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COMMUNITY CHARGE: TRANSITION
next Wednesday.

I attach a draft of Mr Ridley's paper for E(LF)

DOE officials say it is an indication of the options that Mr Ridley
rather than a final draft of the paper he plans
The conclusions predicted

are much as
although the paper did not reach

is pursuing,
put to colleagues.

to
in The Times yesterday morning,
us until late yesterday afternoon.
@
20 According to the paper, Mr Ridley will propose:
(1) to drop the idea in his previous paper that
English authorities can choose whether to opt out of
domestic rates early;
f1d) instead to require immediate transition from
domestic rates to Community Charge in April 1990, with
the exception of 10 London authorities who would have
a phased transition over 4 years;
(iii) to cap the safety net. This will bring forward
to 1990-91 the first £75 million of the benefit of
the new regime to high rateable value areas like S
Buckinghamshire, Surrey and Barnet, with an earlier 25355
small loss elsewhere. el
& okl
Sin The revised proposals are a modified version of a scheme 2]
The main new features

put forward to E(LF) in July and rejected.
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are the modified safety net which has the effect of moderating
the initial €CC in parts of the South; and a  distinction within
London, based on expenditure above GRE, to determine which local
‘taxpayers\ are allowed to retain domestic rates. This criterion
has been chosen by Mr Ridley to include the areas with potentially
the highest Community Charge while excluding the current

Conservative boroughs apart from the City.

4. You will wish to oppose the proposal that an orderly
transition from rates to Community Charge should be confined
to a few high-spending authorities in London and ask colleagues
to confirm the decision in July that there should be a phased

transition throughout England.

Hes We intend to propose some factual changes to the DOE paper
to officials and to suggest some further exemplifications which

we think would be helpful.

65 I doubt if it is worthwhile putting your own paragraphs
in the DOE paper. You could reserve your comments for the meeting.
However, the latest package may prove superficially attractive.
You may wish to minute the Prime Minister setting out your views,
so that she and colleagues can read them before the meeting.
A first very rough draft of such a minute is attached. IL aims

to make three points:

(Bl If 1local authorities and business ratepayers
need time to adjust, so do people. You warn colleagues
again that the redistribution of 1local taxes which
they are contemplating will place significant new burdens
on . individuals  and families; the 'size and ‘timing of
the extra burdens, as well as their distribution across

the country, pose political problems.
(ii) Mr Ridley's latest proposals are a minor variation
on options colleagues considered collectively and

rejected in July; and

(iii) there is no reason to change the July decisions,
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because the pressure from the Party and others is based

on misconceptions about what they might gain.

s We should be grateful to know whether you agree with this
approach. If you do, we will submit to you a polished version
of the minute to the Prime Minister, and prepare detailed briefing

for the meeting.

ﬁarL~J F;J!ywt*

R FELLGETT
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DRAFT MINUTE TO THE PRIME MINISTER

COMMUNITY CHARGE: TRANSITION

I am minuting you to set out my views on Nicholas Ridley's
latest proposals for the transition to the Community Charge

from 1990.

2 In the Green Paper we suggested that the Community Charge
would be phased-in in steps of no more than £50 a year, to

give people a chance to adjust. We also proposed a safety

net fixed in cash terms, to provide {(indefinite\ help, albeit
reducing in real terms if inflatisj>sgﬁgﬁiazgtontinue, to
authorities in these geographical areas who stood to lose
from the change. In July, we all agreed to shorten the two
linked types of transition to just four years, even though
this is one year less than we will allow business ratepayers

to adjust to the NNDR.

S Two weeks ago, Nicholas proposed that individual councils
should have the right to opt out of the agreed transition
and introduce the CC in full in 1990. I am glad that Nicholas
now agrees with me that "opting out" would give a weapon
to our political opponents, and has dropped this idea. But
his latest proposals in E(LF)(87) are close to a scheme
we rejected in July: they mean that individual local taxpayers
in much of England would have no time to adjust to the new
system, notwithstanding our common view that both business
ratepayers and local authorities deserve gust isuchfssan

adjustment period.
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4. I think we need to consider carefully the size of the
. additional tax burdens which no transition would impose on
new local taxpayers and on families; the timing of these
new burdens; and the likely political response. The changes

now proposed in E(LF) (87) &npb

}r) /ﬂ = immediate increaseg over the previous
ta e
\5?4“ yd‘ rates billl‘éould cxceced the gains from
74
vﬁv Ao 3p ceukitdn S income Eax t fob | bomillion

d \Y\Jf

\

tax units;

= a single person on three-quarters average

earnings who previously paid no 1local

i LN L Sl ‘w/u

taxes would face the equivalent of a

. 4p increase.

[Examples to be considered further.]

5 The perverse pattern of changes in tax bills for different
families in different parts of the country, which the Chief
Secretary outlined in his paper (E(LF)(87)32) of 13 July
are very broadly the same in the latest variant of these
proposals. I attach [not yet] examples illustrating this
point. The Government will be blamed by all the losers,
and by a good many people who have been persuaded that they

are losers, whether that is true or not.

. : We were concerned about the political response to shese

SueL = rtJ\dn'Lvd'\h w-lu- J‘was

proposed in July: there is no reason to be less concerned
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now. I know that some in the Party have called on us to
modify the announced policy. I understand that, as major
gainers, many councils in the South want the new system as
early as possible. But I have to doubt whether they understland

all the implications.

7. The examples attached show that) unlike Scotland and
Wales Ithe range of existing rate bills means the benefits
of the new policy cannot all be available immediately. Even

local authority Treasurers and other experts do not really
understand the complicated interaction between the safety
net and the transition which is illustrated there. The answer
to those in the Party who have asked for a change is therefore
to explain fully and effectively the reasons for our policy.
If we change our minds now it may produce short-term popularity
in some quarters, but the problems and complaints will come

home to roost in 1990 and 1991.

8 L am copying this minute to Willie Whitelaw,

Nicholas Ridley, and to other colleagues on E(LF).

[N.L]
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CATHY RYDING
5 November 1987

PS/CHIEF SECRETARY cc Sir P Middleton
Mr F E R Butler
Mr Anson
Mr Hawtin
Mr Scholar

Mr Potter
Mr Fellgett
Mr Tyrie
COMMUNITY CHARGE: TRANSITION
The Chancellor has seen Mr Fellgett's minute of 4 November. He

would be grateful, by close of play tonight, for considered views
from the Chief Secretary and Mr Tyrie.

Gl

CATHY RYDING
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Department of the Environment
Room
2 Marsham Street London SW1P 3EB

Telex 22221 Direct line 01212 O96 ‘
Switchboard 01-212 3434

GTN 212 o
R Fellgett Esqg /:thi ,/Nﬁ)
HM Treasury e
Parliament Street
LONDON
z 3 November 1987

SW1

COMMUNI GE: TRANSITION

en on the telephone several times in the last

1.5 We ha

few days abo gress with the further E(LF) paper on this

subject.

2% I now enclose a draf eflects the latest views of DOE
© far been seén by them. Obviously,

Ministers, but has not

therefore, it should e treated as an indication of the options

they wish to see puy forward, a to recommend, rather than being
word-for-word in/the terms th will finally wish to see used.

2is At E(LF) last time, the Clijiincellor was,\I gather,
particularly intefrested in seejg sample housgehold effects. Annex
Cl issaifirst: stablatitheses -t figures need|some revision, but I
thought it sensible to consul ou about the|/basic format before

worrying about that.

4. It might be helpful if, once you have/had a chance to
consider the paper, We were to meet to difdcuss matters. That will

give me the chance (fox example) to exp¥ain DOE Ministers'
thinking in more detail. :

5. I am copying this letter, and the .draw er;  to
Peter Stredder in the No 10 Policy Unit - w expressed his
d in any

interest in this subject and may wish to be i
discussions we have - and, for information, to w Wells

(Cabinet Office). s
VMD &’

o

—
J ADAMS
Finance Local Taxation Division B S:BCN
O
n> F
£ 5
SECRET GO =
Doc947 s
4 5
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DRAFT E(LF) PAPER

COMMUNITY CHARGE: TRANSITIONAL ARRANGEMENTS

Background

£ At E(LF) on 27 October we discussed my proposal to allow each

district and borough council the option not to have 'dual running'

of ic rates and the community charge between 1990 and 1994;
instea could choose to move straight to the full -
safety-n community charge.

2% It may be »ul to remind colleagues that, in July, we
agreed two separate transj ements.

(i) The safefy net prev the burden of

1d arise under our

domestic taxation between@@reas,

new arrangemehts, from t ng place in 1990. The safety net

in betfween 1991/92 and

would be phasdad out, al steps,

1994/95. The sh\fts that uld then be/allowed to take place

mainly represent t effect under e present system of

variations in rateable value, and the s ial London
arrangements that exist. So, as thé saf is phased out,
bills would tend to go up in low RV areas North, and in
parts of inner London. Q

(ii) Dual running slows down the shift in the burd o
domestic taxation within each area - from ratepayers to
community charge payers. Obviously, if an area levies a

domestic rate as well as a community charge, non- householders

SECRET
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- community charges \would other e be above £

SECRET — NO COPIES TO BE TAKEN

(who will be paying the community charye but have not been
paying rates) will see their bills rise less rapidly, and

g householders (who are paying rates and the community charge)
will see their bills fall more slowly than would occur if the

authority abolished domestic rates overnight.

3. - This paper describes a range of options for the transition,

including the possibility of redefining the safety net, and sets

ou conclusions, against the background of the pressure, from

the and others, that dual running should be eliminated if at

all pos@

No dual runni

vo
safety net, but special grant to prevent P/f

community charges above £300

4. The possibility of a schemg along these lines/was raised at

g a/safety net as soO

E(LF) on 27 Octobe It would gean not havi

far proposed, but |instead payi a special g ant/to all areas where

00, to keep them down

is would, viously, mak¢ the community charge

to ‘that figure. - T

e in 1990 - in inner

much easier to intro everywhe

London, as well as parts East that would otherwise be

contributing substantially to the safety ne@. e resulting

charges in 1990 are shown in column 3 of Anne ith such a
4 Lo,

scheme the special grant could be phased out ove drs sto

produce full charges in 1994/95. 0

S In considering such a scheme, the following issues arise.

A

(i) It would cost £530m - an addition of £15 on community

&

charges everywhere.

SECRET
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(ii) It allows all the changes to flow through immediately in

areas where community charge bills would be under £300. Many
low RV authorities in the north would see substantial
percentage increases in bills in 1990, for example Hyndburn
(Accrington) £137 to £212 (+55%). Colleagues in such areas
placed great emphasis on the safety net during the election.
Nonetheless absolute bills would not exceed £300 anywhere, a
level comparable with the position when the community charge

is introduced in Scotland in 1989.

pay sewhere to high spending authorities in inner London.

t means providing a subsidy from community charge

In Cam or example, a £300 ceiling would, on present

figures, % reduction of £154 per adult compared with

existing rate bills; idy of £482 per adult compared

with the full, Qity charge.

(iv) The Gre¢n Paper pro ed a full salffety net; we confirmed

that decision| in July (at fleast as far ag 1990 is concerned).

It would be dlfficult to back on those undertakings now.

6. I recommended a cdyurse of action ragher like this in our

earlier discussions, but in Vte P"the conce of colleagues about
the position of low RV authorities and what& id in July about
the safety net, I now recommend that it should pursued
further. Q

No 'dual running', full safety net )

¥6. Choosing this option in England would mean adopting the same
policy as is already agreed for Scotland in 1989 and Wales in 1990.
27
The community charge in each area would be the figure in column(i) v

of Annex A. It has obviousSEaQ_BF;rctions i Z
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e 3 eliminatesfﬁhe cost and difficulty of dual running;

- it ensures that domestic rates are abolished everywhere in

Britain before the next Election;

- the safety net prevents shifts in bills between areas in

the first year, and then gives time to adjust as it is phased

out.
B two major drawbacks -
\
- the ent is obliging all areas to abandon domestic

\
rates ent %in 1990, even where the resulting community

charge bills would be opponents in areas like inner

London would enco ir areas to blame the

Government for /the bills ey faced. Rartly because of ILEA

overspending, /[bills woul e high in Wes\tminster and

Chelsea, well as Camden and Hackney;

Kensington a

- having a full safety n in 1990 meaps that community

sriations in rateab

charges reflect e value as well as

spending; for example s6uth Buckg - spending
£28/adult above GRE - but only £142 in y - spending
£51/adult above GRE. o

9. This suggests that it would be worth considerin native

ways of specifying the safety net, to avoid the "South

problem.

4

SECRET
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o

No dual running; maximum safety net contribution set at £75 in

1990/91

09. This approach would allow some of the gains to come through
to those areas that would otherwise be making the biggest
contributions to the safety net. The areas benefiting, assuming a

Annene B

£75 maximum contribution, are set out in/Eakie—2. It would make

full introduction of the community charge in 1990 much easier in

pla i ke South Bucks, where the safety netted charge would be
£281 than £397 in the first year.
l 1o, Althou concession makes a big difference to community

charges in a £ w)horities, the cost is limited to £75m because

only 39 areas would be af would mean an across-the-

board rise of around in the mmunity wharge everywhere.

| 11. This scheme spems well wo pursuing, iven the advantages it

brings for areas at very little cost to residents in

the rest of the coyntry.

Areas required to have

13. At E(LF) on 27 October, colleagues exp concern at the

ending

scope for political gamesmanship if some very h

ame the

S

this in mind, I have been looking at possible criteria f

councils did not have dual running, and could seek

Government for the high community charges in their a

determining those areas ‘that might be required to have dual

running.

W

SECRET
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l%ﬁ Colleagues' concern was about areas with high unsafety-netted
charges. Because of the way the new system will be structured,

that is the same as saying areas that are presently spending well

-~

(&3
above GRE. Annex B shows (in column 1) those areas overspending

most in 1987/88, on the basis of 1987/88 budgeted total expenditure
(in £s per head) compared with 1987/88 GREs. Column 2 shows the

safety netted community charges in those areas; and column 3 the

unsa y netted figures (in both cases, in £s per adult). The

rel ip between columns 1 and 3 can be seen clearly; column 2
is ainfk by the size of the safety net in each area, which in
turn refle ariations in domestic rateable values.

15’. One possibié would be to limit the requirement to have dual

running to those areas ip-fthe first gPsyp (those overspending by

more than £200 per hedd in 198 8, and wikh unsafety netted

community charges ifi excess of 50);- Such §n approach would mean

that only the nine[highest spe ng inner London boroughs are

caught (plus the City, which h only a very $mall number of

s to announce the

domestic properties also enable

blished 198

criteria now, on the /88 GREs and budgets.

16. Alternatively, it would be possiblg to r the threshold to
£100 or £80 overspending (the bottom two grou But, as well as
catching Waltham Forest and Haringey, this risks @ ing in
Conservative-controlled Wandsworth, Kensington and a, and
Westminster (who would be caught because of the effect XA
overspending). All three authorities are planning to opt’out of
ILEA and so should be able to reduce costs substantially in the
early 1990s. The presentational problem is at its most acute in

the case of Wandsworth, where the safety netted community charge in

SECRET
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in 1990 would only be £211. Brentwood, an authority particularly
enthusiastic about the community charge, have artificially
increased their 1987/88 expenditure in order to attract extra block

grant, and so also appear in this list.

x
46. If a threshold lower than £200 were chosen, one approach would
be to base it, not on 1987/88 figures, but on budgets for 1988/89.

This would allow Brentwood to escape (they could reverse the policy

adopted for 1987/88) but

th

- iQ also give an incentive to other authorities to go

in. for ive accounting, and would mean that the decision

as to whe e»l running applied was, to some extent, out of cur

hands;

- it would alm@pst certain \sworth out: their fate

would be detefmined large

— some, areas until next gpring whether they

were to have dual running @r not.

1%. My own preference is to dual runni to areas

overspending by more than £200, on the pasi 87/88 figures.

'Opting', or Government-imposed decisions Q

19. My earlier paper (E(LF)(87)42) suggested that autho Tes
might be given the option whether or not to have dual running. If

we are now proposing a threshold, then it is difficult to see a

role for opting, unless ’ i

SECRET
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e

- either we were prepared to see some authorities above the
threshold opt out of dual running (which would negéte the
purpose of such a scheme);

- or we wanted to give the opportunity for areas below the

threshold to keep rates after 1990.

200
9. Reaction within the Party since the last discussion has shown

a larie majority against 'opting'. I recommend, therefore,that we

do rsue this approach: those above the threshold would be
requi have dual running; those below it would be required to
move str to the full community charge in 1990/91.

Conclusions

Y

s
25. I believe there

onsiderations we must have in mind.

(5 In the 'ight of the @@oncern expressed by the Party about

"dual runnindgd" we must aljw as many areps as possible to go

straight to the community@@harge in 1990. We cannot simply

stick with the \Jecisions took in Juyly.

(ii) We need to avoid the problem of r tively low-spending
areas - like South Bucks - having very ommunity charges

in 1990 simply because of the safety net.

(iii) There are some high-spending councils whel%x‘i‘.sk of

allowing the full community charge to be introduced 990 is

simply too great.

 SECRET
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21. With these considerations in mind, I recommend a package with

the following elements

(1) a safety net, of the kind we have already announced, but-

with the maximum contribution limited/—probab¥yf to £75 per

adult, the cost being met by community charge payers

everywhere;

i) all areas moving straight to the (safety netted)

ity charge in 1990; except

(8.1 B tention of dual running for those nine inner

London bo c» (plus the City) where spending is more than

£200 per head above

23. Community charges in 1990/l on thi$ bagis would be as at

column 2 of Table /[A (assuming 7/88 spending), with the 1994/95

community charges|(assuming un nged spending) as shown in column

4. Annex D gives \examples of effect on gample households in

different areas.

DY

Doc946
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ANNEX C
OVERSPENDING AND COMMUNITY CHARGES
1987/88 Safety netted Unsafety netted
overspend community community charge
on GRE - charge
(£ per head)
Cit%ndon 7630 479 487
Camden O 481 458 782
Hackney 382 414 691
Lewsham 378 372 677
Tower Hamlets » 344 310 639
Greenwich 321 263 608
Southwark 570
Lambeth 547
Islington 483
Hammersmith 465
Wandsworth 435
Westminster 396
Waltham Forest 365
Kensington 370
Brentwood 339
Haringey 1 L 343 0 320
Harlow 102 323 0315
Manchester , 95 258 27
Newham 924 306 304 )
Liverpool 93 *7560 301
Newcastle '.87 256 292
Brent 80 328 283
SECRET
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