i CONFIDSNTIAL Loav ~ C¢.~a—-3
& -L\»-(Z?-

PRIME MINISTER

™, 0. |
L‘L«L [ va}ﬁ

m———

At E(LF) on 27 July we agreed

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

beran: Cllid
{11) 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 or £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. 1In 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 previous year. A memorable 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

(i) 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.

e 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, therefore, 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.




qe 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

(1i) increase bills everywhere else in the country compared

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

(i) 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 at 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, Greenwich, Wandsworth and

Westminster) for 1 and 3 adult households also.

10. Colleagues will note that there is still the likelihood of

perverse results in Kensington 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




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: and 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

presentational problems.

13. I am still concerned, however, 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

d

14. Peter Walker's general arguments against dual running - the

dual running in Gwent.

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

176:e I recommend

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

£100 in England;

(i 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. Copies of this minute go to the members of E(LF) and

Sir Robert Armstrong.

29 July 1987
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SPECIAL ARRANGEMENTS FOR LONDON

1.

2.

3¢
£409m.

The aim of the new arrangements is to provide

- a 4 year transition generally, but

- a 5 year transition in inner London.

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.

The benefit to inner London domestic taxpayers in 1990/91 is

If this is phased out in equal steps over 5 years, the

cost in each year will be as follows:

4,
outside inner
safety net is

1990/91
1991/92
1992/93
1993/94
1994/95
1995/96

Overall,

over 4 years,

5.

above, and those in paragraph 3.

6.
rates
It would, however,

1990/91
1991/92
1992/93
1993/94
1994/95

£409m
£327m
£245m
£164m
£82m
£0m

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

£409m
£307m
£205m
£102m

£0m

The additional cost of the special London arrangements would
therefore be the difference between the amounts in paragraph 4

1990/91
1991/92
1992/93
1993/94
1994/95

That is

£0m
£20m
£40m
£62m
£82m

This could be portrayed as additional help from non-domestic
(or from grant) to further ease the transition in London.

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
1991/92
1992/93
1993/94
1994/95

Op

60p
£X.17p
£1.82p
£2.40p




SPECIAL LONDON ARRANGEMENTS

Effect of DOE proposals on

2 adult household 1007% of average RV
87-88 90-91 91-92 94-95 95-96

CAMDEN Rates 843 658 493
CC 0 200 508
Total tax bill 843 858 1001
o 3puol handen hormsgussant 243 B2 103§
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SPECIAL LONDON ARRANGEMENTS

Effect of DOE proposals on
l, 2 and 3 adult households in

Camden, Greenwich, Wandsworth, Westminster
8%}-88 90-91 91-92 92-93

CAMDEN
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LJ(,@ hendan m«a,uu»mto ${o Grb 611 131 192
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ANNEX C

SPECIAL LONDON ARRANGEMENTS

Effect of DOE proposals on

ly, 2 and 3 adult households in

Camden, Greenwich, Wandsworth, Westminster
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