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TELEPHONE 01-218 8000

DIRECT DIALLING O1-218

4/4/4E JIK April 1989
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N Nrwawe,

Taxation of Boarding School Allowances and Detached Duty Payments

Thank you for your letter of 215€ March in reply to mine of 2nd
March which asked you to consider again the exemption of Boarding
School Allowance (BSA) and long term Detached Duty Payments (DDP)
from tax. I note, with regret, your conclusion that we should not

proceed with this.

In 1985, when it was agreed that tax exemption of these
allowances was the best route, we were all, I believe, aware of the
political problems that stood in the way. However, given the
complexities and possibilities for error in compensation

arrangements, we felt that the exemption option was the most

neT1T M

le: I anm ill firmly of that
I agree that the situation has been eased somewhat by the
introduction of the single higher rate of tax and that the
independent taxation of husband and wife to be introduced next year
will help further. The fact still remains, however, that exemption
from tax provides the simplest, fairest and most error free solution

to the problem

The Rt Hon Norman Lamont MP




That said, I am prepared to accept that the situation should
remain as it stands.

I am sending copies of this letter to the Prime Minister,
Geoffrey Howe and John Wakeham and to Sir Robin Butler.

e

George Younger







10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 23 March 1989

TAXATION OF BOARDING SCHOOL
ALLOWANCES AND DETACHED DUTY PAYMENTS

The Prime Minister has seen your Secretary
of State's letter of 2 March to the Chancellor
and the subsequent responses from the Foreign
Secretary and the Financial Secretary. 1In
view of the points raised by the Financial
Secretary the Prime Minister agrees with
him that it would be preferable to retain
the present grossing up arrangements rather
than to introduce a tax exemption.

I am copying this letter to Stephen
Wall (Foreign and Commonwedlth Office), Alex
Allan (HM Treasury), Robert Satchwell (Financial
Secretary's Office) and Steven Catling (Lord
President's Office).

e
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(PAUL GRAY)

Brian Hawtin, Esq.,
Ministry of Defence.
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PRIME MINISTER

TAXATION OF BOARDING SCHOOL ALLOWANCES AND DETACHED DUTY
PAYMENTS

You will recall that some three years ago consideration was
given to exempting public servants from tax in relation to
Boarding School Allowance and Long Term Detached Duty
Payments. This was judged to be impractical, but arrangements
were introduced to compensate the personnel concerned by
grossing up the allowance payments to take account of the tax

liability.

George Younger has now written to the Chancellor (flag A)
arguing that the administrative arrangements for grossing up
are complex, and urging him to reconsider introducing
exemption from tax liability via a provision in the 1990
Finance Bill. Geoffrey Howe (flag B) also supports this

change.

But the Financial Secretary (flag C) argues strongly that the
existing arrangements should remain. He points out that the
administrative complications of grossing up will reduce over
time, e.g. as a result of independent taxation of married
women. But he suggests that the tax policy difficulties of

———————

introducing a tax exemption just for public servants remain as

great as they were in 1986.

——

Content to agree that the present grossing up arrangements
should remain and that no change should be made towards tax

€2 (;S;

exemption?

lece

PAUL GRAY
22 March 1989
EL3DKN
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon George Younger MP
Secretary of State for Defence
Ministry of Defence

Main Building J&’
Whitehall A [T
London SW1A 2HB % /

March 1989

TAXATION OF /BQ ADING SCHOOL ALLOWANCES AND DETACHED DUTY PAYMENTS
| /;; of S 7 4

You wrote to Nigel Lawson on 2 March suggesting that further

consideration be given to an exemption from income tax for

Boarding School Allowances (BSA) and long-term Detached Duty

Payments (DDP). You propose that measures be introduced in either

this, or next, year's Finance Bill.

Following the decision not to exempt these payments in 1986 it has
proved possible to introduce - as the Prime Minister wished -
compensation arrangements to ensure that individuals who receive
these payments, and pay tax on them, are not out of pocket. I
appreciate that some of these arrangements - in particular those
which compensate for the "knock-on" effects of grossing-up for the
tax payable - are not straightforward. But most Departments seem
to have coped with them reasonably well and have kept the
administrative costs involved to a minimum.

In the future, these compensation arrangements should become much
simpler. The position has already been eased by the last year's
introduction of a single, higher rate of income tax. And next
year the independent taxation of husband and wife will remove one
of the more troublesome "knock-on" effects.

It is obviously right that we should all look for ways of reducing
administrative costs for Government Departments. But I do not
believe that in this instance the savings at stake are worth the
political difficulties which the tax exemption for these payments
would involve. Those difficulties are no less now then they were
in 1986. It is still the case that an exemption would be seen as
privileged treatment for Crown Servants and there is no doubt in




my mind that it would provoke calls for a wider exemption for
similar payments received by people in the private sector. I do
not think that would be desirable, since such demands could be
difficult to resist and their cost would be high.

For these reasons, my conclusion is that the judgement made
in 1986 not to proceed with the tax exemption you propose remains
the right one. Nor, I am afraid, is it likely that circumstances
will change sufficiently to make that course any easier in the
future.

I am sending a copy of this letter to the Prime Minister,
Geoffrey Howe and John Wakeham.

NORMAN LAMONT







Foreign and Commonwealth Office

London SWIA 2AH

From the Secretaryof State 13 BRrCh O any

/\/vy«‘ @LC{
: 1(7]
I should like to support very strongly George Younger's
proposal, in his letter of 2 March, that Boarding School

Allowances (BSA) and detached duty payments (DDP) paid to
staff in the UK should be removed from tax liability.

Our problems with regard to BSA are, of course, on a
much smaller scale than those of the MOD and we do not pay
DDPs; but the arrangements for compensation are time-consuming
and take up scarce resources which could be better employed

elsewhere.

I very much hope, therefore, that you will agree to
make an appropriate amendment to the Finance Bill, if at
all possible this year, so that these payments can be made
free of tax. This would not only lessen the administrative
burden on us but would considerably simplify procedures for

the staff who receive this allowance.

I am sending a copy of this letter to the Prime Minister,

George Younger, John Wakeham and Sir Robin Butler.

—'——_//

GEOFFREY HOWE

The Rt Hon Nigel Lawson MP
Chancellor of the Excheguer
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You will recall that in 12§57§5.we considered the problems which
related to the need for recipients of Boarding School Allowance (BSA)
and long-term detached duty payments (DDPs) in the UK to pay tax on
these allowances. We agreed then, in conjunction with the Foreign
and Commonwealth Secretary, on the desirability, on administrative

grounds, of removing these payments from the liability through an

amendment to the Finance Bill. However, your advice at that time
was that such an amendment would be politically sensitive and should
not be proceeded with.

We also agreed that, notwithstanding the long-term aim of
seeking to amend the tax legislation, we would take steps to
compensate personnel for the ’knock-on’ effects of grossing-up their
allowance payments to take account of the tax liability. This action
was strongly supported by the Prime Minister. However, the
compensation arrangements resulting from the disparate nature of
individuals tax circumstances, are necessarily complex and are
administratively onerous. This additional workload at a time when
the Departments’ Service pay and finance staffs are already under
extreme pressures resulting from the implementation of our new

financial management strategy is most unwelcome. Quite apart from

The Rt Hon Nigel Lawson MP




the very significant administrative advantages, removing the tax
liability from UK BSA has the added advantage of removing the
misconceptions held by some in respect of the current arrangements
for the grossing up of BSA in the UK. 1In these circumstances I
believe the time has now come when we should reconsider the position

on amending the tax legislation.

My purpose in writing is to establish whether or not you now
feel it would be possible to make an appropriate amendment to the
Finance Bill to exempt BSA in the UK and DDPs from tax liability.

I accept that it now may be too late in the day to include such an
amendment in this year’s Finance Bill, and, if this is so, I should
be glad of your agreement to include the change in the 1990 Bill.

I am sending a copy of this letter to the Prime Minister,

Geoffrey Howe, and John Wakeham.

onr s

)

George Younger
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Treasury Chambers, Parhament Street, SWIP 3AG

David Ball Esqg
Private Secretary to the
Secretary of State for Defence (7(\ .
Ministry of Defence N QD
Main Building
Whitehall
London
SW1A 2HB

Il November 1986
2LLaz Ekhdd

TAXATION OF BOARDING SCHOOL AND DETACHED DUTY PAYMENTS

Your letter of 10 November refers to discussions which have
been taking place at official 1level about the arrangements
for dealing with knock-on effects from taxation of Boarding
School Allowances and Detached Duty Payments.

I understand that the technical matters to which you
refer came up in discussions in September, and that they have
since been resolved with Inland Revenue. The Chief Secretary
therefore notes that the situation remains as stated in his
letter of 31 October.

I am copying this 1letter to David Norgrove (No. 10),
David Reddaway (Foreign and Commonwealth Office) and
Murdo Maclean (Chief Whip's Office).

Yorws  srecest,
Jinter.

JILL RUTTER
Private Secretary
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TAXATION OF BOARDING SCHOOL AND DETACHED DUTY PAYMENTS

The Defence Secretary has seen David Reddaway's letter of
14th October to Alex Allan recording Baroness Young's views on
the need to move quickly to introduce further compensation
arrangements to counter the knock-on taxation effects of
Boarding School Allowances (BSA) on other personal income and
the proposed parallel arrangements for Detached Duty Payments
(DDPs). He has also seen the Chief Secretary's letter of 3lst
October.

Whilst Mr Younger shares Lady Young's view that we should
proceed with all speed, he feels that it is important that we
should not underestimate the complexity of the changes involved,
which will require substantial co-operation from the Inland
Revenue if we are to achieve them as efficiently as possible.

I understand that, at present, the Treasury's interpretation of
what the current income tax coding machinery provides by way of
compensation for other income differs from that of both my own
Department and the Foreign and Commonwealth Office. Until these
differences are resolved my Secretary of State believes that it
would be unwise to set a firm date for the adoption of new
arrangements. That does not mean that we regard a start date of
l1st April next year as unattainable, but simply that we would
prefer to have a much clearer idea of the implications in, for
example, the field of computers, before accepting it as a
realistic target.

I am glad that officials of our Departments have been
making progress in discussions to settle these differences.
Once the outcome is known, we will, of course, need to take
stock of the budgetary implications of any revised scheme of
compensation. On this point, the Defence Secretary has noted
the Chief Secretary's reluctance to make additional funding

Miss J K Rutter
HM Treasury
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available to meet the further costs arising from the expanded
grossing-up arrangements. He will wish to look carefully at the
position once the extent of the commitment has been more clearly

established.

I am sending copies of this letter to David Norgrove
(No 10), David Reddaway (Foreign and Commonwealth Office) and
Murdo Maclean (Chief Whip's Office).

ﬁ}V\~' v<-u_.(1
Wﬁ«u

(D C J BALL)
Private Secretary

CONFIDENTIAL
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CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon George Younger TD MP
Secretary of State for Defence
Ministry of Defence

Main Building

Whitehall

London

SW1A 2HB

3] October 1986

N&EN

: \
TAXATION OF BOARDING SCHOOL ALLOWANCE (BSA)
AND DETACHED DUTY PAYMENTS

You wrote to Nigel Lawson on 30 September about the arrangements
for grossing-up Boarding School Allowances for UK Service personnel
serving at home, and Civil Service Detached Duty Payments.

I am glad that you agree that MOD should come along with
the FCO and other departments in arrangements that will in the
absence of 1legislation remove so far as is possible unfairness
caused by grossing-up of these allowances. You will have seen
Janet Young's helpful comments (her Private Secretary's letter
of 14 October) which show that the FCO accepts that it would
be more equitable to introduce new arrangements across the board
for all Crown Servants, when Detached Duty Payments start to
be taxed next April. I understand that our officials have already

made good progress towards agreeing the details of what will
be involved.

As to finance, I regret that I cannot accept your bid for
support from the Reserve to cover the effects of grossing-up
DDPs or for the provision of any further compensation for BSA.
We have throughout been working on the assumption that any extra
costs must be met from within agreed PES provision and (where
appropriate) running costs ceilings. This applies to all
departments. I have agreed to restore the £1.4 million which
was cut from the FCO's baseline in anticipation of BSA grossing-up
being brought to an end, but I have rejected their request for
additional resources. I must do likewise with you, not least
in view of the block budget arrangements for defence expenditure.

CONFIDENTIAL
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I am copying this letter to the Prime Minister, Janet Young
and John Wakeham.

\
v

JOHN MacGREGOR

CONFIDENTIAL
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Foreign and Commonwealth Office

London SWIA 2AH

~14 October 1986

¥

bas hotonen 2o
he

seen copy of the Secretary of State for Defence's letter
of September to the Chancellor of the Exchequer about
the taxation and grossing-up of Home Boarding School
Allowance (HBSA) and Detached Duty Payments (DDPs).

gdZn the Foreign Secretary's absence, Lady Young has

Lady Young regrets any further delay in the introduction
of new arrangements to compensate officers for the effect of
grossing-up HBSA on all sources of income, which the FCO
could introduce immediately.

Lady Young accepts, however, that the Minister of
Defence and other Home Civil Service Departments face
particular problems over the greater number of officials
who will now be affected by the decision to tax and gross-up
DDPs. She recognises that it would be more equitable to
try to agree new arrangements across the board for all
Crown Servants. She is therefore prepared not to press
for the FCO to introduce new arrangements in advance of
their introduction by all Departments with effect from the
beginning of the next financial year. She is concerned,
however, that this date should not slip. If there continue

Private Secretary to the
Chancellor of the Exchequer

Treasury Chambers

Parliament Street

LONDON SW1P 3AG
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to be difficulties over the arrangements for the grossing-up
of DDPs, the FCO would want to go ahead with arrangements
for paying extra compensation to FCO officers on 1 April 1987.

I am copying this letter to David Norgrove (No 10),
John Howe (Ministry of Defence) and Murdo Maclean (Chief

Whip's Office).

an-J) Sw—udﬁ

gt A A2t

David Reddaway
Private Secretary to
Baroness Young

CONFIDENTIAL







MINISTRY OF DEFENCE WHITEHALL LONDON SW1A 2HB

TELEPHONE 01-218 8000
DIRECT DIALLING O1-218

MO 4/4/4E 70’ September 1986

LA@0

Qo Wit

You wrote to me on 4th July 1986 restating the difficulties
that have precluded our proceeding, in this year's Finance Bill,
with the planned exemption from taxation of Boarding School
Allowance (BSA) payments made to UK service personnel serving at
home. A corollary to that decision is the requirement, to conform
with current tax law, to tax and gross up Civil Service Detached

Duty Payments (DDPs), hitherto exempt from taxation.

I accept these decisions with the same reluctance as Geoffrey
Howe (his Private Secretary's letter to yours of 5th August), and
strongly endorse his view that we should pursue legislation to
reverse them at the earliest opportunity. I also share your own
concern that, until such a change can be made, everything possible
should be done to relieve the knock-on penalties for those who

receive BSA or DDPs.

The Rt Hon Nigel Lawson MP

CONFIDENTIAL
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Because of the appreciably greater numbers affected in my own
Department, I have some difficulty with some of the Foreign and
Commonwealth Office proposals. As I have mentioned previously, at
any one time we have some 10,000 personnel based in the United
Kingdom in receipt of BSA - against the Foreign and Commonwealth
Office's 250 or so; and about 1500 staff drawing DDPs, whereas
they have none. It is in the interests of equity that any changes
should be introduced simultaneously in both Departments, and
I believe it must therefore be the pace at which my Department can
resolve its difficulties that determines the timescale for

implementation.

I have relatively few practical problems with the proposals
for DDPs. I would suggest that the first step here should be

to align our practices with these at present in force for BSA.

That is, the new tax would be introduced concurrently with a scheme
to compensate for the effects of grossing up both on ERNIC
contributions and on the level of LEA student awards. Our
officials are already in close touch on this, and there is general
agreement that to allow time for all the necessary work to be
completed, and for the obviously important negotiations with the
Trades Union side, taxation of DDPs should not start until the
beginning of the next financial year. A short breathing space of
this kind should ensure a smoother transition, and deflect some of

the more unwelcome reactions.

CONFIDENTIAL
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As to extending compensation arrangements beyond these first
two knock-on effects to take account of the additional tax

liability on wives' earnings, investment income and income from

property (so that recipients of both BSA and DDPs in future obtain

relief where grossing up pushes part of overall income into a
higher tax band) I am clear that the principle is entirely right.
I am less happy about the practical prospects of achieving this
improvement quickly, given that income tax is individually
calculated and a matter of great detail, which falls properly to be
sorted out between each individual and his tax office rather than
via the routine pay office machinery. Such factors are further
compounded, in the case of my Department, by the problems of scale
I have noted above - we could not sensibly hope to match

the Foreign and Commonwealth Office's proposal to effect the
extra compensatory payments during the current financial year.

I suggest, therefore, that action in both Departments be held, and
discussion resumed urgently between your Treasury and Inland
Revenue officials and mine, with a view to framing recommendations
on both the machinery and the timescale for handling these
additional effects, so as to minimise both the considerable
inconvenience to the recipients of BSA and DDPs and the extra
workload that will inevitably fall on the Ministry of Defence and

the Inland Revenue.

Geoffrey Howe also mentioned that he would be seeking

restoration from the Reserve of cuts (£1.4 million) made in the

CONFIDENTIAL
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Foreign and Commonwealth Office's baseline in 1986/87 and beyond on
the assumption that grossing up of BSA would be discontinued.
Officials in my Departments have not made such an adjustment to
expenditure plans, but we will still require support from

the Reserve from 1987/88 for the effects of grossing up DDPs as
well as any further compensation arrangements for BSA which might

be devised, if these impose an extra financial burden on the

Department. The figure for DDPs alone is of the order of £1.2

million a year, while the BSA figure of course cannot yet be

assessed.

I am sending a copy of this letter to the Prime Minister,

Geoffrey Howe, and John Wakeham.

A

George Younger

CONFIDENTIAL
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretar) 24 September

TAXATION OF HOME BOARDING SCHOOL ALLOWANCES

The Prime Minister was glad to be assured (your letter
of 22 September) that the vast majority of claimants will
be properly compensated when new arrangements for grossing-
up home boarding school and detached duty allowances are introduced.
She has noted that a safety net will be brought in if necessary.
She has asked me to repeat to you her concern that the system
should be fair.

DAVID NORGROVE

Miss Jill Rutter,
H.M. Treasury

CONFIDENTIAL
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PRIME MINISTER

TAXATION OF HOME BOARDING SCHOOL ALLOWANCES

You will remember that the Treasury seemed to be trying to
slide out of the agreement to tackle unfairness in the
grossing-up arrangements for home boarding school allowances.

The letter from the Treasury below is reasonably reassuring.
—_—d TeesT

They have accepted the need for new and improved arrangements

and recognise that there may be a need for a safety net to

catch the very small number of particularly hard cases.

ERSSEEEES

The problem for the FCO is more one of the cost of the
administration than the cost of the payments themselves (less
than £50,000). Peter Kemp thinks the FCO are now overplaying

e

their hand. But he has assured me that the Treasury are very

——-d.—*
aware of your concerns on this.

e

This problem is now entangled with the survey discussions and
I do not think it would be right for you to intervene directly
at this stage. I suggest you simply repeat your concern that
a fair system should be introduced. The Treasury will get the

message.

NV

Agree? (J/)
)\

DAVID NORGROVE
23 September 1986

BM2AVJ
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Treasury Chambers, Parliament Street, SWI1P 3AG

David Norgrove Esqg
Private Secretary
10 Downing Street
London

SW1A 1AA

=&l September 1986

3¥Q9/<§6Luud,

TAXATION OF HOME BOARDING SCHOOL ALLOWANCES (HBSA)

Your letter of 8 September asks for an estimate of the cost
of removing any remaining unfairness caused by grossing-up
Boarding School Allowances for MOD staff, the Armed Services
and FCO employees.

The Treasury has recognised and accepted the need to
introduce new arrangements for grossing-up Detached Duty
Payments and to improve the arrangements for grossing-up
Boarding School Allowances so as to remove unfair side-effects
as far as possible. Discussions are taking place between
departments which aim at having new arrangements agreed well
before next April, when long-term Detached Duty Payments will
start to be taxed.

The simplest and most effective scheme will require
a resonable degree of co-operation from the individuals
concerned, and there is every prospect of coping in this way
with all but the rarest of circumstances. Although some sort
of safety-net may be needed, the vast majority of claimants
should be properly compensated when the new arrangements are
introduced.

The extra cost of any necessary refinements is not at
present known but is 1likely to be very small and readily
absorbable by the departments concerned. For example, the
specific contingency referred to in Robert Culshaw's letter
of 5 August would cost the FCO less than £50,000 if met in
full. The immediate difficulty with the FCO's proposal was
not the level of payments, but the administration problems
that it might have created for the MOD and other departments.

ers,
C/M

P g,
JILL RUTTER
Private Secretary
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10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary 8 September 1986

TAXATION OF HOME BOARDING SCHOOL ALLOWANCES (HBSA)

The Prime Minister has seen your letter to Robert Culshaw
of 1 September about taxation of home boarding school
allowances.

The Prime Minister believes it is important so far as
possible to remove unfairnesses caused by grossing-up of home
boarding school allowances and detached duty allowances and
sees it as part of the decision not to legislate that this
should be done, both by improving the administrative
arrangements and by paying additional compensation where
necessary.

I should be grateful for an early assessment of the costs
of paying additional compensation to remove any remaining
unfairness caused by grossing-up, for MoD staff and the armed
services as well as for FCO employees.

I am not at this stage copying this letter beyond the
Treasury.

(DAVID NORGROVE)

Miss Jill Rutter,
Chief Secretary's Office,
HM Treasury.

CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP 3AG

R N Culshaw Esqg

Private Secretary ,

Foreign and Commonwealth Office

King Charles Street - / 9
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et ION OF HOME BOARDING SCHOOL ALLOWANCE (HBSA) Cﬁp\
P o~ i
- . . 2/
Qﬂj*,%u wrote to Tony Kuczys on 5 August about the continuation of x5
W= FCO grossing-up arrangements now that it has been decided not
S, to proceed with legislation to exempt HBSA from tax.

I’/éh- We agree that the savings which were scored in the

} L 4 'x/ 1986 Survey, in anticipation of the legislation, should now be
added back to the FCO baseline as you propose in sub-paragraph
(a) of your letter. This will need to be recorded as an agreed
addition in the figure for the current PES discussions.

We cannot accept, though, that the circumstances require
the allocation of further resources, over and above those amounts,
to expand the existing coverage of the grossing-up arrangements.
Reinstating the 1985 cuts will restore the original position.
While we recognise your wish to make certain improvements, there
are no resources available to do sc in the present context.

The case for improvements in the system would, of course,
be easier if any costs could be accommodated without additional
allocations; but even then, we would be concerned to ensure that
there should be a consistent approach across the board to the
timing of future grossing-up arrangements.

I am copying this letter to David Norgrove (No. 10), John Howe
(Ministry of Defence) and Murdo Maclean (Chief Whip's Office).

Yorws,
W
.gmﬁ{a '

Private Secretary

CONFIDENTIAL
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Foreign and Commonwealth Office

London SWI1A 2AH

5 August 1986

o s

Taxation of Home Boarding School Allowance (HBSA)

You wrote to Tony Galsworthy on 12 June about this
and we have seen David Norgrove's letter of 26 Junée conveying
the Prime Minister's views and the Chancellor's response
to the Defence Secretary on 4 July, confirming the decision
not to proceed with the legislative route to exempt HBSA
and DDA from tax. : g

The Foreign Secretary was naturally disappointed by
this decision, but reluctantly accepts it. He believes
that the taxation of HBSA is nevertheless an unjust and
inefficient anomaly which should be tackled by legislation
as soon as possible. The best time would probably be in
the first post election budget.

Meanwhile there are several immediate consequences
for the FCO of the decision to maintain grossing-up:

(a) The £1.4 million reduced requirement
subtracted from FCO's baseline in the 1985
Public Expenditure Survey will have to be
restored from the Reserve in 1986/87 and in
the PES plans in the next three Survey years.

(b) We should now take measures to pay additional
compensation to remove the unfairness caused by
grossing-up. At present we compensate officers
for the effect of the inclusion of HBSA in their
taxable income on their qualifications for student
grants. We do not, however, compensate them
in other areas where there are knock-on effects.
The taxation of wives' income and Building
Society interest at a higher tax rate are the
main causes of complaint. A number of officers
have already asked for compensation. As in the
case of university grants, the main sufferers
are relatively junior low paid officers who find
that the tax rate at which they are assessed
is raised to around 40% or 45% b rossing-up.

% % by grossing-up

(c) Other Diplomatic Service programmes should
not suffer in order to provide this additional
compensation (required because of a change of
Treasury policy). Once we have calculated the
extra costs, we will require an increase in
resources to cover them from central funds.




CONFIDENTIAL

(d) The procedure for bringing DDA into
taxation and the further grossing-up of HBSA
were discussed at an Interdepartmental meeting
in the Treasury on 16 July. FCO are not
affected by DDA but have some 250 officers

at any one time in receipt of HBSA. We believe
that we should be able to effect the further
compensation endorsed by the Prime Minister so
that unfairnesses caused by the grossing-up
system will be kept to a minimum. We are however
concerned that the difficulties foreseen by MOD
in paying additional compensation to the greater
number of their staff affected should not call
into question the commitment to provide further

compensation.

(e) We also cannot accept that the timing of
future arrangements for the grossing-up of HBSA
should be linked to the proposed taxation and
grossing-up of DDA (which may take months).

The FCO could administer the extra compensatory
payments quickly and in fact would wish to do

so immediately to include extra compensation

for those affected in the 1985/86 financial year.

(f) The steps needed to bring DDA into taxation
must be agreed with the Trade Union Side and

- ;
it 18

this may lead to unwelcome publicity.
likely that the Trade Union Side will react
adversely to the grossing-up of DDA and a
connection may be made with the continued

grossing-up of HBSA.

I am copying this letter to David Norgrove, John Howe
and Murdo Maclean.

ey

O (@roe)

(R N Culshaw)
Private Secretary

A W Kuczys Esqg

HM Treasury
Parliament Street
LONDON SW1P 2AG
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CONFIDENTIAL

Treasury Chambers, Parliament Street. SWIP 3AG
01-233 3000

4 July 1986

The Rt. Hon. George Younger MP ‘_J (S<7(ﬁ\

Secretary of State for Defence

TAXATION OF HOME BOARDING SCHOOL ALLOWANCES ETC

Many thanks for your letter of 23 JUne about this, and to
Geoffrey Howe for his of 25 Jurne. You will now also have seen
the letter of 26 June from the Prime Minister's Private
SecretarY. i — ,‘\(3 - L_A_‘CI /\0111 N @ﬁ,)w\‘ \'{J ( fl,ﬁ \}’({?
-

I can understand - and indeed share - your disappointment that
it has not proved possible to pursue the option of exempting
these allowances from tax. But as the Prime Minister has
noted, the political and other problems would have been
extremely difficult. And, while the object would have been to
simplify matters administratively, exemption would in
practice have brought few savings in administrative staff.

For the future, therefore, we must continue the existing
arrangement of grossing-up, and taxing, the boarding and day
school allowances. We must also put in hand arrangements for
grossing-up and taxing the relevant detached duty payments.
We need to make progress as quickly as is reasonably possible
with the latter - in law, these payments are taxable but they
are not at present being taxed and we must now regularise the
position.

I have asked Treasury officials to sort out next steps and to
get in touch with yours and those in other Departments
concerned. Departments will be expected to contain any
additional cost within whatever provision is settled for their
overall running costs.

As the Prime Minister has said, we must also make every effort
to minimise any resulting unfairness in individual cases. (In
fact, the present arrangements already take account of any
higher rate liability of the individual on his own income, and
of the first two of the knock-on effects of grossing-up that
you mention - higher contributions to ERNIC and parental
contribution to student grant.) Our officials can consider how
best in the grossing-up process to take account of this and of
the other factors that you mention.
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