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THE FOLLOWING WERE ALSO PRESENT

ael Ancram MP 3 i R
P tary Under-Secretary : _
of Scottish Office P B i :
ﬂ_nment about the distributional impact of local tax proposals
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DOMESTIC TAX
The Hon Alan Clark MP ol

Parliamentary Under-Sec
of State

ommittee considered a Memorandum by the Secretary of State for
Department of Employment

SECRETARIAT A ) 15) ; a Memorandum by the Secretary of State for Scotland
Sir Robert Armstrong ;
Mr J B Unwin b efs of State for Wales about how a new local domestic tax
Mr A J Langdon b d with the minimum of dislocation (E(LF)(85) 17); and a
Mr J E Roberts
ecreta.ry of State for the Environment about property

SUBJECT (85) 16) . Their discussions and conclusions are

THE LOCAL DOMESTIC TAX
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The Sub-Committee considered a Memorandum by the Secretary of State for

the Environment about the distributional impact of local tax proposals

A\\-he Secratary of States for Scotland.about

igsues (E(LF) (85) 18); a Memorandum

out how a new local domestic tax
could be introduced with the ming dislocation (E(LF) (85) 17); and a
Memorandum by the Secretary of Sta the Environment about property

' valuation issues (E(LF) (85) 16). They % had before them a letter dated

THE SECRETARY OF STATE FOR THE ENVIRONMENT said e Sub-Committee
had already aqzeed a number of issues arising f£r e_local Government
Finance Studies, including the proposals to introdu led, natiocnal
non-domestic rata, to introduce a new lump sum r-.‘xchl Grant, and to
have a safety-net grant so that no local authority would lose resources at

domestic tax. He had set out in the paper E(LF)(83) 15 exemplifivations showing
the effect on the income of households and of tax units of a
tax comprising a community charge levied on every adult and a p
first in the ratio 50:50 and second 70:30. It was proposed that tX / sion
should be 50:50 initially, moving to 70:30 in the third year. /(\ :
the arrangements which had been agreed for grants, there were now no tr
. of resources between local authority areas, and the distributicnal effe@
depended entirely on household composition. As a result, the scale of the :
changes was now much smaller, and 98 per cent of households would either
gain or would lose no more than 2 per cent of their net income even on the %
basis of a 70:30 ‘t:ax. Single person households would also gain, while those
| comprising three or more adults would lose. %
' 1 ' &
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al, some 51 per cent of households would gain, 10 per cent by more
per week. 144,000 tax units would gain by more than 5 per cent

et income: most were single adults or pensioners, and many were
es. The main losers were single non-householders, who would

cal tax for the first time: the majority were 18-24 year olds,
although s©& e elderly people living with relations. 9 per cent of
households wo%se more than £2 per week. The effect on two adult

R/

If a community cha@ere included in the local domestic tax, the Government
would face criticism that they had introduced an additional, unpopular tax.

householders w broadly neutral.

It had to be recognised, @er, that if the other elements of the reform

package were proceeded wil e local domestic tax would bear the whole of

the pressure of marginal spe

be able to cope.

@ ges or a local income tax were

not acceptable, and had therefore conc that a community charge based on

residence was the only remaining alternavei It might be inﬁroduced over

a long transitional period, on the lines s ested by the Secretary of State

for Wales, or could be based on a system or and surcharges on the

existing rates bills, but inevitably there wou

e to be some system
of registering all adults.

<

So far as the register was concerned, his proposal was that there should

be a duty on each householder to register all adults livj ith him at
his normal méin Place of residence. Each adult would the iable to pay
& community charge in respect of his

or her main or only re

and wives would be jointly and severally liable.

Communi ty charge, the householder would also be r
the Property element.

In addition

esponsible for

> ~ Second homes would be charged the propert /
element and i ‘
one community charge. Students would be deemed to live

at thei =t Y
1r term time address, and would Pay a communit charge
g -
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would be particular problems in registering and collecting a charge
ose living in houses in multiple occupation and institutions. It

‘ fore proposed to introduce a 'collective charge' which would be

THE SECRETARY OF FOR WALES said that although the distributional

effects of the prfgosals had been much reduced, many people would be brought
ia-l:o the local tax net for the first time. Since they were likely to be
vocal in their opposition, he thought it important that means should be found

to introduce the communi arge on a gradual basis. He had therefore set

7\ y increased in local tax in future
years would fall entirely on the -@

therefore effectively wither on the ko‘

element would assume a greater proportig
THE MINISTER OF STATE, DEPARTMENT OF THE O] (MINISTER FOR THE
ENVIRONMENT, COUNTRYSIDE AND LOCAL GO

to retain a property element in the local domes
to address a number of issues concerning the valuxtion base.
been possible to identify any realistic alternative to the present annual rental values
Qﬁtﬁm as the basis of rateable values. To the extent ateable values

that if it were proposed
, it was necessary

It had not

would no longer influence the distribution of resources areas, but
&’4& the level of tax bills within each local authority ar would‘be
. Mtable to allow the present 1973 based values to stand a itable index.
@#&neral revaluation would therefore be necessary. But ther extensive
' Y:Mlies in current valuations in cases where physical changes h been
‘lected in rateable values. He therefore proposed a system wher able

)

s would be reassessed to allow for -such changes on the change o @ :
. %
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vernment had already announced its general intention to hold a

estic revaluation. In order to retain the option of introducing There was considerable public pressure to see the property element

: : : 1
the luation lists by April 1989, it was necessary to annaunce SSE. ated completely from local taxation.
Chri e intention to set work in hand so that the Inland Revenue \ )
A,
AR jce eauld peeriit the MSEssECE S — Qwners of second homes, who would pay only the property element plus

ogmunity charge in respect of their second home, would be considerably
In discussi r%followmg points were made - ‘ ettéy /sE¥\as a result of the proposals. There might be a case for
T req j.r';s‘ h families to register and pay the community charge in

a. the dis ional effects of the package were much reduced respect af --(- their main and second homes.
following th troduction ofthe safety-net grant, and were now '_ ;
generally acceptable. This was at the expense of a clearer relationshi g. Overseas \tesidents maintaining a second home in Great Britain

between present high spending andthe level of the community charge t‘_'_ 3 would stand to gain substantially from the abolition of rates. Some

but the main featurq(thay any additonal expenditure would result special arrangement @t be necessary to ensure that they paid a

in a sharp increase in ommunity charge had been preserved. v fair contribution fo lS®cal services.

There were many attr ORs in the transitional arrangement proposed

b. Some pensiocner couples ‘ in property with a low rateable value o
& the Secretary of State les. This would be simple to present,

itment to the eventual elimination

and could be consistent with g
aed
fana ‘ i. In addition to the enforcemen edures, it would be important

| to have incentives for people to reg %or and pay the community

’)ﬁ: A
housing bengets workl%: «,‘ s might be made conditional

charge. Local authority benefits and
net for the £irSEuEES i on providing proof of payment, or altern vy registered local residents

of the property element.

c. There would be a substantial incre

as some of those being brought into the

‘ Wi 2 a8 lglble fOI rebates. It wou, pOSSible to avo i _‘.ﬂ E : m ht b g i i ‘ . »
. 7 fac 1 e
Ch.l'.m oxr her - Such le v i es, owevw es at . Enfor cemen d
= coul

city populations was likely to prove difficult.

discourage electoral registration in such areas, and

contacting official agencigs. §
k. Requiring houses to be revalued on changes of owqership @
cause great difficulty for the housing market. @

1. Special arrangements might be necessary in the Orkneys and Shet! .
where the rate income from Sullom Voe provided a substantial proportig

of local revenue which would be lost when the yield of the non-domesuc/ﬁ

ople from

O

d.. The Proposal to retain a Property element in the lo

tax i
had arisen in order to reduce turbulence ang because

ip between ability to
The housing benefit system,
means of assisting those with limiteg ability

house occupieq. pay and type

however, provided a bet

to pay than retaining ¢
‘ rate was pooled.

5
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RIME MINISTER, summing up the discussion, said that the Sub-Committee

i ment, in conjunction with the Secretary of State for Scotland and
ateful to the Secretary of State for the Environment for the

incellor of the Exchequer, should consider further the details of

£ rk he had done. It was clear that the-more Sxtrene o e with the Secretary of State for Wales, and should bring forward

the proposals had been moderated by introducing the safety-net the draft Green Paper. This should indicate how the importance
grant, particular the redistribution of resources from the North element would be diminished over a transitional period that should
to the S been eliminated. The pattern of gains and losses suggesteq 10 or 12 years, although it would be acceptable for the

by the lates plifications was in general acceptable, although the

Sub-Committee that some people, particularly pensioner couples, could
face substantial ggs if a community charge were introduced, and the
S

interaction with ocial Security Review needed to be considered further.

ft would be considered first by the Sub-Committee in mid-December, and

The Sub-Committee recognis that there would be difficulties in v the Cabinet very early in the New Year, with a view to publication

registering all adults iy enforcing payment of a community charge, but e the second readind (of {$he Social Security Bill.

Q)

b-Committee did not agre 5

nevertheless considered th ould be made to work and endorsed it in

fHat the arrangements for the non-domestic
uation should be announced .,/ vance of the Green Paper, and indeed
idvantage in the new valuatis i being implemented in 1990 at the

time as the next revaluation in Scotland.

The Sub Committee - é@

any acceptable valuation basis

S clear that there was no

The Sub-Committee had been unable to .\
for a property tax in the longer term.

longer a sufficient rental market to updat al rental values, and no

Took note, with approval, of the Prime ok r's summing up of their

general revaluation could be contemplated. jiscussion, and invited the Secretary of %z for the Environment
S 4

be S it acceptable that
there should be revaluation to take account o

cal changes‘ whenever and other Ministers concerned to proceed ingly.

a property changed hands: even on that basis th

uld be some 2 million
revaluations a year. :

The Sub-Committee would the ore wish to see movem’l’a
towards significant reduction in the extent to which s

' the property element
contributed to the local domestic tax.

There were great attractions in the Proposal put forward b@ cretary .

of State for Wales, which would introduce the community char

relatively low level while £irst reducing and then freezing the @!“W AI'
element. . The amount of revenue raised g

T
would then steadily diminish

net Office

%

| 2

vember 1985 ! : /@

¥ %

2
@

through the Property elemen% ANG

» and indeed the point might be reached ,

ahdah. S
ch it could be eliminated altogether. The Secretary of State for
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