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EXCISE DUTIES: OVER REVALORISATION
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The attached revised version should replace Annexe B to Mr Knox's note\é? 28 N{\\*'
January. The changes relate to sherry and port, where the correct figures

should reflect straight revalorisation.
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P R H ALLEN

Internal circulation: CPS, Mr Knox, Mr Jefferson Smith, Mr McGuigan,

Mr Whitmore, Ms French, Mrs Hamill



RPI
impact
effect (4)

°

Beer
Cider

Wine - table wine
- sherry
= Pport

Spirits

Tobacco
- Cigarettes
- Cigars
- Pipe tobacco

Petrol
leaded
unleaded

Minor 0il Duties
- Fuel .0il
- Gas oil

Derv (5)

VED =~ cars
- other

TOTAL

neg = negligible

Price change Yield
including 1988-89
VAT on m

typical item (1) (2) (3)

1.8p per pint 140
1.8p per pint 10
7.0p per 75cl 35

11:3p ‘per 70¢l ) 5

13.0p per 70cl )

20.1p per 75cl 25

7.6p per 20 KS 190
1.9p on 5 whiffs 5
nil nil

1ll.4p per gallon ) 545

6.4p per gallon )

hil nil
nil nil

10.2p per gallon 140

nil nil
1095

(1) VAT is payable in addition to the duty
except in the case of VED.

(2) Rounded to nearest #5m.

(3) Assuming mid-March Budget .

(4) Based on latest RPI (Pggember).

(5) Most derv consumers can reclaim VAT.
Revenue estimates assume 9% offset for bus fuel grants.

neg

0.04
0.01

0.16
neg
neg

0.23
neg

nil
nil
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FROM: J M G TAYLOR
DATE: 25 January 1988

MR ISAAC - Inland Revenne ce DS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Mr Scholar
Mr Culpin
Mr Cropper
Mr Tyrie
Mr Call

Mr Battishill - IR
Mr Corlett - IR
PS/IR

COVENANTS TO CHARITIES

The Chancellor was most grateful for your minute of 20 January.

2 He thinks we should look into the possibility of eliminating
all tax relief for covenants, but giving a tax relief for gifts to

charities generally. This should, however, be after the Budget -
as a possibility for 1989.

5

J M G TAYLOR
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BUDGET SECRET: TASK FORCE LIST ONLY
COPY NO oF 4
FROM: P J CROPPER

m’ DATE: 29 JANUARY 1988
CHANCELLOR ce Chief Secretary

Financial Secretary

Paymaster General
Economic Secretary
Mr Tyrie
Mr Call

I believe that at last Monday's Prayers you -asked for views
on rate versus threshold. I would have voted for rate if

I had been present.

After March 15th the strongest criticism of the Income Tax
structure will lie against the combined starting rate of (25+5)%
or so on incomes less than half the national average. This
is much too high. It could be tackled either by getting the
rate gradually down to, say, (10+5)% or by pushing up the
threshold to say double its present level. Either would need

a prodigious amouﬂﬁfof money.

The practical solution probably 1lies in the introduction of
a fairly broad reduced rate band - say £5,000 at (10+5)%,
followed by £15,000 at (25+5)%. If this were the gameplan,
a real-terms rise in thresholds this year would be counter-
productive. We need that money in 1989 or 1990 to establish
the reduced rate Dband. I happen to believe, incidentally,
that for citizenship reasons we ought to collect some tax

from most people - but not at a rate of (25+5)%.

So my prescription would be to go for (25+5)% this year and
just index the thresholds. Any spare money would have to
be put by towards introduction of the reduced rate band in
1989 or 1990 - we could start off, if necessary, with £2,500

at (20+5)% and go on from there.

If you felt that putting money by was going to be unnecessarily
provocative to the spenders, you could still do (24+5)% plus
indexed thresholds. Then, as the basic rate came down through
23, 22, 21, 20 you might introduce the reduced rate band with

a sort of bifurcation - splitting the present basic rate band
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part downwards and part upwards, to arrive at a reduced rate
b‘ taxed at (10+5)% and a main band at (25+5)%.

The reduced rate band presents major administrative problems
for the Inland Revenue, I Kknow. Sadly, I think we will have
to face up to them. I can see no other way of getting rid

of the present horrendous starting rate in our tax scale.

<=5

P J CROPPER

Postscript

Luncheon Vouchers. The proper thing to do from a small business
point of view is to raise the tax exempt maximum for TLuncheon
Vouchers to about £2.50 a day. That would equalise the position
as against people working for large firms with subsidised

canteens.
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You wrote to me on 26 August about tax and health care, in
particular the tax treatment of health mutual trusts. As you know,
my officials have been pursuing the subject with the Inland Revenue
and I am now able to give you a fully reply.

The key question which will determine the tax treatment under
Schedule E is whether:

a. The employer is purchasing a contractual right for his
employee to receive treatment - in which case the taxable
benefit is the cost of the employer of purchasing that right,

or
b. The employer is paying for his employees medical treatment
(whether directly or via an intermediary) - in which case the

taxable benefit is the cost of the treatment.

The Inland Revenue believes there is no reason why it should not be
possible for an employer to set up an 'in-house' arrangement
involving the use of a trust where the taxable benefit was the
annual amount paid for the purchase of a contractual right to
medical care as at (a) above. The main features of such an
arrangement would be that under the trust deed -

- each employee would have an absolute right to have the cost
of specified medical treatment paid for by the trustees;

- the employer's annual contribution paid to the trust for
each employee should be identifiable;

- once paid the contributions should be completely and
irrevocably alienated from the employer;



- the trust could only be terminated when all claims for
treatment for periods for which contributions had been made by
the employer had been met;

- neither the employer nor the trustees would be able at any
time to vary the terms of the trust as regards these essential
features.

While this is a matter for DTI, the Inland Revenue's view is that it
would also be necessary for the employer and trustees to obtain
their agreement that the scheme was not carrying on a business of
insurance within the meaning of the Insurance Companies Act.

Two other tax questions arise in connection with in-house health
insurance schemes: whether the employer contributions are deductible
from his taxable profits and whether the trust will be subject to
the additional rate charge on its investment income. On the farst,
contributions by an employer to an Employees' Benefit Trust Fund
which is set up to provide free private health care must be
considered under the normal business expenditure rules, and provided
the payments are of a revenue nature and are incurred wholly and
exclusively for the purposes of the trade, I am told they will
generally be treated as an allowable deduction in computing the
employer's profits. However, no advance ruling can be given to the
admissibility of the contributions because in every case it will
first be necessary to see the Trust Deed and to examine the terms
under which the Trust operates. Only then will it be possible for
the Inspector of Taxes to take a decision on whether the
contributions are deductible. 1In practice, an employer's
contributions will normally, I gather, be allowable if the following
conditions are satisfied:-

a. the Trust Deed does not permit the refund of contributions
to the employer and

b the Health Care Scheme is available to the employees in
general and is not restricted to a limited class of employees
such as directors and their families or the family of the
proprietor.

Turning to the question of the additional rate charge, if the
trustees of a scheme have power to accumulate income then the
additional rate charge under S16 of the Finance Act 1973 could well
apply to any investment income which is to be accumulated.

In summary, therefore, I believe that it would be possible to devise
a scheme to provide health cover for employees which will have the
desired tax treatment. I hope the general guidance in this letter
is helpful.

I am copying this letter to Norman Lamont.
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JOHN MOORE
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FROM: J J HEYWOOD
DATE: 1 February 1988

MR PAYNE IR cc PS/Chancellor
PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton

Mr Anson

Mr Scholar

Mr Culpin

Mr Cropper

Mr Tyrie

Mr Call

Mr Jenkins OPC
PS/IR

BASIC RATE

The Financial Secretary was most grateful for your minute of
27 January which considers what consequentials might follow if

a decision were taken to change the basic rate of income tax.

2. He agrees with your recommendations in paragraphs 3, 4
and 9 and agrees that we would need the usual explanatory press

notices.

B The Financial Secretary is looking forward to seeing the

paper on the Additional Rate as soon as possible.

4z
-

JEREMY HEYWOOD
Private Secretary

BUDGET: CONFIDENTIAL
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Inland Revenue Policy Division
Somerset House

FROM: B A MACE
DATE: 1 FEBRUARY 1988

P eote el

s
2.  FINANCIAL SECRETARY w\ ‘i\ Y\M

K\‘
ADDITIONAL PERSONAL ALLOWANCE \x <y;' %&
J
1. There are one or two aspects of the changes to the rules for

the additional personal allowance which need to be settled now
that Ministers have decided on the option of limiting cohabiting

couples to a single APA between them.

Timing of the change

2 The report by officials on the options for dealing with the
tax penalty on marriage to which the APA gives rise (attached to
Miss Sinclair's submission of 23 December) explained that the
options which involved a solution within the tax system (a
cohabitation rule or linking entitlement to the APA to the
receipt of social security benefits received by single parents)
could be implemented by April 1990 or possibly a year earlier.

We need to settle when the implementation date should be.

e Chancellor Mr Battishall
Chief Secretary Mr Isaac
Paymaster General Mr Painter
Economic Secretary Mr Lewis
Sir P Middleton Mr Corlett 5
Sir T Burns Mr Beighton Z
Mr Scholar Mr Mace
Mr Culpin Mr Stewart
Miss Peirson Mr Allen
Miss Sinclair Mr J C Jones
Mr McIntyre Miss Dyall
Mr Riley PS/IR
Mr Cropp€r
Mr Tyrie
Mr Call
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423 PXT



‘ BUDGET CONFIDENTIAL

v Although we can legislate in the 1988 Finance Bill to limit
cohabiting couples to a single APA we cannot make the change
effective immediately because the new rules will involve a review
of the entitlement to APA of all the present half million
claimants. As we have said we have no method of enforcing the
new provision on the basis of the information available to us so
we think we shall probably need to issue questionnaires to all
APA claimants asking them to confirm their entitlement to the
allowance on the basis of the new rules. The most convenient
time to do this would be in the autumn of 1988 so that any change
in the rules could then be implemented from April 1989. The
alternative option would be to make the change in the rules
effective from April 1990 at the same time as the change to
Independent Taxation. But that would mean that the work of
reviewing the entitlement of APA claimants would have to be
undertaken at the same time as tax offices will be heavily
engaged in work on the preparation for Independent Taxation. So
our strong preference would be to make the change effective from
ApEeil 1989

Change to the rules

4. We are still considering the precise form which the change
to the APA legislation would take but subject to discussion
Parliamentary Counsel we think that the restriction of the APA
claims could be achieved by providing that where an unmarried
couple were living together as husband and wife for any part of a
year of assessment only a claim in respect of the youngest child
who was a qualifying child of either of the partners would be
admitted. This change in the rules would not disturb the
existing entitlements of other APA claimants and where both
partners in a cohabiting couple had a valid claim to the APA in
respect of their youngest child the existing provisions which
provide for the apportionment of the APA where two or more
individuals have a claim in respect of the same child would (with
possibly some minor consequential amendments) apply

automatically.-



' BUDGET CONFIDENTIAL

APA for an incapacitated wife

5. In addition to single parents the APA may also be claimed by
another group: married men whose wives are totally incapacitated
by mental or physical infirmity. We need to consider the future

of this part of the allowance in the context of Independent

Taxation.

S This issue was discussed in Miss Dyall's submission of

8 October against the background of the possible conversion of
the APA into social security benefits. (For convenience I attach
a further copy of that note). You suggested (Mr Heywood's note
of 19 October) that this issue should be considered as part of
the official study of the APA options. Miss Dyall's note
indicated, however, that we would need to come back to the
guestion if, in the event, the conversion of the APA into benefit

did not go ahead.

7. As Miss Dyall suggested in her note (paragraph 19) the case
for removing this part of the additional personal allowance on
the changeover to Independent Taxation remains strong even though
the APA generally is not now to be abolished. Since the
allowance was introduced in 1960 the scope of social security
benefit provision for the long-term sick and disabled has been
considerably extended. The test of "total incapacity"” of the
wife which has to be satisfied before the APA is available to the
husband is very strict indeed. A wife who satisfied that test
would certainly qualify for at least one of the benefits such as
Attendance Allowance listed in Annex A of Miss Dyall's note.

Like the minor personal allowances (dependent relative allowance,
housekeeper allowance and son's/daughter's services allowance) _
which you will be abolishing in this year's Budget, the APA for’
an incapacitated wife is now something of an anachronism. Fewer

than 10,000 husbands qualify for it.

8. Retaining this part of the APA on the changeover to
Independent Taxation would be sex-discriminatory because there is

no equivalent allowance for wives whose husbands are totally
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incapacitated. As Miss Dyall explained (paragraph 11 of her
note) this discrimination would be brought into sharper focus

because under Independent Taxation breadwinner wives will as far
as possible be given parity of treatment with breadwinner
husbands. In practice the sex discrimination would affect very
few women since few would have spouses whose degree of disability
would satisfy the very strict test of total incapacity. Bul Lhe
disparity of treatment would have a presentational awkwardness.
There is on the other hand very little case for extending the

scope of an allowance which is already an anachronism.

. 99 Our advice would therefore be to legislate so that no new
claims for the APA for incapacitated wives would be admitted
after the change to Independent Taxation on 6 April 1990.
Existing claimants could continue to qualify for the allowance
under the present rules on one of the options described in
paragraphs 13-18 of Miss Dyall's submission. As Miss Dyall
explained the Option 1 approach (which would mean freezing the
allowance at its 1989-90 level for this group) would be the most
consistent with the transitional provisions which you are
providing for breadwinner wives and for certain elderly husbands.
On the other hand now that the APA is to be retained generally
for single parents the balance of the arguments in favour of the
Option 2 approach described in paragraph 14 of Miss Dyall's note
is somewhat changed. Under that Option existing claimants for an
incapacitated wife would continue to get an allowance equal to
the married couple's allowance for each tax year, the same as
single parent claimants of the APA. You may feel that this would
be more straightforward and would make the abolition of the
allowance for incapacitated wives easier to present. Since this
approach would also be marginally simpler for us on operational

grounds it would, on balance, now be our recommended solution. ~

10. If you decide that you do not want to abolish this part of
the APA you will need to consider what to do about the sex
discrimination which would remain. The least unattractive option

might be simply to amend the legislation so that married women
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with incapacitated husbands could qualify for the allowance. In
practice because of the very strict conditions this would benefit
very few women, so the revenue and staff cost of making the
change would be negligible. But making the change would avoid
awkward pressure building up on the issue during the Committee
Stage of the Finance Bill. Alternatively you could do nothing

(as you are proposing on the extension of the widow's bereavement

allowance to widowers) and wait for developments.

Question for decision

(i) Are you content that cohabiting couples should be

restricted to a single APA between them with effect from
April 1989.

(ii) Should new claims for the APA for an incapacitated wife be
ended from the change to Independent Taxation on 6 April
1990? And if so what transitional protection should be

given to existing claimants?
(iii) Alternatively if the APA for a husband with a incapacitated

wife is to be retained after Independent Taxation should

the allowance be extended to wives with an incapacitated
husband?

el

B A MACE
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Policy Division
Somerset House

FROM: MISS R A DYALL
DATE: 83 OCTOBER" 1987

2. FINANCIAL SECRETARY

ADDITIONAL PERSONAL ALLOWANCE: INCAPACITATED WIVES

3 As you know the Chancellor has written to the Secretary of
State for Social Services to set in hand an examination by DHSS,
Inland Revenue and Treasury officials of the scope for converting
the additional personal allowance (APA) for single parents into
benefit. (The Secretary of State replied on 24 September with a

number of comments on the proposed study).

2. The APA is also received by another group: married men whose
wives are wholly incapacitated. Conversion into benefit 1is
not, however, likely to be an option for these men, although we
will of course confirm this with DHSS when the study gets under
way. Although their wives may receive a variety of social
security benefits intended for the chronic sick or disabled it
would be very difficult to compensate the small number of couples
involved (less than 10,000) without giving windfall gains to many
other sick and disabled people, married and single, and so
incurring a heavy cost. This note, therefore, considers how this
group of APA claimants should be dealt with on the assumption

that APA for single parents will be abolished.

cc Chancellor Mr Isaac =
Chief Secretary Mr Painter
Paymaster General Mr Lewis
Economic Secretary Mr Beighton
Sir P Middleton Mr Matheson
Mr Cassell Mr Mace
Mr Scholar Mr Eason
Miss Sinclair Mr J C Jones
Mr Cropper - Mr O'Brien
Mr Tyrie Mr Yard
Parliamentary Counsel Miss Dyall
(Mr Jenkins) Mr Boyce
Mr Kent
PS/IR



CONFIDENTIAL

Background

% Before 1960 married men with incapacitated wives qualified
for the housekeeper allowance available to widows and widowers.
When APA for those with single-handed responsibility for children
was introduced in that year a Government amendment extended the
new allowance to married men with dependent children whose wives
were wholly incapacitated, in'  place of - the housekeeper's
allowance. The thinking behind this provision was that a wife
who was wholly incapacitated was no more able to play a part in
looking after the home and children than if she were not present
in the home at all. In some cases indeed, she would not be, for

example if she spent long periods in hospital.

Entitlement

4. The APA is equal to the difference between the married man's
and single person's allowance (£1,370 for 1987/88). A married
man with a dependent child whose wife is wholly incapacitated by
physical or mental infirmity throughout the tax year can claim
the APA on top of the married man's allowance bringing his

allowances up to a total of £5,165 for 1987-88. 1In effect he is

treated both as a married man and a single parent.

Beneficiaries

Sic The test of "totally incapacitated by physical or mental
infirmity" contained in the legislation is a very strict one.
The fact that a married woman cannot carry out the normal range
of household chores, for example, or that she can do certain
domestic tasks only very slowly or painfully is not sufficient.
She must be totally incapable of doing even light housework such
as washing-up or?caring for her child or children. Moreover, she
must be in this condition for the whole of the tax year for

which APA is claimed. A married man whose wife was badly

injured in a road accident, and spent 6-9 months recovering,

would not qualify if at any time in the tax year she had

been, or again became, fit enough to do some jobs in the home.
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(o This test is actually stricter than those applied for many
soclial security benefits. We would expect that most married
women whose husbands qualify for APA would be receiving Severe
Disablement Allowance, possibly Attendance Allowance, and in many
cases Mobility Allowance as well. However ,  the " fact that a
married woman receives these benefits is no guarantee that she
meets the conditions for APA because there is no requirement that
recipients of such benefits must be wholly incapacitated by their

condition or disability.

78 The sort of cases we have seen at Head Office are of wives
paralysed following a stroke, or in the advanced stages of
multiple sclerosis, with a chronic arthritic condition or
leukaemia. “Mental infirmitf\would be a serious mental disorder
such as schizophrenia. A tax allowance 1is not necessarily the
best way of helping families where the wife's physical or mental
health has deteriorated to this extent, because the tax systenm
lacks the flexibility of the benefit system 1in catering for
special needs. It can also lead to odd results. For example
whereas social security benefits in respect of children are
withdrawn when the <child reaches 18, APA continues to be
available as 1long as the "child” is in full-time further
education. So a married man can continue to receive APA because
he has a student son or daughter (who lives away from home for
most of the year) even though the wife's condition is no longer a
relevant factor. Even with younger children the allowance
tackles the problem obliquely - by treating the father as if he
were a single parent - rather than directly as the benefit system
does by tackling the problem at its source, that is, the wife's

disability.

Benefit Provision

8. Over the years, the variety and rates of benefit available
to the long-term sick and disabled have been considerably
extended and improved. Attendance Allowance, Mobility Allowance

and Severe Disablement Allowance are all benefits which have been
introduced (between 1970 and 1984) since the APA for married men

with incapacitated wives was introduced in 1960. Severe

3
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Disablement Allowance replaced the Housewives' Non-Contributory
Invalidity Pension for married women (itself introduced in 1977),
for which the qualifying conditions were stricter, and the rules
on Attendance Allowance have also been relaxed. The position of
carers too, has been improved. Sometimes a married man receiving
APA may take early retirement to care for his wife on a full-time
basis. He may qualify for Invalid Care Allowance (introduced in
1975), which is taxable and when added to his pension or other
income may mean that he still has sufficient income to absorb the

APA) .

9. Like single parents (who receive both APA and one parent
benefit) married couples where the wife is wholly incapacitated
are now receiving support through both the benefit and the tax
system in respect of the same feature of their circumstances
(that 1is, the wife's disability). There 1is a good case for
saying that the range of benefit provision introduced since the
APA took on its present form has now superseded the support which
the APA was intended to provide nearly 30 years ago. As Annex A
shows, the support potentially available through the benefit
system is not insubstantial and is more closely matched to the

precise needs of the individual claimant.

Simplification

10. There are two further points you may like to consider. The
first is that the abolition of the APA for single parents would
be an important simplification of our system of personal tax
allowances. The benefit of this would be reduced if APA were
retained for married men with incapacitated wives (about 2 per
cent of claimants). Although the number of taxpayers involved is
small, all our staff have to be aware of the relief and it has to
be covered in notes accompanying returns and coding notices, and

in the official instructions.

Sex Discrimination

11. The second point is that the allowance is sex-discriminatory
in that there is no equivalent allowance for married women whose
4
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husbands are wholly incapacitated. This issue 1is occasionally
raised in correspondence, but is not a serious embarrassment
under the present system, not least because of the exceptionally
generous treatment of breadwinner wives both with and without
children. Under Independent Taxation you have decided to give
breadwinner wives parity of treatment, as far as possible, with
male breadwinners. If the APA for married men with incapacitated
wives were to be retained it should logically be extended to
married women in similar circumstances. We suggest it would be
desirable to avoid having to extend the scope of an allowance

which is already an anachronism.
Abolition
L2 If the APA for single parents is abolished, we would

therefore recommend that the APA for married men with

incapacitated wives should be abolished for new claimants from

the same date. There would no longer be any logical basis for
retaining an APA for this group of married men once APA for
single parents had been abolished. We recognise, however, that
this group will command some public sympathy and we would
therefore recommend that married men who were claiming APA in the
year before the change should be given some form of transitional

protection.

Transitional Protection - Option 1

13. We suggest that you could afford to be fairly generous about
the form of transitional protection given to existing claimants.
The number of people benefiting would be relatively small and
because of the degree of incapacity involved the cases would be
likely to attract considerable public sympathy. A simple
solution would be to remove the APA from the scope of the

indexation provisions and freeze it at its cash value in the year

2
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before the change. Existing claimants would be able to continue
receiving the allowance at this level until they ceased to
qualify. No claimant would suffer a cash loss of allowances but
over time the real value of the APA would be eroded. There would

be no additional staff requirement.

OEtion 2

14. If you wanted to be even more generous you could continue to
allow existing claimants to receive an allowance of the
difference between the married man's allowance and the single
allowance for the tax year in question. This would preserve the

position in real rather than cash terms.

Option 3

15. Both Options 1 and 2 inevitably involve a long transitional
period, which would stretch from the date of the change for
perhaps 15-20 years in extreme cases until either the youngest
child of an existing claimant reached the age of 18 or completed
further education. Although such a long transitional period is
undesirable in principle, the form of protection proposed here
and the small number of taxpayers involved, particularly in later
years, mean that it should not cause us problems in practice. An
alternative option, which would reduce the 1length of the
transitional period, would be to freeze claimants' combined
married man's allowance and APA at their cash value in the year
before the change until the level of the married man's allowance
floated up to meet it (by indexation or otherwise), or the
taxpayer ceased to qualify for APA (see Annex B). Assuming, for
illustrative purposes, indexation of allowances in line with an
annual inflation rate of 4 per cent this would reduce the trans-
itional period to about 7 years, while still protecting the
taxpayer against a cash loss of allowances. However, it would be
considerably less generous than the proposal described in
paragraph 13 above, and less straightforward 1in operational

terms.



CONFIDENTIAL

Costs and Savings

16. The annual revenue cost of all three options, compared with
immediate abolition, would be around £3m initially, declining
over time (although the pattern of decline would be slightly
different under each option). Under Option 3 the cost would be
reduced to nil as soon as indexed married man's allowance caught
up with the frozen entitlement (APA + married man's allowance at
cash value in the year before the change). There would be a
small staff saving as a result of abolition, but this would

probably be in single figures.

Comparison with treatment of other losers

17. We do not think you should have difficulty in defending
either Option 1 or Option 3 in comparison with the transitional
protection you have agreed to provide for elderly losers and
breadwinner wives. Both use the approach of freezing
entitlement to protect taxpayers from a cash loss of allowances.
Option 1 does so in a rather different way, but we think the
differences could be defended, given that APA would be abolished
entirely and not replaced by some other (albeit reduced)
‘entitlement. Option 2 would be considerably more generous than
the proposals for the elderly and breadwinner wives since it
would preserve existing claimants' entitlement 1in real terms.
This inconsistency might be noticed. You have already rejected
protection of this kind for the elderly (Option 2 in my note of
16 September) in order to maintain a consistent approach between

the various groups of losers.

Recommendation

18. The cases affected here are sensitive and on balance we
would recommend Option 1 unless you are particularly worried
about the length of the transitional period. IE dsE more
consistent with the other transitional provisions than Option 2,

while still providing a generous measure of protection.
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Conclusien

19. We would need to look again at these proposals if plans to
convert APA for single parents 1into benefit do not come to
fruition. However, Dbearing in mind the growth of better
provision through the social security system, the case in logic
for abolishing APA for married men with incapacitated wives would
be a strong one, even if the tax penalty on marriage arising from
the APA rules for single parents had to be dealt with in some
other way than by conversion of the allowance to benefit. On the
assumption that conversion will go ahead the points for decision

here are:
a. do you agree that APA for married men with wholly
incapacitated wives should be abolished when APA for

single parents is converted into benefit?

b. do you agree that there should be transitional i

protection for existing claimants?

c= should this protection take the form of Option 1
(paragraph 13), Option 2 (paragraph 14) or Option 3
(paragraph 15)?

e

MISS R A DYALL
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ANNEX A

1987 Rates of relevant benefits

£s per week
Attendance Allowance

higher rate 31.60
lower ratce 21:10
Severe Disablement Allowance 23 .15
Mobility Allowance 22.10

Reduction in weekly tax bill as
a result of APA 7
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ANNEX B
EXAMPLE TO ILLUSTRATE OPTION 3

Entitlement in YOC - 1

&
Married Man's Allowance 35795
Additional Personal Allowance 1320
5, E65

Entitlement frozen at £5,165 until Married Man's Allowance floats
up to meet it*

Frozen entitlement Married Man's Allowance
£ g2
Y.OC 165 32 9.5 5
YOC + 1 s 41515
Y@+ 2 " 4,285
XOE %3 ¢ 4,465
YOC + 4 ke 4,645
YOC +5 s 4835
YOC ++ 6 b 54085
Yo &7 SRZAL

*aAssuming, for illustrative purposes only, that MMA is
increasing in line with inflation of 4 per cent per annum.
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FROM: J M G TAYLOR
DATE: 2 February 1988

PS/FINANCIAL SECRETARY cc PS/Chief Secretary
PS/Paymaster General

PS/Economic Secretary
Sir P Middleton
Sir T Burns

Mr Scholar

Mr Culpin

Miss Peirson
Miss Sinclair
Mr McIntyre

Mr Riley

Mr Cropper

Mr Tyrie

Mr Call

Mr Battishill - IR
Mr Isaac - IR

Mr Painter - IR

Mr Mace - IR

ADDITIONAL PERSONAL ALLOWANCE

The Chancellor has seen Mr Mace's submission of 1 February to the

Financial Secretary.

2. He has commented that the choice between ending claims for an
incapacitated wife from 6 April 1990, or retaining it and extending
the allowance to wives with an incapacitated husband (paragraphs 9
and 10 of Mr Mace's submission) is tricky. He would be grateful
for the views of the Financial Secretary and of all other Ministers

and special advisers as soon as possible.

A

J M G TAYLOR
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FROM: S P JUDGE
DATE: 3 February 1988

PS/CHANCELLOR OF THE EXCHEQUER cc PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Sir Peter Middleton
Sir Terence Burns
Mr Scholar
Mr Culpin
Miss Peirson
Miss Sinclair
Mr McIntyre
Mr Riley
Mr Cropper
Mr Tyrie
Mr Call
Mr Battishill - IR
Mx “Isaac = IR
Mr Painter - IR
Mr Mace - IR

ADDITIONAL PERSONAL ALLOWANCE

The Paymaster General has seen your minute of yesterday to the

Financial Secretary's Private Secretary.

He would go for option i# at the end of Mr Mace's note, as described

in his paragraph 9.

g

. ® .

S P JUDGE
Private Secretary
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FROM: P J CROPPER
DATE: 3 February 1988

PS/CHANCELLOR cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Mr Scholar

; Mr Culpin
Miss Peirson
Miss Sinclair
Mr McIntyre
Mr Riley
Mr Tyrie
Mr Call
Mr Battishill IR
Mr Isaac IR
Mr Painter IR
Mr Mace IR

ADDITIONAL PERSONAL ALLOWANCE

I go along with the Paymaster General in choosing option 2
as a transitional route to complete withdrawal of the APA
for incapacitated wives, i.e. existing claimants would continue
to get an APA of an amount equal to the difference between
the married couples' allowance and the single allowance,

in addition to the married couples' tax allowance until their

Ve

qualification ran out.
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&

A C S ALLAN
3 February 1988

MISS SINCLAIR cc PS/Financial Secretary
Sir P Middleton
Mr Scholar
Mr Culpin

BILATERAL WITH LORD YOUNG

At his bilateral last week, the Chancellor explained to Lord Young
his general plan for the taxation of car benefits. Lord Young
accepted this without demur.

2 The Chancellor also made it clear to Lord Young that Local
Enterprise Companies were not a starter for this Budget.

Lord Young accepted this.

3. Lord Young was keen on easing the obstacles to companies'
purchase of own shares (though he did not elaborate on his
reasons) . The Chancellor noted that this was not just a tax
matter, but also involved changes to the Companies Act. It was not
therefore on for this year's Budget.

S

\/——/

A C S ALLAN
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Policy Division
ue
Inland Reven Somerset House

FROM: D L SHAW
EXTN: 6300
DATE: 3 FEBRUARY 1988

32
ik, MR CORL
Vgm FINANCIAL SECRETARY

PACKAGE OF KEITH COMMITTEE ADMINISTRATIVE IMPROVEMENTS :
INFORMATION ABOUT UNNAMED TAXPAYERS (STARTER 452)

o At your meeting of 19 November to discuss the
Keith package for the Finance Bill, you decided to
leave one item, the power for the Revenue to obtain
information about unnamed taxpayers, for further
consideration in light of responses to the consultative
document and, if the opportunity arcse, further
consultation. We understand that Ministers agreed at
Chevening that this item should be included, provided
we could add additional safeguards restricting its use

to cases of serious default.

2. We have now discussed proposals for additional
safeguards with the representative bodies and have been
able to allay their fears. We believe that the

cc PS/Chancellor Mr Isaac
PS/Paymaster General Mr Pollard
PS/Ecomonic Secretary Mr Beighton
Mr Scholar Mr Roberts
Mr Culpin Mr Cherry
Miss Sinclair _ Mr Corlett
Mr Riley Mr Page
Mr Cropper Mr Duxbury
Mr Byatt : Mr Hugo
- Mr Hudson ; Mr Cleave
Mr Trevett - C&E Mr Hinson
Mr Saunders - Parliamentary Mr Eason
Counsel Mr Ko

Mr Shaw - P2
Mr Dunbar
PS/IR
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BUDGET CONFIDENTIAL

introduction of the power with these restrictions will
be acceptable to the main representative bodies and
recommend that it be included in the package.

The problem

¥ There is a lacuna in our information powers which
is allowing a lot of large tax liabilities to be hidden
from the Inspector and to go unpaid.

4. Briefly, the Taxes Acts permit us (a) to ask
payers for the names of all recipients of certain
defined types of payments; payments of interest by
banks is perhaps the best known example. We can also
(b) ask for documents about a named taxpayer - ie we
can ask x for documents about his dealings with y.
What we cannot do is to ask x for documents giving the
names of all the persons (unknown to us) with whom he
has had dealings of a sort which does not fall within
(a), even if we have good reason to believe that those

persons are. thereby not paying tax which is due.

B For instance, this can happen where a firm of tax
agents markets a "faulty" tax avoidance scheme and on
investigation of the full facts the Revenue finds that
the scheme does not work. The agent will have assured
his customers that there is no tax liability on the
profits covered by the scheme, and no need to include
those profits in their tax returns. And there is no
assurance, nor great likelihood, that the agents will
move their clients Lo send in amended tax returns, when
the bogus scheme is exposed. We then find ourselves in
the position that:

- We know that there are sums of money,
probably substantial, which are liable to UK
tax and have not been included in tax

returns.

- 1) S5
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- We do not know the names of the taxpayers
concerned.

- We know the names of the agents and know that
they have the necessary information to
identify the taxpayers

- But we cannot require the agents to reveal

this information.

6. We are often dealing here very much at the margin
between "legal" avoidance and "illegal" evasion. What
is clear is that, whether or not the promoter of the
scheme originally believed it to be legally effective,
the outcome is that profits which are legally liable to

tax have not been reported to the Revenue.

4 A current example is provided by schemes similar
to the "roller" policies which we investigated and
stopped as part of the Lloyds investigation. We know
that a number of agents are marketing similar schemes
which do not work. We believe that their clients will
have understated their profits by more than

£50 million. We know the names of the agents, but have
no means of discovering the names of their clients who

have used these schemes.

8. Another current example is a London finance house
which we know to have laundered money in a tax evasion
scheme. We also know that they have similarly
laundered £13 million for other clients but have no
means of uncovering their identity.

Keith's view

: Keith recommended that we should be able to
uncover the taxpayers involved. He based his
recommendation on a well-known provision in the

American tax code. He recommended that we should be
\

3
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able to issue a notice to a third party requiring him
to allow us access to particular documents in respect of

a specified class of unnamed taxpayers.

10. He further recommended that this power should have
the safeguard that prior permission would be required
from a Special Commissioner each time the power was
used. The Special Commissioner would have to be
satisfied that there were reasonable grounds for
believing that the unnamed taxpayer or taxpayers might
fail to comply with a provision of the Taxes Acts and
that the information sought was not readily available
to the Inspector from other sources. This would ensure
that there was prior independent review and

consideration before the Revenue could use this power.

Consultative Document

11. The Consultative Document on the Keith proposals
which we published in December 1985 included a draft
clause which exactly followed the Keith proposal.

Responses to the Consultative Document

12. We asked for responses to a short list of priority
items before the end of February 1986. These priority
items were included in last year's Finance Bill. We
asked for responses on the remaining non-priority
items, which included the information about unnamed

taxpayers, before the end of October 1986.

13. We have received 22 responses on these remaining
non-priority items. Of these, 16 made no reference to
the information about unnamed taxpayers and were
presumably in broad agreement with the measure. The
remaining 6 responses, from the Institute of Taxation,
Institute of Chartered Accounts, Law Society, National
Federation of the Self Employed, CBI and the Chartered

Association of Certified Accountants, were hostile to
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some extent. Whilst the majority of these recognised
the justification for this power, they were concerned
that the power, as drafted, could be too wide. They
sought assurance that the power would be limited to

cases of serious default.

Discussions with the representative bodies

14. We met the major representative bodies on

29 January, including all of those who commented on
this provision, to discuss the information powers in
general, including information about unnamed taxpayers.
I attach a list of the representatives who attended the

meeting and the bodies they represent.

15. At the meeting of 29 January, the representative
bodies agreed that the power was justified to deal with
the sort of serious case described above. But they

repeated their concern that the drafting was too wide.
16. We proposed two further statutory safeguards to
give belt and braces reassurance that the power would

only be used in the most serious of cases.

17. Firstly, a Board's Order would be required before

an application could be made to a Special Commissioner.
This would ensure that the application had to be
personally approved by a very senior member of the
Revenue - thereby ensuring strict administrative

control.

18. Secondly, an additional test of seriousness would

have to be met. Before he approved the notice, the
Special Commissioner would have to be satisfied that
the default under enquiry would result in "serious
prejudice to the proper assessment or collection of
tax". This would ensure that the power could only be

used in the most serious of cases.
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19. The representative bodies welcomed our proposals
and agreed that they would provide valuable safegquard
against misuse by the Revenue. But they did suggest
that one further protection was necessary. They were
concerned that in this difficult area, it might be
possible for the notice to lack sufficient precision or
to impose an unﬁecessarily onerous burden - perhaps
because the Revenue and Lhe Special Commissioner
underestimated the difficulty of providing the
documents. We accept their point. The necessary
safeqguard can be provided by allowing the information

provider a statutory right of objection to the notice,

on the basis that it is too onerous. The notice would
then be varied by agreement with the Inspector, or, if
agreement could not be reached, by a Special

Commissioner.

20. These additional 3 safeguards meet all the
concerns that the representative bodies have expressed.
The only dissenting voice at the meeting was from the
National Federation of Self Employed, but this was in
the context of their general view that all Revenue
information powers are unnecessary. The NFSE apart,
the indications are that the inclusion of the power
will, with these additional safeguards, be largely

uncontroversial.

Reimbursement of Expenses

21. The inclusion of the information about unnamed
taxpayers in the Finance Bill could provoke some
argument on the reimbursement of expenses for providing

information.

22. As a general rule, the Government does not
reimburse the cost of complying with duties imposed by
law. It is part of the citizen's normal duty to make
information returns as required by law and his

compliance costs are not recoverable from the Crown.
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23. However, Keith recommended that this general
principle should be breached where an independent third
party is required to provide the Revenue with
information about a named, or an unnamed, taxpayer. By
independent third party, Keith meant a person genuinely
at arms length from the taxpayer. This was meant to
exclude the taxpayer's accountant or any other person
who had acted for him in relalion to business which is
relevant to the Inspector's investigation.

24. Our consultative document on the Keith proposals
included a draft clause based on this recommendation.
Not surprisingly, this drew no criticism except for a
common plea that it did not go far enough and that the
Government should reimburse all the costs of any
provider of information.

25. There is an important point of principle at stake
here, whether any Government Department should
reimburse the costs of compliance with a duty imposed
by law. We do not think that you would wish to breach
this principle in the limited field of information
required by the Revenue from an independent third party
without considering the precedent that this would set
for other Government Departments.

26. A further point which you will wish to take into
account is the deadweight cost. Any widening of the
information powers to independent third parties under
the recommended extension to unnamed taxpayers would be
negligible, or non existent. So reimbursement would be
for information that is already required to be provided
without reimbursement. The main beneficiaries would be
the banks, who are the only third parties that we
require information from that are likely to come within

Keith's definition.

27. If the proposal for reimbursement is pressed in
reaction to the new power discussed here, you will be
able to say that it is very unlikely that any third

7

AR AL £ o AR R 2 Z 22 Lty

B RPICT S e



BUDGET CONFIDENTIAL

party required to provide information about an unnamed
taxpayer would be independent of the taxpayer and
eligible for reimbursement under Keith's proposal. 1In
the vast majority of cases, the third party information
provider will be the professional marketing the failed
scheme. If the wider question of reimbursement of
costs to independent third parties under the existing

powers is raised, you can either reserve your posilion
pending consideration of the wider issues, or reject
Keith's recommendation as being in conflict with the
general principle that the Government does not
reimburse the costs of complying with a citizen's

normal duty.

Length and complexity of the legislation

28. The legislation for the new information power will
be no more than half a page, and will be quite

straightforward.

e

The remainder of the Keith package

29. The meeting also allowed us to discuss, inter
alia, the other items in the proposed Keith package
with the representative bodies, except for the interest
charge for PAYE which fell outside the agenda for the
meeting. We, of course, gave no indication that they
might be in this Budget. These other items - the
obligation to notify liability and the power to obtain
information from Government Departments, had received
little comment in the written representations and had
attracted no hostility. No significant criticism of
these measures was voiced at the meeting and our
proposals to meet the minor points raised in their
comments were all regarded as acceptable by the

representative bodies.



BUDGET CONFIDENTIAL

General shape of the Keith Package

30 If you agree to the inclusion of the information
about unnamed taxpayers in the package, it will take
the following shape.

- A tightenihg up of the obligation %b notify
liability to tax.

- A closing up of lacunae in our powers to
obtain information about payments from
Government Departments, payments of grants
and subsidies out of public funds, details of
licenses, information from the Department of
National Savings and access to computer

records.

- A power to call for information about unnamed
taxpayers where serious loss of tax is
involved,with the additional safeguards

described above.

- An interest charge for PAYE (and NIC) delayed

beyond the year end, but not starting before
1992,

- 31. The inclusion of the information power about
unnamed taxpayers will improve the balance of this
package. The first two parts of the package are aimed
principally at the small defaulter, moonlighting or in
the black economy. Without any measure aimed at the
major defaulter, you could be accused of being hard on
the small miscreant but soft on the serious wrongdoer.
The information about unnamed taxpayers, which is aimed
specifically at the serious wrongdoer, will redress
this balance.

o
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Conclusion

32. We recommend that the information power about
unnamed taxpayers, with the additional safeguards of
the Board's Order, the test of seriousness and thé
dispute procedure where the notice is too onerous, but
with no reimbursement of costs to independent third

parties, be included in the Keith package for the
Budget.
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Inland Revenue

KEITH CONSULTATIVE DOCUMENT

Policy Division
Somerset House

FROM: MISS A P LEES
ROOM: 20 New Wing
EXTN: 7749

DATE: J5 January 1988

MEETING WITH REPRESENTATIVE BODIES

VENUE: The Board Room
DATE: Friday 29 January
TIME: 10.00 am

CAST: Representative Bodies

TPe A STETTE
J E BREWSTER

M O PENNEY

D K. ALLEN
MRS M SARGENT
W V W NORRIS

M H JONES
M FORD
B SAYLES

T LUNDBURG

K P SMITH

A E WILLINCALE

Institute of Taxation

CBI

Institute of Chartered
Accountants in England & Wales

Institute of Chartered
Accountants in Scotland

Chartered Association of
Certified Accountants

The Law Society (England and
Wales)

The Law Society of Scotland
British Bankers Association
British Retailers Association
National Federation of

Self-Employed and Small
Businesses

. Public Companies Taxation

Discussion Group
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FROM: MISS C E C SINCLAIR
= DATE: 4 February 1988
CHANCELLOR cc Principal Private
‘ Secretary

Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Sir P Middleton
Sir T Burns

Sir G Littler

Mr Anson

Sir A Wilson

Mr Byatt

Mr Scholar

Mr Culpin

Mr Sedgwick

Mr Odling-Smee
Miss Evans

Miss Hay

Mr Michie

Mr A Hudson

Mr Cropper

Mr Tyrie

Mr Call

Mr Battishill
Mr Isaac

. Mr Painter
Mr J Marshall

Mr Unwin
Mr Knox
Mr P R H Allen

BUDGET LOLLIPOPS

FP have been asked to co-ordinate a "lollipop" trawl in Revenue,
Customs and Treasury (including Ministers and political advisers).
The attached note is the result.

2, Some proposals considered last year, but not proceeded with,
are set out in Annex A. We have dropped certain proposals for
which the justification now looks thin. As instructed, we have

not included any VAT lollipops. New proposals are at Annex B.
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s ‘he proposals with most general appeal are extending widow's
bereavement allowance to widowers; extra relief for the over 80s;
increase in the limit for Payroll Giving; and extending tax reliefs
available to charitable trusts to disaster funds. Two of these
build on changes introduced last year. The bingo duty change

might cheer up some.

4. The other measures are rather technical, but should be popular
with particular audiences. The PRT lollipop (No 9) could be rolled
up with some minor Budget measures to remove anomalies from the
PRT regime (Starter no. 3Sipad 35

Bis All in all, a rather dull lot. One problem is that if your
tax policy aims are to broaden the tax base and simplify the system,

inventive lollipops are largely ruled out.

CAROLYN SINCLAIR
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to (say) £180 or £240; the cost (at present) would be negligible.
Mr.ce has pressed for this (he suggested £600). On the other
hand employers and agencies would have to make a small adjustment
to their systems and literature. The charity lobby might be
encouraged to expect an increase every year. And the (short)
Clause required would provide a peg for a debate in which they
might complain about the relatively slow take-up of the scheme
by employees so far, or seek compensation for the loss they may
suffer on their tax repayments on covenants as a result of a
reduction in basic rate, or press for a more general relief for

¢ 1N ) u
plly boe TG Y ¢ QQé\ ¢
4. Relief for Purchase of Owg Shares by an Unquoted Tragzngq_
Company

charitable gifts.

To the extent that the price paid exceeds the share capital,
such a purchase is normally treated as a distribution (ie 1liable
to ACT and taxed as income). But the relief prevents it being
a distribution, so that ACT is not payable and the disposal by
the shareholder is (usually) 1liable to CGT. The relief applies
where the purchase is made for the purpose of benefiting the trade
(eg buying out a dissident ~shareholder). Two lollipops are
suggested in this area: both would have only a limited appeal.
Both proposals, among others, were put to us by the Institute
of Chartered Accountants for England and Wales at a meeting late
last year to discuss the relief for purchase of own shares. The
proposal concerning bonus issues was also put forward by the ABCC

in their recent Budget representations.

(a) Period of ownership of shares Qg%( w«\j

/7 The first 1lollipop concerns the condition that the shares
& must have been owned by the vendor throughout the period
‘< of five years ending with the date of purchase. This condition
Ng\éh is intended to prevent abuse through the shares being bought

by someone with a view to obtaining the relief on a sale
to the company (ie, a device to take profits out of the company
without having these taxed as income). But we now believe

that reducing the period from five years to, say, three years
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.would give adequate protection. So this has 1little or no
Revenue cost. Staff cost: negligible. The 1legislation
would take a few lines because of some consequential repeals.

(z But overall four lines of legislation would be deleted.
T —

(b) Bonus Issues

The second 1lollipop also concerns the relaxation of an
anti-avoidance provision. When a company repays share capital
this 1is not treated as a distribution. But this would
potentially allow the distribution charge to be avoided by
repaying some share capital and then replacing it with a
bonus issue of shares. So there is a provision treating
the subsequent bonus issue as a distribution except to the
extent that it exceeds the amount of share capital which
was previously repaid. At present, this provision applies
generally, including where the repayment of share capital
occurred on a purchase of own shares which qualified for
the relief. This is unnecessary because it is a condition
of the relief that the purchase is not motivated by tax
avoidance. So there would be no harm in disregarding a
qualifying purchase of shares when considering whether a

subsequent bonus issue should be taxed as a distribution

9 (because the potential tax charge currently deters companies
from making bonus issues). There should be no staff cost.
The legislation should take no more than a few lines.
' 2 /) b
55 Stock Lending by Lloyds Underwriters Nﬁg P #5a”ny

Various City interests have pressed for Lloyds to be allowed to
be engaged in stock 1lending. The Revenue have registered this
in their Lloyds submission as a point which could be met as part
of the Lloyd's tax package this year. The Revenue and FIM recommend
that the point should be met, and the Bank support it, as a
significant contribution to market 1liquidity. The Revenue had .
intended to recommend action on this in their next submission
on Lloyds's issues. But it 1is a separate point from the other
Lloyd's issues (the main beneficiaries would be the market makers,

rather than Lloyd's members) and can be decided independently.
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Legislation would be short - a few lines added to the Lloyd's
ta)'ackage. Exchequer costs would be nil.

ro\
6. Extend duty exemption for small scale bingo wb‘ @‘\Uﬁ .

Small scale bingo, played mainly in non-profit-making clubs, is
exempt from duty unless the stakes or prizes exceed £400 on one
day or £1,000 in a week. If the limits are exceeded, all bingo
in the club becomes dutiable for a period of 13 weeks. Most clubs
operate successfully within the 1limits but the Committee of
Registered Clubs Association (CORCA) has argued in recent years
that they should be increased to reflect their loss in value since
1982 5 They also seek a reduction in the chargeable period from
13 weeks to 4. Forty nine Members signed an EDM in January

supporting the CORCA proposals.

If Ministers wished a concession could be included in the Budget
proposals. We suggest suitable increases would be from £1,000
to £1,250 in the weekly limit and from £400 to £500 in the daily
limit. This could be accompanied by a reduction from 13 to 9
weeks in the liability period of a club which exceeds the exemption
limits. The objects of the period are to prevent frequent

registering and deregistering of clubs and to provide a deterrent

to too many "boom" weeks. Customs and Excise could cope with
a 9 week period. The revenue cost of these changes should be
less than £2 million in a full year. Effects on staffing and

on traders' compliance costs would be negligible.

A Relief from Excise Duty on Petrol and Derv used in Testing

Engines

For several years past, and in their Budget submission this year,
the Society of Motor Manufacturers and Traders (SMMT) has sought

relief from duty for oil used in engine testing.

Ministers have until now been firm in their rejection of the
concept. Although superficially relief for R&D work is atttractive
and would cost only about £3 million a year, in practice it would

be very difficult to confine relief to R&D, and the SMMT is really
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see&‘lg, and would only be satisfied with, a relief which covered
all

year), many traders would be eligible and it could be difficult

esting. This would be more expensive (up to £6 million a

to control. The relief would have to apply not only at the premises
of major motor manufacturers but at engine component makers and
research laboratories, including some university engineering
departments. Petrol 1is very susceptible to misuse and it would
be almost impossible to exercise effective control. SMMT

acknowledge that they would have to impose their own strict regimes

but think the relief would be worthwhile. Customs staff costs
would be negligible. It is not possible to estimate compliance
costs but they could be relatively high. Customs continue to

have substantial reservations about this proposal.

8 Extend Tax reliefs available to "charitable" trusts to disaster

funds

From time to time the question of treating disaster funds as
charitable trusts for tax purposes has been raised. A major tax
break available to a charitable trust is that interest accruing
on the fund is not subject to income tax. The major difference
between a charitable and discretionary trust is that the former
may pay out money only "sufficient" to meet an individual's needs,
whereas the latter can pay a sum of any size. Disaster funds
can be set up as charitable trusts, but the trustees may choose
not to do so, so as to avoid being totally constrained by the
"sufficiency" test. Bringing all disaster funds within the rules
for charitable trusts could have pnhlic appeal in the wake of
the recent Kings Cross and Zeebrugge disasters. But there is
not much current pressure for a concession in this area, and not
much evidence that the present rules cause problems in practice.
The Revenue's impression is that those who have put the idea forward
are more concerned about clarification of the tax treatment than
about securing particular tax concessions. The arguments against
giving any concessions are that, it would be necessary to define
"disaster" (for example does it include only major public disasters,
or any form of accidents disability or illness which is a disaster

for those immediately concerned)? There might have to be some
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disQe:tion for Ministers or the Revenue; but that would give rise
to
cases and about the criteria to be applied. It would be difficult

kward and politically sensitive decisions about individual

to draw the line at disaster funds, and there could be calls for
extention to other "good causes", a topical one being the British
Olypmic Fund. All this raises serious problems of a definitional
and technical nature which could involve a great deal of work
and it is most unlikely that these could be resolved in time for

this year's Budget.
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' FROM: J J HEYWOOD
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MR SPENCE IR cc PS/Chancellor
Mr Culpin
Mrs Lomax
Mr Cropper
PS/IR

SHORT-TERM COST-OF-LIVING BONDS

The Financial Secretary would be grateful for a note on the

attached article from yesterday's Financial Times.

JEREMY HEYWOOD
Private Secretary
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Revenue Conicerned over
bond tax avoidance plan

BY BARRY RILEY

THE INLAND Revenue jg con-
cerned aboyt the Browing inci.
dence of tax avoidance through
sophisticatcd use of indexatinn
c¢oncessiong granted jn Schedule

9 of the 1985 Finance Act,

Lloyd’s underwriu’ng syndi-
cates and certain mulrinationai
Companijes have discovered_that
their investment returns can pe
enhance , Or tax Payments
reduced, if they use short-term
cost-of—living bonds, Since
1985, such bonds haye quali-
fied for an indexalion allow-
ance before Capital gajng tax
liability jg calculateq, ="

For instance, Lloyd’s syndi-
cates have invested large sumg
from their Premium income,
Perhaps more than..‘i2bn. in

Student Loan Marketing Associ-

: ation (Sallje Mae), -

Lloyd’s Syndicates are Subject
to higp rates of income tax,
normally ¢}, Lop rate of 60 per
cent, as g4 reflection of the Jia-
bilitics of the Wealthy syndij-
¢dte memberg, ;

here have been many djs.
putes in the past arising from
attempts tq avoid thege high
rates. Such attempts have ygy.
ally involveq tonverting income
to capital, for instance, through
the once Widespread but now
forbidden Practice of “bond

—1It-ig 'undei'stood that the
botential of (e inde:\'-liiikin

taxed countries where the
interest on the borrowings is
deductible, , ) gk,

et i
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Revenue concerned over

bond tax avoidance plan

BY BARRY RILEY

THE INLAND Revenue is con-
cerned about the growing inci-
dence of tax avoidance through
sophisticated use of indexation
concessions granted in Schedule
19 of the 1885 Finance Act.
Lloyd’'s underwriting syndi-
cates and certain multinational
companies have discovered that
their investment returns can be
enhanced, or tax payments
reduced, if they use short-term
cost-of-living 'bonds. Since
1985, such bonds have quali-
fied for an indexation allow-
ance before capital gains tax
liability is calculated. ~ _ .

For instance, Lloyd’s syndi-
cates have invested large sums
from their premium income,
perhaps more than £2bn, in
index-linked bonds issued by
US organisations such as the
Student Loan Marketing Associ-

" ation (Sallie Mae). *-

4

Lloyd’s syndicates are subject
to high rates of income tax,
normally the top rate of 60 per
cent, as a reflection of the lia-
bilities of the wealthy syndi-
cate members, ;

There have been many dis-
putes in the past arising from
attempts to avoid these high
rates. Such attempts have usu-
ally involved converting income
to capital, for instance, through
the once widespread but now
forbidden practice of “bond
washing.” B
——-It-is understood that the
potential of the index-linking
mechanism has been discovered
by some multinational corpo-
rate treasurers who use off-
shore intermediary companies
to transfer index-linked UK
loans to subsidiaries in highly
taxed countries where the
interest on the borrowings is
deductible. . . A

used

At attempt to bring in a Bill to
end the taxation ‘of personal
income at higher thaR standard
rate was defeated
Commons. .
Sir Brandon Rhys Wil
(Kensington, C) was - refuded
Jeave to bring in his Bill unde
the 10-minute rule procedurgdy
180 votes to 58 votes — pé
ity, 122.
He said that it wag
use the tax system ]
success. The ecofomy was not
so successful that it could afford
to drive it

Su, 05
pr ssional people who advised
tax avoidance. The hi
ate tax bands represented the
survival of class-war attitudes
that had no place in modern
Britain.

™ He suggested that the new
standard rate of ‘taxation, to
include national insurance

xation meas’urf

® s
hearing™
- " o .
contributions, sfould be set at
afi 35 percent.
Battle (Leeds West,
0 ing the Bill, said that’
would mean the tax system
pCreasingly favouring the rich.
Mr Jeremy Corbyn (Islington
North, Lab) was refused leave
by the Speaker (Mr Bernard
Weatherill) to force an emer-
sy debate on a decision by
ame Secretary (Mr Doug-
d) to deport six Sri

Mr Corbyn'sgid that Mr Hurd
had written 0\ the solicitor
‘representing the Tamils refusing
them political asylum,and say-
ing that it was now safe for them
to return to Sri Lanka. Thatwas
not the case. Many Tamils were
still being killed in the continu=._
ing communal violence, y

As the decision could affect
the cases of a further 2,500
Tamils in Britain, Mr Hurd
should be required to appear

-ibefore the House so that it could

be challenged.

o)\
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INLAND REVENUE
STATISTICS DIVISION
SOMERSET HOUSE

FROM: R J EASON

DATE: 4 FEBRUARY 1988
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CHANCELLOR OF THE EXCHEQUER

INCOME TAX - OPTION 3

155 As requested at the overview meeting on 1 February, I
attach a table showing the real increases since 1978-79 in
the main personal allowances if Option 3 were introduced in
1988-89. Real increases are calculated by reference to the
forecast change in the RPI over the appropriate financial

years.

cc. Principal Private Secretary

Chief Secretary Chairman
Financial Secretary Mr Isaac
Paymaster General Mr Painter
Economic Secretary Mr Beighton
Sir P Middleton Mr Calder
Sir T Burns Mr Lewis
Sir G Littler Mr Mace

Mr J Anson Mr Cayley
Sir A Wilson Mr Eason
Mr I Byatt Mr Ko

Mr M C Scholar Miss White
Mr R ' Culpin PS/IR

Mr P Sedgwick

Mr J Odling-Smee

MrsC Evans

Mr A Hudson

Mr P Mcintyre

Mr P Cropper

Mr A Tyrie

Mr M Call

MissPC .G 'Sinclair

Mr C J Riley

Mr Urnwin (Customs & Excise)
Mr Knox ( i & s )
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2 The table also shows changes to the first higher rate
threshold (in terms of taxable income) and to the starting
point for higher rate tax for married men and for single
people, taking account of allowances. Real increases up to

1987-88 are given for comparison.

3. The main conclusions are that, under Option 3, both the
married man's allowance and the single allowance would be,
in real terms, over 25% or a quarter higher than they were
Ine Y978 —-79 And the starting point for higher rate tax
would be about 20 per cent higher for both married and

single people.

4. The changes between 1987-88 and 1988-89 under Option 3
are not equal to the extra increase in allowances of 3.7%,
because of statutory rounding and because the real increases
are calculated from financial year averages of the RPI. For
1988-89, the growth in the RPI over 1987-88 is currently
forecast to be 4.5%.

R J EASON
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REAL(l)

INCREASES IN PERSONAL ALLOWANCES

AND FIRST HIGHER RATE THRESHOLD
SINCE 1978-79

Single and wife's
earned income allowance

Married man's allowance
Additional personal allowance
Aged single allowance

65-79
80 and over

Aged married allowance

65-79
80 and over

Aged income limit
Higher rate threshold

Starting point for higher
rate tax

- married man
- single

(1)

to 1987-88

%

22.6
Vil et

24.1

to 1988-89
under Option 3
%

26.1
272

2921

26.3

Based on changes in the RPI for financial years.
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DATE: 4 February 1988

PS/CHANCELLOR cc PS/Financial Secretary
Mr Scholar
Mr Culpin

64/ Mr C J Riley
// i o o Mr M Williams
{bﬁ@f~h (N At s Miss Sinclair
; ; : - Mr Graham - Parly Counsel
I, A E: 7
N ¥ [/6"f i b

Mr Painter - IR

‘*£47 Mr Johns - IR
{7 Mr Beauchamp - OTO
3 : Miss Hill - IR
e PS/IR

BS 353: CAPITAL GAINS AND FARM OUTS: DRILLING COSTS

The Economic Secretary has held a meeting with officials to discuss

Miss Hill's minute of 28 January. A note of the meeting is attached.

2% As a result, the Economic Secretary concludes that it would
be desirable to legislate in this year's Finance Bill to prevent
0oil companies from enjoying more than one tax relief associated with
drilling costs - they should either retain the Scientific Research
Allowance or get the Capital Gains deduction, but not both. The
Economic Secretary thinks that the changes proposed would fit in
well with other changes we are making in this area. The industry
would be expected to be broadly content with the measure, which would
require a % page of Finance Bill space to add to the 2 pages or so

already planned on CGT.

ERERWAL - o

GUY WESTHEAD

Assistant Private Secretary
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FROM: G R WESTHEAD
DATE: 4 February 1988

MR JOHNS - IR cc PS/Chancellor
PS/Financial Secretary
Mr Scholar
Mr Culpin
Mr C Riley
Mr M Williams
Miss Sinclair
Mr Graham - Parly Counsel

Mr Painter - IR

Mr Beauchamp - OTO
Miss Hill - IR
PS/IR

BS 353: CAPITAL GAINS AND FARM OUTS: DRILLING COSTS

Thank you for coming, together with Mr Evans, Mr Beauchamp and Mr

Williams to discuss this Budget starter with the Economic Secretary

yesterday.

2 You explained that drilling qualified for 100% relief from
Corporation Tax by qualifying for the Scientific Research Allowance
in all cases where an o0il company was trading - ie it had made a
previous discovery. But the problem was that if a company then

disposed of any part of its interest in a licence, the Revenue would
not generally be able to raise a balancing charge to claim back the
SRA given. But the companies were arguing that under present law
they ought to get a deduction for the same expenditure for capital
gains. If they were right (and they might be) the company would
effectively receive Corporation Tax relief for exploration drilling

costs twice rather than once.

33 You explained that the Inland Revenue thought it important to
ensure that a company should either retain the Scientific Research
Allowance or get a capital gains deduction, but not both. The industry
were not arguing for a double deduction. But the Revenue were

concerned that their position might not be 1legally defensible. A

BUDGET CONFIDENTTIAL
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.:»vision was needed to prevent both allowances being available to

companies at the same time.

4. The Economic Secretary asked about timing. You said it was
not crucial to legislate in 1988 but was important to have a suitable
peg to hang what was a fairly minor change on. It was desirable
for presentational reasons to legislate this year when it could

be done as part of the legislation on capital gains and farm-outs.

5. The Economic Secretary asked about length of legislation. You
envisaged about a % page to add to the approx 2 pages of CGT

legislation already envisaged.

6= The Economic Secretary asked about the reaction of industry.
You thought that it would be fairly well received since it clarified
the position and companies were interested in having a choice between

Scientific Research Allowance and a CGT deduction which this proposal

would effectively give them. But non-traders might object because
they were not eligible for one of the reliefs - the Scientific Research
Allowance.

s The Economic Secretary said that he was content for the

legislation to be included in the 1988 Finance Bill, subject to the

Chancellor's agreement.

éi«vm \/\/M 3

GUY WESTHEAD

Assistant Private Secretary

BUDGET CONFIDENTTIATL
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Inland Revenue Policy Division
Somerset House

FROM: B A MACE
DATE: 4 FEBRUARY 1988

S&a4m3-0L-k*’
1. MR y&: BH'Q ‘\’\2—

2o FINANCIAL SECRETARY

INDEPENDENT TAXATION AND THE SETTLEMENTS LEGISLATION

i We have been reviewing the interaction of the proposals for
Independent Taxation with the provisions in the Taxes Acts which
are concerned with settlements. This note sets out briefly the
main conclusions of that review and the circumstances where we
think some amendment to the settlements legislation is necessary
to bring it into line with Ministers' general approach to
Independent Taxation. It also describes some other circumstances
where there may be pressure for changes following the
introduction of Independent Taxation but where we consider no
amendment to the present law should be made. We should be

grateful to know whether you are content with our conclusions.

The settlements provisions

20 The Taxes Acts contain a number of provisions which are

designed to stop taxpayers making use of settlements of different

ce Chancellor Mr Isaac
Chief Secretary Mr Painter
Paymaster General Mr Cleave
Economic Secretary Mr Lewis
Sir P Middleton Mr Corlett
Mr Scholar Mr Beighton
Mr Culpin Mr Mace
Miss Sinclair Mr Stewart
Mr Cropper Mr O'Brien
Mr Tyrie Mr Bousher
Mr Call Mr Golding (Claims)
Parliamentary Counsel Mr J C Jones

(Mr Jenkins) Miss Dyall

PS/IR
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kinds to avoid liability to tax. The general approach is that
where the settlement satisfies certain tests - if, for example,
the settlement can be revoked, is made on a child of the settlor
(with certain exceptions) or if the settlor (or his spouse)
retain an interest in the settlement or the property which has
gone into the settlement - the income from the settlement is
treated either as being the income of the settlor for all tax
purposes, or in some cases, as his income for the purpose of
determining his higher rate tax liability. For the most part we
think that these provisions will operate satisfactorily under
Independent Taxation without amendment. But there are two

aspects where we think some changes are needed.

Gifts from one spouse to another

B Ministers have taken the view that if one partner in a
married couple transfers the ownership of income-bearing assets
absolutely to the other that transfer should be effective for tax
purposes, so that the income would thereafter be taxed as that of
the spouse to whom the assets had been transferred. In most
cases the settlements legislation would not interfere with this
but the effect of one of the provisions could be that certain
gifts from one spouse to another would be treated as settlements
so that the income from the property transferred would be treated
for higher rate tax purposes as the income of the spouse who made
the transfer. That is not the result which is wanted. We shall
therefore need to amend the definition of "settlement" for this
provision so that an "out and out gift" of income-producing

property from one spouse to another is not of itself a

settlement.

Settlements out of jointly owned property

4. A number of the settlements provisions contain rules to cope
with the situation where a settlement is made by more than one
person. However we doubt whether these are adequate at present
to cope with the situation under Independent Taxation where a

settlement is funded out of assets in the joint beneficial
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ownership of husband and wife. You will recall from the
discussion of this issue in my submission of 18 December on
jointly held property that where property is in the joint
beneficial ownership of the spouses they are both jointly
entitled to the whole of the capital and the income arising from
it and there is no basis in general law for dividing the income
(or the capital) between the partners either equally or in some

other proportion.

B We would therefore propose that where income or property in
a settlement is provided by a husband and/or wife out of assets
in joint beneficial ownership each would be treated for the
purposes of the relevant settlements provisions as having
provided half. This is a somewhat narrower rule than we are
proposing for the treatment of income from jointly held property;
and because it deals only with the case where the property is
held in joint beneficial ownership there is no need to provide
for an alternative division to deal with cases where the
ownership of the asset is other than 50:50. If the couple have
already demonstrated for other purposes that the ownership of a
jointly held asset is not 50:50 then any settlement made out of
that asset will not be affected by this rule (since the property
will not be in joint beneficial ownership). Each of the partners
will be free to settle what they like out of their part of the
asset. That accords with the general law and there seems no

justification for overriding it.

6. We think there are good grounds for taking a slightly
different route here than in the treatment of income from jointly
held property. In that case you are proposing that all income
from jointly held property should be divided equally between the
spouses unless they can demonstrate that a different division is
appropriate. This is necessary to cater for the large numbers of
couples who have never given any thought to the precise
beneficial ownership of the assets held in their joint names.
However in the cases where precisely who is the settlor is
relevant for the settlements legislation the parties can be

reasonably expected to have obtained, or be able to obtain, legal
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advice, about the beneficial ownership of their assets.

Relationship between husband and wife for settlements purposes

T The changes described in paragraphs 3 and 5 are the only
changes which we think are needed to the settlements legislation
to cope with the move to Independent Taxation. We think,
however, that once the proposals for Independent Taxation are
announced there may be pressure to restrict the scope of the
settlements legislation where one spouse makes a settlement for
the benefit of the other.

B At present many of the settlements provisions provide that
income will be treated as the settlor's for tax purposes if their
wife or husband can or does benefit under the settlement in some
way. It is likely to be suggested that all those references
should be deleted as part of the change to Independent Taxation,
so that a settlor would, in future, be taxed on the income from
the settlement only if he/she could or did benefit personally.
The argument would be that such a change was necessary to make

the settlements provisions consistent with Independent Taxation.

9% We think that Ministers will want to resist this line of
argument strongly. You will recall that in Miss Dyall's note of

2 November we drew a distinction (which you accepted) between

(i) aspects of the tax treatment of husband and wife which
reflect the present system of aggregating their incomes and

treating them as a single unit for tax purposes and

(ii) aspects which flow from the social and economic
relationship between husband and wife and recognise the

married couple as a social unit.

Taking account of this distinction you recognised that it was
right to treat husband and wife independently in computing their
tax liabilities in relation to their transactions other than with

such other but unrealistic to treat husband and wife as
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completely separate for all tax purposes, for example for the
purposes of the definition of "connected persons”.

10. We think that the same principle - looking at the social and
economic relationship between husband and wife - applies to the
settlements provisions. It is unrealistic not to recognise the
close community of interest between husband and wife in these

" circumstances and we should therefore continue to provide that
settlements are "caught" by the legislation even when they
benefit a spouse rather than the settlor personally. This is not
inconsistent with treating the spouses as independent persons for
the purpose of computing their individual tax liabilities.
Ministers are ensuring that under Independent Taxation husbands
and wives will not be able to avoid tax by covenanting income
between them; maintaining the settlements provisions in their
present form means that more sophisticated taxpayers will not be
able to take advantage of trusts to achieve a similar result.
Were the present rules to be changed, a wealthy husband could
create a settlement under which his wife (but not himself) had a
discretionary interest in the trust capital or income, and so
divest himself of liability to tax on the income from the settled
property. The trustees would then be free to meet a whole
variety of the couple's living expenses as a result of the wife's
interest. In economic terms, that would benefit the husband just
as much as if he had been the discretionary beneficiary himself.
Moreover the potential for new avoidance by the wealthy if the
settlements rules were changed would be virtually unlimited.
Couples could use settlements with trustees resident in a tax
haven and foreign sources of income thereby effectively avoiding

all UK tax on the family's entire investment income.

Other possible pressure for change

11. There might also be pressure for a more limited change to
settlements rules discussed in paragraph 8. It might be
suggested that where only a spouse rather than the settlor could
benefit, the legislation should be amended so that any income

"caught" by the provisions was deemed to be taxable on the spouse
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rather than on the settlor. It might be said that the same tax
result could be achieved by, for example, the husband making an

"out and out gift" to his wife, and the wife then making the

settlement.

12. Here again, however, we do not think such a change would be
justified. The reasons set out in paragraph 10 would apply here
" also: except that in this case the change would result in the
settlement income being taxed at the wife's tax rates instead of
the husband's rather than liability being avoided altogether.
But in addition the argument that the change would have the same
effect as if the husband had gifted the property to the wife and
she had made the settlement overlooks the very different legal
implications of the alternative route. If the husband makes a
gift to the wife and she then makes the settlement that is her
choice and she is voluntarily taking on any liability which the
settlements legislation imposes (and the task in some cases of
obtaining a refund of the tax payable from the (possibly
non-resident and unco-operative) trustees). It would be very
difficult to justify legislation which enabled a husband to
impose such a liability on his wife without her consent. An
extreme example of this situation would be where the husband
created a settlement giving his mistress a life interest in the
income and his wife a discretionary interest in the capital.
Under the proposed change, the whole of the trust income would
then be the wife's: without the change it would be the
husband's. If the legislation were changed the only way the wife

could get out of the liability would be by ending the marriage.

13. There is, however, one circumstance where we think there
might be a case for a further change in the settlements
legislation. This is where a husband makes a settlement giving
his wife a life interest in the settlement income, but retains
absolutely no interest in the income or property himself. 1In
that case it is arguable that he has made an "out and out gift"
which should be recognised as tax-effective. However this
situation falls outside the change for "out and out gifts" which

we are proposing in paragraph 3 of this note since the husband
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has not given his wife the totality of the interest he held in
the assets settled, even though he has parted with that interest

entirely. The effect in this case would be that the wife would
be taxable on all the settlement income at the basic rate but it
would be the husband's for higher rate purposes. Our advice
would be to do nothing about this effect initially but that
Ministers should be prepared to give consideration to including
it inﬂany "out and out gift" exclusion from the settlements
legislation if pressure were to build up for such a change. If
the change were wade the whole of the income received by the wife
trom the settlement would then be treated as hers for all tax

purposes.

Points for decision

14. (i) Are you content for us to instruct Parliamentary
Counsel to amend the settlements legislation on the

lines suggested in paragraphs 3 and 5 above?

(ii) Are you content for us to make no changes to the
provisions as they effect the relationship between
husband and wife (with the possible exception of the
relatively small change mentioned in paragraph 13 which
might be made if pressure built up)?

B A Mace

B A MACE



‘e

S

-
e

42/2 .BTW.4366/54 BUDGET SECRET: TASK FORCE LIST

P

Copy No.:L,of 21

FROM: J J HEYWOOD
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PS/CHANCELLOR cc PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary

4 Sir P Middleton
6* (7 Sir T Burns
Mr Scholar
Mr Culpin
Miss Peirson
Miss Sinclair
Mr McIntyre
/ Mr Riley
Mr Croppcr
. Mr Tyrie
« : Mr.-Catil
A Mr Battishill IR
Mr Isaac IR
Mr Painter IR
Mr Mace IR
PS/IR

ADDITIONAL PERSONAL ALLOWANCE

The Financial Secretary has discussed Mr Mace's minute of
1 February with officials. He has also seen your minute of
2 February, Mr Judge's of 3 February and Mr Cropper's of
3 February.

Timing of the Change

20 The Financial Secretary is content for the change in the
APA rules to be made effective from April 1989 rather than from
April 1990. However, Mr Mace has suggested that this issue may
need to be reconsidered in due course. The Financial Secretary

will take this forward.

Change to the Rules

34 The Financial Secretary is content with +the Revenue's

thinking on how the APA changes should be defined in legislation.

BUDGET SECRET: TASK FORCE LIST
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. Incapacitated Wives

4, The Chancellor asked for the Financial Secretary's views
on whether new claims for the APA for incapacitated wives should
be ended from April 1990 or whether the APA for incapacitated
wives should be retained and extended so that wives with

incapacitated husbands could also claim it.

Bis The Financial Secretary shares the view expressed by the
Paymaster General and Peter Cropper that the APA for incapacitated
wives should be withdrawn from April 1990 except for existing
claimants. He would favour the more generous transitional
arrangements for existing claimants described in Mr Mace's

paragraph 9 (Option 2).

6. The Financial Secretary believes that several factors point

to withdrawing the APA for incapacitated wives:

() Only a very small number of men are entitled to
claim this allowance (fewer than 10,000 at present).
There 1is, therefore, a case for "tidying up" the

system by abolishing another minor relief:

(ii) If we do not withdraw it we would probably have
to extend it to the wives of incapacitated husbands.
It would look odd to extend a rather anachronistic

tax relief in a tax reforming Budget;

(iii) There must be a presumption against building into
the new tax system minor tax reliefs which are very

restrictive indeed;
(iv) Since the allowance was introduced in 1960 the scope

of Dbenefit provision for the long-term sick and

disabled has been considerably extended.

BUDGET SECRET: TASK FORCE LIST
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(v) Even for a higher rate taxpayer with an incapacitated
wife the weekly value of the APA (£10.50) is quite
small in relation to the 1987 1levels of benefit
entitlement. Severe Disablement Allowance, for

instance, is £23.75 per week.

(vi) There would be no losers except those who would
have had the APA from 1990/91 had it not been
withdrawn.

Sis Nevertheless, although the Financial Secretary believes

these arguments tilt the balance in favour of withdrawing the
APA he thinks we will be vulnerable to attack from the Disability
Lobby. They will argue that the existing benefit provision is
inadequate and far from improving the provision for the disabled,
the Government was worsening the situation by removing a tax
allowance targetted on the very hard cases - and all this in

the context of a 'give-away' Budget for the rich.

8. The Financial Secretary thinks we will just have to face
this criticism out. But he is not convinced that the introduction
of independent taxation itself will be quch help in Jjustifying
the change. The Financial Secretary d&é not think that the
provision of the APA on top of the MCAJ%and a single person's
allowance is any more anomalous per se under independent taxation

than it is under the existing regime.

9. Therefore, although the Financial Secretary favours
withdrawal of the APA for incapacitated wives, he believes that
our defence of this would have to rest on the clutch of points
in paragraph 6 rather than upon the consequences of independent

taxation.

N

JEREMY HEYWOOD
Private Secretary

BUDGET SECRET: TASK FORCE LIST
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ADDITIONAL PERSONAL ALLOWANCE

The Chancellor asked for views on Mr Mace's submission of

1 February.

Clearly we don't want to extend this bizarre relief to wives

of incapacitated husbands. We should be aiming to get rid of
Tt . This relief is a relic of an era when only the rich paid
tax and most of them had servants. It seems that this element
of the 'house-keepers' allowance', originating in 1918, clung

on in the tax system by attaching itself to the APA in 1960.

Since Option 2 featherbeds the removal of the relief by retaining
it for existing claimants I think it would make abolition of
the allowance much easier politically. Mr Mace also thinks this

is operationally simpler, so it looks the best bet.

i
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Mr Painter - IR

Mr Unwin - C&E

Mr Knox - C&E

e I attach a letter from the Bank of England which gives their views on

the market implications of the proposed capital gains tax changes.
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Thank you for your letter of 2 February with your paper on CGT

Costings.

We agree with the basic methodology and the resulting analysis,
except, as discussed below, in relation to forestalling where we
would wish to qualify the figquring in Annex D. Similarly, we
would in general go along with the costings in your paper: we
have no real means of deriving alternative assumptions to

challenge those on which your figuring is founded.

You asked first about stock market turnover. Apart from the
forestalling point, which relates only to this fiscal year, we
think that stock market turnover will be affected not just by the
effective capital gains tax rate changes on their own (which is
what your paper deals with) but by shifts bhetween
capital-appreciating and income-yielding assets as a result of the
higher rate income tax changes per se and relative to capital
gains tax changes. - To give an example, building society and bank
deposits and some forms of national savings are not subject to
capital gains tax but will benefit from the reduction in the
maximum rate of income tax to 40%. The encouragement to switch
into these assets out of say equities is increased further where



the effective capital gains tax rate rises. These other effects
may not make much difference to the costings since we imagine the
1ncome tax effect is measured elsewhere. But they will tend to
N

add somethlnq to stock market turnover.

You also asked about the state of the market. We obviously agree
thhat this s dmportant. If a market fall is expected, there
would clearly be an incenlive for more selling generally, and
forestalling would be greater to the extent that post-82 holders
will sell now, because they can realise their existing gains at a
lower tax rate. Pre-82 holders will face a more difficult choice
of weighing the benefit of rebasing against the expected lower
asset price and higher tax rate. Having said that, we cannot
offer a better basic assumption than that in paragraph 3 of your
letter ie that share prices will rise broadly in line with

inflation over the next three vyears,

You asked also about the effects on equity prices. Here too we
think you should allow for some switching out of equities into
income-yielding investments. As against that, any depressing
effect on equity prices will be offset by the presence in the
market of pension funds, insurance companies etc who are and will
remain indifferent as between income and capital gains. This
effect of course would tend to dampen equity price movements
which, we agree, should not be very large. There could also be
price movements between lower and higher coupon gilts, for
example, but there is anyway some anticipation of these and again

we would not see such price chanaes as particularly disturbing.

As regards forestalling, as I mentioned to you, we are inclined to
think that the forestalling effect will be rather larger than you
seem to allow for. First, you appear to have ignored the fact
that anyone with a pre-1982 loss will tend to sell in the three
weeks before 6 April 1988 to crystallise their loss, as otherwise
it will bhe wasted. Second we think that the 90% fiqurzﬁ while
appreciating how it is derived, is probably too high, given that
the financial press will be full of advice aimed at higher rate
taxpavers to bed and breakfast. Thirdly, taking the last

sentence of paragraph 33, basic rate taxpayers may well foreqtall
3
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if their gain is large
higher rate band. We

but we suspect ovérall
As agreed with Michael

except to Eddie George

circulation of copies.

Wowe Ty

enough to bring them significantly into the
would not want to exaggerate these effects

they may be somewhat larger than vou imply.

Scholar, I am not copying this letter
here; vou said vou would look after

V. N Gnusctad

R I McConnachie
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BS 353: CAPITAL GAINS AND FARM OUTS: DRILLING COSTS

The Chancellor has seen your minute of 4 February. He agrees with
the Economic Secretary's conclusion that we should legislate in
this year's Finance Bill to prevent oil companies from enjoying
more than one tax relief associated with drilling costs, as
suggested.

=

J M G TAYLOR
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SHORT-TERM COST-OF-LIVING BONDS - FT ARTICLE OF 3 FEBRUARY -
"REVENUE CONCERNED OVER BOND TAX AVOIDANCE PLAN"

: You asked for a note on Barry Riley's article about tax
avoidance through the use of short-term indexed bonds by

multi-nationals and Lloyds.

A MULTI-NATIONALS

o The use/abuse of indexation relief by multi-nationals
using off-shore intermediary companies is one of the family of

intra-group transfer devices (exploiting indexation) dealt with

in Mr Cayley's 12 October note on Starter 258. Mr Cayley's
note did not mention this particular device, because we were
not aware of it at the time. But the remedy that Ministers
have approved goes wide enough to catch this newcomer to the

family of intra-group avoidance devices.
IX. . LLOYDS

¥, Lloyd's use of US indexed linked bonds to avoid tax
liability on their US investments is, of course, one of the
points Ministers have been considering on the issue of Lloyd's

CG treatment. The article identifies the main device -

~cc  PS/Chancellor Chairman
Mr Culpin Mr Painter
Mrs Lomax Mr McGivern
Mr Cropper Mr Spence
Mr Cayley
Mr Skinner
PS/IR
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investment of Lloyd's US premium income in US short-term
indexed bonds, issued by tax-exempt institutions like Sallie
Mae. Details of the device are in my 10 December note -
paragraph 21 of attachment. The article's estimate of Lloyd's
investments of £2 billion plus in these bonds is not far off
our own estimates of the scale of Lloyd's activity in these
instruments.

4. Source of Barry Riley's information? 1In case it needs

saying, not from here - and clearly not from Lloyds (see
paragraph 5 below). Our guess is that Barry Riley has pieced
it together from City Accountants (perhaps of the
whistle-blowing tendency). Word has probably got round that
the Revenue have been asking questions about the details of

these index-linked transactions.

e The article has provoked an approach from Lloyds
centrally. They were worried that the Revenue's "concern" - as
the article put it - might be translated into action. The
implication was that they were worried that syndicates use of
these index bonds (and the publicity it had attracted) might
influence Ministers decision on Lloyd's CG treatment, following
the discussions at your 20 January meeting with Murray
Lawrence. We were, of course, noncommittal about this.

Lloyds volunteered that they were considering imposing a limit
on syndicates use of US indexed linked bonds. This was in part
because they were concerned on the prudential side that
syndicates were getting over-exposed in this area. They were
particularly worried about a new $1/2 billion loan directed at
Lloyd's syndicates. They said the other reason for their
thinking about imposing a limit was their recognition that the
Revenue had an understandable concern about the scale of

Lloyd's activity in this area.

6. The Chancellor said at Monday's overview meeting (when it
was decided not to change Lloyd's CG treatment), that it should

be made clear to Lloyds there is no guarantee that the present

N
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CG treatment will remain unchanged, and that Lloyd's use of the
present individual CG basis would be monitored. Judging by
what Lloyds have just said to us, they will not be surprised to
get this message, and may exert themselves to limit the scale
of syndicate activity in US index linked bonds. It is a matter
for Ministers judgement# whether the message is made public, in

Budget/Finance Bill debates, or delivered privately. The fact

that Lloyd's exploitation of indexation is now in the Press may
strengthen the case for making the point in the House.

I R SPENCE
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CAPITAL GAINS TAX: MARKET IMPLICATIONS

S I attach a letter from the Bank of England which gives their views on
the market implications of the proposed capital gains tax changes.

MLS

M C SCHOLAR
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Thank you for your letter of 2 February with your paper on CGT

Costings.

We agree with the basic methodology and the resulting analysis,

except, as discussed below,

would wish to qualify the fiquring in Annex D. Similarly,

would in general go alona with the costings in vour paper:
have no real means of deriving alternative assumptions to

challenge those on which your figquring is founded.

You asked first about stock market turnover.

forestalling point, which relates only to this fiscal year,
think that stock market turnover will be affected not just by the

Apart from the

in relation to forestalling where we
we

we

we

effective capital gains tax rate changes on their own (which is

what your paper deals with)

but by shifts bhetween

capital-appreciating and income-yielding assets as a result of the

higher rate income tax changes per se and relative to capital

gains tax changes. To give an example, building society and bank

deposits and some forms of national savings are not subject to

capital gains tax but will benefit from the reduction in the

maximum rate of income tax to 40%.

The encouragement to switch

into these assets out of say eaquities is increased further where



the effective capital gains tax rate rises, These other effects
may not make much difference to the costings since we imagine the
income tax effect is measured elsewhere, But they will tend to
add something to stock market turnover.

You also asked about the state of the market. We‘obviouslv agree
that this is important. If a market fall is expected, there
would clearly be an incentive for more selling generally, and
forestalling would be areater to the extent that post-82 holders
will sell now, because they can realise their existing gains at a
lower tax rate. Pre-82 holders will face a more difficult choice
of weighing the benefit of rebasing against the expected lower
asset price and higher tax rate. Having said that, we cannot
offer a better basic assumption than that in paragraph 3 of your
letter ie that share prices will rise broadly in line with

inflation over the next three vears.

You asked also about the effects on equity prices. Here too we
think you should allow for some switching out of equities into
income-yielding investments. As against that, any depressing
effect on equity prices will be offset by the presence in the
market of pension funds, insurance companies etc who are and will
remain indifferent as between income and capital gains. Ehiis
effect of course would tend to dampen equity price movements
which, we agree, should not be very large. There could also be
price movements between lower and higher coupon gilts, for
example, but there is anyway some anticipation of these and again

we would not see such price chanaes as particularly disturbing.

As regards forestalling, as I mentioned to you, we are inclined to
think that the forestalling effect will be rather larger than vou
seem to allow for, First, you appear to have ignored the fact
that anyone with a pre-1982 loss will] tend to sell in the three
weeks before 6 April 1988 to crystallise their loss, as otherwise
it will bhe wasted. Second we think that the 90% figure, while
appreciating how it is derived, is probably too high, given that
the financial press will be full of advice aimed at higher rate
taxpayers to bed and breakfast. Thirdly, taking the last

sentence of paragraph 33, basic rate taxpayers may well forestall
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higher rate band. We
but we suspect overall

As agreed with Michael
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enough to bring them significantly into the
would not want to exaggerate these effects

they may be somewhat larger than vou imply.

Scholar, I am not copying this letter
here; vou said vou would look after
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BS 353: CAPITAL GAINS AND FARM OUTS: DRILLING COSTS

The Chancellor has seen your minute of 4 February. He agrees with
the Economic Secretary's conclusion that we should legislate in
this year's Finance Bill to prevent oil companies from enjoying
more than one tax relief associated with drilling costs, as

suggested.

=Y

J M G TAYLOR
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POST-PRAYERS DISCUSSION: FRIDAY 5 FEBRUARY

1. APA FOR MEN WITH INCAPACITATED WIVES

It was proposed that this, together with other minor allowances,
would be abolished in the 1light of other changes to the APA.
Those currently receiving the allowance would continue to do
so. The Chancellor asked for views. In discussion it was
noted that there were approximately 10,000 recipients of this
very restrictive allowance. Those who kept the allowance would
in future have it adjusted in line with the MCA. The Economic
Secretary and the Chief Secretary had not seen the papers,
and would 1let the Chancellor have their views in the course
of the day.

2 EXCISE DUTIES

There was no pressing need for a final decision here, and the
options could be Kkept open for another 3 weeks. There was
a discussion of possible changes to motoring, drink and tobacco
duties.

3. BUDGET PRESENTATION: ALLOCATION OF SUBJECT AREAS

The Chancellor had made a provisional allocation, and asked

for Ministers views before the Budget Overview meeting on Monday.

M

MARK CALL
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INHERITANCE TAX

Proposal: raise threshold to £107,00

tax all transfers at unform rate of 40 per cent.

This compares with current regime:

Slice Rate on slice
£ 90,000 Nil
£ 50,000 30%
£ 80,000 40%
£110,000 50%
Remainder 60%

In answer to your specific question, the threshold of £107,000 was chosen because
it results in no losers as compared with statutory indexation of the current bands
at existing rates. (A reasonably large threshold increase is needed to achieve this

because the marginal rate of estates in the £140,000 to £220,000 will be increased.)

One major benefit of this increase is that it reduces the estimated number of IHT

estates from 31,000 to 24,500’ in 1988/89.

A supplementary question is - why 40 per cent.?

Benefits of a single rate of 40 per cent are:

- simplification of the rate structure

- relief in form of higher threshold rather than reduced rate takes more

estates out of IHT altogether
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- lower top rate reduces distortions (less incentive to contrive to avoid paying

IHT

- rates of IT, CGT, IHT brought into line - arguably reduces distortionary

behaviour to convert income to capital etc
It could be argued that a starting rate of 40% is too high, but this is not like earnings

and incentives - the choices are rather more limited. Also it is perhaps relevant

to look at average rates - average rate on small to medium estates much lower

than 40%.

MARY HAY
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ADDITIONAL PERSONAL ALLOWANCE

The Chancellor would be grateful for advice on one additional
option on the APA, as soon as possible. This is to withdraw the APA
over the same range of incomes as the MCA is to be withdrawn. The
objective would be to reduce another tax penalty on marriage,
accepting that it would also hit rich single parents, and that two
earner co-habiting couples could make sure that the lower earner
claimed the APA. The number of people affected would persumably be

small, but so should the additional cost to the Revenue.

A C S ALLAN
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CHANCELLOR ce Chief Secretary
Financial Secretary
Paymaster General
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Mr Riley
5%( Mr Cropper
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\

Mr Battishill - IR
Mr Isaac - IR

Mr Painter - IR
Mr Mace - IR

PS/IR

ADDITIONAL PERSONAL ALLOWANCE

You asked for my views on Mr Mace's submission of 1 February.

2% I am not convinced that it is worth the candle to abolish
the APA for an incapacitated wife. To do so would be the equivalent
of a negative 1lollipop: disproportionate political flack for

negligible financial gain.

3 The Financial Secretary argues and you agree that the move
to independent taxation neither requires its removal nor makes
it more anomalous (since the married man's allowance continues)

so the sex equality argument is emasculated.

4. I think that to remove anomalies just because they are anomalies

is not a sufficient justification for incurring political flack.

5s The simplification argument - spelt out in paragraph 9 of

Mr Mace's submission would make the change worthwhile. But I cannot

BUDGET SECRET 2 T A S K FORCE LIST
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‘see how there would be any simplification for 20 years if we adopt
option (ii). It would still be necessary for all officers to know

about the allowance and to include the details in all publications.

6. I think the main flack would come from the disablement lobby,
rather than individuals. But say 1,000 husbands a year who would
have become eligible under the o0ld rules would find themselves
ineligible under the new rule. Some would be drawn to contrast
their position with those who obtained their APA before this Budget.
This contrast would be good material for press, media and Adjournment
debates.

T I would only drop this, admittedly illogical, allowance if
we can think of a positive disablement lollipop to offset it.

(

PETER LILLEY

BUDGET SECRET : TA SK FORCE LIST
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Financial Secretary
Paymaster General
Economic Secretary
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Mr McIntyre
Mr Riley
\ Mr Cropper

\. Mr Tyrie

e 1 o Mr Call
; M ‘Battishillii— IR
Mx fPsagde - IR
Mr Painter - IR
Mr Mace - IR

PERSONAL. ALLOWANCES: INCAPACITATED WIVES

I have seen colleagues notes on the abolition of new APA claims

by married

men with dependent children whose wives are totally

incapacitated. The logic of ending new claims after the change

to Independent Taxation is impeccable but nonetheless, I share

the reservations advanced by the Economic Secretary.

2 1 do so for several reasons.

(a)

The presentational impact would be severe set against
the general tenor of the Budget. Moreover, it
would add to the pressures from the disability
lobby for benefit recompense following the OPCS
survey of the disabled. This. 'could have ! 'ay public

expenditure deadweight cost of considerable size.

We are not now abolishing the APA but limiting
co-habitating couples to a single APA. Thi s iwall

be welcomed.
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e

But the Jjuxtaposition of this with withdrawing

the APA for men whose wives are totally incapacitated

is stark. There will be a disproportionate fuss
if we appear to put double claimants (who abuse
the system) in the same category as the totally

incapacitated. ( They, by definition are even

incapable of light housework).

(c) The announcement will run alongside the new Social
Security system. Under this system the totally
incapacitated are seen as significant losers. They
lose a multiple of miscellaneous benefits and gain
less in statutory entitlement in the reformed
structure. Transitional protection helps but future
losses are certain. Nick Scott 1is examining how
to mitigate this problem but final decisions are

not yet taken.

Abolishing APA will be seen as adding a further 'attack'

on the most severely disabled.

3 All this suggests to me that we should retain APA and

extend it to avoid sex discrimination. The extension 1is a

useful lollipop!

4 Moreover, there remains the possibility that we could
'buy out' this anomaly on the back of the OPCS survey if we

are forced into benefit expenditure as a result of it.

5 For now, I would accept the anomaly and avoid the

disproportionate fuss.

OHN MAJOR
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POST-PRAYERS MINUTE; WEDNESDAY 10 FEBRUARY

A BUDGET RELATED PARLIAMENTARY QUESTIONS

The Opposition appeared to be preparing the ground for the Budget,
and gathering information, by putting down a series of questions.
Gordon Brown, MP, had recently put down a question to ask the
Chancellor what additional income a family on average earnings
would receive as a result of a 2p cut in the basic rate, and a top
higher rate of 40%. The reply to this question had given the
information for those on half to 5 times average earnings. The
Chancellor said it was important for FP to co-ordinate the answers
given to such questions in the run-up to the Budget. It would be
helpful if Conservative Members were to put down questions on the
effect that reducing tax rates has on tax yields. Such questions
might include the change in the proportion of tax paid by the top 5%
of earners, or by all higher rate payers. It would be best to
concentrate on historical trends, although international com-
parisons of higher rates of income tax would be helpful. Special
Advisers would give further thought to this.

24 CAPITAL ALLOWANCES AND RIG

While he understood the political argument in favour of Capital
Allowances for RIG, the Chancellor believed this should be opposed

on a matter of principle. With a discretionary grant it was a



question of deciding how much a particular firm needed in grant,
?j it was unnecessary to top that up with a tax relief. Because of
the relatively small sums of money involved he did not believe

there would be a major row.

nC

MARK CALL
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5. | am advised by Department of Transport officials that 'staged' coaches are
thought to cover their track costs (existing figures are not detailed enough for them
to be certain), despite the very low level of Vehicle Excise Duty which they pay.
These coaches run mostly on major non-urban roads which are relatively cheaper
to maintain, and as a result of their higher than average mileage, pay the major
proportion of their overall tax bill as fuel duty. That said, it is almost certainly
the case that these coaches do not cover their track costs by anything like the same
amount as most other vehicles, and it does appear anomalous that a family saloon

should pay significantly more in VED than all but the very largest of coaches.

6. Buses used on regular stopping services do not come anywhere near covering
their track costs. They pay around £70-£80 in VED and receive a full fuel rebate
in respect of their qualifying journeys; and the routes they use are the most expensive
to maintain. If “stopping” buses were to be asked to cover track costs, this would
entail either astronomical increases in VED (VED currently accounts for less than
3% of the 'gross' taxation revenue from this class) or, more likely, a restriction in

the level of fuel duty rebates.

7. | understand from Transport contacts that in the run up to and during the current
privatisation of the National Bus Company, senior officials there have felt disinclined
to proceed with the review referred to in Mr Channon's letter. The NBC privatisation
should be completed shortly, but following that, there is the proposed privatisation
of the Scottish Transport Group in 1989 (and possibly the London buses in 1990).

8. Should Mr Forman's observations find favour with you, one possible way of taking
matters forward would be to ask Transport Ministers to proceed with the review
of the 'hackney' classes. This may then provide the detailed information which would
assist us in determining the scope for ensuring that individual vehicle types cover
(or more than cover) track costs. The difficulties associated with increasing the
revenue from taxis (which, despite Mr Channon's letter, Transport officials think
do cover track costs) and coaches may be significantly less than those relating

to buses. All of this would, | suggest, have to be for the 1989 Finance Bill at earliest.

L g Nt

R G MICHIE
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ROAD TAXATION REVENUE AND ROADS COSTS IN 1987/88 : BY VEHICLE CLASS

Thousand/£ million at 1987/88 prices/ratio

Vehicle Class Number of Road taxation revenue and road .costs
Vehicles (£ million at 1987/88 prices ) Taxes to costs ratio
Road Taxes Road Costs Taxes Less Costs
Fuel Tax VED Total
Thousand
tcaax?:’ light vans and 19608 5475 2075 75502 2335 5215 3.2:1
Motorcyles 1107 40 15 60 25 35 2:3:1
Buses and coaches 72 180 5 1853 215 .30 0.9:1
Goods vehicles over 1,525
tonnes unladen
Not over 3.5 tonnfes gvw and 143 50 20 70 25 45 2.7:1
non-plateable vehicles
Over 3.5 tonnes gvw 441 960 440 1405 1095 310 1.3:1
Other vehiclesu 1185 105 10 115 55 65 2+:2:1
All vehicles 22556 6820 2570 9385 37505 5640 2.5:1
1 Rounded to the nearest five
2, Excludes car tax, expected to raise £1100m in 1987/88
3s Fuel tax rebate (£130m) not deducted
I, Haulage, machines, 3-wheeled motor vehicles, crown, disabled and other vehicles exempt from VED. Previously other vehicles
were included with the main classes
5. Excludes £306 million allocated to pedestrians.
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STUDENTS AND COVENANTS

At your overview meeting on 25 January, you agreed that
Mr Baker and Mr Rifkind should be informed around the middle
of February of the proposed change on covenanting for
students. Together with the Chief Secretary and the
Paymaster General, you are meeting Mr Baker and Mr Jackson
on 16 February to discuss how the review of student support
should be taken forward. (Briefing on that will be coming
forward separately on Monday.) You have agreed that you
will speak to Mr Baker alone at the start of this meeting
to inform him of the change. I attach an aide-memoire

of the points that you will wish to cover.

2 Mr Rifkind will not be attending the meeting, since
it seems best to reach agreement with Mr Baker on the way
forward on student support before opening up the subject
with other Education Ministers. It will therefore be

necessary to find another opportunity to speak to Mr Rifkind,

if possible next week. Your office are making appropriate
F A 3 ) £ ) .,\

arrangements. L ﬂ,,#; )

G- At the 25 January meeting you felt that knowledge

of the change should if practicable be confined to one

official in each of the two Departments. My submission
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of 12 January suggested that Sir Peter Middleton should
inform the official heads of DES and SED (Sir David Hancock
and Mr Russell Hillhouse respectively). If any officials
are informed it will have to be them at least, if only
because they are the Accounting Officers for the relevant
expenditure, and would also be responsible for maintaining
security. It would however be helpful if they were allowed
to inform one other official, selected by them, within
each Department. It will be important to get a well informed
reaction on the practical implications of running two
parental contribution scales as proposed, and the two
official heads of Department will not, in our judgement,
be sufficiently close to the day to day running of the
student awards schemes to give a confident assessment. EE
will of course need to be made clear that the head of
Department retained Eol personal responsibility foxr
preventing any leak. He will be best placed to identify
a knowledgeable and fully reliable official, and we would
therefore regard it as inappropriate ourselves to prescribe
who that official should be.

T J BURR
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STUDENTS AND COVENANTING

Points to Make

(a) It is proposed that covenants made by individuals
will in the Budget be made ineffective for tax purposes
(though the existing treatment of charitable covenants
will continue). Part of a major reform of the tax

system.

(b) This will mean that covenants made. on or after
Budget day in favour of students will no longer attract

tax relief.
(c) Existing covenants will be unaffected.

(d) Recognise that the parental contribution scale

will need to be adjusted to compensate for the change.

(e) The best way of limiting compensation as far
as possible to those who will no longer be able
to obtain relief is almost certainly to apply the
reduced parental contribution scale to those who
newly start courses after Budget day (in practice
in the 1988-89 academic year), and retain the old
parental contribution scale for those who are already

in higher education.

(f) This will mean running two parallel parental
contribution scales for the coming academic year
and the next few years on a transitional basis: the
existing one; and a scale abated by the same percentage

as the basic rate of tax.

(g) The abated scale would still taper the grant
to zero, so there would be no compensation at top
of the scale and beyond. But having got rid of the

minimum grant, it would be a mistake to bring it
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back. The way to introduce non-means tested support is

to press ahead with loans.

(h) We need to know very urgently if DES see any serious
difficulty about operating the parental contribution system

on that basis.

(i) To that end Sir Peter Middleton will be explaining
the decision in more detail +to Sir David Hancock. For
security reasons, he will have to ask the knowledge of
the proposed change should be confined to not more than
one additional official in the Department. Grateful if

Mr Baker would not inform other DES Ministers.

(j) Mr Rifkind will be informed on the same basis, but

not the Secretaries of State for Wales and Northern Ireland.

(k) Important to stress the overriding importance of avoiding
a leak, which would lead to massive anticipation and would

vitiate the whole change, not only for students but more

generally.

(1) See no way of compensating students who do not get
mandatory support or discretionary support at mandatory
rates. Believe that will have to be accepted. Important

thing is that no one who already has a covenant will lose

the tax benefit of it.
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.. The main arguments against doing this at all are probably
these:
(a) Taking VED and derv duty together, coaches already
cover their "track costs" (though not by as much as
cars).
(b) Better 50 people on a coach than 50 people in
private cars (though a VED increase would not

necessarily empty the coaches).

(c) There are not that many coaches around - I think

probably about 25,000.

(d) There 1is no money 1in it. VED only vyields
£5 million or so from all buses and coaches (see

Mr Michie's table).

(e) If you want VED to wither on the vine, there
is something to be said (to mix metaphors) for letting

sleeping dogs lie.

There also seems to have been some Department of Transport
nervousness about complicating the privatisation of the National
Bus Company and the Scottish Transport Group, but I find. i
a bit hard to believe that a modest VED increase would be the

death knell of privatisation.

6. I am not sure which way the Green vote goes. Does it
assimilate coaches to juggernauts, or prefer one full coach

to a lot of private cars?
T The main arguments against acting this year are that:
- it is only four weeks before the Budget, and

- the Economic Secretary has already turned down
other Department of Transport starters for lack of

Finance Bill space.
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8. The position in Whitehall seems to rest with a letter from

Mr Channon which says that

"WED for the 'Hackney' classes - buses, coaches and
taxis - is wunique in falling short of track costs.
There 1is also a case for a thorough review of the
structure for these classes. But I do not propose

any major changes this year."

ks Do you want to push this up the agenda for this year's
Budget? If so, do you want to consult Mr Channon now? Or do
you want to take him up on the suggestion of a review for next

year?

10. It is about time vyou wrote to him anyway with your

conclusions on VED.

<

ROBERT CULPIN



. Department of Transport Rat'es of Vehicle Excise Duty

following tables give the rates of vehicle excise duty which have effect from 18 March 1987 V149
notes on the vehicle licence application forms explain how and where to apply. Please read them carefully. Rev. March 87

1. PRIVATE/ LIGHT GOODS VEHICLES (je goods vehicles not 2. BICYCLES, TRICYCLES, PEDESTRIAN CONTROLLED

over 1,525 kgs unladen) VEHICLES (not over 450 kgs)
' ’ 12 month | 6 month I Not 12 month | 6 month
rate € rate £ i Over |rate € rate £
: 3 k Motorcycles - 10.00 X
Private Vehicles, Light Vans, 100.00 55.00 (with or without 150cc ;?,822 20.00 £
Estam Cars ovo. sidecar) #250cc | - 40.00 | 22.00
Vehicles registered before 1.1.47 | 60.00 | 33.00 Tricycles ,;0“ i 18-£ 22.00
Pedestrian Controlled Vehicles (other than mowing machines)
3 Wheelers 2 150cc 10.00 =
3 Wheelers 150cc = 20.00 %
Light Goods Farmers 75.00 41.25 More than 3 wheels 20.00 =
: , # If first licensed before 1.1.33 (or 1.1.35 in Northern Ireland)
Hight Gaods Sixmrnans i el and weighs not more than 101.6 kgs the rate is £20.00.
3. HACKNEY CARRIAGES
Seats | 12month | 6 month | Seats | 12 month| 6 month | Seats | 12 month| 6 month Seats | 12 month | 6 month
Upto rate £ rate £ Upto | rate £ rate £ Upto | rate £ rate £ Up o rate £ rate £
20 52.50 28.85 37 70.35 38.70 54 88.20 48.50 71 106.05 58.35
21 53.55 29.45 38 71.40 39.25 55 89.25 49.10 72 107.10 58.90
22 54.60 30.05 39 7245 39.85 56 90.30 49.65 73 108.15 59.50
23 55.65 30.60 40 73.50 40.40 &7 91.35 50.25 74 109.20 60.05
24 56.70 31.20 41 74.55 41.00 58 92.40 50.80 75 11025 60.65
25 §7.75 31.75 42 75.60 41.60 59 9345 |- 51.40 76 111.30 61.20
26 58.80 32.35 43 76.65 42.15 60 94.50 51.95 77 11235 61.80
27 59.85 32.90 44 77.70 42.75 61 95.55 52.55 78 113.40 62.35
28 60.90 33.50 45 78.75 43.30 62 96.60 53.15 79 114.45 62.95
29 61.95 34.05 46 79.80 43.90 63 97.65 53.70 80 115.50 63.50
30 63.00 34.65 47 80.85 4445 64 98.70 54.30
' 31 6405 | 3525 | 48 | 8190 | 4505 | 65 | 9975 | sass
32 65.10 35.80 49 8295 | 4560 66 | 100.80 5545 |For
33 66.15 36.40 50 84.00 | 46.20 67 | 101.85 | 56.00 |each
34 6720 | 36.95 51 | 8505 | 4680 | 68 | 10200 | 5660 [additonall i <
35 68.25 37.55 52 86.10 | 47.35 69 | 103.95 57.15. (jeeat :
36 69.30 38.10 53 87.15 47.95 70 105.00 STAES
4. GENERAL HAULAGE VEHICLES 5. SHOWMAN'S HAULAGE VEHICLES
Unladen Weight 12 month| 6 month Unladen Weight 12 month | 6 month
Up to but not over rate £ |rate £ Up to but not over rate £ |rate €
2 tons (2,032.1 kgs) 179.00 | 9845 725 tons (7,366.4 kgs) 151.00 | 83.05
4 tons (4,064.2 kgs) 322.00 | 177.10 8 tons (8,128.4 kgs) 180.00 99.00
6 tons (6,096.3 kgs) 465.00 | 255.75 10 tons (10,160.5 kgs) 212.00 | 116.60
725 tons (7,366.4 kgs) ' 608.00 | 334.40 11 tons (11,176.5 kgs) 24450 | 134.45
8 tons (8,128.4 kgs) 743.00 | 408.65 12 tons (12,192.6 kgs) 277.00 | 152.35
9 tons (9,144.5 kgs) 869.00 | 477.95 13 tons (13,208.6 kgs) 309.50 | 170.20
10 tons (10,160.5 kgs) 995.00 | 547.25 14 tons (14,224.7 kgs) 342.00 | 188.10
11 tons (11,176.5 kgs) 1,138.00 | 625.90 15 tons (15,240.7 kgs) 37450 | 205.95
For each additional ton or part of a ton For each additional ton or part of a ton
(ton = 1,016.1 kgs) 142.00 * (ton = 1,016.1 kgs) 32.50 *
* The six month rate of duty is eleven-twentieths of the corresponding annual rate, rounded up or down to the nearest 5p,
2.5p being rounded down.
6. AGRICULTURAL MACHINES, WORKS TRUCKS FTC 7. TRADE LICCNCES
12 month 12 monthy 6 month
rate € rate £ rate £
Agricultural Machines (Locomotive Ploughing Trade Licences available for all vehicles | *70.00 |* 38.50
Engines, Tractors, Agricultural Tractors or
other Agricultural Engines) . 16.00 Trade Licences available only for :
‘ Fishermen's Tractors 16.00 | | Bicycles ‘1400 | *7.70
et A : not
Digging Machines 16.00 | 1 Tricycles over *14.00 | * 7.70
; 450 k o .
Mobile Cranes 16.00 Pedestrian Controlied 3 14.00 | " 7.70
Vehicles
Works Trucks 16.00
, ) " Subject to revision.
Mowing Machines 16.00 Check at Local Vehicle Licensing Office.
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THE TERM "PLATEABLE" IS NOT APPLICABLE IN NORTHERN IRELAND
8. PLATEABLE RIGID AND PLATEABLE ARTICULATED VEHICLES notover 12,000 kgs gross

Gross Waight/ Taxation Class bty
Train Weight (kgs) HGV 'HGV Farmers HGV Showman's
Over Not 12 month | 6 month |12 month | 6 month | 12 month | 6 month
Over rate £ rate £ rate £ rate £ rate £ rate £
3 7,500 130.00 71.50 90.00 49.50 90.00 49.50
7,500 | 12,000 290.00 | 159.50 175.00 96.25 90.00 49.50
9. PLATEABLE ARTICULATED GOODS VEHICLES over 12,000 kgs gross
Gross Train Taxation Class
: Waight (kgs) HGV HGV Farmers HGV Showman's
Type of Vehicle
Over Not 12 month |6 month |12 month | 6 month | 12 month | 6 month
Over rate £ rate £ rate £ rate £ rate £ rate £
e 12,000 | 14,000 470.00 258.50 280.00| 154.00 120.00 66.00
TABLE A = ; 14,000 | 16,000 | 590.00| 32450 | 355.00| 19525 | 15000 | 8250
2 axled tractive unit used with 16,000 | 18,000 | 690.00| 37950 | 415.00| 22825 | 175.00 96.25
any semi - trailer(s) (1,2,3 or 18,000 | 20,000 | 810.00| 44550 | 485.00| 266.75 | 205.00 | 112.75
more axles) 20,000 | 22000 940.00| 517.00 ] 565.00f 310.75 235.00 129.25
22,000 | 23,000 | 1,000.0u| 550.00 | 600.00| 330.00 | 250.00 | 137.50
23,000 | 25000 | 1,150.00| 632.50 | 690.00| 379.50 | 290.00 | 159.50
25,000 | 26,000 | 1,150.00| 632.50 | 690.00| 379.50 | 290.00 | 159.50
26,000 | 28,000 | 1,150.00| 63250 | 690.00| 379.50 | 290.00 | 159.50
LA r 28,000 | 29,000 | 1,210.00| 66550 | 725.00| 398.75 | 305.00 | 167.75
O NNy O 29,000 | 31,000 | 1,680.00| 924.00 | 1,010.00| 555.50 | 420.00 | 231.00
31,000 | 33,000 | 2,450.00| 1,347.50 | 1,470.00| 808.50 | 615.00 | 338.25
33,000 | 34,000 f§ 2,450.00| 1,347.50 | 1,470.00| 808.50 615.00 338.25
34,000 | 36,000 } 2,750.00| 1,512.50 | 1,650.00| 907.50 690.00 379.50 |
36,000 | 38,000 3,100.00| 1,705.00 } 1,860.00 {1,023.00 775.00 426.25
12,000 | 14,000 420.00 231.00 250.00| 137.50 105.00 57.75
TABLE B 14,000 | 16,000 440.00 242.00 265.00| 145.75 110.00 60.50
2 axled tractive unit used with 16,000 | 18,000 440.00| 242.00 265.00 | 145.75 110.00 60.50
2 or more axled semi - trailer(s) 18,000 | 20,000 440.00 242.00 § 265.00| 145.75 110.00 60.50
only * 20,000 | 22,000 550.00| 302.50 | 330.00| 181.50 140.00 77.00
22,000 | 23,000 620.00 341.00 370.00| 203.50 |- 155.00 85.25
23,000 25,000 780.00 429.00 470.00 | 258.50 195.00 107.25
25,000 | 26,000 870.00 478.50 520.00 | 286.00 220.00 121.00
26,000 | 28,000 | 1.090.00] 59950 | 655.00] 360.25 275.00 | 151.25
2 vy 28,000 | 29,000
ey ,00 31,000
5 O O Ml L C O g?.oog 33'830 Concessionary rates do not apply at these
- 33,000 | 34,000 weights. Please see Table A above.
c 34,000 | 36,000 5
‘5‘ 36,000 | 38,000
= i o 12,000 | 14,000 | 420.00 | 231.00 | 250.00 [137.50 | 105.00 57.75
uw) TABLE C 14,000 | 16,000 440.00 242.00 265.00 |145.75 110.00 60.50
S | 2 axled tractive unit used with 16,000 | 18,000 | 440.00 242.00 | 265.00 |145.75 110.00 60.50
8 3 or more axled semi - trailer(s) 18,000 | 20,000 440.00 242.00 265.00 |145.75 110.00 60.50
only * 20,000 | 22,000 440.00 242.00 265.00 |145.75 110.00 60.50
22,000 | 23,000 | 440.00 | 242.00 | 265.00 |145.75 | 110.00 60.50
23,000 | 25,000 | 440.00 | 242.00 | 265.00 |145.75 | 110.00 60.50
25,000 | 26,000 | 530.00 | 291.50 | 320.00 |176.00 | 135.00 74.25
26,000 | 28,000 | 720.00 | 396.00 | 430.00 |236.50 | 180.00 99.00
L NN S IJ.: 28,000 | 29,000 820.00 451.00 490.00 |269.50 205.00 112.75
EI)C) O | 29.000 | 31,000 |1.050.00 | 57750 | 630.00 34650 | 265.00 | 14578
31,000 | 33,000 |1,680.00#| 924.00#] 1,010.00#|555.50# | 420.00# | 231.00#
33,000 | 34,000 §2,250.00#|1,237.50#] 1,350.00#| 742.50# | 565.00# | 310.75#
34,000 | 36,000 Concessionary rates do not apply at these weights.
36,000 | 38,000 Please see Table A above.

* Licences taken out at these rates do not permit the use of semi - trailers with fewer axles.
Itis an offence to use a vehicle with a licence at the wrong rate of duty.
# At this rate the tractive unit may also be used with one - axle semi - trailers provided it does not
exceed the appropriate Construction and Use weight limits.

Page 2




'Y

THE TEF @ PLATEABLE" IS NOT APPLICABLE IN NORTHERN IRELAND

10. PLATEABLE ARTICULATED GOODS VEHICLES over 12,000 kgs gross

' Gross Train Taxation Class

: Weight (kgs HGV HGV Farmers HGV Showman's
Type of Vehicle o liow)
Not 12 month | 6 month | 12 month | 6 month § 12 month | 6 month
Over Over rate £ rate £ rate€ | rate € rate £ rate £
12,000 | 14,000 420.00 231.00 250.00 137.50 105.00 57.75
TABLE D 14,000 | 16,000 44000 | 242.00) 265.00| 14575 ] 110.00 80.50

3 or more axled tractive unit used | 16:000 | 18,000 440.00 | 242.00] 265.00| 14575] 110.00 60.50
swhih oy 2eN2tzaBet (o) 18,000 | 20,000 440,00 | 242.00] 26500 14575 110.00 60.50
14,23 or e b} 20,000 | 22,000 550.00 | 30250| 330.00| 18150 | 140.00 77.00
. 22,000 { 23,000 620.00 | 341.00] 370.00| 20350] 155.00 85.25
23,000 | 25,000 780.00 | 429.00] 470.00( 25850 195.00 | 107.25
25,000 | 26,000 870.00 | 47850 ] 520.00| 286.00§ 220.00 | 121.00
26,000 128,000 | 1,090.00 | 59950 655.00| 360.25 | 275.00 | 151.25
VA 28,000 | 29,000 { 1,210.00 | 66550 § 725.00| 398.75 | 305.00 | 167.75
O % O O 29,000 | 31,000 | 1,680.00 | 924.00 § 1,010.00 | 555.50 | 420.00 | 231.00
31,000 133,000 | 2,450.00 {1,347.50 | 1,470.00 | 808.50 | 615.00 | 338.25

33,000 34,000 | 2,450.00 |1,347.50 | 1,470.00 | '808.50 | 615.00 | 338.25
34,000 | 36,000 § 2,450.00 |1,347.50 { 1,470.00 | 808.50 | 615.00 | 338.25
36,000 {38,000 § 2,730.00 |1,501.50 { 1,640.00 { 902.00 | 685.00 | 376.75

12,000 | 14,000 420.00 231.00 250.00 | 137.50 105.00 57.75

TABLE E 14,000 | 16,000 440.00 242.00 265.00 | 145.75 110.00 60.50

3 or more ax!ed tractive unit used | 16,000 | 18,000 440.00 242.00 265.00 | 145.75 110.00 60.50

with 2 or more axled semi - 18,000 | 20,000 440.00 242.00 265.00 | 145.75 110.00 60.50

trailer(s) only * 20,000 | 22,000 440.00 242.00 265.00 | 145.75 110.00 60.50

22,000 | 23,000 440.00 242.00 265.00 145.75 110.00 580.50

‘ 23,000 | 25,000 440.00 242.00 265.00 145.75 110.00 60.50
. 25,000 | 26,000 440.00 242.00 265.00 145.75 110.00 60.50

26,000 | 28,000 440.00 242.00 265.00 | 145.75 110.00 60.5C
28,000 | 29,000 520.00 286.00 310.00 { 170.50 130.00 |. 7150

o | YR 29,000 | 31,000 640.00 | 35200 38500 211.75 | 160.00 | 8800
5 O O NS O O O 31,000 | 33,000 970.00 | 53350 | 580.00{ 319.00 | 24500 | 134.75
2 33,000 | 34,000 | 1,420.00 | 781.00] 850.00| 467.50 | 35500 | 195.25
3o 34,000 | 36,000 { 2,030.00 !1,116.50 | 1,220.00 | 671.00 | s10.00 | 28050
I =

‘Sf 36,000 | 38,000 | Concessionary rates do not apply at these weights.SesTable D above
= : 12,000 | 14,000 420.00 | 231.00| 25000 | 13750 | 105.00 57.75
& TABLE F Sy 14,000 | 16,000 |  440.00 | 242.00] 265.00 | 145.75 { 110.00 60.50
Q| 3ormore axled tractive unit used | 15'000 | 18.000 |  440.00 | 242.00] 265.00 | 14575 | 110.00 60.50
&| with 3or more axled semi - 18,000 | 20,000 | 440.00 | 24200 265.00 | 145.75 | 110.00 | 60.50
O trailer(s) only 20,000 | 22,000 440.00 | 242.00] 26500 | 145.75 | 110.00 60.50

22,000 | 23,000 440.00 242.00 | 265.00 | 145.75 110.00 60.50
23,000 | 25,000 440.00 242.00 § 265.00 | 145.75 -110.00 60.50
25,000 | 26,000 440.00 242.00 | 265.00 | 145.75 110.00 60.50

- l ; .26,000 | 28,000 440.00 24200} 265.00 | 145.75 110.00 |- 60.50
NN AN 4 28,000 | 29,000 440.00 242.00 | 265.00 | 145.75 110.00 .60.50
O O O 95 O O 29,000 | 31,000 440.00 242.00 | 265.00 | 145.75 110.00 60.50
31,000 | 33,000 440.00 242.00 | 265.00 | 145.75 110.00 60.50
33,000 | 34,000 550.00 302.50 | 330.00 | 181.50 140.00 77.00

34,000 | 36,000 830.00 456.50 | 500.00 | 275.00 210.00 115.50
36,000 | 38,000 | 1,240.00 682.00 | 745.00 | 409.75 310.00 170.50

* Licences taken out at these rates do not permit the use of semi - trailers with fewer axles.
It is an offence to use a vehicle with a licence at the wrong rate of duty.

e
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THE TERM "PLATEABLE" iS NOT APPLICABLE IN NORTHERN IRELAND

11. PLATEABLE RIGID GOODS VEHICLES over 12,000 kgs gross
(Vehicles used with plateable trailers may be subject to additional trailer duty, see Table 12 below)

Gross Weight Taxation Class
(kgs) HGV HGV Farmers HGV Showman's
Type of Vehicle
Chler Not 12 month |6 month |12 month |6 month § 12 month | 6 month
Over rate £ rate £ rate £ rate € rate £ rate £
12,000 | 13,000 410.00 | 225.50 245.00 134.75 105.00 57.75
Rigid vehicle 13,000 | 14,000 570.00 | 31350 | 34000 187.00] 14500 79.75
with 2 axles e g! 14,000 | 15,000 74000 | 407.00 | 44500 | 24475] 18500 | 101.75
15,000 | 16,260 | 1,030.00 | 566.50 620.00 341.00 260.00 143.00
=% £ S 12,000 | 13,000 320.00 | 176.00 190.00 104.50 90.00 49.50
Rigid vehicle with 3 axies -13,000 | 14,000 | 34000 | 187.00 | 20500 | 11275] 9000 | 49.50
14,000 | 15,000 340.00 | 187.00 205.00 112.75 90.00 49.50
15,000 | 17,000 340.00 | 187.00 205.00 112.75 90.00 49.50
17,000 | 19,000 490.00 | 269.50 295.00 162.25 125.00 68.75
- 19,000 | 21,000 660.00 | 363.00 395.00 217.25 165.00 90.75
O O O 21,000 | 23,000 900.00 | 495.00 540.00 297.00 225.00 123.75
23,000 | 24,390 | 1,610.00 | 885.50 965.00 530.75 405.00 222.75
12,000 | 13,000 320.00 | 176.00 190. 00 104.50 90.00 49.50
Rigid vehicle with 4 or more axies 13,000 | 14,000 340.00 | 187.00 20500 | 11275 90.00 4950
14,000 | 15,000 340.00 | 187.00 205.00 11275 90.00 49.50
15,000 | 17,000 340.00 | 187.00 205.00 112.75 80.00 4950
g 17,000 | 19,000 340.00 | 187.00 205.00 112.75 90.00 49.50
19,000 | 21,000 340.00 | 187.00 | 205.00| 11275 90.00 49.50
21,000 | 23,000 490.00 | 269.50 295.00 162.25 125.00 68.75
23,000 | 25,000 690.00 | 379.50 415.00 228.25 175.00 96.25
BN O~ (O 25000 | 27,000 | 1,00000 | 550.00 | 600.00 | 33000| 25000 | 13750
27,000 | 29,000 1,470.00 | 808.50 880.00 | 484.00 370.00 203.50
29,000 | 30,490 2,420.00 [1,331.00 | 1,450.00 797.50 605.00 332.75
12. TRAILER DUTY
Where the drawing vehicle has a platad weight over 12,000 kgs gross AND draws laden plateable trailers over
4,000 kgs gross weight additional trailer duty is payable. See table below.
Taxation Class
Gross Trailer Trailer HGY Trailer HGV Trailer HGV
Weight (kgs) Farmers Showman's
Over Not 12month | 6 month | 12 month| 6 month | 12 month | 6 month
Over rate £ rate £ rate £ rate £ rate £ rate €
e R W 4,000 | 8,000 80.00 | 44.00 80.00 | 44.00 80.00 | 44.00
O 5 O 8,000 | 10,000 | 100.00 | 55.00 | 100.00 | 5500 | 80.00 | 44.00
10,000 | 12,000 130.00 71.50 130.00 71.50 80.00 44.00
12,000 | 14,000 180.00 99.00 180.00 99.00 80.00 44.00
14,000 - 355.00 | 195.25 355.00 195.25 80.00 44 .00

EXAMPLE: A 2- axled vehicle plated at 16,260kgs which draws trailers plated at 8,130 kgs would pay £1,030.00

(Table 11) plus £100.00 (Table 12) annual rate.

NOTE: Vehicles which draw trailers below 4,000 kgs do not come within a trailer taxation class and no

additional trailer duty is payable on them.

13. NON - PLATEABLE AND "SPECIAL TYPES® VEHICLES (GREAT BRITAIN)
"SPECIAL TYPES" AND VEHICLES NOT SUBJECT TO TESTING (NORTHERN IRELAND)

GREAT BRITAIN

Goods vehicles over 1,525 kgs unladen

weight which (a) do not fall within a class to
which the Plating and Testing Regulations apply
eg. dual purpose vehicles, tower wagons, or (b)
do not comply with the Construction and Use
Regulations but are authorised for road use

Taxation Class

under Section 42 of the Road Traffic Act 1972 Restricted HGV Restricted HGV Restricted HGV
ie."Special Types" vehicles. Farmers Showman's

12 month | 6 month| 12 month| 6 month| 12 month| 6 month
g;)o%TsHvE::?cl|eRsEtc,:?1 525 ks Uinladen rate £ rate £ rate £ rate £ |[rate £ rate £
waight which (a) donot'fall withizs o ¢lass 10 130.00 71.50 90.00 49.50 90.00 49.50

which the Goods Vehietes (Certification)
Regulations (Northern Ireland) apply eg. tower
wagons, or (b) do not comply with the
Construction and Use Regulations but are
authorised for road use under Article 29 (3)

of the Road Traffic (Northern Ireland) Order
1981 ie."Special Types" vehicles.

For information on all other rates please consult any Local Vehicle Licensing Office.
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€

A C S ALLAN
16 February 1988

PS/FINANCIAL SECRETARY cc PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Sip- T Burns
Mr Anson
Mr Scholar
Mr Culpin
Mr Cropper
PS/IR
Mr Tsaac -IR
Mr Corlett - IR

ADDITIONAL RATE ON TRUSTS (STARTER 120)

The Chancellor has seen Mr Corlett's minute of 12 February. He
feels we must exempt disaster funds, and would be grateful if
further consideration could be given to how a "disaster" should be

defined, and by whom.

2. If we did exempt disaster funds from the additional rate,
would there be any case for stopping there rather than giving basic

rate relief as well? And what about CGT etc?

3% Miss Sinclair's note of 4 February on Budget 1lollipops
discussed the general issue of drawing a line between disaster
funds and other deserving cases, and concluded that this raised
"serious problems of a definitional and technical nature which
could involve a great deal of work and it is most unlikely that
these could be resolved in time for this year's Budget". It was
largely for this reason that this proposal was ruled out at the
fourth overview meeting. Does Mr Corlett's note imply that these

problems could be overcome?

A C S ALLAN
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CHARITY COVENANTS s 0334
/12

1k In response to Mr Isaac's minute of 20 January, you
commented (Mr Taylor's minute of 25 January) that we should
look into the possibility of eliminating all tax relief for
covenants next year, but give a tax relief geared to
charities generally. You will need to consider whether
there should be an announcement about that possibility, and

if so when it should be made.

2 At the end of his minute, Mr Isaac pointed out that
care would need to be given to questions, on Budget Day or
afterwards, about the Government's attitude to charity
covenant relief. You will not need reminding what delicate
ground this is. Charities obtain a considerable amount of
their funds through the covenant system - about £m450 in
1985/86. Of this, about £ml35 was tax, which they recovered
from the Revenue. Any indication that the continuation of
covenant relief might be in question will be seen as a

threat to this flow of regular and committed income.

cc Chief Secretary Mr Isaac
Financial Secretary Mr Beighton
Paymaster General Mr Deacon
Economic Secretary C, Mr Stewart
Sir Peter Middleton JjW’ Mr Davenport
Mr Scholar QM, Mrs Fletcher /\;f
Mr Culpin vr PS/IR
Miss Sinclair Mr Corlett
Mr Cropper /thf g.r )ﬁ

ki o §¥
i b W W ’VU"\\QY' M A’
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Form of announcement

s At a minimum, therefore, it would be necessary to give
a reassurance that the present system would remain, unless a
satisfactory alternative form of tax relief could be put in
its place. The charities would not be happy, for example,
to be told that payroll giving and business relief is
already available: those reliefs are not open, for example,
to the self-employed, and payroll giving is in any event

still in its infancy.

4, Nor is it yet clear that any other new system would be
generally acceptable to the voluntary sector. As Mr Isaac
has pointed out, relief for millions of single donations,
geared to donors' marginal rates of tax, is virtually
unworkable within our PAYE system (as opposed to the
American system under which everyone has to fill in a return
every year). So a flat rate MIRAS scheme, geared to the
income received by charities, looks a much better runner
operationally, and we have already started to do some work

on how it might be constructed.

5i% But even if a MIRAS scheme replaced covenants on a
revenue-neutral basis, its impact could be significantly
different. If, for example, the MIRAS relief were extended
to all donations (collecting boxes, one off donations and
long term commitments, but not of course payroll giving and

grants) -

- the poor man's pound would qualify for the same
relief as the rich man's pound, and the latter's

relief would be less than it is now

- there would be major distributional effects
amongst charities: those that currently rely
substantially upon covenants would tend to lose,
whereas those that rely on collecting boxes etc.

would gain.
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6i- There would also need to be additional policing to
prevent fraudulent claims, involving inspection of
charities' books. This, and a substantial increase in the
number of charities with which the Revenue deals, would

means some additional administrative costs.

T All these possible implications reinforce the need to
consult the voluntary sector on any possible new system; and
to avoid making any announcement which so alarms the charity
world as to make their reaction to the 1986 proposals seem

tame by comparison.

8. This points to looking to some sort of external handle
on which to hang the announcement of a review, without
having to commit yourself to any specific change. This
could be the pressure there has been for some time from
parts of the charity world for a simpler form of giving for
the individual - such as a greatly simplified covenant
arrangement or a system of relief for one-off donations. So
the line could be that you are sympathetic to
representations for simpler arrangements for charitable
giving, provided satisfactory ones can be devised, and are
happy for discussions to take place with the voluntary

movement about their ideas.

Timing of announcement

9. If you decide that an announcement should be made, the

next question is when to make it.

10. One possibility would be in the Budget Statement
itself. You are going to have to say that charity covenants
are unaffected hy this year's reforms. A review could be
announced then. That would provide a ready answer to "what
about charitable covenants in the longer term?" But it
would be high-profile, risk diverting attention from the

main Budget messages and look too much like a firm decision.
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11. A better course would be to place the initiative on the
charities, by reacting specifically to proposals from them.
If necessary, we could arrange for an appropriate approach
to be made formally to you by one of the leading figures in
the charity world. The announcement could then be made away
from the Budget itself, as a helpful reaction to
representations, rather than as a possibly threatening
Government initiative. It would also be easier for us to
start discussions at our own timing, so as not to interfere
with the immediate task of seeing through the main covenant

and maintenance provisions in the Finance Bill.

Handling immediately after the Budget

12. If that were your preferred approach, questions
immediately after the Budget Statement, and until an
announcement, could be answered on the lines that "The
Budget proposals do not affect relief for covenants to

charity, which continues as at present".

C W CORLETT
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CONFIDENTIAL
FROM: P J CROPPER
DATE: 17 February 1988
CHANCELLOR cc Paymaster General
7 Lo - Mr Tyrie
fov info owly . I oml'a%Lj o Mr Call
y
Jors § 17 Fb. | Cannd loyn Mr Corlett IR

CHARITY COVENANTS

I would endorse Mr Corlett's recommendation that we go very
cautiously over charity covenants (16 February). It would
seem right to me for the Budget Statement to say "The Budget
proposals do not affect relief for covenants to charity,

which continues as at present".

2% Equally I would welcome a review of covenant procedure,
to see whether there is any scope for further simplification
of forms and processes. I have always thought there should
be, and friend Brophy is now pressing. His suggestion is
that we might dispense with the need for witnesses on small
covenants under about £200 a year. Unless lawyers were unhappy
this would seem to me to be sensible. Such a review could
be announced either in the budget, or later, provided it
were made quite clear that charity covenanting tax relief

was not under threat per se.

3. The great prize 1in charity finance - Lax rellef tor
the individual's once off donation - cannot be seized until
the Inland Revenue is in a position to give everybody an
annual tax return. That is a long way off. Until then I
believe the charities would be alarmed by any hint of an

end to the present covenanting system.

P J CROPPER
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FROM: MISS M P WALLACE
DATE: 17 February 1988

@

PS/ECONOMIC SECRETARY cc PS/Chief Secretary
PS/Paymaster General
PS/Financial Secretary
Mr Scholar
Mr Culpin
Miss Sinclair
Mr Michie
Mr Jenkins - Parly Counsel

Mr McGivern IR
Mr Elliott IR
PS/IR

Mr Knox C&E

Mr Jefferson Smith C&E
Mr Allen C&E

PS/C&E

FINANCE BILL 1988: STARTER 211: BUSINESS ENTERTAINMENT

The Chancellor has seen your minute of 12 February and agrees that
the VAT measure should be implemented by Order, with an operative
date of 1 August.

P

MOIRA WALLACE
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FROM: J M G TAYLOR
DATE: 17 February 1988

PS/FINANCIAL SECRETARY cc PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Mr Scholar
Mr Culpin
Ms Sinclair
Mr Jenkins
Mr Mace
Mr Isaac
Mr Cropper
Mr CGall
Mr Tyrie

PS/IR

INDEPENDENT TAXATION: PERSONAL ALLOWANCES NON-RESIDENTS SECTION 27
ICTA 1970

The Chancellor has seen your minute of 15 February. He agrees with
the Financial Secretary that we should go for option 1. He also
agrees that, to the extent that non-resident servicemen make
substantial gains from this option, we should seek to claw some of

the costs back in the review of their allowances.

J M G TAYLOR
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UNCLASSIFIED

FROM: CATHY RYDING
DATE: 17 February 1987

MR WILMOTT - CUSTOMS AND EXCISE cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State
Mr Scholar
Miss Sinclair
Mr McKenzie
Mr Cropper

Mr Jefferson Smith - C&E
PS/C&E

BREWERS' SOCIETY LETTER ON DUTY INCREASES
The Chancellor was grateful for your minute of 13 February.

2, The Chancellor will need to send a short reply to
Major-General Mangham, pointing out that only about a third of the
nominal increase in price can be attributed to changes in taxation,
the rest being attributable to the Brewers' themselves. I should
be grateful if you would provide a draft.

&/

CATHY RYDING
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J M G TAYLOR
18 February 1988

PS/FINANCIAL SECRETARY ccSir P Middleton
Mr Scholar
Mr Culpin
Miss Sinclair
Mr Cropper

Mr Cayley - IR
PS/IR

CGT: MINOR SIMPLIFICATIONS OF INDEXATION

The Chancellor has seen your minute of 17 February. He agrees with

the Financial Secretary's conclusion that none of these measures is
worth pursuing.

~

J M G TAYLOR
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FROM: J M G TAYLOR
DATE: 18 February 1988

PS/FINANCIAL SECRETARY cc PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Mr Anson
Mr Kemp
Mr Scholar
Mr Culpin
Miss Peirson
Mr McIntyre
Miss Sinclair
Mr Gibson
Mr Portes
Mr Cropper
Mr Tyrie
Mr Call

Mr Mace - IR
PS/IR

APA FOR INCAPACITATED WIVES: CONVERSION TO BENEFIT

The Chancellor has seen your minute of 17 February. He agrees with
the Financial Secretary's view that the idea of converting this

relief info a benefit should not be pursued any further.

=~

J M G TAYLOR
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C SCHOLAR
v DATE: 19 FEBRUARY 1988
LLOR OF THE EXCHEQUER cc Mr Culpin
L h en thinking further about our conversation this morning (and
I ha Cé%kgtlessly gone through the original Budget Starters list
again)
2 Your first two candidates seem to me as good as anything I can

come up with. But if you are worried about people on around half

average earni aising the allowances by 10 per cent (which I

calculate would early £500 million above the scorecard total in
1988-89, and somé%@' over £600 million in 1989-90) does less than
our old NIC option indeed, it leaves married men on half average
x/NIC burden than in 1978-79 (see table
attached). 1Is there a :(‘Q\. reviving one of the older and smoother
NIC options, costing Ez‘ﬁ B§§§ion, as well as and not instead of
double indexation? ¥

earnings with a hig

3 The housing stamp duty exempt slice looks very expensive for
what it buys (£550 million in 1988-89 and £700 million in 1989-90).

PQ%“}; 4. Wouldn't it be better to do ngéég;g ore for the housing sector,

5“?;? but to open up a (substantial!) chinﬁ%G/TCorporation Tax, bringing us
down to the US 34 per cent, making companies feel they haven't been

left out of the party (the speech is king very thin on big

companies), allowing us to develop a line—©on greater neutrality in

')
the taxation of company finance etc? A

Sk We are still a bit short on lollipops. I don't think the
disaster fund one will work - even though I sugg TE: I have
toyed with the idea of using this as part of the§§§§§§§écation for
abolishing the additional rate on trusts. But it w ash, and I

think there is no case for giving a further handout some of the
richest families in the country.

6. We could look again at a tiddler - car tax relief ave
already given them, in 1984, VAT =zero-rating on this) o S

)& supplied to Motability for leasing. Cost around £5 million.

BUDGET SECRET r%‘bT TO BE COPIED
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@%x and NIC as % of
@
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Multiple of average earnings (ft male)

0.4 0.5 0.6 0.7
l@ 11.6 16.0 191219 221
198 dexation 13.1 19.3 22.0 24.0
NIC Opkidn “(ie old Option 1) 10.6 14.5 19.1 22.9
10% increase in allowances I1.5 17.6 2U.3 Zles
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BUDGET CONFIDENTIAL

A C S ALLAN
22 February 1988

MR SCHOLAR cc Mr Culpin

NEW BUDGET MEASURES

The Chancellor was most grateful for your minute of 19 February.

He does not want to go back to NICs this year, so thinks we should
focus on the first two of his options.

2% He agrees that we should add car tax relief on cars supplied
to Motability for leasing to the lollipop list.

Sft

bsinl” i

A C S ALLAN
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Treasury Chambers, Parliament Street, SWIP 3AG

01-270 3000
19 February 1988

Paul Stockton Esqg
PS/Lord Chancellor
House of Lords
London SW1

Dear Faul,

MAINTENANCE

As I mentioned to you on the telephone, I am enclosing a copy of a
note by the Inland Revenue on the transitional arrangements for the
proposed reform of the tax treatment of maintenance payments, which
the Chancellor mentioned to the Lord Chancellor earlier this week.
The Chancellor has asked me to stress that this paper has not yet
been considered by Treasury Ministers (and contains some rum
proposals) . He would be most grateful for the Lord Chancellor's
views, and our Diary Secretary will be in touch with your office
about fixing up a meeting next week.

The paper is classified Budget Confidential, and should not be
further copied, or shown to anyone other than the Lord Chancellor
and Mr Peter Harris, who I understand is the official you have

nominated to handle this issue.

(
A C S ALLAN
Principal Private

Secretary

R RN
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T}easury Chambers. Parliament Street. SWIP 3AG
O1-270 3000

22 February 1988

The Rt. Hon. Paul Channon MP
Secretary of State for Transport

iy

’

ﬁjf;/iﬁ‘ /Cik\ |

Following our exchange of correspondence in December, I am

writing to let you know my decisions on vehicle excise duty
rates.

I am content with your proposal to leave the main rates of VED
unchanged and that there should be a new tax category for HGV
'special types'. I also agree with your view that there is a
case for a thorough review of the "hackney" classes which you
indicate are unique in falling short of track costs: it does
seem curious that a coach has to have 66 seats before it pays
as much VED as a car. I would be grateful if your officials
could press on with this review so that information is
available in good time for the run up to next year's Budget.

Peter Lilley has already written to Peter Bottomley indicating
which of the minor starters he is content with.

/
h e
o

/
x4 >
NIGEL LAWSON , 7 \/ ) -
\\‘\_/ ; =

/
CST
FST
PMG

Sir P Middleton
Sipl T Burns

Mr Anson

Mr Scholar

Mr Culpin

Mr Odling-Smee
Mr Riley :
Miss Sinclair
Miss Evans

Mr Michie

Mr Unwin - C&E
Mr Knox - C&E
Mr Jenkins - Parl. Counsel
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BUDGET CONFIDENTIAL

A C S ALLAN
22 February 1988

MR SS7ALAR & Mr Culpin ,
, ‘ uL&ty> :
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NEW BUDGET MEASURES fie iy \
MLS 13 v

The Chancellor was most grateful for your minute of 19 February.
He does not want to go back to NICs this year, so thinks we should
focus on the first two of his options.

2, He agrees that we should add car tax relief on cars supplied
to Motability for ieasing to thejlellipop list.

S

C;—””—’f‘

A C S ALLAN
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BUDGET CONFIDENTIAL

A C S ALLAN
22 February 1988

MR SCHOLAR ce -uMr Culpin

NEW BUDGET MEASURES

The Chancellor was most grateful for your minute of 19 February.
He does not want to go back to NICs this year, so thinks we should
focus on the first two of his options.

Dt He agrees that we should add car tax relief on cars supplied
to Motability for leasing to the lollipop list. '

Sft

C,’/’//” i

A C S ALLAN
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J M G TAYLOR
24 February 1988

MR LEWIS - IR cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Mr Scholar
Mr Culpin
Mr Odling-Smee
Miss Sinclair
Miss Evans
Mr Hudson
Mr Cropper
Mr Tyrie
Mr Call
Mr Jenkins (OPC)

Mr Battishill IR
Mr Isaac IR

Mr Beighton IR
Mr Mace IR

PS/IR

INDEPENDENT TAXATION: MARRIED COUPLES ALLOWANCE AND ADDITIONAL
PERSONAL ALLOWANCE

The Chancellor has seen your minute of 23 February.
2 In the circumstances he is content to go ahead as planned.

But he would 1like the possibility of amalgamating these two
e
allowancggfg starter for 1989.

25

.

J M G TAYLOR
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A C S ALLAN

25 FEBRUARY 1988

>S/C&E cc PS/Economic Secretary
Sir P Middleton
Sir T Burns
Mr Scholar
Mr Culpin
Miss Sinclair
Mr Cropper
Mr P R H Allen - C&E
PS/IR

NEW BUDGET STARTER

The Chancellor would be gratef-> for a quick note on the case Ffor

giving car tax relief on cars =sc-pplied to Motability for leasirng.

Q”/’
A C S ALLAN
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3. FINANCIAL SECRETARY

SECTION 482 REPLACEMENT: COMPLIANCE AND TRANSITIONAL ASPECTS

b This note sets out recommendations on the compliance and
transitional .aspects of the proposed new regime to replace
Section 482(1) (a) and (b).

cc. PS/Chancellor of the Exchequer . Chairman
PS/Chief Secretary Mr Isaac
PS/Financial Secretary Mr Painter
PS/Paymaster General Mr Pollard
PS/Economic Secretary Mr Roberts
Sir Peter Middleton Mr Houghton
Mr Scholar Mr Pitts
Mr Culpin Mr Beighton
Ms Sinclair Mr Cleave
Mr Riley Mr Calder
Mr Cropper Mr Hunter
Mr Tyrie Mr Sadler
Parliamentary Counsel Mr Cayley
Mr Creed

Mr Fawcett

Mr Sullivan
Miss Lacey

Mrs Smyth

Mr Ellis

Mr Fitzpatrick
Mr Pritchard
PS/IR
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’ Compliance

2. The proposed incorporation test will not involve a new

charge to tax. The proposed exit charge will, however, need new

compliance provisions. - Without such provisions companies would
‘be able to migrate 1leaving no assets in the UK, and the

legislation would be worthless.

3 Only companies incorporated abroad - and therefore able to
migrate - will be subject to an exit charge. We estimate that
these will comprise roughly 1% of all companies in the UK. While
we are looking for legislation that prevents, as far as possible,
such companies migrating without paying their tax liabilities, it
must be recognised that any such rules may not be as effective as
the present regime of Treasury/Ministerial discretion backed up
by a criminal penalty. Two sanctions are however available -
first levying a penalty on companies (and their directors and
others involved in the company) which migrate without arranging
for their tax liabilities to be paid and second going for the tax

from other related taxpavers (including other companies in a

group) .

4. First the general scheme. A company proposing to migrate
would be required, before it does so, to give notice of its
intention and to make arrangements to safeguard payment of the
tax due in respect of the period up to migration. When a company
presently asks the Treasury for consent to migrate under Section
482 it frequently negotiates with the Revenue arrangements for a
guarantee in respect of its tax, often appuinting an attorney.
These arrangements work well, are known to Revenue and taxpayers
alike and could be adopted for use in this new regime. If they
were adopted in the new regime, they would of course need to be
provided for in legislation but there should, we suggest, be no
need to specify in detail in the legislation how they work. It
is implicit in these arrangements that the company and the
Revenue will have to come to an understanding about the order of
magnitude of tpe tax liability involved, particularly in respect

of accrued capital gains.
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‘5. Continuing with this approach seems preferable to setting up

a new scheme tor making assessments before the normal time and
providing for payments on account and interest charges. It may,

however, be objected that a company has no redress if the Revenue

does not agree to the arrangements it offers. If Ministers feel

that this is a valid point which ought to be met we could seek to
negotiate a procedure with the Lord Chancellor's Department and

the Special Commissioners for a review, at the company's request,

by the Special Commissioners, on the grounds that the Revenue's

claims for the amounts guaranteed were unreasonable. There is an

analogy here with capital gains tax clearance applications under

Cbngo“\ht ections 87-88 CGTA 1979, although the Special Commissioners have
Lwoo‘ expressed some reservations about this procedure. An alternative
2:534‘%&( review body would be the Section 460 tribunal (which reviews
totest cases where the Revenue seek to cancel tax advantages from

the FL certain transactions in securities).

s We therefore recommend providing for companies to give
notice of proposed migration and make arrangements with the
2. Revenue for paying their tax including the exit charge for

periods up to migration; we also recommend, if Ministers wish,

exploring the possibility of a review system.

‘Penalty for not giving notice and making arrangements

7. I now look at the two sanctions - first the penalty. We
suggest that it will be necessary to have a penalty in the event
that the company ceases to be resident in the UK without giving
netice:iiof Tuits intention to migrate and without making
arrangements to safeguard the tax due up to the date of

migration.

8. Such a penalty would be geared to the tax due in respect of

the period up to migration, 100% of the tax but mitigable.

T The penalty would normally be on the company. However, when
the company has already migrated it may be difficult in practice
to get a penélty from it. It is therefore for consideration
whether the penalty should not go wider. Since we are looking at.

responsibility the blame should rest as much with the people who
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.are in fact responsible for the company not giving notice and
making arrangements. Normally these will be the directors of the
migrating company or any directors in the group who could be

shown to be responsible.

10. However, we have to say that even this may not go far:
enough.. There could be situations where, say, a shareholder who
holds 51% of the shares in the company may exert such influence
on the directors that the company migrates without telling the
Revenue. Or a divisional manager in a group may arrange for a
subsidiary company to migrate with the acquiescence of the
directors. A wider formulation, similar to what we currently
have in Section 482(5) - any person knowingly being a party to
migration without telling the Revenue - would be needed to catch

these people.

11. Clearly the wider the coverage of the compliance net, the
more effective it will be. If, however, Ministers are looking
for a penalty which should be reasonably effective without being
too draconian, we would suggest a penalty on the migrating
company and any controlling companies, and the directors of any
of these companies unless these directors can show that they were
not parties to the decision to migrate. This would put the

penalty where the responsibility normally lies. We would

recommend this latter formulation accordingly.

Recovering the tax

12. Now, the second of the two sanctions - the tax. By
company has migrated leaving no assets in the UK and having made
no arrangements for payment of tax due up to the date of
migration or the arrangements prove to be inadequate, it may be
impossible to collect the tax from the company. Tt would
therefore be sensible to provide for the tax to be recovered from

other appropriate persons.

13. A first approach would be to have recourse for the tax to
other companies in the same group. There is a precedent for
companies in the same group in Section 277 of the Taxes Act

1970, although it is not a totally matching preccdent.
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‘14. A second approach would be to seek the tax not only from
group companies but also from those who, very broadly, are both

responsible for the migration and stand to benefit from the

non-payment of UK tax liability. In terms then we would suggest
‘going for the tax from the migrating company, other companies in
the group and the controlling directors of the migrating company
and any. controlling companies. We suggest that this second

approach has the right balance and recommend it accordingly.

Transitional

15. Three transitional situations need consideration.

16. I have already described the first one in paragraph 17 of my
note of 19 November. I floated the idea of 1limiting the

incorporation test for five years to

1, all companies which were incorporated in the UK after

the starting date of the legislation and

11 all companies which were incorporated
in the UK before that date and were resident in the UK

under existing law.

This would allow existing non-resident but UK incorporated
companies to re-organise themselves outside the UK tax net.
After five years all UK incorporated companies would be treated

as resident for tax purposes in the UK. We now recommend this.

17. The second situation involves companies which will have
applied for consent to migrate under Section 482 and whose
applications are still being processed on Budget Day (there are
perhaps about 40 applications on hand at any one time). Other
applications will have received consent but the companies have
not yet migrated. One option would be to provide that only
applications for which consent has been given by Budget Day will
stand. This could, however, give rise to complaints from those
who had appliéd for consent and we would recommend on balance
drawing the line at applications which have been made rather than

those for which consent has been given.. These would be dealt
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‘with under the provisions of Section 482 as they stand. This
would incidentally also take care of the Daily Mail case (as we
recommended in paragraph 43 of my note of 19 November) without

making any special provision for it.

18. The third situation involves possible complaints that some
companies subject to the incorporation test or exit charge from
Budget Day would have been able to migrate with impunity under
existing General Consents. While it would be possible to provide
a derogation from the new law for such situations, such a
derogation would not sit easily with the new law. The answer to
any complaints would surely be that the new regime follows a
review of the General Consents in which there 1is widespread
expectation of change, that the previous unpopular discretionary
system is being replaced by a new objective system and that it
would not be appropriate to mix old with new. We recommend this

accordingly.

Conclusion

19. We seek your approval to the recommendations made in this

minute as follows:

on compliance

i that companies should give notice of migration and, as
now, make arrangements with the Revenue to pay the tax

due up to migration (paragraph 6);

P, that, if you wish, we should explore the possibility of
a review system with the Lord Chancellor's Department

and the Special Commissioners (paragraph 6);

- & % that if a company migrates without giving notice and
making arrangements for paying its tax up to migration,
a tax-geared penalty, mitigable, should be levied on
the _ company, any controlling companies and the
directors of any of these companies unless they can
show that they were not parties to the decision to

migrate (paragraph 11);



BUDGET CONFIDENTIAL

iv. that, in default of the migrating company paying the
tax, there should be provision for the Revenue to go
for the company, other companies in the group and the
controlling directors of these companies (paragraph
14);

On transitionals

V. that existing non-resident but UK incorporated
companies should have five vyears in which to
re-organise themselves before becoming resident in the

UK for tax purposes (paragraph 16);

vi. = that existing law should apply to applications for
consent under Section 482 which have been made before
Budget Day (paragraph 17);

VT that there would be no let out from the new law after
Budget Day for companies which could have migrated

under the existing General Consents (paragraph 18).

20. We are of course at your disposal if you wish to discuss

these recommendations.

P apl T

P W FAWCETT
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cc: Chief Secretary
Financial Secretary
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Sir P Middleton
Sir T Burns
Sir G Littler
Mr J Anson
Sir A Wilson
Mr Byatt
Mr Scholar
Mr Culpin
Mr Sedgwick
Mr Odling Smee
. Miss Sinclair
‘A L’ ( Mr Riley
: , Miss Evans
/ \Yﬂ ; Mr Hudson

Ms Munro
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Jb Q{ Mr Call
' N ' Mr Unwin C&E
V/ Mr Knox C&E

Mr Battishill IR
Q}C- Mr Isaac IR

Mr Painter IR

Mr McGivern (IR)

INTERNATIONAL COMPARISONS OF CORPORATE TAXES

At the Overview meeting on 15 February you asked for an
up-to-date international comparison of company taxes as a percentage
of total taxes and as a percentage of GDP, for use in defence of
criticisms of the increasing tax yield from companies.

2. As ever, international comparisons are made difficult by
differences in statistical conventions and the structure of
taxation. For some countries, particularly the United States, the
interaction between State and Federal taxes creates additional
problems. For these reasons it is desirable to base any comparisons
on the standardised figures produced by the OECD.
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3. Unfortunately the most recent OECD publication only provides
complete figures for the 1985 calendar year. Whilst it has been
posszQe‘ to construct 1986 estimates for most countries, these must
be tr@ated as tentative.

4. As your letter to NEDC (4 January) pointed out, there are
considerable conceptual difficulties with the notion of a "tax on
business"; all taxes are ultimately taxes on individuals. In
addition the attached figures included payments (e.g. employers'
NICs for public sector employees) which, even on a loose definition,
could not reasonably be described as business taxes. However it has
not proved possible to find a consistent method of removing such
payments.

5. As "recurrent taxes on non-household immovable property" are a
poor proxy for business property taxes we have produced tables with
and without property taxes.

6. The figures suggest that there has been no dramatic changes in
UK corporate taxes as a percentage of either GDP or total taxation
over recent years. If property taxes are included, UK business
taxes are a somewhat higher proportion of GDP than in Germany or the
US. However as a percentage of total taxation the American figure
is higher.

7 If property taxes are excluded the comparison becomes more
favourable to the UK. Taxes on business constitute a lower
proportion of GDP than in France, Germany, Italy or Japan. As a

percentage of total taxation they are also lower than in the US.

8. The attached tables show that, although companies have enjoyed
large increases in profits in recent years, business taxes have
fallen as a percentage of total taxation and remained broadly
constant as a percentage of GDP. However Corporation Tax receipts
have grown strongly since 1986; whilst we have little information on
the position in other countries the comparison may no longer be as
favourable to the UK.

s,

CHRIS FORD



'IQES ON BUSINESS AS PERCENTAGE OF GDP

——————— ————————————————————_————————————
———————————————— —— ————— ——————— — ————————————————————————————————

CANADA - - - - - - - - -
FRANCE 128 152 150 01509 2182 P8l 1643 1602 2 16.)
GERMANY 8.7 9.6 9.4 9.3 9.4 9.2 8.5 9.7 9.6
ITALY 10.7 8.4 11.0 :1%.3 ©12.1 124 ~12.2° 12.0 .10.5
JAPAN - - - - - - - - -
U.K. 9.0 85 - 10.2 1306 ..11.3 104+ 10.8 1076 . 10.7
U.S. 9.4 9.3 9.4 8.8 8.5 8.1 8.5 8.7 -

TAXES ON BUSINESS AS PERCENTAGE OF TOTAL TAXATION

CANADA - - - = = = - - -
FRANCE 37.6 365 "36.8"°37.0" 37.0 3656 .35.8 35.6 358
GERMANY 25:3.2 08558 T 24 8. 24,9 «425.15 24,8 ‘25,2 25,7 .°25.7
ITALY 39.4:-31.7 :36.8 ,38.3 +35.8° 34,5 34.7" 34,6 " 29.0
JAPAN - - - - - - - - -
U.K. 230289 728,6  29.2 5488 277 .28.0. - 2P. B 273
U.s. 327 38 30i8 293 28.3- 28:2-+-29.7 25.4 -

Taxes on business defined as the sum of taxes on corporate income,
employers social security contributions, taxes on payroll and
workforce and recurrent taxes on non-household immovable property

Canada and Japan have been excluded because recurrent taxes on
immovable property are not allocated between households and others.

1986 figures are provisional estimates. They assume that households
pay the same proportion of taxes on immovable property as in 1985.

Source: Revenue Statistics of OECD Member Countries 1965-86



t.Es ON BUSINESS AS PERCENTAGE OF GDP

CANADA 5.7 5.6 5.8 5.8 5.0 543 5.6 5ad 5.6
FRANCE ¥9.5 " 14.8. ' 15.3 “15:5 1 195.8 -16.0¢-15.9 15.7: 15,7
GERMANY 9.4 9.4 9.2 9.1 i 9.0 9.2 9.5 9.4
ITALY 10.7 8.4 100 1% .37 .32.4 12:8%.12.2 G12480 k045
JAPAN 9.0 8.7 9.4 9.3 9.4 9.5. 1000 10,2 N/A
U.K. 7.0 7.5 8.0 8.2 8.7 8.0 8.4 8.3 8.2
U.S. 1.6 7.7 7.6 2.3 6.9 6.5 2.0 1.2 N/A

TAXES ON BUSINESS AS PERCENTAGE OF TOTAL TAXATION

CANADA 188 38:3 1821 i Sl B 01" L6 O sed689 7 kb0 l6eD
FRANCE 36.8 ~36.0 360773672 7362 35.8 v34.9 34.6 34.8
GERMANY 24.6° 24:8° 24,2 24,1 24.5 -28.2 24.5)°25,1% .25.1
ITALY 39.4. 31.7 368 36.3'%35.8  34.5 34,7  3456- 29.0
JAPAN 3758 A8b - 3656 35.6:..35,.2 34,93 . °368.3-36.4 N/A
U.K. 2172 225 T 22940-22,5 122,225 1.8 b8 2019
U.S. 264 26.4 25,7 24,3 23.1 122,64 .24.6  24.4 N/A

Taxes on business defined as the sum of taxes on corporate income,
employers social security contributions and taxes on payroll and
workforce

1986 figures are provisional estimates

Source: Revenue Statistics of OECD Member Countries 1965-86
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STUDENTS AND COVENANTS

Last week you informed both Mr Baker and Mr Rifkind of your
proposal to abolish tax relief on covenants between individuals,
and compensate students by a reduction in the parental
contribution scale for those starting their studies after the
Budget. We have also informed the official heads of DES and
the Scottish Education Department (SED); and I have now discussed
the implications of the proposal with those two Departments.
We have of course impressed on the officials concerned the
overriding requirements of Budget security and the need to confine

knowledge to themselves personally.

2% The purpose of this note is to report their rcactions and

to seek decisions on a couple of points which they have raised.

3 Neither Department saw fundamental difficulty in having
two parental contribution scales, one for those who were in
higher education before the Budget and one for those who start
their studies afterwards. The reaction of SED was the most
useful and authoritative on this score, because they actually
administer the student award system in Scotland themselves.
They said that there would be 1likely to be additional

administrative costs, and an increased error rate. They also
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anticipated some minor problems in defining what was meant by
"starting their studies", particularly on the boundary between
non-advanced and advanced further eduction. I said that the
objective should be as far as possible to exclude from the new
and lower contribution scale any category of existing students

who were more likely than not to have covenants.

4. For their part, DES professed mild apprehension at the likely
complaints of local authorities about the additional
administrative burden of operating two scales. But they did
not believe that it would be at all impossible for them to do

SO.

5. Both Departments agreed that the date of starting studies
was the right criterion for access to the new reduced scale,
and both agreed that it should be set at the beginning of the
next academic year. They agreed that it would be much more
difficult for award making bodies to have to establish whether
the student already benefited from a covenant or not. Subject
to the points in the next paragraph, they accepted the implication
that parents of existing students who could have arranged a
covenant but had not done so would now simply lose the opportunity

to benefit.

6. SED, however, drew attention to a particular Scottish problem,
arising from the fact that students start their courses a year
earlier in Scotland than in England and Wales. There are
therefore large numbers of Scottish students who are under 18,
and are therefore unable to benefit from covenant tax reclicf.
The 1Inland Revenue agree Lhat the parents of such students
typically do not arrange a covenant until their child reaches
the age of 18, since there is no financial advantage in doing
so earlier. This means that if access to the new parental
contribution scale is limited strictly to those who start their
studies in the next academic year, a lot of existing Scottish
students who do not have covenants, but whose parents had every
intention of arranging one once they reached the age of 18,

will be left without any equivalent benefit.
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T We think that this would lead to a good deal of complaint,
with the added emphasis that it represented discrimination against
Scotland in particular. We therefore propose that the new scale
should also be made available to those who were in higher
education in the current academic year and whose eighteenth
birthday falls on or after Budget day. There will still be
some hard cases whose birthdays fall shortly before Budget day
but whose parents had not yet got round to arranging a covenant;
but there seems no other obviously defensible cut-off point.
This concession would not be confined to Scotland, since there
would be small numbers of young students elsewhere in the UK

for whom a similar case could be made.

8. The two Departments also said that it would be helpful if
a decision could be taken now on the length of time for which
there would need to be two parental contribution scales. There
would be no obvious reason for being unable to answer the
questions which would inevitably be asked on this point, not
least by the local education authorities who administer student
awards in England and Wales. Clearly there is no point in keeping
the old scale going for ever. When to drop it means striking

a balance between two considerations:

(a) If it continues for too long the savings resulting
from assessing the small number of existing students still
in the system on the higher rather than the lower scale
will cease to justify the administrative effort involved

in having two scales;

(b) If it is dropped too soon, there will still be
significant numbers of existing students still in the system,

and still having covenants, who will get a double benefit.

I have asked the two Departments to provide figures for the
number of existing students who could be expected to be still
in the system 4, 5, and 6 years from now. Inland Revenue
information suggests that 5 years may be about right. We will
provide further advice on the precise 1limit when we have the
necessary information. For the present we take it that you

would be content in principle to settle the time limit now,
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and that five years is the right sort of period.

9. The final point which the Departments raised was about the
treatment of breaks in higher education. In order to prevent
people from starting new courses solely in order to get the
benefits of the lower parental contribution scale, the Departments
believe that they will need to draw a strict ring fence round
the whole of higher education so that anyone who is already
in the system at all is barred from getting the new scale,
irrespective of course changes. But they point out that this
could be hard on people who complete a first degree course,
go into employment for a couple of years, and then re-enter
higher education. They might still be under 25, and their parents
still liable for parental contribution, but it is wunlikely that
they would still be benefiting from a covenant. It seems to
the Inland Revenue and ourselves that there would be no harm
in allowing people who had been out of the higher education
system for two years or more to be treated as if they had entered
higher education for the first time, and benefit from the new
scale. One year would be too short, because there would be
sandwich and other students who might have interrupted their
studies for that length of time but would be 1likely to continue
to benefit from a covenant. But a two-year concession would
also have to avoid the administrative problem of establishing
whether people actually had or had not been in higher education
several years ago. Provided that the position during the last
two years could be established, a decision on their eligibility

could be taken.

1R{ S You are therefore invited to note that no overriding
difficulty is foreseen with the proposed arrangements for
compensating students for the loss of covenant relief; and

to agree that:

(a) the new parental contribution scale should cover not
only those who start their studies from the next academic
year but also existing students who were under 18 before

Budget day;

(b) the existing parental contribution scale will have
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served its purpose and should be dropped after a specified

period of time (probably 5 years);

(c) Students whose studies are interrupted for two years
or more should be treated as if they were starting their

studies, and given the Dbenefit of the new parental

contribution scale.

e,

V. Tl

/H.TJBURR
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INTERNATIONAL COMPARISONS OF CORPORATE TAXES
The Chancellor was grateful for your minute of 26 February.
2. He has commented that the table showing taxes on business as a

percentage of total taxation 1is a useful one for defensive

purposes, and relevant to Budget briefing.
el

J M G TAYLOR



RJ4.55 BUDGET CONFIDENTIAL

“

*

A

i

J M G TAYLOR
29 February 1988

MR BURR cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Mr Anson
Mr Scholar
Mr Culpin
Miss Sinclair
Mr Cropper
Mr. Tyrie
Mr Isaac - IR
Mr: Corlett - IR
Mr Stewart - IR
PS/IR

STUDENTS AND COVENANTS
The Chancellor has seen your minute of 26 February.

2is He is not persuaded that there is a case for compensating
Scottish students in the manner suggested in your paragraph 10(a).
The Scots have, over the years, complained that the present system
discriminates against them. This discrimination will now be
removed. He agrees that there may be a special case for students
caught by the transition, but he does not feel that even this is
particularly strong. He does not, therefore, wish to make this

concession.

3% He agrees that the existing parental contribution scale should
be dropped after a specified period of time (probably 5 years)
(your paragraph 10(b)). He also agrees that students whose studies
are interrupted for 2 years or more should be treated as if they
were starting their studies, and given the benefit of the new

parental contribution scale (your paragraph 10(c)).

~N

J M G TAYLOR
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INTERNATIONAL COMPARISONS OF CORPORATE TAXES
The Chancellor was grateful for your minute of 26 February.
2 He has commented that the table showing taxes on business as a

percentage of total taxation is a useful one for defensive

purposes, and relevant to Budget briefing.
—\‘

J M G TAYLOR
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PEPs LIMIT
The Chancellor has seen Mr Ilett's minute of 29 February.

25 He has commented that this problem will always be with us so

long as PEPs are on a calendar year basis, and tax changes are

announced in March. We might have done better to have a PEPs year
from, say, 1 June. But it is too late to do anything about this
now.
\C
@.\ \

J M G TAYLOR



RA7.90 BUDGET CONFIDENTIAL

FROM: A C S ALLAN
DATE: 7 March 1988

MR ODLING-SMEE cc Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Sir P Middleton
Sir T+Burns
Mr Scholar
Mr Culpin
Mr Sedgwick
Mr S Davies
Mr Riley
Miss Sinclair
Mr Mowl
Mr Cropper
Mr Tyrie
Mr Call
PS/IR
Mr Calder - IR
Mr Eason - IR
Mr Weeden - IR

BEHAVIOURAL EFFECTS OF INLAND REVENUE TAX CHANGES
The Chancellor was most grateful for your minute of 4 March.

2% He feels that option 3 (behavioural effects for CGT changes
only) looks the most sensible course.

2 If pressed for an answer on the basis on which the pyrevenue
forecasts are constructed, he feels we must clearly be consistent
with the option used in the FSBR: ie. say that Revenue forecasts
are based on behavioural effects for CGT only.

4, Finally, he notes that the cost of the package will need to
take 1into account not only this decision on behavioural effect, but
also the assumption on income distribution (my note today in

response to Mr Eason's note of 4 Maréﬁ).

[*/wq( L pu) Vj ‘{é&(/

A C S ALLAN
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My submission of 26 February reported on the immediate points
which DES and the Scottish Education Department raised with
me on the proposed abolition of tax relief on covenanting as
it affects students. This submission now reports on a few further
points which have emerged now that Lhe two Depadments have been
able to consider the matter more fully. It also provides a
draft letter for you to send to Mr Rifkind about the treatment
of first year Scottish students, which you discussed with him

on Friday.

2. The main new point which has emerged concerns the logistics

of issuing press notices on the change. It will be very desirable

to publish the new parental contribution scale as goon as
possible: although the effect on those within the limits of

the present contribution scale will 51mply be to reduce the

.

existing contribution by the same[angﬁe ba51c percentage\rate
of tax, the new scale will extend to rather higher levels of
income and at those 1levels the effect will only be apparent
from looking at the scale. But calculating the new scale means
knowing the new basic rate of tax, which of course has not been

communicated to the two departments.

3. We have identified three ways of dealing with this problem.

If the education Departments' press notices are to be issued
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‘ with other Budget press notices in the normal way, they will
need to be told the decision on the basic rate of tax on Thursday
of this week. They could then get the new scale approved by
their Secretary of State, and the Treasury could be provided
with 1800 copies of the press notice on Friday as required for

inclusion with other Budget press notices.

4., Clearly it would be better not to have to tell the education
Departments about the decision on the basic rate as early as
Thursday. An important constraint would be removed if the press
notice did not have to be ready for issue by the Treasury along
with other press notices, but could be separately issued by
the Departments concerned on Budget day. Even so, it would
not be possible for them to guarantee the orderly issue of such
a press notice on Budget day if they did not learn of the decision
on the basic rate until the Budget Statement had been made.
To achieve that, we would need to tell them earlier in the day.

That too would be best avoided.

5is The third option, which is the one we recommend, is that
the press notice should be issued the following morning, which
the two Departments should be able to achieve without wundue
difficulty even if they have no advance notice of the decision
on the basic rate. The new scale would then be in the public
domain before the debate on the day after the Budget, so that
the Chief Secretary would be able to refer to it when speaking
in the debate to rebut any claims that there was confusion about
the new arrangements. The - two Departments would however need
to warn their respective Chief Information Officers no later
than the day before the Budget that there would be a press notice
to handle immediately after the Budget, so that the necessary
preparations could discreetly be made. But the CIOs would not
be told anything about the substance of the change to be

announced.

6is In response to my submission of 26 February, you agreed

that the Government should be a position to say how long the

regime of two parental contribution scales would last. T

suggested that the appropriate period might be about five years.

Subsequent work has indicated that the great majority of existing
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students will have passed out of the system three years from
the introductien of the new scale. But there would still be
up to 10,000 in the fourth year, after which the numbers fall
off to fairly insignificant levels. DES are therefore prepared
to agree that the o0ld scale should continue for four years,
and that this should be announced. But they would want to be
able to return to the matter if the effort.of running two parallel
scales proved disproportionate to the number of students who
would still be affected in the fourth year. Since no one will
object if it is later decided to discontinue the o0ld scale a
year early, we think that this provides an acceptable way forward;
and we recommend that the period should be set at four years

on this basis.

7. On the question of first year Scottish students, I understand

that Mr Rifkind has spoken to you but you are not minded to
make a concession. I attach a draft letter to him which makes
the point that the change is bound to have a number of rough
edges, and that both those not receiving support at mandalory
rates and those on higher incomes will be getting no compensation
for the loss of tax relief on covenants. It is not therefore
necessary to make special provision for Scottish students under
1787

8is We have to admit however, that we do to some extent take
the point which the Scottish Office are making. Scottish students
who started in the preivous academic year will continue to enjoy
the benefit of relief on covenanto. Those 'who slarl from the
next academic year will get the lower parental contribution
scale. Those who start this year, however, will fall between
two stools; and because they were under 18 and unable to benefit
from tax relief, and therefore unlikely to have convenants,
will not be able to get either tax relief or the benefit of
the new scale at any time during the whole period of their
studies, although they started their courses with a reasonable
expectation of doing so. We think that this could easily be
represented as a lack of Government awareness of an essentially

Scottish problem, and might prove more trouble than it is worth.
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é On a separate point, DES have had second thoughts about

the starting date for entitlement to the new parental contribution

scale. They had agreed that it should apply only to those
starting their studies after the start of the next academic
year 1in October; but they are now concerned that there will
be a smalll number of students who start from the beginning
of the summer term this year, and would like such students (who
are likely to have covenants) to be entitled to the new scale
once it is implemented at the start of the next academic year.
In principle, there is a good case for making this concession.
In practice, it 1is a question of how far you wish to go to
recognise special cases of this kind. I think that it would
be right to view this point in the same light as the one about
first year Scottish students. If you are not making any
concession to them, and are defending that in terms of necessary
rought Jjustice, you will hardly wish to undermine that defence

by making special provision for a small group of students.

1.0y, In conclusion, subject to the above points, I can confirm
that we now have an agreed plan for implementing the change,
with which the Departments concerned are content and which they

believe will work. On the outstanding points, we recommend:

(a) That the education Departments should not get advance
notice of the basic rate of tax, and that their press notices

should therefore issue on the morning after the Budget;

(b) That they should be allowed to warn their Chief
Informaton Officers of the impending press notices, though
not of their content, on the day beforc thec Budget;

(c) That the two-tier parental contribution scale should

be presented as for four years only.

On first-year Scottish students, the only real defence is one
of rough Jjustice, and it would hardly be consistent with that
to make special provision for students starting courses in the
summer term. If on the other hand you felt that Mr Rifkind's
point should be met, there is a similar case in principle for

making the new scale available to those who start in the summer

term. ‘7@%Lﬁ/

T J BURR
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DRAFT LETTER

FROM: CHANCELLOR
TO : SECRETARY OF STATE FOR SCOTLAND

STUDENTS AND COVENENTS

AFLQ \ C\,—AI \/\wr-«u.« t‘\\ e O ‘1 v .15“ (- (

~

™\

/ We spokeja é]ééut the changes{"proposeﬂ' in the area of students
and covef:ants. a-n&ﬁou represented to me that special provision
should be made for first year Scottish students who were under
18 before Budget day and might not yet have made a covenant
because they were still unable to obtain tax relief, although
fully intending to do so once they were 18. You wanted them
to be eligible for the new reduced parental contribution scale,

along with those who start their studies from the next academic
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special provisions for particular groups. ould therefore

i
prefer to s;iéi//;;\ the position that ~the new

P
ho start theip” studies from |the beginning
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students
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FROM: MOIRA WALLACE
DATE: 8 March 1988

MR BURR cc Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Sir P Middleton
Mr Anson
Mr Scholar
Mr Culpin
Miss Sinclair
Mr Hudson
Mr Cropper
Mr Tyrie
Mr Isaac - IR
Mr Corlett - IR
Mr Steward - IR
PS/IR

STUDENTS AND COVENANTS

The Chancellor was grateful for your minute of 7 March. As 1
explained, he is now inclined to make a concession on l17—year olds,
and he has redrafted the letter to Mr Rifkind accordingly. He is
also content to make the concession on summer term starters (your
paragraph 9), and I should be grateful if you could pass this on at

official level.

2. The Chancellor is also content with the recommendations in
your paragraph 10: that DES press notices should issue the morning
after the Budgetj that Chief Information Officers should be warned
that there will be press notices, but not what they will say;7 and
that the two-tier parental contribution scale should be presented
as for four years only. The Chancellor has noted that the last of

these may require a consequential amendment to the Budget speech.

!\A)l%\f.

MOIRA WALLACE
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' FROM: J M G TAYLOR
DATE: 7 March 1988

MR MACE - INLAND REVENUE cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Sir G Littler
Mr Anson
Mr A Wilson
Mr Byatt
Mr Scholar
Mr Culpin
Mr Sedgwick
Mr Odling-Smee
Miss Evans
Miss Sinclair
Mr Riley
Mr Hudson
Mr Cropper
Mr Tyrie
Mr Call
Mr Battishill IR
Mr . Isaa€c = AR
Mr Painter - IR
Mr Beighton - IR
PS/IR

MAIN INCOME TAX CHANGES: 1988-89

The Chancellor was grateful for you'minute of 1 March.

Al

J M G TAYLOR
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FROM: A C S ALLAN
DATE: 7 March 1988

MR EASON - INLAND REVENUE cc PS/Financial Secretary
Sir P Middleton
Sir T Burns
Mr Scholar
Mr Culpin
Mr Odling-Smee
Mr Riley
Miss C Evans
Mr Cropper
PS/IR
Mr Calder - IR

BUDGET INCOME TAX PACKAGE

The Chancellor was grateful for your note of 4 March. He feels we
should clearly use the costings based on your Table 2 - ie.
restricting differential earnings to the changes shown in the 1986
and 1987 New Earnings Surveys, with no further widening of the
income distribution after the first half of 1987-88.

ek

A C S ALLAN
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ANNEX A

Lollipops put forward in 1987 and worth reconsideration

1. IHT 'douceur' concession

This proposal would extend the present IHT, CGT and VAT concession
applying to sales of heritage assets to specified bodies by adding
private museums, and non-public nature conservancy bodies (such
as Royal Society for Nature Conservation, Royal Society for the
Protection of Birds, Woodland Trus=, and Scottish Wildlife Trust
tos - the~ List). In one version of the proposal, eligible bodies
could be specified by the Nature Conservancy council with the
agreement of the Treasury. Cost wunquantifiable but could be
significant. Praviously rejected - c¢ifficult to restrict extension
to just these bodies (evidenced by the fact that new categories
keep being added to the 1list of "deserving" bodies). Any
legislation would have to be complex if it was to contain adequate

safeguards both for the property and tae tax. / %
| ), "
Lld, a g

2 Disposal receipts in exempt gas fields e ( '

This topic was considered last year but no action was taken. PRT
is charged on disposals of field assets, and on the insurance
proceeds when they are damaged or destroyed. This is generally
the counterpart of the PRT relief given when the assets were
acquired or when they are replaced after damage/destruction. But
PRT-exempt gas fields are charged on disposals and insurance
proceeds even though PRT relief is not available for development
or replacement. The industry continues to press the point,
particularly the insurance anomaly. In =ffect, claimants in exempt
gas fields can only recover about half of their loss, after PRT.
The cost of exempting disposals would be negligible (less than
£2m a year). The cost of exempting insurance receipts might be
higher, if and when a major accident cccurred. Legislation was
already drafted on a provisional basis 2 years ago and amounts

to % page.
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This was considered as part of the Independent Taxation proposals
(Miss Dyall's note of 6 November 1987 on Sex Discrimination in
the Tax System). Ministers,decided to keep the proposal in reserve
for a Committee Stage concession as tlere is 1little pressure for
an extension. But it might be worth ra-considering as a possible
Budget lollipop. Widow's bereavement allowance (which is to stay
under Independent Taxation) means that a widow gets total allowances
which are the equivalent of the married man's allowance for the
tax year of bereavement and the following year also. By contrast
a widower receives & similar level of allowances for the tax year
in which his wife dies but thereafter gets only the single
allowance. There is therefore a case on grounds of both equality
and compassion for extending widow's DSereavement allowance to
widowers. Some 50 thousand widowers would benefit at a full
year revenue cost c¢f about £20m. There would however be a

. continuing staff cost of about 20 units.

D Extra Relief for the Over 80s

Last year a higher level of age allowance was introduced for people
aged 80 and over by increasing age allowance for this group by
twice the amount required under indexation. The change was widely
welcomed. Increasing age allowance for this group again this
year by a higher factor than the other personal allowances would
benefit about 400 thousand people. An extra 3.7 per cent increase

would cost about £10 million. /

35 Increase in Limit for Payroll Giving Scheme Q% k“«ﬁ\g

The present limit on charitable donations qualifying for the payroll
giving scheme, which started in April, is £120 a year (=£10 a

month, or a little over £2 a week). The limit could be increased
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FROM: R G MICHIE

DATE: 11 February 1988

1. MR CULPIN cc Economic Secretary

Mr Scholar
Miss Sinclair
Mrs Burnhams

2. CHANCELLOR

VED ON COACHES : BUDGET REPRESENTATIONS : NIGEL FORMAN MP

You asked for a note on Mr Forman's observation that in the interests of equity
and the environment, the VED for all coaches should be more than for the private
car, so that coaches pay nearer their full track costs, and do not have an unfair

advantage over the railways.

2. You will recall that in his letter of 9 December 1987 concerning motoring
taxation, the Secretary o7 State for Transport mentioned that there was a case for
a thorough review of the structure of the "hackney" classes - buses, coaches and
taxis — as these classes were unique in falling short of track costs. But he did not

propose any major changes in these classes this year.

3. The attached table (drawn from a Department of Transport publication)
illustrates the road taxation revenue and costs in 1987/88 by vehicle class, and it
is evident that the 'buses and coaches' class falls well short of meeting full track
costs. The taxation/costs ratio of 09.1 falls markedly to 025.1 when the fuel tax
rebates given to buses are taken in account. (Broadly speaking, rebates are given
to buses operating scheduled services which have frequent stopping points - not more

than 15 miles between stops).

4, The 'buses and coaches' class essentially covers two types of vehicle : buses
used for scheduled stopping services and 'staged' coaches used mainly for longer
journeys such as inter-city services. However, 'staged' coaches are increasingly
being used for commuting purposes, hence Mr Foreman's point about single decker

coaches "cluttering up the roads in central London".
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FROM: ROBERT CULPIN '
DATE: 15 February 1988

@  CUANCELIOR Va V'&; Chief Secretary
' \ ) ! ) u‘\
&

g Financial Secretary
) ' n, . Paymaster General
(ﬁﬁ N \f)?f )/L Economic Secretary
LJ" o - y ' Sir P Middleton
/ Sir T Burns
//\\\p/ \ *N\ l(/:&&“A( ,@k“ Mr Anson
\V PA; Qﬁf Mr Scholar
: - ( \L’ Mr Odling-Smee
,l \bé L) Mr Riley
\V : ‘ Miss Sinclair
J ) 4 r\‘/ﬂ M . E
\ rV }, 1ss Evans
\ Mr Michie

Q&} \QNﬁA Mr Unwin )

\ ‘ Mr Enox ) Customs & Excise

VEHICLE EXCISE DUTY ON COACHES

Nigel Forman suggests that coaches should pay at least as much

VED as cars, and preferably more. I think he has a point.

2 I attach a 1list of VED rates (which looks mind-boggling),

and a submission by Mr Michie.

3 Coaches are "Hackney carriages" - Item 3 in the 1list of
rates. That title also covers buses and taxis. As you will
see, a coach has to have 66 seats before it pays as much as

ascar.

4. To meet Mr Forman you could presumably do a number of things.

For example:

(a) You could double all Hackney carriage rates:
that could sit well enough with doubling car scales

and capital allowances.

(b) You could say that all coaches up to 65 seats
should pay £100, and leave the other rates unchanged.

{e) You could cut through all the detail and say
' that all Hackney carriages should pay £120, or £150,

or any other figure that takes your fancy.
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FROM: MISS M P WALLACE
DATE: 17 FEBRUARY 1988

MR CULPIN ‘ cc Chief Secretary
Financial Secretary
Paymaster General
Economic Secrzatary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Scholar
Mr Odling-Smee
Mr Riley
Miss Sinclair
Miss Evans
Mr Michie
Mr Unwin - C&E
Mr Knox - C&E
PS/C&E

VEHICLE EXCISE DUTY ON COACHES

The Chancellor was most grateful for your minute of 15 February,
and Mr Michie's of 11 February. All things considered, the
Chancellor would favour a review with the intention of acting next
year. He would be grateful if you could provide a draft for him to

send to Mr Channon.

MOIRA WALLACE




