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BUDGET SPEECH: TAXATION SECTION

The Chancellor was grateful for comments on the t version of
the Taxation Section, circulated with my minute March.

I now attach his latest version, with the endments
side-lined. In particular, he has re-written Capital

Disregards section extensively. You will also see*t e has

added a peroration, on which he would like views.
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here are a number of blanks and square brackets to be filled
.<£g§n addition, the Chancellor would be grateful for advice on
1

the wing points:

(i) can we mention the Scots in the passage on TECs? If so,
could the Revenue please provide a sentence or two;

hé;~§ d like, if possible, one more explanatory
senéé@&e/qn life-assurance;

.

he feel e‘watlonal Savings paragraph is rather thrown

away, \g; isrupts the link from CRT to the opening
paragraph \\fan anyone see any solutions to this?

3. Could advice on these points and all other final comments
please reach me by 12.30 pm today, Monday.

D
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O

MOIRA WALLACE

E?.Md; F-(m le‘t.
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I now come to the detailed measures in this year's Budget.

And I éﬁg;& begin with the taxation of business.
/x\
QR
D
2. Everyane \;Q\ this country benefits from the success of

British entefﬁéggg Tax reform cannot create success
can help and en€§§§§§s it.
/

&

DRAFT: 18.03.1990

but it

N

3. Within the tight fiscsition I judge necessary, I am
able to make some changes tha

2 ould help small and medium
sized companies.

o

4. Cash flow is particularly imgortant to new and growing
companies of this size. To improve it, therefore, I have

two measures that should help.

5. At present, traders pay Value Added n all their
sales, even if their customers do not actually y Jthe bill.

They can only claim VAT relief for a bad debt wh debtor
a

has been declared formally insolvent. As T <§§§§> the
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rader - who has dealt in good faith - can be out of pocket,

C%§§§ome cases for years, and often for large sums.

6. This has long been resented by businesses and the time
has come_ to deal with it. I therefore propose that from

April neé ar all debts which are over 2 years old and
A

written \Qg f> in the trader's accounts will qualify

automatical gi;gr\relief from VAT. This will be worth some

£150 million %§2§§;ipess next year.
R

1N

1 I also propoééyfs}help smaller companies by simplifying
the rules for traders registering for VAT. At present
whether or not you have to register depends on quarterly and

annual turnover thresholds only have to say this to

into the future to see if the limits might possibly be

o
exceeded within the next year. Qiizb

o

8. This complication is unnecessary. So as from today, I

realise how difficult it <§§;Businesses also have to peer

propose a simple rule for VAT registration. This will be
based on actual turnover in the precedin onths and not

unknown turnover in the distant future. will bring

certainty and simplicity in place of unéggiéinty and

complexity. And for businesses it has a seconefit:

because they will, in general, register later §hey
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(// therwise would have, it will save them £35 million in

\%0-91 and £75 million the year after.
"

9. I have two further VAT changes. First, I propose to

increase the VAT threshold to £25,400, a modest sum, but the

maximuﬁlé%%%{tted under European Community law.
A <\\
KN
sg\ =,
s QQA\change will affect companies which provide

Q
10. The

S

o

S N

M ¥ O : . .

accommodation”f leir own Directors. As things stand, the
\-.

company can déé§bt§>phe VAT they pay on this, for something
;- \

that is more a friﬁaé benefit than a legitimate business

cost. Frankly I do not believe this generous treatment is

justified. I therefore propose that VAT paid on Directors'

accommodation should no lo e deductible. This will take

effect from [April 5 this y 42§;>

PR

o
CORPORATION TAX <:::>

o

11. I also have some changes to Corporation Tax. While the
main rate of corporation tax will remain at 35 per cent, I

propose to reduce the burden of tax for co s with only

small and medium sized profits. <§§§§§

12. At present companies with profits below El pay a
reduced rate of Corporation Tax of 25 per cent. I to
raise this ceiling by one third, to £200,000. This s
BUDGET SECRET - BUDGET LIST ONLY
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<§E§b 0 a doubling in two years of the profits levels for the
<{é§§yced rate, and will mean all profits below £200,000 will
X e tax@ at the minimum rate. This will be of special

benefit to smaller growing companies.

dually rises until their profits reach the
/A{)' £3/4 million a year. I propose to
7 N

raise this liﬁéé}i ain by a third, to £1 million. This

means that no s <ﬁé§g?pany will be liable for the full rate

of Corporation Tax{until its profits reach £1 million a year.
These changes mean we will have the most favourable structure

of corporation tax rates companies anywhere in the EC [? or

in the G7 group of industr{gﬁ?ﬁytions. Please check].
o'

o
TRAINING

o

14. I also have one specific tax change to help training.

15. One of the most welcome features of the last few years

has been the massive amounts of money invested in

training throughout the economy by bothm<§§§se and small
firms. The latest estimates suggest this has ééifikisen to

@,

NOT TO BE COPIED

some £20 billion a year.
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<égib 6. All companies' expenditure on training is, of course,

<ﬁé§§>allowable, and in addition the Government is spending
£2 /2 billion a year on training programmes. [The total
support give by the Exchequer to training therefore now

amounts to £X billion.] Over £2 billion of this will in

future \nt through Training and Enterprise Councils or

TECs, m6§“\>8£ which will be coming into operation over the

next year. g;ib

@
17. I have no é%§§S> that TECs will do much to improve
training in skills(ééd that we shall see the benefits of this
in future. They give employers a genuine opportunity to

determine their own needs and will provide generous cash and

tax help to meet them. <§§§b

o
18. The Government has already promised to match local

business donations to TECs §> né) or pound within certain
limits. I now propose to encouragecbusiness to maximise the
/ money they put into training by providing tax relief on
business donations to TECs for five years until April 1995.

I propose to extend the same concession al enterprise

agencies until the same date. <§§§§5
Mewhion The Scots 7 @
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19. My next announcement has implications for one in four of
the adult population. For that is the number of people -

nearly llﬂgillion people - who now own shares in the UK.

That rééé%%&?}e figure - a new record - is published today in

the annug,}\;\> : 3 Exchange Survey of share ownership.

20. / ew months, the Stock Exchange will be
taking \ isions on their plans for a new
share-dealing systég?;Sffectionately known as TAURUS. This
will cut costs and eliminate paper forms, and provide a
modern computerised system for transferring shares.

Decisions on the design e new systems for TAURUS will

have to be taken shortly. <§§§H, therefore, to decide what
P

erless transactions.

©

21. As we approach 1992 we c¢an expect even sharper

stamp duty regime to apply to

international competition in financial services, much of it
from other European centres. Competitive and practical
arguments point in the same direction. <3§§§>ve therefore
decided to abolish stamp duty on securitie in 1991-92
to coincide as far as possible with the

paperless dealing. [Add one sentence on SDRT. ]

-
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<i§§33. Both the abolition of the tax and the introduction of a
e modern dealing system will help to secure the UK's

/ position as a leading financial centre in an increasingly
competitive world market. They will also reduce transaction
permit higher returns for 11 million holders of

pension schemes, 31/2 million personal pension

holders l as the many millions of people who hold life

assurance polici or unit trusts. It will also be of

particular beﬁéé%%%gg small shareholders.
SN

/ 23. The assumptioﬁ?fh the Red Book is that abolition will be
at the end of 1991, at a revenue cost of £120 million in
/]391-92. This date will be subject to confirmation later
when I have fuller informati about the progress of TAURUS.
However, although there is some exibility about the timing,
there is no doubt whatsoever éﬁéﬁi the decision to abolish
stamp duty on shares. I have <xilhe announcement now for
two reasons: to remove uncertaintycand make clear that there
is no need to plan for stamp duty within TAURUS. I should
add, for the avoidance of doubt, that stamp duty on land and

3
0

property will be unaffected by this measur

LIFE ASSURANCE
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<3§§§$ast December. These measures which flow from the changes in
1989 Finance Act followed extensive consultation with the
industry. They put the taxation of life-assurance companies'
unit trust holdings on a sounder footing and make a number of

technical improvements. They will yield £50 million in

N D Y \
éﬁ\ J:))
)
& \Q\
25. I also hav <§$mdagure to announce which will clarify the
/ \

tax regime for b::m)ér./\>

26. Tax relief 1is rightly available to banks as it is to

other lenders for bad and ful debts. But it has given

increased very substantially amounts written off for

o
their lending to Third World cou. That has been widely

welcomed, but sudden increases do have an adverse impact on

rise to two problems. Fir:’, in» recent years the banks have
e

the public finances. Over time, the tax cost of the 1989

increases could amount to going on for £1 billion.

27. Second, although the principle is cleax; t is less
clear how to implement it in practice. This cause the

relief available depends on the extent to which -o@o are

estimated to be irrecoverable - and that is ofte(§§é§> rom
in

clear-cut. This difficulty is magnified when the de
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<§§i§g uestion are those of sovereign nations rather than

ividuals or firms.

28. This is an extremely unsatisfactory position for the
banks, for the Inland Revenue, and for the taxpayer. I have

gﬂv 1ded to resolve it, and remove the uncertainties
in the pz law. Banks will continue to be able to offset
their lossegigP overeign loans fully against tax, but under
a clearer mgé ism than previously, which will be broadly
based on the Bank of \England's present guidelines. There

-

will be a limit 6n future increases in the cost of this tax

relief between years.
29. For next year, banks' elief on such provisions will
mechanism indicates for 1989. ereafter, the ceiling will

o g
be increased in steps of 5 per cyear, so that the banks

will, in time, get all the tax redief to which they are

be 1limited to the same <§§§>proportion of debts as this
h

entitled. If the banks sell their debt to a third party and
crystallise their losses, their tax relief on them will be
similarly phased. But where the debt i d back to the
foreign state, to reduce its debt once and f , then tax

relief on that loss will be available Qgg%b ull and
BUDGET SECRET - BUDGET LIST ONLY
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This measure produces a yield of around £200 million in
1-92, compared with what might be expected if I took no

action. This will unwind in later years.

TAXES ?gi?%fNDING

35T M to taxes on spending. Given the need to keep
position, I have decided that, taken as a

ties must rise broadly in 1line with

inflation. withi S}pat overall constraint, however, I have

some modest adjustmgﬁgg>to make.

32. First, Vehicle Excise Duty. I propose a number of
changes in VED to remo @ omalies in the taxation of
different types of lorri--%éijThese changes will also

dramatically reduce the present vast number of different VED

rates. Last year's Budget removeéfiE? different VED rates,
\_/

and I propose to eliminate a further 188 today. This will

greatly simplify the system.

33. Vehicle Excise Duty on cars - the ta«3§§i}c - will be

unchanged once again this year at £100. N§§§§§ll there be

any change in VED for public or private §écto buses,

BUDGET OT TO BE COPIED
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<§§%§§§g4. I will recoup the cost of this by increasing petrol and
V duties by rather more than strict revalorisation would
justify. These will rise by 10 per cent. This will add 9p

to a gallon of DERV and almost 11 pence to a gallon of leaded

petrol.

35. For<§§/\\\ed petrol the cash increase will be smaller at
around 9 penc er gallon. This will widen the tax
differential<gé§§5 ther in favour of unleaded petrol. This

x
will now amount<§§§§%most 16 pence a gallon. The market

share of unleaded;;ggtrol has increased fivefold, to 30 per
cent, since the changes in the last Budget. I hope and

expect to see it increase even further.

36. For alcohol, with onesxc ion, I propose to raise the

duties in line with inflation.\ This will put 7p on a bottle
of table wine, but only tuppencg pint of beer. Spirits,
however, have enjoyed a duty standstill since 1985. iL
propose therefore an increase of 10 per cent, which will

increase the price of a bottle of spirits by 54p.

37. Cigarettes also were not increased last<g§g§$ This year

I propose a 10 per cent increase in duty, whicéigiil put 10p

on a packet of 20. The duty on cigars will ris ilarly
and will add 5p to the cost of a packet of five sma rs.

But I do not this year propose any increase in duty o e
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obacco. This at least will be one measure which will

and the support of the Leader of the Opposition.

FOOTBALL

38. Ifﬁg;ikgrn to football.
N\
< \k\\/
\g -3
at Bradford and Hillsborough Football
grounds all. The Report by Lord Justice Taylor

made recommenda régésg improve comfort and safety in our

football league grounds over the next ten years.

40. Implementing the programme of work envisaged in the
Taylor Report will place a nificant burden on football
clubs, which many of them wil ind extremely hard to bear.
For many are in a very weak fgiiiiial position, and only a
handful are profitable. I ? se this problem, but I
believe there is an acceptable way to overcome it. The first
priority is to ensure that vital improvements in safety and
comfort can be made. And the second is to avert what would
otherwise be the closure of many of our g . If we help

football now, I am confident football will ¢ tbute itself

to the improvements in facilities that are neceé§§§>

a -
41. Let me say first that much of the expenditur ired
to meet the Taylor recommendations is eligible for ital

BUDGET NOT TO BE COPIED
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llowances or for full offset against tax. I know there has
n some confusion about this, and I have asked the 1Inland
Revenue to provide urgent guidance to clarify the tax

position.

42. B allowances cannot help where there is no profit
to set \ against. This is the case with many clubs. I
have there viewed the rate of Pool Betting Duty - the
tax which i; by the pools companies on the stakes they

receive. This (42§§§y stands at 421/2 per cent. I propose
p

to reduce it to er cent on the clear understanding that
the full amount saved is passed by the pools promoters to the

Football Trust, and is used by them to improve the safety and

comfort of fans at Engl%§§§§jnd Scottish football league

grounds. C<§f>
; O
43. I am confident that sn arrangement can be

negotiated with the pools promqters and the football
authorities. Provided that we do so, the duty will be

reduced, in the first instance for 5 years. At the end of

that period, we shall review the position egg?b.

o

44, This reduction will yield around Elqgi?i)lion for

football over five years. This is in addi to the
£75 million that the Football Trust have already s 1 be

available over the next ten years. These sums represen ry

NOT TO BE COPIED
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<é§§b arge contributions towards making sure that football league
(jé%%?s can implement the Taylor recommendations and bring
t

heir grounds up to the safety standards both we - and they -

want to see.

45. M{§§§§L§\of people watch football every year. With

better aﬂ§;§;£QF grounds I hope many more will join them.

e \

-<>
INCOME TAX ‘/)/%\
NN
\\ \>
46. Next, I deal with income tax.

47. I have no change to announce to either the basic or the
higher rate of tax. ey <will remain at 25p and 40p
respectively. But : irm our objective of moving
towards a basic rate of 20p w it is possible to do so.

o
48. I turn now to personal tax allewances. This year I do
propose to uprate the main income tax allowances by the

statutory indexation factor of 7.7 per cent, rounded up.

49. The personal allowance will rise by £22 3,005. The
new married couple's allowance will be set at @iii? as will
the additional personal allowance for single paredf%iband the
widow's bereavement allowance. But the basic rate the

level at which higher rate 1liability begins, wi

BUDGET SECRET - BUDGET LIST ONLY
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nchanged, at £20,700 of taxable income. [This means a

ried man with 2 children and a mortgage of £30,000 would
begin to pay higher rate tax at £X.]

—_—

50. The allowances for the elderly will similarly be fully
uprateégg//}{ﬁe with inflation. For those aged 65 to 74, the
personal<§\ ‘qgnce goes up by £270 to £3,670 and the married
couples' f/\\ e by £160 to £2,145. For those aged 75 and
over, allowance goes up by £280 to £3,820 and
the married cougi§g>v llowance will rise to £2,185. The
income limit for Cﬁéég allowances will also be fully indexed
to £12,300. [Add thoughlthat this necessary to keep marginal

rates below 40 per cent? Check.]

o
51. I also propose to rai-; t IHT threshold by £10,000 to
£128,000 in line with inflation.
O
52. The Capital Gains Tax exemption - that is, the amount of
Capital Gains free of tax in one year - currently stands at

£5,000. However, from April, the introduction of independent

taxation means married couples will be itled to not one
but two exempt amounts rather than havinqiiéS& share one
between them as at present. I have there éég?gecided to

leave the exempt amount at £5,000 per person and

€%§;§DO for
a married couple. <§§§§%

NOT TO BE COPIED
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also have to set the scales for the taxation of the
private use of company cars. The tax treatment of this

benefit g(;Eimains generous, though less so than previously, as

a resu é(//ﬁpe significant increases in these scales in

recent 6> . I therefore propose an increase - but a
)

smaller one\'tham~in previous years, at 20 per cent. The

yield from tﬁié) '\} be £160 million in 1990-91. There will

be no change in \ el scales.
>
&

BLIND ALLOWANCE

54. In the tax system t is one allowance - the tax

been accepted as a proper ecognition of the special

O
difficulties faced by blind peophe allowance is modest,

but welcome, at £540 a year. I propose to make it less

allowance for the blind Cigipalthough anomalous has long

modest and more welcome, and double it. Next year it will

stand at £1,080.

WORKPLACE NURSERIES @

55. Before I leave income tax, I have a supply easure

to announce, which will help the 1labour mark§g§§§>
better. <§;>§

NOT TO BE COPIED
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Government to encourage or discourage women with children to

We have always made it clear that it is not for the

go out to work. That is rightly a decision for them to take,

and one _in which the Government would be wise not to

<
NS /K
515 But iﬂg;;gzmyndeniable that an increasing number of

mothers do <g%§;Qn return to work. And many employers - in
N>
n@:

private indust 6g§>§n public services such as health and

education - are ke to encourage them to do so.

58. However, at present, if an employer provides a nursery
for his staff in order to<<§§§%it and retain skilled people,
any employee who benefit C;g?jwho earns more than £8,500 a

year is required to pay tax o the assessed value of the

o
benefit in kind. Many employve argued that this has

created recruitment difficulties for them, and many women see
this as an obstacle to the growth of childcare provision and

a positive disincentive to return to work.

59. For these reasons, therefore, I have de€§§é§> to exempt

the value of workplace nurseries and playgroup%@£§§> taxation

as a benefit in kind. This will take effect April

this year.
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indicated at the beginning of this speech that this
Budget would include incentives both to save and to give. I

will come to saving in a moment, but I want to deal with

(
e 3 @j&
N

N
6l. We are@

\ O\
/

appeal to usY tax system already offers a great deal of

gngtinct a generous nation to causes that

help to chariti ’ offers reliefs on their income and on
9

their expenditure ///khd it provides incentives to encourage

charitable giving. There is a relief for charitable

covenants that has now been in operation for many years, and

is worth nearly £200 milli charities every year. The
arrangements for charities - a donors who wish to give

o
through charitable covenants égéeiot, however, as simple as

O
they might be and the Inland Re will therefore today be

issuing new guidance to simplify them.

62. Since 1987 relief for covenants has been complemented by

the payroll giving scheme, a very us endly way to
relieve regular giving from tax. This schema<§§§§been doing
well since its launch and I now propose {Ziﬁgkease the
annual limit from £480 to £600. (fé%§%§§

NOT TO BE COPIED
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These reliefs are focused mainly on regular giving,

is of great importance to charities. But they are
ill-suited to encourage the one-off gift which, for a variety
of reasons, many people find more convenient. Over the

years,{ggii)has been a persistent source of concern to

charit his year, I propose to go some way to meet those

/\\>
.\ <
concerns <§§>ﬁ\

\\/ \
64. I propos ift Aid scheme which for the first time

will give tax rebi Sﬁpr large single money donations. It is
simply not practicéi;n%b operate a relief for all small
one-off gift. And in any event, such a relief might
undermine regular giving through the payroll scheme and
covenants, which are ve i rtant to some Charities. The
lower qualifying 1limit £ t Aid will therefore be
£600 per donation - the new éégf:ng for payroll giving. The
relief will be available on one-<>fts up to an annual
ceiling of £5 million per individwyal donor. The tax relief
will be reclaimable by the Charity, and payable to them at
basic rate. [As with covenants, the higher rate relief is
due to the donor - check.]

=

65. This relief, which will apply to gif

individuals and companies, will come into op from
lst October this year. I am confident that it will intain
and strengthen the growth of charitable giving, and

NOT TO BE COPIED
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Qégib uch hope that charities will promote it actively. It will,
course, be open to the whole range of registered charities
from social causes to those whose activities are devoted to

the arts.

onemeasure to help charities. This is a package

reliefs giving help especially to

Qeggaged in sea rescue, medical care and

research. Thé&se;will come into effect on 1 May and give an
additional benefi f about £5 million a year to charitable
work. Full detailéjézg)set out in a Customs and Excise press

release than is issued today.

C
67. I now turn to the ta ion of savings where I have a

<o
number of measures to announce. : /)do so I am conscious

that the majority of personal eavings are the fruits of

earnings which have already been taxed.

68. I start with saving in shares.

®

69. The development of the personal equity((pl
stands to the immense credit of my RHF, Blaby, en a
ﬁééifégo

n
important boost for share-ownership. I am pleased rt
h

/ to the House that last year was a record one for PEP

BUDG NOT TO BE COPIED
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<§E§b ver 300,000 plans taken out, to the value of some
<§§%§P million.

70. To build on this success I propose to raise the overall,
annual limit on investment in PEPs by a quarter, from £4,800
to EG(p ///\\within that, the annual limit on investment in
unit and<;n'\gtment trusts will be increased by the same

percentage,\g?> ,000.

%ﬁ)

11.7 “T" am*als N athetic to the problems investment and
unit trusts face ig/ qualifying for PEP treatment. This
arises from the requirement that 75 per cent of their
portfolio should be invested in ordinary UK equities. I
propose therefore to relax rule, to 50 per cent. I also
propose to raise the PEP 1li those trusts that do not

gé?i:t £750 to £900.
©

72. Last year, my RHF put employeecshare-ownership plans, or

satisfy this rule, from the p

ESOPs, as they are known, on the statute book. ESOPs are a
vehicle for giving employees a direct stake in the business
for which they work. I believe they are a active option
and deserve further encouragement. One impggigént to their
growth has been that the transfer of shares to ééETEMOrkforce
can mean that the company owner faces an u@: tax

charge. To preven happening I propose to in

a
rollover relief from capital gains tax for sales of sh 8Vto

BUDGET SECRET - BUDGET LIST ONLY
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I believe this will remove an obstacle to the
elopment of ESOPs and 'give this form of employee share

ownership the fillip it deserves.

INDEPENDENT TAXATION

Q)
N

m t, I will turn to some new and significant tax
changes foé&zs rs. But first, I wish to turn to a reform

which was ann&un in the 1988 Budget and comes into effect

next month - i;ggg?ent taxation for women. There is too

little understandi yet of what this change will mean. It
will fundamentally change the financial affairs of women.
L]

74. At present the taxati of married women's income is
wholly inconsistent with thei e in society. In tax law
their income is still conside to belong to their husbands.
The effect of this is twofold. <%éii§>ies married women any
privacy or independence in tax matters. And too often it
results in heavier taxation than is fair. Frankly it is time

for this system to go, and go it will from April.

75. In future, a husband and wife will hg§€§§ed entirely
al

separately. Every married woman will have a t fgifibwance of

her own to set against her income - whether th

from earnings, pension or savings.
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6. Three and three quarter million people will gain, of
2 million have incomes of less than £5,000 a year.
One million elderly married couples will pay less tax, with

200,000 pensioner couples taken out of tax altogether.

717. Né&§§;é§\will be sorry to see the old system go. One of
its worsé§§\\;3§es was its treatment of the savings of
married wom K)A Whether they had other income or not, the
interest on the ~4 vings was added to their husband's income
and taxed at h§§§€i,e. This was a clear penalty on thrift.
But from April allCQﬂ;t will end. This may well be the area
where the reform has its greatest effect and will be most

welcomed.

COMPOSITE RATE TAX (x

o
78. However, independent taxatas thrown into sharp

relief another aspect of the t@x system that affects all

savers, and which no longer deserves to survive.

79. Some women will see the benefit of in ent taxation

automatically, if they have their money invq%iéS&in national
savings, or other accounts which pay interest géégib of tax.

But many women, particularly those with only s vings,
prefer to save with High Street banks or building ies.
And so, frankly, do many other small savers. For al se
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Q;%%%§§Pvers, income tax - or rather a proxy for it, the so-called

<§é§§gosite rate - is deducted before the interest ever gets to

the saver, and whether or not the saver is liable to pay tax.

80. Composite rate tax was introduced originally in 1894,

and péﬁg /the statute book in 1951. It currently stands at

just undéﬁ“zz—pgr cent. It is deducted at source. It cannot

G&\ any circumstances. This means that basic

(4 (\\
rate taxpayer§/\ in. by 3 per cent - the difference between

be reclaim

\

the composite r §§\a the basic rate of income tax, which is
what they should pé?fﬁxAnd it means that non-taxpayers are

worse off by 22 per cent.
81. The attraction of com e rate has always been that it
very large numbers of people. t is very convenient and very

o
cost-effective. But the fact re that with CRT, we tax

people on low incomes who should not be taxed.

allows small amounts of tax 2§§9>collected with ease from

82. It has, of course, always been possible for these people
to avoid taxation, by saving in accounts pay interest
gross or where tax can be reclaimed. But t venience of
using banks and building societies has meant t

not done so.
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The scale of the problem is compelling. Once
ependent Taxation is implemented there will be 14 million
people - nearly one quarter of the population - who have
savings income that does not merit taxation, but which will

be taxed under present legislation.

de some 5 million married women with little or
no other i ! of their own, 4 million pensioners,
2!/, million % adults, and 2'/, million children with
small savings a - often funded with small gifts of

X
money from grandpaféﬁgg, or savings from pocket money.

85. There is no way out of this problem other than to
5

abolish composite rate tax ely. This I propose to do

with effect from 6 April 199%%, earliest practicable date.

From then on tax will fall on ‘those who should pay it, and

o
will not fall on those who shoul pay it.

o

86. We shall discuss with the banks and building societies
how to effect this change. envisage a scheme of
self-certification that will allow non- t%§§§§>rs to be paid

their interest without deduction of tax. (S§g§he savers,

tax will continue to be deducted at sourcé//b at basic

rate. However, unlike composite rate tax any tducted

will be reclaimable by any non-taxpayers who, for a

may not have been able to self-certify for gross payme
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<§§§§> This change will reduce significantly the amount of tax
paid by millions of married women, pensioners, children, and
others with small savings. It will relieve them of tax which
they should never pay. And by removing the penalty of

compos\it ate tax it will play an important part in

88. Meanwhile,
in the interest rates paid on National Savings Investment

Account and Income Bonds where interest is already paid

gross. This too will hel urage saving, particularly by
non-taxpayers. The Departm :iifpr National Savings will also

be introducing later this year’a new Series of the [popular]
O

Capital Bond, with simpler aments for paying tax on

interest. o

TESSA

89. However, as well as removing the impost for

non-taxpayers, I do wish to do more to encouq§§§§>he saving

@,
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0. In the 11 years we have been in office, a series of
Budgets have removed penal rates of tax, abolished the
investment income surcharge and introduced important new
schemes to encourage saving and investment. I intend now to
build further on those measures. And that means going beyond

the iniggg\ s to saving that we have built up so far. These

schemes h Qé; en immensely successful in spreading share
ownership,o\ééso yill continue to be so in the future. But I
now want to ext avings incentives to the mass of ordinary
taxpaying save nd potential savers - who prefer to put
their money in the(fé%%ﬁiar security of High Street banks and

building societies.
91. My next measure is essed precisely to them. I

reward saving and encourage\\ people to build up a stock of

(@
capital.

o
92. The scheme will work as follows. Every adult will be

propose to introduce a whol <%§¥>tax incentive which will

entitled to one i i , TESSA for
short. This account can be held at any or building
society. The essence of the scheme is to enq3§g§§e people to
save regularly over a 5 year period. The incenégi?iﬁor them
to do so is that all the interest earned on .'@. apital
will be entirely free of tax, provided only that th <§£§§jl

/ itself is left undisturbed over the 5 years.
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<i§§§§§> The annual limit on the amount that can be invested will
be £1,800, or £150 a month. In the first year, anyone who
has capital that they are willing to tie up for longer can
put this money in their account from the outset, up to a
limit ,000. But the overall limit of £9,000 for the

whole pl .\é; lies nonetheless.
D

94. To cope e circumstances of many small savers -
particularly p who use the interest on their
éavings for their 7 day expenses, it will be possible to
withdraw interest as it accrues, but only up to the

net-of-tax level. At the end of the 5 years, the depositor

then gets a bonus rep ting the money which would

otherwise have gone in tax. <>T depositor will get this

provided none of the capital has been withdrawn before the
O

five years is up. They can, of c , withdraw the capital

at any time, but without tax reljef. [Should we add: It

will, of course, be possible for the banks and building

societies to offer additional bonuses for term deposits, but

that is a matter for them.] Q!ﬁi)
g simpl

95. This scheme is convenient, flexible an e. It

extends PEP treatment to ordinary savings. I rs for

those who want to save monthly, annually, or in lar

amounts. It represents a substantial incentive to sav d
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<§%§§%§£ am confident that TESSA will play its part in reviving the

ture of thrift. I also believe it is both desirable and

fair to reduce tax on small savings.

96. This new relief will be available from next January.

)

Its ill depend on take-up but could be around
£200 milfigiq\

AN
longer-teggéigbe
220
%/«\s
CAPITAL DISRE N A\
2/\\>

97. This Budget has contained a whole range of savings

“in the first full year, rising in the

incentives. It has done so because I believe it is

economically right to e ge savings. And because I

independence and security it\offers to savers as they build

o
up capital of their own. But is 1little point in

encouraging savings if you leave incthe system an over severe

believe also it is socially <§§;>- not least because of the

penalty for doing so. I turn therefore, to the social

security system, and what has become known as the capital

disregard rule. Q!;;D

98. As the House knows, people with more téééiig certain

level of savings - £6,000 in the case of income t and

family credit and £8,000 in the case of housing beﬁ%§é§§ and
r

community charge benefit, become completely ineligngégéb
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11 means-tested benefits, however 1low their weekly or

Cg§§§hly income may be.

99. This rule is widely resented as a penalty on thrift and

self-provision. This is strongly felt by elderly people who

have §§V§E2capital but who use the interest on it for living
: (\\

expensesﬂ&“ﬁdfqannot afford to run it down. They also face

a
N/
the proble \XEQE$, having retired, they are less able to

o AN\
replace theirQ€§>£Lg§, which they see as essential for the
AN
security. ‘{igsg&

A

100. Although there must, of course, be some upper limit for

benefits, I understand why people do not want to lose their

nest egg. I have therefor ewed the present limits, with

my RHF, the Secretary of Sta Social Services, and have

decided that they should be raised.

©
101. The limit for income support apd family credit will rise

fov
from £6,000 to £8,000. But the problem is most acute _froffi

housing benefit and community charge benefit. I propose

therefore to increase the capital cut-offs oth of these
benefits from £8,000 to £16,000. The new<§§%§§>will apply
both to couples and to single people [so th widows and

at a time when it may be most needed].

benefit around 1/4 million people in all two thirds
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Q;§§%§§§nsioners, who are at present wholly excluded from benefit.
I

will cost’ £120 million next year which will be met from
the Reserve and will not increase the public expenditure

totals.

102. T&l§§§} id delay, my RHF is laying the necessary
N\

regulatiéﬁéSi ay so that 1limits will be increased when

benefits a ated at the beginning of April. He will

discuss the ope nal implications of this change with

local authoritie gl%qiately.
577\

PERORATION

103. Mr Speaker, that 002§§§§$s the package of measures I

have to announce. Ckifp

C>".\
104. The Budget I have presented @ takes no risks with

inflation. It further strengthems the public finances.
Where it has raised taxation, it has done so in the right

way. It is firm but fair. It will be accompanied by tight

monetary policy until inflation turns down.Q!§§>

>

105. It has re-affirmed our intention to the %Eg?b It has

made sweeping changes to the taxation of savi It has
ity
n. s

removed unfair impositions in the tax and social

systems. It ushers in a better deal for wome
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v

\§§fered help to charities and sport. It has abolished
/§5\taxes and reduced the tax burden on growing companies.
106. It is the right Budget for this year, and it sets the

right course for the '90s.

A

107. I comﬁega'lt to the House, and the country.
\)// Z)
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