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) POI._I'_'CY'- GROUP ON TAXATION .
- SECOND INTFRIM EEPORT -
) BARD L & THE MY SCENE
The work of the TeXation Policy Group has been taking place
in & rapidly changing fiscal climate.

In our first interim report (dated 23rd July, 1975) and in
Sir Geoffrey Howe®s position paper on taxation to the
Shadow Cabinet (IGCA76/09) we identiified two broad
priorities in the British. Tex.system = +o reduce substantially
the Tpolikigel’ or 'entemise' taxes, which bring in little
net povemie: bwh d¢ enoYmOUS economic’ damage, and to unscramble
7zlthe now chaotic reletiopships betweenm income tax, national
/ Yinsurence contributions aol sogisl security bensfTits.

We argued in the first interim report that & cocherent and
woricable tax package demanded beth a reductien in the
politiocal Faxesm (where we kebched out the main priorities)
apd a wubabtawyial reductiion in the burden for +the ordinary
TaXpayers, although we pointed to the obvious short-term
diffioulties -in implementing the second, and expensive, part
of the patkagd. I .
Since then our.doubts about planning for a general reduction
in overall taxation in the.short or medium term a1y
increased. Any sevinga on:public expenditure in the

sople future will be tsken up in the need to reduce
the enormous borrowing requirement. AL the same time the
-difficulty of cubting the reel fax burden in present
circumstances may now be more widely appreciated, thus malking
i% casisr to "sell? what amounts to en *enterprise firet!
tax package ut minimum cost in Revemme terms.

This dces not mwean that we bave gbandoned the attempt to deal
. with the income Lax/social security muddle, but the approach
ip the first instange will have to be through redistribution of
the burden of texes znd cther payments and we accordingly

meke proposals below, An all-round lewering of taxationm wili
have to wait. The pelitical taxes must come firat.

EART II 3  FNTEEFRISE TATATION

T the_first -interim_'repor_t we proposed reductions and reforms

in % and. Capital Gaips Tax, cuts in
mAT - e Lme . 1NCon 3 nlac sholition
AID . ince thSEUOT 1Er peen modified in two

major respects, relief for business desets and owter—occupied
lend, and - the doubling of the snnual exemptiom. The relief con
business asgets barely compensetes for the rise in retail
prices since 1974 (Ses Appendix Ade We still take the view
thet CIT is.acdestructive tax, pitched far too high and with

; mimercul objactionable features, particularly affecting
family businesa apd .apgriculture. Qur position therefore
vomains thet the tax should be replaced completely in the
long—~tern. and. that it should be modified within the limits
of eerly and ewift- legislation in the phort term,
proposals, zdjusted to take account of the latest. Government
reliefe, and with particular emphasis on ties of consenguinity,
are set out in Appendix A. ..



Te

-2 -

Capital Geina Toax remains unfair and damaging. The recent
Government review brought only trivisl reliefs, We propese
hat rather than merely offpet CGT ageinst CTT sll dispesaals
within the scope of CTT should cease to attract ool {(ma with
@gispesal at death, at present), We alse feel that the
present rate of OGP is imappropriste for en inflaticnary world.
In theory this could be corrected by an inflation=linked
relief, but this would be sdministratively very complicated,
4 simpler course would therefore be to introduce & taper to a
zerc rate for assets held over five years. For pesaible
cost and details see Appendix B,

The top marginal rates of tax on jrvestment and earhed income
stand out like a beacon of fiscal sbeurdity amd do great
" peychological damege to Britaints case abroad. We believe
thet = modest goal would be to set ihe highest rate at 75 per
cent (etill at the top European levsl), We have in mind

8 top earned income rate of ﬁﬁﬂr cent, For many reasons

we would like to see the eve 1 sbolition of IIS ae
providing some compensstion for the ravages of inflation on
the real value of capital; this will be essantial if we find
B wealth tax in force on our return to power. For the time
veing, we would retain a surcharge of a flat 15 _per cent after
reising the starting point to a minimum of gaf@.b We think
that our proposzls for a lower top rate on incofs oth earned
and unesrned should be conbined with a general revision of
rate bande up the scale and/for raising of thresholds, The
merit of these options and the means of financing a major
redistribution awey from income tax arc discussed in paragraph
15 and Appendix D, Alternative new patterns of rates or
thregheld increases are outlined in Appendix C.

The Value Added Tax, besidee having majer general revenue
implications, hes importent thusiness?! aspects whare changes
can be engineered without great coat and with econgidarable
piness benefit. A special group is to examine detailed waye
of improving VAT administrationj we propcas initially that
the mininum turnover requirement bs raised from £5,000 to
£10,000 which would remove # million regisirations av a revenue
cost of only £40 million. We favour receonsolidation ef VAT
into & single rate. A 10 per cent rate could be achieved
immediately by the use cf the regulator. For the rates we
might need in velation to ocur incoma tax strategy, BSee
parsgraph 22.

We see no merit in retaining stemp dubties as & permanent fenture
of the tax system. The proper megans of taxing deals in
shores or land is now through VAT on brokers* and agente !
commission, Higher turnover caused by greater switching
between securities, taxed et an increased standard rate. of VAT,
would give some compensating incrsase in revenue and would

also widen the base of Cepital Gains Tax. Total abelition

of the duties would eventually cost some £300m. In the
interests of minimum impact on the Revenue this wowld have to
wait.

We have examined the workings of Cerporatien Tux, perticularly
in the light of the Sandilands debate and of the Govermment 7a
continuing steck apprecistion relief, with its unsatisfactory
year-by-yeer postponement of tax ligbility, While we have
accepted the concept of inflation accounting, until the
question of accounting practice is finally settled by the
Horpeth Committee it iz hard to reach firm comelusiona on the
beet treatment of corporste profits, but we are working on
initial proposals for allevistion and pimplification.
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We have concluded that reforms must be within the context of
the imputation systen.

12. It has Deen put 0 us that es parh of the Yenterprise Tirat*
appreach a number of special provisions should be made for
smaller and independexnt business enterprises. We agree that
smaller firms showld receive maximum encoursgement and fake

the view that changes suggested 1o y C@T and the high
inocome tax rabes should i « = In addition the
qualifying limits T lower torporation tax rate, and for

the marginal relief, should be raised to compéensate fully
for inflation rather then by the lesser smounts proposed in
+he 1876 Finance Bill.

13. We are exemining further methods by which smaller firms of
& proprietary character might be given further tax encouranfe—
ment but we recognise that it is s reduction in the high
levels of income and capital saxaticn which would do_more than
/4 any other specisl arrangements to assist new and smzller
_]) business enterprise. We estimate that the net revenue cost
[_)Q allowing for offests of the ‘enterprise! package outiined
/}. ahove would be of the order of £200 -~ £300 million in a full

U“” year - ic theory (excluding stamp duty). In practice,

b taking into scoount the effects on incentives, eapital-building

’\'b(/' and the ccnsequential impact on the tax base, the cost would

\/ certainly be mach leas, There would algo be buresucratic
savings in VAT administration. A rough table of costings is

set out in Appendix D.

14. Clearly the future plans for the %ocal rating system, bdth
domestic and industrial, will i ence overs costing.
¥We have not yet had a joint meeting with the Environment

6_ groups.

PART ITT & PERSCNAL TANATION

15. We have examined a mumber of proposals for ecoming to grips
with the income tax/Bocial mecurity issue, snd for doing so
without revemue cost. All are agreed that the firat
immediate need is somehow to lift very substantially the

C income tax basic rate thyeshold and/or reduce the basic
rate, Thereafter there are & mumber of different approaches.

16. Those Jed by Mr, Ralph Howell, wish to fax phortzterm

b jtas on the grounds that this gan be done administrutively,

+ this must be combined with = Bemefit ‘ceiling! fox
families and a nationsl wages 'floor' and that the way can
+hus be paved for a mejor reduction in the mumber of below
average-earnirgs income tax payers, for non~cumulation and s
mich greater degree of self-assessment in our baX syetem.
(Some Members, while racognising that administrative difficuities
may be substantialy nevertheluss feel that some kind of
flat=rate tax on short-term benefits would provide a solution)e.

17. A different view is that these gosls can be better achieved
by the tax credit syetem, and vhat short~term benefits cannai
be handied for tax except in this context, or at least the
adeption of non-cumulative FAYE. SSea also Appendix @ on
non~cumilatbion end self-aspessment ). In a fully developed
tax credit system, teX thresholda would disappear altogether
and svery £ of income be taxed at the basic rate. Tna
partisl syefem, the tax threshold is inevitably depressed.
This was a major fachor in Labourts recent decision to arop
plans for a child benefit schems, A policy group under
r. Patrick Jerkin i locking at these various aspechs.
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18, 48 an glternsbive to tax credite, . our attention was also drawn
to the apparent mimplicity of the "Economist®s" recent
proposal to eliminate persomal ellowances and charge a #ingle
effective rate of. income $eXx in the range 35 - 17 per cent.
Howevar, o8 this would :inyglve an ﬁncr_euewvmginn for
g% least ter million people, end there would be greve difficuliies
in soft spparent oy resl regressive effects, we feel thai
in practice substantial complexities, including new oneg,
would be reintroduced.

9. Our oWd approsch within the saxafion pelicy group in no way
challenges the need for radical medium-ferm changes. But for
the time being we are convinced thai further adminiatyative
upheaval is undesirable. This lesds us to the view that if
we tan succeed merely in raising the thresholds or cutting the
retes that in itself will be a major achigvement and take
mach of the argsncy out of the problems which more radical
solutions seek to overcome. :

20, Accordingly the Group has confined 1teelf to the more immediate

G/. objective of huc (both thrashelds
end ratee) ooked ror altermative cources of ravenus,
either from & substantially higher single VAT ra%e or from
peyroll tax, or from higher eociel security centributiona; or
from & combination of these.

21, Raising VAT would mean & direct additicn to prices 1o the
consumer, whu would of course be paying less {irect tax,
The payroll tax would mlso work through in higher prices as
smployers sought to recoup. Se would higher social securily
contributions from umployers. The arguments are peychological.
In the end the consumer pays.

22. Our conclusion, bearing very much in mind the need to
minimise legislation and sdministration upheavaly is that the

C cha :ges t¢ reige reveous should be diverpified, both in
1101 and g, e put our wajJor emphasis op m
S s,;:a ;ée broadcat—baged expenditure tax, We propose a

two (or thrse) stage operstion: fire$, by the inmediats
operation of the regulstor to recomsolidate the retes into
a Binsleu}g,per cent {revenue increass of £500 m:llion Doy s
(this co convenlently be mssociamted with the use of the
repulator on conventional excise duties Hc raise a further
i%gg million). Next the new Btandard rate of VAT could be

ed up in one or two jumps ta__1_2 per cent. This would
raise a further £2,000 million. In determining this standard
rate, wa do not feel that it if essemtial %o choose 2
conveniently divisible fraction (e.g. 12% per cent is %, buf
8 per cemt is 2/27 of the tax value), if revemus considerations
dictate otherwise, Wo do mot favxir the alternative of
widening the base of VAT by including zera-ratzd items like
food and fusl, which would be even mers difficult praciically
then the inoreese in VAT bazsic rate.

23, In addition to the VAT increase we also proposs a significart
ir%aaae in suaﬁ' 1 segupity contribubtions. A% presant, the
CLi contributes some £1, Ton s year to the
paticnal insurance fund. We nroposé that the whole of thie
be ndded to loyer contributions te bring them to 12% per
- cent orf thereabouts, Therabg_nld be no increase in the
Glase IV contributicns by the..duployed. We should zleo he
able to check the rate of increase in employgs contributions,
end poBBibly ralso the earnings threshold for copbributions,
although %he onset of national superanmation would have to
be funded. Oar propomals emount t¢ an incresse in the
overall pocial security contribution from its present
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%ﬁer cent top, say % per cent (plus neticnsl super-
tion) which would bring us more inho line with other
EEC countriea. At the same time we believe there is real
paychological advanbage ih the concept of %gpoie]l taXes? ant
in linking these insraseingly in the .public mind With
expenditure o4 S0¢ial Programmes, In the long term we
would like %o see this concept much further developed in tlhe
oversll pattern of taxatiod, thus paving the way for fubure
reductions in direct taxes :

The srithmeilc of thése, changes ig set in A,g%endix By
The broed outcome is that s dum of £4,500 millicn could be
taken off income taX in' s full year, allowing new rates and
threeholds as owtlined in Appendix B, The permmbations of
varicug tax rates are virtually endless, but the following
considerstiors could affect confent, presentation end timing.
Firat, increages. in indirecy igxation and employer

ributions Wﬁ; our proposals above
would be likely to lnvolve &n increase in the RPI of the order
ori_S_nE{gnt‘- .ng?i.. this will intensify the need %o
ralSe the threshold w already an urgent requirement becauss
of the ‘poverty trap? emd inflation. On the other hand,
any mcve te skift some of the burden from.income tax to
employer comtributioie and any reductions in the bawic rate
awtomatically *develue' the tax allowances, maeklng easier
toth immedipte threshold increases and the eventual introduction
of tax credits, mnd it would also alleviete the intemsity
(though not the extent) of the pcverty trap.

In the leng term any incresse in the employer'a costs of
Iabour ehould encourage better use of invesiment end lead to
tilghter manning. In the shert-term, although unemployment

is high, we doubt whether theme mederate additional codts
would have rors than o mopentary deterreat effect on the hiring
of additionsl employees, when one bears in mind ths aiready
forwidable disincentives t¢ taking on extra hards.

Although our tex proposzls go far provide a significant %ilt
badk in favour of rewards tc capital and to wezlth creation we
wowid not accept thet this need be 2 programme which fevours
only the few, Hore rewards to capitasl siould g3 hend in
hend with e wider diffugion of capital ownership, not only
$krough the strongest encouragement bo new erterprises and
smaller firms but alse through the wider distribution of
equity auongst employees. We therefore offer proposald
which, mlthough modest in themselves, would have the effect
of greally sncouraging the spread of msset ownership in the
community and would form 8 useful part of a wider programme of
eneouragement to the building of demoermbic capitalism, shouid
the Party wish tu parsue such a thede,  The details of these
proposals are owdlined in Appendix F.

e ————

The Group hes loclked et the idea of i@w_ﬁgy_;lrt
tax t ids and, indeed, all monsy Values expreses he
aX statutes. We Aea obvious difficulties in reguiring a
Chancellor awtomatically to forego all revertes which inflakion
may waeh into the Excheguer btut indexation does not in
practice demand this, Al 1% reguires is that the increases
texation which resulte from non~adjustment of thresholds and
cther tax figures expressed in money terms should be

explicit and that the awthorities ehould be obliged in
periods of inflation to0 go through all the relevant figares
setting out whet the mdjusted and fully indsxed values should
be and explaining why, in prachice, the adjustment is only to
ba partially made or not at all - i.e. why the taxes in
gueaticn are being raiped snd by how much, We think truth
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in taxation policy is & good principle snd one upon which a
strong and determined Parlisment cught to insist.

28 We belleve that our proposals fox :I,imm; the income tax
thresholds and will help %o reduce the
ENOYMOUS mANDOWEYX olved in reising Britain's revenues,
both through the very considerabls drop in the numbers
ligble for incoms tex and through the reduced incentives at
Tower rates generslly to attempt aveidence = or evadjon =
which tles up large munber of officisls. Tha propoged
VAT change should slac relesse mumercvus Customs and Excise
officers from time~consuming cases witk minimal gaine 4o
revemua.

29 The savings do not, ¢f course, compare with the immense gains
thet oughft in theory to flow Ffrom a fully developed tax
eredit aystem or similar schemes. But these lie further
ahead. The plans we offer here are aimed at mesting the early
needs of a counbtry in severe ecomomic ¢risis, groatly
overburdened with complex and in sowe instances totally
unintelligible tax laws, so¢izl sscurity ragulations and
administration, anxicud For a period of sbability and
minimum legislation and above ell prepared, if giver the
opporbunity, to give the business of business the very
highest priority. Thet ie what our propesals sesk to do.

Conservetive Research Depertment . _ TEB/RME
24 014 {meen Strest, London S.W.1. 16,6476



Appendix A (1) omitted (20 pages of complex draft
amendments to financial legislation of little general
interest)

Editor, margaretthatcher.org
18 June 2003



AFPENDIZ &
2) T BUSINESS RELIEF ;E THE 1976 BUDSET -
The! "cunnu-ion" made, in the Budget, reducing by 30 per
cent the value tyangferred in {he case of a sole mpr.‘latur or
partnerghip business,.. or:a contmlling shareholding in an
unq'l.loted company, neods to be looked ab carvefully.

The Ecgie rates of cn'wam set ovt' in the Finance Bill of

late 1974; took effact )lr fer of valug made by
an ﬁndi\ri&ual nfter 261:]1 Mamhl 19 &, other than an exempt
I:raszat.“

: Fal :Lndex "of retail prlcea stood at 102,6 an L.
19th: ‘Marc 1974, - Two years latex om 15th March, 1976, it
stood at 150, 6. a ride 6F 46.8 per’eent,

If one’ apaumes, which seens a 'véasonabla thing to do, that
the value of the msseta of an“unquoted business has e up
rg:e same O&z)uportion a3 -prices In gemeral, then a Tess
WO £100, on 1%th Harch, 1974 would bﬂ,\mrth £146, 800 e

- Redupe:that £145,808 by 30 £ cent and. you have a CIT
valuation besis of 610 29300. P g

In ather words the 30 par'cent Meoncession” ie mot quite
enpugh fo corpeasete for the Jnflet!on whilch L=e Galen pT Bz
clice t.he Oaplied T far Tax fivet ook effack.

May we Look Eor another Yeoncession” in next yearfs Budgei,
suffizicot to wectify this yeards chortidll and te compencatce
for the inflation dua to place in the eoming twelve mouths?

This “corcession” La cump1ete1 ey, and it underlinee
agali the needs to look at-tan—rates 4 ﬁfn ® contest of inflation
and not L Vacuo,

ATPRIOLX B
. he)
NEW CAPITAL GATMS TAX SCALE
Lime uéﬁ;" he

Up ta 1 year
e

-3 years
£ yun
L5 years
-Oper yearu

e

The ull:e:macl.ve baa:'.a of %(afﬁactﬂelﬁl half the
marzinal rate of income tax) wo » retained,
cleaﬂy be less valuable for assets held for a mumber of years,
It is vircua!‘.nér .‘lmponef.bla to compute ap accurate cost for the
conceggion, Treasury¥s own estimates at Budget are
often up to 50 per gent out. TYield of the tax for 1976-7 is
setimated at 2400 million, and perhaps {allowing for ater
Teadiness to sell assets) the ocost could be up to €200 williion,

e gt



AZREIDIX C

NEi IMOME TAX SCALE Basi Bate 5%
e - 85,000 = B,OGD 40T~
. TEB0007-12,000 -50%~
S over g12, o s01.
1. . Investments Jnepne Surch be added as elm;v'n:op'x.‘!.at:.ew
(ae. 15‘per cenly; ;bmr wﬁgepomc of £2,500).
IR I 1Y o
2. As sn example, & married i with 2 young chld
(m"ﬁoying the ‘condi:toml' tax reliefs) and ea'm.tng 610 ano
h:l.maelﬁ payi.ng 62,607,50 compared with & 348,25},

3, The ove-mu ceat. “tha roposals would be of this oxders:

e 10'.! cut - in. hasic ra:a 4,000 ite =
. h!.g}w.‘: rekss | - 12500 B
'Aigegg tive Gl
Increase personal allowance

(single married and age) by £500 . €3,500 m,

Increase, child gllowance
(or child heneﬁts) by £200 £1,000 m,

i ——

" §4,500 m,

e

Reldefs in CIT 100+
Beliefs in £GT 200 ./
Bipher Income Taxes 500
Gorporation Tax (small cosa) 50
ee e T 850 M.
Lless VAT {10% single rate) 500
VAT admin.’ 50
£350 ma

Cverall cost 2300 my - .

This oversll cost can be more than covered by the implementation
.of the 19 ;er cent regulator on conventf.cnal excise duties,
.,_to railse’ a further 2500 m, nl




LPPENDIR B

QVERALL COSTTHG ‘INCLUDING INGOME f/3t/SOCIAL SECURITY CHANGES

tost Cut in basic rate from 35 to 25 per cent 4,000 m,
Quts pmpc_sed'in higher rates 500 m,

. 24,500 m.

Pevenue - Standard VAT at 10 per cent would raise £4,150 m.

(N,5. Thls is the meximun to which the
Tate could be raise by regulator Lanediately)
representing an increass over prasent

rates ot £ 500 m.
Regulatort on Revenue Duties {10% chanpe) & 500 w,.
Increage in VAT rata from 10 to 15 per cout £2,000 m,
Total 1r|di.i'e.ctl-rtmz :j'_pa.ckage" ' i:;,_ﬂ?JE e
Ex.éheque‘x'. supplement to Hatfonel Insurance
Coneribations - £1,300 o,
Total revem.e raised . ) @300 me e
_jﬁoeimi shortfall - & 200 m.

Supgssted Contribution Scheduls

Enployee increased to § per cent’
? )

{total 2,300 + £ 100 o,

Rployes eontribugion iﬁcieanad from

T3 to 12%pey eent (total £5,%30 m,) * £1,000 m,

1. The balance of incroased Naticnal Insurance
Revenue could be applied to natiomal superannuation,

2, Mo gwerell tupéct of the packaze on the RPI is
1ikely to be of the ‘order of 5 « 6 pef cent,

APPENDIR F

YIOER SHARE: OUMERBHIR:

PROPOGALS FOR EIPLOYER PROFTT-SHARING

1. : Dur\Fuidmg'w':bhrLderation'.m the woxls of thls sub-
comuittes hes been that a peversal in tue eroslion of tha

proper vewards to_cgnital must o ‘handein-hand with a

wider diffusion of the Lwnorsiip of capital, The two
policies combine to wake each cther seible, Wk note how
& mmbar of -emargéﬁf Consexvative nolicies are being built
arcund this r¢wes theme = policles for intreased house
.ovmerchip and for encouraging cmaller businesses for Lastance
{as well, of cpurfe, as fur ms_cﬂ.i.:g to m-metnhig concenbrates
in state hands) = and our croposails hers eys put orvarc &6 &
part of that broader develommént in our thiuking.

Dur matn pioposal . foir disseminating ovmershis is

deliberate expansion, through tax ¥elicf, of smploves profit-
shering scheicg, uﬁ-zile' in no sense coneaived as solving
ni s without the need for oticr policles, it
fits four cardinal principlest
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be

Se

- .p}. .4, steady move towards a woxe deeply rooted ‘Cdp -
of - Ymase® rapdtalisn;. tliziwider, tie divislon of ownexship,
the less industry is polY£IcATIY vulnersbleto-attack.from
atgte soclalism, e .

b) 4 conseious ‘attempt té--seftcn‘indusérlal confl:l.ét -

© akthe work-place; anm:.!.‘l moxe widely, to inculcsate in all

sactions of the commmlty & renewed sense ¢f shared purposc.

) Ab enbhadls:ou:poofitable private industry as tha
englne-house of- the nationts- wealth, L :

. d) For tha individual, -2 feal oppoxtinity of a
measute of cconomic independenca.

In amplification ofithe last-point, we see real advantages
in.the mediun of employee profit=-sharing, ' The fr].mary me tives
for’ peraonalr savdisy mdsr properly; be house purchase and
rétirement cecurity, (These are within the purview of otler
Groups, although In pa‘zg:aph—.‘é wa: sugeost & possivle liok
between gur proposals house purchese), We are prineipally

concernadisth Bhd ersation of ngw gapital on the one hand and

1t& wider personal ownersiip on ths obher.. e 'are eonscious

" of,the danger that ciamelling personal savings into the

y sector - sbove all intothe company for which one
works = rigks "all egne in one basket™, Dut we are concerned
here not with the investmernt .of-dlscretignary personal savings -
as with the cass, for ingtance, of Rolls Royce, but with
additional and set teimeds Loismplovasy Lo bring them, possibly
in large mumbers, into the ownership socetst of doeciety.

“He egre of the view that employee sharelivlding does
mzvmve motivetipon. thile much of tue evidence ia from the
ted Sfates,:we nbte thab ICL;-perhaps tle most distinguished
exarple of profit-sharing by & conventional UK compeny, has
budlf tp £lrm loyalties, with over & thivd of shares lssued
to enployess;ftill eld. :I tham personally {though these still
represent- only A v%y Bmall “RroROTrion of the eqhity chares,
le the wm?a“%hi reover, protit-sharing woul read.u{ solvel
the frobken of zivh eey,_a status analogous to sharclel” s
because they.would nbgk:j:gﬁﬁolm “ang it would sreatly Luprov-
the positicn of thz stable itpetiencad oldar empldyce whose
leek of militancy often leads to .is relative neplect and lack
of status, To achieve thls without undue risk té the employee,
we advocate Cthat our echeme i3 copfined to Lonuses: derived frou
profits belénging to the company @ih:gi employee), ulilch are
used to create or purchase employ@p.shares, In tuls.yay en
amployee can bulld g a.Syind I‘L%I TiEking -his owi-Bavings.
Ouy proposdls are
profit=gharing schemes.
EiC 1o SEAIpic for companikes Lo &
howmes. & prafitey vhctiier in shares or. casi and
these: qualify fox xelief frok ‘gqruorgtion‘ ¢ar as ‘A businnss

“expense, - The gnag IT aly emplo % suffer fncome’ tax on the

bonuges. | culeted o earqinze? ‘or the Ureceipts' hasis),
2 : mm Y fogztv-income tax and capital

Forfmonan® ke el ety L :
matng: ke, “deférrad incoma:tax:confined
 annloves i . ik S pg 3
ateId; ool tlie one hand an cicehaive: iventage to
g;‘ga& i%ying cipleyecs ‘thege with hish GH
cony.the athex- hand; so trivial or sc

H .¥elle
conplicatid thakrog ingentive agplies. ‘In this comnection,

‘we would confine-the 'Fl'}jpbr'bé‘riod’ totag evgoluts maniwmu of

- Thg exditing rakes for URERF#eC

. - " d
of course, depend on deplsions on ipcome tax and -chpdtal gain_:.
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Appendix F continued

tex penerally. For illustrative purposes based on present
tax retes, we have In mind ?‘%EELM&W
50% in the first year to 25% &ICer Ilve yeers. Certainly,
we feel that shares at the end of five years should be
taxed at a sulstantially lower rate than the basic rate

of incoae tax. As a safeguard against excess revenue cost
or sbuse we propose that companies should not be able tc
set gside more chan 10% of thelr pre-tex profits for share
bonus scheites; that consideration be riven to some limit
on overall company contributions to ell the varionws kinds
of tax - relieved benefits on US lines; and that ro individual
should benefit by more Than & £1,000 a year. The =theme
would, of course be voluntary - though we would hope that
Ministers in the next Conservative Goverrment malte every
effort to encourage companies to join.

Smaller c anies. We recognise that the above
arrangements woﬁa be most suitable for larpe quoted
companies. We are anxious to preserve a direct proflf-

harfne link for the employees of smaller and/or unquoted
cotnpanies. —This will not normally tahe the form of direct
eguil:y shareholding. Instead, we recommend consideration

of a scheme whereby shared proftis should be distributed

to employees In the form of loans maturing after five years
viile carrylng rights to equPPy BacticTpolTon T Soent -
of the company going public or resoclving on enfranchisemant,
within a simllar (or perhaps rzther longer) period.
Nevertheless, for many smaller cowmpanies this scheme wmay

be exceedingly complicated or otherwise not feasible. As

an alternative, we envisage that such coupanies would be
permitted to purchase from profits (and this allowa for
corporation tax) qualifying unit trust holdings on behalf

of their emplogzes. The latter would suffer only deferred
inceme tax on bonus holdings, instead of having to buy

units within their own taxed income.

Housing, While most ¢f the Group now feel that It
nay not possible to taper deferred pains tax to zero
{at least in isolation from a decision in capital gains tax}
we propose that savinpgs cashed after five years to form the
deposit on a house should be ¢ompletaly free from g1l taxes.

_—
Lepal and Administrative Aspects. We recognise that
technical mistakes In the scheme could demage 1t considerably
at the outset, and we advocate full consultation before the,

scheme is finelised. Trustees would be necessary:

1) Te buy from the company its shares and hold
thew on behalf of employees for up to five years
(we envisape that they would be fully vested after
that time). '

z) Much of the administrative complication could
be resolved by the company's requiring a reascnable
ndnimm pericd of service before an employee could
join the scheme, "

3) To adninister the iax deduction on sales
within the five year peried - we envisage that
'deferred income tax!' would be operated on a

simple tapered tariff, witl no personal reliefs, znd
that trustees would pay out & net sum to vendors.

4) To &ccumlate dividends and reinvest then on
behalf of the empleyees (we envisere, apein, that in
return for the special tax advantages g% the scheme,
enployees would expect full besic rate deduction
without relief). .




Appendix F continued

We envisage that it would be & condition of the scheue
that trustees could invest only in the ghaves of the company
in question or a qualifying unit trust; but consultative
machinery could be devised to represent the interests of the
trustees and thelr beneficlaries vig=a~vis management ,

Full vesting in individual employees after five years
is ortant, e are anxiois to avoid any suggestion of
establishitent of union-dominated voting trusts within an
individual company. Amerigan experience supgested that

. owing to ‘death ang retirement, thé proportion of a company's
shares ]:naldlby.empluyee‘a‘_i-reiy exceeds 25 per cent, so
dontrol 1a: viot: lost to' the board,  Rather, ownership is
more widely dliseminated 'and the role of the perscnal
shareholder stvengthened. :

e Cost, The Exchequer revenue cost of our proposals
1s unilkely to meed'a‘go million during the first vear,-
but could rise considerably higher later if the scheme is
taken up with the anthusizsn which we would wish. In any
case, we feel strongly that the scheme ftwides an opgortunity
of saving in the kends of the individuel rather than forced

saving t tqugh taxed income.

10. - . Transfeis to Lojrges, ' In the context of the sbove
Proposals we mqqﬁ, % ,ﬁu—t‘ wther relaxations of the
capital transfer tax, viz (1) plecemeal tax-free transfers
te employee shaving trusts, (1) raising the tax-free
limite on individual tr:gf_‘_ets to £1,000 {from the present
Umit of £100) which more nearly rapresents the old estate
init of €300 in ordey to allow an entrepreneur to motivate
4is fellow divectovs and’ employees,” .

. « The above arrengements
stand on T ouWn Leat. - However, their overall act
will need consideration 'as part ot the overall pattern of
savings. incentives - and theiy presentation - which the
Group will’ be. sonsi; ng shortly. ’

1l.

{a) This 1a logically hdagmt of the self-assegsment
Lesue; on the other-hand, Lt would be virtually impossible
to introduce it without tax eredits, This is owing to the
problem of fluctuating earnings. Under PAYE, when a
person'p income drqfad (because of fllness, or no overtime)
this {5 autopatical ﬁsqﬁhioned'by 8 lower, or even a
negative tak tala,  Dnder non-cumilation the tax credit,
g;preaegftn‘g personal-and child allowances,would provide

e cushion, : : :

(b) Thammsdwnugu of nonecumilation are twofold.
First, there would be'administrative sevings, At prescnt
gvg_r-lﬁ_ millior: |

O D .

la change: Jobs eve ear, and moat
P ene toace 8% tripiiliace TAVE P43 fore,
K ‘.yeg, h:l.'l_l;1 taxof(dftne mg)hin old and 2ew
loye . Sesand, the', creet ) advantapge o
. noR=cl ik £ gﬁ.'ridpg:u th'; stope for cI:i-nmg
large tax" g b furing “the yaar, whether to finence
idlenegs after a busy pevied of earning, or more particularly
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2.

during a gtrilie (espectally wher the taxpaying vear is dyin
after Christmas), We do n%t envisare chatwélt.‘:gs}e’ebanaﬂt{' 5
or refurdds could be totally cencelled, but they would roll
over to a lesg critical time In the next tax yaar.

{¢) Howevar, the introduction add administretion of the
new aysten would --reﬁre ciyaful préparetion and. soome
alteration of procadures, Ewery taxpayer would have to

file a reture egch year (instead of triennially for PAYE

cases = on the other-hand, recoding notices would ra

longer be vegquired), He would have to kaep dstails of

tls pay ard tax in ali employments during the yesr. He
would probably alase have to cerry a "tax cradit verd™ from
4ob te job. G&Glmilarly, his emgloyer would have to have
quick acegss ko obtain personal detalls, of allowentes, etc.

vhere the card wes mislaid,. or- for a new recruit,

Accordingly, we feels -

(1) Almost certainly we:thould have to standardise
. tix ;.‘:entification_bn Socisl Security numbers,
so that ey or -employee could have read:
file ncc:gﬁa{nﬂ 50 ﬁgt Zerum:l.n{; balance o
‘tax peid during the year for ons person (whether
" in 6ne o¥ more employmants and whether those
were conclrrent or consecutive) could be lept,

(11) Close consideration should be slven to Istapering?
tha date of the Indfvidual taxpaver's amual
-retuwrn.  While the tok ‘year:or basis of
asgasavant wolld still run elther from 5th April
or 1st Jenuary, those with NI mmumbers ending in
A% ikt have to fils returns in, say, Jsnuary;
‘tha Bs¥ in Apriliend 5o eny -

(1i1) The pattern of allowences and conse

qlient
deductions would have to be stregmlined (desirable
on ‘other #rotwida). For: exauple, we envisage
that terriace ox the bivth of a chilld sould .
qualify for aa immediste lump~oum cash payment,
with tex allowances being adjusted enly in the
subsequent whole year.

(iv) It L8 a preraquisite that boti: adviee to taxpayers
ard enployers chould ba readily availeble, and
that refunds he quichk,

(v) Providing these requireents are fulfilled (and
subrject to whatever pgenercl view fs Ctalten of
tax stratery) wa £ve inclined to surpest that
vealily witliiolding of tax by euployers should be
standardised at the basic rate (w.ich implics an
overall level of overpayment of tax, congeved with
PAYE); whiles for aduwinistrative ressons we ars
not inclined to favour a return te a reduwed rate
bend = provided thot wa can have tax credits, and
provided timat the basic rate is at leazst pusied
ne hipher,

L £~

Strictly, this stands as a sosovate Lssue. It would
not require nonwcumilation or other changes to worl in gowe
form, but in practice it would Da seusible to bagin with
nen~cumilation {and tax oredits) and ouly then move on to
a¢lf-ansassment, at least for Scledule Z Taix.
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T 'I‘ha case for aelﬁ-asaeaamne 12 very largely
adninistrative, and on the basis of the -US experience it
iz overwhelming, " The U3 Intarnal Revenue handles four
.times the UK Inland Revemua:.{and reisea almost ten. times
the incoma) with the same gstaff, While potentisl
navings here woulg-require detailed 5tudy tha{mi
undoubtedly be substantial ) for.ea e ineal nst:{‘l
the distinction between the Inapector s and Collector
branches, whici leads to: cma:h:lerabla friction involving
the inmocent ::a:rpayar.

Tha firsl: &tap would be |:o malia corpors.ta szm:f.an
salf-aszasasd. . A8, accoumtants are involved foxr almost
all incorporate businessea, this, would reflect the real
gtatus que, but conld lesd to spgedier collection.

Unincorporatad business, t.he small trader and the
self-enployed, give rise.to some’of the worst problais.
This would certainly-happan,if we shifted to & current-
year basis: of ssseqsment m:zich would necessarily increase
the Ravpruels poweys of t need to) snoope. It would ba
better.to leave mssgaspent Ou'a grevious year's: basis, but
would u;{er‘mps offpy sone offsetting allowance to
Scheds payers.

"In any case, Sehedule’ E would be av the end of bhe
line for conversicia apd .this could not be dme without
e.._,.u:izgntraliaad cuagmter st:mcaga of tax details through
HI numbers.

It wauld avertua;l.l,y be possihle to 'hn'.'in._, in self-
assessinent for pther (e.g. capital) taxas, The principle
ahould ‘.'Ja that a.ach t‘.axpayer need ceal with only one, office.

i-‘.a well as ﬁ«ﬂvice,— the taypayer could be assisted by
a carefnlly-dav:‘.sed aeriea of tncentives for early payient.

- P




COMPARATIVE

SOCIAL SECUTIRY STATISTICS,

EIGH.. EDITION TO 1974

TADLE TT ~ 1

EDNAR: IR S00TAY, Ty

Rates and oeilings for employees in industry snd oommeroe

Sickneas and maternity

PEWKARK

IRELAYD

UNITED XINGDOK

HETRERLANDS

Cah D 1f of
4axabl,

£0.15 patd by smployer on betair
of igivility
III); otherwise patd

v
vy ineured

Invalidity

Eri Dir 31 per euployes per year

014 sge; Survivors

1. Fatlonal pension
2. ‘supplemeatary pen.som Der 36
por month of which Es 1/3j

Er 2/3

Industrial infuries and
occupational digeases

Inmurance oontritution varies
sccording to the rimk, paid by
employor

Yackiy flat sute sontrivutions
g 811 aooial ingurance be-

1%
of urnings wp o ¢ cetling
of £ 2 500

Tats % Ceiling;
1. Weekly flat rate sontributions | 9.50 (a (a) F1 19 760 or
covering all social securlty 12,65 (b, F1 76.~ poday
benefita 7.50 {o 7 26 750
Puployees wder graduated con- | Ee 4.75 + 1.2 (o) FL 36 400 or
iribution schemsr Br 4.75 + 2,65 F1 140~ p.tay
Fald by Ko aen£0.75 |+ 6.3
women £ 0.62()
Paid by Er wen £ 1.72 - 8.4 F1 36 400 or
wowen £ 1,46 | Ee 2.85 71 140.- p-day]
Snployeen not under euch gchene} K7 353
Paid by Eo men £ 0.67 1z
women € 0.70 10,
Paid by Er 84(1)| (o1a age) 26 750
vouen £ 11 54 1.6
2. Weexly toge | {gurvivora)

butiona phared equally botwsen
amployor and smployes
Enploycen wndsr graduated con—
e atofer dealasted onn
e e between
E9aat 54

BEnployees not undar such scheme
T.5% of weckly sarnings between
£ 9 and £ 18 plue 5% of vu!kly
nmxng- betwsen £ 18 and £ 54

Sew "Invelidity™

Unemployuent Ee: Contributions fixed every year 0.8 E.; F1 36 400 or
corresponding to 2.25 times the +0.5 (b, F1 140.- p.dsy]
marioun rate of daily paymont o1 0.3 + 0.25
(generally Dkxr 132 per day) mads Ere 0.3 1 0.25
Ers Dk 90 por year per employee

Faaily allowance - < - Bry 5.7 Fl 26 750

NOTES)

ot = Eaployes
Ert = Exployer

(1) Aa fron August 1974

Ag from & April 1975 flst rste
contributions will no longar b
payable. Contributione of 1.
(5.5% for the smployee and B.5%
for the emp)ayerg will be pay-
sble on earnings up to £ 69 &
wesk provided that eaminge ex-
oesd £ 11.

Sicknesr 8 + benofite tn  kind
v tn

et sarioun £
B nnnh mhetits (ave-

Im-ghﬂunn

Interts allou-

an
b = wncsployment {n

l-‘nn a)h«.\n:uul oL, 0,28 for
(s0Fy worker's compleaend

Sary pensian ach




baals of the tatal groes carnings)
low earninga have been brought
into line with the average adult
sarninge of the are:

Cellings DN 36 0004 sbove thie de-

the 1 Digeasas Fund
(lnhd‘rhy)x c 75$ of the wor-

Kor's reaune:
{Cetling: Bh‘ 210 700)

grosa eamings with & oceiling of
FF 27 840

120 an addstional contrimetin
aqual to 20% of sacial security
contributions .

. FINARCING SOCIAL SECURITY v
ceiling for employehp &h industry and commeros N TABLE I - 1
I CERMANY BELGIUN FRANCE TTALY LUXENBOURG
Rats £ Colling | Rato % Cailing Rate £ L Ceiling Rate % Ceiling | Rate & Ceiling
Average: 9A D 22 5000 5.75 (a; ; Br 381 300 15.95 FF 27 840 16.26 - 8 Ler 507 204
Ba 1508 RS b) Brr 230 700 [Bas 3,50 Bo 0.30 Ber ¢ .
Er 1 50% Eet 2 471,20 Ert 12.45 Er 15.96 Ert 4 :
Bet 3.75 + L8O O this oonsribution 3 (2 =
~ 2%) 1a caleulated without
&lking ceiling into account
18 20.25 - u -
Eet 508 oo o0l 14 - 10,25 P 27 840 et 6,65 - | Bes 508
Er: 0% Bat & Eet 3 Er: 13.80 Er1 504 -
Ert 8 Brs 7.25 .
Collsctive rates according to de~| Ineurance premiums or Gollective or mized Gollestive rat o on dégres | Collsctive rates buesd on o scals
grea of rigks in the various oc~ | ione to employere' joint funds rates according 4o number smployed| of risks in the various occupat~ Contrivution fixed
cupational tribution | are fixed by contract for indus~ |in tho concern and degroe of risk.] lonal branches. The rate, varyin ance association and cale|
fixed by the trade cooperative trial injuriom. Contribution to [Contribution assessed on total of | betwoen 3% and 5% (average: 3.9%, f culated on groes total earnings,
lculated on the is caloulated on total earning: with a miniwua aqual to the mini-

Bun earaings of an adult manual
worker

pends upon the regulations

1.7 TH 30 000|  2.50 Bfr 230 700 0.80 FP 112 360 Er: 2.30 - - -
o1 50 o: 1,204 a3 016 .
Er1 50% Ers 1.70% Ers 0.64 :

- l - Ers 10,50 Bfr 230 700 [Ert 9 FF 27 840 Ers 71,50 - Art 2,50 -

Sicknenet The rate varisu accomic
Ing o resulaticas of the fund
conemed: the oeiling rnesnte
5% of the penaton cof ling .

nanual worke:

Sickneas: & = Sencfits in kind
: benefite

Uncmployment! System wnder $he ocl

Tootive narcement of 31o12- 1958,

nade genorally :pplicnhlo vy the

ordinance of 31-7-1967.

Siomennt & l’\x.rthtr oontritution
T 3% {6 levied on car inguranc

p.mh.u

Sickneant incls 3.0,

Family »llowaaces: rate

7
‘Bicritgs h\aurunce, 28
ni: end 0.56¢ .grimltllrnl :oH-
darity
014 agos inel, 0.1%% (employer)
or g:giotance {o orphane and

oL ircl. 0,24 in
splumontary tame

inga.

Ta cocmeroc: 1.0
Usemplovrents financed by publio
anthoritive

Slcknens: rate’ for the National
Sickicas Insurance Fund for in-
dustyial staff




