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I am coming under some pressure about the possibility that
members of religious orders may be liable to pay the full
community charge, without the benefit of rebates.

I am content that our position is defensible in relation to
ministers of religion, who will be liable to pay the community
charge, but will be eligible for rebates (as they are now
eligible for housing benefit) if their income justifies it. But,
as you know, monks and nuns who are fully maintained by their
orders are at present excluded from kou51ng benefit. It is
anomalous, and - in my view - indefensible, that this group, who
have no income, should be required to pay the full community
charge.

I would not wish to argue that monks and nuns should be exempt
from the community charge. They are eligible to vote in local
elections” and they benefit from local services. It is right
therefore that they make some contribution towards the cost of
those services. Moreover, 1if we were to exempt monks and nuns,
we would place them in a more favourable position than ministers
of religion, who will be required to pay at least 20 per cent of
their community charge. I propose, +herefore, that, in common
with other people on 1low incomes, including ministers of
religion, monks and nuns should be eligible for rebates to help
them meet the burden of the community charge.

I would therefore be grateful for your agreement that, when you
amend the housing benefit regulatlonb, there should be provision
for payment of community charge rebates for members of religious
orders. They would of course remain ineligible for rent rebates.
The cost of such a concession would not be large. We estimate

that there are about 5,000 monks and nuns in England and Wales;

on the basis of the average community charge, rebates would cost

just under £1lm a year. In practice, because many will live in
areas with low community charges and because not all will claim,
the cost is likely to be lower than this.



I would like to make an early announcement, to prevent this from
becoming a major issue. I should therefore be grateful for your
and colleagues' agreement to our announcing that, in common with
other low income groups, members of religious orders will be
eligible for community charge rebates.

~~ I am copying this to John Major and to Ian Lang and Wyn Roberts.

Ian Lang will no doubt wish to consider whether similar provision
should be made for monks and nuns in Scotland.
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MICHAEL HOWARD

Nicholas Scott Esqg MP
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Mr Howard wrote to Mr Scott on 20 July seeking agreement to
amending housing benefit regulations so that monks and nuns will
be able to claim Community Charge rebates. I recommend that

you agree with Mr Howard's proposal.

Background

2% As Mr Howard explains, monks and nuns are fully maintained
by their religious orders and are accordingly excluded from housing
benefit. They will therefore be facing a new burden, when the

Community Charge (CC) is introducéd, with no means to meet it.

3 Rebates would meet up to 80% of the Community Charge. Because
DOE does not wish to stir up debate on the subject, it has not
looked in to how members of religious orders will meet the
remaining 20%. It has been assumed that they either get some
pocket money, or that the orders will have to pay them the

remaining 20%.

4, DOE estimates the cost of this concession in rebates to

be iless than £1 million.

R
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Assessment

5% There are three main options:-

(a) no change from the current position - religious orders
would probably have to make full compensation to their
members who could then pass on the money to local

authorities;

(b) eligibility for Community Charge rebates (Mr Howard's

option);

(c) full exemption from the charge, the agreement reached
for prisoners, long stay hospital patients, the severely
mentally handicapped and those in "homes" and hostels.

VAR b Vil of
6. The first option seems unduly harsh. it (§§4J;antam0unfjﬂtd
a penalty upon monks, nuns and their religious orders for their
unconventional style of 1life. And some religious orders may
not be well enough endowed to meet the cost without curtailing

other religious or charitable activities.

e The third option is 1likely to be that recommended by the
DHSS. They seem unconcerned by the numbers of exemptions already
agreed and would rather not tackle the difficult, practical
question of how to assess a monk's income. (On the other hand,
full exemption means that CC rebates from central government
are avoided, and the burden which would have been met through
rebates and 20% payments, would instead be spread across all

remaining CC payers.)

8. The second option, suggested by Mr Howard, has a number

of merits.

(a) Monks and nuns can vote and use LA services. They

should therefore pay part of the cost.

(b) It reduces, rather than increases, the number of
exceptional cases afforded special treatment for the

charge.



(c) It is consistent with the treatment of ministers of
religion, who have incomes and are eligible for Community
Charge rebates. If exemptions were granted, to monks,

ministers of religion might be next on the list.

(d) It does not discriminate between religions: those which
do not have monasteries or nunneries, such as the non-
conformist churches, would otherwise be able to point

to preferential treatment given to Roman Catholics.

9% On balance, CC rebates appear the least objectionable of

the three alternatives.

Conclusion and recommendation

10. Monks and nuns are in an anomalous position with regard
to the Community Charge. There will be practical difficulties
in making them eligible for CC rebates, such as definition of
those eligible and assessment of their income, but I recommend
that you agree with Mr Howard and thereby press Mr Scott to agree

in principle that this is the right way forward.
11. ST agree.
12. A draft letter is attached.

N gale”

N I HOLGATE



DRAFT LETTER TO:

Rt Hon Michael Howard QC MP

Minister of State of Local Government
Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB July 1987

COMMUNITY CHARGE REBATES FOR MEMBERS OF RELIGIOUS

ORDERS

Thank you for copying to me your letter of 20

July to Nick Scott about monks and nuns.

2. I agree that rebates are the best way of
dealing with the wunusual financial circumstances
of monks and nuns fully maintained by their orders.
As you say, monks and nuns may vote in local
elections and use local authority services. Your
proposal would avoid creating another special
case in the new system; and it is, of course,
consistent with the treatment of ministers of

religion.

3. I can see that there may be practical problems
in assessing the income of monks and nuns for
Community Charge rebates; we must clearly seek
Nick Scott's advice on how the difficulties can

best be overcome.

I am copying this letter to Nick Scott, Ian Lang

and Wyn Roberts.

JOHN MAJOR
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COMMUNITY CHARGE: TRANSITIONAL ARRANGEMENTS

¥
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1. At E(LF) on 27 July we agreed

(1) that the starting level of the community charge should
be £75 or £100;

(ii) that there should be a 4 year phasing out of rates and
the safety net everywhere except inner London, where the
possibility of additional help in the 5th year should be

considered.

£75 oxr £100

2. I enclose, at Annex A, exemplifications for the 5 sample

authorities (Camden, Barnet, Elmbridge, Barnsley, Craven) showing
the effect, with a 4 year transition, of 1990 community charges of
£75 or £100. (The Camden figures could be affected by the special

London arrangements set out in more detail below.)

3. The differences between the two are, as colleagues will see,
very small - a maximum of £15 a year even for 3 adult households
in Camden. In view of this, and of the attraction of £100 as a
number people are likely to remember - SO making it easier for us
to get our message across - I recommend that we adopt £100 as the
starting level in England. It will be recalled that the
presentational importance of the figure lies in the fact that the
rate element in the package will be fixed so as to make £100 the
community charge payable if councils maintain their spending at
the level of the previéus year{ A mémorable figure  is therefore

a distinct advantage.




Special arrangements for London

4. E(LF) discussed the possibility of special transitional

arrangements for inner London. The propositions were that

{3} these should be additional to dual running and the

‘'safety net';

(ii) they should continue for a 5th year - whereas the
national transitional arrangements generally would end after

4 years;

(iii) they might be paid for by an increase in inner

London's retained contribution from non-domestic rates.

. 5. It is important to recognise that the purpose of the safety
net is to moderate losses or gains to areas because of the changes
we are making in the distribution of grant and non-domestic rate.
It follows that the safety net, on its own, provides a
considerable amount of support to inner London in 1990/91 and
subsequent years. The net payment to inner London from the safety

net will be as follows:

1990/91 1991/92 1992/93 1993/94
£410m £307m £205m £102m
6. These amounts are, to a large extent, a continuation of the

subsidy that inner London presently enjoys from non-domestic
rating. They can legitimately be seen, therefo;e, as a way of
phasing in the losses that inner London will suffer as the benefit
it receives from non-domestic rates declines from the present

' level to the 'per adult' amount that all areas will be given after
1990.



it In view of our decision to have a full safety net in 1990,

it would be wrong to provide additional special London

arrangements in that year. To do so would

(i) mean that average domestic tax bills in inner London

were lower in 1990 than they had been in 1989; and

(ii) increase bills everywhere else in the country compared

with 1990 - including the north, and the Home Counties.
8. I can conceive of a system under which

(1) the special transitional help for London begins in
1991/92, and continues until 1994/95 (ie a year after the

safety net is phased out);

(ii) in order to provide a smooth progression in community
charge bills in inner London, the amount of the extra help
London receives in each year is simply the difference between
the cost of phasing out the safety net over 5 years in

London, and phasing it out over 4 years elsewhere;

(iii) this special help can be portrayed as further slowing
down of the loss of non-domestic rate income from inner
London; it is felt as an increase in the community charge

paid everywhere except inner London.

9. A more detailed note is ét Annex B. At Annex C are
exemplifications of the effects on all London Boroughs for 2
adult households living in properties with average Rateable
Values:; and for 4 Boroughs (Camden, G:eenwich, wWwandsworth and

Westminster) for 1 and 3 adult households also.

10. Colleagues will note that there is still the likelihood of
perverse results in Kensiqgton and Chelsea and Westminster in the
final years of the transition: some bills go up in 1994/95, then

down again in 1995/96. This is because of the interaction of the
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financing arrangements and the abolition of rates. These effects
could only be avoided by keeping domestic rates for another year

in London. I assume colleagues would not wish to do that.

11. I cannot recommend this scheme. It will bring additional
complexity and obscurity, for a year when there is likely to be an
election (the one after next) in the offing: énd it requires
subsidy for London from the rest of the country, which will be

strongly resisted.
Wales

12. E(LF) asked Peter Walker to look again at the phasing out of
the safety net in Wales. If the Welsh arrangements are closer to
those we now envisage for England, we shall give ourselves fewer

presentaticnal problems.

13. I am still concerned, howevér, at the possibility that rates
might be abolished in Wales in 1990. This will make drafting the
Rate Reform Bill more complicated. More significantly it will
make the job of justifying the two different systems very hard
indeed. It is true that average rate bills, overall, are lower in
Wales than they are in England. But there are parts of England -
including some along the Welsh border - where average rate bills
are as small as they are in Wales - for example, Forest of Dean
£162/adult; Newport £166/adult. It is not easy to see why we need
to have 4 years of dual running in Gloucestershire, if there is no

dual running in Gwent.

14. Peter Walker's general arguments against dual running - the
additional administrative costs and complexity; the disincentive
to authorities to set the new system up efficiently; the confusion
for existing ratepayers and new taxpayers - all apply equally well
in England. We will not therefore be able to use them publicly as

the justification for not having dual running in Wales.



15. I would, however, be prepared to see a lower level of
community charge in Wales in 1990 - say £50 - if this would reduce

the problem of having unacceptably small rate bills in much of the

Principality in subsequent years.

Recommendations

l16. I recommend

(i) a starting level for the community charge in 1990 of

£100 in England;

(i1) no special London arrangements for 1994/95;

(iii) that I should announce our decisions after E(LF) on
Thursday. I will explain at the meeting the terms in which

‘ . I envisage the announcement being made.

17. Cdpies of this minute go to the members of E(LF) and

Sir Robert Armstrong.

NR

29 July 1987
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SPECIAL. ARRANGEMENTS FOR LONDON
1. The aim of the new arrangements is to provide
- a 4 year transition generally, but

- a 5 year transition in ‘inner London.

2, In order to ensure as smooth a progression as possible from
1990/91 to the end of the transitional period, the changes in the
overall burden of local taxation need to be phased in in equal
steps, over 4 or 5 years as appropriate.

B The benefit to inner London domestic taxpayers in 1990/91 is
£409m. If this 'is phased out in equal steps over 5 years, the
cost in each year will be as follows:

1990/91  £409m
1991/92  £327m
1992/93  £245m
1993/94  £164m
1994/95 £82m
1995/96 £0m

4. Overall, the cost of the safety net to domestic taxpayers
outside inner London is also £409m in 1990/91 (inevitably, as the
safety net is intended to balance). 1If this cost is phased out
over 4 years, the cost in each year is

1990/91 £409m
1991/92 £307m
1992/93 £205m
1993/94 £102m

1994/95 £0m
5. The additional cost of the special London arrangements would
therefore be the difference between the amounts in paragraph 4
above, and those in paragraph 3. That is

1990/91 £0m

1991/92 £20m

1992/93 £40m

1993/94 £62m

1994/95 £82m

6. This could be portrayed as additional help from non-domestic
rates (or from grant) to further ease the transition in London.
It would, however, be felt as an increase in all community charge
bills everywhere except inner London of the following amounts
(unless, of course, the sums were found from the Exchequer - ie
from national taxpayers).

1990/91 Op
1991/92 60p
1992/93 “ £1.17p
1993/94 £1.82p
1994/95 £2.40p

Doc797



SPECIAL LONDON ARRANGEMENTS

Effect of DOE proupusals on

CONFIDENTIAL,

2 adult household 100% of average RV

87-88

CAMDEN Rates 843
cC 0

Total tax bill 843

GREENWICH Rates - 495
CC 0

Total tax bill 495

HACKNEY Rates 766
cC 0

Total tax bill 766

HAMMERSMITH Rates 405
AND FULHAM CC 0
Total tax bill 405

ISLINGTON Rates 5593
CcC 0

Total tax bill 553

KENSINGTON Rates 606
AND CHELSEA CC { 0

Total tax bill 606

. DOC2719LM

90-91

658
200
858

304
200
504

580
200
780

225
200
425

361
200
561

450
200
650

91-92

493
508
1001

228
420
648

435
468
903

169
358
527

272
372
644

338
336
674

92-93

329
818
1147

152
638
790

290
734
1024

113
516
629

182
542
724

226
472
698

93-94

164
1124
1288

76
858
934

145
1004
1149

56
676
732

90
718
808

112
612
724

ANNEX C
94-95  95-96
0 0
1434 1564

1434 | 156415
0 0
1076 1216
1076 1216
0 0
1270 1382
1270 1382
0 0
834 930
834 930
0 0
888 966
888 966
0 0
748 740
748 740



LAMBETH

LEWISHAM

SOUTHWARK

T HAMLETS

WANDSWORTH

WESTMINSTER

DOC2719LM

Rates
CC
Total

Rates
CC
Total

Rates
CC
Total

Rates
CcC
Total

Rates
CcC
Total

Rates
CC
Total

tax

tax

tax

tax

tax

tax

bill

bill

bill

bill

bill

bill

500

500

547

547

399

399

810

810

498
200
698

326
200
526

369
_ 200
569

657
200
857

CONFIDENTIAL

91-92

270
398
668

374
456
830

245
406
651

276
438
714

157
346
503

493
360
853

92-93

179
598
717

250
7L2
962

163
614
777

185
672
857

106
490
5596

328
522
850

93-94

91
796
887

124
1054

1178

82
820
902

93
908
1001

53
634
687

164
684
848

94-95

996
996

1232
1232

1028
1028

1144
1144

780
780

846
846

95-96

1094
1094

1354
1354

1140
1140

1278
1278

870
870

762
792
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SPECIAL LONDON ARRANGEMENTS

Effect of DOE proposals on

1, 2 and 3 adult households in

Camden, Greenwich, Wandsworth, Westminster

CAMDEN

1 adult ) Rates

70% of RV) CC
Total

2 adults ) Rates
100% of RV) CC
Total

3 adults ) Rates
130% of RV) CC
Total

GREENWICH

1 adult ) Rates

70%Z of RV) CC
Total

2 adults ) Rates
100% of RV) CC
Total

3 adults ) Rates

130% of RV) C¢
Total

DOC2719LM

tax

tax

tax

tax

tax

tax

bill

bill

bill

bill

bill

bill

8}-88

590

590

843

843

1096

1096

347

347

495

495

644

644

90-91

461
100
561

658

200
858

855
300
1155

213
100
313

304
200
504

395
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91-92

345
254
599

493
508
1001

641

762
1403

160
210
370

228
420
648

296
630
926

92-93

230
409
639

399
818
1147

428
1227
1655

106
319
425

152
638
790

198
957
1155

93-94

115
562
677

164
1124
1288

213
1686
1899

53
429
482

76
858
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1287
1386
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94-95

717
717

1434
1434

2151
2151

538
538

1076
1076

1614
1614

95-96

782
782

1564
1564

2346
2346

608
608

1216
1216

1824
1824



WANDSWORTH
1 adult )
70%Z of RV)

2 adults )
100%Z of RV)

3.cadultst =)
130% of RV)

WESTMINSTER
1 adult )
70% of RV)

2 adults )
100% of RV)

3 adults )
130% of RV)
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279
279
399
399
519

519

567
567
810
810
1053

1053
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90-91

147
100
247

210
200
410

273
300
573

460
100
560

657
200
857

854
30
884

91-92

110
173
283

157
346
503

204
519
723

345
180
525

493
360
853

641
540
1181

92-93

106
490
596

138
735
873

230
261
491

328
522
850

426
783
1209

93-94

37
317
354

53
634
687

69
951
1020

115
342
457

164
684
848

213
1026
1239

94-95

390
390

780
780

1170
1170

423
423

846
846

1269
1269

95-96

435
435

870
870

1305
1305

396
396

792
792

1188
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L@LUSTRATIVE EFFECTS OF TRANSITION ON HOUSEHOLDS /—1ﬂ/ Uﬂj/ }LJ?

District: " Blaby

EBaRmc.

- JULY AGREEMENT : FULL SAFETY NET AND 4 YEAR TRANSITION. Lt;éi& : T
Initial charge:£ 100 /QW}<
{
Household 1988-89 1990-91 1991-92 1992-93 1993-94 1994-9%” R
New Payer
1 adult 0 100 122 1Leds) 167 189
2 adults
70%average r.v. 321 2177 37 3. 378 378
2 adults
130%average r.v. 597 528 490 453 415 378
3 adults
100%average r.v. 459 552 556 560 563 567

MODIFIED SAFETY NET (£75 CAP) AND 4 YEAR TRANSITION.
Initial charge:£ 100

Household 1988-89 1990-91 1991-92 1992-93 1993-94 1994-95

New Pavyer

1 adult 0 100 122 145 167 189
2 adults
70%average r.v. 321 3T 377 ST 318 378
2 adults
130%average r.v. 597 B8 490 453 415 378
3 adults
100%average r.v. 459 552 556 560 563 564

'ENVIRONMENT SECRETARY'S PROPOSAL: MODIFIED SAFETY NET,NO TRANSITION.
Initial charge:£ R,

Household 1988-89 1990-91 1991-92 1992-93 1993-94 1994-95

;New Payer

1 adult 0 222 214 206 197 189

£ 2 adults
70%average r.v. 321 444 428 411 395 378

1) 2 adults
130%average r.v. 597 444 428 411 395 378

3 3 adults
100%average r.v. 459 666 641 617 592 567

‘Note: all figures assume unchanged cash spending and income from 1987-88.
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COMMUNITY CHARGE REBATES FOR MEMBERS OF RELIGIOUS ORDERS

Thank you for copying to me your 1letter of 20 July to
Nick Scott about monks and nuns.

I agree that rebates are the best way of dealing with
the unusual financial circumstances of monks and nuns fully
maintained by their orders. As you say, monks and nuns
may vote in local elections and use local authority services.
Your proposal would avoid creating another special case
in the new system; and it is, of course, consistent with
the treatment of ministers of religion. '

I can see that there may be practical problems in
assessing the income of monks and nuns for Community Charge
rebates; we must clearly seek Nick Scott's advice on how
the difficulties can best be overcome.

I am copying this letter to Nick Scott, Ian Lang and

Wyn Roberts.
fr

JOHN MAJOR
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RATE REFORM: CROWN PROPERTY {

My officials have been discussing with those from other
Departments the treatment of Crown property, and the residents of

Crown property, under the new system of local government finance.

I am now able to circulate the attached paper setting out my
proposals for England and Wales. I should be grateful for your,
and Colleagues' approval, and my officials will instruct the

draftsman of the rate reform Bill accordingly.

Copies go to the Lord President, members of E(LF) and Sir Robert
Armstrong.

A‘

N R
2o July 1987



RATE REFORM: CROWN PROPERTY AND RESIDENTS OF CROWN PROPERTY
NON-DOMESTIC CROWN PROPERTY

1. The Rating of Government Property Department (RGPD) will continue to carry
out valuations of non-domestic Crown property and pay contributions in lieu of
non-domestic rates. It is proposed that RGPD should cease to make payments to
individual local authorities and instead make payments directly into the
national non-domestic rate pool. It would not be sensible for RGPD to make
payments to authorities when, in any case, the authorities would be required to
pass the money on to the pool. An acceptable system of checking that
appropriate payments have been made will need to be devised; and it will be
necessary to devise an alternative to the present arrangement whereby local
authorities notify RGPD of the properties in respect.of which payweuls are to be
made.

2. The NHS and other non-Exchequer bodies which occupy Crown property currently
pay their own contributions in lieu direct to local authorities. There seems no
reason why NHS should not in future make payments direct into the national pool,
although it is for consideration whether the other, smaller bodies should
continue to make payments to individual local authorities.

RESIDENTIAL CROWN PROPERTY

The Community Charge

3. The community charge will be a near-universal personal liability,
unconnected with the ownership of property, and it is important that, unless
there are over-riding arguments to the contrary, residents of Crown property
should be treated no differently from the. residents of non-Crown property.

4. It is proposed that, with limited exceptions, residents of Crown property
should be individually registered and personally liable for the personal
community charge. The exceptions will be for the Sovereign and the Prince of
Wales (as Duke of Cornwall), who will be exempt, and for diplomats, members of
visiting armed forces and certain members of the UK armed forces. The special
arrangements for diplomats and visiting servicemen are described in Ammnex A to
this paper, and those for certain UK servicemen in Annex B.

5. Exemptions have been agreed for certain other residents of Crown property -
convicted prisoners and patients resident in NHS hospitals or other caring
institutions run by the Crown.

6. The normal community charge enforcement procedures - seizure of goods and
deductions from earnings - will apply to those residents of Crown property who
are liable for the personal community charge. This means that bailiffs will
have access to Crown property to seize the personal property of residents who do
not pay their community charge.

The collective community charge

7. For certain non-Crown properties, which are in multiple occupation and have
a very rapid turnover of tenants, it would be impractical to register the
tenants individually for the personal community charge. These properties will
therefore be designated, by community charge registration officers, for the
collective community charge. There are some Crown properties - particularly
those occupied by very mobile service personnel - where a provision similar to
the collective community charge might be appropriate. It would not, however, be
appropriate for the collective charge to be applied in precisely the same way as
for non-Crown property, because of the risk of disputes between the Crown and



local authorities: the Crown would not, for example, wish to become involved in
disputes with local authorities about the designation of premises or payments
due, or to be proceeded against by local authorities seeking to enforce

. payment.

8. A special provision, effectively equivalent. to a Crown collective community
charge, is therefore proposed. This is described in Annex B to this paper -
which deals with the treatment of UK servicemen - since the provision is likely
to be used mainly for certain military establishments.

The Standard Community Charge

9. It is proposed that Crown property should be exempt from the standard
community charge - the charge for residential property at which no-ome is solely
or mainly resident. Contributions in lieu of the standard community charge will
be paid to local authorities by the occupying Departments. This procedure would
be consistent with the present arrangements for paying contributions in lieu of
rates on Crown property.

MIXED NON-DOMESTIC/RESIDENTIAL CROWN PROPERTY

10. Mixed hereditaments - those which are part non-domestic and part
residential - will be valued by RGPD and an apportionment will be made of the
value of the residential part. A contribution in lieu of rates will then be
paid by RGPD in respect of the non-domestic part, while the resident(s) of the
residential part will pay the personal community charge - or, if the residential
part is not occupied as a sole or main re51dence, a contribution in lieu of the
standard communlty charge will be paid.

DOC4092LP



ANNEX A
DIPLOMATS AND MEMBERS OF VISITING ARMED FORCES

Al. Foreign nationals who have their sole or main residence in this country
will be liable to pay the community charge. However, diplomats are exempt from
personal taxation under a range of statutes including the Diplomatic Privileges
Act 1964, the Consular Regulations Act 1968, the International Organisations Act
1968 and the European Communities Act 1972. Members of visiting forces are
exempt from any tax based on residence, under a Nato Status of Forces

Agreement.

A2. 1In view of these statutes and agreements it is proposed that there should
be a community charge exemption for diplomats, members of visiting forces and
their dependants. It is not proposed, however, that they should be exempt from
the standard community charge if they take second homes (eg if a US serviceman
buys a holiday cottage).

A3. At present embassies, diplomats, foreign bases and servicemen do pay
partial rates - the so-called "beneficial proportion" - in respect of both
domestic and non-domestic property. It is important that the total amount paid
is not reduced as a result of the proposed exemptions, and that foreign
Governments are seen to be making at least the same contribution as at present
towards the cost of local services.

A4. In the case of non-domestic property, it is proposed that the present
arrangements should continue: RGPD will continue to pay rates/ contributions in
lieu of rates on behalf of the Governments concerned and will continue to
recover the "beneficial proportion™. As with all other payments by RGPD, they
will in future be made directly into the NNDR pool, rather than to individual
local authorities.

AS. In the case of residential property, it is proposed that Treasury and the
Foreign Office/Ministry of Defence should negotiate, with the Governments
concerned, arrangements for the recovery of an amount equivalent to that
currently recovered as the "beneficial proportion" of rates. This would most
conveniently be paid to local authorities as an addition to central Government
grant.

A6. In order to protect the position of local authorities with heavy
concentrations of diplomats or visiting servicemen, there will need to be
compensation for the income foregone as a result of exempting diplomats and
visiting servicemen from the personal community charge. It is proposed that
this should be done by excluding diplomats and visiting servicemen from the
definition of "adult residents'" used for grant purposes.

DOC4092LP



ANNEX B
MEMBERS OF UNITED KINGDOM ARMED FORCES

Bl. Most service personnel will be liable for the community charge, in the same
was as all other adults: they will be registered for and pay the personal
community charge in the area where they have their sole or main residence. It
may, however, be impractical to register individually the most mobile service
personnel - eg those resident for short-periods during training in a succession
of different barracks. It may also be undesirable, for security reasons, for
the number and names of the personnel at a particular address to be included in
the community charge register which will be, in part, a public document.

B2. The problem of mobility may also arise in respect of some civilian
residents of Crown property. In similar circumstances involving non-Crown
property, designation for the collective community charge might be appropriate.
It would not, however, be appropriate for Crown property to be designated for
the collective community charge (for the reasons set out in paragraph 6 of the
main paper).

B3. It is therefore proposed that the Secretary of State should have the power
to designate Crown premises, if they are mainly used as a residence by
individuals, most or all of whom are there for only short periods; or if it
would be undesirable for them to be registered for the personal community
charge, on national security grounds.

B4. The effect of designation by the Secretary of State would be that any
individual solely or mainly resident in the designated premises would be exempt
from the personal community charge. The occupying Department would pay
contributions in lieu of community charges to the local authority in whose area
the premises were located, and would recover the money from the individuals who
stay in the premises.

B5. It will be important that the occupying Department should consult closely

with the local authority concerned, when deciding whether or not to designate
premises, and when assessing the level of the contribution in lieu.

DOC4092LP
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From the Private Secretary TR Py 4887,

Yo (i,

RATE REFORM: CROWN PROPERTY
The Prime Minister has seen your Secretary of State's
minute of 30 July which set out proposals for the treatment
of Crown property and the residents of Crown property, under

the new system of local government finance, and is content,
subject to the views of colleagues.

I am copying this letter to the Private Secretaries to
the members of E(LF), and to Sir Robert Armstrong.

nn
S

(David Norgrove)

Robin Young, Esq.,
Department of the Environment.
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ROYAL HOUSEHOLD AND COMMUNITY CHARGE( | (iAw» ,(\,\} \(/n\ v~ A

The Keeper of the Privy Purse mentioned %X:;cently to
Sir Peter Middleton the effect the community charge was likely
to have on the Royal Household. Sir Peter Middleton asked

me to let you have a note on the subject.

248 I attach a table showing the impact of the community
charge on those in the Household who do not, at present, pay
rates. The Palace's figures look about right; they are taken
from DOE exemplifications of the 1level of community charge
that would apply in 1987-88 if the reform had been implemented.
They are at 1987-88 prices and so will change if the reform
is implemented by 1990-91, and they make no allowance for

any phasing. They are also based on Westminster and Kensington

schools 'remaining part of ILEA. Should these authorities |

withdraw some of the costs could be significantly reduced.

B We have indicated that, as with other parts of the public
sector, there is no intention of increasing the Civil List
to cover any additional costs which may occur because of the
community charge. We understand that the Keeper accepts that
the Household staff are caught if there are to be no exceptions

from the general rule.

4. As you know, employees living in tied accommodation will
not be exempt from taxation if they receive the benefit of
having the personal community charge paid for them. Thus,
if Her Majesty was minded to meet these costs from other

sources, the sums could be grossed up for tax.



CONFIDENTIAL
3 .5. You may also like a brief comment on the Royal Family

itself. As with the Scottish legislation, we understand that
all Members of the Royal Family, except for the Queen and
the Prince of Wales (as Duke of Cornwall), will be subject
to the personal community charge. Members of the Royal Family
who get Civil List annuities will not be able to include the
personal community charge as an allowable expense under Section
e o+ LOTA- 1970 All Members of the Royal Family (except
for the Queen in respect of Balmoral) will be subjecl to the

standard community charge on second homes.

-

L WATTS
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ANNEX A

IMPACT OF THE COMMUNITY CHARGE ON ROYAL HOUSEHOLD EMPLOYEES
WHO DO NOT AT PRESENT PAY RATES

Reimbursed at the flat ratc

Living in: of the Commmity Tax
8L James's Palace 19 @ £396 £ 7,524
Marlborough House Mews L i 1,584
Gladstone Court 2k i 9,50k
Buckingham Palace 90 & 35,640
Royal Mews 113 i L, 7L8
Kensington Palace T @ £370 2,590
Hampton Court Palace 16 @ £233 3,128
Windsor 129 @ £16k4 21,156

£126,47k
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ANNEX B

IMPACT OF THE COMMUNITY CHARGE ON EMPLOYEES OF SOME ROYAL HOUSEHOLDS

WHO DO NOT AT PRESENT PAY RATES

Reimbursed at the flat

Number of rate of the Community
Household of: Persons Tax
Queen Clizabeth The Queen Mother:
Clarence House 20 @ £396 £7,920
Royal Lodge, Windsor 8 @ £164 1,312
£9,232
The Princess Royal - Gatcombe Park 3 @ £192 576
The Princess Margaret, Kensington Palace 3 @ £370 1,110
Princess Alice of Gloucester and
The Duke of Gloucester, Kensington Palace 4 @ £370 1,480
The Duke of Kent, St James's Palace 2 @ £396 792
Princess Alexandra, St James's Palace 1 @ £396 396
Thatched House Lodge 1 @ £212 212
608

13,798
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DEPARTMENT OF HEALTH & SOCIAL SECURITY

Alexander Fleming House, Elephant & Castle, London SE1 6BY

Telephone o p=goe~gsrmer
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Your letter of 20 July invited me to agree that community charge
rebates, when introduced, should be extended to include monks and
nuns who are fully maintained by their orders. I am afraid I have
to say that I am not persuaded that this is the right course.

Members of religious orders who are fully maintained by their orders
are at present effectively outside the scope of all income-related
benefits. The reason is quite straightforward. The religious
orders have in effect a contract with their members to maintain and
house them. There is therefore no reason for them to be a charge on
public funds nor, so far as I am aware, any wish on the part of the
orders or their members to apply for means-tested benefits.

I note that you believe that this small and unusual group must be
liable to the charge. That is for you to decide but I do not think
the arguments are strengthened by comparing the effects of exemption
with other people on low incomes such as ministers of religion.

The amount of rebate they receive may be considerably less than

80 per cent as this depends on their income. Nevertheless, our
decision to add the value of 20 per cent of the average rates bill
to income support rates means that it remains possible to be fully
compensated.

I am sure you are right to say that it will be seen by some to be
indefensible to ask monks and nuns to bear the whole weight of the
community charge. Equally, I think that many will find it difficult
to understand a solution which would bring them into means-tested
benefits.



E.R.

-

There are no provisions for a block application under the housing
benefit scheme. Every monk and nun involved will have to decide
whether to apply for benefit and the local authority will be
required to make a full assessment of their needs and resources. 1In
my view this solution presents us with difficulties at least as
great as the problem you are seeking to overcome. I must ask you
therefore to reconsider whether it would not be better to allow this

group to qualify for full exemption or part exemption as is planned
for students.

Copies of this letter go to John Major, Ian Lang and Wyn Roberts.

»QuA Lvar o

MNix .

NICHOLAS SCOTT
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My ref: 1t t

i Your ref:
Tony Galsworthy Esqg

Private Secretary to

The Rt Hon Sir Geoffrey Howe OC MP
Foreign and Commonwealth Office
Downing Street

LONDON ;
SW1A 2AL & August 1987

P
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RATE REFORM: CROWN PROPERTY

My Secretary of State wrote to the Prime Minister and members of
E(LF) on 30 July with proposals for the treatment of Crown
property, and the residents of Crown property, under the new
system of local government finance.

Copies should also have gone to the Foreign Secretary and the
Secretary of State for Defence. I am therefore sending copies to
you and to John Howe, with apologies for the oversight.

Copies of this minute go to David Norgrove, Mike Eland in the

Lord President's office, Private Secretaries to members of E(LF)
and Trevor Woolley in Sir Robert Armstrong's office.

Q0 s &v-\c%
(i, ‘uj

R U YOUNG
Private Secretary
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COMMUNITY CHARGE: MEMBERS OF RELIGIOUS ORDERS

I have seen your letter of 20 July to Nicholas Scott suggesting that the
housing benefit regulations should provide for monks and nuns to be
eligible for community charge rebates. As these people have no income, it
is’ clearly inequitable that they should be liable for the full community
charge; but to exempt them altogether would reduce accountability, and
lead to strong pressure to exempt not only Ministers of Religion but other
deserving groups. I am convinced therefore that your proposal represents
the best way forward, and I agree that an early announcement is desirable.

I am copying this letter to Nicholas Scott, John Major! and Ian Lang.
. ol :
L s W e e e

WYN ROBERTS

Michael Howard Esq MP

Minister of State for Local Government
Department of the Environment

2 Marsham Street

London SW 1

AR
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As you know, work has been underway for some months on a n&w, ¥

system for controlling local authority capital expenditure. DOE's\f’

proposals are now beginning to take shape. 18 o i L L i N R o = Q}
several weeks however before firm proposals can be put to KJ,‘
Ministers. But, not 1least because colleagues may refer during{;?v'vl
the bilaterals to the need to reform the capital control system, %5‘
you will wish to be aware of the progress to date and the plan ne%A \
timetable for action. \yl’ ?ﬁw M&y~

v
, b e

2% The Government is committed to reforming the present loeal

Need for reform

authority capital control system, first because it failed to
stop massive overspending in the period 1983-84 to 1985-86 and
second because the growth in spending power from accumulated
receipts has reduced the scope for allocations. The overspending
problem is now less serious - partly because of cuts in allocations
but also because in-year receipts have recently been higher than
expected. But the reductions 1in allocations mean the present

system is not good at matching provision and hence resources

to needs. Services which generate few receipts - Transport,
Education and Personal Social Services, suffer as a result. %Air
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Qaying for Local Government Proposals

3, The Green Paper included proposals for a control on gross
local authority capital spending. The public reaction was
overwhelmingly hostile and the Environment Secretary announced
in October 1986 that he would not go ahead with the planned reform
in the 1986-87 Session. Annex A describes these proposals in

more detail and why they failed.

New proposals

4. Department of the Enviornment have reconsidered their
proposals and have developed a new scheme which concentrates
On controlling borrowing for capital purposes and the use of
capital receipts. The scheme would leave local authorities free
to ' finange :extna capital spending from own current revenue (ie
local taxes), subject to the same constraints they face on current

spending. The main features of the proposals are:-
i) control over new capital borrowing;

iid\ scontrol over use of accumulated and in-year capital
receipts; 50 per cent of all cash backed receipts to
be paid into new debt redemption funds and used to

reduce net indebtedness:;

iii) only temporary borrowing for revenue purposcs allowed

as at present;

1%7) local authorities allowed to draw on revenue balances

as at present;

v) capital borrowing to be broadly defined to include
creative financing deals that postpone costs into the

ftuture.

5. The scheme 1looks promising. In principle, it could achieve
the main Treasury objectives for the 1A capital control regime

of controlling total capital expenditure and matching resources



more closely to needs. But we are exploring some detailed

‘ractical aspects with DOE officials such as:-

i) how can the scheme best be designed to block existing
‘ and likely future creative accounting devices;
ii) how can the incentive to sell assets and generate capital

receipts be maintained at the same time as taking into
account capital receipts when distributing borrowing

permissions?

Once Lhe proposals are further advanced, we will also need to
consider how the new scheme would fit in with our own proposals

for a new public expenditure planning total.
Timetable

6. Department of the Environment propose to revise their
proposals in the 1light of comments we have made on the details
and show them to the other service departments concerned. Their

timetable is as follows:

) detailed proposals considered collectively Sept/Dec 1987
ii) revised proposals published Nov/Dec 1987
iii) comments received March 1988
iv) legislation drafted March/Oct 1987
v) legislation on statute book and basis

of 1989 Survey agreed July 1987
vi) new control system introduced BRpDEL 90

Treasury has a particular interest in ensuring the details of
the new system are clear by July 1989, so that the basis of the

1989 Survey discussions is clear.



.lne to take in Survey

74 If colleagues complain about the existing control system,
particularly its failure to match resources to needs, you may
wish to refer to the fact that work is being done to develop
a new capital control system. But as the timetable indicates,
we will have to work with the existing system in this and next
year's Surveys. Whatever its microeconomic shortcomings,
colleagues must live with it so that total LA capital spending

remains under control.
Action

8. We will try to sort out as many details as we can at official

level so you are presented with a choice between:-

1) a system that concentrates on capital borrowing, as

now proposed; and

ii) continuing to refine the existing system, probably
by stopping the "cascade" of accumulated receipts and
taking spending power into account when distributing

allocations.
Department of the Environment are likely to seek your views on

(i) in the next month or so before going to colleagues. We will

provide a full assessment at that stage.

'Ek»¢ﬁﬁ H . Péﬂ%

B H POTTER
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Annex A

I PAYING FOR LOCAL GOVERNMENT:LA CAPITAL PROPOSALS

Objectives

The Paying for Local Government Green Paper identified three objectives for any

control of local authority capital:

X it should provide effective Government influence over aggregate levels

of local authority capital expenditure and borrowing;

i it should promote asset sales;

ds3e it should provide a sound basis for local authorities to plan their

capital programmes.

Two possible approaches were discussed.

1. External borrowing limits (EBLs)
24 The Green Paper reported that the Government had looked closely at introducing

a control over local authorities' total net external borrowing, for revenue and
capital purposes. But severe practical difficulties were identified in setting
tailor-made annual EBLs for more than 405 local authorities. If they could be
solved, some safety value would be needed to cover unforseen expenditure, or
shortfall in income. Local authorities would then be able to use the safety
value to avoid restraining spending. All of the local authority associations,

CIPFA and the Audit Commission rejected an EBL system.

2. Gross expenditure control

2 The Government saw more merit in a gross expenditure control. This would
be much the same as the existing net expenditure control. But the PES forecast
of in-year receipts would be excluded from the cash limit. And it was proposed

to tackle a number of problems with the existing control system.

(a) Spending power from receipts

L, The Government proposed to take account of spending power from receipts
when distributing allocations. No proposals were made to reduce the overhang
of cash-backed accumulated receipts, though it was proposed to end the cascade
under which the non-prescribed proportion of receipts is added to the backlog
of accumulated receipts and the spending power from non-cash backed receipts

would be abolished.



(b) Revenue contributions to capital spending

.5. It was proposed to allow local authorities limited freedom to increase capital
spending by financing it from local income. The Govermnment proposed to restrict
this freedom so the new gross cash limit could be met. But the comments on the
proposals questioned the need to restrict the use of local income for capital

spending beyond the constraints for current spending.

(c) Leasing
F Finance leasing was to be brought under control. This has since been achieved

by secondary legislation.

(d) Other non-prescribed (uncontrolled) spending

T. Other non-prescribed spending was also to be brought under control although
the need for some exemptions was recognised. Housing repairs financed either

by capital receipts or by local income is the major element of this spending;

it remains to be brought within the control system.

(e) Advance and deferred purchase schemes

8. These schemes were to be brought under control. This was achieved by the

Local Government Act 1987.

Reasons why gross expenditure control failed

9. The proposals for gross expenditure were:

S not integrated with the proposals on local authority revenue spending;

partly because it was envisaged that the new capital control system would

be introduced two years before the community charge system.

(ii) Insufficiently radical on receipts. By failing to tackle the backlog

of accumulated cash backed receipts, little room was created for improving

the match of resources with needs. Tackling this backlog is essential if
resources are to be released to distribute to areas of high need. The
proposal to remove spending power from non—-cash backed receipts irritated

many local authorities even though it would have little real effect.

(iii) Kot designed to tackle creative accounting. By the time Ministers

came to take decisions in September 1986 new creative accounting devices
were coming to light that would not have been stopped by the gross expenditure
control system. These 1included sale and leaseback deals and creative

accounting deals backed by local authority guarantees.



The comments from CIPFA, the Audit Commission and the local authority associations
were hostile. Rather than proceed, the Environment Secretary announced on 15
October 198€ that improvements would be made to the existing system but no major
overhaul to the capital control system would be made in the 1986-87 session of

Parliament. The statement said:-

"There would be obvious advantages in introducing changes in the arrangements
for current and capital together"; implying that a new capital system will
be in place by 1 April 1990.
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LOCAL AUTHORITY CAPITAL CONTROLS FSFIW
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The Chancellor has seen Mr Potter's minute to the Chief Secretary
of 27 August, and agrees that the scheme now proposed by Department

of the Environment looks promising.

24 He feels the key problem is creative accounting (4(v) and 5(i)
of Mr Potter's note). This (especially sale and leaseback) is what
sank the old (pre-1981) loan sanction control. He feels that the
problem of maintaining the incentive to sell assets and generate
capital receipts is much less of a problem: so far as housing is

concerned, sales are driven by the demand from the tenant.

s

A C S ALLAN
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Mr A J Walker (I/R)
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RATE REFORM: CROWN PROPERTY

Mr Ridley minuted the Prime Minister on 30 July. I am" sSorry
that it proved difficult to check with other Treasury divisions
and the Revenue and prepare advice on his proposals until after

the August holiday season was over.

2 In brief, Mr Ridley proposes that:

(i) with limited exceptions (including the Sovereign and
Prince of Wales), the personal community charge will
apply to people 1living in Government property and
on the Crown's domestic estates, just as it will to

everyone else;

(ii) a system 1like the collective community charge will
cover residents of high-turnover barracks etc, and
premises where servicemen or other residents should

not be registered individually for security reasons;



(iii) Government property will be exempt from the standard
charge on empty residential accomodation; but

departments will pay a contribution in lieu;

(iv) foreign servicemen and diplomats will be exempt from
the personal community charge, in line with

international agrccments.

e The Prime Minister, Mr Hurd, Mr Walker and Mr Newton have

already accepted the proposals.

4. As Mr Ridley's covering note says, the DOE paper follows
discussions between officials in the departments most concerned,
and that included the Treasury. With one exception, the proposals
follow closely analogies with the present treatment of Crown
property and its residents, and analogies with 1liability to
other personal taxes,. particularly income tax. I recommend

that you raise no objection to the vast majority of the proposals.

5 - I suggest that you query just one point. The paper proposes
that payments in lieu of rates by the Rating of Government
Property Department should be paid direct into the National
Non-Domestic Rate pool, and not, as at present, to individual
local authorities. Although this would avoid Government money
being paid to local authorities by separate routes, RGPD advise
that there would be operational difficulties in changing from
their present system. DOE officials, in parallel with Mr Ridley's
minute, indicated sympathy for this point. OEE1cia kst iconilic
discuss the point further and report back; I understand from
DOE that it does not affect the drafting of the Rate Reform
Bill.

6% You will have noted in Annex A to the DOE paper that the
Treasury will take the 1lead in negotiations to ensure that UK
authorities continue to benefit from the "beneficial proportion"
of 1local government taxes currently contributed on behalf of
foreign (mainly American) armed forces in this country. LG2

have this in hand.



1 There are three further points which you may also wish
‘:o note. First, the paper says nothing about the public
expenditure consequences of these proposals. In particular,
the proposal that departments occupying empty domestic
accommodation should pay contributions in 1lieu of the standard
community - .charge ‘will - gdad = to their. . costs. At present,
contributions in 1lieu of rates on such property are paid by
RGPD, where there will be a saving. The amounts involved have
yet to be estimated properly, but could amount to tens of millions
of pounds a year. There is a outside chance that MOD (who would
be most affected) could raise this in the current Survey, although
a request by them for a transfer of public expenditure provision
from RGPD in the 1988 Survey is much more likely. We have,

of course, reserved your position on this.

8. Second, in one respect the proposed exemptions go beyond
current exemptions from income tax. It is proposed to exempt
some 31,000 dependents of American servicemen as well as a roughly
equal number of the servicemen themselves. Dependents are spouses
and children; many of the children will be under 18 and therefore
exempt from the Community Charge anyway. If these dependents
took jobs in this country they would be 1liable for income tax.
However, it would be difficult to argue that an American
serviceman's wife who came to this country simply to accompany
her husband on NATO duty should be subject to British 1local
authority taxation, when her husband is exempt. (In due course,
it may be necessary to concede a similar exemption for diplomats'
spouses. But no request for exemption has yet been made.) The
Inland Revenue's preliminary advice is that the wider exemption
from Community Charge is unlikely to create undue difficulties
for them in maintaining the present narrower exemption from
income tax liability. I therefore suggest that you accept this

difference.

O Thirdly, the DOE paper is over-condensed at one point.
It says that Crown property will be exempt from the standard
Community Charge (and the Government will pay contributions
in 1lieu), but fails to add that the domestic estates of the
Crown will not be exempt. So members of the Royal Family will
pay a standard Community Charge on empty second homes, just

as they pay rates on them at present.



Conclusion

10. I recommend that you agree with all of Mr Ridley's proposals,
apart from the detailed point about handling RGPD payments which

officials can discuss furthcr. A draft letter is attached.

11. DM, Accounts, RGPD and 1.G2  agree. This advice has also

chl)-' F% ‘#’

R FELLGETT

been discussed with the Inland Revenue.



DRAFT LETTER FOR THE CHIEF SECRETARY'S SIGNATURE TO
THE SECRETARY OF STATE FOR THE ENVIRONMENT

Thank you for copying to me your minute of 30 July

to the Prime Minister.

28 I am generally content with your proposals.

3. However, your proposal that RGPD should make
payments directly into the National Non-Domestic Rate
pool might create difficulties for them. I understand
that. officials "“avre” 8till discussing .this polng. iF
further understand that a decision is not needed for
the drafting of the Rate Reform Bill, so I suggest
officials should continue their discussions and report

back to us when a conclusion has been reached.

e I should also record that I am content with your
proposal in Annex A that the Treasury should take
the lead in negotiations to recover an amount equivalent
to the '"beneficial proportion" of rates currently

paid to the United Kingdom on behalf of visiting forces.

S I am copying this 1letter to the Prime Minister,

to other members of E(LF) and to Sir Robert Armstrong.

[J.M]
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You. wrote to me on 3 August about our proposition that monks
and nuns should be brought into the community charge rebate
system. I have also had replies from John Major, Ian Lang and
Wyn Roberts to my letter of 20 July.

I appreciate that bringing monks and nuns into the rebate system

will create problems for DHSS - not least in having to assess
the income of each member of a religidus order in order to deter-
mine their eligibility. However, I Dbelieve that this .is  an

inevitable consequence of the change from the present rate rebate
system, where the entitlement to a rebate depends on claimant
incurring housing costs, to the community charge system, where
the charge is incurred by the individual, regardless of whether
he pays for his housing or it is provided at no cost.

Despite the practical problems, I remain convinced that making
this group eligible for rebates is preferable to granting them
an exemption. I note that John Major, Ian Lang and Wyn Roberts
share my view that to grant an exemption would make it extremely
difficult to hold our position in relation to ministers of religion
and is hard to defend insofar as monks and nuns vote in local
elections and benefit from local services.

I have considered a partial exemption, on the lines we propose
for students. But I fear that this too would lead to pressure
for similar treatment for ministers of religion. Such a move

'.would mean that many ministers who would otherwise not have

- e
~

been eligible, or whose income would have entitled them to a
rebate of less than 80%, would receive the full rebate. Apart
from anything else this would be a costly way to proceed.

In the .light ‘of what ;T have said, and .of  tha strong support
of colleagues for my proposal, I should be grateful if you would
reconsider making this group eligible for community charge rebates.

I am copying this letter to John Major, Ian Lang and Wyn Roberts.
MICHAEL HOWARD

Nicholas Scott Esg MP
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A C S ALLAN
11 September 1987

MR L WATTS

cc: Sir P Middleton
Mr F E R Butler
Mr Anson
Mr C D Butler
Mr Hawtin
Mr Potter
Mr Fellgett

ROYAL HOUSEHOLD AND COMMUNITY CHARGE

The Chancellor was grateful for your minute of 31 July about the
impact of the community charge on the Royal Household.

2% The Prime Minister had)some time ago, asked the Chancellor
about this. The general principles have been the subject of
correspondence between DoE and No.10. But the Chancellor feels
that we should let the Prime Minister know the figures in your
note; and say that the Keeper of the Privy Purse accepts that there
will not be an increase in the Civil List to cover them.

2le I should be grateful if you could supply a draft.

L) v ‘% L4 ?,"J_‘,H
zbz! A~ ?j‘f?x A C S ALLAN
v s ¢
M&j [
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RATE REFORM: CROWN PROPERTY ; B T P
)

I have seen a copy of your minute of 30th July to the Prime
Minister about the treatment of Crown property, and residents of
Crown property, under the new system of local government finance.

I agree in principle with the policy proposed, that Service personnel
should be liable to pay a personal community charge, as other adults

will be, in an appropriate form.

But I do, I am afraid, have some difficulty with the specific
proposals as they affect Servicemen. At present, as you will be
aware, Service personnel in Crown premises pay a standard
accommodation charge, reviewed by the Armed Forces Pay Review Body
(AFPRB), which includes an element to cover local authority rates.
This element is an average of contributions in lieu of rates paid by
the Rating of Government Property Department (RGPD) in England,
Wales, Scotland and Northern Ireland and the charges for married and
single accommodation are applied worldwide. It is not therefore
directly sensitive to the rate set locally. An important reason for
this arrangement is that Service personnel have little influence over
their postings and it would be inequitable to charge them differing
rates according to the location of their accommodation. Nor, since
they generally do not reside in the constituencies where their votes
are cast, can they influence local policy through the democratic

process. The proposals that you put forward would in effect abandon

The Rt Hon Nicholas Ridley MP



the principle, which I believe remains soundly based, that Service
personnel should make a uniform contribution regardless of where they
are posted.

There would also be a number of practical difficulties with the
scheme as proposed. The suggested arrangements for registration and
payment of community charges place responsibility on individuals to
enter their names on a register in an area in which they are resident
and to remove themselves from it when they leave the area. The
majority of Service personnel and families are necessarily highly
mobile during their lives in or accompanying the armed forces. The
introduction of a system which required those living in Service
accommodation to register and re-register would present major
administrative problems and impose further burdens on the local
authorities involved in dealing with registration and the collection
of charges. I note that in Annex B to the paper it is recognised
that mobility would cause difficulty in some cases; my own view is
that this problem applies more widely than the paper perhaps allows
for. Similarly, I believe that the Annex may underestimate the scale

of the security difficulties involved.

I should prefer to adopt a different approach to the payment of
charges, whereby my Department would ensure that the personal
community charges for Service personnel, as well as Service
dependants residing in Crown property, are levied on a standardised
basis by including in accommodation charges a standard averaged
element to cover community charges. I suggest, too, that it might be
most convenient for the RGPD to continue to make the payments in lieu
to the local authorities (for both occupied and empty accommodation).
On this basis, the legislation would need to provide for an exemption
power for Servicemen and their dependants residing in Crown property.
Service personnel living in their own property would be expected to
make the appropriate arrangements for registration in their area of

residence.



The proposals put forward to deal with the position of diplomats
and visiting forces personnel in the United Kingdom suggest that
either my Department or the Foreign and Commonwealth office, in
conjunction with the Treasury, should negotiate, with other
Governments, the arrangements for recovery of the 'beneficial
proportion' of rates. I believe that these details would be better
handled by the Treasury and the Foreign and Commonwealth Office
rather than my Department, and assume that the Chancellor and the

Foreign and Commonwealth Secretary will take these matters in hand.
I am sending copies of this letter to the Prime Minister, the

Lord President, the Foreign and Commonwealth Secretary, other members
of E(LF) and to Sir Robert Armstrong.

\{ﬂm W

George Younger
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I . attach, as _requested in Mr Allan's note. of 11 September,

ROYAL HOUSEHOLD AND CO NITY CHARGE

a draft letter to No 10 showing the expected impacl ot the

community charge on the Royal Household.

2. The Keeper of the Privy Purse would not be prepared to
go quite so far as to say that he accepts that there would
not be an increase in the Civil List. The draft lettexr to

No 10 is therefore drafted to reflect this nuauce.

‘Nj {zﬁ#ﬁm Lp}ﬁ : g[ﬂ’vi ; L WAT—TS
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DRAFT LETTER TO:

Nigel Wicks Esqg
Principal Private Secretary to the Prime Minister
No 10 Downing Street

ROYAL HOUSEHOLD AND COMMUNITY CHARGE

Yo M/Ld(//w Mv/f‘ww-.te? /L,.,f

{ £ deat—with—
The Chancellor hras asked—me e —ttrr

ﬁ:] the effect

the communlty charge would havz ??the Royal Household.

Leon Sowe towtorivdene alnl Oz
B W vt ’ftfnw mw% 7 &Ww e

‘ t
¢ aJﬁ)
e *f ’gnd”4Hﬁdﬂ%~hnmm?1xﬁrﬁiﬁf?fz'I attach a table showing
‘& B,

EazﬂlJlj ~ the impact on those in the Household whéﬁggconditionﬁﬁj
. Ea“t_%take account of free accommodation and who

do. .not,: at ‘. present, ' pay..rates. These figures are

based on the DoE exemplifications of the level of

SRinsimne esiir

ST T wm

had been implemqpte@u [: ; Py
phas&n9~or_£gr ocal educatlon authorities

&f&eé) ILEA (Costs f%re-*expee%ed—-téz be signjifi jntly
reduced when Westminster and Kensington é;ﬁi_ailowed

charge that would a ;gwj%n 1987-88 11 the.  rafotn

The Treasur’}h,\has G 3 m‘ h c i At

e }vﬂﬂ\ ~0 eple)

.the public sector,




we do w/t “‘“4}} DENTIM&MW\

\ Ethere San. He ne- dpbantisn !the Citrdik

List to cover any additional costf\ @‘g do——so—weoutd
.—-"‘W—“‘M o

W i'he " Keeper of .the. Privy
Purse accepts that the Household staff w1lJ[Ee_caa9hJ\

if there are to be no exceptions Ef:r.naﬂ the general

rule though, naturally, he would prefer the C1v1l

List people to receive special treatment. ,u{ é
MJ’“}?I
4. As' ‘for the ' Reyal Family 1tself) M__

‘t‘h-a-gthe Queen and the Prince of Wales (as Duke of

Cor/r}ygl.l) will be exempt from the personal communily
I e 73 ..//'Eharge " A1l other Members will be subject to it
” i

‘,rzb) 2
s } .. \ and all Members (except for the Queen in respect

mmjf'

‘}j,wb‘ 4 | of Balmoral) will be subject to the standard community

‘Z@’»"’ 5,%&; e,!;k“ charge on second homes. éenbeﬁ—v{—ﬁle—neyai—sam&r

M‘ /S  whe—get—CiIvit—Eist—annuittes—WITI not be —abite—to-~
; v .
(s =, o D Ve (- B
e




CONFIDENTIAL

® 2600/058
. ANNEX A
IMPACT OF THE COMMUNITY CHARGE ON ROYAL HOUSEHOLD EMPLOYEES
WHO DO NOT AT PRESENT PAY RATES
Reimbursed at the flat rate
Living in: of the Community Tax
St James's Palace 19 @ £396 £ T.52h
Marlborough House Mews L A 1,584
Gladstone Court 2L ok 9,50k
Buckingham Palace 90 3 35,640
Royal Mews 113 - Ll 748
Kensington Palace 7T @ £370 2,590
Hampton Court Palace 16 @ £233 3,728
Windsor 129 @ £164 21,156

£126,4TL




CONFIDENTTAL

2600/058

ANNEX B

IMPACT OF THE COMMUNITY CHARGE ON EMPLOYEES OF OoTH#ER ROYAL HOUSEHOLDS

WHO DO NOT AT PRESENT PAY RATES

Reimbursed at the flat

Number of rate of the Community
Household of: Persons Tax
Queen Elizabeth The Queen Mother:
Clarence House 20 @ £396 £7,920
Royal Lodge, Windsor 8 @ £164 15812
£9,232
The Princess Royal - Gatcombe Park 3 @ £192 576
The Princess Margaret, Kensington Palace 3 @ £370 1,110
Princess Alice of Gloucester and
The Duke of Gloucester, Kensington Palace 4 @ £370 1,480
The Duke of Kent, St James's Palace 2 @ £396 792
Princess Alexandra, St James's Palace 1 @ £396 396
Thatched House Lodge 1 @ £212 212
608

13,798
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A C S ALLAN
21 September 1987

MR L WATTS cc Sir P Middleton
Mr F E R Butler
Mr Anson
Mr C D Butler
Mr Hawtin
Mr Potter
Mr Fellgett

ROYAL HOUSEHOLD AND COMMUNITY CHARGE

The Chancellor was grateful for your minute of 18 September and the
draft letter to No.1l0.

0.9 On reflection, he feels it is best not to write now, but to

keep the annexes to hand should the subject ag&?@ﬂébhji/;>
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1. MR\PPTTER ™' % FROM: N I HOLGATE sl

DATE: 02-0Oct-87 2,'0
2. PS/CHANCELLOR

cc: Mr Hawtin
Mr Fellgett

FAST TRACK SCHEME TO ABOLISH THE RATES: "THE TIMES"™ 2 OCTOBER
You sought advice on this article.

2 DoE officials advise us that it does not reflect discussions with Mr
Ridley and that they are not currently planning to put forward a
proposal along the lines suggested in the article.

A Nevertheless DoE has argued in the past that there should be a de
minimis 1limit for residual rates bills that would trigger their
abolition in a particular 1local authority, avoid the absurdity of
collecting very low bills and save administration costs. And apparently
Conservative councillors in low-spending areas have complained about the
transition to Mr Howard and Mr Chope, who have been touring the country
to explain the advantages of the community charge.

ﬂl! It is therefore possible that Mr Ridley may wish to propose an
a™ndment to the Rates Reform Bill in the coming months.

N I HOLGATE




TIMES

wlley planS\

o fast track
scheme to
7abolish rates

By Martin Fletcher, Political Reporter

ew plans under which low-

adult would pay a community

spending_councils, most of charge of £782, and in Hack-

them Conservative-con-
trolled, could by-pass the
phasing-in period for the
community charge are being
prepared by Mr Nicholas Rid-
ley, Secretary of State for the
Environment.

Mr Ridley, who in July
fought a fierce but unsuccess-
ful battle in Cabinet against
the four-year phasing-in per-
iod, is examining a number of
options that would allow some
councils to side-step it. The
frontrunner is a scheme under
which authorities whose rate
income fell below a certain
level before the four years was
up could scrap rates and
switch straight 1o the commu-
nity.charge.

' The higher the Government

set the threshold, the sooner
councils could switch over.
The:result would be a patch-
- work effect across the country
with some high-spending
councils operating the dual
system while others had only
the community charge.

Mr Ridley will need Cabinet
agreement for his plans and
stiff resistance is likely from
the Treasury, which wants to
prolong the rating system.

However he can count on
substantial support from Con-
servative councillors in the
regions who are resolutely
opposed to the phasing-in
period.

A principal reason for the
phasing-in period was 10
avoid sudden huge increases
for those in high-spending,
predominantly Labour coun-
cil aress. In Camden, north
London, for example. each

’

ney, east London, £691.

Low-spending Tory coun-
cils argue that the phasing-in
period will cause them
substantial extra costs and
work. Running arating system
and the community charge
simultaneously would involve
councils in sending out mil-"
lions of extra bills and in
taking on extra administrative
staff.

A senior source within the
Conservative-controlled
Association of District Coun-
cils said Jast night: “The'
Government has got a man-
date and therefore it is our job
to help introduce the commu-
nity charge. However we have
to. put down a very clear
warning that the phasing sys-
tem is most unsatisfactory and
very expensive. Our view is
that if we have to have a
community charge then let’s
get the transition period over
as quickly as possible.”

The phasing-in period is
due to begin in 1990 in
England, though in Scotland
and Wales the community
charge is 10 be introduced in a
single instalment. Legislation
is expected to be presented 1o
Parliament in November.
® Mr Michael Howard, Min-
ister for Local Government,
yesterday signalled the start of
the next stage in the campaign
to introduce the community
charge by challenging Labour
to say how it would replace
rates.

At next week's Tory con-
ference Mr Ridley will launch
a scathing attack on Labour’s
apparent inability to produce |
a preferable alternative !

Friday, October 2, 1987

e . S P i
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Break the”
law, urge
poll tax
militantsq

style town: hall - militancy .
_came back to haunt Neil

Kinnock yesterday.

~ Delegates urged councils

' break the law as part of their

. campaign against poll tax and
.refuse to implement the new
system.

Although law-

calls for

breaking were overwhelmingly

- defeated, the scene was set for
a repeat of the Liverpool crisis
which saw 47 Labour council-

- lors surcharged for flouting

. rates laws.

t Afford

Poll tax will come intoeffect
in Scotiand in 1989. In England
‘and Wales the Government
plans to phase it in over four
years, starting in 1990.

Glasgow delegate Willlam
Hamilton said the only way
Mrs Thatcher's plan would be
defeated was through protest
action.

‘Some of you may baulk at
the legal implications,’ he said.
‘But if the only way to protect
the interests of the low paid,

nsioners and the unemployed
E by breaking an unjust law,
then so be it 3

Local Government spokes-'

man John Cunningham dis-
missed calls for lawbreaking,
saying: ‘We cannot. afford to
make the same errors of past
campaigns against the Rates’
*Act)’ A

to.

/( )
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A C S ALLAN
6 October 1987

MR HOLGATE cc Mr Hawtin
Mr Potter
Mr Felgett

FAST TRACK SCHEME TO ABOLISH THE RATES

Thank you for your minute of 2 October. You may also like to see

the attached article in the Independent on Saturday, 3 October.

A C S ALLAN
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Saturday, October 3, 1987 s
aX % eclit 'S;l()lll_d 2 THE INDEPENDENT
replace child beneﬁ£

By Peter Hildrew, Social Under his scheme, W
ices Correspondent mothers would have an amount
d benefit should be equivalent to child benefit
ed into a mothers’ tax allowed against their income
credit to rescue it from annual tax kability through their pay-

They also argucd that it would
be politically advantageous to im-
plement the poll tax fully before
the country again goes to the

lls. Transition would mean hav~
ing to forego the possibility of
picking up extra votes from those
who will gain from the Govern-
ment's most controversial first

Councils get
early poll
tax pledge

ideological debate, a leading as-you-earn coding. Non-work- . 5 ok session legislation. i

social security researcher ar- ing mothers would receive a from Rldl Mr Ridley s caamining a
gues in a paper published tax credit sum direct from the ey scheme which would cnable some
today. Inland Revenue. councils to switch over to the poll

tax immediately. The proposal
would rclcas¢ small, Tory-con-
trolled, and rural district councils’
from the transition period..
Although Mr Ridlcy lost a Cab-

Treating child benefit as an  Mr Berthoud says that many
abatement of tax to help to critics, fail to understand that
meet normal family costs, child benefit is designed to in-
?ixtt.her than as a weli;eaire hand- crease the incentive to werk.

would more truely reflect MRk
s eal purpise savs My Rie , HeUOTE " TS, ¢ S0P
ard Berthoud, senior fellow at gy gips Insiqute, 100 Park Vil
ta,emﬁ)ohcy Studies Institute in Inge Fast. London NW13SR. |
. i

By Colin Hughes
Political Correspondent

A CABINET Minister has told
some Conscrvative councils that ||| inet contest over transition, he
they may be allowed to introduce ||| believes he may still be able to
the pO“ tax in 1990, rather than rsuade co“eagues to agrec a se-
undergo 4 (ur-year transition pe- |- rccctive side-stepping of transition.

FINANCIALTIMES

: 2
BA ‘likely’ to
acquire |
more airlines 3
By Michael Donne, Aerospace

Correspondent

PRIVATISED British Airways

is likely to seek additional air-

line acquisitions beyond its

proposed takeover of British
ledonian, which has been re-

q:’l‘red to the Monopolies and
ergers Commission.

This view was expressed by
Mr Roy Watts, former deputy
chairman and chief executive of
BA, who is now chairman of
Thames Water. He retains avia-
tion interest as deputy chair-
man of Brymon Airways, the re-
gional airline in which BA has a
40 per cent shareholding. :

Mr Watts, writing in Airline

: Business magazine, said that
BA had the necessary strength
and aggressive attitude to pur-
sue further acquisitions.

*It will exploit its new-found
strength as a public limited
company in a way and at a
speed which will make govern-
ment reel,” declared Mr Watts.

He said that "the so-called
global airline trend” was about
acquiring route structure as
other large airlines had done
and were continuingtodo. -

»Such carriers are primarily
private-sector carriers, . not
awned by government,” he said.

—— .
MRS O v s e, g

riod lasting well beyond the next
election.

- Nicholas Ridley, Sccretary of
{ Statc for the Environment, met
g Tory councillors at a private
meeting in London to discuss
their anxieties about the poll tax.

Government’s plans was that the
proposed transition period would
be administratively complex, be-
causc the new system and the cur-
rent domestic rating system would
run in tandem for four ycars.

The councillors said inability to
understand how their payments
had been caiculated could put
voters off the reform, when onc of
its intended bencfits is its com-
parative simplicity.

Their principal objcction to the

FINANCIALTIMES

Buy a stake in a holeg‘27

AND NOW for something com-
pletely different . . . investors
are about to be presented with
the opportunity of buying
shares in something which does
not even exist, nor seems likely
to earn a penny of revenue
until at least 1993, -~

1t is, of course, the Channel
tunnel — or more accurately
Eurotunnel, as the joint Anglo-
French venture has been
dubbed — which this week
launched the marketing cam-
paign for its equity offering
scheduled for November.

The Eurotunnel issue is not
a privatisation. The project is
already a wholly private sector
venture being carried out by
companies on both sides of the
Channel at an estimated cost of
£4.8bn. 1

To provide a safety margin
above the likely construction

costs, a total of £6bn is being

raised. Most of that will come
in the form of bank loans: only
about £250m has been raised in
equity finance through private
placings so far. - November’s

public share offering will raise
a further £750m.

. Of the shares to be issued,
about £300m worth will be
sold through simultaneous
public offerings on each side
of the Channel and the rest
will be allocated to other inter-
national stock markets.
makes the UK public offering
a tiddler next to BP’s £7.5bn
call this month.

This is therefore not going to
be an jssue to widen share
ownership. Indeed, Eurotunnel
made it clear on Thursday that
it was looking for well under
1m sharcholders in order to
give people sensible allocations,
and that in the event of a heavy
oversubscription it would ballot
ruthlessly to cut the numbers
down.

Will this prove necessary?
Opinions are divided. Memories
are still fresh of last year’s
near-disastrous lack of response
to the equify placing with in-
stitutiohat investors in the UK.
‘But there is now much mare
confidence -that _the project is
actually going to be completed;

That~

the revenue forecasts Wive be-
come considerably more opti-
mistic; and throwing the issue
open to the public seems likely
to generate a much higher
degree of interest than Ilast
year's low-profile issue.

Whatever the odds, Euro-
tunnel is taking no chances.
Yesterday it launched an inten-
sive UK marketing campaign
for the flotation. featuring ad-
vertisements in newspapers and
on television. Further, it re-
vealed that private investors
will be offered travel-related
perks for as long as they hold
on to their shares: details of
these will emerge later this
month.

Perhaps controversially, in
the light of recent events, the
company is also hedging its
bets by declining to outlaw mul-
tiple applications. = It argues
that the likely nature of the
allocation will discourage them
because a single largé applica-
tion will probably stand a better
chance than many small ones.

; - R.Th



is heading for another batile
with the Treasury after
confirming yesterday that he
intends to reopen the Cabinet
argument over the new
community charge.

‘He made clear in a tele-
vision interview that he was
considering not only whether
the the poll tax should be
phased. but whether it could
be introduced at varying paces
in different parts of the
country.

. The Cabinet agreed 1n July,
against Mr Ridley’s advice. to
adopt a four-year phasing-in
period when the community
charge would run alongside
the rates.

Mr Ridley would have pre-
ferred the poll tax to be
introduced in one straight
instalment. Until quite late in
the debate he had the backing
of the Prime Minister, but she
eventually sided with the
Treasury, who argued for a
lengthy phasing in because it

wanted to prolong the rates for
as long as possible.

Strong backing for Mr
Ridley’s original position sur-
faced at the Conservative
conference in Blackpool last
week. It was enough for him to
say that the issue would be
looked at again.

But Treasury sources made
plain vesterday that they
would fight against Mr Ridley
rgopening the issue.

One said: “For all those
speakers saying the charge
should be introduced in one
go you could have found
others equally adamant that it
must be phased. Just ask a few
London MPs and ministers."”

have ‘any hope of reopening
the issue, Mr Ridley would
first have to be certain of a
substantial body of support on
the Conservative back-
benches.

On the London Weekend
Television programme Week-
end World, Mr Ridley said he
would ask his colleagues to
reconsider the phasing ques-
tion. **"We will do that and let
the world know when we have
decided.”

But he said the charge could
come in at a varied pace
according to the gap between
what people now paid and
what they would be asked to
pay. If that was small they

; could start straight away, but
if there was a big change in
prospect, more time was
desirable.

It appeared last night that to

THE TIMES.
. ey renews poll tax
Shattle with Treasury

I By Phi"ebster, Chief Political Correspondent |
Mr Nicholas Ridley. Secretary PR

of State for the Environment.

£ b
. The main reason for phas-

Ing was 10 avoid sudden huge-

Increases for those in high-
spending. predominantly Lab-
our councils, £

® The rates bills of many
homeowners will nearly treble
if the Government is forced to
drop the poll tax proposal and
called for a revaluation
instead.

. Hardest hit would he res.
idents of terraced houses in
northern towns. such as Shef:
field and Newcastle, a study
carmed ont by chartered
surveyors Fuller Peisner has
revealed.

Those in flats and detached
houses should fare better with
some seeing their rates cut by
as much as 10 50 per cent.

Domestic Rates: The

Significance of No Change
examines 131 homes in nine
English and Welsh cities and
finds wide variations in rental
values since the last revalua-
tion in 1973.

Mr Alick Davidson, head of
research, said: “If, due to the
criticism of the community
charge proposals, the Govern-
ment decides to retain the
current domestic rating Ssys-

" tem. a revaluation would need
to be undertaken to readjust

the present imbalance.

“It seems likely that the
reactions to a domestic
revaluation, where many
lower and middle income
groups would face much
higher rate bills. could be just
as heated as that generated by
the community charge
proposals.”

- 2 Mia v
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Ridley to
seek ways
of speeding
poll tax ¢,

By John Hunt,
Parilamentary Correspondent

WAYS of speeding the introduec-
tion of
J the so-called poll tax, are to be

examined after pressure at last
week’s Conservative Party Con-
ference for earlier implementa-
tion, Mr Nicholas Ridley, Envi-
ronment Secretary, confirmed
‘yesterday.

the community charge,

Interviewed on London

Weeekend Television’s Week-
end World, he indicated that it
might be possible to phase in
the tax at different speeds in
different areas.

In an area where there was

not likely to be much difference
. between the community charge
i and the present local authority
i rate, it would be possible to
| make the change quickly.

!

"But if there was a very big

‘change in their area perhaps
i more time would be highly de-
sirable,” he said.

It was put to Mr Ridley that in

effect that would mean that the
poll tax would be introduced
more quickly than the original
four-year phasing-in period, but
that it would not be done uni-
formly throughout the country.

*1 will be looking at the whole
of the transitional period and
get my colleagues to see what
they think,” he replied.

The Secretary of State denied

{ that the collection of tax would

5; lead to large numbers of "snoop-
ers” and an infringement of civil
- liberties. "We don’t intend to go
into draconian methods of col-

e ks 1pr!)

lection,” he said.

He was pressed to say wheth-
er collection would involve ac-
cess to Department of Health
and Social Security records to
track down evaders. Mr Ridley
replied that it was not the Gov-
ernment’s intention to ask for
such powers at the "first stage”
of introducing the community

oh

aree,

on ratepayers,
Secretary Nicholas
cated yesterday.

in 1990.

the gap for many

Ridley may give g

THE method of switching from
rates to the controversial com-
munity charge could vary In
different parts of the country.

The speed at which the system
will be introduced may be geared
to the financial impact it will have
Environment

Ridley indi-

In areas where there is likely to
be little cash difference between

the rates and the new charge, the'
changeover could be ‘at a stroke

But in areas like London, where
residents 1S

poll tax

expected to be far greater,

longer phasing-in period could b‘e
arragnged, Mr Ridley said on ITV's

Weekend World.
Swift

st week's Tory conference in
Bltzkpool signalied Mr Ridley that
party vyorkcrs

prefer a swift changeover |pste§d
phasing-in

most grassroots

of the four-year
planned by Whitehall.

Many senior Conservatives fear
that a phased introduction in the

- B

~ gaily Mail
round on his

early 1990s would coincide with
the next General Election.

On the other hand, a once-and-
for-all introduction .nationally in
1990 could have: a devastating
impact on many families’. whose
bill would double or even treble.

A leading Tory opponent of
the Community . Ch ,, former
Environment Minister Sir George
Young, said he will be seeking
h to h a Bi
is pr ted to the Commons.

He will campaign to take the
poor out of the Community Charge
altogether. At present they are
facing demands to pay ‘atllnst 20
per cent. : et
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TRANSITION TO THE COMMUNITY CHARGE

i We wunderstand that Mr Ridley intends to minute the Prime
Minister within the next day or so noting the demands at the
Party Conference for full introduction of the Community Charge
(CC) in England in 1990, and undertaking to put revised proposals
on the transition to the CC before E(LF) very soon. Cabinet

. Office believe the proposals could be discussed at the earliest
at the next scheduled meeting of E(LF) in the week beginning
26 October.

2. Our understanding is that DOE officials are working on the

following options:

a an: sunrestricted’ iright for, “tocal. anthordities,to

"opt out" early of domestic rates and move wholly over

i T
/; u~uaj&\ toithewCCi;

1573 a restricted right to opt out, if +the average
residual rate bill in an LA fell below a given level;
Mr Ridley is not attracted to this option because he
believes low spending councils with high rateable values

in the South would not be able to switch quickly to

‘ the CC;




7
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£

c. a Fiene to opt <§EE; if the Community Charge is

d?gig;; a certain level; this alternative form of b«,

again a selective approach, is preferred by Mr Ridley.

Other possibilities (rejected earlier) such as full introduction
of the CC outside London and a phased approach within London,
may also re-emerge. We have pressed DOE officials to give us
an early sight of detailed proposals (still to be properly

developed on "opting out").

Assessment
B The arguments of substance for a four year phasing-in of
the CC which you presented at E(LF) remain sound. They are based

on the distributional consequences of full introduction of the
€C .. in. 1990 for middle income local taxpayers in low . rated
properties, for adults paying local taxes for the first time
and for all local taxpayers in London and some parts of Lhe North
- and on their likely political response. These arguments should

carry the same weight as before.

4. We have doubts about the practicality of opting out schemes
(quite apart from the inevitable inequity of treatment between
different parts of the country). If a county opted out but none
of its constituent districts did, there would be extraordinary
administrative complexity: indeed the costs of transition could
turn out to be greater than under the 4-year phasing-in. And
changes in political complexion, leaving an unwilling authority
5 (0] administer a 'premature’ CC, would also —cause major
difficulties. But we will need to consider the detailed schemes

before offering further advice.

55 But, whatever the arguments of substance and practicality,
Mr Ridley believes he has important support for more rapid
introduction of the CC. He will adduce not only the reaction
at the Party Conference but also the views expressed by
Conservative Councillors and some businessmen to Mr Howard and

Mr Chope at meetings organised around the country to generate



.support for rates reform. The Association of District Councils

is also about to come down against phased introduction of the
CES And our understanding from Cabinet Office is that the Prime
Minister is also minded to support a faster introduction of the
ces

6. Mr Ridley clearly believes he detects important changes
in the balance of opinion on the right transition of the CC.
But he would do well to tesl wider political rcactions before
jumping in to alter the present transition proposals. These
proposals were only announced in July: 1t would be very damaginy
politically to <change tack now and make a further public
announcement only to have to alter course for a third time (ESEEEE

including the Green Paper scheme) in response to backbench or

House of Lords pressure.

I Subject to clarification of DOE's new proposals, we would
welcome confirmation that our starting point at E(LF) should
be to argue for no change to the announced 4 yedr Lransilion
period to the CC in England.

Exwr:s H P ottw

B H POTTER
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TRANSITION TO THE COMMUNITY CHARGE
The Chancellor was grateful for your minute of 13 October.

2% The Chancellor agrees with your recommendation that our
starting point at E(LF) should be to argue for no change to the
announced four year transition period to the Community Charge in
England. Another point is that providing an option will ensure
that it is grasped by those councils that wk&x to inflict maximum
political damage on the Government.

C;}AE?

CATHY RYDING
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DEPARTMENT OF HEALTH AND SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SE1 6BY
Telephone 01-407 5522
From the Minister of State for Secial Security and the.Pisabled

g Caﬁﬂ735CﬂE“kﬂv'i
- | 2 1ocT 1987

Michael Howard Esg MP g
Minister of State for Local Governmen‘zzﬁb//ﬂ7
Department of the Environment et 2ffer

:‘O:SZ:ham Street ‘._‘CX ‘/L/ﬂg;e/ 20 0CT 1987
SW1P 3EB : WM( M Prood

1\ ; I Codonare Dt A, Y/ 24
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COMMUNITY CHARGE REBATES - MEMBERS OF RELIGIOUS ORDERS

i

Thank you for your letter of 11 September.

Anomolies will be created whichever way we decide that monks and nuns are to
be treated. I accept that if they are to be totally exempted from community
charge liability, we would be creating yet another exempted category from a
charge which we have agreed should be universal. However if we are to require
them to make payments, they will be unable to do so since they have no income
of their own and, since they are ineligible for means-tested benefits, will
receive no compensation towards their contributions; presumably their orders
would have to pay and my understanding is that the orders would be under no
legal obligation to do so. And if they are to be brought within the scope of
means-tested benefits for the sole purpose of having their community charge
liability rebated, it will be necessary for each monk and each nun to make an
individual rebate application and have his or her income individually
assessed; this would require us to make regulations indicating how the income
of members of religious orders were to be calculated, and would open the way
to them being made eligible for income support and housing benefit.

In my view the best solution to this difficult problem would be for members of
reigious orders to be treated in the same way as full-time students; they
would appear in the community charge register but would be exempted
automatically from 80% of their liability. This would not get round the
problem of requiring them to make payments from their non-existant incomes,
but would at least show that we were requiring them to pay something.
Presumably all members of religious orders would, if assessed, be eligible for
the maximum 80% rebate in any event, but entitling them to an 80% exemption
would have the enormous advantage of leaving them outside the scope of
means-tested benefits. I should stress that the exemption would apply only to



s B e b -

-

those members of reigious orders who are wholly maintained by their orders and
who are therefore at present ineligible for means-tested benefits anyway. I
do not accept your argument that this exemption would encourage ministers of
religion to press for similar treatment; ministers of religion have
clearly-defined personal incomes and are already within the scope of
means-tested benefits.

I hope you will be able to agree this proposal. Pressure on behalf of members
of religious orders appears to be mounting, and they seem likely to attract
attention that is disproportionate to the numbers involved.

I am copying this to John Major, Ian Lang and Wyn Roberts.

VNM A '
N(W\.

NICHOLAS SCOTT 2
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FUTURE OF LOCAL AUTHORITY CAPITAL CONTROLS

E(LF)(87)41 sets out the Secretary of State for the Environment's
proposals for a new control on local authority capital borrowing.
Mr Ridley is seeking colleagues' endorsement of the broad outline
of the system and agreement that a consultation paper should

be prepared.

2% The proposals were foreshadowed in my minute of
27 August and we recommend you accept Mr Ridley's proposals
which fully reflect our comments. The Chancellor has commented
that the scheme looks promising but the key problem 1s creative

accounting (discussed in paragraph 11 below).

Background

el The Government needs to reform the present local authority
capital control system, first because it failed to stop massive
overspending in the past and second because the growth in spending
power from accumulated receipts has reduced the scope for
allocations. The overspending problem is now less serious -

partly because allocations have been cut to reflect the growth

CONFIDENTIAL
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in spending power from accumulated receipts but also Dbecause
in-year receipts have recently been higher than expected. The
latter has helped us to keep within the cash 1limit on net
provision. But the reductions 1in allocations mean the present
system 1is not good at matching provision and hence resources
to needs. Services which generate few receipts - Transport,
Education and Personal Social Services, suffer as a result.

e Broadly two approaches were open (others floated earlier
in the Green Paper and a Consultation Document have failed to
attract support). The first was to improve the present system

which aims to control expenditure:
- to stop the 'cascade' of receipts

- to allow Ministers to take account of access to capital

receipts when distributing allocations; and
— to outlaw creative accounting etc.

But 1local authorities would not accept the further tightening
of what is seen as an unfair control system, in order to achieve
G We have concluded, like DOE, that a new approach which
can, inter alia, address these problems should be introduced.

The Proposed Scheme

= The DOE proposals aim to control capital expenditure

principally by controlling borrowing for capital purposes and
the use of capital receipts. The scheme would leave 1local
authorities free to finance extra capital spending on top of
that from own current revenue (ie local taxes), subject to the
same constraints they face on current spending. The proposals

are set out in Annex A; in summary they are:
(1) control over new capital borrowing;
(ii) control over use of accumulated and in-year capital
receipts; 50 per cent of all cash backed receipts

to be paid into new debt redemption funds and used

to reduce net indebtedness;

CONFIDENTIAL
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(1iii) only temporary borrowing for revenue purposes allowed
as at present;

(iv) local authorities allowed to draw on revenue balances

as at present;
(v) capital borrowing to be broadly defined to include
creative financing deals that postpone costs into

the future.

Asscssment

5.3 The Treasury's main objectives from the new capital control
scheme are to control gross capital expenditure; to ensure better
influence over the LABR; to achieve a closer match between
resources and needs; to encourage asset sales (so as to reduce
net provision); and to curtail as far as possible creative

accounting.
(1) Control of capital spending

6 The proposals allow central government to constrain local
authority spending financed by borrowing. Annual: Admifs "loe
such borrowing will be issued, and they are likely to be used
ISt s It should therefore be possible to forecast better
the use of borrowing than the present use of allocations. Once
the community charge is 1in place there will be no reason in
principle to control local authority capital spending financed
from local income more tightly than current spending financed
the sSame" way. So no separate control over 1locally financed
capital spending 1is proposed; 1in practice, any substantial
spending financed in this way would require significant increases

in community charge.

T- We agree that restriction is needed on capital spending
financed from the &£10 billion accumulated receipts, so as to
preserve some room within the expenditure plans for new borrowing

permissions. But this is 1likely to be contentious and may well

CONFIDENTIAL
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lead the Local Authority Associations to contest the proposals.
At present, the principle is that all capital receipts can be
used eventually; under this scheme, some proportion (probably
50%) will be used to redeem debt. It will be difficult to get
this accepted: but it is an essential feature, if the 'cascade'

problem is to be overcome.
(ii) Control over LABR
8. The new proposals will affect the LABR in five ways:

(1) new capital borrowing will be annually controlled

and the permissions issued by central government
are likely to be used in full, so this element of
the LABR will be predictable. If a local authority
has a surplus on revenue account in one year it
will be allowed to lend those revenue balances to
its capital account provided this 'internal lending'

scores against the borrowing limit.

it ) repayment of outstanding loans. Local authorities

are required to make provision for debt repayment
from their revenue accounts, and those payments
help reduce the LABR. The size of these provisions
will now be regulated to stop creative accounting
devices. This will help improve our ability to

forecast these flows.

(iii) capital receipts will be controlled. We will need

to forecast in-year receipts as at present. We
will also have to forecast Lhe likely use of capital
receipts to increase spending; but this second source
of error in the LABR forecast will become of less
significance as the stock of accumulated receipts
falls.

(iv) revenue balances. Local authorities will remain

free to draw on revenue balances.

CORHBLNTIAL
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(v) temporary lending for revenue spending. Local
authorities will retain some ability to borrow in
lieu of revenues receivable in year but not received,

though we are aiming to ensure this borrowing is
repaid when the revenues are received.

9. The proposals should help improve understanding of the
relationship between constraints on 1local authority spending
and the LABR. We expect significant improvements on items (i)
(ii) and (iii) above. Local authorities will retain flexibility
on (1v) .and :(v). But if we removed that flexibility 1local
authorities would end up sending all unexpected bills to central

government.
(iii) Matching Resources and Needs

10. Ministers will be allowed to take account of spending power
from receipts when distributing borrowing permissions. This
will improve the match of needs to resources and should command
support from Departments and 1local authorities. Lteswills glso
help to resist pressures for higher spending eg as advanced

by Mr Baker in the Survey.
(iv) Asset Sales

11. Any improved matching of resources to needs, however, means
that 1oeal authorities wlill ‘tend to have less incentiveyto
generate receipts (it will lead to fewer borrowing permissions).
But so far as housing is concerned, sales are in any case largely
driven by tenant demand. Moreover, i1if only a proportion -of
receipts is taken 1into account, LAs will retain  some incecentive

to 'sell assets. And other manipulations 1like taking account
of  potential rather than actual receipts could help sustain
the dincentive. But the biggest disincentive to sales is the

intention to set aside around 50% of receipts for debt redemption.
On balance, the new scheme must involve rather 1less incentive

for the LA to generate asset sales.

(v) Creative Accounting

12. Creative accounting deals will score against the annual

CuNFIDENTIAL
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borrowing 1imit or be banned. Officials are making good progress
on a suitably wide definition that catches all such deals. This
work needs to be completed so the results can be reflected in
the proposed consultation paper.

Housing

13. It 1is intended that housing should be outside the scope
of this system. DOE are revising their proposals for a separate
local authority housing regime. For central government planning
and control purposes it would be possible, if necessary, to
split housing from other 1local authority capital spending and
run the two regimes separately. But we shall need to 1look
carefully at the implications of a separate ring fenced housing
system. For example, if 1local authorities' freedom to vire
housing receipts to other services were ended, this would increase
pressure for more borrowing permissions for education and "other

services".

Conclusion

14. We recommend that you endorse the broad outline of the
scheme. The next step will be the preparation of a consultation
paper. We will need to be involved at official level.

S
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ANNEX A

THE PROPOSED SYSTEM
The details are set out at paragraphs 5-9 and Annex A ¢to
E(LF)(87)41.

Annual approvals for borrowing to finance capital spending

2 Local authorities will be given annual borrowing approvals.
But if a local authority is running a surplus on revenue accourt
it will remain free to lend that money to capital account,
provided that 'internal 1lending' scores against the borrowing
permission. If the revenue balance is run down in subsequent
years, the authority will be able to externalise the 1lending
= Inereasing the LABR. Thls basic approach 1ls favoured by loeal
authorities which generally accept the need for central government
control on borrowing.

Creative accounting

3. Creative accounting deals will score against the annual
borrowing 1limit or be banned. Officials are making some progress
on a suitably wide definition that catches all such deals. This
work needs to be completed so the results can be reflected in
the proposed consultation paper.

Capital receipts

4, Spending power from capital receipts will be tackled 1in

three ways:

(a) the notional spending power from non-cash backed
receipts will be abolished = reducing the level of
accumulated receipts by around 40 per cent. Ehils
spending power can only be used if cash 1is found
from new 1in-year receipts or revenue account and
bolh Lhese sources of cash can be used Lu lncrease

capital spending under these proposals.

CONFIDENTIAL
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(b) It is proposed that 50 per cent (or so) of all cash
backed receipts will have to be set aside to repay
debt; otherwise the receipts can be freely used for
capital spending. This is a broadbrush way of ensuring
that when assets are sold a proportion of the receipts
are used to repay the loans incurred when the assets
wecre created. It will also stop the cascade of
accumulated receipts and ensure the backlog is quickly
run down.

(c) Ministers will be allowed to take account of spending
power from receipts when distributing borrowing
permissions. This will help match needs to resources.
The drawback 1is that it will reduce the incentive
to generate new receipts. So . far 'as ‘housing 1s
concerned sales are largely driven by demand from
the tenant. And Ministers will be able to ensure
that some 1incentive 1is ©retained by not reducing
borrowing permissions by 100 per cent of spending

power from receipts.
Debt redemption

bie Regulations will be introduced to ensure local authorities
do make adequate provision for debt redemption from revenue
account. A few 1local authorities have been manipulating the
provision they are presently expected to make to reduce spending
for RSG purposes.

Calculation of borrowing approvals (Paragraphs 10-11 of E(LF)
paper).

6. Initial calculations suggest borrowing permissions under
this system will be slightly higher than allocations would be,
largely because the category of non-prescribed (uncontrolled)
capital spending will be abolished. However, the growing spending
power from receipts under the present system will probably squeeze
the room for borrowing permissions in 1990 below current levels
of allocations (unless provision is increased). Once the proposed
system 1is 1in place, spending power from accumulated receipts

CONFIBENTIAL
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1s 1likely to be used up more quickly than new spending power
is generated. This will increase the 1level of new borrowing
permissions consistent with a given level of provision, easing
the Survey pressures on local authority capital.

Thic Spending departments may be eager to discuss how the
proposals will affect them. Officials have had a preliminary
discussion of the Survey arrangements and no difficulties have
emerged - however decisions are not needed until 1989. Three

points are clear:

(i) the Tlarger the percentage of receipts set aside
to repay debt, the greater the room for borrowing

permissions;

(41 ) if 50 per cent of capital receipts have to be set
aside for debt redemption as now assumed, the room
for borrowing permissions will be higher than it
would be fore allocations (for a given 1level of

provision and receipts);

(iii) It will be possible for departments to take account
of a proportion of spending power from receipts.
So each department could determine a gross needs
figure that included an element of spending power
from receipts, as well as new borrowing permissions.
This will substantially increase the scope for

matching needs to resources.

CONFICENTIAL
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E(LF): COMMUNITY CHARGE = TRANSITIONAL ARRANGEMENTS FOR ENGLAND

In E(LF)(87)42 Mr Ridley seeks agreement to an opting-out power,
that would allow an individual 1local authority (LA) in England
to introduce the Community Charge (CC) in full before 1994. Opting
-out 1is presented as an addition to the transition arrangements

for the CC agreed and announced in July.

28 The paper 1is vague on the proposal and 1its effects.
Mr Ridley is probably only aiming to get agreement that a scheme
be examined further. To defeat opting-out at this stage, you
need to demonstrate that such a scheme is wrong in principle

and cannot work in practice. The key arguments are set out below.

The case in principle

3e "Paying for Local Government" is a major change in the system
of local government finance. Business is therefore to be allowed
five years for the transition to the National Non-Domestic Rate
(NNDR); and each local authority will have a four year safety
net to adjust its finances to the new PLG regime. Now Mr Ridley
is proposing that individual taxpayers would have no time to

adjust, if their council opts out.
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"' Allowing a local council to decide whether and when to impose
a new tax burden - not directly related to its own expenditure
levels - 1is of questionable propriety; it will be seen as
iniquitious and unjust; and it will create scope for local councils
to manipulate the system and embarrass the Government (see

paragraph 8).

5 g The CC is widely referred to as the poll tax; it involves
major new tax burdens for adults paying local taxes for the first
time; for middle-income local taxpayers in low-rated properties;
and for most local taxpayers in inner London and some in certain

parkts:.of tithe. “North. But the effects on local taxpayers can be

moderated significantly by the transition; and that was why
Ministers agreed on a transition period in July. Opting out
would impose larger burdens earlier - making the CC particularly
unpopular in the sensitive early 1990s. Annex A gives examples

of the size of the likely effects.

The practical objections

6. The proposed scheme will not in practice satisfy the demands
Erom ‘those  .councils, -whicech, after transition,: ' benefit -from' the
CC and which wish to bring forward those benefits to 1990. As
Mr Ridley notes the safety net (which phases in the new grant

plus NNDR entitlement for each LA over the transition period)

will have to be retained. As a result the full CC in such areas
in 1990 is 1likely to be above the full CC in 1994, once safety
net payments have been phased out. How many local councils will

wish to impose high initial levels of CC in 1990, particularly
on new taxpayers/electors, even if it does allow them to abolish
rates? We doubt whether many sympathetic councils would in
practice opt out; and their reluctance to introduce the CC would

be politically awkward to explain. Annex B sets out the details.

Jh-, There are also worrying public expenditure implications
in Mr Ridley's proposed scheme. If such authorities did opt
out, they would be able to disguise major increases in their
spending. As safety net payments were phased out the CC ought
to fall; but the council could instead maintain its CC (or moderate

the reduction) in order to finance higher spending in a relatively
painless way. Details are in Annex B.
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8. Opting-out would 1lead to inequities between one area and
.zother; invidious comparisons of local tax burdens between
continguous areas would no doubt add to the political problems
of introducing the CC. And there would be scope for local councils
to embarrass the Government. An authority opposed to the CC
but benefiting from the safety net could introduce it early -
and blame all subsequent increases (to finance the phasing out

and the safety net and higher spending) on the Community Charge.

9. Opting out would also add to prcssures on income support
compensation. So long as E(LF) accepts shortly the principle

of basing compensation initially on a national average bill,

tV’Q} opting out in an LA will automatically penalise many single and

some couple claimants relative to those in other areas. This
would lead to pressure for higher compensation and hence higher
’public expenditure. There would be political difficulties in
defending patterns of compensation (and as noted earlier local
tax payments) that varied across the country for reasons unrelated

to a local authority's expenditure.

10. Finally, opting-out is 1likely to be administratively awkward
and, at a 1local 1level, a 1likely source of political friction.
We understand that individual districts will have the right to
opt out on behalf of all the authorities for which they collect
revenue. Therefore, within an individual county, there could
be wide variations in the amount and type of charges that people
will be paying. This will obscure accountability; and it will
lead to unwelcome friction between counties or Joint Boards and
some;-ofi "their {districts. Also changes 1in political complexion
leaving an unwilling authority to collect CC "prematurely" would
also ' ereate  difficulties, " not least +in' collection: Al ssuch
complexities are likely to end up in calls for higher grant.

Resource implications
ll. Because of the safety net, there will be 1little resource

gain to the economy from greater local accountability and hence
lower LA spending over the transition period. Mr Ridley believes
there could be resource savings over this period, if opting out
reduced 'dual-running' costs. However the administrative
complexities within county areas will mean that a good part of
this potential saving cannot be realised. And, in our view,

the pressures for higher 1local authority expenditure opened up
by opting-out (eg in areas where the CC ought to but does not
fall and on income support) could more than outweigh these.



Timing of further review

12. Mr Ridley will make much of the Party Conference support
Forivas vapide introduction . . of ""the 'CC. (It seems probable very
few representatives were aware of the consequences for their
CC, because of the need to retain the safety net). He will also
refer to the favourable reactions to the CC around the country
at meetings led by Messrs Chope and Howard. But the more recent
rejection of the CC by the CBI and the National Association of
Ratepayers would suggest thére is some way to go in getting the

message across in full.

13. TIf pressed to allow further investigation, you could suggest
that the presumption should remain that there will be no opting
out. It would be embarrassing if the right to opt out were now
aired only to discover that opposition in Parliament (and the
expected stronger opposition in the Lords will not be evident

until next spring) means the Government has to reverse tack.

Conclusion

14. Having reluctantly accepted a four year transition from
rates to the CC, Mr Ridley now wishes to give LAs the right to
introduce the CC in full completely in 1990. In our view, the

proposals are wrong in principle and would not work in practice.

BARRY H POTTER



COMMUNITY CHARGE TRANSITION 1990 ANNEX A

Community charge a major change to the tax system: individuals, like
business and LAs must have time to adjust.

Effects of Mr Ridley's proposal:

- for two child families, a full CC bill in 1990 (£224 per
capita) would exceed the benefit they have obtained from income tax
cuts since 1978-79 at all earnings levels up to about average
earnings.

(190

- the immediate increase in the charge over the previous rates bill
could exceed the gains from a 3 pence cut in income tax for five
million tax units.

— families could be asked to pay a high CC immediately of about £500
in outer London and the home counties. For those in modest housing,
(80% average rateable value) this represents an increase of over 20%
in many boroughs and nearly half the English counties.

—.f this increase, at least half would be due entirely to the council's
decision to opt out in 1990.

- for single people, who have never before paid local taxes, opting out
would entail a charge of over £200. Someone on three quarters' average
earnings would face the equivalent of a 4 pence rise in income tax.

Examples are given overleaf for a selection of boroughs and districts.

For instance, a married couple with two children in a modest house in
Barnet would face a 21% increase in their local tax bill if Barnet

opted out in 1990. Two thirds of this increase would be due to the council's
decision to opt out. Single people in the borough would face a charge of
£317, well over the national average of £224.
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COMMUNITY CHARGE TRANSITION 1990 ANNEX A

This table shows the increase in local tax bills which
would result for a married couple in a house worth 80% of the

average rateable value

of the area if the CC was introduced

in full in 1990. It also shows the single CC payable

Inner London
Kensington and Chelsea
Westminster

Outer London

Barnet

Brent

Bromley

Croydon

Enfield
Kingston—-upon Thames
Merton

Kingston—-upon Thames

Metropolitan districts
Birmingham
Counties (district)

Beds (Mid Bedfordshire)
Berkshire (Wokingham)
Bucks (South Bucks)
Cambs (Huntingdon)
Cheshire (Congleton)
Dorset (Bournemouth)
E Sussex (Hove)
Essex (Basildon)
Hampshire (Winchester)
Hereford (Worcester)
Herts (St Albans)
Kent (Tunbridge Wells)
Leics (Blaby)
.Norfolk (Norwich)
Northants (Kettering)
Oxford (Oxford)
Somerset (S Somerset)
Suffolk (Ipswich)
Surrey (Elmbridge)
Warwickshire (Rugby)
W Sussex (Horsham)

Increase in liability
from full introduction of CC

in 1990.

Rates CC Increase of which

1989-90 1990-91 on 1989-90 due to

opt out
(1) (2) (3) (4)
=(2)/(1)=1

484 TR S 61%) | 45%
649 1056 ( 63%) | 51%
R24 634 ( 21%) == 14%
541 652 ( 21%) | 14%
344 434 ( 26%) | 14%
348 436 ( 25%) | 14%
370 4520 ( 22%) | 12%
397 504 ( 27%) | 16%
334 444 ( 33%) | 18%
433 582 34%) | 23%
3917 498 ( 26%) | 15%
429 50 = 19%) | 12%
434 498 ( 15%). 1 9%
660 794 ( 20%) | 15%
336 412 ( 23%) | 12%
355 428 ( 20%) | 11%
346 428 ( 24%) | 13%
342 470 ( 37%) | 21%
503 650 ( 29%) | 20%
387 466 ( 20%) | 12%
321 412 ( 28%) | 15%
502 592 18%) | 12%
282 354 25%) | 11%
367 444 ( 20%) ¢ | 11%
270 366 ( 36%) | 16%
292 384 ( 32%) | 15%
449 470 ( 5%) | 3%
297 372 28%)° . | 12%
330 430 ( 30%) | 16%
569 T 3200 29%) | 21%
355 444 ( 25%) | 14%
322 416 ( 29%) | 15%

Single CC
in 1990

{5)

389
528

317
326
217
218
226
252
222
291

249

255
249
397
206
214
214
235
325
233
206
296
17
222
183
192
235
186
215
366
222
208



TRANSITION 1990-1994 ANNEX B

Councils that would wish to opt out in 1990 will set high community
charges in that year because of the safety net. The charge in these areas
should drop until 1994. Examples are shown overleaf of a number of
representative areas.

The examples demonstrate:

— the unfair burden placed on many individuals in these areas if there
is no transition period.

— that in the intended decrease in the CC there is considerable potential
for overspending using part or all of the annual decrease.

— that over most of Southern England there is little incentive for counciis
to opt out unless they wish to conceal overspending.

— many charge payers in these LAs will not benefit financially from opting-
out early.

2o

1990~
14




TRANSITION 1990-94 ANNEX B

This table shows the fall in household bills for a married

couple if council spending did not change in real terms.

Community Community
charge charge Difference
1990-91 1994-95 from 1990-91

Inner London

Kensington and Chelsea a8 740 -5%

Westminster 1056 i 792 =25%

Outer London (16 out of 20 boroughs would have higher CC in 1990

than in 1994.)

Examples:

Barnet 634 | 444 -30%

Brent 652 i 566 =8 3%

Bromley Ly B 346 -20%

Croydon 436 i 316 -28%

Enfield 452 | 398 -12%

Kingston-upon Thames BA4Y al 424 -16%

erton 444 | 346 -22%

‘ichmond—upon -Thames 582 i 466 -20%

Metropolitan districts (West Midlands is the only metropolitan area
where a majority of districts end up with a lower CC in 1994.)

Birmingham 498 | 257/ -25%
Counties (In 21 counties, all or all but one district will have
(district) a higher CC in 1990 than in 1994.)
Beds (Mid Bedfordshire) 5107 4 466 -9%
Berkshire (Wokingham) 498 | 298 -40%
Bucks (South Bucks) 794 | 412 -48%
Cambs (Huntingdon) 412 i 362 -12%
Cheshire (Congleton) 428 i 374 =13 %
Dorset (Bournemouth) 428 330 -23%
E Sussex (Hove) 470 |} 348 -26%
Essex (Basildon) 650 i 518 -20%
Hampshire (Winchester) 466 | 360 -23%
Hereford (Worcester) 412 . | 300 AN
Herts (St Albans) 592 | 408 -31%
Kent (Tunbridge Wells) 354 | 304 -14%
Leics (Blaby) 444 | 378 -15%
Norfolk (Norwilch) 366 | 344 -b%
Northants (Kettering) 384 | 372 -3%
xford (Oxford) 4708, 440 -6%
Somerset (S Somerset) T2 4 356 -4%
Suffolk (Ipswich) 430" 4 384 -11%
Surrey (Elmbridge) F32 . 478 -35%
Warwickshire (Rugby) 444 | 360 -19%
i
I

W Sussex (Horsham) 416 298 -28%



. ANNEX C

. CC TRANSITION

The following is a summary of previous briefing lines on transition

and the safety net for England:-

Eor phasingeansofsCC

= Absolute levels lower in 1990 followed by gradual rise.
= Rates bills will be seen to fall.

= Smoother pattern of charges - fewer ups and downs.

= Changes in total tax liablity less in absolute terms.

= Gives individuals time to adjust.

. Against full introduction in 1990

= Eventual gainers in South would face higher initial

charge.

= Some would face bills which rise one year and fall

the next.

— Some households would have considerable increases 1in

total tax burden.

= Eventual losers in North would be shielded but then

face very high absolute increases.

= CC would be at its most unpopular in early 1990s.

- May face grant pressures to curb size of CC in South.

= Adults making first contribution to LA face high starting

levels.




Defensive on dual running

e Time to improve collection procedures.

= Calculated on per capita basis.

= Scope for cost reductions.

- Smaller net additions to income suport.

- Less chance of CC evasioil.

Retention of the safety net

= Necessary to moderate losses and gains in areas because

of distribution changes in grant and NDR.

= Provides considerable support to London by cushioning

its loss of NDR income.

= Gives high spending LAs time to adjust.
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E(LF)(87)(41): FUTURE OF LOCAL, AUTHORTTY CAPTTAL CONTRALS .

I thought it might be helpful if I set out my commem;ﬁ en thia paper: in writipg
in advance of Tyesday's meeting,

»

I am somewhat unhappy that we are discussing the capital control system in
isolation from new proposals on housing finance when, after all, houging and in
articular housing receipts is the most significant single component in the local

Qovernment capital package. Certainly by the time any consultation paper is
issued to local government I think we need to be in a position to describe at
least in general terms the linkages between the proposed capital contnﬂ.system and
changes to housing finance. ‘

That apart I am content for Nicholas Ridley to work up these proposals and to draft
a consultation paper. Clearly though there are a number of points which will need
to be explored more fully during that process; :RH%Eg the following as amongst
the more important: * s : :

Papar para 4; I am not sure that local authorities' judgements on community
charge levels will necessarily lead to the level of capital expenditure
which we want. I would prefer a more direct control on revenye contributions
to capital expenditure;

Paper para 11; I would prefer to continue to issue approvals on the basis
of service blocks ie "housing" and "non housing" in the case of Wales as
well as being able to link specific elements with specific projects. I am
therefore happier with the description at para 5 of the annex than with the
rather ambivalent phrasing on para 11 of the main paper;

- . J “ /Q!Q

he Rt Hon Viscount Whitelaw CH MC
he Lord President of the Council
Privy Council Office
68 Whitehall ' : 12
LONDON ‘ !




Annex para 20; The treatment of receipts will haye to be looked at carefully,
There must be some incentive to authorities to raise receipts, there may be
a case for taking only a proportion of their receipts capacity into account
when making borrowing approvals, or fopr allowing a 100% addition to theip
approval level. As at present I wpylg need to have the PAver tp set
differept propertions in Wales; it , HRE R ¥ R '

Annex para 25; I do not think that, politically, we can simply wipe out
existing accumulated receipts which do not happen to be backed by cash. Local
authorities, rightly or wrongly, would simply‘represent‘thia as a seizure

by central Government of their money.

Annex para 27; It seems to me that repair and ‘maintenance should continue to
be treated as capital expenditure., The 'wider cqnsents' would need to be
exercisable separately in Wales,

I am copying this letter to other members of E(LF) and to Sir Robert Armstrong.
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FROM: CATHY RYDING
DATE: 26 October 1987

MR TYRIE cc Mr Potter (wojan)

E(LF): COMMUNITY CHARGE - TRANSITIONAL ARRANGEMENTS FOR ENGLAND
... I attach papers on Community Charge - transitional arrangements for

England for E(LF) tomorrow. The Chancellor would be grateful for

your views as soon as possible.

&

CATHY RYDING
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Mr Anson
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Mr Tyrie

E(LF) 27 OCTOBER: COMMUNITY CHARGE TRANSITIONAL ARRANGEMENTS

You asked for particular examples of the effects of Mr Ridley's
proposals in E(LF) (87)42.

2. Mr Ridley hopes that Conservative councils would choose to opt out of
the four year transition. Because many of these authorities are in
high rateable value areas, their Community Charge (CC) in 1990

- would be high in absolute terms (many over £200, some over £300) at
1987-88 prices for 1987-88 levels of spending;and

"xigher than the eventual charge payable in 1994-95 when the safety
net has been phased out.

Opting out thus creates a whole new class of losers in 1990.
Examples

3. All examples use a married couple in a property that is 80% of the
average rateable value of their area and CC figures for 1987-88 that
make no allowance for inflation, increases in real spending, the cost of
collecting the CC or losses from evasion. gﬂh¢,qd§
- South Buckinghamshire: if the council opted out, the household would
face a % increase in the household rates bill from £660 to £794 in 3{73
his compares with a 5% increase in 1990-91 for a four year —
transitidm.) However the bill would then fall to £412 in 1994-95, a
reduction of 48% from 1990-91.

— Elmbridge: the household would face a §29;2increase in the bill from

£569 to £732 in 1990-91 (compared with 8 3% increase for a four year 62‘
transition). However the bill would then fall to £478 by 1994-95, a !
reduction of 35% from 1990-91.

N
AT Y

- Epping Forest: an increase‘ofgﬁﬁiifrom £457 to £586 compared with a
10% increase for a four year tr ition. However the bill would then - 1 s

11 to £368 by 1994-95, a reduction of 37% from 1990-91.

- Hove: an increase of from £342 to £470, compared with a 16% qu
increase for a four yea ansition. However the bill would then fall to *

£348 by 1994-95, a reduction of 26% from 1990-91.

- Barnet: a(21% lincrease from £524 to £634 in 1990-91, compared with a _’lgj,
7% increase a four year transition. The bill would then fall to £444
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: 1994-95, a reduction from 1990-91 of 30%.

4. These councils are extreme examples but many that may wish to opt
out will produce this pattern of household bills. I attach a list of
local authorities whose opted out CC in 1990-91 would be greater than
their 1994-95 CC and which would therefore produce many artificial
losers in 1990-91 if they chose to opt out. (Further examples are in
Annexes A and B of Mr Potter's submission of 22 October.

5. Losses will be more marked for individuals, the 1lower the rateable
value of their property. According to the 1985 Family Expenditure
Survey, two million two adult households (or 20% of all two adult
households) live in property that is less than 75% of national average
rateable value.

ot o

N I HOLGATE



DISTRICTS WITH A HIGHER COMMUNITY CHARGE IN 1990-91 THAN IN 1994-9Ak
(IF OPTING OUT SELECTED)

Inner London:
Kensington and Chelsea
Westminster

Outer London

Barnet Havering

Brent Hillingdon

Bromley Hounslow

Croydon Kingston-upon-Thames
Ealing Merton

Enfield Redbridge

Haringey Richmond-upon-Thames
Harrow Sutton

Metropolitan districts

Bury Stockport
Trafford Sefton
Wirral Birmingham
Coventry Dudley
andwell Solihull
‘alsall Wolverhampton

Counties (* marks counties where a majority of districts would charge
more in 1990-91 than in 1994-95.)

Avon 4" out of :6-districts *
Bedfordshire 4 4 *
Berkshire 6 6 *
Buckinghamshire 5 5 *
Cambridge 5 6 *
Cheshire 8 8 *
Cleveland 0 4
Cornwall 3 6
Cumbria 0 6
Derbyshire 3 9
Devon 6 10 *
Dorset 8 8 *
Durham 0 8
East Sussex i 7 *
Essex 14 14 *
Gloucestershire 4 6 *
Hampshire 12 13 *
Hereford & Worcester 9 9 *
Hertfordshire 10 10 *
Humberside ] 9
sle of Wight 0 2
Kent 13 14 *
Lancs 3 14
Leicestershire 8 9 *
Lincolnshire 3 T
Norfolk 7 7 *
Northampton 7 7 *
Northumberland 0 6

fr.,



N!h Yorkshire
Nottinghamshire
Oxfordshire
Shropshire
Somerset

Staffordshire
Suffolk
Surrey
Warwickshire
West Sussex
Wiltshire
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Mr Cropper

Mr Call

E(LF) COMMUNITY CHARGE - TRANSITIONAL ARRANGEMENTS

Political Aspects

Mr Ridley's plans look politically even more suicidal than
obligatory implementation in 1990-1. We would be leaving the

decision on where the charge would hit hardest to our opponents.

. Mr Potter's note deals with several key points. Mr Ridley has
provided no analysis of winners and losers, public expenditure
implications are barely touched upon, he seems untroubled by
the inequities between areas his scheme would generate. Two

political points might be persuasive with your colleagues:

L Mr Ridley's proposals surrender political choice and

initiative to Labour councils:

= Labour councils would be able to decide whether an

.L\ (> increase in the charge would suit their electoral purposes.
&;*éy' Clearly Labour would take advantage of this in inner London
N hy to recover their position after the last election. Mr Ridley

QQ5}? dismisses this problem by saying: 'we would have no
difficulty in showing that the decision lay entirely with

the authority' (para. 8). But Labour's defence on the ground

would be straightforward and difficult to contradict. They

‘ would argue that they are protecting their residents from
having to cope with two taxes; better to take the Tory

medicine all in one go.
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= Nor would Labour councils take the flack if there were
practical problems of implementation, indeed Labour might
choose to inspire some problems. For example, if Labour
local authorities did not take adequate steps to collect
the new community charge the Joint Boards could find
themselves short of cash in ex-Metropolitan counties. Labour
would claim that such problems were the inevitable consequence
of the new Tory tax. Mr Ridley's counter-claim that it
was the 1local authorities' decision to opt for immediate
implementation and therefore not the Government's
responsibility, would look pretty frail. What is he going
to say? He surely cannot argue that Labour authorities

were precipitate in implementing the Government's own policy.

The Government would be faced with an invidious choice:
either to be seen to be washing their hands of the problems
generated by their new tax, or to be forced into throwing

A money at them to avoid the acute political embarrassment.

ids Mr Ridley ignores the absurdities that are created by
1990-1 implementation while retaining the safety net. Mr Holgate's
paper (26 October) shows the absurdities. For example, Epping
Forest would see an increase of 28 percent in 1990-91, followed
by a reduction of 37 percent by 1994-1995. So many local
authorities would be able (or would find themselves) raising
the community charge during the election period and then lowering

it afterwards!
No doubt Messrs Chope and Howard have won some support for instant
implementation around the country from our own supporters but

that is because our troops have not understood it.

Second Order Points

35 Ending phasing in Year 2. Mr Ridley's paper does not address

the question of whether councils should retain the right to switch
to immediate implementation after 1990. There are London borough
elections in that year. Would a newly elected local authority

be permitted to opt for implementation in 1991-2?



v .If he believed his own 1line on accountability in paragraph 8

= !

Mr Ridley should argue that the choice should rest with 1local
authorities and that they could opt, after one year of phasing,
to miss out the other 3. But I wunderstand Mr Ridley will arguc
against permitting this. 1In doing so he will be admitting that,
during an election, the Government would be seen as accountable,

not local authorities.

Hine A Last Resort. I understand that Mr Ridley will not be

proposing to keep a veto on whether a council may opt for immediate
implementation. He is aware that this would blow a hole in his
accountability argument. Apparently he has 1looked carefully
at and rejected several ways of targeting the choice. These
include targeting by class of authority, for example by excluding
Iendon, 'or 'alleowing local '‘atuthorities to opt out only" if “their
rate bills and be less than a given amount. But I expect your
colleagues will recognise that there is a special problem for

London.

If you lose the main argument ‘as a fall back you could ask
Mr Ridley to work up a specific proposal (with winners and losers)
which deals with the London problem, making agreement to
Mr Ridley's plan conditional on finding something suitable. He
wouldn't find this easy and my bet is that we would be able to
knock down any specific proposals. But this would be very much

a last resort.

I
5

I have just learnt that the Cabinet Office line is:

= Don't announce a change of policy now. It would look weak.

If necessary, respond to 'representations' at Committee stage.

= The Government may be trading short term political gain

now for a big price in 1990-91.
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2 Marsham Street London SW1P 3EB

Telex 22221 Direct line 01212 O96 ‘
Switchboard 01-212 3434

GTN 212 o
R Fellgett Esqg /:thi ,/Nﬁ)
HM Treasury e
Parliament Street
LONDON
z 3 November 1987

SW1

COMMUNI GE: TRANSITION

en on the telephone several times in the last

1.5 We ha

few days abo gress with the further E(LF) paper on this

subject.

2% I now enclose a draf eflects the latest views of DOE
© far been seén by them. Obviously,

Ministers, but has not

therefore, it should e treated as an indication of the options

they wish to see puy forward, a to recommend, rather than being
word-for-word in/the terms th will finally wish to see used.

2is At E(LF) last time, the Clijiincellor was,\I gather,
particularly intefrested in seejg sample housgehold effects. Annex
Cl issaifirst: stablatitheses -t figures need|some revision, but I
thought it sensible to consul ou about the|/basic format before

worrying about that.

4. It might be helpful if, once you have/had a chance to
consider the paper, We were to meet to difdcuss matters. That will

give me the chance (fox example) to exp¥ain DOE Ministers'
thinking in more detail. :

5. I am copying this letter, and the .draw er;  to
Peter Stredder in the No 10 Policy Unit - w expressed his
d in any

interest in this subject and may wish to be i
discussions we have - and, for information, to w Wells

(Cabinet Office). s
VMD &’

o

—
J ADAMS
Finance Local Taxation Division B S:BCN
O
n> F
£ 5
SECRET GO =
Doc947 s
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DRAFT E(LF) PAPER

COMMUNITY CHARGE: TRANSITIONAL ARRANGEMENTS

Background

£ At E(LF) on 27 October we discussed my proposal to allow each

district and borough council the option not to have 'dual running'

of ic rates and the community charge between 1990 and 1994;
instea could choose to move straight to the full -
safety-n community charge.

2% It may be »ul to remind colleagues that, in July, we
agreed two separate transj ements.

(i) The safefy net prev the burden of

1d arise under our

domestic taxation between@@reas,

new arrangemehts, from t ng place in 1990. The safety net

in betfween 1991/92 and

would be phasdad out, al steps,

1994/95. The sh\fts that uld then be/allowed to take place

mainly represent t effect under e present system of

variations in rateable value, and the s ial London
arrangements that exist. So, as thé saf is phased out,
bills would tend to go up in low RV areas North, and in
parts of inner London. Q

(ii) Dual running slows down the shift in the burd o
domestic taxation within each area - from ratepayers to
community charge payers. Obviously, if an area levies a

domestic rate as well as a community charge, non- householders

SECRET
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- community charges \would other e be above £
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(who will be paying the community charye but have not been
paying rates) will see their bills rise less rapidly, and

g householders (who are paying rates and the community charge)
will see their bills fall more slowly than would occur if the

authority abolished domestic rates overnight.

3. - This paper describes a range of options for the transition,

including the possibility of redefining the safety net, and sets

ou conclusions, against the background of the pressure, from

the and others, that dual running should be eliminated if at

all pos@

No dual runni

vo
safety net, but special grant to prevent P/f

community charges above £300

4. The possibility of a schemg along these lines/was raised at

g a/safety net as soO

E(LF) on 27 Octobe It would gean not havi

far proposed, but |instead payi a special g ant/to all areas where

00, to keep them down

is would, viously, mak¢ the community charge

to ‘that figure. - T

e in 1990 - in inner

much easier to intro everywhe

London, as well as parts East that would otherwise be

contributing substantially to the safety ne@. e resulting

charges in 1990 are shown in column 3 of Anne ith such a
4 Lo,

scheme the special grant could be phased out ove drs sto

produce full charges in 1994/95. 0

S In considering such a scheme, the following issues arise.

A

(i) It would cost £530m - an addition of £15 on community

&

charges everywhere.

SECRET
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(ii) It allows all the changes to flow through immediately in

areas where community charge bills would be under £300. Many
low RV authorities in the north would see substantial
percentage increases in bills in 1990, for example Hyndburn
(Accrington) £137 to £212 (+55%). Colleagues in such areas
placed great emphasis on the safety net during the election.
Nonetheless absolute bills would not exceed £300 anywhere, a
level comparable with the position when the community charge

is introduced in Scotland in 1989.

pay sewhere to high spending authorities in inner London.

t means providing a subsidy from community charge

In Cam or example, a £300 ceiling would, on present

figures, % reduction of £154 per adult compared with

existing rate bills; idy of £482 per adult compared

with the full, Qity charge.

(iv) The Gre¢n Paper pro ed a full salffety net; we confirmed

that decision| in July (at fleast as far ag 1990 is concerned).

It would be dlfficult to back on those undertakings now.

6. I recommended a cdyurse of action ragher like this in our

earlier discussions, but in Vte P"the conce of colleagues about
the position of low RV authorities and what& id in July about
the safety net, I now recommend that it should pursued
further. Q

No 'dual running', full safety net )

¥6. Choosing this option in England would mean adopting the same
policy as is already agreed for Scotland in 1989 and Wales in 1990.
27
The community charge in each area would be the figure in column(i) v

of Annex A. It has obviousSEaQ_BF;rctions i Z
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e 3 eliminatesfﬁhe cost and difficulty of dual running;

- it ensures that domestic rates are abolished everywhere in

Britain before the next Election;

- the safety net prevents shifts in bills between areas in

the first year, and then gives time to adjust as it is phased

out.
B two major drawbacks -
\
- the ent is obliging all areas to abandon domestic

\
rates ent %in 1990, even where the resulting community

charge bills would be opponents in areas like inner

London would enco ir areas to blame the

Government for /the bills ey faced. Rartly because of ILEA

overspending, /[bills woul e high in Wes\tminster and

Chelsea, well as Camden and Hackney;

Kensington a

- having a full safety n in 1990 meaps that community

sriations in rateab

charges reflect e value as well as

spending; for example s6uth Buckg - spending
£28/adult above GRE - but only £142 in y - spending
£51/adult above GRE. o

9. This suggests that it would be worth considerin native

ways of specifying the safety net, to avoid the "South

problem.

4

SECRET
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o

No dual running; maximum safety net contribution set at £75 in

1990/91

09. This approach would allow some of the gains to come through
to those areas that would otherwise be making the biggest
contributions to the safety net. The areas benefiting, assuming a

Annene B

£75 maximum contribution, are set out in/Eakie—2. It would make

full introduction of the community charge in 1990 much easier in

pla i ke South Bucks, where the safety netted charge would be
£281 than £397 in the first year.
l 1o, Althou concession makes a big difference to community

charges in a £ w)horities, the cost is limited to £75m because

only 39 areas would be af would mean an across-the-

board rise of around in the mmunity wharge everywhere.

| 11. This scheme spems well wo pursuing, iven the advantages it

brings for areas at very little cost to residents in

the rest of the coyntry.

Areas required to have

13. At E(LF) on 27 October, colleagues exp concern at the

ending

scope for political gamesmanship if some very h

ame the

S

this in mind, I have been looking at possible criteria f

councils did not have dual running, and could seek

Government for the high community charges in their a

determining those areas ‘that might be required to have dual

running.

W

SECRET
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l%ﬁ Colleagues' concern was about areas with high unsafety-netted
charges. Because of the way the new system will be structured,

that is the same as saying areas that are presently spending well

-~

(&3
above GRE. Annex B shows (in column 1) those areas overspending

most in 1987/88, on the basis of 1987/88 budgeted total expenditure
(in £s per head) compared with 1987/88 GREs. Column 2 shows the

safety netted community charges in those areas; and column 3 the

unsa y netted figures (in both cases, in £s per adult). The

rel ip between columns 1 and 3 can be seen clearly; column 2
is ainfk by the size of the safety net in each area, which in
turn refle ariations in domestic rateable values.

15’. One possibié would be to limit the requirement to have dual

running to those areas ip-fthe first gPsyp (those overspending by

more than £200 per hedd in 198 8, and wikh unsafety netted

community charges ifi excess of 50);- Such §n approach would mean

that only the nine[highest spe ng inner London boroughs are

caught (plus the City, which h only a very $mall number of

s to announce the

domestic properties also enable

blished 198

criteria now, on the /88 GREs and budgets.

16. Alternatively, it would be possiblg to r the threshold to
£100 or £80 overspending (the bottom two grou But, as well as
catching Waltham Forest and Haringey, this risks @ ing in
Conservative-controlled Wandsworth, Kensington and a, and
Westminster (who would be caught because of the effect XA
overspending). All three authorities are planning to opt’out of
ILEA and so should be able to reduce costs substantially in the
early 1990s. The presentational problem is at its most acute in

the case of Wandsworth, where the safety netted community charge in

SECRET
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in 1990 would only be £211. Brentwood, an authority particularly
enthusiastic about the community charge, have artificially
increased their 1987/88 expenditure in order to attract extra block

grant, and so also appear in this list.

x
46. If a threshold lower than £200 were chosen, one approach would
be to base it, not on 1987/88 figures, but on budgets for 1988/89.

This would allow Brentwood to escape (they could reverse the policy

adopted for 1987/88) but

th

- iQ also give an incentive to other authorities to go

in. for ive accounting, and would mean that the decision

as to whe e»l running applied was, to some extent, out of cur

hands;

- it would alm@pst certain \sworth out: their fate

would be detefmined large

— some, areas until next gpring whether they

were to have dual running @r not.

1%. My own preference is to dual runni to areas

overspending by more than £200, on the pasi 87/88 figures.

'Opting', or Government-imposed decisions Q

19. My earlier paper (E(LF)(87)42) suggested that autho Tes
might be given the option whether or not to have dual running. If

we are now proposing a threshold, then it is difficult to see a

role for opting, unless ’ i

SECRET
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e

- either we were prepared to see some authorities above the
threshold opt out of dual running (which would negéte the
purpose of such a scheme);

- or we wanted to give the opportunity for areas below the

threshold to keep rates after 1990.

200
9. Reaction within the Party since the last discussion has shown

a larie majority against 'opting'. I recommend, therefore,that we

do rsue this approach: those above the threshold would be
requi have dual running; those below it would be required to
move str to the full community charge in 1990/91.

Conclusions

Y

s
25. I believe there

onsiderations we must have in mind.

(5 In the 'ight of the @@oncern expressed by the Party about

"dual runnindgd" we must aljw as many areps as possible to go

straight to the community@@harge in 1990. We cannot simply

stick with the \Jecisions took in Juyly.

(ii) We need to avoid the problem of r tively low-spending
areas - like South Bucks - having very ommunity charges

in 1990 simply because of the safety net.

(iii) There are some high-spending councils whel%x‘i‘.sk of

allowing the full community charge to be introduced 990 is

simply too great.

 SECRET
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21. With these considerations in mind, I recommend a package with

the following elements

(1) a safety net, of the kind we have already announced, but-

with the maximum contribution limited/—probab¥yf to £75 per

adult, the cost being met by community charge payers

everywhere;

i) all areas moving straight to the (safety netted)

ity charge in 1990; except

(8.1 B tention of dual running for those nine inner

London bo c» (plus the City) where spending is more than

£200 per head above

23. Community charges in 1990/l on thi$ bagis would be as at

column 2 of Table /[A (assuming 7/88 spending), with the 1994/95

community charges|(assuming un nged spending) as shown in column

4. Annex D gives \examples of effect on gample households in

different areas.

DY

Doc946
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ANNEX C
OVERSPENDING AND COMMUNITY CHARGES
1987/88 Safety netted Unsafety netted
overspend community community charge
on GRE - charge
(£ per head)
Cit%ndon 7630 479 487
Camden O 481 458 782
Hackney 382 414 691
Lewsham 378 372 677
Tower Hamlets » 344 310 639
Greenwich 321 263 608
Southwark 570
Lambeth 547
Islington 483
Hammersmith 465
Wandsworth 435
Westminster 396
Waltham Forest 365
Kensington 370
Brentwood 339
Haringey 1 L 343 0 320
Harlow 102 323 0315
Manchester , 95 258 27
Newham 924 306 304 )
Liverpool 93 *7560 301
Newcastle '.87 256 292
Brent 80 328 283
SECRET
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FROM: P J CROPPER

o DATE: 4 November 1987
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cce Chief Sccrcetary
Financial Secretary
V)J’ Paymaster General
: Economic Secretary

\ - . Mr Tyrie

CHANCELLOR

Mr Call

COMMUNITY CHARGE

Katharine Ramsay, with Mr Ridley's approval, has sent me
a copy of her note of last week's meeting of the Backbench

Environment Committee.

A

P J CROPPER
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Notes on points made by MPs on 29 October 1987 at
Meeting of Backbench Environment Committee on Community Charge

Tim Janman Against transilion: looks as if we're
not convinced. Labour afraid of
political effects on them of full
community charge.

Michael Stern Against transition: especially dual

running. Transition would help Labour -
controlled Bristol.

Anthony Nelson Angered that the Government seemed to
have taken no notice of clear conclusion
at last backbench meeting that there
should be no transition. Against giving

local authorities discretion to opt.

Philip Goodhart Whole thing an administrative nightmare -
even worse with transition. (Only
advantage is it gives us an option to go

back to rates if it is a disaster!)

John Browne Anti dual running - administrative
nightmare. Go ahead as soon as possible
- no discretion for local authorities.
George Gardiner Anti transition - also anti safety net -
‘ unfair on constituents in areas which
stand tc gain from the Community Charge.
Bill Shelton Pro transition for London. Political
; disaster: on average people in Lambeth
would be paying twice their present rate

bill. We'd .lose 12 inner London seats.



David Heathcoat—-Amory

James Pawsey

David Madel

Peter Emery

Iain Mills

Patrick Cormack

Jeremy Hayes

Even with'safeLy net it is political
dynamite. 'So must have both elements of
transition.

Not keen on new system but should go
ahead quickly. Transition makes for more

contusion.

No transition - too much scope for Labour
party to create mischief. No discretion
to local authorities. Asked about

"banded community charge"

Against dual running. Against local
authority discretion would hand a
propaganda weapon to the Liberals in many

areas. UBR' needs more explanation.

Against dual running. Opposition would
have a field day.

No transition. No local authority
discretion - Conservative authorities
would make a mess of it as well.
Concerned about the position of
occupational pensioners just above
benefit levels. Asked for a transition
period for UBR.

Anti transition - wants to see it work in
Scotland for 2 years.

Anti transition. No local authority
discretion - concerned about unfairness

of the safety net in Essex.



Nicholas Bennett Concerned about the position of monks and
nuns.
Patrick McLoughlin Pro allowing authorties to opt out. This

puts the opposition in a difficult
position.

Roger Sims Against dual running - too costly to
' administer.
Robert Adley Against the whole system - asked about

penalties for non payers.

Hugo Simmerson Pro transition for Waltham Forest.

Community chdrges unacceptably high.

Paul Marland Anti Transition but worried about old
people who have bought low rated
properties because they are low rated -

who will have to pay more.

R. Knapman Anti transition: wanted low community

charge for all pensioners.

TOTAL 17 against transition of which 5 were
against allowing local authority
discretion and one in favour of allowing
opting out.

2 in Lfavour of transition (both T.andon
MPs)
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COMMUNITY CHARGE: TRANSITION
next Wednesday.

I attach a draft of Mr Ridley's paper for E(LF)

DOE officials say it is an indication of the options that Mr Ridley
rather than a final draft of the paper he plans
The conclusions predicted

are much as
although the paper did not reach

is pursuing,
put to colleagues.

to
in The Times yesterday morning,
us until late yesterday afternoon.
@
20 According to the paper, Mr Ridley will propose:
(1) to drop the idea in his previous paper that
English authorities can choose whether to opt out of
domestic rates early;
f1d) instead to require immediate transition from
domestic rates to Community Charge in April 1990, with
the exception of 10 London authorities who would have
a phased transition over 4 years;
(iii) to cap the safety net. This will bring forward
to 1990-91 the first £75 million of the benefit of
the new regime to high rateable value areas like S
Buckinghamshire, Surrey and Barnet, with an earlier 25355
small loss elsewhere. el
& okl
Sin The revised proposals are a modified version of a scheme 2]
The main new features

put forward to E(LF) in July and rejected.
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are the modified safety net which has the effect of moderating
the initial €CC in parts of the South; and a  distinction within
London, based on expenditure above GRE, to determine which local
‘taxpayers\ are allowed to retain domestic rates. This criterion
has been chosen by Mr Ridley to include the areas with potentially
the highest Community Charge while excluding the current

Conservative boroughs apart from the City.

4. You will wish to oppose the proposal that an orderly
transition from rates to Community Charge should be confined
to a few high-spending authorities in London and ask colleagues
to confirm the decision in July that there should be a phased

transition throughout England.

Hes We intend to propose some factual changes to the DOE paper
to officials and to suggest some further exemplifications which

we think would be helpful.

65 I doubt if it is worthwhile putting your own paragraphs
in the DOE paper. You could reserve your comments for the meeting.
However, the latest package may prove superficially attractive.
You may wish to minute the Prime Minister setting out your views,
so that she and colleagues can read them before the meeting.
A first very rough draft of such a minute is attached. IL aims

to make three points:

(Bl If 1local authorities and business ratepayers
need time to adjust, so do people. You warn colleagues
again that the redistribution of 1local taxes which
they are contemplating will place significant new burdens
on . individuals  and families; the 'size and ‘timing of
the extra burdens, as well as their distribution across

the country, pose political problems.
(ii) Mr Ridley's latest proposals are a minor variation
on options colleagues considered collectively and

rejected in July; and

(iii) there is no reason to change the July decisions,
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because the pressure from the Party and others is based

on misconceptions about what they might gain.

s We should be grateful to know whether you agree with this
approach. If you do, we will submit to you a polished version
of the minute to the Prime Minister, and prepare detailed briefing

for the meeting.

ﬁarL~J F;J!ywt*

R FELLGETT
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DRAFT MINUTE TO THE PRIME MINISTER

COMMUNITY CHARGE: TRANSITION

I am minuting you to set out my views on Nicholas Ridley's
latest proposals for the transition to the Community Charge

from 1990.

2 In the Green Paper we suggested that the Community Charge
would be phased-in in steps of no more than £50 a year, to

give people a chance to adjust. We also proposed a safety

net fixed in cash terms, to provide {(indefinite\ help, albeit
reducing in real terms if inflatisj>sgﬁgﬁiazgtontinue, to
authorities in these geographical areas who stood to lose
from the change. In July, we all agreed to shorten the two
linked types of transition to just four years, even though
this is one year less than we will allow business ratepayers

to adjust to the NNDR.

S Two weeks ago, Nicholas proposed that individual councils
should have the right to opt out of the agreed transition
and introduce the CC in full in 1990. I am glad that Nicholas
now agrees with me that "opting out" would give a weapon
to our political opponents, and has dropped this idea. But
his latest proposals in E(LF)(87) are close to a scheme
we rejected in July: they mean that individual local taxpayers
in much of England would have no time to adjust to the new
system, notwithstanding our common view that both business
ratepayers and local authorities deserve gust isuchfssan

adjustment period.
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4. I think we need to consider carefully the size of the
. additional tax burdens which no transition would impose on
new local taxpayers and on families; the timing of these
new burdens; and the likely political response. The changes

now proposed in E(LF) (87) &npb

}r) /ﬂ = immediate increaseg over the previous
ta e
\5?4“ yd‘ rates billl‘éould cxceced the gains from
74
vﬁv Ao 3p ceukitdn S income Eax t fob | bomillion

d \Y\Jf

\

tax units;

= a single person on three-quarters average

earnings who previously paid no 1local

i LN L Sl ‘w/u

taxes would face the equivalent of a

. 4p increase.

[Examples to be considered further.]

5 The perverse pattern of changes in tax bills for different
families in different parts of the country, which the Chief
Secretary outlined in his paper (E(LF)(87)32) of 13 July
are very broadly the same in the latest variant of these
proposals. I attach [not yet] examples illustrating this
point. The Government will be blamed by all the losers,
and by a good many people who have been persuaded that they

are losers, whether that is true or not.

. : We were concerned about the political response to shese

SueL = rtJ\dn'Lvd'\h w-lu- J‘was

proposed in July: there is no reason to be less concerned
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now. I know that some in the Party have called on us to
modify the announced policy. I understand that, as major
gainers, many councils in the South want the new system as
early as possible. But I have to doubt whether they understland

all the implications.

7. The examples attached show that) unlike Scotland and
Wales Ithe range of existing rate bills means the benefits
of the new policy cannot all be available immediately. Even

local authority Treasurers and other experts do not really
understand the complicated interaction between the safety
net and the transition which is illustrated there. The answer
to those in the Party who have asked for a change is therefore
to explain fully and effectively the reasons for our policy.
If we change our minds now it may produce short-term popularity
in some quarters, but the problems and complaints will come

home to roost in 1990 and 1991.

8 L am copying this minute to Willie Whitelaw,

Nicholas Ridley, and to other colleagues on E(LF).

[N.L]
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MR P J CROPPER

COMMUNITY CHARGE

The Chancellor
4 November.

has

UNCLASSIFIED

seen and was grateful for

(L bilf

A A DIGHT

s A A DIGHT
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minute of
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CATHY RYDING
5 November 1987

PS/CHIEF SECRETARY cc Sir P Middleton
Mr F E R Butler
Mr Anson
Mr Hawtin
Mr Scholar

Mr Potter
Mr Fellgett
Mr Tyrie
COMMUNITY CHARGE: TRANSITION
The Chancellor has seen Mr Fellgett's minute of 4 November. He

would be grateful, by close of play tonight, for considered views
from the Chief Secretary and Mr Tyrie.

Gl

CATHY RYDING



-

010/3291

CONFIDENTIAL

CHIEF SECRETARY
5 November 1987

CHANCELLOR OF THE EXCHEQUER

acs
Sir Peter Middleton
Mr F E R Butler

Mr Anson

Mr Hawtin

Mr Scholar

Mr Potter

Mr Tyrie

COMMUNITY CHARGE: TRANSITION

You asked for my views about Nicholas Ridley's revised proposals
on the transition to the Community Charge contained in his draft

paper for E(LF).

2 I have no doubts that many of our colleagues will be attracted
by Nicholas's new proposals, since the Party view at present is
in favour of early introduction and no dual running. This does
mean that even if we were to win the argument at E(LF) we would
have to face up to very difficult handling problems in getting
a package with this transition scheme through the House of Commons.
This problem is heightened because I strongly suspect that in
their briefings around the country Nicholas Ridley, Michael Howard
and Christopher Chope have given a very sympathetic hearing to

those putting the case for rapid introduction.

3 In essence Nicholas Ridley's proposals, subject to the comments
made below on London simply introduce a qualified safety net that
retains the bizarre pattern of Community Charge contributions
that we saw when he put his original proposals to E(LF) in July
but which does smoothe the pattern considerably. I don't 1like
it much but I don't think we should underestimate the attraction
it will have for others. Moreover it might well prove possible

to smoothe the path even more.

Wil

)15’/ '
D TMFAy &
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4 What I do not think are credible are his proposals for London.
He acknowledges that immediate introduction of the Community Charge
is not a possibility in the high spending London Boroughs. He
rightly rejects the idea of maximum Community Charge in London
because that would mean other local taxpayers or the national
taxpayer directly subsidising the highest spenders. The scheme
he now proposes tor dual running in 10 authorities produces
indefensible anomalies in personal tax bills between different
parts of inner London and between Inner London and the rest of
the country - and the sums involved coquld be considerable. Take
for example the lodger in Earls Couréf@ould face a personal bill
of £391 in 1990-91 whereas in Hammersmith with dual running his
bill would only be £100. A family with 3 grown-up children would
face an additional Community Charge bill for those children of
£1,413 in year one in Pimlico, but only £300 in Islington. ir
just don't see how we could defend those results. And in addition
they would further undermine what is 1likely to be one of most
vulnerable areas of the Community Charge - the enforceability
of the Community Charge among the very mobile population of Inner
London. I think that were we to go ahead with a scheme which
incorporated these features we would in time be faced with demands

that the Exchequer find more money to iron out these problems.

5 At E(LF) on Wednesday we can start by arguing that the scheme
that E(LF) endorsed in July should prevail. But I think it would
only be realistic to recognise that we may well not win that
argument. In that case I think we have to change tack and say
that any scheme of more rapid transition has to have decent and
acceptable London arrangements. The present proposals are not
sensible, saleable or sustainable. Therefore we cannot make a
decision on the scheme now. If Nicholas Ridley wishes to produce
another variation which does have sensible arrangements in London,
then we will consider that. But we cannot endorse the latest

set of proposals.




