	ion tax. Mr Battishill 

pointed out that this presentation could 	ease pressure to allow 

ACT to be set off against the new charge. He undertook to report 

further on this presentation. It was agreed that the new charge 

should not be separately identified in the FSBR (eg. in 

table 6.B3); it should be aggregated with CT (or income tax as 

aim for a longer te 
BUDGET SECRET 
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Stamp duty 

6. 	The Financial Secretary questioned the provisional 

charge entry into ADRs at 3 per cent. 	After discussi 

agreed to set the charge at 5 per cent. Even at this rat 

on to 

was 

was likely to prove prohibitive, the consequences for COM 

wishing to make new issues in the US were unlikely to be unduly 

damaging. 

BUDGET SEC:FIE! I NOT TO BE COPIED 
BUDGET LIST ONLY 



I 

 BUDGET SECRET I NOT TO BE COPIED 

Mr Isaac's min  te3WIDPEAJALCIAVa t  at the new ADR charge 
id not take effect until the Budget Resolutions were passed on 

rch, and set out three options for dealing with the potential 

tax in the intervening six days. The Chancellor ruled out 

A (do nothing): the risk of serious revenue loss was too 

gre 	e also ruled out approach C (delay tabling the ADR 

resol t 	until 24 March). The Economic Secretary and the Inland 

at option B (construct a temporary 

charge, applicable between 18 and 24 March). If it proved possible 

to improve on option B, so much the better. 

Mr Isaac 	med that the costing of the stamp duty package 

took into accou 	reased yield from CGT arising from higher 

turnover. 	Mr S 	was asked to look at the way this was 

presented in the F 

Charitable giving 
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c,  It was agreed that the limit on relief for single donations by 

companies should be set at 3 per cent of dividends. At least to 

start with, there should be no special rules for non-profit making 

bodies, or companies which, for 	atever reason, did not pay 

dividends. 

Minor starters 

The Chancellor was very attracted 
	

proposal to impose a 

withholding tax on foreign entertainers and)sportsmen  performing in 
the UK. 	He recognised that there might be some political 

difficulty (for example over opera singers), but that pointed to 

legislation in 1986 rather than 1987. Before 	ing a final 

decision, the Chancellor asked Mr Battishill f4 	following 

further information:- 

(i) 	A breakdown between how much of the tax woul 	lly be 

borne by individuals, and how much by 44- seas 

Exchequers. IP<(1\ 
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A list of hBuilpe-NEEliffpuotriaeys hich already had sue 

a withholding tax. 

Whether Parliamentary Counsel could prepare something to 

appear in the Finance Bill as introduced - even if 

substantial amendment at Report Stage proved necessary. 

11. T 	nancial Secretary, in conjunction with the Chief 

Secretary, had been looking at the possibility of a CGT relief for  

selling land to repay debts. This would help small farmers, at a 

small cost. 

recommendation 

The Financial Secretary would be putting a 

Chancellor very shortly. 

12. It was agr 

should be exempted 

lollipop. Mr Isaac 

was not taken as a pre 

turned out to be minisc 

t the July 1986 Social Security Uprating  

ncome tax. The cost should be scored as a 

vide a line to take to ensure that this 

for future occasions when the uprating 

Mr Monck was asked to consider the presentation in the FSBR of 

the measures to counter fraud and abuse, perhaps by dropping this 

item and including it in a "staff and running costs" line in the 

table. He would also look again e likely take-up of the New 

Workers' Scheme; on the face of it 	pay levels might be too low. 

budget package of around El billion withi.R.  a PSBR no higher than 
that suggested in last year's MTFS, even assuming oil prices of $15 

a barrel or lower. In principle, therefore, it would be possible 

to use some or all of this additional room for 	uvre to cut 

income tax by lp, restructuring the higher rate 	utlined in 

Mr Mace's minute of 27 February and dropping th 	package. 

There was a related question about what PSBR figure 	ish for 

1985-86; the latest forecast pointed to a likely outtu 	round 

£6 billion, well below previous expectations. 

15. In discussion the following points were made:- 
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The Chancellor said that the latest  ©cast showed room for a 
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for playing safe in the Budget, which in turn pointed to 

a neutral Budget. 

hile it was debatable whether a El billion budget 

package would have a directly damaging impact on markets, 

especially if coupled with an obviously prudent PSBR and 

oil price assumption, the announcement that it was 

possi 	to cut income tax, after all that had been said 

so 	r 	s likely to be greeted with cynicism. 	This 

would 	olitically damaging; and a poor political 

recepti 

sentiment 

the Budget could itself damage market 
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rms, a cut in income tax would have 

changing employee NIC's. 

A failure to cut income tax this year would be a severe 

blow to the Government's tax strategy, which would be 

politically damaging espe 	lly in the longer term. 

An overly cautious approagh 	the budget, supported by 

PSBR and oil price assump ons which might rapidly be 

overtaken by events (eg if th 	rice bounced back, or 

the 1985-86 PSBR was signific 	undershot) would not 

only be a missed opportunity - i might seriously weaken 

the Treasury's hand in the forthcoming public expenditure 

round. The risk was that the leeway created by not 

cutting taxes would be immediately take 	p by higher 

public spending. 

(vi) 	While there was a clear case for not depa 
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(vii) The Inland  laVEWEILLATSIM-io   ing under pressure 

	

do something about the instalment system for paying PRT. 	

' 

This would be intensified by publishing an oil price 

assumption that implied that the oil market was unlikely 

to stabilize during the coming financial year. 

he modest scale of the employment and enterprise 

measures would be more readily defended in the context of 

a neutral Budget. 

16. Summing up, the Chancellor said he was minded to go for a 

neutral Budge 	to publish figures for the PSBR of perhaps 

about £7 billi 	both 1985-86 and 1986-87. 	However, final 

decisions on inc 	were not needed until 4 March; he would 

reflect further, I 	h 	ight of the discussion. 

Next overview 

  

'‘. 17. The next overview me ing will be held on Monday 10 March at 

11 am. All papers should be circulated on Thursday 6 March. 
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RECORD OF THE SEVENTH BUDGET OVERVIEW MEETING:  

11 AM ON 3 MARCH 1986  

Present Chancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Sir G Littler 
Mr Cassell 
Mr Monck 
Mr Wilson 

Mr Monger 
Mr Odling-Smee 
Mr Scholar 
Mr Culpin 
Mr Pratt 
Mr Cropper 
Mr Lord 
Mr H Davies 

Sir L Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 

Sir A Fraser - C&E 
Mr Knox - C&E 

Scorecard: Mr Scholar's minute of 27 February. 

Income tax options: Mr Mace, 27 February. 

Stamp duty: ADR: Mr Isaac, 27 February. 

Charitable giving by companies: 	Note by Mr Beighton, 

27 February. 

Vermouth and fortified wine: Recent market developments: 

Minute by Mr Jefferson-Smith, 27 February. 

Pre-Budget deliveries of tobacco products: 	Note by 

Mr Jefferson-Smith, 28 February. 

Excise duties 

The Chancellor confirmed the excise duty package summarised in 

paragraph 2 of the seventh scorecard. 

2. Vermouth and fortified wine: 	It was agreed that nothing 

should be done in this year's Finance Bill, but that Customs should 



for a longer term restructuring of the wine duties. Contingent 

defensive briefing should be prepared against the possibility that 

this would lead to a significant loss of revenue in 1986-87, with 

attendant publicity. 

3. 	Tobacco forestalling: It was agreed that Customs should issue 

a press notice announcing restrictions on clearances of cigarettes 

ahead of the Budget. The draft press notice was amended in the 

light of the discussion, to highlight the growing scale of the 

problem this year, and to suggest that Customs might be considering 

putting such action on a routine footing for the future 	and 

timing it so that it was manifestly in advance of Budget decisions. 

Pension fund surpluses 

No decision was taken as to how Inland Revenue should respond 

to the very small minority of cases where the 5 per cent trigger 

might prove inconsistent with the arrangements for contracting out. 

The point should be covered in briefing, using the argument that it 

was always open to funds to reduce surpluses by improving benefits 

paid. 

It was agreed that the tax charge on refunds should be set at a 

rate of 40 per cent. The Chancellor was concerned that it should 

not be presented as a new tax, but as a special charge (at a flat 

rate, and securely ring-fenced) to corporation tax. Mr Battishill 

pointed out that this presentation could increase pressure to allow 

ACT to be set off against the new charge. He undertook to report 

further on this presentation. It was agreed that the new charge 

should not be separately identified in the FSBR (eg. in 

table 6.B3); it should be aggregated with CT (or income tax as 

appropriate) and referred to, if necessary, in footnotes. 

Stamp duty 

The Financial Secretary questioned the provisional decision to 

charge entry into ADRs at 3 per cent. 	After discussion it was 

agreed to set the charge at 5 per cent. Even at this rate, which 

was likely to prove prohibitive, the consequences for companies 

wishing to make new issues in the US were unlikely to be unduly 

damaging. 



110 Mr Isaac's minute of 27 February noted that the new ADR charge 

could not take effect until the Budget Resolutions were passed on 

24 March, and set out three options for dealing with the potential 

loss of tax in the intervening six days. The Chancellor ruled out 

approach A (do nothing): the risk of serious revenue loss was too 

great. 	He also ruled out approach C (delay tabling the ADR 

resolution until 24 March). The Economic Secretary and the Inland 

Revenue were asked to look at option B (construct a temporary 

charge, applicable between 18 and 24 March). If it proved possible 

to improve on option B, so much the better. 

Mr Isaac confirmed that the costing of the stamp duty package 

took into account increased yield from CGT arising from higher 

turnover. 	Mr Scholar was asked to look at the way this was 

presented in the FSBR. 

Charitable giving  

It was agreed that the limit on relief for single donations by 

companies should be set at 3 per cent of dividends. At least to 

start with, there should be no special rules for non-profit making 

bodies, or companies which, for whatever reason, did not pay 

dividends. 

Minor starters  

The Chancellor was very attracted to the proposal to impose a 

withholding tax on foreign entertainers and sportsmen performing in 

the UK. 	He recognised that there might be some political 

difficulty (for example over opera singers), but that pointed to 

legislation in 1986 rather than 1987. Before taking a final 

decision, the Chancellor asked Mr Battishill for the following 

further information:- 

(i) 	A breakdown between how much of the tax would actually be 

borne by individuals, and how much by overseas 

Exchequers. 



01) 
	

A list of the other OECD countries which already had such 

a withholding tax. 

(iii) 	Whether Parliamentary Counsel could prepare something to 

appear in the Finance Bill as introduced - even if 

substantial amendment at Report Stage proved necessary. 

The Financial Secretary, in conjunction with the Chief 

Secretary, had been looking at the possibility of a CGT relief for  

selling land to repay debts. This would help small farmers, at a 

small cost. The Financial Secretary would be putting a 

recommendation to the Chancellor very shortly. 

It was agreed that the July 1986 Social Security Upratinq 

should be exempted from income tax. The cost should be scored as a 

lollipop. Mr Isaac to provide a line to take to ensure that this 

was not taken as a precedent for future occasions when the uprating 

turned out to be miniscule. 

Mr Monck was asked to consider the presentation in the FSBR of 

the measures to counter fraud and abuse, perhaps by dropping this 

item and including it in a "staff and running costs" line in the 

table. He would also look again at the likely take-up of the New 

Workers' Scheme; on the face of it the pay levels might be too low. 

Budget judgement 

The Chancellor said that the latest forecast showed room for a 

budget package of around £1 billion within a PSBR no higher than 

that suggested in last year's MTFS, even assuming oil prices of $15 

a barrel or lower. In principle, therefore, it would be possible 

to use some or all of this additional room for manoeuvre to cut 

income tax by lp, restructuring the higher rates as outlined in 

Mr Mace's minute of 27 February and dropping the NIC package. 

There was a related question about what PSBR figure to publish for 

1985-86; the latest forecast pointed to a likely outturn of around 

£6 billion, well below previous expectations. 

15. In discussion the following points were made:- 



41/(i) 	There was considerable uncertainty about the prospects 

for oil prices which would continue right up to the 

Budget and probably beyond. This was a strong argument 

for playing safe in the Budget, which in turn pointed to 

a neutral Budget. 

While it was debatable whether a El billion budget 

package would have a directly damaging impact on markets, 

especially if coupled with an obviously prudent PSBR and 

oil price assumption, the announcement that it was 

possible to cut income tax, after all that had been said 

so far, was likely to be greeted with cynicism. 	This 

would be politically damaging; and a poor political 

reception to the Budget could itself damage market 

sentiment. 

In presentational terms, a cut in income tax would have 

far more impact than changing employee NIC's. 

A failure to cut income tax this year would be a severe 

blow to the Government's tax strategy, which would be 

politically damaging especially in the longer term. 

An overly cautious approach to the budget, supported by 

PSBR and oil price assumptions which might rapidly be 

overtaken by events (eg if the oil price bounced back, or 

the 1985-86 PSBR was significantly undershot) would not 

only be a missed opportunity - it might seriously weaken 

the Treasury's hand in the forthcoming public expenditure 

round. The risk was that the leeway created by not 

cutting taxes would be immediately taken up by higher 

public spending. 

While there was a clear case for not departing too far 

from the PSBR shown in last year's MTFS, the combination 

of a £71 billion PSBR and a zero fiscal adjustment might 

lack credibility. 	If the decision was to stick with a 

neutral Budget, it would be preferable to publish a PSBR 

of £7 billion, on the assumption of a $15 oil price. 



411ii) 	The Inland Revenue were already coming under pressure to 
do something about the instalment system for paying PRT. 

This would be intensified by publishing an oil price 

assumption that implied that the oil market was unlikely 

to stabilize during the coming financial year. 

(viii) 	The modest scale of the employment and enterprise 

measures would be more readily defended in the context of 

a neutral Budget. 

Summing up, the Chancellor said he was minded to go for a 

neutral Budget, and to publish figures for the PSBR of perhaps 

about £7 billion in both 1985-86 and 1986-87. 	However, final 

decisions on income tax were not needed until 4 March; he would 

reflect further, in the light of the discussion. 

Next overview 

The next overview meeting will be held on Monday 10 March at 

11 am. All papers should be circulated on Thursday 6 March. 

RACHEL LOMAX 
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