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. LeG/SIT0 SECRET

VAT AND THE ARTS

Conservative commitments at the last election: ‘The October
electTon manlfests contalned no comaitment on The subject of VAT
and the arts. However a pauphlet “The Conservatives and the Arts")
published by Central Office in September 1974 and writtea by
Ernle Honey, adopted the followlr%mumwtnt -

Mpilet maintaining the basie principle that Value
Added Tax should be, as far as possiole, an across-
the-board tex, it is clear that the Arts, particu~
laxly in view of the extent to which they must rely
on and be bound up with State support and that they
suffer from severe uncertainty with regard to thelr
financial future in an inflatlonary situation, stand
in a peculiar pesition. Exe:npl:i.;:u&::‘:l of tl;aiwork of

ve & 8, writers musiciang, -
the theatre, cod
aj 6 G , WO e in lin® w recent
in taken by the Commisaio: and the Perlia-
ment of the LEC.

In the present economic situatlon a Conservative
Govermment could not glve an wpalified unders
taking immediately to relieve the Arts of the hurden
of VAT, However, the European Commlssion is propos-
ing the relief of the Arts from VAT and similar taxes.
We will suppert the proposal when it is considered

by the Commmity, and a Conservative G overnment will
tmplement it as” saow as it becomes Commmity policy".

Conservative Statements since the election : In a speech
on Yebyuary 10 Ur. Torman St. John-btevas, Shadow Spekesman for

Education, said :

"I yyge the vnder-Secretary to secure from his
colleagues in the Government the exemption of the
livigg agtist, ghg_:mi&the and the
Eoncert hall, f£¥om the e t of VAT, 1 should
bE&3nRtoNTto see films exempt from VAT as well'.

Cost to the Exchequer of zero-rating:!

Theatre tickets - zero rating would cost 1 . the reglon of
1.5 nllllon & year.

Congerts and opera - estimates are difficult in view of tha

Fact Lhat the emount of VAT payable veries greatly according

te the adminiastrative arrangements involved. However, it
appears that the Royal Opera paid £€153,330 in VAT in 1973/4,
equivalent te 3,5 per ceat of total income. In the case of

the Reyel Festival Hall, the VAT ia paid by concext promotexs

if they have a turnover of £5,000 ox over. MNo overall esti- =)
mate of VAT payable on & P ¥Tikets is available but the
following can b noted :

(1) The Londen Concert Board, with responsibility for
the four Londom o¥chastras, estimates thet 1
1973/4 £51,000 VAT was paid on the 120-130 concerts
under its auspicas.
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(11) }E?sﬁyal Festival Hall paid only £12,300 in VAT in

Cinemas ~ the VAT liability ia 1973/4 ampunted to £5.9 milliom.

In addition to the theatre, opera, comcert hall end cinema
mentioned by Mr, Nowman St, John-Stevas above, the suggestion
has been made that zero-rating should alesc apply to the
following @

- Visite to historic houses -~ no exact estimate is
possible. However if one assumes 50 million visits
per annum with VAT at 2 p on the entrance charge,
the gmount of VAT pald could “e of the order of [l millio:

- The acti.g profcssion VAT is Eaid on agest's fees.  To
e~stimat~s of the cost to tha Exchequer of zero-ratl g is
avallable,

- Museun aquisitions and modern art - no estimate
avallable,

- Improvement to historic buildings - mo estimate available.

Sporti tivities

The casa 1s DBelng made that sporting activitles should be zero-
rated - and this would certainly be pressed more subatantially
were relief %wen to the arts. Regarding the existing VAT

burden £ . this sphere, the following information is available :

- ticket sales of professional and amateur aports other
than professional football -~ £1 millisn a year ;

- sports goods {including toys &:d games) = &° wmillion a
year;

- the total cost of relieving professio al footLall of
VAT would prebably ba ahout £2 million & year,

Arpuments apainst specisl treatment for the Arts: .

The pros and cons of VAT zcro-rating on theatre, concerte axd
opera were daebated in the House of Commons on 11 May 1972 during
the passage of the 1972/3 Finance Bill. On that occasion

Mr, Anthory Batrber, as he theg was, advanced essentially two
arguments againat specisl velief;

Fairuess - it would be unfalr to the great mass of DBritish
paople, who take thelr entertaiment and relaxation in a variety
of ways, to ask them in effect to subsidise one particular
section of entertaimment by providing relief from VAT,

It _was necessaxy to draw the line somewhere - if zerc-rating

were accorded to 8, O [} ar groups in soclety would
want relief for goods  and services in ch they had a particular
interest and the broed base of VAT, which is one of its main
advantages, would be sericusly eroded, There is Little doubt that
thete are many schemes for special treatuent which an extension of
zero-rating would awa'en {to give just ome example - a clala for
zerc-rating on bicycles is already being made by the British
Cyeling Bureau on 1€ of eyelibis), .

Arguments in favour of zero-ratiunn:

The following ave th- .ain argunents that are advanced fin favour of
zero-rating the arts ¢ 150
.e i
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(1) The arta arc facing severe financial difficulties at the
moment largely as & result of inflationary cost increases.

{I1) Some valuable relief could be given at a small cost o the
Exchacuer,

{111) The contribution which London theatres, in particular, make
to our iavisible emrnings through Chelr attractiveness to
tourists i1g considerable. Yet many theatres are on the
verge of insolvency.

{iv} The mero-vating of the living Arts could be see. a5 a
natursl corollary to zero-rating books,

Regarding the escalating coste in the art world the following caa
be noted :

(1) In the Arts Council amnual repoxt for 1973/4 Tord Gibson
obaerved that "withowt allewing for Eugther inflation it
will cost at least 625 million in 197576 to Lkeep goil
the activities sustained in 1974f5 at £19.5%5 million".
These estinates were made for S-ptember 1974,

(2} The Royal Shakcaﬁgnre GomPan has established that over
the past 12 months actors! salaries have on average
increased by nearly 23 per ce:t and the pay of technical
staff has increased 0{ nearly as much. MaCerlal costa
have also increased alarmingly. The Royal Shakespeare
Compeny has estimated that over the past 12 months the cost
of paint has funcyeased by 41 per cent, timber by over 102
per ceut, felt by 223 per ceat and fifn:eglass by 500 per ceut.

EEC Practice

There is a good deal of diversity in the practice of EEC states
regarding both the extent and the scope of speclal trestment.
The fo}.lwing concentrates on the position of theatres in EEC
ecountries 3

In Belpfus  the commerclal theatre is subject to & per cent VAT
plus iocel taxes, However there is exemption for certain
theatres which are recognised by the Ministry of Education and
Culture 28 having a speclal stetus.

In France a reduced rate of 7 per cent VAT applics Co all
Typas of theatre. .

In Germany there is exemption for what are cailed "State and
Comoanity theatres" as woll as for other theattes which ¢an prove
that they are providing some sort of “cultural®™ acl:ivitg. Other
commercial theatres are taxed at a reduced VAT rate of 5 per cent. .

In the Netherlends theatres are subject to a special reduced
ar: El exr ceat (recently extended for a further three years)
compared with the country's main tariff of 16 per cent.

In Italy the VAT rate on the arts is 6 per cent.

Wﬁs & rod.ced rate of 5 per cent applies, compared
with a standard tariff of 10 par cent.

In the Irish Republie with a standard rate of 19.5 per cent, VAT
oa the theatre Es Tevied at che rate of 6.75 per cent. .

In Dermark there iz mo anecial treatment for theatre or other
B & VAT rate ip 15 per cent.

«lé Tha ERO
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The EEC Commisaion's dvaft sixth Iirective

The long-term o:gective of harmonising the coverage of VAT and
has been endorsed by the EEC Council, To further this emnd the
EEC Commission laat year subuitted a draft Directive, which it
subsequently amended. Under this praggaal exemption is
eavizaged "for certain activities in the public Internst'
f.nclud%ng the following :

"The supply of services by theatres, cinema clubs,
concert halls, museums, libraries, public parks,
botanical or zooleoglcal dene, educational exhib—
itions and operations,other than those of radio and
television organisetions,witihin the framework of
activities in the publie interest of a soclal, cultural
or educational nature amd carried on by:

(1) Todies governed by public law, or
{11) non-profit making organisations, or
(1ii) private charitabie organisations',
(smended article 14 of the draft)

Fron the above it would seem that wherdes the ERC Commission is
progesing raliaf acress 4 wide vange of gultural and educational
activities (though not sport), the type of bodies that would be
¢ilgible for this relief is limitcd and would seen not to include
for example, commeycisl theatres aud cinemas. In the legal
language of the Community Ybodies governed by public taw' are in
effect public authorities of one sort or another, e.g. local
avthorities.
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