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DETERMINATION OF COMPOSITE RATE FOR 1%89/90

: b This note seeks your approval

S

a. to a determination of the 19B9/90 composite rate for
ibuilathngisocieties, banks and local authorities ot 21.95% (a

drop of 1.5% from the current rate), and

——mi—

s
b. for laying a Treasury Order to that effect (with

e ——

accompanying Press Release) in the near future,

=1

e
Background

iy The composite rate is the rate at which tax has normally to
be accounted for on interest paid to individual investors by
building societies, banks and local authorities. It is a final
tax 3nd cannot be repaid to those who are not otherwise liable.

It has to be statutorily fixed each year, It is determined on
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the basis of data for the preceding rather than the current year,
and has to be, az nearly as maybe, revenue neutral (ie it should

yield the =same amount of tax as would be raised if those

e

investors who were liable at basiec rate Ea}fered tax at that

rata, and those who were not liable suffered no tax).
--—"'_.-.-\'

3. It is announced by Treasury Order, before, at the latest, 31
l—-_-___-'-_-

E:EE!gg; preceding the relevant tax vear starting the following 6
April. Thus the rate for 1989/90 has to be determined bafure-zih_

e

December 1988, The normal practice is to lay the Order earlier.

Last year the Order was laid on B December and it is desirable to
.

work to a similar timetable this year so0 that the institutions

have as much advance ﬁslice ag possible.
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Parliamentary Procedure

1. The Order falls to be made by statutory instrument which is
subject to the negative ressclution procedure. It remains subject

te this procedure for farty sitting days and under a House
ey g

practice rule statutory instruments should, where practicable,

not come into force before 21 calendar days after they have been

laid.
Recommendation on 1989/90 rate

L When banks were brought into the composite rate scheme in
1385 followed by local authorities in 1986, no data was
— ————

available =showing the ratio of taxpaying and non-taxpaying
depositors in these institutions. Transitional rules were
therefore included in the Pinance Act 1984 which provided that

e
the composite rate for the four years 1985786, 198687, 1987/B8

and 1388/8% should be calculated by reference to data relating
——

—— -
only to-building societies.
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6. For 1989/90 and subseguent years the tax status of
e ——-
depositors in all the institutions covered by the scheme must be

taken dinto account. Our Statisties Division has therefore

extended the normal 4-yearly examination of building society
accounts to innludé—_;_ﬁgzﬁﬁle of accounts held by other
deposit-takers. The evidence supports a composite rate of 21.75
per cent for 1989/30 (a drop of 1.5 per cent from the IHEE?EE

I"-'_._._- 2
rate of 23.25 per cent). Purther iﬂfaila of the calculation are
ineluded in Annex A.

Court action by the Woolwich Eguitable Building Society

T Last year we warned that the Order determining the rate for

1987/88 might be challenged in the Courtsa. Following the
———
SuCREEETH]T challenge by the Woolwich Eguitable Building Society

of the FRegulations which govern compesite rate tax paid by

S me—

bullding societies we assessed the possibility of a challenge to

T — ——
last wvear's Order as remote. The decisgicn in favour of the

Woolwich is subject to appeal by the Revenue., The possibility of

a challenge against this vyear's Order remains but has not
increased. S

e —

Summary
B. We seek your approval for

a. composite rate for 1989/90 to be set at 21.75%
— - e el

T B

{paragraph & and Annex A):

yii e —

bra the laving of a Treasury Order as soon as possible
{paragraphs 3 and 4):

the issue of the draft Press Release.
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COMPOSITE RATE FOR BUILDING SOCIETIES, BANKS AND LOCAL
AUTHORITIES ETC FOR 1989-90

A Statutory Instrument was laid before the House of Commons today
fixing at 21.75 per cent the rate at which building societies,
banks, local aufhorities and other deposit-takers will account
tfor tax on interest paid in 1989%-90 to individuals resident in
the United Kingdom.

The Statutory Instrument, which has the title "The Income Tax
(Reduced and Composite Rate) Order 1988" will be published on

T

Copies wWwill be obtainable from HMSO.

Notes for Editors

The composite rate is a fixed rate of tax on interest which is
not repayable. It is5 set (on the basis of a periodic statistical
survey of depositors) at a level which will achieve revenue
neutrality - that is, a rate which will result in the same amount
of tax in total becoming payable as would be payable if tax were
charged on investors accerding to their own individual tax rates.

The 21.75 per cent rate now determined for 1989-90 is a reduction
of 1.5 per cent from that for 19B8-89.




a TATUTORY INSTRUNENTS

1988 HMo.
INCOME TAX

The Income Tax (Reduced and Composite Rate) Order

1388

Laid before the House of Commons 19BA8

Coming inte force ... 6th April 1989

The Treasury, in exercise of the powers conferred on them by
section 483 of the Income and Corporation Taxes Act 1988(a),
hereby make the following Order: e

1. This Order may be cited as the Income Tax (Reduced and
Composite Rate) Order 198E and shall come into force on 6th
April 1989,

2. The Treasury hereby determine that the rate which,
under the provisions of the said section 483, shall for the
Year 13B89-90 be the reduced rate (for building societies)
and the composite rate (for deposit-takers) shall be 21.75
PE&C cenkt.

1988 Two of the Lords Commissioners of Her Majesty's Treasury




EXPLANATORY HNOTE

(This note is not part of the Order)

By virtue of the Income Tax (Building Societies) Regulations
1986 (5.I. 19B6/4B2; amended by 5.I. 1987/844 and 5.1.
138B/1011) a building society is required to pay to the Inland
Revenue in respect of payments of dividends and interest an
amount representing income tax on certain sums calculated in

part at the basic rate and in part at "the reduced rate®”.

Under the provisions of section 479 of the Income and
Corporation Taxes Act 19B8 ("the Act") a deposit-taker on
making payments of interest in respect of a relevant deposit is
liable to account for and pay an amount representing income tax
on such paymenta., The amount is calculated by applying "the
composite rate" determined in accordance with section 483 of
the Act.

Section 483 of the Act provides that the Treasury shall by
order made by statutory instrument determine a rate in each
year of assessment which for the following year of assessment
shall be the reduced rate (for building societies) and the
composite ratd (for deposit-takers). This Order determines the
rate at 21.75 per cent. for the year 1989-90. The rate for the
years 1985-EE and 1986~-8B7 was 25.25 per cent. (S.I1. 19B4/1674
and 5.T. 19B5/1836), for the year 1987-88 Z4.75 per cent.

(5.I. 1986/2147) and for the year 1988-89 23.25 per cent. (S.I.
1987/72075).




ANNEX A

CONFIDENTIAL

EVIDENCE ON A REVENUE-NEUTRAL RATE FOR COMPOSITE INTEREST

Assembly of New Evidence

: The rate to be set for 1989-30 is the first one which is not
exempted (by ICTA Section 48 3(4)) from having to take account of
the inclusion of bank depositors within the scope of composite
rate, which toek effect from 1985-86.

2 To enable bank composite rate interest to be included in the
calculation of what level of composite rate produces
revenue-neutrality, a Composite Rate Statistical Investigation
has been carried out. Thevsavingsvinstitutions; including banks,
drew a sample of their composite rate accounts, and supplied to
the Inland Revenue the names and addresses of the account
holders, and the amount of interest paid and credited in the Year
to April 5 1987. Most of them managed to meet the due date for
doing so, the end of June 1987. By the end of January of this
year, almost all the details of sampled investors had been
supplied; the tax district most likely to deal with their affairs
had been identified and had been asked to provide tax or income
information relevant to the calculation of what proportion of
their interest would be liable fo tax in the absence of a
composite rate system.

3 The sample of accounts with which tax districts were asked
to deal numbered about 86,000. They responded well, supplying
details for about twe thirds of account-holders by the end of
July. However, locating the right tax district from the name and
address supplied by the savings institutions was not
straightforward in the case of a substantial minority of

account-holders. Por many, no record was traceable. BSuch

account-helders could not be assumed to be non-taxpayers simply

because no tax record could be traced, and they were, if
necessary, asked to complete a return of income.




