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PAMPHLET ON INDEPENDENT TAXATION: FIRST DRAFT

I attach a first draft of the pamphlet gﬁ Budget Day.

2. Once you and others have had time to think about this, I

should

be glad of the chance to discuss it.

The first question is, who are we aiming at?

Journalists? MPs? The man in the street? Practitioners?

If we cannot satisfy all these in one go, what should we
do about the rest? For example, is it worth publishing
more detailed notes when the Finance Bill is published?

How far should the Budget Day pamphlet be a sales pitch,
and how far simply an explanation of what the new system
will look like?

What format will it be in?

35 Looking forward to the Budget Brief, and other presentational

exercises,

it may help to record the questions I found most

difficult in drafting the pamphlet.

a.

Why is the married couple's allowance always given first
to the husband?



o Given that it is going to be income-limited, why does

withdrawal start at such an astronomic income?

e Can the reform be described as a simplification?

4. One other thing we might consider is what information to

publish, and in what format, on distributiondeffects.

5 I am quite happy to do some more work on the pamphlet once I

have your comments and those of copy recipients.

A P HUDSON
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PAMPHLET ON INDEPENDENT TAXATION: FIRST DRAFT

MAIN POINTS

2 The Government is introducing a new system of
Independent Taxation for married couples, starting in
April 1990.

- A husband and wife will be taxed as separate

individuals.

- Each will have their own tax allowance and set

of tax rate bands.

Each will f£ill in their own tax return.

- The married man's allowance and the wife's

earned income allowance will be abolished.

- There will be a new married couple's allowance,
normally given to the husband, which brings his
total allowances up to the level of the old

married man's allowance.

o This sweeps away a system which 1lasted for
180 years.

- For the first time, married women will have

privacy and independence in their tax affairs.

= The present tax penalties on marriage will be
abolished.

- Many couples will pay less tax than they do

now. None will pay more in cash terms.

THE CASE FOR CHANGE

S The present system for taxing married couples is
based on treating husband and wife as one taxpayer, with



the husband 1legally responsible for filling in tax

returns and paying the couple's tax.

4. This principle dates back to the introduction of
income tax in 1805. Not osurprisingly, it produces
results which are completely unacceptable in today's

world.

5% First, a wife cannot have privacy or independence in

her tax affairs. Her husband is legally obliged to fill
in the couple's tax return, so she has to give him
details of all her income - whether earnings, interest on
a nest-egg, or even the profits of her own business.
This is absurd, in an age when two out of three married
women are in paid work, and millions more have savings of

their own.

6le Second, the system means couples can actually have

to pay more tax simply because they are married.

Although couples can elect for the wife's earnings to be
taxed separately, her investment income has to be added
to her husband's for tax purposes. So if he pays tax at a
higher rate than her - including, of course, if she would
otherwise not have to pay tax at all - the couple will
have to pay more than if they were living together as two

single people.

7S Many pensioner couples suffer from this problem,
because the wife has either savings, or a pension based
on her husband's national insurance contributions, or
both.

8% Tax penalties on marriage can occur for various
other reasons, mostly arising out of the rule that a
married couple's income 1is taxed as one. The most
important case 1is mortgage interest relief, where a
married couple are entitled to relief on up to £30,000,
whereas a cohabiting couple can have up to £30,000 each.



9. It is clearly unacceptable that marriage should be

penalised in this way.

10. The Government has therefore decided on a major
reform, to make the system fairer, simpler to understand,

and up to date.

THE NEW SYSTEM

11l. The basic principle of the new system is that
husband and wife will be taxed independently on the whole
of their incomes: earnings, savings, pensions, and
anything else. Their incomes will no longer be added
together, and each will pay their own tax, independent of
the income of the other. Income from joint accounts will
generally be split equally between the two for tax

purposes.

11A. Each will fill in their own tax return, and handle

their own tax affairs.

12. The married man's allowance and wife's earned income
allowance will be abolished. All taxpayers, male or
female, married or single, will start with the single
allowance (in 1987-88, £2425).

13. Married couples will also receive a new married

couple's allowance. The married couple's allowance and

the single allowance together will be worth the same as
the present married man's allowance. So, in 1987-88
terms, the married couple's allowance would be £1,370
(the difference between the married man's allowance of
£3,795 and the single allowance of £2,425).

14. The new married couple's allowance can be used by
either husband or wife. But for simplicity's sake, it
will be given first to the husband, as a general rule.



. Example 1 - husband and wife both earning

Take a typical couple where the husband earns £10,000 and

the wife £5,000.

Present system

Husband: 10000
less married man's

allowance 3795
so pays tax on 6205
so tax bill is

Independent Taxation
Husband: 10000
less single allowance 2425
less married couple's

allowance 1370
so pays tax on 6205
so tax bill ‘is

The couple's tax bill is unchanged.

1675.35

1675.35

Wife: 5000
less wife's earned

income allowance 2425
so pays tax on 2575
so tax bill is 695.25
Wife: 5000

less single allowance 2425

so pays tax on 2575
so tax bill is 695.25

Example 2 - husband earning, wife with investment income

Take a couple where,

again, the husband earns £10,000;

the wife has no earnings, but has £500 investment income,

in dividends on shares inherited from her parents.

Present system

Husband earns 10000
plus wife's investment

income 500
so total income 10500
less married man's

allowance 3795
SO pays tax on 6705

so tax bill is

1810.35

Wife's income is taxed with
husband's



‘gependent Taxation

Husband earns 10000 Wife's income 500
less single allowance 2425 less single allowance (2425)
less married couple's

allowance LSl

so pays tax on 6205 so tax bill is 0
so tax bill is 168535

The couple's tax bill is £135 lower.

COUPLES IN PARTICULAR CIRCUMSTANCES

"Breadwinner Wives"”

15. In some cases, the husband has little or no income,

and the wife is the main family breadwinner.

16. At present, because all the couple's income is
treated, for tax purposes, as the husband's, the wife is
able to claim both the married man's allowance and the

wife's earned income allowance against her earnings.

L 2Phis means that the couple where the & only
breadwinner is the wife pay a lot less tax than the
couple where the only breadwinner is the husband. There

is no justification for this.

18. ©Under Independent Taxation, both couples will be
treated in the same way. If the husband has no income,
the wife gets the married couple's allowance, so her
total tax allowance will be the same as a husband whose
wife has no income. If the husband has a small income,
but not enough to make full use of the married couple's

allowance, his wife can use the balance.



19. In other words, under Independent Taxation, a
couple's total tax allowances will be the same, whether
their income comes from husband or wife, or both, or from

earnings or savings, or a mixture of the two.

20. TIf these rules were introduced straight away, some
'breadwinner wives' would see a reduction in the value of
their tax allowance. The Government has therefore
decided on transitional arrangements to make sure that

they do not lose out in cash terms.

Example 3 - "breadwinner wife”

Husband has no income; wife earns £10,000.

Present System

Wife earns 10000
less wife's earned

income allowance 2425
less married man's

allowance 3795

SO pays tax on 3780

so tax bill is 1020.60

Independent Taxation, with transitional allowance

Wife earns 10000
less single allowance 2425
less married couple's

allowance 1370
less transitional

allowance 2425

SO pays tax on 3780

so tax bill is 102060

The value of the transitional allowance will fall over
the years, as the other allowances are increased, and it
will disappear when the combined value of the single
allowance and the married couple's allowance reaches the

present allowance for a "breadwinner wife".



Taxpayers over 65

21. Pensioner taxpayers will be among the main gainers

from Independent Taxation.

22. As now, taxpayers over 65 will get a higher tax
allowance (and those over 80 a higher allowance still).
Married women will qualify in their own right for this
allowance, rather than the wife's earned income allowance
which they currently get, and this could save them nearly
£150 tax. On top of that, they will be able to set this
allowance against income of any kind, including
investment income and pensions based on their husband's
contributions, which do not qualify for the wife's earned

income allowance.

23. There will be a higher rate of married couple's
allowance for couples whether one or both is over 65, and
a higher rate still if either partner is over 80.

24. As now, all the age allowances will be subject to an
income 1limit. They will be withdrawn by £2 for every
£3 of income above the limit, until they reach the level
of the ordinary allowances. But under Independent
Taxation, husband and wife will each have their own
income limit, whereas at present a single limit applies
to their combined income. So some A per cent more people

will qualify for the extra allowance.

Example 4

Take a couple who are both over 65 where the husband has
an occupational pension and the State pension, and the
wife has a pension based on her husband's contributions.

[Please could Inland Revenue devise suitable figures.]



Couples on Higher Incomes

25. At present, couples on high incomes, where the wife
earns more than a certain amount, generally elect to have
the wife's earnings taxed separately, because their

combined income would put them in a higher tax bracket.

26. Under Independent Taxation, their incomes will be
taxed separately, so the Wife's Earnings Election will
disappear. The husband will normally get the married
couple's allowancc. However, where the husband's income
is above [£40,000] a year, the married couple's allowance
will be reduced progressively, until it reaches the level
of the single allowance. The same arises if the married
couple's allowance is claimed by a wife with a very high
income.

Couples who marry during the tax year

27. In the year a couple marry, the married couple's
allowance will be apportioned, so that, for example,
where the marriage takes place half way through the tax

year, half of the allowance is available.

Couples where one partner dies during the year

28. 1In the year in which a married woman is widowed, and
the following tax year, she will be entitled, as now, to
the widow's bereavement allowance. There will be more
flexibility under Independent Taxation: the allowance
will be available against any of her income in the year
of bereavement, not Jjust against income which arises
after the husband's death, as at present.

ENDING THE TAX PENALTY ON MARRIAGE

29. The introduction of Independent Taxation eliminates
the main tax penalty on marriage: the taxation of the
wife's investment income at her husband's top rate of
tax. The Government 1is taking parallel measures to
eliminate the other tax penalties.



Mortgage Interest Relief

30. At present, mortgage interest relief is available on
a loan of up to £30,000 for the purchase of a home. But
the structure of the legislation means that two single
people sharing a home can get £30,000 each, and thus gain
a tax advantage over married couples. This creates a
widely resented tax penalty on marriage.

3l. In future, the 1limit on relief will apply to the
house or flat, irrespecctive of whether there are one or
two borrowers, married or single. This puts cohabiting
couples on the same footing as married couples, and

eliminates the tax penalty on marriage.

Capital Gains Tax

32. At present, a married couple share one annual exempt
amount for capital gains tax, whereas single people have
one each, and the husband normally has to deal with the

couple's CGT affairs.
33. ©Under Independent Taxation, husband and wife will
each have their own annual exempt amount and will each

look after their own affairs.

Additional Personal Allowance

34. At present, couples who 1live together outside
marriage can each claim the Additional Personal Allowance
(designed for single parents), if they have two or more
children. Thus between them, they get the equivalent of

two married allowances.

35. In future, this will be specifically prohibited by
the legislation.



Maintenance and Covenants

36. A few unmarried couples exploit the present tax
reliefs for maintenance and covenanted payments to gain a
tax advantage not available to married couples. The
major reform of this area, which the Government is
undertaking for wider reasons, will eliminate this tax

penalty for the future.

Other limits

37. In a number of cases, the amount of spending that
qualifies for tax relief is subject to a limit, and under
the present system, a married couple have to share the
limit between them. The most common example is [life

assurance or the BES?]

38. Under Independent Taxation, a husband and wife will

each have a separate ration of relief.

OTHER CONSEQUENCES

39. Transfers of assets between husband and wife will

remain exempt from CGT and Inheritance Tax.

40. At present, a husband and wife can set certain tax
reliefs against their joint income - the most common
example is [whatever it is]. Under Independent Taxation,
these reliefs will be available only against the income

of the spouse who actually made the payment.

TIMETABLE FOR CHANGE

41. Independent Taxation will come into operation from
April 1990.

10



42. During the previous tax year [can we be more
precise?], local tax offices will be getting in touch
with taxpayers to establish the information they need to
run the new system. That will involve, in particular,
setting up records for married women as taxpayers in
their own right, and Lransferring information onto these

records from their husbands' tax records.

1l
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MAINTENANCE AND COVENANTS: BUDGET DAY PAMPHLET

I attach a first draft of the Budget Day Pamphlet on Maintenance

and Covenants.

2. We had a word about what presentational material would be
required, and agreed that this pamphlet should be aimed at the man
in the street, and that you would start work on a more detailed
press release, explaining the new system for practitioners.

E, 8 Before we go very much further with this pamphlet, or the
other one which we are working on, I think we need to get a clear
steer from the Chancellor on exactly what format they should take,
and who they should be aimed at. I should like to do that in the
course of next week. So please could I have comments by, say, close
on Tuesday, not with the aim of perfecting the drafting by then,
but simply to sort out any horrible mistakes before showing the
text to Ministers as very much work in progress. I do not think it
is worth spending a lot of time poring over the details until we

know what exactly what we are aiming at.

A P HUDSON
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MAINTENANCE AND COVENANTS

FIRST DRAFT OF BUDGET DAY PAMPHLET ETC.

Introduction

s The Government is introducing a major reform of the
tax treatment of maintenance payments and covenants,

which will make the system fairer and simpler.

2o This pamphlet explains why the changes are being

made and how the new system will work.

Summary of the changes

B The new system will apply to new maintenance
payments and deeds of covenant. ~ Existing arrangements
will not be affected. And tax relief will still be given

for all covenants to charities.

4. For new maintenance payments, starting from [date]:

= the person receiving the payments, normally a
divorced wife, will not have to pay tax on

them;

= a man maintaining his ex-wife will get tax
relief on the payments he makes, up to a limit
of [£2,;500]:

- there will be no tax relief for maintenance

payments.

5% For new covenants:

- payments made under a deed of covenant will be

tax-free;

- no tax relief will be given for people making

covenants;



- parents of students, who are the main users of
- covenants, will benefit from a reduction in the

parental contribution to the student grant.

The Case for Change

6. The Government wants to simplify the tax system as
far as possible. That makes life easier for taxpayers,
accountants and solicitors, and the 1Inland Revenue,

alike.

7. The tax arrangements for maintenance payments and
deeds of covenant reflect the technical legal
consequences of a transfer of income from one person to
another under a legal agreement. That was viable in the
days when only a small number of relatively well-off and
well advised taxpayers were affected. But it is simply
not appropriate now that one in [twelve?] of the
population are affected, in what are straightforward,

everyday situations.

8 The vast majority of maintenance payments are made
by divorced or separated men to their ex-wives. This is,
in effect, housekeeping money, and there is no reason why
the ex-wives should pay tax on it. Similarly, there is
no logical reason for giving the man tax relief simply
because the payments are made under a particular kind of
legal agreement. What should be recognised 1is the
expense of helping to maintain two households.

[Dangerous?]

> 3 The present system for people who are separated or

divorced, is extremely complicated.

= Most maintenance payments are paid gross, and
the ex-husband has to claim tax relief
separately. And if the wife is above the tax
threshold, she has to pay tax on the money.
This makes work for the taxpayer and the Inland

ro



Revenue alike. And overall, no tax is raised
R in many cases, because the wife's tax bill is
cancellled out exactly by the husband's tax
relief. The system is also a disincentive for
the wife who wants to go out to work.

- A further complication is that some
maintenance payments are paid with tax already
deduclLed. In that case, where the ex-wife 1is
not liable to tax, she has to get a repayment
from the Revenue. This makes more work for
all, and delays the time when the wife or child

gets the full amount of the money.

10. The system can also penalise marriage itself. A few
couples, generally well-off and well advised, have gained
extra tax relief by remaining unmarried. They take out
maintenance orders against each other for the cost of
raising their <children, and get tax relief on the

payments, which married couples are unable to do.

11. The recent Sherdley case has opened the way to
further unfairness, by allowing a divorced parent tax
relief for the cost of educating his children who are
living with him. If that were to become common, the only
parents who would not get tax relief for the cost of
maintaining their children would be those who got married

and stayed married!

12. The same unnecessary complexity arises with
covenants. Apart from those to charity, where the system
works well, most covenants are made by parents'

supporting their student children.

13. Covenants to students have become popular since the
age of majority came down to 18, and parents were able to
get tax relief. But it is difficult to imagine a more
con¥oluted way of getting State support into the hands of
students.



1l4. The parent will usually already have gone through a

‘ -means-test for the student's grant. He then has to go
through the 1legal rigmarole of making a covenant, and
supplying evidence of payment. The Revenue then have to
means-test the student and repay him or her the relief.
And as covenant income is taxable, many students are
discouraged from taking holiday jobs and paying tax on
their earnings.

The New System

15. The Government has therefore decided on a radical
reform. In essence, this involves taking maintenance
payments and covenants out of the tax system, and giving

support, where appropriate, in other ways.

Maintenance Payments

16. People receiving maintenance payments will no
longer have to pay tax on them. Nor will they have to put
them on their tax return. [True?] This will simplify
the tax affairs of some A million people.

17. A m@n maintaining his ex-wife will get tax relief on
the payments he makes, up to a limit of [£2500], equal to
the single person's allowance. This recognises the cost
of helping to maintain a second household. If there were
no limit, a few well off taxpayers could get large
amounts of relief, far in excess of that available to the
married man who is still married. The limit of [£2,500]
would cover [over 90 per cent] of existing maintenance

payments.

18. No relief will be available for other maintenance

payments. [Why?]

Covenants

19. With the exception of covenants to charities, new
covenants will be taken out of the tax system altogether.
The payers will not get tax relief, and the recipients
will not have to pay tax on the money they get.



20. To give broad compensation to students, the student

. -grant for new students will be increased by B per cent
from [date]. [Do we have to put this in terms of the
parental contribution being reduced?] Thus State support
for students will be given solely through grants.

21. Other covenants are, in effect, a gift from one
person to another, often from grandparents to
grandchildren. There is no reason why these gifts should
get tax relief simply because they are made under a legal
agreement. This relief is therefore being abolished, as
part of the Government's policy of removing special tax
reliefs, where posssible, and using the revenue saved to

reduce the general burden of taxation.

Conclusion

22. These changes will bring a radical simplification of
the tax system for ordinary people, sweeping away three
different systems of taxing maintenance payments, the
unintelligible legal mumbo-jumbo surrounding covenants,

and the inevitable bureaucracy that follows both.
- The whole system will be easier to understand.

= All those receiving payments will find their

tax affairs easier to handle.
- Student support will be rationalised.

- The Revenue will save C staff.
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BUDGET DAY PAMPHLETS

I attach a shot at the Budget Day Pamphlets on Independent Taxation
and Maintenance and Covenants. These incorporate initial comments

from FP and the Revenue.

2. These are almost certainly too long and detailed to be
published as pamphlets. But before any more work is done on the
drafting, it would be helpful to have a word about the intended

audience and the scope of the pamphlets.

- Are we aiming at journalists? MPs? The man in the
street? Or tax practitioners?

- If we cannot satisfy all these in one go, should we aim
for a short pamphlet, plus a more detailed press release

or note?

- What balance should be struck between arguing the case

\&QL. for the proposals, and simply explaining how the new
@ ?ﬂﬁ system will work?

k .

7/\
\ﬁ}' - What format should the pamphlets take, and how widely

should they be distributed? Mr Walker's note (attached)
sets out the options here.



i The answers to these questions may, of course, be different

for Independent Taxation and Maintenance and Covenants.

On Independent Taxation, it may be worth putting out a
short pamphlet, selling the proposal, and a longer and
basically factual press release setting out the

consequences in more detail.

On Maintenance and Covenants, Mr Corlett has already
prepared detailed press releases and a Question-and-
Answer leaflet designed for the person actually involved

in the system (attached, top copy only).

A P HUDSON
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MAIN POINTS

What is Independent Taxation?

35 From April 1990, there will be a new system for

taxing married couples.
- Independent taxation for husbands and wives.

= Complete privacy and independence for married

women.
= An end to the tax penalties on marriage.

= Lower tax bills for many people.

20 The Government's reform sweeps away the system of
taxing husband and wife as a unit, which 1lasted for

180 years.

3% Under the new system:

- A husband and wife will be taxed as separate

individuals.

- Each will have their own tax allowance and set

of tax rate bands.

- The wife will be able to fill in her own tax

return
r 4

o The married man's allowance and the wife's
earned income allowance will be replaced by a
new married couple's allowance. For
simplicity, this will normally be given to the
husband, bringing his total allowances up to
the level of the old married man's allowance,
but if he does not have enough income to use
it, his wife can do so.



THE CASE FOR CHANGE

4. The present system for taxing married couples is
based on treating husband and wife as one taxpayer, with
the hueband lecgally respousible for filling 1in tax
returns and paying the couple's tax. For income tax
purposes, a married woman's income is deemed to be her

husband's.
5 This principle dates back to the introduction of
income~ ‘tax in  1805: Not surprisingly, it produces

results which are unacceptable in today's world.

(575 First, a wife cannot have privacy or independence in

her tax affairs. Her husband is responsible, in law for
filling in the couple's tax return, so she has to give
him details of all her income - whether earnings,
interest on her savings, or even the profits of her own
business. This is absurd, in an age when two out of
three married women are in paid work, and millions more

have savings of their own.

7AL Second, the system means couples can actually have

to pay more tax simply because they are married. This

affects, in particular, couples where the wife has a
certain amount of savings income, but would not have to

pay tax if she had her own tax allowance against this.

Bes Tax penalties on marriage can occur for various
other reasons. The most important of these is mortgage
interest relief: a married couple are entitled to
mor tgage interest relief on loans up to £30,000, whereas
an unmarried couple can have relief . -~on. Wp . to
£30,000 each.

O It is clearly unacceptable that the tax system

should penalise marriage.



10. The Government has therefore decided on a major
reform, to make the system fairer, simpler to understand,

and up to date.

THE NEW SYSTEM: INDEPENDENT TAXATION

11. The basic principle of the new system is that
husband and wife will be taxed completely independently -
on earnings, savings, pensions, and any other income.
Their incomes will no longer be added together, and each

partner will pay their own tax, independent of the other.

12. The wife will be able to fill in her own tax return,

and handle her own tax affairs.

13. The married man's allowance and wife's earned income
allowance will be abolished. All taxpayers, male or
female, married or single, will have a personal allowance
(in 1987-88 terms, £2425, for people under 65).

14. Married couples will also receive a new married

couple's allowance. The married couple's allowance and

the personal allowance together will be worth the same as
the present married man's allowance. So, in 1987-88
terms, the married couple's allowance would be £1,370
(the difference between the present married man's

allowance of £3,795 and Lhe single allowance of £2,425).

15. The new married couple's allowance will go in the
first instance to the husband, so he will see no
reduction in his tax threshold as a result of the change
to the new system. But if he has insufficient income to
make use of the allowance he will be able to transfer it
to his wife.

16. Examples 1 and 2, in Annex 1, show how the new

system will work.



COUPLES IN PARTICULAR CIRCUMSTANCES

Taxpayers over 65

17. Pensioner taxpayers will see a number of benefits

from Independent Taxation.

18. As now, taxpayers over 65 will get a higher tax
allowance (and those over 80 a higher allowance still).
Married women will qualify in their own right for this
allowance, rather than the wife's earned income
allowance. They will be able to set this allowance
against income of any kind, including investment income
and pensions based on their husband's contributions,
where the wife's earned income allowance 1is not

available.

19. There will be a higher rate of married couple's
allowance for couples where one or both is over 65, and a
higher rate still if either partner is over 80.

20. As now, all the age allowances will be subject to an
income limit. They will be withdrawn by £2 for every
£3 of income above the limit, until they reach the level
of the ordinary allowances. Under Independent Taxation,
husband and wife will each have their own income limit,
whereas alL present a single 1limit applies to their

combined income.

Couples on Higher Incomes

21. At present, couples on high incomes, where the wife
earns more than a certain amount, generally elect to have
the wife's earnings taxed separately, because their

combined income would put them in a higher tax bracket.

22. Under Independent Taxation, their incomes will be

taxed separately, so the Wife's Earnings Election will



disappear. The husband will normally get the married
couple's allowance. However, where the husband's income
is above [£40,000] a year, the married couple's allowance
will be reduced progressively, until it reaehes_the _lewvel

i . The same arises if the married
couple's allowance is claimed by a wife with a very high

income.

"Breadwinner wWives"™

23. At present, because all the couple's income 1is
treated, for tax purposes, as the husband's, the wife is
able to set the married man's allowance as well as the
wife's earned income allowance against her earnings, if
her husband cannot use his allowance. This means that
the couple where the only breadwinner is the wife pay a
lot less tax than the couple where the only breadwinner
is the husband.

24. Under Independent Taxation, both couples will be
treated in the same way. If the husband has no income,
the wife gets the married couple's allowance, so her
total tax allowance will be the same as a husband whose
wife has no income. If the husband has a small income,
but not enough to make full use of the married couple's

allowance, his wife can use the balance.

25. If these rules were introduced straight away, some
'breadwinner wives' would see a reduction in the value of
their tax allowance. The Government has therefore
decided on transitional arrangements to make sure that

they do not lose out.
ENDING THE TAX PENALTY ON MARRIAGE
26. The introduction of Independent Taxation eliminates

automatically the most common tax penalty on marriage:
the taxation of the wife's investment income at her

(O3]



husband's top rate of tax. The Government is also taking
steps to eliminate other tax penalties. Some of those
changes will come into effect before the main change to

Independent Taxation in 1990.

Mortgage Interest Relief

27. At present, mortgage intecrest relief is available on
a loan of up to £30,000 for the purchase of a home. But
two single people sharing a home can get relief on loans
up to £30,000 each, whereas a married couple share a
single ration of relief. This creates a widely resented

tax penalty on marriage.

28 [From August 1988], the limit on relief will apply
to the house or flat, irrespective of whether there are
one or more borrowers, married or single, living there.
This puts unmarried couples on the same footing as
married couples, and eliminates the tax penalty on

fl e B e

marriage.

Capital Taxes

29. The problems of the absence of privacy for married
women and the tax penalty on marriage arise for capital
gains tax in the same way as for income tax. A married
couple share one annual exemption for capital gains tax,
whereas single people have one each, and the husband has

to deal with the couple's CGT affairs.

30. From April 1990, under Independent Taxation,
husband and wife will each have their own annual
exemption, and partners will be responsible for their own
affairs.

31. Transfers of assets between husband and wife will

remain exempt from CGT and Inheritance Tax.



Additional Personal Allowance

32. At present, married couples can each claim the
Additional Personal Allowance if they have two or more
children living with them. This means that between them,

they get more allowances than a married couple.

33. [From April 1989], the rules for the Additional
Personal Allowances will be changed so that an unmarried
couple can get no more allowances in total than a married

couple.

Maintenance and Covenants

34. A few unmarried couples exploit the present tax
reliefs for maintenance and covenanted payments to gain a
tax advantage not available to married couples. The
Government is introducing a major reform of this area.

For new maintenance arrangements and covenants (except to

&

charities), the person receiving paymentﬁ_wil% not haye
N et ) f]
to pay tax on them, and tax relle€\w1ll be given ohnl

y to
men maintaining their ex-wives. This will eliminate the
tax penalty in this area. (A separate pamphlet/press
release gives further details.)

TIMETABLE FOR CHANGE

35. 1Independent Taxation will come into operation from
April 1990.

36. During the previous tax year, local tax offices will
need to get in touch with some taxpayers to ask for the
information they need to run the new system. That will
involve, in particular, setting up records for married
women as taxpayers in their own right, and transferring
information onto these records from their husbands' tax

records.

N —



ANNEX

Take a conple where
wife £5,000.

Present System

Husband: 10000
less married man's

allowance 3795
SO pays tax on 6205
So taxtbaiiSis 1675
Independent Taxation
Husband: 10000
less single allowance 2425
less married couple's

allowance 1370
so pays tax on 6205
so tax bill is 156 7°5

Vi
MP“W/V

Example 1 - husband and wife both earning

the husband earns £10,000 and the

The couple's tax bill is unchanged.

Example 2 - husband earning, wife with

Take a couple where,

again,

Wife: 5000
less wife's earned
income allowance 2425
so pays tax on 2595
35 so tax bill is 695525
Wife: 5000
less single allowance 2425
so pays tax on 2575
935 SO tax 'bill s 695 2.5

investment income

the husband earns £10,000;

the wife has no earnings, but has £500 investment income,

in dividends on shares inherited from her parents.



Present system

Husband earns

plus wife's investment
income

so total income

less married man's
allowance

SO pays tax on

so tax bill is

Independent Taxation

Husband earns
less single allowance

less married couple's
allowance

so pays tax on
SO “Eax: b1l s

10000 Wife's income is taxed with
husband's
500

10500

37915

6705

31035
10000 Wife's income 500
2425 less single allowance (2425)
1370

6205 SO ‘tax bill s 0
1167 5835

The couple's tax bill is £135 lower.

Example 3 - "breadwinner wife"

Husband has no income;

Present System

Wife earns

wife earns £10,000.

less wife's earned

income allowance

less married man's

allowance

SO pays tax on

so tax

bill is

3780
1020.60



Independent Taxation, with transitional allowance

Wife earns 10000
less single allowance 2425
less married couple's

allowance 1370
less transitional

allowance 2425

SO pays tax on 3780

so tax bill is 1020.60

The value of the transitional allowance will fall over
the years, as the other allowances are increased, and it
will disappear when the combined value of the single
allowance and the married couple's allowance reaches the

present allowance for a "breadwinner wife".

Example 4 - Pensioner Couple

Take a couple who are both over 65 where the husband has
an occupational pension and the State pension, and the

wife has a pension based on her husband's contributions.

Pensioner Couple

(Both over 65 under 80)

Now:
Husband: = Wife: £
Occupational Pension 3000 NIL
NIRP |
(including Cat B for
wife) 3427%*
6427
Age Allowance 4675
157152
Tax £ 473.04 Tax NIL

10



Independent Taxation

Husband £
Occupational Pension 3000
Own MIRP 2140%*
5140
Age Allowance 4675
465
Tax £R125555

So couple pay £347.49 less.

4ol

Wife

NIRP Cat B
Age Allowance

Tax

1287%*
2960
NIL

NIL

*#]1988-89 Levels.
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BUDGET CONFIDENTIAL

MAINTENANCE AND COVENANTS

THIRD DRAFT OF BUDGET DAY PAMPHLET ETC.

INTRODUCTION

e The tax system for maintenance payments and
covenants has become far too complicated, and produces
anomalies and distortions in the way pecple organise
their private finances. It also makes unnecessary work
for taxpayers and the 1Inland Revenue alike. The
Government has therefore decided to introduce a reform of
the system, bringing a major simplification by taking

most arrangements out of the tax system altogether.

2. This pamphlet explains why the changes are being

made and how the new system will work.

SUMMARY OF THE CHANGES

3. The new system will apply to new maintenance

payments and deeds of covenant. Existing arrangements

will not be affected. The people making the payments
will continue to get tax relief on them, and the
recipients will pay tax on the money they receive, in the
same way as now, for as long as the payments continue.
And tax relief will still be given for all covenants to

charities.

4. For new maintenance payments under Court Orders or

agreements made on or after 15 March:

= the person receiving the payments will not have
to pay tax on them;

- a man maintaining his ex-wife (or a woman
maintaining her ex-husband) will get tax
relief on the payments made, up to a limit of
[£2,500];

b L
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= there will be no tax relief for any other

maintenance payments.

5% For payments made under new deeds of covenant, other

than to charities:

= the person who receives the covenanted

payments will not have to pay tax on them;

- no tax relief will be given to the person

making the covenant;

= parents of students starting new courses will
stand tobenefit from a reduction in the
parental contribution to the student grant, to
balance the fact that tax relief will no longer
be available on covenants made after Budget
Day.

THE CASE FOR CHANGE

6. The present system, for both maintenance payments
and covenants, is too complicated, produces anomalies and
unfairness, and can penalise people who want to work.

Maintenance Payments

ik One in [twelve?] of the population now either makes
or receives maintenance payments. The vast majority are
made by divorced or separated men to their ex-wives.

8 There is no reason for the tax system to be involved
simply because the payments are made under a particular
kind of legal agreement. What should be recognised is
the expense arising from the breakdown of a marriage, and
hence of the need to maintain two households.

9. The system should be as simple and straightforward

as possible. 1In fact, it is extremely complicated.




- Most maintenance payments are paid gross, and
the ex-husband has to claim tax relief
separately. And if the wife is above the tax
threshold, she has to pay tax on the payments
she receives. This makes work for the taxpayer
and the Inland Revenue alike. And overall, no
tax is raised in many cases, because the wife's
tax  bill is ©cancelled out  exactly by  the

husband's tax relief.

= A further complication is that some
maintenance payments are paid with tax already
deducted. In that case, where the wife's
income is below the tax threshold, she has to
get a repayment from the Revenue. This makes
more work for all, and delays the time when the
wife ©or - - child gets the  full amount of the

money.

10. The system can also penalise marriage itself. A few

couples, generally well-off and well advised, have gained
extra tax relief by remaining unmarried. They take out
maintenance orders against each other for the cost of
raising their <children, and get tax relief on the
payments, which married couples are unable to do.

i L2 [The Courts have recently established that a
divorced parent can get a Court Order against him or
herself for the cost of educating his children who are
living with him, and get tax relief for it. Given the
tax advantages mentioned above that are open to unmarried
couples with children, that could mean that the only
parents who would not get tax relief for the cost of
maintaining their children would be those who got married

and stayed married!]

12. The system can also be a disincentive for the

ex-wife (or ex-husband) who wants to go out to work.



Because the maintenance payments are taxable, she may
find she has to pay tax on the first £1 that she earns.

Covenants

13. Similar problems arise from the present tax

treatment of covenants.

14. Apart from those to charity, most covenants are made
by parents' supporting their student children. But it is
difficult to imagine a more convoluted way of getting

State support into the hands of students.

15. The parent has to go through the legal rigmarole of
making a covenant, and supplying evidence of payment.
The Revenue then have to check the student's income, and

repay him or her the tax that had been paid.

16. As covenant income itself is taxable, many students
are discouraged from taking holiday jobs, because they
will have to pay tax on the first £1 of their earnings.

This is scarcely the best way of introducing young people

to the tax system. _— pv 7['0 Pﬂ_,\’ tarvk

17. Covenants can also be used by unmarried couples to
gain a tax advantage that is not available to married
couples, by covenanting money to their own children and

getting tax relief for that.

THE NEW SYSTEM

18. The Government has therefore decided on a radical
reform. In essence, this involves taking new maintenance
payments and non-charitable covenants largely out of the
tax system, and giving support, where appropriate, in

other ways.



Maintenance Payments

19. People receiving maintenance payments under new
Court Orders or agreements will not have to pay tax on
them. Nor will they have to put them on their tax
return. [IR checking.] This will simplify the tax

affairs of some A million people.

20. A man maintaining his ex-wife will get tax relief on
the payments he makes, up to a limit of [£2500], equal to
the single person's allowance. This recognises the cost
of helping to maintain a second household. If there were
no limit, a few well off taxpayers could get large
amounts of relief, far in excess of that available to the

ordinary married man.

21. No relief will be available for other maintenance

payments.

22. Thus the treatment of maintenance payments will be
more generous than it is now, in the vast majority of
cases. The husband will get the same relief as he does
now, and the wife will not have to pay tax on the

payments she receives.

23. The system will be
- simpler ,with one claim for relief;
= fairer, with no tax penalty on marriage;

- and better for incentives, with the wife able

to earn up to the single allowance without

having to pay tax.
Covenants
24. With the exception of covenants to charities, new

covenants (made on or after Budget Day) will be taken out
of the tax system altogether. The payers will not get



tax relief, and the recipients will not have to pay tax

on the money they get.

25. The main beneficiaries from the existing system have
been parents of students. They will be given broad
compensation through a reduction in the parental
contribution to the student grant. Thus support for

students will be concentrated in the grant system.

26. Students will be able to earn up to the tax
threshold without paying tax.

27. Other covenants are, in effect, a gift from one
person to another, often from grandparents to
grandchildren. There is no reason why these gifts should
get tax relief simply because they are made under a legal
agreement. This relief is therefore being abolished, as
part of the Government's policy of removing special tax
reliefs, where posssible, and using the revenue saved to

reduce the general burden of taxation.

Conclusion

28. These changes will bring a radical simplification of
the tax system for ordinary people, sweeping away two
different systems of taxing maintenance payments, the
unintelligible legal mumbo-jumbo surrounding covenants,

and the inevitable bureaucracy that follows both.
- The whole system will be easier to understand.

= All those receiving payments will find their

tax affairs easier to handle.
= Student support will be simplified.

- There will be 1less work for the Revenue 1in

running the system.
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‘ OPTIONS FOR PRODUCING BUDGET DAY PAMPHLETS: NOTE BY THE INLAND
REVENUE
i This note considers the possibilities open for the production
of Budget Day material over and above press notices etc. 1In

particular, it examines options for producing two additional

leaflets or booklets on g
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4 The Revenue's in-house printing team produce Budget Day press
notices to a very tight deadline, but have always delivered on time.
This is achieved by working overtime, in the week preceding the
Budget and all weekend (including nights). Last year they printed
and collated 13,000 sets of Revenue press notices, each set running
to 108 pages. These go into the Budget packs for the media and MPs,
and also to tax practitioners and the technical press. They also
have to cope with other Budget printing requirements (copying of the
Brief, etc, and Instructions to tax offices). We are confident
that, provided there are no major operating difficulties, they could
produce a similar amount of material this year if necessary; but
there is little margin for flexibility, particularly over the

pre-Budget weekend.

3 If it was decided to produce any other documents for issue on
hlgi or soon after Budget Day - for example, a consultative document on
. vith residence - scope for the production of additional leaflets or

wore booklets would be further constrained.
Options
4. Bearing this in mind, the main options are:
; 8 Use a secure outside printer to print a few thousand

copies for distribution with press notices. Printing

would take about three days if the Revenue provided copy
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in final form (including finished artwork). The best
estimate of overall production time, including setting
up, is four to five days. In addition, some time would
be needed for putting the leaflets in Budget packs etc.
This points to the final text being agreed by Tuesday or
Wednesday in the week preceding the Budget (i.e 8 or

9 March). This option would be more costly than
printing in-house (in the region of £3,000 to £4,000

for 13,000 copies of each leaflet) but has the advantage
that the leaflets could go into the Budget packs, and
thus be available to journalists for reproduction in the
press the following day. This would be particularly
helpful on maintenance and covenants, where those

affected will want details as quickly as possible.

b B Print the pamphlets in Somerset House well before the
pre-Budget weekend. Printing would need to be completed
by the Wednesday before the Budget in order not to
jeopardise the printing timetable for Press Releases.
The final text would need to be settled by the preceding
Friday (4 March).

Sl v Issue the text of the pamphlets on Budget Day as press
notices and subsequently print the same material so that
it appears in pamphlet form two or three days after the
Budget. 1In this case the final text would be agreed to
the same timetable as other press releases. It would
be necessary to decide the audience at which the

pamphlet was aimed and how to get it to them.

Each of options i. to iii. involves a print-run of only a few
thousand copies aimed at the media, MPs, representative bodies, and
perhaps tax practitioners. A format along the lines of the attached
booklets might be adequate (the text itself could be produced to
look more "professional", and the page size could probably be

altered if necessary).
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Dy There is a further option which would get leaflets into the

hands of a wider audience:

Vi Use a secure outside printer to print a more popular
leaflet for the gencral public. If the text were short
enough a format similar to some of the Revenue's
explanatory leaflets could be adopted (see attached

Hrﬂ? example). The print run needed for such a leatlet would

o PEFa, be longer and more complex than the Revenue could handle

in-house. To be available to the press and MPs on
Budget Day, and to the public through tax offices by say
the Thursday of Budget week, would be a major and
ambitious operation, but should be achievable if final
texts were agreed by Tuesday 8 or Wednesday 9 March.

The cost would be considerable - probably well in excess
of £20,000. To keep this option open, we would need to
start detailed planning (including lining up a secure

printer with capacity for such a job) immediately.

6. We think it is too ambitious to plan for final texts of these
pamphlets by 4 March, in which case option ii. 1is unrealistic. As
between options i, iii. and iv. the choice is essentially between
aiming at the public directly (option iv), or indirectly through the
media, MPs and practitioners (options i. and iii.). As between i.
and iii., i. has the advantage of having the leaflets available on

Budget Day but costs more.

Ui
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DEPARTMENTAL STATEMENT
1987

OVERALL AIMS AND OBJECTIVES

The Department's overall aims are to

advise Ministers on policies on the direct taxes and
stamp duties and the provision of valuation services;

implement its responsibilities for the management,
assessment, and collection of the direct taxes and
stamp duties in accordance with Government policy, and
legislation approved by Parliament;

provide valuation and rating services to local
authorities, other Government Departments, and for tax
purposes;

carry out these functions as efficiently and
effectively as possible within the Department's
financial and manpower targets.

MAIN CRITERIA RELEVANT TO CARRYING OUT

DEPARTMENTAL AIMS AND OBJECTIVES

In meeting the Department's policy responsibilities, to
give responsible, effective and timely advice, taking
account (inter alia) of;

® Exchequer cost/yield;
® economic and social effect;
® effect on perceived fairness and acceptability of

the tax system;

e administrative implications, including public
expenditure and manpower costs/savings;

° compliance burden on taxpayers and employers.
In carrying out the Department's statutory and

operational responsibilities for the direct taxes and
for the valuation and rating services to;

) assess and collect the tax properly due as
efficiently and economically as possible;

e value property to proper professional standards.



MAIN

In carrying out its management responsibilities
(involving almost 70,000 staff and a budget of over
£ pitrion) to:

® use its resources (both manpower and money)
efficiently and effectively, including maximum
effective use of new technology;

@ strengthen the accountability, together with the
freedom of action, of line managers at all levels
on the basis of delegated budgeting and improved
management information;

e operate effective personnel policies in regard to
the recruitment, retention, training, development,
motivation and well being of its staff, and seek
improvements in all their application.

In. its relations 'with the public, “in accordance with
the Taxpayer's Charter to;

o deal with the taxpayer's affairs
impartially and with strict
confidentiality;

fair Ly
regard for

® carry out its duties courteously, promptly and as
helpfully as possible;

@® have regard to the impact of its activities on
individuals, business, and the economy.

PRIORITIES AS AT APRIL 1987

TO;

meet new Ministerial decisions involving major
operational changes - most notably the revaluation of
non-domestic property;

implement the computerisation of PAYE (COP), Schedule D
assessing (CODA) and the new Collection and accounting
system for tax (BROCS) on schedule;

maintain the improvements 1in clerical workstate and
reduction of arrears successfully achieved in 1986 /87
by WIN in Taxes and Collection offices, and secure
further improvements (particularly in reducing the
number of open Schedule E cases and outstanding local
action notices in collection);

complete implementation of line management budgeting;

complete network office reorganisation.

Objective:

Target:

LINE MANAGEMENT BUDGETING

To secure, through delegated budgeting, better
value for money, and better results, with the
overall resources allocated to the department.

In 1987/88 to extend line management budgeting to
remaining 25% of the department involving a
further 400 budgetholders. tEn 1986/87 line
management budgeting was extended to 75% of the
department, involving 1,100 budgetholders).

NETWORK OFFICE RATIONALISATION
Objective: To reduce the size of the tax, collection and
valuation networks to create offices of a size
consistent with maximum operational efficiency.
Target: End of March 1988 End of March 1987 End of March 1986
(target) (actual) (actual)
Tax Offices 634 639 662
Collection Offices 136 149 154
Valuation Offices (E&W) 135 141 160
INSPECTOR NUMBERS
Objective: O
® ensure a continuing supply for the fully
trained and non-fully trained Inspectorate;
° reduce shortfalls in required Inspector
numbers.
Target: 1988 1987 1986 1986
(target) (target) (outturn) (target)
FT Inspectors
Graduate recruits
taking up duty 120% 120% 128+% 90%*
Internal Selections
(TO(HG) and Inspector) 00 100 90 47
NFT Inspectors
Selection for Accounts
Investigation Course o 0 580 RO
Inspector (0) promotions 60 60 118 160

*These figures are to 30 September each year (others are for calendar years)-

7



APPROVAL AND SUPERVISION OF PENSION SCHEMES

Objective: Toi:
® reduce the arrears O f work in the
Superannuation Funds Office;
@ improve the speed at which scheme approvals
are given.
Target: 1987/88 1986/87 1986/87 1985/86
(target ¢) (outturn) (target) (outturn)
Average monthly arrears:
Clerical (AA) 4203 4000 5401
Examination (A0 and above) 6277 5600 5725
Arrears over 3 months 164 170 335
Ratio of approvals to
applications 79% 82% 80%
COLLECTION OF STAMP DUTY
Objective: Toi
@ continue to collect stamp duty as
inexpensively as possible;
e maintain so far as possible the substantial
efficiency gains achieved in recent years.
Targets: 1987/88 1986/87 1986/87 1985/86
* (outturn) (target) (outturn)
Document processed target
(million) 8.4 7.1 5ie 2 643
Cost of processing target (each
document (£)) 0.9 0.94 1550 1al5
Duty Collected (£m) estimate 2460 1860 N/A 1230
(not a target)
Cost/yield percentage estimate 0.27% 0.36% N/A 0.59%

¢ Management initiative launched recently. Targets still under
discussion.

* Subject to receipt of final data.

‘ D. SPECIFIC DEPARTMENTAL TARGETS

FINANCIAL

To ensure that departmental expenditure is kept within the
overall costs limit, and that running costs are kept within the
running costs target, as required by Ministers.

Cash Limit Running Costs Target

1986/87 £m963.3 £m923.86
(net of receipts)

1987/88 £mi01328 £m980.4
(net of receipts)
MANPOWER

To ensure that manpower numbers are within the manpower targets
agreed by Ministers.

Manpower Target

as at 1l April 1987 68,250
1l et by LS 675957 4
COP/CODA
To complete the implementation of COP/CODA (including COP
enhancements) on schedule, including realisation of resulting
manpower savings (if financial and manpower targets are to be

met) .

Milestones:

by PApril 1987 COP operational in 9 regions
by April 1988 COP operational in all regions (except
Centre 1)

CODA fully operational in 2 pilot regions

by April 1989 Centre 1 opecrating COP
CODA.fully operational in all regions (except
Centre 1)

By December 1989 Centre 1 operating CODA.

Staffing savings by April 1989 (COP and CODA) - 5800.



TAXATION: CLERICAL WORK . ‘ TAXATION : INVESTIGATION

a. Post over 14 days Objective: Within existing resource constraints to
Objective: To hold the good position achieved at April 1987, & examine a sufficient percentage of cases in
and to reduce arrears further so far as possible. detail
Target: April 1988 April 1987 April 1987 April 1986 © verify, and as appropriate correct, the level
(provisional (actual) (original (actual) of profits shown in accounts submitted
target) target)
® act as a deterrent against fraud.
100,000-150,000 ¢ 136,000 192,000 1,295,000
B Open Schedule E cases Target: 1987/88 1986 /87 1986/87
¥ (target) (outturn) (target)
Objective: To reduce so far as possible cases at April 1988.
) Company Accounts 1452 e gios 1%
Target: April 1988 April 1987 April 198/ April 1986 T
(provisional (actual) (original (actual) Schedule D Accounts 2.25% 2.23% 2004,
target) target)
Current year 2,750,000 ¢ 4,258,000 2,196,000 3,544,000 COLLECTION
Earlier years 500,000 ¢ 789,000 516,000 837,000 Objective: To:
@ check the growth in, and so far as possible
s Schedule E returns examination reduce, the collectible balance outstanding;
Objective: To complete the bulk of the programme by October & hold, and if possible, reduce the over 14 day
L8, post arrears;
Target: 95% of returns examined by October 1987. (In ® collect at least 90% of taxes (other than tax
1986/7 93% were examined by October 1986). under appeal) assessed in the first 9 months
of 19877/8%
alis Schedule E employers' end of year returns
Objective: To transmit (oh form P228) to DHSS by October 1987 VALUATION :PROFESSIONAL STAFF OUTPUT
over 98% of schemes received.
Objective: To:
Target: Ditto :
ST @® give proper professional advice to the other
e. Schedule D principal assessing programme divisions -of . the Inland Revenue, other
: Government Departments and local authorities
Objective: To make and issue 100% assessments by November : ancerning the valuation, acquisition and
1987. disposal of property;
Target: Ditto @ maintain the rating valuation lists.
Target: 265 average weighted work-units per annum per
A professional valuer, maintaining the level
1 achieved in 1986/87.
)] Provisional target _set at April 1987, The provisional
target for April 1988, and other quarterly targets, are to s NON-DOMESTIC REVALUATION
be reviewed on a rolling basis, and if necessary revised, in : :
the light of changing circumstances. Objective: To complete: tagks by end :1989  in  time  for

introduction of the new valuation list on 1 April
1990 in accordance with Valuation Office's phased

timetable throughout the period of the
revaluation.
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F. MISCELLANEOUS

Construction Industry Tax Deduction Scheme - Carpet Fitting

Development Land Tax — negotiations on liability ....ceo..
- Double Taxation Conventions .......

Estate Duty - calculation of clawback charge on heritage
objects previously granted conditional exemption ...

- acceptance of property in lieu - waiver of
on tax satisfied (also applies to IHT - see section E)

Limitations on Inland Revenue advice to taxpayers .cceeceee

Securities dealt in on the Stock Exchange Unlisted
Securities Market - Status and valuation for tax
purposes. (. see also Section B ) ceeesiesecsccnces

StampDuty-=. convertible tlean stocky:coes it icisl .

- treatment of securities dealt in on the Stock
Exchange Unlisted Securities Market....eceee.

Deletions since last index issued

F2 - superseded by ESC Cl4 ( s67 FA 1982 applicable from 1 April
F3 - superseded by ESC D12

* This number allocated retrospectively. Practice announced in

Inland Revenue Press Release of 3 May 1984.
** This number allocated retrospectively. Practice announced in
Inland Revenue Press Release of 8 April 1987.
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SP12/81

SP 2/79

SP 4/84

*SP11/84

**SPp 6/87

Fl

SP18/80

SP 3/84

SP 9/84

1982 )

INDEX OF INLAND REVENUE STATEMENTS OF PRACTICE WHICH
REMAIN VALID AT 30 JUNE 1987

This index lists Statements of Practice issued up to 30 June 1987 which
were valid on that date. It replaces the cumulative index published on
16 May 1983, and shows deletions made in the interim. Further copies of
this index are available from the Reference Room, New Wing, Somerset
House, Strand, London, WC2R 1LB, price 80p post—free.

Statements of Practice issued since 18 July 1978 are in numbered annual
series having the prefix "SP". Copies of individual SP series Statements
of Practice are available from the Public Enquiry Room, West Wing,
Somerset House, Strand, London, WC2R 1LB. A large SAE should be
enclosed with written applications.

Other references are to earlier statements, which were publicised in
various ways and first brought together in a list published on 18 June
1979, since updated. The latest edition of that list, containing those
pre—-1978 statements still valid at 30 June 1987, is now available from
the Reference Room, New Wing, Somerset House, Strand, London, WC2R 1LB,
price £1.20 post-free.

The statements are grouped under the following general subject headings:
A. Statements applicable to individuals (Income Tax and
interest on tax).

B. Statements applicable to individuals and companies
(Income Tax and Corporation Tax).

C. Statements applicable to companies etc (Corporation
Tax and Income Tax).

D. Statements relating to tax on Capital Gains
(individuals and companies).

E. Inheritance Tax (also applicable where tax charged
is Capital Transfer Tax).

F. Miscellaneous.

Inland Revenue Statements of Practice have no binding torce and do not

affect a taxpayer's right of appeal on points concerning his liability
to tax.

This index is Crown copyright and should not be reproduced in whole or
in part without permission from the Inland Revenue Librarian, Room 3A,
New Wing, Somerset House.

Somerset House, JULY 1987



INLAND REVENUE STATEMENTS OF PRACTICE

INDEX

A. STATEMENTS APPLICABLE TO INDIVIDUALS
(INCOME TAX AND INTEREST ON TAX)

Abroad, earnings for work done .c.ccceccccisncccscssscssos
Accountancy eXpeNnSEeS8 .cscesesstssassaaanscssssssvsnsiosssosss
AcconnESEoN FarcaASh IDaB 18 (aasteis aiele oferotele o¥a Tty oraor g L PaS LT R SRINS

Administration period, income received during - claims to
repayment of tax (see also SP 3/86) ...

Airline pilots - residence — incidental duties ......c....
Assessing tolerance ....ceccveccsssscssacscssscsssssssnsnscs

Attorneys, completion oOf Teturns DY < .sessecsceesioscnscisssse

Barristers - the cash Dagis .iiceicosescososonsonsesicessos
Benefits in kind - cheap loans — advances for expenses ...
= NIATE o cUa eie slia o o v aie aisia s o ntalorsraisissers s a sisie syohass

Capital -allowances on machinery and plant -
amendment of claim by individual trader
Cash basis; accOUntS ON 8 s s esseiesaiesios s ssiesicisesinioiess «iors
= DArrISEera ] o ik ot o et wielarety oty roTeRe e ol s letsTs

Charities - deeds of covenant in favour of - income tax
repayment procedure ...

- covenanted and other income in favour of -
income tax repayment procedure

Completion of return forms by attorneys .c..ccececececcecescs

Deceased persons' estates — income received during the
administration period — claims to repayment of tax (See
R T e U 7 T S R R e e R R U e R 6 R e s e

Deeds of covenant — general..c.c.cccccecceccccccccccccccssscs
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Al7
A28

A27

SP 7/80
Al0
Al2

Al3

A3
SP 7/79

A7

A26
A27

A3

A5

SP 3/87

Al3

SP 7/80

Al

Settled property - Miscellaneous

=Emplovee teudEs.daumill beals s iis e iiie sl sl i oe

Excluded PropeliEYi i sienismsioiie s sintsisioloramaioto o ot e sts

Leases “foriilifes . st el TR e ainiiadie st s anitl s Boal o

Power for trustees to allow a beneficiary to occupy
ARG he BBl S s Vi s e e e e e
Superannuation, life assurance and accident schemes
= ASSOCTatedt OpeEabliONS 15 5 s diicis SRR TG oh wieis s st dia e
=ulDeath bene FlEas i il s it s vusinis stiisle s ol atalals o mies

= L SUPEANHUEEAON SChOMEE ™ foeis 5a s s imiirate s bt s S THE

* This number allocated retrospectively. Practice announced in

Inland Revenue Press Release of 9 July 1986.
** This number allocated retrospectively. Practice announced in
Inland Revenue Press Release of 8 April 1987.
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Ell
E9

E10

SP10/79

E4
*SP10/86

E3



B INHERITANCE TAX (Also applicable where tax charged is

Capital Transfer Tax)

Acceptance of property in lieu - waiver of interest on tax
satisfied (also applies to Estate Duty - see section F)

Accumulation and maintenance settlements:

Section 71, IHTA 1984

== LxAmplie 8iisiats pitaiolc Siie 8 s eiei o slisietais la e le s siePetaialeilateiisistole ore st ate

- Powers of advancement

® e 0000 e 000000000000 000000

= Rowe s 0 f L apP Ol N EMENE titiais aiore otoisrelololoraro s ni o stobalate sinrs ote

= Treatment O ANCOME watarre e s o s o sie tatemias s s olete b 0

Death benefits under superannuation arrangements
IHT and Scots law
- Missives of sale

- Partial disclaimers of residue

Interests in possession

® e e e e e 000000000000 0000000000000

= Age o ERmal o By N il S o i lonaiota tugerells e o sbeters atataliale oy

=GOS OINCOMP AT IIe 8 S Sl o i sl by SRy b Saotinle sialar . Buios iy goanats

= Powe L ECTraugMENE INCOIME e als o s oials vivie > /s sieisia s sistaiotors o's

- Protective trusts

© 900 0 0000000000000 e00000000000000

Legal Entitlement and Administrative Practices (see also

Non-settled property

Section A)

- Business relief - "buy and sell " agreements ......

~ Charities

® © 90 09060000000 000060000006000600000000000e000

= Gllosel companies = group: transfers oo i e o

='Ordersin mdtrimonial ‘proceedings J.olicicstaah eeoe .

—ePool gretc S VNd I CAEE B . vra ceieiochotare sisis are et stata e sia s sleorate

(June87)

14

**SP 6/87

E2a
E2
El
SP 8/86

SP10/86

El6

E18

E8
E5
E6

E7

SP 1/80

SP12/80
E13
E1l5
E12

El4

Deeds of covenant - in favour of charities -
income tax repayment procedure ....

Delay in rendering tax returns -
interest charge and penalties .....

Disability resulting in cessation of employment, payments
on account ‘of ...

Double taxation relief - payments to a non-resident from
UK discretionary trusts or UK estates during the
administration period (see also SP 7/80) .c.ccceee

Earnings foriworkidoneabroadiis.oiva e shicis e 2 aib ais ate e oieth

Employees resident but not ordinarily resident in the

United Kingdom - liability under Cases II and III of

Schiedu e TESiiiers cioisiaioreis e siols wiv e o ossiatohor e ais

Endtof vear-adjustmentsiiinformal S iuais il Uorsii sl i

Furnished lettings — wear and tear allowance c.eceeececccess

Goods taken by traders for personal consumption ...cecece.

Incentive awards — calculation of the amount assessable ..

Individuals coming to the United Kingdom -
ordinary residence .....

Informal end—of-—year ad Justments *vucu ccicscassoaislasiodaiostasis
Insurance Policies — non-residents' liability under
Chapter III of Part XIV ICTA 1970 (chargeable event
provisions) .....
Interest  —tsolicitors i deposit e it e s ool iein oo s

- relief - mortgage - year of marriage ....cco...

— loans applied in acquiring an interest
inarpar tnership s Jo il aRoE s

— loans used to purchase or improve land
— loans used to buy land occupied for

partnership etc business purposes
(see also section D)

Investigation settlements — retirement annuity relief ....

(June87) 3

A5

Al4

SP10/81

SP 3/86

Al7

SP 5/84

All

Al9

A32

SP 6/85

SP 3/81

All

SP11/80
A22

SP10/80

A33

A34

SP 4/85

SP 9/80



Investigation settlements — inclusion of interest clause

(cont)

N leEters OF OELeT ok ls e ies oks

Legal entitlement and administrative practices (see also

Section E) .

Life assurance premium relief - children's policies ......

commission is payable to the policyholder

® 0o 0 0 0 0
- premiums on which

( see also Section B ) ..

Living expenses abroad - Schedule D Cases I and II .......

Lorry drivers - relief for expenditure on meals ..........

Maintenance payments — under court orders - retrospective

dating ..

- payment of school fees .cccececcese

Mortgage interest relief - year of marriage ...ccccecece..

Non-statutory redundancy payments ...cececccccccsccscccnns

Offshore funds - Chapter VII Part II FA 1984 ......ccc0.ee

Partnerships — change in membership .eecceveccccccccccecns

— mergers and demergers ...ccecscscccccccscce

- retirement annuity relief ....cccccceccecee

Payments on account of disability resulting in cessation

of employment -..

Payments to redundant steel WOrkers ...ccccecececcccaccccs

Payments to a non-resident from UK discretionary trusts
or UK estates during the administration period — Double
taxation relief....(see also SP 7/80)..

Penalties and interest charge for delay in rendering

returns ...

Redundancy - non—-statutory payments ccceccecccecccccccccccsse

(June87)

- steelworkers

SP 6/86

SP 1/80

SP 4/79
SP11/79

SP 3/79

Al6

SP16/80

SP 6/81
SP15/80

SP10/80

SP 1/81

SP 2/86

A4
SP 9/86

Al8

SP10/81

SP 2/84

SP 3/86

Al4

SP 1/81

SP 2/84

Treatmentitor VAT | o s o e sivitiore saesounisiolairesanisloietotss datiisnsratan-rs D7

Unquoted shares or securities held on 6 April 1965
- Application of para 14 Sch 5 CGTA 1979 para 27 Sch 6
FA BN a8 o A v TR s B A s A ie. SUeVE b n W A SP14/79

Value shifting S43 FA 1977 (S26 and Para 11 Sch 6 CGTA
15079 ka s ot B E S e a  aE e R B e D18

R T e A TN T O T e ate siie o sienans wieliassaster ) akial et siiare s atuin o wielals s D7

Deletions since last index issued

D14 - superseded by SP 5/85
D15 - superseded by SP14/80
D20 - obsolete

SP9/81 - superseded by SP7/84
(June87) 13



Partnerships - assets owned by a partner e.ccccececcceccecee
(cont)
- assets owned by individuals - retirement ..

Release or partial release of life interest in settled
property (FA 1971 Schedule 12 para 7, (Section 5(1),
COTA - 1O 0 )R s« itlats ais < olsies i wieterelis 4its shmts) e snatubateraia bidyeotore lokstels

Relief for interest payments - loans used to buy land
occupied for partnership etc. business purposes (see also
Section A)

Relief for losses on loans to traders - time limit for
cligims. st e i e S sy Gy iRk halla s ey an St sseTe ialiee @ Seterstatalivice e

Relief for owner OCCUPLErS ccoccsesccsccscsscssscvcososan . els

Repairs to property, initial ( IRPR 11/6/70 ) ..c.ccenn...
Replacement of business assets - Employees and office-holders
Replacement of business assets in groups of companies ....
Replacement of business assets - time limit ......ccccece.
Residence - non-resident company ( IRPR 11/6/70 ) ........

Retirement relief - partnerships - assets owned by
individuals’ . @ ectitacelais st aftiale ciete s s ois

Rollover relief for replacement of business assets: trades
carried on sSuCCESSIVElY ceceescesccsccssscsssscsssssscnns
Settled property - exercise of power of appointment over
- release or partial release of life
interest — Sch 12 para 7 FA 1971 &
g 501 ) IGGIA L7 9%, s st oiid ceis wisiara srasinis

Short delay by owner occupier im taking up residence
S29 FA 1965 (ss 101-105 (CGT 1979)) wevecevcnncrnccncnnns

Superannuation funds - tax on Capital Gains ......cevcansn

Time limit - claim .that asset is of negligible value .....
- company leaving a group - election for 6/4/65

valuation under Sch 6 para 25 FA 1965 - s278

ICTA 1970 ( IRPR 10/9/71 ) ceeeveccnvncnnnnns

- losses on loans to traders - claim to relief

(June87) 12

IIIIIIIIl...............llllIIIIIIllIIIII---:::_____________f

D11

D5

D10

SP 4/85

SP 3/83
SP14/80
D24
SP 5/86
D19
D6

D23

D5

SP 8/81

SP 7/84

D10

D4

D2

D13

D21

SP 3/83

Reimbursement of taxpayers' eXpenses ..eeceececececcccccscccans

Relief for interest payments — loans applied in acquiring

an interest in a partnership ....

Relief for interest payments - loans for purchase or

improvement of land ....

Relief for interest payments — loans used to buy land
occupied for partnership etc. business purposes (see also

section D)..

Reliefs for non-residents — s27 ICTA 1970 - treatment of

Relocated

Repayment

Residence

wife's income...

employees, treatment of certain payments to ....

procedure, income tax — deeds of covenant in
favour of charities ....

- covenanted and other
income in favour of charities

supplement -Schedule E assessments ..cccceccee
airline pilots — incidental duties ...ccceceee
employees resident but not ordinarily resident
in the UK - liability under Cases II and III

OF RS chedulie B itimae orers exale o et etsiter s s e oraiaiatet oot s sle

ordinary residence of individuals coming to
the UK ..

treatment of income of wife of non-resident
under s27 ICTA 1970 .

Retirement annuity relief — investigation settlements ....

—partnerships isce. s eecoesvesis

Returns — delay in rendering — interest and penalties

- personal - use of schedules

= completion Dy ALCEOEMEeY.Sl icvicic cicie s sisis o oioie sioie

SchediilotEr =t VATT et oo 6 s oisaaluiieisie o Gbere aale araiets oo it ore

— assessments — repayment supplement ...cccccos

Scholarship & apprenticeship schemes for employees........

(June87)

SP

SP

SP

SP

SP

SP

SP

SP

SP

A31

A33

A34

4/85

7/85

1/85

A5

3/87
A9

AlO

5/84

3/81

7/85

9/80
A18
Al4

5/83

Al3

A6

A9

SP 4/86



Settlements - benefits to settlor's future SPOUSe ciuy s aiiis

- interaction of income tax and IHT/CTT on
assets put into settlements ...

- Part XVI ICTA 1970 ST BT e A L Bl e
Solicitor's deposit interest e R e R P S S
Stock Dividends - Para 1(3) Sch B BHo 2)A 1975 L2 Lol
Temporary workers engaged through foreign dEEncIes. oh: oh .
Trusts - payments to a non-resident from UK discretionary

trusts or UK estates during the administration
period - double taxation relief (see also SP 7/80)

Use of schedules in making personal tax Ee EuEnss s ool S

VAT - Schedule E .........................................

— benefits in kind e B S RO G e Seklal elniuie oal s Soatath

Wife's earnings election - S23 FA 1971 - extension of
time limits...

Deletions since last index issued

A29 — See ESC A37 in booklet IR] (1985)
SP 2/80 - See ESC B25 in booklet IRl (1985)
SP 4/83 - Overtaken by section 25 FA 1986

(June87) 6

A30

SP 1/82
A2
A22
A8

A21

SP 3/86

SP 5/83

A6

A7

A25

/5% STATEMENTS RELATING TO TAX ON CAPITAL GAINS
(INDIVIDUALS AND COMPANIES)
Accommodation let by owner-occupier SR S said e A s SP14/80

Allowable expenditure - expenses incurred by personal
representatives ., SP 7/81

Asset of negligible value - time limit for claims Sreratatal S L D13

Capital Gains Tax - Time Limit for an Election for
valuation on 6 April 1965 under Sch 6 para 25 FA 1965 -

company leaving a group - 5278 ICTA 1970 (IRPR 10/9/71) D21
Capital Gains Tax - Transfer of Business to a Company -

FA 1969, Sch 19, para 15 [IRPR 10/9/71]... D22

Capital Gains Tax - non-resident company [IRPR 1L/6/707 .. D23
Capital Gains Tax - initial repairs to property

[IRPR 11/6/70]... D24

Company liquidations - shareholders' CGT He e o aTe el D3

Division of ga company on a share for share L E-T- 5 S———— SP 5/85

Exercise of power of appointment over settled property ... SP 7/84

Foreign bank accounts MRS CA v e S S B o SP10/84
Indexation - identification of securities - time

apportionment for assets acquired before 6/4/65 -

Disposal of assetg on No Gain/No Loss basis S SP 3/82
Offshore Funds - Chapter VII Part II FA 1984 SP 2/86
Owner-occupiers - absence from only or main residence eiee SP14/80

T accommodation let by R S s e SP14/80

= short delay in taking up residence

(829 TA 1965 - ss101-105 CGTA 1979 ) .. D4
Part disposals of land T hE e s Metatste e B SRR, | L e s D1
Partnerships - general CEFIE R S e ST i D12
T annuities and lump sums (extension of DI2) SP 1/79

(June87) 11



Non-resident lessors — Section 38 FA 1973...ccccccccccccccs

Purchase of own shares by company - s53 & Sch 9 FA 1982 ..

Redundancy payments, additional ....cecceececccccccnccncnns
Residence — cCOmMpPANY eceecesccccccs
- non-resident lessors - s38 FA 1973

Section 464 ICTA 1970 - cancellation of tax advantages
from certain transactions in securities:

clearance in advance

Subsidiaries of UK companies - taxation of profits .......

Trade Unions - provident benefits - legal and
administrative expenses ...

Valuation fees for compliance with s16 (1)(a) Companies
Act 1967 - deduction not allowable

(June87)

procedure for

10

SP 6/84

SP 2/82

SP11/81
SP 6/83

SP 6/84

SP 3/80

Cc8

SP 1/84

Cl10

B. STATEMENTS APPLICABLE TO INDIVIDUALS AND COMPANIES
( INCOME TAX AND CORPORATION TAX )

Accountancy Expenses ( see also Section A) ...ccevvecccens

Business Expansion Scheme — overseas activities ...cccecee

Capital allowances - film production expenditure etc ....

industrial buildings allowance -
industrial workshops constructed
for separate letting to small
DUSINESSeS "o s dias/sisieln o sislsio ntcie: cioimisis

= Section 75 FATAct 1980 s .<c. oo,
(small workshops allowance)

machinery and plant - short-life
ASE g Lt e alele s e et ciateliet el i onshene s eite

mining - expenditure on planning
permission applications ...c.c....

Compensation for acquisition of property under
compulsory powers ..
Contributions to retirement benefit schemes on termination
of employment ..
Eurobonds, interest on quoted — s35 FA 1984 ..............

Exchange rate fluctuations - consequences of for trading
concerns; .. ...

Goods sold subject to reservation of title ...ccceccececes

Life assurance — premiums on which commission is payable
to the policyholder ( see also Section A ) .....

- Retirement benefit schemes, contributions to — on

termination of employment
Securities dealt in on the Stock Exchange Unlisted
Securities Market — status and valuation for tax

purposes (.see also SeclLiou T )

Section 35 FA 1984 - interest on quoted Eurobonds ........

(June87) 7

SP

SP

SP

SP

SP

SP

SP

SP

SP

SP

SP

SP

SP

SP

A28

4/87

9/79
2/83

2/85

4/80

6/80

1/86

4/78

8/79

2/81

8/84

1/87

B6

3/79

2/81

SP18/80

SP

8/84



Stock relief - building licences granted under the
Community Land Act 1975 ..

- recovery charges when level of trading is
T B ST S e B TS T8 S e T

Stocks and work in progress — changes in accountancy
] practice (SSAP '9) .iivisvaes

- changes in the basis of
long term contract work in
PrOBLESSececccccsccsscsscsnes

Tax consequences of exchange rate fluctuations for trading
concerns ...

Treatment of value added £aX .ccecececccccccoccsscccccnccces
USM - Status and valuation for tax purposes of securities

dealt in on the Stock Exchange Unlisted Securities
Market ( see also. Section F )..

Deletions since last index issued

SP 8/78 - obsolete

SP 8/80 - obsolete

SP 7/83 - superseded by SP 7/86
SP 3/85 - superseded by SP 1/87
SP 7/86 - superseded by SP 4/87
B2 )

B3 ) obsolete

B4 )

B7 )

(June87) 8

SP 8/78

SP 4/81

B5

B4

SP 1/78

Bl

SP18/80

=S

C. STATEMENTS APPLICABLE TO COMPANIES ETC
(CORPORATION TAX AND INCOME TAX)

Additional Tedundancy paymentse) i . foac e e e s oo s eiinidsee SP11/81
Claims to loss relief under Section 177(1) ICTA 1970 ..... €11
Close CGompanies - general Statement . .eesesescnssiossissioes C4

— income tax relief for interest on loans
applied in acquiring an interest in a
oS e N COMDANY e o v orsrote:siulazersfioielote:s shorosle s SP 3/78

- para 10(1)(a) Schedule 16 FA 1972
! reasonabilie CAmer - i eriee bione ot silstots Cc3

— apportionment - guidance to Inspectors of
Taxes on the exercise of their discretion

within Paragraphs 1 and 3, Sch 16 FA 1972 SP 2/87
Company's purchase of own shares - s53 and Sch 9 FA 1982 . SP 2/82
COMDANY, TeBIdence o e sl ol she dilaVs e iolone: ol lobsus. saarele e rerubaoaair st nas SP 6/83
Company taxation - interest paid in foreign currency ..... Cc9
Counnbryir=irask i deD s iciu -l ol gis o o hatmais ai o ittt i e SP 1/83
Demergers — Schedule 18 FA 1980 ....ccvee.e Sie ore s e e e e et e SP13/80

General rules as to deductions not allowable - valuation

fees for compliance with Companies Act 1967, S 16(1)(a) . C10
Group relief - consortia - Section 28(3) FA 1973 ....... Cé6
- para 10(1)(c) Schedule 10 FA 1967
(B265(1)0c) TCTA YOT0Y « L. o uma'ssois C2
=peck o 29 BATIOTI = ool o s S sk e ite A c7
& SP 5/80
Interest - on loans applied in acquiring an interest in a
close company .. SP 3/78
= paid An Fo¥eipn CUTLENCY i hiness e essatriosmniesss c9

- paid to a bank in the United Kingdom on a loan
made in foreign currency .. C5

Loss relief under s177(1) ICTA 1970

SeTC s eTes ielal alle e iose wia e etetene Cll

Lotteries and- foothaldipools i i s is oot s oo neow ey Cl

(June87) 9
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-

DRAFT PRESS RELEASE

DEEDE OF COVENANT

In his Budget the Chancellor proposes changes

in the tax treatment of deeds of covenant
[and similar tranafers of income] made by

individuals. These A0 not affect covenants
made in favour of charities.

Summar!

The proposals are that

- Covenants (other than ones to
charity) made by individuals on or
after today (15 March 1988) will
not be "effective" for tax
purposes. That is, the payer will
not get tax relief on them, and the
recipient will not pay tax or be

able to claim a tax repayment on
them.

- The present rules will continue to

apply to
- all covenants in favour of
charities

- other covenants made by
individuals before 15 March,
provided they are sent to the

Inspector to arrive by 30 Juna
1988,

Present tax position

The tax advantage normally associated with

deeds of covenant arises when one person
1.TXT '
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covenants {or in Scotland binds himself] to
make a series of payments to another person

who is not liable to pay tax. On making each
payment the payer is entitled to deduct and
retain basic rate tax. So each covenanted
payment of, say, £100 costs him only [£73)
when the basi¢ rate of tax is [27 per cent].

8ince the recipient is not liable to tax he
can claim the €27 tax deducted from his
payment back from the Inland Revenue. This,
with the £73 he has received from the payer,
makes up his income of £100,

Existing deeds

The present tax rules will continue for
payments made under legally valid and
effective deeds executed before today

(15 March 1988) provided that such deeds are
already in the hands of the Inland Revenue or
are submitted to the Inepector before 1 July
1988,

New deeds

Deeds made from today onwards, and deeds made
before today which are not received by the
Ingpector by 1 July 1988, will have no effect
for tax purposes. Thig means that a person
making payments under such a deed will not be
entitled to deduct tax from the payments;

and a person receiving payments under such a
deed will not be entitled to claim a tax
refund.

1.TX?T
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DRAFT PRESS RELEASE

MAINTENANCE PAYMENTS

In his Budget the Chancellor pProposes major
changes in the tax treatment of maintenance
payments to make the rules simplexr and fairer.

Summarx

Under the proposed new rules for new Court Orders

and maintenance agreements made on or after today
(15 March 1988):

- payments will qualify for tax relief
only if they are made by a divorced or
saparated husband to his wife (or vice
versa) and only up to a maximum of
(£2425] a year;

= there will be no tax relief for other
new maintenance or alimony payments;

- payments will be made gross (without
deduction of tax) and the recipient will
not be liable to tax on them,

The present rules will, however, continue to apply
to existing maintenance payments - that is,
payments made:

- under a Court Order or maintenance
agreement which was made bafore
15 March 1988 and (in the case of
agreement) is sent to the Inspector of
Taxes to arrive by 30 June 1988; or

5.TXT
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- under a Court Order made no later than
30 June 1988, provided the application
for the Order was made to the Court
beforea 15 March 1988,

Where the new rules are more favourable, taxpayers
with Orders or agreements made before

15 March 1988 will be able to elect to switch to
the new rules,

Present rules

At present, a divorced or separated person, can
get tax relief for maintenance payments to his or
her spouse, Tax relief is also available for
maintenance payments under a Court Order to
children.

The recipient of maintenance payments is liable to
tax on tham, Tax may or may not have to be
deducted at source, depending on the nature and
amount of the payments,

The present rules are set out in more detail in
the annex.

These arrangements contrast with the position of a
married couple living together, who get no tax
ralief for payments they make to each other, eg
for housekeeping purposes. Nor is there any
general tax allowance for children,

Pxoposals
Under the Chancellor's proposals, tax relief will

continue to be available at basic and higher rates
for payments by a divorced or separated

5.TXT
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husband/wife to his/her spouse or ex-spouse, but
only up to a limit of | ]. Payments in excess
of that amount will not quality for raelief., The
payments will be made gross and the raecipient
will not have to pay tax on them.

All other payments of maintenance, including
payments made direct to children, will not affect
tax liabilities., That is, the payer will not get
tax relief for them, but neither will the
recipient be taxable on them.

Transitional Arrangements

The present tax rules will continue to apply to

= Court Orders and agreements made before
15 March 1988, (provided, in the case of
agreements, that they are received by
the Inspector of Taxes before 1 July
1988);

- Scottish agreements pregented for
registration in the Books of Council and
Session before 15 March 1988;

= Court Orders made [before 1 July 1988]
for which application was made to the
Court beforae today.

That means that all payments under such Orders and
agreements will continue to qualify for relief,
and the recipients will be taxable on them.

The new tax rules will apply to

- all Court Orders made after 30 June
1988;
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Court Orders made before 1 July 1988 for
which application is made to the Courts
on or between 15 March and 30 June 1988;

all other agreements made or or after
today)

existing Court Orders which are replaced
or varied [? or revived];

[supplementary agreement or Court
Order];

[To be amended when final decision taken on
variations etc]

[Formula payments]

Right to elect for new rulas

Some people with existing arrangements will find
that they would be better off under the new rulas.
This will happen, for instance, where the
recipient currently pays tax on his/her
maintenance. It will be possible to elect (once
and for all) to switch to the new rules provided

5,TXT

all parties to the arrangement elect to
do s0; and

the election is made in writing to the
Ingspector by the end of the first tax
year to which it is to apply;

the election takes effect from the

beginning of the tax year in which it is
made.,
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Payments which will continue to qualify fcr relief

As stated above, relief will be available, up to
£2425, for payments between divorced [or
separated] couples. All payments made under a
legally binding agreement or UK Court Order will
count towards the limit, Thus not only cash
paymeants, but payment of pecuniary liabilities, eg
rates etc, will gualify. [Mortgage interest)

Payments which will not count will include:

- voluntary payments - that is payments
which are not made under a legal
obligation;

- payments under a foreign Court Order or
agreement

- payments made to or caused to be made by
DHSS to support a dependent relative].

Multigle divorces

A payer of maintenance with more than one ex-wife
or husband will be limited to relief of up to
( 4

Interaction with Married Persons Allowance

A married man will not be allowed to claim married
allowance and tax relief for maintenance payments
for the same period in respect of the same wife or
ex-wife,

In the year of separation [or divorce] married

allowance is given for the whole tax year and is
not apportioned. A husband will continue to get
the married allowance for that year and will not

5.TXT
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get mdintenance relief for the part of the year
during which he is separated [or divorced].
However he will have the right to elact instead
for single allowance plus maintenance relief for
payments made from the date of separation up to
the yearly limit of [ 1

If a divorced husband re-marries he will be able
to claim married allowance in respect of his new
wife and maintenance reliaf in respect of payments
to his ex-wife,

If a divorced husband re-marries the same wife,
maintenance relief will be allowed for the part of
the year before re-marriage or reconciliation
provided that overall the husband's personal
allowances and maintenance relief do not exceed
twice the single allowance.

Retrospection

SP 6/81 explains the Inland Revenuwe's practice
where a Court Order provides for payments for a
period prior to the date of the Order. The
Revenue accepts that such payments can be taken
into account for tax purposes provided

a. the payments do not relate to a period
before the date of application for the Order;

b. the parties agree; and

C. there has been no undue dalay by the
parties in pressing the application.

This practice will continue to apply to Court
Orders dealt with under the o0ld rules.

5.TXT
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For other Orders where a Court orders payments
retrospactively only payments made on or after the
date of the Court Order will qualify for tax
relief and will count towards the limit on which
relief is available in that year [£ for
1988-89)

Publicity

The Inland Revenue will be publicising [shortly]
further information for taxpayers [and for
professional advisers] on the details of the new
system,

5.TXT
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ANNEX

Present tax arrangements

At present tax relief is generally available for
payments made under a United Kingdom Court Order

a. by a divorced or separated husband or
wife to his/her gpouse or ex-spouse for
his/her own benefit or for the maintenance of
a child of the marriage

b. by a parent direct to a child of the
marriage

following a marriage breakdown, and
Ce by a father to the mother of his c¢hild

d. Dby a father [or mother] direct to his
[or her] child

where the parents are not married to each other.

Payments within a. and ¢, which are made under a
separation agreement or some other legally binding
arrangement, which is not a Court Order, can also
qualify for tax relief, (Payments under b. and d.
do not qualify because of special provisions in
the Taxes Acts, known as the settlements
legislation, which treat the payments as the
parent's income), The recipient is taxable on the
payments.

"Small maintenance payments" (that is United
Kingdom Court Order payments which do not exceed
£48 a week or £208 a month) must be paid gross,
All other paymente, including Court Order payments
which exceed these limits, are paid under

5.TXT
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deduction of tax., Where the recipient is not
liable to pay tax he/she can claim a refund from

the Inland Revenue of all or part of the tax
deducted,

5.TXT
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[3 February 1988)
DRAFT LEAFLET

TAXATION OF MAINTENANCE PAYMENTS

Proposals in the 1988 Budget

This leaflet explains the new proposals announced

in the Budget for tax relief for maintenance
payments which were introduced from Budget Day,

(15 March 1988).

"Maintenance payments" are payments made between
spouses following the breakdown of a marriage.

Under the proposed new rules for new Court Orders

and maintenance agreements made on or after today
(15 Maxrch 1988):

- payments will gualify for tax relief
only if they are made by a divorced or
separated husband to his wife (or vice
versa) and only up to a maximum of
[£2425] a year;

- there will be no tax relief for other
new maintenance or alimony payments)

- payments will be made gross (without
deduction of tax) and the recipient will
not be liable to tax on them,

Who is affected
(a) I am already divorced or separated and paying
maintenance and/or alimony under a Court

Order as legally binding agreement. What do
I do?

9.TXT 1
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Nothing ~ except that if you have no* already
done so, you should send your agreement to
the Inspector by 30 June 1988, The existing
rules will continue to apply to you. (The
existing rules are set out in the back of
this leaflet.)

(b) I am in the process of divorce etc. Am I
affected?

Yes - unless your Court Order is made hefore
1 July 1988.

What arrangements do the new rules apply to?

All Court Orders made after 30 June 1988
- Court Orders made before 1 July 1988 for
which application is made to the Courts

on or between 15 March and 30 June 1988

- All other arrangements made on or after
15 March 1988

IF YOU ARE PAYING MAINTENANCE PAYMENTS

will 1 get relief?

Yes - if you are a divorced or separated man or
woman making payments under a Court Order or other
legally binding arrangement which is subject to
the jurisdiction of the United Kingdom Courts.

But the payments must be made to your separated
wife or ex-wife, or to your separated husband or
ex-husband.

What payments will count?

All cash payments and any bills you pay (eg rates)
on behalf of your separated wife or husband,
9.TX? <
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ex-wife or ex-husband (provided that the payments
are due under a legally binding agreement or Court
Order) .

Are there any payments which will not count?

Yes - you cannot get relief for
- voluntary payments (that is payments

which are not made under a legal
obligation)

- payments made under a foreign Court
Order or agreement

- payments made to DHSS to support a
dependent relative.

What about payments to children?

The proposal is that these will not qualify for
tax relief in future.

Will payments to a third party for the benefit or
support of a child be allowed?

No.

How much tax relief will I get?

Under the proposals you will get relief at basic
and higher rates of tax on payments up to the
equivalent amcunt of the single person's allowance
(e for 1988-89).

Can I pay more?

Yes = but you will not get tax relief for anything
above the single person's allowance.

9.TXT 3
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Will T be able to claim for payments to more than
one ex-wife or husband?

Yes - but the total amount of relief you get in

any one year is still the same, however many
people you pay.

Should I deduct tax from my payments?

No = you pay over the full amount ordered or
agreed.

WHAT. YOU NEED TO DO

How do I get my tax relief?

Tell your tax office about your separation or
divorce and send them a copy of your Court Order
or separation agreement., At the end of the year

show the total amount of your payments in your tax
return,

The tax office will give you your tax relief,
usually through your PAYE code or your tax
assessment.

My Court Order(agreement was made before Budget
Day

So long as you continue to make payments they will
be treated under the existing tax rules provided,

if you have an agreement, it has already been sent
to the Inspector of Taxes or is sent there before

1 July 1988,

I applied for a Court Order before Budget Day but
it was not made until after then

Provided your application was with the Courts
before Budget Day and the Court Order is made
before 1 July 1988, the existing rules will apply.
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I have an agreement in Scotland, but it wag not
registered before Budget Day

If, in Scotland, an agreement was presented for
registration and execution in the Books of
Council and Session or sheriff court books before
Budget Day, and is registered before 1 July 1988,
the existing rules will apply.

CHANGES IN YOUR PERSONAL ARRANGEMENTS

What i1f my pre-Budget arrangements are altered?

Changes which do not affect the maintenance
payments, for instance arrangements for access to
children, do not alter the tax treatment. 8o the
existing tax rules continue to apply.

[But changes which do affect the maintenance
payments will immediately cause the new rules to
apply. These changes include a pre-Budget Order
or agreement

- which is replaced by a new one

- which is varied in a way which increases
or reduces any of the maintenance
payments to any recipient, or extends
the period for which they are payable

o which has expired or been suspended and
is subsequently revived,]

T have a pre~Budget arrangement, which provides
for my payments to increase automatically. Wwill I

get relief on the increase?

[If your payments are not stated amounts but are
based on a formula, for instance the single

9.TXT °
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person's tax allowance or involve payment of bills

such as ratee which increase each year, tax relief

will continue to be given under the existing rules
even though the payments increase after the

Budget].

I gqualify for relief under the old rules. Will T
be able to choose the new rules if they benefit me
more

Only if you have an "old rule" arrangement and
want to switch to the new rules. You can elect to
do this provided the election

- is signed by all parties to the
arrangement

- is made in writing to the Inspector of
Taxes no later than 3 months after the
end of the first tax year to which it is

to apply

- takes effect from the beginning of the
tax year [in or for which it is made].

Does the new maintenance relief start as soon ag I
am separated/divorces?

Not necessarily. In the year of separation or
divorce a married man continues to get the married
allowance until the end of the tax year, 5 April,
In these circumstances no relief will be given for
maintenance payments.]

However you can elect to have instead single
persons' allowance for the whole of that year plus
maintenance relief for payments made [?
apportioned or whole year's allowance).

9.TXT 6
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What if I re-marry?

You ¢an c¢laim married allowance for your new wife
and maintenance relief for payments to your
ex-wife.

What if I am reconciled with my wife?

You can claim maintenance relief for the part of
the year before reconciliation and married
allowance thereafter, provided that your total
personal allowances and maintenance relief do not
exceed twice the single allowance for the year.

The same applies to a divorced man who re-marries
his ex-wife.

(I_made some payments while I was waiting for the
Court Order/agreement to be made. Do these count?

No.
OTHER POINTS

The Court ordered me to make payments for a period
before the Order. Do these count?

Only if they are paid on or after the date of the
Court Order and are not for a period before you
applied to the Court for the Order.]

If you are receiving maintenance payments.
Must I pay tax on it?

No, it is tax free.

Will T have to claim a tax refund?

No = the full amount is paid to you without tax
being deducted.

9. TXT 7
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For payers and recipients of maintnnance

The information in this leaflet is generally about
arrangements made after Budget Day 1988. For
information about earlier arrangements, or post
Budget Day arrangements to which the previous tax
rules apply, ask your tax office for a copy of
leaflet IR30, Income Tax Separation and Divorce.

9,TXT 8
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SUMMARY OF MAIN RECOMMENDATIONS

In "The Direction of Tax Reform" (June 1986) the IOD set
out a long term programme for the reduction and reform of
taxation which was a central element of the general
programme for privatising and deregulating the economy set
out in "The Business Leaders' Manifesto" (October 1986).

In this submission the I0D sets out the steps it believes

the Government should take towards fulfilling those
programmes in the 1987 Budget. It calls on the Government
to:

* treat the increase in spending in the Autumn Statement

as a temporary election year aberration

* restore the reduction of government spending as the top
priority and establish a Long Term Spending Strategy to
reduce the 44.5% of GDP absorbed by the State first to
the US level of 37.1% and then to the Japanese level of
32.6%

* jincrease the power of the Chief Secretary and make
other institutional reforms necessary to the

implementation of that strategy

* improve the health and educational services by more

privatisation and giving more power to pare...s 2nd

patients

* put more emphasis on tax cuts and on deregulation (e.g.
abolition of Wages Councils, abolition of rent controls)
rather than spending initiatives as cures for

unemployment



26

28

29=35

37-38

42-45

46, 100

47-48
Appendix

92

53-57

replace regional grants and subsidies with business rates

relief in the qualifying areas

publish figures for employment and self-employment at

the same time as for unemployment

maintain its commitment to zero inflation and to this end
re-establish the money supply (perhaps measured by a
weighted composite indicator) as an important

determinant of policy

place less emphasis on the total PSBR and more on its
component parts by restoring "the line" between items on

capital and current account

make tax cuts the next priority after spending reduction
to enable Britain to compete effectively with the US,

Japan etc

give tax cuts higher priority than the PSBR which is
already excessively austere and could be relaxed by £1%

billion

make tax cuts with a total first year net cost of £2
billion (this figure allows for secondary and supply-side
effects and is equivalent to a first year cost on the

government's ultra-conservative conventions of £4 billion)

continue abolistiing a tax a year, inheritance tax first,

then capital gain. ax

take into account the overall economic impact of proposed
technical changes in taxation not just the technical

considerations (many of our technical points are of wider
economic significance and many Revenue-initiated changes

have had adverse economic effects)



52, 60-61
62

63
64

52, 65-66

67

68

71

70, 72-74

1919

80

81

82-84

85

*

*

abolish inheritance tax, or failing that

¥ restore parity between assets held in trust and
assets held absolutely

4 exempt business and agricultural assets

% cut the rates by at least 5p for each 1p off basic
rate income tax

abolish taxation of capital gains (except at the boundary
with income), or failing that

A exempt pre-1982 (or preferably all) assets held for
ten years
¥ restore the 1965 differential between capital gains

tax rate and income tax basic rate, ie CCT rate of
21% if basic rate 29%

give worthwhile tax relief for profit-related pay

give income tax relief for all personal investment in new
equity and correct technical anomalies in share option

and incentive rules

cut income tax basic rate by 3p and higher rates by 10p

introduce transferable income rather than transferable

allowances for spouses

make permanent health insurance premiums deductible

in long i»rm replace national insurance contributions with
privatised genuine insurance and meanwhile align NIC
with tax and benefit systems ]

in long term reduce corporation tax rate to income tax

basic rate and meanwhile

¥ keep small companies rate same as basic rate, ie cut
by 3%



57, 86 * correct major technical defects concerning change of

ownership, losses, ACT, exchange rate

fluctuations, commercial buildings and other

"nothings"

89 * enact a right to be self-employed for workers who

relinquish the benefits and safeguards of employment

90-91 * make no increase in the rate or coverage of VAT

92 * maintain pressure on EC to raise VAT threshold to
£50,000

93-94 * make partial not full "revalorisation" of excise duties

100 Our proposals are by our own criteria too fiscally

Appendix conservative in order to provide a substantial margin for

contingencies. Their cost in 1987-88 is as follows:

Reduce income tax basic & higher rates by 3p
Reduce higher rates by further 7p

Reduce small companies' rate by 3p
Reclassification to self-employment

Reduce inheritance tax rates

Exempt business and agricultural assets
Increase VAT threshold to £50,000

Abate revalorisation of excise duties
Allowance for unquantifiable items

Allowance for overlapping cost

Less: VAT threshold first stage only
Supply-side effects (inheritance tax and
income tax higher rates only)

Recommendations with little or no first year cost
Capital gains tax changes
Child tax allowance
Capital allowance for commercial buildings
Loi Monory investment relief
1987-88 DIRECT COST OF 10D RECOMMENDATIONS

Less: Secondary effects including further £500m
supply-side effects
1987-88 NET COST OF 10D RECOMMENDATIONS

Using the Government's ultra-conservative conventions,
is £4,000 million and full-year cost is £6,700 million.

£ Million
3,495
455
60
45
70
20
150
150
160

the first-year cost



INTRODUCTION

The Institute of Directors' technical representations for the Budget
and Finance Bill 1987 were submitted to the Inland Revenue in
October. The present submission contains our general
representations; and we refer here to some of our technical.

representations that have a more general significance as well.

Our Budget representations have for many years been based on the
implicit assumptions, first, that our annual recommendations were
integral elements of a long-term programme of tax reduction and
reform and, second, that our tax proposals were integral elements
of a general programme for privatising and deregulating the
economy.

During the last year we have published two papers that make these

implicit assumptions explicit. "The Direction of Tax Reform:

Controlling the Urge to Change the System" (June 1986) argues

that tax reform and tax reduction are complementary parts of the
same process, and we are glad that the Chancellor has stated his
agreement with this proposition. If government spendina can be

cut, or at least prevented from rising, dramatic reductions in tax

- rates are attainable over a period as short as ten years; and these

reductions in the tax burden serve to resolve most of the problems
of tax reform which are insoluble as long as taxes remain at

anywhere near present levels. "The Business Leaders' Manifesto"

(October 1986) shows how these proposals for tax reduction and
reform are at the centre of a programme for reforming and

liberalising the economy in general.

The present submission first shows how our immediate proposals
form part of a long-term tax strategy. Under the heading "Fiscal
and monetary policy" it discusses alternatives to the levying of
taxes for the achievement of financial policy aims and under "Policy
priorities and the scope for tax cuts" it considers the implications
of these arguments for possible tax reduction in the next Budget.
"Tax reduction and structural reform" shows the pattern of tax
reduction we recommend as doing most to reform the tax structure
in parallel with a reduction in its burden.



A LONG-TERM STRATECGY

In "The Direction of Tax Reform" we showed how income tax and

value added tax could be cut to 10 per cent each over the next
decade and most other taxes could be substantially reduced or
abolished if the growth of the economy was larger by some 2.6 per
cent a year simple than that of government spending. We
recommended a cut of this amount in government spending and took
no credit for any growth in the economy; but the same result can
be achieved conformably with the Government's previous intention to
hold the "planning total in real terms" steady provided that the
economy grows by some 2.6 per cent a year - a rate attained or

exceeded for substantial periods since the war.

Although radical tax reduction is compatible with a wide range of
growth rates for the economy, its achievement requires a firm
control over government spending, by privatisation or otherwise.
It is very sensitive to variations in government spending, and it is
not compatible with levels of government spending that absorb an
increasing share of output and economic growth, as has happened
during most of the last twenty-five years. At present the line is
not being held, and the control of government spending remains as

elusive as at any time since 1979.

We strongly support the Government's policy of reducing the basic
rate of income tax to 25p and regard this as the first stage of a
programme involving much more radical reductions. These more
radical reductions should be at the centre of the Government's
longer-term plans for the reform of the economy and the

improvement of its international competitiveness.

On grounds of international competitiveness, large reductions in the
British rates of tax on income and capital are more urgently
required than ever before. In the United States, the 1981 and now
the 1986 tax reforms have reduced the highest rate of income tax to
28 per cent (or 33 per cent for certain categories of higher
incomes), as compared with the 29 per cent lowest or basic rate of
income tax in this country. A number of other industrialised
countries have been reducing their tax rates or planning to do



so or already have lower tax rates than Britain: for example,
Canada, France, Germany, Japan and New Zealand. At a time when
international transport and communications have never been easier,
Britain will not be able to retain her most able wealth creators
unless British tax rates become competitive. British tax policy
should not try to move against the international current. Britain
should seek to overtake and surpass American achievements. in tax
reduction. The long-term aim of policy should be to make Britain a
low tax country or tax haven like Switzerland or Hong Kong; and
this aim is desirable as well as attainable.

9. Among the principles underlying our annual representations and
long-term programme, the following deserve mention because they
are contentious in certain quarters. First, the replacement of
government spending with a tax relief is doubly beneficial, because
government spending and taxation are both reduced at no net cost
to the government; an example is our proposal to replace child
benefit with a child tax allowance (subject to the right of the
mother to continue to be paid child benefit as at present, as
explained in our earlier submission on this subject). Second,
indirect taxes should be reduced, not increased; the only form of
switch from direct to indirect taxation that is acceptable to us is to
reduce direct taxes more rapidly than indirect. Third, there is no
place for taxes on capital in an efficient tax system and they should
be abolished as soon as possible. Fourth, tax-deductibility of
mortgage interest, as of other interest outgoings, is correct on
grounds of principle (and excessively restricted at present). The
Government are right to resist the pressure in certain quarters to
remove or reduce this relief; its value {. ite taxpayer and cost to

the Exchequer will fall as tax rates are cut.

FISCAL AND MONETARY POLICY

Government spending: the continuing problem

10. The statement of the Government's expenditure plans on 6 November
was a grave disappointment but not a surprise. It confirmed our
long-standing assessment that there is still no effective counterpoise
to the institutional pressures for increased spending. The
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Government's spending projections have proved yet again to have
been too low, not least because of the rise in public sector pay
rates: and there is little reason for confidence that the Government
will be any more successful in containing its expenditure at the new
higher levels than it has been in the past. The damage done to
the economy will be substantial. The incontinent government
spending of the early 1960s combined with the lack of a rigorous
monetary policy initiated neariy twenty years of inflation and
economic decline from which the country is still painfully
recovering. It is particularly unfortunate that the present
Government should have no consistent policy on public spending at
a time when it has no coherent monetary policy either.

(Paragraphs 29 and following, below). We hope that the increase in
government spending announced on 6 November will be seen in
retrospect as a temporary aberration owing more to electoral tactics
than to economic strategy. The endeavour to control government

spending should not be relaxed but intensified.

The inefficiency inherent in government spending is not primarily at
the level criticised by the Rayner Scrutiny Programmes, although
the potential savings uncovered by these programmes are
substantial: nor is it at the level criticised by the Comptroller and
Auditor General, who found the DHSS unable to break down the
total spent on each of more than thirty social security benefits. It
is inefficiency at the deeper level of the government's doing for the
citizen, at vast expense of administration and coercion, what he
could do more cheaply and effectively for himself with his own
money. Spending requirements are most economically identified by
the indfvidual, and not by the government on his behalf. Both
theory and the evidence indicate that welfare spending would
increase considerably if it were privatised; and if the peripheral
activities of government were privatised, more money might be

available for its essential functions.

The privatisation of welfare spending is a long-term process,
although progress need not have been as slow as it has been in
recent years. In the short term, it is important to keep up the

momentum through subsidiary forms of privatisation such as
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contracting out (the scope for which extends to all Departments in
national and local government and not merely those concerned with
welfare spending). We congratulate the Treasury on the report
"Using Private Enterprise in Government" (HMSO, October 1986)

with its frank comments on the resistance to contracting out from

Ministers and civil servants in other Departments.

Under present arrangements, increasing government spending on
education, health and housing could do more harm than good, as
was argued by Mr Geoffrey Pattie, Information Technology Minister
at the DTI, in a speech on 16 June. The problem goes beyond
changes of policy to embrace institutional reform as well. All
Departments other than the Treasury gain more than they lose by
increasing their expenditure. Since 1979 there has been the
important innovation of cash limits, but no other major institutional
reform. Too much responsibility and too little power are accorded
to the Chief Secretary to the Treasury, who represents the general
public interest, as opposed to the sectional interests of the various
Departments of State and their client lobbies. In particular,
although the funding of increased spending in higher-priority areas
from reduced spending in lower-priority areas has much to commend
it as a way of preventing total spending from escalating out of
control, there is little evidence so far that this is an effective
means of constraining government expenditure even within

Government Departments, still less between them.

The Government should establish a Long Term Spending Strategy
designed to reduce the present 44.5 per cent of GDP absorbed by
the Stutz, first to the United States level of 37.1 per cent and then
to the Japanc.e level of 32.6 per cent. ‘This would release axactly
the volume of resources that would be required to implement our
long-term tax programme even if there were no growth in GDP over
the next ten years. Even the Government's aim in the 1986 Budget
to keep the public expenditure planning total broadly constant in
"real" terms over the period to 1988-89 was not sufficiently
ambitious, especially given the pressures to increase spending
above this level. Absolute reductions are required, first in the
"real" terms of money adjusted for inflation and ultimately in
nominal terms as well. Companies that have to economise do not do
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so in "real" terms or relatively to GDP; they do so at current
prices and absolutely. British Governments have in the past made
absolute reductions in their spending at current prices; but this
has been a lost art in the Governments ot recent years.

In previous Budget Representations and elsewhere, we have made a
number of proposals for institutional reform to further genuine
economy in government spending, in particular zero-base
budgeting, across-the-board cuts in Departmental budgets,
incentives for senior civil servants to economise and above all the
determination of spending policy by tax policy rather than vice
versa. We do not foresee any solution to the problem of long-term
government overspending without major institutional reform and a
large extension of privatisation into spending on welfare; in default
of these reforms, government spending will still be crowding out

tax reductions at the turn of the century and beyond.

We congratulate the Chancellor on reducing the basic rate of income
tax in the 1986 Budget despite widespread opposition beforehand.
Little or nothing was heard of these criticisms once the decision was
announced. This shows the importance of fiscal leadership, and we
hope to see similar leadership this year as well. Tax cuts are
popLﬂar because taxpayers have a natural and healthy preference
for disposing of their own money and generally being in charge of
their own destinies. Despite widespread support for collective
spending among the great and the good and the media of
communication, there is not enough collective guilt, middle class or
otherwise, among the voters in general to outweigh and reverse this
natural prefereace. Howard Jarvis with his proposition 13 in
California showeu now voter resistance to taxation could be
successfully mobilised against a hostile politicél and bureaucratic
establishment. Similarly for proposition 23 in East-Coast-liberal

Massachusetts.

The reason why opinion polls sometimes appear to show a preference
for higher taxes and higher government spending over lower taxes
and lower government spending is because the wrong questions are
asked. The deficiencies of the educational system and the National
Health Service are undeniable and serious; but they are caused by
the present financial structure of provision and cannot be cured by
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additional provision within this structure. Other countries spend
less per head than Britain and achieve better results. But if a
respondent to a poll knows that there are grave faults in the
provision of health and educational services and is invited to choose
between tax cuts and the correction of these faults through
increased expenditure, he may prefer the increased expenditure to
the tax cuts, because he is not being offered the real choice. The
problem is that state provision is unsatisfactory just because it is
monopolistic provision by the State and not competitive provision by
private suppliers. The answer to the understandable worries of the
electorate is not more state provision but more privatisation. There
18 no real alternative to parent power and patient power for
improvement of the health and educational services: parent and
patient power in terms of the purse and not the more or less

illusory alternative of elections and committees.

We support tax cuts because we believe them to be right
economically and socially. We also believe them to be popular.

But, if we are wrong on the last point, this need not be a good
reason for not cutting taxes in the 1987 Budget. British
governments have not infrequently enhanced their reputation by
introducing stern and unpalatable measures to correct weaknesses in
the economic system; if tax cuts are as unpopular as is sometimes
alleged, a government that introduced them just before an Election
in the teeth of popular disapproval could at least hardly be accused
of vote-catching.

In areas of policy like trade union reform, privatisation of
nationalised industries and reduction of the basic rate of income tax
(in so far as this has happened), ™"e Government has scored
because the message has been both popular and clear: policies
have been most successful where they have been most radical. By
contrast, the control of government expenditure has not been
equally effective or popular because the message is unclear. In
particular, if the Government fails to contain its spending within its
own guidelines, is this a matter for regret or rejoicing? Since the
Government's own response to this question is fork-tongued, it is
hardly surprising if the electorate is confused. The Government's
response to this question is ambivalent because it still insists on
fighting on the collectivist terrain where its opponents have all the
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high ground: if most health and educational provision is assumed
by the Government to be State provision, then it is impossible for
Ministers to outbid political competitors of an even more collectivist
persuasion. The only way lv win the argument is to admit the
dimension of privatisation, which both theory and empirical evidence
show to be an attractive option.

Similarly for infrastructural spending. We do not regard spending
on the infrastructure as constituting a specially virtuous category
of government spending, even though infrastructural spending
might with advantage be increased if its financing were privatised.
The argument from unsatisfactory provision at present is an
argument for more and earlier privatisation rather than more
government spending. Where a government initiative is
nevertheless considered necessary the aim should generally be to
engage a large proportion of private capital (*+ 90 per cent) to
complement a small proportion of government capital (+ 10 per
cent). Where capital spending yields a commercial return,
government financing is a second-best; privatisation of commercially
self-supporting activities is more efficient, and it also removes the
financial limits that are inevitable as long as these activities remain
within the government sector. Non-commercial capital spending, on
the other hand, may have to remain within the government sector
because it would not be financially self-supporting outside; but
capital spending of this kind frequently requires additional current

spending for its servicing in future years.

We congratulate the Government on the continuing success of its
privatisation of the nationalised industries and we welcome the
increase '~ the target for the annual sale of government assets from
£4.75 billion to £5 billion. These funds may properly be used to
finance tax cuts; but they should not be used to fund additional
government spending, as is happening currently more than ever
before. We warmly welcome the recent initiative of the Environment
Secretary in asking the Property Services Agency to conduct a
review of the properties it owns to see if some would not be better
looked after in the private sector. (Speech to the Royal Society of

~ Arts, 15 October). In his recent report to Parliament (August

1986) the Comptroller and Auditor General said that his office had
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"found it difficult to establish with any precision the value of
central Government's holding of assets and of all the resources used
by Government Departments"; the best it could do was to accept an
estimate from the Central Statistical Office that the Government's
assets were worth about £60 billion. The imprecision and probable
understatement in this figure suggest that a large proportion of
these assets would be put to better use in private hands. -A
principal argument for privatisation is that the government is less
efficient than the private sector in managing its own assets as well
as being more efficient in regulating the activities of the private

sector than in regulating its own.

We regret the Government's recent victory over the shipbuilding
plaintiffs in the European Court of Human Rights. This is the sort
of victory the taxpayer could do without. The Government should
never have defended this case. Apart from the injustice done to
the shipbuilders, the judgment and the Government's decision to
fight the case provide a notable precedent for any future British
Government wishing to expropriate the industries privatised by the

present Government and to pay little or no compensation.

Unemployment, taxation and deregulation

23.

Deregulation is the right solution to the problem of unemployment:
it attacks the cause, namely malfunction of the labour market.
Government spending, by contrast, does not attack the cause of
unemployment and generally has undesirable side-effects: it may
well make unemployment worse, because the additional taxation
required to finance the spending destroys more jobs than the
spending creates. More emphasis should therefore be put on
deregulation as a cure for unemployment and less on policy
alternatives involving additional government expenditure.
Deregulation is a popular cause; but it has not yet achieved
enough, or sufficiently important, successes to make much impact
either on the unemployment figures or on the public consciousness.
The abolition of the remaining Wages Councils and the easement or
abolition of residential rent controls are examples of deregulatory
measures that would have a direct impact on unemployment.
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Incomes policies are the antithesis of deregulation; the Government
are right to reject all forms of incomes policy as means of reducing
unemployment, including the allegedly more foolproof variants being
peddled currently.

The belief in some quarters that tax cuts are in competition with
measures to create jobs through government spending is the
opposite of the truth. Jobs are destroyed by government spending
and the additional taxation it requires, whereas tax cuts are the
most effective way of creating jobs that are financially
self-supporting in the long term. In the United States, about 10
million new jobs have been created since the tax reductions of the

Economic Recovery Act 1981.

In our submission of May 1984 on the Government's White Paper on
regional policy "Regional Industrial Development" (Cmnd 9111) we
argued that the money at present spent on regional grants and
subsidies should be used instead to fund reductions in local rates
for businesses in the qualifying areas. This would serve to reduce
both taxation and government spending and unemployment without
imposing any additional cost on the government. We urge that our
proposal be reconsidered in the context of current plans for the

reform of local taxation.

Another example of a measure with the triple merit of reducing
government spending and taxation and unemployme‘nt is the policy
recently instituted by the Department of Employment of summoning
the long-term unemployed for interview. In response to this
summons nearly one in tern of the first batch of respondents
stopped claiming benefit. This is the ., pe of measure that should
be extended and intensified: there is a strong case for campaigns
against people who claim unemployment/supplementary benefit while
working in the black economy.

The unemployment figures would be put in a clearer perspective if
more emphasis were placed on the figures for employment and
self-employment: in recent years the unemployment, employment

and self-employment figures have been rising simultaneously.
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Admittedly, accurate and up-to-date figures are not available for
employment and self-employment; but neither are they available for
unemployment - the number of those on the unemployment register
is a function of the social security provisions with little significance
of its own, and it is a seriously misleading indicator of economically
significant variables such as the number of those actively seeking
work. The Department of Employment has made a number of
improvements in the unemployment figures; but these improvements
do not go nearly far enough. In the early post-war years the
figures for the balance of visible trade (which were often
unfavourable) attracted attention and sometimes caused alarm
because they were available in full every month; the corresponding
figures for invisible trade (which were invariably favourable) were
available less fully and after a longer interval. Now that an
estimate of the invisible balance is issued simultaneously with each
month's visible figures, comment about the latter is much more
relaxed. Similarly for the employment figures: the Department of
Employment should accompany the latest unemployment figures with
the best available estimates of employment and self-employment for
the same period. this would serve to reduce the importance of the
unemployment figures as an influence on economic policy in general

and budgetary policy in particular.

Monetary policy and the control of inflation

29,

30.

We share the Govermment's commitment to zero inflation. Stability
in the general level of prices is a mark of an orderly economy and

a just society.

The achievement of this aim is being made unnecessarily difficult by
the Government's retreat from its earlier reliance on the quantity of
money as an indicator of policy and an instrument of control. £M3
has been steadily downgraded in recent pronouncements and may be
retired from active service. Its place has been taken by a number
of indicators that have little to do with the money supply - the
exchange rate, the PSBR, interest rates, even money GDP.
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We have explained elsewhere our misgivings over this process.
(Business Leaders' Manifesto, page 35). Present monetary policy is
too subjective. It relies on a number of different indicators, most
of them more important in contexts other than the control of
inflation, without giving any indication of their numerical
relationship with the inflation rate or of what should be done when

they move at different speeds or even in different directioris.

The importance of the quantity of money in the delermination of
policy should be re-established. There is nothing wrong with the
performance of the money supply indicators in recent years. The
problem has been the excessive reliance on £éM3, the behaviour of
which has been much affected by financial innovation. Indicators of
narrower money have performed better and should have been relied

on more.

A weighted indicator of money supply, such as we have
recommended, embodies the commonsense principle that some forms
of money are more important than others in generating inflation
(and it would have performed better in recent years than the
indicators used by the Government). The principle of weighting is
implicit in the Government's use of both M0 and £M3 (since the
components of M0 are also components of £éM3); but it should be
made more explicit and given more emphasis in the determination of
policy. In any case, it should be the Bank of England's business
to devise and monitor the most useful and up-to-date indicators of
the money supply instead of merely explaining why those employed

hitherto have not performed well.

Nothing in the Loughborough lecture of the Gove...cr of the Bank
of England (22 October) alters our belief that the quantity of money
should be a major determinant of monetary policy and that valid and
up-to-date indicators of the money supply exist or can be devised.
This is not an illusory search for simple truths in a difficult and
complex world. On the contrary, it is possible to make things seem
more difficult than they really are. The technical expertise of the
Bank of England did not succeed in preventing the British rate of
inflation from rising to well over 20 per cent, nor had it much to
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contribute to the subsequent return towards stable money. What
reversed the rise in inflation was the work of a few economists,
mostly foreign, confirming the importance of changes in the money
supply as a determinant of inflation. The Government is in danger
of presiding over a return to the intellectual climate of the first
thirty or so years after the War when the quantity theory of money
was out of fashion and the ground was prepared for the
accelerating inflation of the nineteen-seventies. We urge the
Covernment not to repeat this mistake: the quantity of money
should be restored to the centre of monetary policy.

Indicators of money supply are important for policy in the short
term as well as the long. If the emphasis of monetary policy is
shifted from the quantity of money to other indicators including the
PSBR, the scope for tax reduction is unnecessarily constrained and

the economy as a whole is the loser.

Public sector borrowing requirement

36 .

375

Our policy on the PSBR is set out in the paper "The Public Sector

Borrowing Requirement" of July 1985. We accept that a low or zero

PSBR is generally preferable to a higher PSBR used to finance
additional government spending on current account. A lower or
zero PSBR may not be a desirable aim of policy, however, if it is

achieved at the expense of tax cuts forgone.

For similar reasons, we regret the abolition of "the line" in 1965.
Although the difference between items "above the line" and items
"below _tl';e line" did not correspond as closely as was generally
believed to the difference between items on current account and
items on capital account, thé distinction was a valuable one. In
particular, an increase in the PSBR to fund expenditure on an
income-generating capital asset is a very different matter from an
increase to pay for additional current spending. Similarly, an
increase in the PSBR to fund reductions in taxes on capital is a
very different matter from an increase to pay for cuts in value
added tax or in the basic rate of income tax. The abolition of "the
line" has served to obliterate these important distinctions. If there
were technical deficiencies in the concept of "the Une", it should

have been amended and improved, not abolished.
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Too much emphasis has been put on the crude total of the PSBR in
recent years, partly because too little has been put on alternative
indicators including better constructed indicators of the money
supply. As a result, opportunities for tax cuts have been
forgone, and tax reductions have been less than they might have
even at existing levels of government spending and within
prudential constraints on the relationship between government debt
and other relevant magnitudes such as GDP. A transfer of
emphasis from the PSBR to the control of the money supply could
provide scope for additional tax cuts of several billion pounds a

year consistently with further progress towards zero inflation.

The Government is right to emphasise the PSBR at the expense of
the Public Sector Financial Deficit (PSFD). The main difference
between the two is that the former allows for the deduction of the
proceeds of asset sales, whereas the latter does not. It is right
that these proceeds should be omitted from an indicator of the
increase in government debt: the cost of nationalisation is a genuine
ingredient of government spending, and the proceeds of
privatisation are a deduction from government spending, by the
same argument, which is reflected in the definition of the PSBR.

POLICY PRIORITIES AND THE SCOPE FOR TAX CUTS

40.

41.

The real burden of government activity is public spending.
Taxation and public borrowing are merely means of supporting this
burden. Outside a small range of essential functions, we do not
regard government spending as something desirable but restricted
in supply through financial stringency: it is a costly and
inefficient way of providing services that could be providec i:ore
economically and on a larger scale by competitive private suppliers.
Our first policy priority is to bring government spending down.

General government expenditure as a proportion of national output
is projected to be 44.5 per cent in 1986 compared with 41.7 per
cent in 1979. The 6 November statement increased the projected
expenditure/national output ratio for 1987-88 and 1988-89 by about
1 1/4 percentage points above the previous projections for these
years and absorbed financial resources that could otherwise have
been used to cut the basic rate of income tax by 4p to 25p.
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Our second priority is to cut taxes, especially the taxes on income
and capital. - Taxation has risen from 32.9 per cent of GDP in 1979
to 38.6 per cent in 1985. At tax levels Lke these, Britain will
never be able to compete effectively with Japan, the United States
and other less heavily taxed international competitors. The
reduction of inflation is also an important aim of policy; but it is
not in conflict with tax-cutting provided that the growth of the
money supply is kept under control.

The elimination of inflation and of the growth of government
spending would make it easier to reduce real interest rates from
their present high levels, with the advantage this implies for
industrial borrowers. In the present situation, however, the
reduction of interest rates has a lower priority than our other
policy aims. Since the private sector is a net creditor of the
government, a rise in interest rates is substantially equivalent on
income account to a reduction in taxation; in this sense, it is
something to be welcomed. Even as a component of industrial
costs, interest rates are for most firms a small proportion of labour
costs; and the latter, which are more under the control of firms
than most other industrial costs, have recently been rising much
faster than inflation and much faster than productivity. We should
not wish to forgo a possible tax cut merely in order to bring down

interest rates.

The gradual devaluation of the money supply as a leading element
of the Medium Term Financial Strategy means that the Public Sector
Borrowing Requirement is now the only objective indicator of
financial rectitude still actively used by the Government; and the
laxity of control over government spending increases the pressure
on the Government to retain the appearance 6f rigour in monetary
policy. The unfortunate consequence is that what remains of
government determination in these matters is directed almost
entirely at the PSBR, a variable of exaggerated significance which
has been seriously overworked for years in terms of the policy
responsibilities it has been obliged to bear. The PSBR is now some
1.75 per cent of GDP, and this percentage has fallen by two-thirds
from some 5% per cent in 1980. It serves no useful purpose to
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concentrate on the PSBR merely because the Government find it
closer to hand and easier to control than the more important policy
variables of government spending and the money supply.

The contrast between United States and United Kingdom policy in
recent years is instructive. In both countries government spending
has been substantially out of control. In the United States the
emphasis has been on tax cutting, and the deficit has been left to
take the strain. In the United Kingdom the emphasis has been on
reducing the deficit (or PSBR), and the tax burden has risen by
nearly 6 percentage points from 32.9 per cent of GDP in 1979 to
38.6 per cent in 1985. In the United States, revenue lost from tax
cuts has been largely recouped through increased activity (and
more than fully recouped at the top of the scale). In the United
States this additional activity has generated some 10 million new
jobs and has significantly reduced unemployment. In the United
Kingdom, the number of new jobs was inadequate for this purpose
and (at least until autumn 1986) unemployment continued to rise.
Nor has the emphasis on reducing the PSBR resulted in a superior
counterinflationary performance in Britain by comparison with the
United States. Despite all the differences between the two
countries, these contrasting results are not a matter of chance.
Britain has paid a heavy price in jobs lost and tax cuts forgone for
the fiscal conservatism that has dominated policy.

An important element of the United States experience is that tax
cuts have been used to restrain government spending: concern
over the deficit has taken the edge off the appetite for further
expenditure. In Britain the domination of fiscal conservatism has
removed even this weapon from Treasury Ministers. Every victory
of the spending Departments over Treasury spending limits has
been accommodated by additional taxation or tax cuts forgone and
has thus been allowed to serve as a springboard for further
assaults on the soft target represented by the new, higher
spending limits. Under the curious conventions that have governed
these affairs in recent years, the Treasury never seeks to mount
an effective counterattack, and the level of government expenditure
is steadily ratcheted upwards. These conventions and their
underlying institutions, which could make tax reductions
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permanently unattainable, have done too much damage for too long
and should be changed. In particular, it is far more important that
taxes should be cut in the 1987 Budget than that the PSBR should
be held at a level which is already excessively austere and thus
disproportionately damaging to the economy relatively to any minor
and transient benefits which it may confer.

The Appendix starts with an updating of the fiscal adjustment (or
scope for tax reduction) for 1987-88 given at the time of the 1986
Budget. This updating, which applies conventional concepts and
assumptions to the new information in the 6 November Statement,
indicates that the fiscal adjustment of £2 billion in a full year
should now be increased to £4 billion; the figure in the first year
would be less. This estimate of the fiscal adjustment is consistent
with an unchanged PSBR of £7 billion and is also fiscally
conservative in other ways: in particular, it takes no credit for
the United States "supply-side" evidence that tax revenues as well
as economic activity and employment are soon increased when high

rates of tax are cut.

We regard a full-year fiscal adjustment of £4 billion in the 1987
Budget as too low. First, as has been argued earlier in this
submission, it is more important to cut taxes than to keep the PSBR
at its present level. Second, a low PSBR encourages the
overshooting and raising of spending targets, as recent events have
shown; an increase in the PSBR helps to strengthen resistance to
further government spending. Third, taxation should lead and
government spending should follow: tax revenue should determine
spending . and not the other way round. We therefore believe that
the £4 billion fizcal adjustment should be treated as a first-year
rather than a full-year figure, with an inerease to about £6.7
billion in a full year and an increase of about £1.5 billion in the
PSBR for 1987-88 from £7 billion to £8.5 billion (and more if the

‘price of oil falls). We recognise that this increase would be

contrary to an undertaking in the 6 November statement; but the
increases in government spending announced in that statement were
not prevented by the reaffirmation in a major speech only a few
weeks earlier of the Government's commitment to hold its spending
steady in real terms. Controlling government spending is far more
important than keeping up appearances with a low PSBR.
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TAX REDUCTION AND STRUCTURAL REFORM

49,

50.

51.

52.

In "The Direction of Tax Reform" we reaffirmed our long-standing
policy that tax retorm should be a component and indeed a
subsidiary part of tax reduction: reform should consist of cutting
the worst taxes fastest. The main fault of the tax system is not
that its structure or pattern is ill-chosen (although this is .true)
but that its aggregate burden is excessive. We are opposed to
revenue-neutral tax reforms in which the gains of the gainers are
paid for by the losses of the losers. Since the general problem is
one of excessive taxation, the starting point for reform is that no
tax should be increased in rates or extended in coverage.

The tax system after a decade of tax-cutting in "The Direction of
Tax Reform" would consist essentially of income tax, corporation tax

and value added tax, each at a maximum rate of 10 per cent.
Excise duties on drink and tobacco would still be levied, but at
lower rates than at present; they might be abolished eventually.
The future of the excise duty on petrol and the car tax would fall
to be decided within the context of transport policy. The minor
excise duties and the taxes on capital would be abolished.

There is a continuum between policy in the short term, the medium
and the Iong. Every budget should in our view constitute a step
in the direction of the ideal system that we have indicated. And
because tax reform is important as well as tax reduction, it is a
serious failure not to make radical reforms in the course of a
tax-cutting budget: there should be no repetition of the 1979
budget, in which income tax rates were cut drastically and the
rates of capital transfer tax were left unchanged.

The Chancellor is to be congratulated on abolishing a tax a year
since the start of his tenure of office; and we hope that he will
keep up this success rate. Our top candidate for abolition is
inheritance tax, which does more damage to the British market
economy than any other mqjor tax per pound of revenue raised. If
the Chancellor is reluctant to abolish a tax which he introduced
only last year, we have other candidates to propose. Of these, the

first
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is the abolition of capital gains tax on all assets held for more

than, say, ten years: this would simplify the tax system, remove
within a short period the injustice of taxing pre-1982 inflationary
gains and take away the "locking-in effect" restricting the
redeployment of assets after the qualifying period; capital gains tax
would become a tax on gains in the medium term instead of the

long. Another possibility, short of the abolition of capital gains
tax, is to restrict its ambit to corporate gains and to relieve from
tax gains in the hands of individuals and trusts; there are foreign
precedents for taxing corporate gains, and it is the taxation of
personal gains that causes the more serious problems. For
inheritance tax, the priorities are reversed: inheritance tax on
business and agricultural property may make it impossible to
transmit a family firh or farm to the next generation. The abolition
of inheritance tax on business and agricultural property through
the extension of business and agricultural property relief to 100 per
cent would be extremely cheap at about £60 million a year or less

than a twentieth of a penny on the basic rate of income tax.

General and technical

53.

The tax system should reflect the principles underlying the
Government's philosophical position, and in some of the main lines
of policy it has been doing so: for example, the investment income
surcharge, development land tax and the tax on lifetime gifts have
been abolished; capital gains tax and capital transfer
tax/inheritance tax have been indexed for inflation; and the top
rates of capital transfer tax/inheritance tax and income tax have
heen reduced to 60 per cent. In these matters, Treasury Ministers
nave clearly been in charge. We bel - /e that the free-market
principles informing the main lines of the Government's tax policy
should penetrate through to the interstices of the tax system. But
this has not happened. A change of character affects British tax
policy when it moves from the general to the technical. The
free-market principles that inform policy at the general level are
rigorously excluded from the minutiae. Although all matters of tax
policy are of course decided by Ministers, the uninstructed
observer might be led to infer that policy at the technical level is
in fact determined by the Inland Revenue.
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In addition to the failure to carry through the principles underlying
general tax policy, policy at the technical level has the following
weaknesses. First, it is obsessed by avoidance and the blocking of
loopholes, often to the exclusion of more important considerations
such as the effect of a measure on the level and pattern of
economic activity. Second, the effect of avoidance is assessed by
the narrowest and least enlightening criterion, namely the immediate
or first-round effect on the yield of the tax concerned; very
different answers can be obtained by looking at the effect of a
measure on the tax system as a whole, since the second-round
effects are generally opposite in direction to those in the first
round. Third, although the Revenue are keenly aware of the
administrative costs imposed by new legislation on themselves, they
appear to take little interest in the compliance costs imposed on the
taxpayer. The Business Impact Statements which we have proposed
as a normal preliminary to the introduction of new legislation would

be nowhere more useful than in technical legislation on taxation.

The two most notorious examples of recent legislation in which the
campaign against avoidance or alleged avoidance was allowed to
drive out other and more important considerations of policy are
Chapter VI on controlled foreign companies and Chapter VIl on
offshore funds in the Finance Act 1984, There is no real or
identifiable benefit to the country or even to the revenue from
either of these pieces of legislation. It appears that a genuine
attempt is being made at present to correct the worst features of
Chapter VII; but the defects of Chapter VI go too deep to offer
much prospect of adequate reform.

As a resui: of the institutional differences between the handling of
general and of technical tax changes, some of the areas of reform
that are cheapest, most beneficial to the economy and politically
least controversial have been neglected. The following are our
technical representations which we particularly urge Ministers to
assess, not merely as technical tax proposals, but in the context of

general economic policy:-
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- treatment of exchange rate fluctuations

= capital allowances for commercial buildings and other
"nothings"

* liberalisation of the rules restricting the use of losses
(Technical Representations, pages 20-22)

o liberalisation of the rules restricting the use of advance
corporation tax (a) within groups (b) to avoid the double
taxation of corporate capital gains (c) to eliminate the bias
against the distribution of dividends out of overseas income

= application of the 29 per cent small companies or small profits
rate of corporation tax to the first £100,000 of profits of all
companies or groups

= premiums for permanent health insurance to be made
tax-deductible

¥ restoration of the original differential between the (higher)
standard/basic rate of income tax and the (lower) rate of
capital gains tax

= exemption of pre-April 1982 assets held for over, say, ten
years

= an annual capital gains tax exemption for companies

- a general right for individuals and trusts to carry forward any
unused annual capital gains tax exemption without time limit

" capital losses to be eligible for carry-back over two years

s gifts to settlements where there is an immediate interest in
possession and termination of such interests to be treated as
potentially exempt transfers in the same way as gifts by and
to individuals

o inheritance tax chargeable to be no more than 50 per cent of
the death rate if the donor survives the gift b, three years

> reblacement of present incentives for new investment ..
trading companies by a straightforward income tax deduction

for investment in new equity.

A clear example of technical provisions requiring amendment on
general grounds of economic policy is section 483 ICTA 1970 and
section 101 FA 1972, which restrict the carry forward of unutilised
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losses and advance corporation tax respectively where there is a
major change in the nature or conduct of a business within three
years of a change of ownership. There can be few businesses
nowadays which can survive, let alone prosper, without making one
or more changes in their customers, products, markets or suppliers
over a six-year period, any one of which could bring section 483
into play if there is a change of ownership.

The market economy and the personal ownership of capital

58.

59.,

It has been a major success of the present Government to extend
the concept of a property-owning democracy from owner-occupied
homes to company shares; more has been achieved since 1979 than
during the previous twenty years of talking. The personal
ownership of capital is important not only politically and socially but
also economically: a capitalist system cannot be expected to
funection to maximum efficiency without widespread personal
ownership of capital, some of it in substantial holdings.
Institutional ownership is not an adequate substitute for personal
ownership and should not have tax advantages over personal
ownership, as it has at present through inheritance tax, in
particular, and the legislation on offshore funds in Chapter VII FA
1984.

The Government has successfully exploited the extension of personal
ownership through the privatisation of nationalised industries. This
privatisation programme should be complemented by substantially
more favourable tax treatment of share incentive and share option
schemes; by the extension of the Business Expansion Scheme to
cover all new investment in United Kingdom trading companies; and
by the reduction or preferably abolition of iﬁheritance tax. We

return to these topics below.

Inheritance tax

60.

We warmly welcome the abolition of tax on gifts between individuals
made more than seven years before the death of the donor. We

have never regarded the taxation of lifetime gifts as a necessary or
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desirable extension of a tax on death. We have argued for years
that the case for taxing lifetime gifts is even weaker than the case
for taxing bequests. The Government has now accepted that there
are good social arguments for abolishing the tax on lifetime gifts.
But there are also good social arguments for abolishing the tax on
bequests: positively, the personal ownership of not only trading
assets but also portfolio assets and the transmission of these assets
to the next generation are essential to the efficient working of a
market economy in which individuals are not subject to
tax-subsidised competition from financial institutions and the State;
negatively, inheritance taxation generates a one-generation lfestyle
which is undesirable both economically and socially, with its
incentive to the successful entrepreneur to emigrate to a more
fiscally hospitable climate and its incentive, among those who
remain, to engage in conspicuous consumption, up to 60 per cent of
the cost of which would otherwise be paid to the Treasury in

inheritance tax.

All forms of inheritance taxation are objectionable in principle. No
such tax is acceptable as a permanent part of the British fiscal
scene. Death tax has been abolished in Canada and also in
Australia, where the present Labour Administration has no plans to
bring it back; it has been abolished or drastically reduced in

nearly all the other former British territories in Asia and the
Pacific. In so far as Treasury Ministers of the present Government
seek to justify a tax on death, the arguments would seem to be that
some such tax has been around for a number of years and that
their political opponents would complain if it were abolished. It
would hardly be possible to damn a tax with fainter praise,
‘__special-ly when the Treasury Ministers pride themselves on their
reforming zeal. As our contribution to the Chancellor's campaign to
abolish a tax a year, inheritance tax is top candidate for abolition.

Inheritance tax is an uneasy mixture of estate duty and capital
transfer tax. Our Technical Representations propose a number of
changes to correct the resulting defects. In particular, it s wrong
and harmful that assets held in trust should now be taxed more
heavily than assets held absolutely. The "principle of parity"
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should still be followed. Gifts to settlements where there is an
immediate interest in possession and termination of such interests
should be treated as potentially exempt transfers in the same way
as gifts by and to individuals and to accumulation and maintenance

trusts and trusts for the disabled.

It is just as important under inheritance tax as it was under capital
transfer tax that business and agricultural property relief should
be increased to 100 per cent for both controlling and minority
interests. The case for taxing business and agricultural assets is
even weaker than the case for taxing assets held passively as

investments.

Our Technical Representations show that estates between £80,013
and £2,887,769 (the vast majority of estates subject to inheritance
tax) are now more heavily taxed than they would be if the original
capital transfer tax scale had been uprated for inflation; in parts of
the range the burden is over 50 per cent heavier in 1986 than it
was in 1974. Moreover, the top rate of 60 per cent starts at
£317,000, which is in no sense a large fortune; in London and the
South East a great part of this sum may be represented by the
value of a family home. The schedule of tax rates should be less
steeply graduated; but we do not recommend that this should be
done by starting the existing tax rates at higher levels of estate,
since the problem is the excessive rates of tax themselves and not
just the low levels of estate on which they are charged. Tax
reduction should follow the admirable precedent of 1984 and work
from the top down. Each cut of 1p in the basic rate of income tax
should be complemented by a cut of not less than 5p in the top rate
of inheritance tax, with corresponding changes lower down the

scale.

Capital gains tax

65.

Although the United States tax reform of 1986 includes a number of
elements that deserve imitation elsewhere, the confusion of capital
gains with income is not one of them. The boundary problem
between income and capital gains should be kept at the level of a
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border dispute and should not be permitted to determine broader
policy. The rationale of integrating the tax treatment of capital
gains with that of income is the curious modern fallacy that all
saving is for future consumption - an example of the way in which
economic theory can fly in the face of common sense. If assets are
being held for the long term or in perpetuity, an increase in their
value provides no additional taxable capacity; any rise in income

associated with this increase is already subject to income tax.

Although we welcome the indexation of post-1982 gains as an
alleviation of the burden of capital gains tax, we are not among
those who consider that a perfectly indexed capital gains tax would
be an acceptable tax. For the reasons just indicated we do not
believe that capital gains are a suitable base for taxation at all,
except at the boundary with income. As indexation reduces the
yield of capital gains tax and increases its complexity, the case for
its abolition becomes stronger; and this is a development we

welcome.

In our Technical Representations we argue for the exemption of
pre-1982 assets held for more than, say, ten years. This would be
the technically simplest means of dealing with the problem of
pre-1982 inflation. About half the yield of capital gains tax still
comes from pre-1982 inflationary gains, and the long period of ten
years takes account of the Government's reluctance to part with
this unjustifiable source of revenue. Moving from the technical to
the general, we should like to see a cut-off introduced for all
assets, and not merely pre-1982 assets<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>