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9 Poland Street, London W1V DS 9 8759

Rt. Hon. Nigel Lawson
Chancellor of the Exch
The Treasury
Parliament Street,
London, S.W.1l.

7th March, 1984

Dear Chancellor,

Enclosed are copies of two recent reports from the Low Pay Unit. The
first, Setting Record Taxes Straight, shows that between 1978/79 and
1983/84, personal taxes (including NIC) have risen by £9.1 billion
in real terms. What is of particular concern to us is that the
greatest increases in tax burdens have been suffered by the low paid.
It is now widely accepted, as you yourself have acknowledged, that
"the poor pay far too much income tax". (Daily Telegraph, 30.1.84)
Clearly, this situation has exacerbated the poverty trap with its
implications both for work incentives and family hardship.

The report therefore urges you to raise personal allowances by around
£700 so that low paid workers (single person, £86 per week) have their
direct tax burden restored to 1978/79 levels. We would also ask you

to raise child benefit in line with personal allowances and to consider
the reintroduction of a reduced rate band of taxation.

It is our belief that these measures could be paid for without haming the
average wage earner's standard of living. One source of revenue might

be the restoration of the contributions of capital taxes and corporation
taxes, as a share of total revenue, to their 1978/79 levels. Another

would be the abolition of the national insurance ceiling. Most importantly,
we feel that tax relief should be limited to the basic rate.

The report "Unequal Fringes" reveals that fringe benefits are of great
importance to the already well paid, adding 50 per cent to the typical
director's salary; they are of little value to the low paid. In some
industrial sectors, they constitute about a third of the 'average'
employers' remuneration, while in less well paid sectors the fraction
is about one-sixth.

Like the previous Chancellor of the Exchequer, who himself described
fringes as "an inefficient and often wasteful way of rewarding effort -

and unjust", we feel that these benefits are grossly inequitable and
economically inefficient. They disguise the true extent of divisions
within industry and create resentment while also reducing labour mobility

by imposing high costs of quitting. Moreover, they represent an inefficient
means of creating incentives - and they create economic distortions

in areas of the economy.
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We therefore propose that these imbalances, created by fringe benefits
be corrected. Specifically, our report calls for the following measures:

1. Tax advantages for fringe benefits should be withdrawn.

2. An improved State pension scheme should be the right of all workers
(with maximum and minimum pension rights);

3. in the event of sickness, all workers should be immediately entitled
to normal basic wages; and

4. all employees should be entitled to at least four weeks annual
holiday on full pay.

We hope that you will take the opportunity, in this and future budgets,
to attempt to achieve a more efficient and equitable system of taxes and
financial rewards for employees.

0 b4 d

Yours sincerely,

Chris Pond
Director.
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Dear Chancellor,

/le PS/CH+E

Since the 1983-84 Budget, there have been stronger signs of improvement in the
economy and a welcome return to profitability in sectors of our industry.
However, this has been from a very low level, and the rate of return on capital
is still very Tlow (one half of pre-1973 Tevels for industrial and commercial
companies). With this in mind, the Chamber would view an increase in taxation,
both general and on industry, in the next Budget with great concern. There
is still massive under-utilisation of human and physical capacity. With this
background, set out in detail in our "LCCI Economic Report", January 1984, may
I draw your attention to the more general views of the Chamber on the next
Budget and related aspects of economic policy, which are set out below :-

1

General

We take the view that some stimulus to the economy will still be needed

in 1984-85. The previous year's expansionary factors - consumption and
stock-building - are Tlikely to play a much smaller part, and the Chamber
is not as optimistic as the Treasury on the outlook for private investment
and exports. We therefore regard the possibility of an increase in taxation
as particularly unwelcome.

The Government should not over-react on any further deterioration of the
£/$ exchange rate. Any likely fall in the oil price has now probably been
discounted and the Government should not try to offset the change by
increases in UK interest rates. Indeed, it should take every opportunity
of continuing the downward trend of UK interest rates, both real and
nominal, with the objective of improving the incentives to capital invest-
ment in the private sector.

I enclose a copy of our "Economic Report" which elaborates on our view of
the background. \
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Taxation

4.

The specific Chamber proposals outlined below assume that in your Budget
full dindexation will be applied to income tax bands, and allowances and
excise duties.

Business Costs

84

The Chamber's Technical Representations, already presented, are attached
for further reference. Many of the technical representations are aimed
at the reduction of industrial and commercial costs and the improvement
of efficiency. In this context, the Chamber is pressing for the final
abolition of NIS (both on the grounds of industrial costs and as a tax on
jobs at a time of high unemployment).

There is a danger that reduction in the rate support grant will adversely
affect industrial costs in some areas. The Government should take steps
to offset this, bearing in mind the need for stability in the burden on
industry and commerce during the interim period before rate-capping becomes
effective.

It is possible that energy costs to industry may fall in real terms in 1984,
but the Government should not set public corporations' targets for return
on capital which are unrealistic, nor Tlimit access to private capital
markets 1in respect of revenue-earning projects, thus forcing unnecessary
increases in public sector charges.

Encouragement to Enterprise

8.

10.

i1

Further measures should be taken to promote the spread of new and effective
process technology and spending by commerce and industry on applied
research. These are likely to be of a fiscal nature.

The 1983 Business Expansion Scheme is welcome and is closer to the proposals
first put forward by the London Chamber in 1978. However, we believe that
steps should be taken to make the Scheme more attractive and to ensure that
the help goes where it will provide the greatest number of new jobs.

We also believe that the time is right for the expansion of profit-sharing
schemes and a change in the taxation of share option and share incentive
schemes to bring them more in Tine with those of our competitors, such as
the United States.

Further attempts should be made to adjust the combined impact of the tax
and social security system on the incentive to work. It will be difficult
to deal adequately with this until computerisation allows the introduction
of a system of negative income tax. Moves to deal with the "poverty trap"
in the meantime should not impede progress towards this end. Any scope

Gonto/lnis
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for major reductions in personal taxation should be directed to Towering
tax and National Insurance contributions for taxpayers whose earnings are
only just above the Towest tax threshhold.

PubTic Expenditure

12.

13,

In order (a) to provide a stimulus to the economy which places little strain
on the balance of payments and (b) to deal with the serious current and
future deterioration of the physical infrastructure of the country, there
should be an increase in public capital expenditure of about £1.5 bn. spread
over, say, the eighteen months following the Budget, mainly on projects
involving the building and civil engineering industry.

On a final general theme, the Chamber strongly recommends a return to the
old and Tong-standing distinction between "above the 1ine" (current) and
"below the Tine" (capital) expenditure, and is not able to accept the
Treasury arguments for a single accounting basis. The clear distinction
between current and capital expenditure is essential for control of both,
and for the flexible approach required on the Tlatter in different stages
of economic growth. The PSBR derives from the sum of the revenue surplus
on current expenditure and the deficit on capital expenditure, but the
latter should be split between general infrastructure and revenue generating
capital. The PSBR itself is not an absolute measure : its ratio to GDP
is more important than its size. Currently the measure of PSBR is distorted
by the proceeds of privatisation sales. It is a questionable principle
to include such one-off items in general revenue account, and the Chamber
will be submitting a more detailed memorandum on this subject.

Yours sincerely,

/:7,/’”

k)

R. T. S. Macpherson
Chairman
Economic Affairs Committee

Encs.
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London Chamber of Commerce and Industry

Agends item Reference

6 C/83/51

Date 14 November 1983

THE 1984 BUDGET
TECHNICAL REPRESENTATIONS

The taxation committee's proposed technical representations for the 1984

Budget and Finance Bill on:-

i Corporation Tax
b % = Persamal Tax
iii Capital Taxes
iv Taxation of small Firmms

v Valwe Added Tax

are attached. The representation an nan technical matters are due to be

made at the end of the year.




1984 BUDGET

LOCI Technical Representations - Corporation Tax

3 i Groups of Campanies

l.l

102

1.3

1.4

S29 FA 1973

Transactias should not be caught by Ss 29 and 30 FA 1973
when effected for bana fide commercial reasans, and should
be afforded a Revenue clearance procedure. Experience
indicates that the Revenue cperate these sections frequently
and inflexibly and they continue to unnecessarily influence
and impact upcn nommal trading deals.

Intra—~Group Company Loans

Sec. 136 CGTA 1979 allows losses on loans to rank for
cgpital gains tax relief in certain circumstances. This
relief is still denied however in the case of loans between
group carpanies or if the borrower is nan—-resident. Yet
those must be the most common situations where losses on
loans are incurred. As long as the loans were advanced for
bona fide cammercial reasons we believe all losses on loans
should rank, for relief equally with share capital or other
securities. This should also include losses arising fram
guarantees an behalf of fellow group campanies.

Consortium Relief

We appreciate the expansion of the relief made available in
the 1981 Finance Act, but we feel that there should be
camplete freedom of surrender, ie sideways as well as up and
down. Particularly, the surrendering company should not be
denied group relief for those losses remaining in any cne
year after a surrender to a consortium campany as currently
happens through the effect of Sec. 263(5) TA 1970.

The consortium vehicle continues to ke very popular to pool
limited resources, particularly in capital intensive situa-
tions, and full freedom of consortium relief should ke
available.

Transfers of Assets within a Grow

There seems no justification for the rule that it is only if
part of a trade is being transferred also that tax
depreciable assets may be transferred between companies in
the same group at tax written down values. Where this is not
the .case the growp suffers a balancing charge in cne campany
and allowances are restricted to 25% an a reducing balance

in the other. This unwarranted cost can anly be avoided by
transferring assets at unrealistic values but there are
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1.5

1.6

Lak,

1.8

strong camercial and accownting cbjections to this. It
should be pcssible to elect for assets to be transferred at
tax written down values as was the case before the 1971

legislation.
Sectian 278 .

This section was quite reascnably introduced as anti-
avoidance legislation. It does however lead to problems in
perfectly narmal cammercial situations where a purchaser
will invariably seek an indemmity. It therefore seems to us
that at the very least there should be a clearance procedure
introduced to cver nam—avoidance situations.

Iosses

The use to which surplus losses can be put is restricted
even within a single campany although in practice the
Revenue does not normally seek to separate trade streams. In
groups however such restrictions are imposed merely because
for good commercial reasans separate corporate entities are
used for different activities. A further problem arises with
charges and their effect cn lcsses - creating distortians in
financing which might lead to the use of bank financing when
other scurces might without the tax effect be more econamic.
A case thus can be made for allowing group relief surrenders
of surplus losses in years cther than the year in which the
loss arcse and also for not restricting losses brought forward
to a specified type of incame.

Grouping Cagital Gains and Ilosses

It should be possible to offset capital profits and lcsses
in a group of campanies. The Revenue have for many years
argued that this is not necessary since assets can be moved
freely within the group before disposal. - But with the
growing tendency of Courts to question transactions prompted
by tax rather than commercial consideraticns it is essential
that the offsetting of growp profits and losses is given
statutory authority.

Rollover Relief on Group Assets

The Revenue interpret secticn 115 CGTA 1979 in such a way
that they look cnly at the use of the asset disposed of in
the actual company making the disposal regardless of
transfers within the group. This can produce strange results
both in the taxpayer's favour and against, but it dces not
seem sensible and the legislation should ke changed or the
Revenue alter their practice. :



Time Limits

It is felt that a review is overdwe of the various time limits set
down for the claim or surrender by companies of losses, allowances
etc, but of specific importance we wish to point out the following:

2. L

2.2

2’3

Stock Relief Clawback

The ICCI Tax Camittee deoes not believe that either the
clawback provisions or the six year restriction on group
relief losses are fully- justified. It is certainly not
defensible if a business suffers a clawback charge but
previous losses are not allowed against it because they have
become time-barred. Losses derived from stock relief should,
as a minimum, always be available against clawback.

Tax Credit Relief

In a nurker of instances where agreement of final foreign
tax liabilities can be delayed for many years due to the
laws of the particular overseas Revenue authority, agreement
of any UK liability on that income is similarly delayed
pending finalisation of the tax credit relief. Whereas
S512(2) permits adjustment to be tax credit relief in the
assessment concemed outside the normal limits, it is often
the case that further adjustments which would ke necessary
to surrenders in a growp (ACT and/or losses) are time—
expired. This clearly frustrates the purpcse of Sect. 512 (2)
and where an adjustment to tax credit relief in any
assessment is made under the secticn, correspanding adjust-
ments to grouwp relief and ACT surrender claims should not be
time-barred.

ACT and Loss Carry Backs

Under TA 1970, Section 177(33) the claim may be made to
carry back first year allowances for up to three years.
Under FA 1972, Section 85(3), the set-off of surplus ACT
against losses must be claimed within two years. Thus the
ACT claim period unfairly restricts the operation of
Section 177(3A) and it is considered that this should be
amended. In the.case of Groups of conpanies there should ke
complete freedom of use of ACT without the constraints of
time limits in which surrender for example must be made.

Offsetting ACT against Corporaticn Tax on Capital Gains

The present system of capital gains tax results in doukle taxaticn
an the ultimate shareholder of a company. In the case of group
structures there can be a cascading effect resulting in multiple
taxation. We strongly urge that ACT an dividends should be
available to set-off against capital gains tax which would greatly
ease this problem. This would be particularly appropriate at the
present moment where many campanies have surplus ACT yet can find



4.

Ts

themselves paying further tax an capital gains.

Closure Costs

The limitation placed on terminaticn payments by Sectian 41(2) FA
1980 by reference to statutory redundancy payments is unjustly
restrictive, not anly on the amount paid by UK businesses but it
also excludes any payment at all by overseas branches which are
closing down. The wording of Sectiom 41(l) is sufficient to ensure
restrictiar iy Sectian 41(2) should be removed.

Abortive Expenditure -

Campanies reqularly incur expenditure which does not result in the
creation of an enduring asset for the benefit of their trade, but
which because arguably it is of a capital nature is not relieved
for tax purposes. Examples of this would be the costs of failed
take over bids and investigations into the feasibkbility of using
new processes, projects etc where no plant and machinery is
actually acquired. Expenditure of this type would under nommal
accounting procedures be written off against profits, and should
in our view be similarly allowable for tax purposes especially
where incurred for a genuine trading purpose.

Overseas Incare and Tax Credit Relief

It is common practice for "Third-world" cowmntries (particularly
Central and S. America) to levy withholding taxes on fees for
technical services rendered by nan-residents substamtially outside
of the comntry, including the element of the payments which
represent reimbursed expenditure. In the invariable absence of a
Double Tax Treaty and by virtue of S498(6) ICTA 1970, and the
"source" concept the UK Revenue refuse to give double tax relief,
K Carpanies are experiencing severe disadvantages campared to
their intemational competitors through having to increase their
prices appropriately. There is every reason to suspect this
additional cost of contributing to the lack of campetitiveness of
British companies in tendering for contracts in certain countries.

‘Capital Allowances and Buildings

7.1 We are still concemed at the way the Revenue and the Courts
draw distinctions between buildings and plant. In our view
capital allowances as plant and machinery should be given
for all fixtures and fittings of a nature less permanent
than the buildings in which they are situated. This problem
has been further highlighted by the confusion following the
recent case of Stckes v Costain Property Investments Ltd.

7.2 The relief afforded by S14 FA 1975 to insulation provided in
industrial buildings to prevent loss of heat should ke
extended to include all fomms of energy conservation, eg
insulation for cold stores.
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7.3 Tax relief in same form should be given for camrercial
building, albeit perhaps only 5% p.a. without initial
allowance.

P1llD Limit

We cansider that the administrative burden of the P11D procedure
and the problems it can cause in employee relatians are out of all
proportion to the revenue it yields. We believe that the threshold
should be substantially increased to a figure of say, £20,000. If
indexed to current day value the original limit of £2,000 set by S4l
1948 Finance Act, would ke approximately £25,000.

Management Expenses

The definition of management expenses is far tco narrow, and in
our view does not fairly cover the costs of ruming a holding
campany - particularly of a conglamerate group. The solution would
be to allow all costs of a type which would be allowable for Case

I purposes if the campany were carrying on a trade.

De-Ma;gers

10.1 De-merger provisions were introduced to assist the frag-
rentation of inefficient businesses. A de-merger will
crystallize any potential capital gains within the carpany
and this is considered to be a disincentive and unfair
consequence of de-merging. We can see no reason why
clearance cannot be introduced and such gains exempted
accordingly.

10.2 Also the de—-merger provisicns do not apply to the hiving-off
of part of a trade althouch we understand in practice the
Revenue do not take the point. However, it is preferable
that de-merging part of the trade should ke allowed by law
and not by Revenue practice.



1984 BUDGET

IOCI TECHNICAL REPRESENTATIONS - PERSONAL TAXATICN

Rates of Taxation on Personal Incame

We have cammented before that the jump between the basic rate and the
first higher rate is tco great at 10%. We still believe this to be
so, but we would also emphasise that the jump fram nil to 30% is even
higher particularly when cne takes account of the national insurance
contribution of 9% for employees not contracted ocut.

Investment Income Surcharge

We believe the investment incame surcharge is a disincentive to
investment in British business. For those who have retired the
surcharge is inequitable where the individual has invested his
savings for old age himself, perhaps through not having been in a
position to do so through a pension scheme and we repeat ocur
suggestion that it should not apply to people over 65.

Call-out-Expenses

There are many employees whose duties require them to make a secord
appearance at work to meet emergency situations, or ordinary events
such as high tide late in the evening in the case of discharging
cargoes. In such circumstances it is almost impossible for the
employer to avoid having to reimburse the employee for the additional
travelling cost involved, perhaps also with a meal, and if this is
taxed, to gross it up as well. We believe the time has long past
when the Reverue should make a realistic reappraisal of its attitude
to such anavoidable employment expenses which should not be liable

to tax on reimbursement by an employer.

Exepnses of Multi-directorships (Section 189)

Relief under this section is being refused by the Revenue where a
single set of expenses has been incurred wholly, exclusively and
necessarily in the performance of the duties of two or more
employments. Consequently, a person with say four directorships who
for reasons of business convenience and econamy has cne office, one
secretary, one telephcne etc., is not being given relief on the grounds
that none of the expenses were incurred in respect of any cne
employment only. On the other hand, despite the considerable
inconvenience and added cost such a person with four offices, four
telephones, four secretaries etc., would be entitled to relief urder
Section 189.

Such an anomalous and inequitable situation should be remedied by
legislation or concession.



Private Residence amd Overseas Jobs

a) An individual who takes an overseas employment retains his
exemption form capital gains tax on his principal private
residence in the UK provided that he lived in it both before
ard after working abroad. He does not get this exemption if
after going abroad he is a first time buyer of such & house,
nor if he changes his principal private residence whilst abroad. .
Similar problems arise with mortgage interest which would
otherwise be deductible fram any UK incame. We feel that full
relief should clearly ke available in all these situations.

b) Individuals who are self-employed abroad and who have. private
residences in the UK have exactly the same problems as those
with an employment overseas and there is no reason why they
should not have the same treatment for capital gains and for
mortgage interest relief.

c) We would add that in connection with the new MIRAS scheme there
is an urgent need for clear guide lines to be made public to
the UK. The scheme, if it is to wrok properly, needs to have
clear cut rules which can be implemented without the need for
intervention by professicnal advisers or Inspectors of Taxes.

Section 21 Finance Act 1983

Campanies who provide for example mobile staff on assigmment with flats
in central London are finding that the new taxable benefit will in
many cases substantially exceed the current market rent, sametimes by
as much as 50%. Such accammcdation is not provided as a perk, nor
with an option to huy and the market rent cught to act as a ceiling

to the taxable benefit. This would not provide valuation problems as
there is a reascnable rental market in London.

Removal Expenses

a) The present state of business is causing sizeable upheavals in
many campanies with both expansion and contraction in particular
locations. These changes can only lead to increased efficiency
if employees are able to move fram one work place to another,
often with a change of residence.

The cost of wuch relocation is naturally high and extra
statutory concession A.S relieves the reimbursement of the
removal expenses from tax, provided "that the expenses are
reascnable in amount and their payment is vroperly controll
Serious problems are being encountered by businesses because
unrealistic conditions are being imposed on local tax offices by
their head office which interprets the reference in their
cancession to "reasonable in amount" as meaning only the level
at which the Civil Service itself reimburses similar costs.



Despite the published concessions campanies which have properly
controlled systeams ¢f reimbursement and onlv meet expenses which
are realistic and reascnable in amount are being required by the
Revenue to tax a substantial part of these reimbursements merely
because they exceed what seems to us to be arbitrary Civil
Service levels - and this particularly applies where the new
house is dearer than the old one and it is necessary to give
sane support in meeting the higher mortgage interest payments.

The net result of what seems to us to be the failure of the
Inland Reverue to administer properly its own published
concession, is that many campanies have to bear increased costs
because unavoidable expenses have to be grossed up for tax
purposes merely to get the right employee in the right place
at the right time.

b) A further problem in dealing with removals is the burden of

 stamp duty on private residences. This affects business in two
ways. Firstly, for individuals who have. to meet the cost of the
tax themselves it is one of the larger features which make them
reluctant to move. This therefore hinders the flexibility of
labour necessary for the cammercial world to operate efficiently.
Secandly, this increases employers' costs where an aemployer is
paying for a removal.

We believe that no stamp duty should be charged on properties
costing £100,000 or less.

Interest on Additiocnal Assessments

The present administration machinery between Collectors' and
Inspectors' offices is not working well, particularly in cases where
by agreement with the Inspector part of the tax charged on an
estimated assessment is deferred. It often happens that the
Collector continues to attempt to enforce collection of the full
amount. The situation will be worsened by the effect of S69 FA 82
because where estimated assessments are too low taxpayers will be
penalised unless they pay tax in excess of the amount charged. If
they want to pay the extra tax, however, there appears to ke no
administrative machinery for Collectors to cope with it. Quite apart
fram the difficulties of working this system we kelieve 569 to be
ill-conceived and it should be repealed.

We would also reaffirm out belief that it is inequitable that where
an individual over-pays tax he received no repayment supplement at
all for up to 12 months. -

Entertaining Expenses - Schecule D Case V

In camputing the taxable profits arising from a trade carried on
outside the United Kingdam, either by an individual or bv a
partnership, Section 411 Taxes Act 1970 operates so as to disallow
entertaining etc., expenditure, which is contrary to the intention
behind Section 411(2) and can produce inequitable results. Section
411 (2) was enacted to encourage the earning of foreign currencv, but
provides relief only for trades carried out in the United Kingdom and
not for those carried on overseas.
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Take, for example, the case of an overseas firm of architects, most
of whose partners are UK resident, which incurs cansiderable
entertaining etc., expenditure in cobtaining a contract for work
ocutside the UK. In camputing the UK taxable profits, this

ture will be disallowable, thereby possibly cancelling the
advantage of the 25% deduction given for foreign earnings.

Section 411 was enacted before the changes which brought Case V
profits more generally within the charge to UK incame tax, and

Section 411(2) shmldbeamaadedsoastoramvetherestn.cﬂm
on the relief.
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1984 BUDGET REPRESENTATICNS

CAPITAL TAXES SUB-COMMITTEE

CAPTTAL GAINS TAX

Deemed Market Value

The Revenue used to maintain that under Section 29A Capital
Gains Tax Act 1979 when a K resident receives an asset by way
of gift from a non-resident or by way of a capital distribution
fram an overseas trust, the acquisition value is nil rather than
the market value at the time of disposal. They have now
accepted in relation to trusts that this interpretation was
wrong but have sought to amend the law in FB 1983, C.6l. It is
not clear why the market value should not be the apprcpriate
base and it is particularly inequitable in view of the fact that
the anamaly can be avoided by the donee receiving a gift of cash
rather than an asset and subsequently purchasing the asset out
of the cash.

Similar problems arise on the liquidatian of an overseas campany
where assets pass to K residents where the Revenue are disallowing
any base cost for the assets.

Rollover Relief

The purpose of rollover relief is to ensure that taxation is
only levied when a business ceases to reinvest the proceeds of
sale of its business asets. It seems therefore that there
ought to be no distrinction between movable and fixed plant and
the distinction ought to be abolished. This has particular
application to the case of farming machinery where it is not
wmoammon for the machinery to be sold at a profit.

Value Shifting

The purchase by a company of its own shares is the subject of a
clearance procedure. However, this does not extend to the
potential capital gains tax charge which can arise under Sectian

25(2) Capital Gains Tax Act 1979. This ought to be rectified.
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Valuation

Under Secticn 114 Finance Act 1980 it is now possible to negotiate
the value an a transfer of land in advance of the transactim.
This has proved a very beneficial and administratively convenient
development and we would suggest that similar valuation procedure
should be extended to capital gains tax an proposed gifts in
mqud:edsbares..

Losses

At present an individual or a partmer is not able to elect for
the set-off of trading losses against realised capital gains.
This set-off is available to campanies and ought to be extended to
individuals.

Retirement Relief

At present retirement relief is not available to an-individual who
holds shares in a holding campany, even though the holding campany
is a member of a trading group. There seems no reasa why the
relief should not be extended to such circumstances, especially as
it results in tortucus moves being adcpted prior to a disposal to
ensure that the retirsment relief is available.

At present the retirement relief cammences at age 60 and rises in
bands to age 65. We would suggest in the light of the present
state of the econany as well as the tendency towards earlier
retirement that retirement relief should cammence at age 55 and
reach a maximm at age 60.

The Camittee welcames the Chancellor's recent statement that he will
be "conducting a full review of this area”.

Camany Reorganisations

The purpcse of Section 278 Taxes Act 1970 sppears to have outlived
itself and can in certain circumstances give rise to innocent
liahilities. We believe that this section therefore -ought to be
repealed or altematively that a clearance procedure ought to be
introduced.




Non-resident Campanies

Section 15 Capital Gains Tax Act 1979 assesses gains arlsz.ng to &
non-resident campany on its shareholders in certain circumstances
even if no capital payments have been received by the shareholders.
This may give rise to hardship (as was illustrated in the case

of Van Arkadie v. Plunkett (1983 STCS4).

The rules relating to non-resident trusts were amended in 1981 and
the position ocught to be brought into line for non-resident campanies.

Series of Transactions

Under Section 151 where a person acquires assets in two or more
gifts, the valuation applied is arrived at by considering the
aggregate market value of the series of transactions together.

There appears to be no time limit in determining when a series of
transactions camences and ends. Tt cannot have been Parliament's
intention to have an open-ended application of this section and we
wouid suggest that a series should be limited to a three-year rericd.

Indexation
We still maintain that limiting indexation fram April 1982 is very
unreascnable and equity demards that indexation should be available
fram 1965.



CAPTTAL TRANSFER TAX

Damicile
Kingdanfcrapitéltrmsfertaxafterl?years'contjmms :
residence. An individual who leaves the UK for an extended
period may well retain his UK damicile. There are, we suspect,
immocent amissions by individuals who have been residing overseas
for many years who believe that their absence fram the UK takes
them cutside the tax net. We would suggest that a similar
provision should be enacted which would deem an individual not
damiciled in the UK for capital transfer tax after 17 years'
contirmuous non-residence.

Valuaticon

Although property held on a trust set up before March 1974 can
qualify under the surviving spouse exemption, nevertheless if
that property is unquoted shares, it is aggregated with property
held absolutely by the surviving spouse in valuing the shares
liable to capital transfer tax. This would appear to be anamalous
and can give rise to a considerably higher tax charge. We would
therefore suggest that unquoted shares which are subject to a
surviving spouse exemption should be ignored in valuing shares
held absolutely by the surviving spouse.

DEVELCPMENT LAND TAX

Pension Fund

The exemption fram development land tax granted to charities recently
is welcane. However, we believe that in terms of encouraging
econamic activity the extention of this examption to pension funds
would be of more direct benefit to the construction industryv and we
would suggest that pension funds should not be subject to
develomment land tax.




SMALL FIRMS' TAXATION SUB-COMMITTEE

A Business Expansion Scheme

(a) The relief should be extended to all forms of share capital, not merely
ordinary shares in the campany. This would enable the votential
investor to see same prospect of a repayment of his shares if, for
example, redeemable preference shares were used, and would enable the
individual controlling the campany not to water down his controlling
interest

(b) Whilst the exclusion fram relief for companies dealt with on the USM
is understandable, the withdrawal of the relief in respect of shares in
a campany which, after the acquisition, become so dealt with, seems
unreasonable. Perhaps only a campany which goes to the USM within 6
months of the share acquisition should be excluded, so as to avoid
relief being obtained in respect of campanies about to enter the market.

(c) Paragraph 5(8) (9) and (10) Schedule 5 Finance Act 1983 seemed to be a
partial re—enactment of a former orovision which did not appear to be
any longer relevant, as the devices against which the orovision was
formerly enacted, namely the attempts to dress-up and old business as a
new business, or cases where the 50% restriction used to apply, were no
longer in the legislation. Clarification as to the purpose of the sub-
paragraphs is sought. The effect of the sub-paragraphs does seem to go
to prevent relief on occasions where relief should be obtained. g

(d) Paragraph 5, Schedule 5 Finance Act 1983 provides an undly restrictive
definition of a qualifying campany, particularly in the area of overseas
operations. A campany with an overseas subsidiary would not cualify nor,
it seems, would a campany whose principal objective was exporting opera-
ted through branches outside the United Kingdam.

2. Partners and other Self-Emploved Individuals

There are a number of areas in which partners and other self-employed
individuals are treated less favourably than emplovees or companies and
these include:-

(@) The rate of tax applicable to profits of a martnership retained within
the firm are substantially higher than those applicable to a campany.

(b) The scope for pension provisions, in spite of the relaxtions are less
generous inter alia, in the area of Self-Administered Furds.

3 Interest Relief Provisions

The provisions relating to interest relief are becaming increasingly

camplex and same form of consolidation is clearly required. So far as

relief for interest on money borrowed to purchase shares, the prov-

isions could be very greatly simplified if instead of specifying a

number of categories eligible for interest, the provisions could allow

:hll intgrest on loans to acquire shares to be allowable, other than
ares in:-



(@)
(®)

cunpam.&swh:.charebothqmtedarﬂn&x—close,azﬂ

investment campanies other than the parent campanies of a trading
group.

The inability to cbtain relief, for example, for an individual who
acquires shares in an employee-controlled campany after it has became
so controlled seems unfortunate, particularly if theenplcyee jo:ms

the campany after it has became employee-controlled

It also seems inconsistent that money borrowed to invest in a business
enterprise scheme qualifying campany might, in sare circumstances, be
allowable but in others not.



LONDON CHAMBER OF COMMERCE AND INDUSTRY

BUDGET REPRESENTATIONS 1984

VALUE ADDED TAX

Legislation by Statutory Instrument

We deplore the frequent use which is made of the Statutory
Instrument as a means of giving effect to gquite fundamental
changes in VAT law of a kind which ought to have been
subject to Parliamentary scrutiny and debate. The recent
episode of the proposed amendments to the Partial Exemption
rules is a case in point. The public reaction to the
proposals (which were embodied in a Statutory Instrument
made at a time when attention was focussed on the Budget
speech) led to the withdrawal of the more controversial

of the original amendments. It would have been more
satisfactory all round if proposals such as these had been
included in a Finance Bill.

Bad Debts

The provision enabling suppliers to reclaim VAT where
debts turn out bad (VATA 1983, S.22) is unnecessarily
restrictive.

In particular, it should cease to be a requirement that
the creditor should have proved in the debtor's insolvency
(§.22(2) (a)) before relief can be given. It ought to be
possible to devise procedures for verifying claims which
would enable relief to be given in a wider range of
circumstances.

In addition, the requirement in S.22(1l) (a) that the claimant
be the actual supplier of the goods or services prevents
relief being claimed where supplier companies have their
debts factored by companies outside their VAT group.

Invoices

The rules defining the essential contents of a VAT invoice
(VAT (General) Regulations 1980, No 1536, para. 9) are
rigidly enforced and any failure to comply with the rules,
however slight, can prevent the recovery of input tax which
has been incurred.

In the Chamber's view, C & E officers should be allowed to
exercise their discretion in deciding whether to allow input
tax to be recovered where the invoice is "spoilt" by only
a-‘trivial ‘error.

Lo
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Business Gifts

The £10 limit on VAT-free business gifts is considered
to be too low. A £50 limit would be more appropriate.

Gfouping Elections

VATA 1983, S.29(7) requires grouping elections to Dbe made
"not less than 90 days before the date from which it is

to take effect, or at such later time as the Commissioners
may allow."”

It is understcod that the 90 day rule is not generally
enforced. Its retention does, however, create doubt and
uncertainty in cases of acquisitions, mergers, etc. where
new groups are created and VAT grouping treatment is
desired at short notice. We accordingly would prefer to
see the rule abandoned.

Partial Exemption

In determining the non-recoverable input tax of partly
exempt traders, the Commissioners are empowered to "allow
or direct" the use of a method other than Methods 1 and 2.
(General Regns. 1980, para. 24(2)).

If the proposals contained in the recent consultative
documents are enacted, many large companies will find it
advantageous to use special methods.

We are concerned in this connection that the Commissioners
are not required to agree a special method within any
specified period of time and we feel that it is only

right that they should be subject to a reasonable time limit,
say 90 days, in order to protect traders against the very
serious cash-flow problems which can arise where a special
method is not agreed.

yE w S

The Chanber is concemed at .the potential loss of business to the hotel
trade arising from the disallowance of VAT on hotel and cating charces
relating to conferences and other occasions which are deemed to include
an element of hospitality. This situation is particularly cnercus for
companies who hold regular canferences and meetings for their self
amployed agents.

An example of this problem has been the departure fraom this cowmntry of
a Prp—gm golf toumament due to the costs of accammodticn etc for the
participants being increased due to the VAT there not being reclaimable.



ECONOMIC REPORT JAN. 1984

THE CURRENT SITUATION

The World Economy

After a check to the growth of output in 1983, the economy has probably
grown by 2% per cent in 1983 and may grow rather faster - perhaps by

3% per cent - in 1984. The recovery in the developed countries is being
led by a vigorous rise in activity in the United States and a more
moderate one in Japan and the United Kingdom. The recession in the
continental EEC countries has continued in 1983, with a decline in GDP
in many but a possible growth of 2 per cent in Germany.

Inflation has been slowing down, from over 10 per cent in 1980 to around

5 per cent in 1983; while the rise in unemployment in the industrial
countries seems to be slowing down. World trade has begun to recover, after
a fall in 1982, despite the check to imports caused by the recession in the
industrial countries and by adjustment to debt problems in the developing
countries.

The international debt crisis has been held at bay but it has not gone away.
Interest rates are still high relative to inflation, even though they have
fallen in nominal terms from around 16 per cent in 1981 to under 10 per cent
in 1983; while the US has hardened its attitude to the finance of the
International Monetary Fund and the International Development Association.

At the moment, so much in the world economy depends on the policies and
performance of the United States that it is worth examining what has been
happening there in more detail. Monetary expansion was reduced from over

8 per cent in 1980 to under 5 per cent in 1982 and the rate of inflation

has fallen from over 13 per cent in 1980 to 6.2 per cent in 1982. Despite

the fall in inflation, the narrow version of the US money supply was growing
much more slowly than prices through 1980 and 1981 and the continued fall

in the real money supply seems to have nipped in the bud the slight US
recovery in 1981 and contributed to the fall of nearly 2 per cent in US output
in 1982 and the rise in unemployment to nearly 10 per cent. US monetary policy
changed sharply in 1982 and, in the first half of 1983, the narrow version of
the money supply (M1) was 9 per cent up on the first half of 1982, while the
real money supply was growing at 5% per cent. Real money supply growth,
combined with a massive fiscal deficit, has resulted in a rapid growth of US
output. In 1983, GNP is likely to be over 3 per cent up on 1982 and growth in
1984 may be 4% to 5 per cent. As yet, inflation has not been affected by the
boom and the inflation rate was down to 3% per cent in the first half of 1983.

However, the boom seems to have led to another reversal of monetary policy by
the Federal Reserve Bank, which has become more restrictive and maintained US
interest rates at a high nominal level and, with inflation relatively low, at a
very high real level. Since July 1983 M1 has been growing at an annual rate of
about 1% per cent. High interest rates, together with the uncertain world
banking and financial situation, have made the United States a magnet for short-
term capital, forcing defensive high interest rate policies on other industrial
countries. Since most of these countries, unlike the USA, are still struggling
out of the recession, high interest rates are most unwelcome. At the same time,
the inflow of short-term capital to the United States had made the dollar
extremely strong and is helping to worsen the already massive US current account
deficit, which is likely to be even bigger in 1984.
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Thus, although the US boom is helping to pull one part of the world out

of recession and strengthening export demand, its high interest rates

are holding back expansion in most other industrial countries; keeping

up the repayments burden of developing countries; and causing doubts

about the maintenance of US economic growth past the end of 1984. What
policies can the European Community countries adopt in such circumstances?

At least 10 to 15 per cent of the EEC economy depends directly on the
demand for its exports by fellow-members and, therefore, on the economic
policies they are pursuing. The EEC accounts for 24 per cent of world
imports (excluding trade within the Community); as much as the USA and
Japan together. Surely, Britain would be better off if its major efforts
were devoted to persuading its fellow members to co-operate in economic
expansion, rather than bickering over the EEC Budget.

The United Kingdom

The UK economy has been recovering since the trough of the recession in
May 1981, though more slowly than it did from the 1975 recession. There
are still conflicting views about its rate of growth in 1983 but GDP is
likely to have been up 2% - 3 per cent over 1982. Inflation seems to have
steadied at around 4% to 5 per cent. The growth of unemployment has slowed
‘down and employment shows some increases, even in manufacturing industry.
The improvement in the economy will, however, be little consolation to the
12,466 companies which went into liquidation in England and Wales in 1983;
an increase of 12 per cent on 1982 and over 50 per cent on 1981. Nearly

a half of these company failures occurred in London and the South East.

Sterling has been reasonably stable against most currencies but concern about
a possible fall in oil prices resulted in a quite sharp fall against the
dollar in December. Both the dollar and sterling are overvalued in terms of
purchasing power. The dollar is expected to fall over 1984, despite its
current strength, and sterling should also edge downwards against the average
of world currencies, although the fall may be sharper if the Middle East
remains disturbed and:if o0il prices continue to fall in real terms.

Money supply targets were met reasonably accurately in the fiscal year

1982-83 and, after a temporary loss of control, are coming nearer this

year's target limits again. As a result, monetary policy, which has not

been so tough in relation to inflation, is tightening a little.* In contrast,
fiscal policy, which, in relation to the economic cycle, was very tough in

1980 and 1981, has become rather more relaxed. Together with relaxations in

HP credit control, a rise in real earnings and a fall in the savings ratio, this
has resulted in a growth of consumer spending which, with the change in company
stocks, has fuelled the increases in demand.

The Outlook for 1984

In 1984, the Government expects a year on year growth of GDP of 3 per cent,
an increase in the retail price index of 4% per cent, a rough balance on
the current external payments account and appears to hope for a slight fall
in unemployment. It expects a fall in the PSBR from £10 bn. in the current
fiscal year to £8 bn. in 1984-85 or from 3% per cent to 2% per cent .of GDP
and the range for its targets for monetary growth will be between 6 and 10
per cent - one per cent lower than the current ones.

* But private sector borrowing has grown fast in 1983 and the growth has been
accelerating recently, which will make monetary control more difficult in 1984
if it continues. -
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It is quite possible that these targets and forecasts may be met. It
must be said, however, that the Govermment's forecasts are rather more
optimistic than others on virtually every count, except for those of the
monetarist model of the Liverpool University group and the supply-side
influenced model of the City University Business School. Other forecasters
expect GDP to grow between 2-2% per cent, retail prices to grow by around

6 per cent and unemployment at best to stabilise or to grow more slowly
than in the recent past. A comparison of forecasts is given at the end of
this commentary.

PHEIN

To a large extent, the differences between forecasters occur in their views
on consumer spending, which accounts for nearly 70 per cent of total
expenditure. Most factors which promoted the growth of personal consumption
(outlined above) are likely to weaken in 1984; the differences reflect the
extent to which this will happen. ;

Home demand is not the only factor on which UK output depends. Export demand
should be stronger than in 1983 and the improvement of UK unit costs, both
absolutely and relatively to those abroad, should help British industry to
increase its exports and resist import penetration more successfully.

The cost improvements and output growth have considerably improved overall
profitability in the UK private sector, despite the increase in bankruptcies.
They should lead to a growth of private sector investment this year and this
is supported by the most recent government investment survey. As suggested
in our last Economic Report, the improvement in unit labour costs should
result in a growth of jobs and a fall in unemployment during 1984 and signs
of this are already appearing.

The 19284-83 Budget

In the light of the analysis above, what sort of Budget does British
industry need for the next fiscal year?

Last year the LCCI put forward proposals for a limited fiscal relaxation,
mainly in the form of reductions in industrial costs, amounting to a direct
stimulus of £3.7 bn. at 1983 prices. Budgetary policy moved in this direction
but to a lesser extent - about £2.7 bn. The Chancellor has suggested that the
next Budget may move towards am overall increase in the tax burdem. Despite
the improvements to the economy since last April, our analysis suggests that
this is uncalled for. There is still massive under-utilisation of human and
physical capital. The Government's own longer leading indicator, which had
been rising since early 1982, fell between July and October, suggesting that
there could be a check to the upswing of the economy later this year. There
are thus strong arguments for further reductions in industrial costs; further
efforts to reduce real interest rates (possibly in concert with other EEC
dountries, as suggested above); and an increase in public investment spending,
particularly in projects to improve the housing stock and other aspects of
Britain's infra-structure, which have the advantage of a lower import content
than most other economic activities.
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The PSBR and its control is a central feature of the Govermment's policy.

The public authorities' need to borrow is clearly of importance to the control
of the money supply (when borrowing from the banks) and to the behaviour of
interest rates (when borrowing from the non-bank public). But forecasts of the
PSBR are notoriously inaccurate; the relation between the PSBR and the money
supply is imprecise, to say the least; and the relation between the money
supply and inflation is variable, both in strength and timing. The outcome for
the PSBR for 1982-83 was nearly 17 per cent higher than originally forecast by
the Treasury. Yet not only is the increase in real GDP for 1983 likely to be
50 per cent higher than forecast in the Financial Statement and Budget Report
of March 1983 but the rate of inflation. is likely to be 1 per cent lower. To
place so much emphasis on one measure of the Government's economic policy,
particularly when no public allowance is made for the impact on it of. the
economic cycle, is surely misguided.

London and the South-East

The survey taken in September 1983 appeared to show that the progress made
over the previous three months in most areas of activity was suffering a
set-back. However, the comparable figures for the December survey, showing
the balances between the proportion of firms showing increases and those
showing deteriorating conditions, moved more favourably for both domestic and
export orders, and for production levels, new investment and profits. This
improvement has taken the balance figures not only over those for September
but also above those for June 1983. This change reflects, in the main, a
recovery by small and medium-sized firms. The figures for large firms have
either not recovered (domestic orders and production levels), remained at a
persistently lower level than smaller firms (export orders and new investment)
or continued to deteriorate (profits).

A comparison of the figures over a period of twelve months, rather than a
quarter, shows that the balances for the activities discussed above all
improved between September and December, appreciably so in most categories.

Firms were also asked to comment on their under-utilisation of capacity.

A comparison of their answers with those to a comparable question asked in March
1981 gives a rough indication of the extent of the improvement, though it does
allow for the extent to which capacity has been reduced during the recession.

In March 1981, 47 per cent of the firms responding could have increased output
by 20 per cent or more without any increase in labour or capital equipment. By
December 1983, that figure had fallen to 29 per cent. An estimate of the average
extent to which the firms could have increased output within their capacity
limits suggest that it fell from 25% per cent in March 1981 to 18% per cent in
December 1983 - a significant improvement but still leaving room for real
increases in output.

When respondents to the survey were asked to look ahead at the prospects for
the next twelve months, rather than back over the past twelve, their answers
suggested a reasonable degree of confidence, though slightly less than in the
September survey.



'Balance’ figures for next 12 months (%)

Domestic Orders
Export Orders

Investment

Douglas Vaughan
Economic Adviser
January 1984

Dec.1983

58

40

40

Sept.1983

67
50

46

Junel983

68

40

37
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COMPARISON OF FORECASTS

(Per cent changes on previous year, except where otherwise indicated)

HMT(I) Others(z)
GDP(B) 1983 3 252
1984 3 263
Consumers' expenditure 1983 3% 3.1
1984 2% ) sy )
Fixed Investment 1983 2% 3.5
1984 4 3.6
Exports 1983 % 0.9
1984 4 3.9
Imports 1983 5 4.6
1984 5 37
Current Account BoP £bn. 1983 % 0.9
1984 0 0,15
Inflation 1983 5 5.2
1984 4% 651
PSBR £bn. 1983 10 . 9.1
1984 8 8:17
Unemployment. Millions 1983 = 3.0
1984 - 3.0

(1) Treasury forecast in Autumn Statement.

(2) Average of NIESR, London Business School, Phillips & Drew, Society of
Business Economists.

(3) oOutput data used by NIESR and LBS; average estimate used by others.
Since output data gives lower growth, the gap between HMT and others
is smaller than the table suggests.
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Dear Mr Moore,

(JiJ]éL

I believe that you have received a copy of a submission that the
Exchange sent to the Bank of England, concerning the application of
Schedule D Case VI in the tax treatment of transactions in Financial
Futures.

We were abhle to have a full discussion of the issues involved with

the Inland Revenue at a meeting held at Somerset House on 15th February.
We received a very sympathetic hearing and I understand they will be
reporting to you on their conclusions. We very much hope that it

will be possible to include legislation in the forthcoming Finance

Bill to eliminate the application of Schedule D Case VI because this

is the major deterrent to participation by certain categories of

user.

From a survey that the Exchange carried out recently, it is clear

that to date, the principal users have been banks and professional
trading houses - for whom the tax treatment is perfectly clear.
Noticeably absent have been many corporate and institutional users -
treasurers, fund managers - who constitute a major portion of those whom
the market was designed to serve. So long as there is a likelihood

that their financial futures business will be taxed under Case VI,

they will stay away from the market.

Whilst the Inland Revenue at a policy level has taken the view that
profits and losses from futures transactions take the form of income,
not capital, in practice capital treatment is often afforded because
this proves to be logical and compatible with the associated cash
market transaction.

THE LONDON INTERNATIONAL FINANCIAL FUTURES EXCHANGE LIMITED
Registered Office: Royal Exchange, London EC3V 3PJ
Telephone: 01-623 0444 Telex: 893894 LIFFE G
Registered in England No: 1591809



The Inland Revenue did stress that our proposal represents a
significant change and there was little time to consider the necessary
legislation for this year. In paragraph five of our submission we
suggest the legislative change that would be needed. Our advice is
that the change would not be difficult to make.

We appreciate that an important consideration in evaluating any change
of this nature is the likely effect on tax revenue. As explained in
section six of our submission, we believe our proposals would not
reduce tax revenue and in the longer term will lead to an increase

in net tax revenue.

Yours sincerely,

R.R. St. J. Barkshire
"‘Chairman
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THE LONDON INTERNATIONAL
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JLF/s3j/187
12 January 1984
Bank of England

LONDON EC2R 8AH

For the attention of: D.A. Walker, Esq.

Dear Sirs

Proposals for Tax Legislation
in respect of Financial Futures and Traded Options

We are writing in response to your letter to our Chairman dated
3 October 1983.

We were extremely pleased to note the written reply to a
Parliamentary Question issued by the Financial Secretary to
the Treasury on 13th December 1983, and the subsequent Press
Release and draft legislation published by the Inland Revenue,
concerning transactions in financial futures by pension funds.
We believe this will facilitate participation in our market by
pension funds and that this will prove to be a significant
benefit to the pension funds and to the development of the
market.

There are two further important matters which we wish to bring to
your attention with the request that consideration be given to
legislation in the forthcoming Finance Act:

1. Sehedule D!Case VI

A number of users and potential users of the financial
futures market, including individuals resident in the UK,
are or would be assessed to tax under Schedule D Case VI

on the results of their transactions. This would often
result in a tax rate of 75% arising on gains from such
transactions with the consequence that participation in

the market is extremely unattractive when compared with
alternative forms of investment activity to which different
tax rules apply. Furthermore because it is often
inconsistent with the tax treatment of the underlying cash
market instrument, the effect is to frustrate the use of
the financial futures market for investment hedging purposes.

THE LONDON INTERNATIONAL FINANCIAL FUTURES EXCHANGE LIMITED
Registered Office: Roval Exchange. London EC3V 3PJ
Telephone: 01-623 0444 Telex 893894 LIFFE G
Registered in England No: 1591809



The application of Case VI derives from a case law precedent
in 1925 which is widely considered to be of guestionable
validity. For these reasons, we consider Case VI treatment
to be inequitable, inconsistent and inappropriate and we
therefore request that Case VI of Schedule D be deemed not
to be applicable to the results of financial futures
transactions.

-

2. Capital Gains Tax: wasting asset rules

We wish to be in a position soon to extend the instruments
available to be traded on our market to include traded
options contracts. Such traded options contracts would be
based in some cases upon an existing financial futures
contract and in other cases may be in respect of cash
transactions such as foreign exchange. Developments in

the USA and elsewhere in recent years indicate that contracts
of this type are of great use to investors and the financial
community generally and we consider that the City of London
should offer similar facilities as soon as practicable.

However this type of traded option contract would fall to
be treated as a wasting asset under the current capital
gains tax legislation. Many users of the contracts who
are subject to UK taxation would therefore be able to take
into account when calculating their taxable gains only a
proportion, and in some cases none, of the option premium
paid. We consider that this tax treatment is inequitable
and is so heavily adverse that we doubt whether the
introduction of such new trading instruments is viable
under current legislation. We theretore request that
exemption from the wasting asset rules, which was afforded
in 1980 in respect of traded options in company shares,
should be extended to include option contracts which are
traded on exchanges such as LIFFE.

We have set out our arguments in respect of these two matters in
more detail in the attachments 1 and 2 to this letter.

LIFFE recognises that financial futures are not entitled to any more
favourable taxation treatment than other forms of investment.
However, in both of the above cases we consider that the existing
tax treatments are ineguitable and inconsistent with the tax
treatment of other investment activity. We further believe that

the legislation which we propose would not have adverse implications
for tax revenue or in other respects.

The introduction of the legislation which we have proposed is most
important to the development of our market for the following reasons:

(a) As explained in more detail in Attachment 1, the current
applicability of Schedule D Case VI severely restricts the
extent to which the market can be used for investment hedging
purposes and renders the market unattractive to many potential
users. As a result, the growth of the liquidity of the market,
and therefore its development in competition with markets in
the USA and elsewhere, is significantly impeded.



(b) Traded options contracts in respect of financial instruments
have proved highly successful in the USA and elsewhere.
International use of such contracts is growing rapidly.
For example, a major proportion of the business in/ the
options in foreign currencies traded in Philadelphia
emanates from Europe. We consider that it is important
that similar traded option facilities should be made
available in London as soon as practicable. However the
success of such a market in serving the international
community depends upon the provision of adequate liquidity
through the participation of domestic organisations and
individuals. This domestic participation will be severely
curtailed if the wasting asset provisions of the capital
gains tax legislation remain applicable, so much so that
a market in such traded options may not be viable.

We understand that for similar reasons the Stock Exchange
has also requested that the existing exemptions from the

wasting asset rules be extended to include other types of
traded options.

The unfavourable and ineguitable tax treatment of financial
futures and traded options, which our proposals seek to redress,
is probably the largest single obstacle to the further development
of LIFFE as an international market. Tax treatment of financial
futures and traded options is far more egquitable in overseas
markets, especially in the USA. As a result, some major overseas
markets with which LIFFE has to compete have the benefit of

much greater liquidity because of the more widespread involvement
of domestic participants. This places LIFFE at a significant
competitive disadvantage.

The ability of the City to serve the international financial
community, and thereby to sustain and increase its level of
activity and its contribution to the balance of payments,

depends crucially upon the provision of ligquid-and competitive
markets which respond gquickly to the development of new products.
The LIFFE market, whilst still in its infancy, has already
proved itself viable and robust. 1Its prospects for- turther
development in a highly competitive international sector would
be greatly enhanced by the legislation requested in this letter.

We understand that we will have an opportunity to discuss our
proposals with the Revenue at a meeting to be held on 26 January.
We would also be pleased to attend any further meetings or to
provide any further intormation which would be helpful to you in
considering these proposals.

Yours: faithituil

ly,
W"L‘”’/M

M.N.H. Jenkd
Chief Executive

Enclosures: Attachments 1 and 2



ATTACHMENT 1

THE LONDON INTERNATIONAL FINANCIAL FUTURES EXCHANGE LIMITED

Taxation of Financial Futures - Schédule D Case VI

This memorandum sets out the reasons for the request,
contained in the Exchange's letter to the Bank of England,
that Schedule D Case VI should be deemed not to be applicable
to the results of transactions in financial futures.

Section 2 explains the present position for a user of the
market who is an individual. Section 3 explains why other
potential users of the market are also inhibited from using
the market by the possible incidence of Schedule D Case VI
treatment and Section 4 summarises the adverse impact on
the market of Case VI. Sections 5 and 6 explain the
proposed legislation and the reasons why we believe this
proposal should be viewed as acceptable. A summary is
given in Section 7.

Individuals - Taxation of Financial Futures

Outline of Present Position

Where an individual makes a gain on a futures transaction,
the Inland Revenue normally take the view that the gain

is taxable as income under Schedule D Case VI. Such
income is generally treated as unearned and is therefore
liable to the investment income surcharge. Thus, an
individual could be subject to income tax rates as high

as 75% on gains from futures transactions. By contrast,
if the individual were to make a loss, that loss could be
relieved only against other Case VI incomé arising in
current and subsequent years.

The only exception to this treatment is where the individual
can persuade the Revenue that he is carrying on a trade.

In this case his gains would still be taxable as income,
under Schedule D Case I, but he would not be liable to

the investment income surcharge, and thus the maximum

rate of tax would be 60%. Furthermore, the individual

would be able to relieve any loss against all other forms

of income, subject to him showing that the trade was

being carried on on a commercial basis with a view to the
realisation of profit.

Origin of Case VI treatment

This taxation of individuals under Case VI does not derive
from the basis of any legislation enacted by Parliament. The
Case VI treatment of futures derives from a 1925 decision of
the Court of Appeal in the case of Cooper v Stubbs (10TC29)



Two cotton brokers dealt in cotton futures for their own
personal account. The commissioners found that their
activities amounted to gambling transactions and did not
constitute trading. The courts held that the transactions
were not gambling and were therefore taxable. However,

as the commissioners had decided, as a matter of fact,
that they were not trading there was no alternative but

to assess the gains under Case VI instead of Case 1I.

Despite its obscurity the Revenue have used this case as
authority to tax commodity futures under Case VI. When
LIFFE discussed the taxation treatment of financial futures
with the Revenue prior to the opening of the market, the
Revenue took the view that financial futures were similar
to commodity futures and that accordingly individuals
should be taxable under Case VI except where they were
actively involved in the market, such as being a floor
member, and were therefore clearly carrying on a trade.

Anomalies created by Case VI treatment

Case VI treatment of futures profits made by individuals
is not comparable with the methods of taxing similar
transactions and does not fit coherently and logically
into the UK tax system. The anomalies which arise are
illustrated in the following paragraphs.

Financial futures transactions are undertaken with one of
three basic objectives:

(a) To hedge an existing or anticipated position in the
cash market;

(b) To improve the investment return on a portfolio; or
(¢c) " To trade in anticipation of a price rise or fall.

Although the use of financial futures to achieve these
objectives may be attractive because of their flexibility
and on the grounds of cost, all of these objectives can
be achieved alternatively by means of undertaking trans-
actions in the relevant cash market. Financial futures
are therefore surrogates for cash market transactions.
Logic and equity would suggest that both types of trans-
action should attract the same taxation treatment. However
in the case of individuals the results of the financial
futures transactions are assessed under Schedule D Case
VI whereas the results of transactions in the underlying
cash instruments would normally be assessed to capital
gains tax. This is because the Revenue regard financial
futures transactions as being essentially of an income
nature even though parallel transactions in the cash
market would be granted capital treatment.



2.7 The anomalies inherent in this inconsistent treatment can
be further illustrated by some examples.

(a)

(b)

{Z)

An individual who invests in gilt edged stock may wish
to hedge his investment by means of taking bought or
sold positions in LIFFE's Long Gilt contract. Such
positions would normally be closed in due course by
taklng out equal and opposite positions so that the
offsetting positions are settled out without delivery
of the underlying Gilt stock. The intention would

be that a loss on holdings of Gilts would be offset

by a corresponding profit on the futures transaction,
or vice versa. However the individual will find

that his profit on the futures transaction is taxed
under Case VI, possibly at the rate of 75%, whereas
his loss on the gilt edge stock may attract relief
only at 30% as a capital gains loss. Alternatively,

a profit on the gilt edge stock may attract taxation
at the 30% capital gains rate whereas the corresponding
loss on the futures transactions will be dealt with
under Case VI and therefore cannot be offset against
the capital gain, and may attract no relief at all.

Although the pre-tax result of the cash and futures
transactions are equal and opposite, the after tax
result may well prove to be a loss. Clearly this
inconsistent treatment renders it very difficult for
the individual to utilise the futures contract for
hedging purposes.

Instead of settling out the open positions by means

of an egual and opposite transaction, as in (a)

above, if the individual investor allows his futures
contract to run to maturity, so that delivery of

gilt edged stock is made, then Case VI would not
apply and the result of the futures transaction

would effectively fall to be assessed to capital

gains tax. This may resolve the inconsistency illus-
trated in (a) above. However if the investor is
obliged to run his futures transaction to maturity,
most of the flexibility and cost advantages of using
futures transactions are sacrificed and the usefulness
of the futures market for hedging purposes is severely
reduced.

Many transactions on the Stock Exchange which are
accepted by the Revenue as giving rise to capital
gains are clearly very similar to financial futures
transactions in their short term nature. The

purchase and sale within the Account obviates delivery
and there is no transfer of legal title. Nevertheless
the tax treatment of such transactions is not affected
bv the absence of delivery. By contrast, as noted in
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(b) above, this does not apply in the case of the
financial futures market where capital treatment is
generally applicable only where delivery takes place.
This is clearly inconsistent.

Other potential users of the market

The comments in section 2 above address the position of
individuals where the present application of Case VI is
established by Revenue practice derived from the case of
Cooper v Stubbs. However in the case of many other potential
users of the market there exists some uncertainty as to
whether they would be assessed under Case VI.

In the case of companies or others who have established
that they are conducting a trade in financial instruments,
it will be clear that the results of their financial
futures transactions will be assessed under Schedule D
Case I. However the position is not clear in the case of
companies which are not engaged in such a trade, for
example industrial or non-financial commercial companies,
and other institutions or organisations who may wish to
use the market for investment purposes such as investment
trusts and unit trusts. These organisations will be
uncertain as to which tax treatment would be applied.

The Revenue has granted capital treatment on a limited
number of occasions. However, since the Revenue regard
financial futures as being essentially of a revenue nature,
there is clearly cause for concern that if Case I proves
not to be applicable Lhen Lhe Revenue will seek to assess
the results of their financial futures transactions under
Case VI.

As noted in section 2 in the case of individuals, the
application of Case VI severely impairs the usefulness of
the market for hedging purposes because the tax treatment

is inconsistent with that afforded to cash market trans-
actions in the underlying instruments. The lack of symmetry
in the taxation treatment frustrates the achievement of
hedging objectives. "This damaging impact also arises in

the case of companies and other organisations where Case

VI would apply, or where there is uncertainty as to whether
Case VI would be applied. Many potential users of the
futures markets for bona fide hedging purposes are therefore
deterred from using the market.

Adverse impact of Schedule D Case VI

The application of Case VI to the results of financial
futures transactions is therefore creating a widespread
deterrent to use of the market by non-financial companies,
unit trusts, investment trusts and other organisations,

as well as by individuals. This is preventing the market
from serving in the manner intended a significant proportion
of the financial and investing community in the UK. 1In

turn this is restricting the growth of ligquidity in the
market and is weakening the competitive position of LIFFRE

as an international futures market.



Suagested leaislative change

The differing tax treatments accorded to profits made on
financial futures transactions compared with those made on
transactions in the underlying cash irstruments, arise from
the fact that futures transactions are treated as being of
an income nature, but not trading, in accordance with a
court case decided in 1925 which is widely considered to

be a poor precedent.

We would therefore propose that legislation be introduced
to remove from the scope of Schedule D Case VI profits or
losses arising from transactions on recognised futures
exchanges.

Further legislation would be required in order to define a
recognised futures exchange and to permit relevant exchanges
to be so recognised. It is suggested that this could

easily be incorporated in S.535 Income and Corporation

Taxes Act 1970 which currently defines recognised stock
exchanges.

Effect of the suggested legislation

If Schedule D Case VI is deemed not to be applicable, the
results of financial futures transactions would fall to be
taxced cither under Schedule D Case I as trading profits

and losses, or as capital gains and losses. We do not
believe that it would be necessary to create any new method
of taxing financial futures to replace Case VI. The
existing legislation should be sufficient. The user of

the market will either be treated as carrying on a trade
and thus his gains will be taxable under Case I, at rates
up to 60% in the case of individuals, or he will be liable
to capital gains tax at 30%. There is a well established
body of case law to determine whether a person is carrying
on a Lrade which is already applied in the case of those
using markets such as LIFFE, the commodity markets, and

the Stock Exchange. The overall effect of our proposal
should therefore be to significantly reduce the uncertainty
as to the tax treatment of financial futures transactions.

In one respect futures transactions are unlikxe many other
forms of investment and market activity. In the case of
futures, ignoring dealing expenses, for each transaction
which shows a profit there will be a transaction or trans-
actions which show an egual and opposits loss. If all
orofits were taxed at a given rate, and all losses attracted
prompt relief at the same rate, the net tax revenue would
be nil. 1In practice this does not occur of course.
Hedging activity on a financial futures market is not
unlike insurance. Those who participate in the market by
taking on the risks which others wish to hedge against,



-such as members who are markxet makers and other active

traders, will generally be assessed under Schedule D Case
I:; they expect to make a profit from such activity and
that profit will fall to be taxed at income rates. On the
other hand those who use the market for hedging purposes
can therefore be expected, in the aggregate, to make a
loss which can be viewed in some respects as an insurance
premium for the protection they have achieved. Under our
proposals, such losses would often fall to be treated as
capital losses. The offset of such losses is restricted
and may not therefore arise promptly, or at all in some
cases; and where it does arise it will result in relief
being afforded at the 30% rate, which is lower than the
rates applicable to income.

In addition the brokerage and commission income derived by
market members who are brokers will fall to be taxed under
Schedule D Case I, whereas such charges will often fall to
be treated as part of the capital loss, or as a reduction

of the capital gain, which results to the broker's client.

The increased use of the financial futures market which
would be encouraged by our proposal is therefore likely,
we believe, to tend to lead to an increase in net tax
revenue rather than a decrease. '

Summary

The application of Schedule D Case VI to the results of
financial futures is serving as a widespread deterrent to
participation in the LIFFE market by a significant proportion
of the financial and investing community in the UK. 1In

turn this is restricting the growth of liquidity in the
market and is weakening its competitive position as an
international futures market.

We consider that the application of Schedule D Case VI is
inequitable and is inconsistent with the tax treatment
afforded to other investment activity.

We have therefore proposed that Case VI of Schedule D be
deemed not to be applicable to the results of financial
futures transactions. If the proposal is enacted, we
believe that existing legislation would provide a sufficient
and suitable basis for the taxation of financial futures

so that it would not be necessary to create any new method
of taxing financial futures to replace Case VI. We believe
that this proposal would not reduce tax revenue and in

the longer run would tend to lead to an increase in net

tax revenue.
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THE LONDON INTERNATIONAL FINANCIAL FUTURES EXCHANGE LIMITED

Taxation of Traded Options - Capital Gains_Tax Wasting Asset Rules

This memorandum sets out the reasons for the request,
contained in the Exchange's letter to the Bank of England,
that option contracts traded on an exchange such as LIFFE
should be exempted from the capital gains tax wasting
asset rules.

Developments in Traded Options contracts

A traded option contract is a standardised instrument by
which an option can be acquired and granted to 'buy' or to
'sell' a specified instrument at a particular price on or
before a specified date. The market process ensures that
the option is competitively priced. Through the involvement
of a clearing house, an open obligation can be offset by

an equal and opposite transaction and the two transactions
can be settled out against each other without the necessity
to exercise the option and take or make delivery of the
underlving instrument. The clearing house also guarantees
the performance of open obligations so that market
participants do not have to remain exposed to the risk of
default by the counterparty. Traded option contracts are
thus an extremely flexible instrument for investment
management purposes.

In recent years a number of overseas exchanges, particularly
in the USA, have introduced traded option contracts in
financial instruments. Many of these contracts have

proved to be highly successful. This success indicates

that contracts of this type are of great use to investors
and the financial community generally and the international
use of such contracts is growing rapidly.

We consider it to be important that the City of London
offers similar facilities as soon as practicable in order
to sustain its position as a pre-eminent international
financial centre. A major proportion of the business in
options in foreign currency traded in Philadelphia emanates
from Europe and there is significant European use of

other options contracts traded on US exchanges. At present
London is not in a position to compete in this rapidly
growing international business.

LIFFE is actively researching the various options contracts
which it could introduce for trading in London. The
possibilities include options on foreign currencies, on
Eurodollar interest rates and on domestic instruments such as



Gilts and an equities index. A number of forms of under-
lylng instrument may be used. A traded option could be

in respect of a cash transaction such as foreign exchange,
or a futures contract which requires delivery of an instrument
(for example, a Gilt edged security), or a futures contract
which is based on an index.

LIFFE would wish to be able to extend the instruments
available to be traded on its market to include traded
options contracts in the very near future. As explained
below, our ability to do this depends crucially upon
legislation to remove such contracts from the scope of
the wasting asset rules in respect of capital gains tax.

Capital Gains Tax - wasting asset rules

Under existing legislation, traded option contracts of

the type we are considering would not be exempt from the
wasting asset rules. Where the 'buyer' of an option is
subject to capital gains tax on his transaction the premium
which he has paid would be subject to the wasting asset
rules and would be amortised over the period from the
acguisition of ‘the option’ tothe date .of its exercise or
abandonment. Only the remaining unamortised portion of

the premium would be allowable as the base cost for capital
gains tax purposes.

The effect of this treatment is that tax relief is obtained
for only a part, and perhaps none, of the option premium
paid. This is clearly an extremely disadvantageous treatment
which could frequently convert a transaction which was
profitable before taxation into a loss making transaction
after tax.

Experience during the first two years of the London traded
options market indicates that this treatmént served as a
major deterrent to participation in the market. We believe
it would have the same effect on traded options contracts
introduced by LIFFE and that it may not be viable for LIFFE
to introduce such contracts whilst this tax treatment woulad
apply. Domestic participation in the market would be
severely restricted with the result that the market might
fail to develop sufficient liquidity to attract international
business.

Suggested Legislative Change

In 1980 exemption from the wasting asset rules was afiorded
to traded options in respect of shares in a company. We
believe that it would be logical and consistent to extend
this exemption from the wasting asset rules to include
traded option contracts of the type which LIFFE intends

to introduce. As explained in paragraph 2.4. such contracts
may be based upon a number of different types of underlying
instrument.



We would therefore propose that legislation be introduced
to exempt from the wasting asset rules option contracts
traded on a recognised financial futures exchange.

Further legislation would be required“in order to define a
recognised financial futures exchange and to permit relevant
exchanges to be so recognised. It is suggested that this
could easily be incorporated in terms similar to S 535
Income and Corporation Taxes Act 1970 which currently
defines recognised stock exchanges.

Effect of the suggested legislation

The suggested legislation would afford the same treatment
to option contracts traded on a recognised financial
futures exchange as that afforded by sections 137 and 138
of the Capital Gains Tax Act 1979 in the case of traded
options in respect of shares in a company. We consider
that this would be equitable and consistent.

The option premiums payable in respect of contracts traded
on such an exchange would be subject to the normal market
processes which ensure that the contract is competitively
priced. This process should effectively guard against abuse
of the exemption.

We do not believe that the exemption would have an adverse
effect on tax revenue. For a successful market to develop,
it would be necessary for sufficient 'market makers' or
'option writers' to participate. 1t is likely that, in the
main, these would be members of the market. They would
expect their premium income to exceed any losses on the
options granted and the resulting profits would generally
be assessed under Schedule D Case I at income rates. In
the aggregate these profits would be reflected by correspond-
ing losses of the buyers of options. These losses would
often fall to be treated as capital losses. The offset

of such losses is restricted and may not arise promptly,

or at all in some cases; and where it does arise it will
result in relief being afforded at the 30% rate, which is
lower than the rates applicable to income.

In addition, the brokerage and commission income derived by
market members who are brokers will fall to be taxed under
Schedule D Case I, whereas such charges will often fall to
be treated as part of the capital loss, or as a reduction
of the capital gain, which results to the broker's client.

We believe therefore that the development of a traded
options market in such instruments is likely, on balance,
to tend to lead to an increase in net tax revenue rather
than a decrease.



Summary

The international use of traded options contracts in
respect of financial instruments is growing rapidly.

London needs to be able to offer such contracts for trading
in order to maintain its competitive position.

The wasting asset rules which are currently applicable would
be a major deterrent to domestic participation in a traded |
options market. This would severely inhibit the development
of liquidity in the market adequate to attract international
business.

We have therefore proposed that legislation be introduced
to exempt from the wasting asset rules option contracts
traded on a recognised financial futures exchange.

LIFFE would be most reluctant to introduce traded options
contracts in advance of such legislation because it appears
possible that the contracts would fail to attract sufficient
activity to become liguid. This may damage potential users'
confidence in the contracts to such an extent that it would
be difficult to make the contracts successful even if
suitable legislation was subsequently to be introduced.
LIFFE therefore regards this proposed legislation as of
paramount importance to its ability to develop a successful
international market in traded options contracts.
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THE CORPORATION TAX TREATMENT

OF GROUPS OF COMPANIES

The Board of Inland Revenue have requested the comments
of the Law Society on the tax treatment of groups of
companies and have invited recommendations for possible
changes. This Memorandum contains the views of the

Law Society's Standing Committee on Revenue Law formu-
lated in response to this invitation. In considering
the matter, the Committee have been much assisted by
members of the Revenue Law Subcommittee of the City

of London Solicitors' Company.

In this Memorandum, the Income and Corporation Taxes
Act 1970 is referred to as 'the Taxes Act'.
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PART I - GENERAL PRINCIPLES

THE CASE FOR A NEW APPROACH

1« Each company in a group is at present treated as a
separate taxpayer. This treatment recognises that each
company is a separate legal person with its own assets
and liabilities, and its own members and creditors, and
makes its own separate profits and losses. At the same
time, there are special rules which apply to members of
a group and which do not apply to unrelated companies.
These rules recognise that in practice groups of compa-
nies frequently operate as a single economic unit and
are, at least to a substantial extent, under common
ownership.

This approach to the taxation of groups of compa-
nies has its merits. It is consistent with the nature
of a company as a separate legal person and with the
relationship under company law of a company with its
members and third parties. Tt enables account to be
taken of the rights of minority shareholders, to an
extent which it might otherwise be difficult to achieve.
It is, however, open to at least two major criticisms.

First, in many instances it results in groups being
treated for tax purposes in a way which is inconsistent
with the way in which they conduct their affairs. Many
groups operate as though they were carrying on a single
business, even though that business may cover a range
of widely differing activities carried on by separate
companies within the group. In particular, the capital
raising activities of the group, and the group's
investment in fixed assets, are likely to be dealt with
centrally. It is, of course, standard practice for all
groups, however they operate, to produce consolidated
accounts, as well as separate accounts for each member
of the group. If as a matter of commercial reality a
group business is conducted as though it were the
business of a single company, there is at least a case
for treating the group as a single taxpayer.

In reply to that point, it might be said that if
the parent company wishes to treat the separate



businesses carried on by the separate members of the
group as though they were a single business, it should
reorganise the group on a divisional basis. The advan-
tages of operating through divisions, rather than
subsidiaries, were widely canvassed when corporation
tax was introduced in 1965. In general, however, that
organisational structure did not commend itself to the
business community and it is a structure which does, in
any event, involve certain tax disadvantages.

Secondly, the present approach involves immense
complexity. This is partly because there is no single
definition of a group. The tests for determining whether
a group relationship exists vary according to the pur-
pose for which it is necessary to establish that there
is such a relationship. For example, there is one test
for determining whether a subsidiary may pay dividends
to its parent company without accounting for ACT;
another for determining whether it may transfer fixed
assets to its parent company on a no-gain-no-loss
basis; another for determining whether it may make
group relief surrenders; and another for determining
whether assets may be transferred between the two free
of stamp duty. Even that is not an exhaustive list.
The resultant complexity is greatly increased by the
general tendency for UK tax law to be divided into
separate watertight compartments. This ‘isa‘‘reswls
partly of the schedular system for charging income
tax, partly of the basic distinction between income
and chargeable gains, and partly of the rules, them-
selves a product of the schedular system, relating
to the carry forward of losses. Complex tax laws
nearly always give rise to loopholes. The exploita-
tion of those loopholes is then identified as tax
avoidance. Anti-avoidance provisions are introduced
to prevent such exploitation, and these in turn lead
to further complexity.

22 There is, therefore, a case for considering the
adoption of a fundamentally different approach to the
taxation of groups. The approach at present adopted

in the UK is by no means universally adopted elsewhere.
For example, in the United States there is the concept
of a consolidated return under which, it is understood,
all companies in a group are to a large extent treated
as a single taxpayer. Whether the adoption of some
fundamentally different appraoch in the UK would, on



balance, be advantageous is something which requires
careful, detailed and expert study. It would be
enormously valuable to have such a study carried out

by an independent body such as the Institute for

Fiscal Studies who would be free of the daily burdens
of tax administration and would be able to approach

the subject without being influenced by official views
previously expressed. It is recommended that the
possibility of such a study being made be investigated.

32 Whether or not the present approach to the taxa-
tion of groups is changed, consideration should be
given to the adoption of a new definition of 'ordinary
share capital'. The present definition, contained in
section 526(5) of the Taxes Act, is extremely wide.

It embraces virtually all forms of share capital,
apart from fixed coupon preference shares. It makes
it all too easy to c¢reate classes of deferred shares,
or participating preference shares, carrying rights
which make them far removed from equity share capital,
or ordinary share capital as that expression is
normally understood, for the purpose of achieving a
particular, and not necessarily desirable, tax result.
The fact that ordinary share capital, as defined for
tax purposes, need not constitute equity share capital
for the purposes of the Companies Acts, and need not
confer the economic interest normally associated with
ordinary shares, has facilitated a great deal of tax
avoidance. :

The history of group relief provides a sad
illustration of the need to tackle this problem at
its root. In the early 1970s, a number of group
relief schemes were carried into effect which,
although initially approved by the Government of
the day, came to be looked upon as a form of tax
avoidance which should be counteracted. Basically,
these schemes exploited the definition of ordinary
share capital contained in section 526 of the Taxes
Act. They were counteracted by detailed and elabo-
rate rules contained in the Finance Act 1973 which
left the basic definition of ordinary share capital
for tax purposes unchanged, but added a long list
of supplementary requirements which had to be
satisfied in order to establish a group relation-
ship for group relief purposes. Despite the
publication of two subsequent Inland Revenue practice
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second of which was discussed at length
representative bodies, those rules con-
uncertainty and injustice. In the

they are not even wholly effective for
A recommendation is made later in this
they should be repealed and entirely

recast. It is recommended that consideration should

at the same time be given to the adoption of a new
definition of ordinary share capital to replace that
contained in section 526.



PART: 4 v = DETAILED REFORMS REQUIRED
IN THE PRESENT LEGISLATION

GROUP RELIEF

y, Section 258 of the Taxes Act makes provision for
the surrender of trading losses between members of the
same group. It also makes provision, in broadly
similar terms, for the surrender of trading losses
between a consortium company and members of the
consortium. The availability of group relief is made
subject to further conditions contained in sections 28-
33 and schedule 12 of the Finance Act 1973, which were
introduced to prevent arrangements under which one
group of companies could effectively sell its trading
losses, including those derived from capital allowances,
to an unrelated group.

The provisions relating to group relief are open
to two main criticisms. First, the basic scheme for
group relief as sct out in scction 258 is subjcect to
a number of restrictions and limitations which make
it far too complicated and much less useful than it
might otherwise be. Secondly, the anti-avoidance
provisions contained in the Finance Act 1973 are
deeply unsatisfactory. These criticisms raise a
number of wider issues. What would be the cost in
terms of revenue raised if the existing rules were
relaxed? To what extent are the existing rules a
necessary part of the scheme of corporation tax?

Is it reasonable to reject some of the pleas for
amendment of the law which have been made in the

past simply on the grounds that the proposed amend-
ments would make an already complicated part of the
tax legislation yet more complicated?. Could a
better system be achieved by starting again? These,
too, are matters on which an independent expert study
would be welcome.

Hi% At present, group relief surrenders may be made
on a current year basis only. The losses of the
surrendering company may be set against the profits
of the claimant company for its corresponding accoun-
ting period, with any necessary apportionments being



made where the two companies make up their accounts to
different dates. They may not be set against the
profits of the claimant company for any subsequent or
earlier accounting period. Nor may they be surren-
dered to the claimant company for carry forward. Nor
may the surrendering company surrender losses incurred
in past accounting periods. These rules are all con-
sistent with the long-established principle that
trading losses may be set against profits of any
description for the same accounting period, but may

be carried forward only against subsequent profits

of the same trade. There is a certain logic in
equating profits earned by another member of the

group with income of some different description earned
by the surrendering company, but there appears to be
no compelling need to approach the matter in this way.
It is appreciated, however, that any relaxation of the
present rules on this aspect of group relief would have
to be accompanied by a corresponding change in the rules
contained in sections 177 and 178 of the Taxes Act in
order that companies in groups should not enjoy an
advantage not available to single companies.

6. The provision made for surrender of losses between
a consortium company and the consortium members has
never been as satisfactory as the corresponding provi-
sion made for surrenders within a group. A number of
welcome improvements have been made in recent years.
There are, however, two further improvements which

could usefully be made. ;

First, it is an unsatisfactory restriction that
at present surrenders can be made only between the
consortium company and the consortium members them-
selves and there is no provision for other companies
within the same group as a consortium member to become
a party to such a surrender.

Secondly, it is an unfortunate restriction that
a consortium member is entitled to surrender losses to
the consortium company, or to other members of its own
group, but not to both. It is not clear why such a
restriction should be needed. It is understood that
previous requests for a relaxation of the law in this
respect have been rejected on the grounds that the
provisions relating to the surrender of losses are



already quite complicated enough and the proposed
relaxation would make them even more complicated.
That may be an argument for seeking an entirely new
approach to the group treatment of losses, but it is
not a very satisfactory reason for not removing what
is plainly an anomaly in the existing system.

s The other major criticism of the group relief
provisions concerns the legislation contained in the
Finance Act 1973. That legislation has been a cons-
tant source of difficulty since it was introduced.
Despite valiant attempts by the Inland Revenue to
clarify its effect through the publication of prac-
tice statements, it continues to create uncertainties
and to produce injustice. Moreover, the legislation
has been construed by the Courts in ways which were
quite clearly outside the contemplation of the
draftsman at the time the legislation was framed and
which have cast doubt on the effectiveness of the whole
scheme of group relief.

8. It is for consideration whether the provisions
contained in the Finance Act 1973 are still necessary.
At the time they were introduced, the two major sources
of tax losses were nationalised industries and shipping
companies. There were large numbers of industrial and
commercial groups earning large taxable profits
(nowadays known as 'taxable capacity') which were only
too pleased to gain access to those losses. Since then,
the situation has changed in a number of material res-
pects. First, the amount of taxable capacity available
to absorb surrenders of losses has reduced considerably,
partly as a result of the recession and partly as a
result of the introduction of stock relief..  Secondly,
the attractions of group relief schemes were considera-
bly reduced upon the introduction of the imputation
system in 1972 which limited taxable capacity, as
previously understood, to profits on which mainstream
corporation tax is payable without any credit for ACT.
Thirdly, there has been an enormous development of
leasing business, both by financial institutions and

by industrial and commercial groups, the profitability
of which very largely depends upon the availability of
capital allowances. Those allowances, claimed by the
lessor, represent the tax losses which in earlier days
would have accrued to the lessee company, by virtue of
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its having purchased the leased equipment outright, and
could have been sold by it to the lessor company under
a group relief scheme.

It is recommended that consideration be given to
whether there is such a need for the provisions rela=
ting to group relief contained in the Finance Act 1973.

9. The: Finance Act 1973 tightened up the rules in relation to
group relief in two main ways. First, it imposed a stricter test
for determining whether the necessary group relationship exists.
A number of detailed rules were introduced with a view to requi-
ring that a subsidiary should be a 'genuine' 75 per cent
subsidiary, in the sense that its parent company had a 75 per
cent economic interest in it, rather than merely a subsidiary

in which the parent company held 75 per cent of the ordinary
share capital, as defined by section 526 of the Taxes Act.
Secondly, it provided that, even where the stricter test was
satisfied, group relief surrenders could no longer be made if
there were arrangements in existence under which one of the
parties to a surrender might at some stage move to another

group. Corresponding rules were introduced in relation to
consortium companies and the whole legislation was enacted in

a detailed and elaborate form.

It appears that no attempt was made in 1973 to identify
~a 'genuine' 75 per cent subsidiary by changing the definition of
ordinary share capital contained in section 526 of the Taxes Act,
which has been the cornerstone of so many tax avoidance schemes.
The approach adopted instead, to graft on a larger number of
detailed requirements, has caused many problems, some of which
are described below.

The rules relating to 'arrangements' contained in section 29
of the Finance Act 1973 have, if anything, been an even greater
.source of difficulty. The fundamental problem is to distinguish
between commercial arrangements, the existence of which ought not
to prevent group relief surrenders being made, and tax avoidance
arrangements. The 1973 legislation makes no attempt to draw such
a distinction and, as a result, prevents group relief surrenders
being made in a number of situations where the necessary group
relationship. exists and there is no question of tax avoidance.
It is, of course, difficult to draw such a distinction without
introducing a motive test, which would lead to demands for a
clearance procedure. It is recommended, however, that at least
some of the inequities created by the present rules would be

\
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removed if the mere existence of 'arrangements' did not prevent
group relief surrenders being made, but instead the implementa-
tion of those arrangements would result in surrenders previously
made during the previous six years being disallowed, to the extent
that the arrangements were in existence during those years .

10 We would draw attention in particular to the
following defects in section 29 and schedule 12 of
the Finance Act 1973. The list is by no means
exhaustive:

(a) where the parent company of a group agrees
to sell one of its subsidiaries to the parent
company of another group, the transaction will
involve 'arrangement' of the kind mentioned in
section 29 of the Finance Act 1973. Once the
subsidiary has joined its new group, it will

be able to become a party to group relief
surrenders within that group. However, it will
be prevented from being a party to group relief
surrenders within its existing group in respect
of all profits and losses arising to it from
the start of the accounting period in which the
'arrangements' come into existence down to the
date on which it joins its new group. This is
an unjustified penalty to impose on normal
commercial transactions containing no element
of tax avoidance.

(b) Where a company wishes to sell its trade,
or part of its trade, the normal procedure is
for it to transfer the trade in guestion to a
wholly-owned subsidiary and then sell the share
capital of that subsidiary. This procedure is
frequently necessary in order to meet the
requirements of section 252 of the Taxes Act,
but is also a convenient method of handling the
transaction quite apart from tax considerations.

Where a parent company, which itself carries
on a trade, transfers part of that trade to a
newly-formed subsidiary with a view to selling
the subsidiary to a third party, the effect of
the transaction is to prevent group relief
surrenders being made between the parent company
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and its newly-formed subsidiary and also between
the parent company and all other members of the
group: section 29(1)(b)(iii) Finance Act 1973.
There is no justification for imposing this tax
penalty on a normal commercial transaction.

(c) Section 28 and schedule 12 of the Finance
Act 1973 require, broadly speaking, that a parent
company, in addition to holding 75 per cent of
the ordinary share capital of its subsidiary,
should be entitled to not less than 75 per cent
of any profits available for distribution to
equity holders of the subsidiary. Where a
surrender is to be made by a sub-subsidiary to
the parent company, paragraph 6 of schedule 12
of the Finance Act 1973 provides that the
percentage to which the parent company is
beneficially entitled of any profits available
for distribution to the equity holders of the
sub-subsidiary means the percentage to which

it 'is, or would be, so entitled either
directly or through another body corporate or
other bodies corporate or partly directly and
partly through another body corporate or other
bodies corporate’'. Paragraph 6 envisages a
full distribution of profits being made by the
sub-subsidiary and requires one to identify

the percentage of those profits which would be
ultimately received by the parent company.

The profits would pass through the intermediate
subsidiary and, if there were outside share-
holders in that subsidiary with substantial
rights, it could be that less than 75 per cent
of the profits would reach the parent company,
in which case the grouping test would not be
satisfied. However, it could also be that the
whole of any profits received by the interme-
diate subsidiary would have to be applied by

it in meeting outside creditors, who had made
normal commercial loans, so that again less
than 75 per cent of the profits might reach

the parent company. This, too, would prevent
the grouping test being satisfied. There is no
reason why that should be the result.

(d) Section 29(1)(b)(ii) provides that the
necessary group relationship shall not exist
if there are arrangements in existence by
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virtue of which 'any person has or could obtain,
or any persons together have or could obtain,
control of the first company but not of the
second'. In Pilkington Brothers Limited v CIR
[1982] STC 103, the House of Lords held that

such arrangements were in existence in a case
where a listed company held shares in a deadlock
company. Thelr Lordships considered that the
shareholders of the listed company had control

of that company, but did not have control of the
deadlock company. That decision has created
widespread doubt. It is inevitable that a parent
company, even if it has control of its subsidiary
as it normally will have, will not have control

of itself. It is no answer to say that the share-
holders in the parent company have control both of
it and of the subsidiary if there is someone else,
namely the parent company itself, which has control
of one but not of the other.

(e) Further doubt has been created by the decision
of Walton J. in Irving v Tesco Stores (Holdings)
Limited [1982] STC 881. In that case, Walton J.
considered, aohiter, whether control for the
purposes of section 534 of the Taxes Act meant
control at shareholder level or control at

Board level. The case was one in which it had
been found that there was no control at share-
holder level within paragraph (a) of section 534,
and it had been argued that it would nevertheless
be sufficient if there was control at Board level
within paragraph (b) of section 534. The learned
Judge expressed the view, obiter, that such con-
trol was suffiecient.., Tf that view is correct
(and it is understood that the Inland Revenue
have accepted it as correct) the availability

of group relief will largely disappear. It is
quite normal for a subsidiary to have a different
Board of Directors from its parent company. That
Board will, on the view expressed by Walton J.,
have control of the subsidiary but will not have
control of the parent company, and

section 29(1)(b)(iii) will therefore apply.

B The 1973 legislation on group relief has been an
unending source of trouble. It has given rise to pro-
blems which were clearly outside the contemplation of
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the draftsman. The Inland Revenue have tried to cure
those problems through the publication of practice
statements, discussed in advance with representative
bodies, only to find yet further problems arising.

The Courts have construed the legislation in ways
which have created further uncertainty. The Law
Society has recommended in the past that the legisla-
tion should be withdrawn and entirely recast. That
recommendation is now repeated with the rider that the
matter should be tackled in conjunction with the wider
issues now raised generally in relation to groups of
companies and specifically in relation to group relief.

CAPITAL GAINS

125 Chargeable gains and allowable losses have never
been within the scope of the group relief provisions.
By their nature, they are likely to arise at irregular
times and in irregular amounts. The rules relating to
the surrender of trading losses would therefore require
substantial modification if they were to apply to
capital losses. There is, however, a good case for
allowing companies within a group, which are under a
substantial degree of common ownership, to match their
chargeable gains with allowable losses and current
year trading losses available within the group so

that the net amount of tax payable is the same as it
would have been had the group been a single company.

Ever since the introduction of capital gains
tax in 1965, the accepted practice has been for groups
of companies to rely on the provisions of section 273
of the Taxes Act, under which assets can be transfer-
red within a group on a no-gain-no-loss basis, as a
means of enabling chargeable gains to be matched with
any available losses. If subsidiary A is about to sell
a fixed asset on terms which will result in the reali-
sation of a chargeable gain, and subsidiary B has
allowable losses carried forward, subsidiary A will
first sell the asset to subsidiary B which will then
on-sell to the third party purchaser. In that way,
subsidiary A's gain (which may itself have been
inherited, either wholly or in part, from some other
member of the group) will accrue to subsidiary B and
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can be set against subsidiary B's allowable loss. The
procedure has always been clumsy, but in general has
worked satisfactorily. Now, however, as a result of
the Ramsay decision, there is considerable doubt as to
its continued availability. It is not satisfactory
that the matter should be governed by Inland Revenue
practice, otherwise than as a temporary measure for
the removal of doubt. It is considered that the time
has come for new statutory provisions.

It is also considered that no attempt should be
made to bring capital gains and losses within the scope
of the group relief provisions. As noted above, those
provisions are now deeply unsatisfactory and themselves
need to be completely recast. The basic group relief
rules, as contained in sections 258 et seq. of the
Taxes Act, would require major modification in order
to provide a sensible system for dealing with chargeable
gains and allowable losses, having regard to the irregu-
lar nature of such gains and losses. The provisions of
section 29 and schedule 12 of the Finance Act 1973 would
have disastrous consequences if applied to capital gains.
For example, the application of the rules in schedule 12
would be likely to lcad to a grcat many unexpected
charges to tax under section 278 of the Taxes Act. We
would therefore oppose any attempt to adapt the group
provisions so as to accommodate capital gains and losses.

Instead, we suggest that separate, and we hope very much
simpler, rules be enacted to deal with capital gains

and losses arising within groups. We suggest that

where a member of a group has realised a chargeable gain
or allowable loss, it and any other member or members

of the group should be entitled to elect that the gain
or loss, or such proportion thereof as may be specified
in the election, shall be treated as having been reali-
sed by the other group member or members; and that any
payment passing between the parties to the election in
consideration of the tax liability thereby assumed
should be disregarded for tax purposes, so long as it
did not exceed the chargeable gain or allowable loss
arising on the disposal.
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REPLACEMENT OF BUSINESS ASSETS

19 There is also a need for new legislation on the
subject of the replacement of business assets by
members of a group. Under section 115 of the Capital
Gains Tax Act 1979 a trader who realises a chargeable
gain from the disposal of business assets, as defined
by section 118, may defer his liability to tax by
rolling over the gain into the cost of a new business
asset aequired at any time within twelve months before,
or three years after the disposal of the original asset.
Liability is then deferred until the new asset is
itself disposed of, or ceases to be used for the pur-
poses of the taxpayer's trade, unless it is a
depreciating asset in which case the period of
deferral cannot exceed 10 years from the date on
which it was acquired.

These provisions are intended to operate on a
group basis, so that a gain realised by one member
of a-group on a disposal of business assets can be
rolled into expenditure by another member of a group
on reptacement assets: section 276 of the Taxes Act.
That section has, however, proved unsatisfactory in
at least two respects:

(a) It is defectively worded. Section 276(1)
provides for all the trades carried on by
members of a group to be treated as a single
trade, when they would otherwise inevitably

be separate trades. There is nothing in the
section, however, requiring expenditure by one
member of the group to be treated as having
been incurred by another, and the fact that

the two are to be treated as carrying on the
same trade does not necessarily imply that they
are to be treated as the same person. In
practice, this defect appears to be ignored by
Inspectors of Taxes, who give effect to the
manifest intention of the section, but if there
is to be new legislation in this area we suggest
that it should be remedied.

(b) As a matter of law, a further problem arises
for those groups which like to hold their fixed
assets in a single company, which then leases out
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the assets to other members of the group for use
by them in their respective trades. If such an
asset is sold, rollover relief is not available,
notwithstanding the provisions of section 276, if
the company making the disposal was not carrying
on a trade. It is understood that in practice
the Inland Revenue are prepared to treat property-
holding companies as trading companies for this
purpose, but the point is one which should be
covered by the statute rather than by means of

a concessionary practice.

GROUP INCOME

14, Section 256 of the Taxes Act enables a 51 per cent
subsidiary to pay dividends to its parent company without
accounting for ACT and also enables companies within a
group to make payments which constitute charges on
income without deduction of tax. There are corresponding
provisions for consortium companies. In general, the
section seems to operate satisfactorily, but there are
two improvements which could usefully be made:

(a) The section applies to dividends, but not to
other forms of distribution within section 233 of
the Taxes Act. There appears to be no satisfac-
toryiireasonifor thiscdistinetions s It tis
recommended that an election under section 256
should be effective in relation to all forms of
distribution in respect of which a liability to
account for ACT would otherwise arise.

(b) Section 257(2) provides that an election
under section 256 'shall not have effect in
relation to dividends or other payments paid
less than three months after the giving of
the notice and before the Inspector is satis-
fied that the election is validly made, and
has so notified the companies concerned; but
shall be of no effect if within those three
months the Inspector notifies the companies
concerned that the validity of the election
is not established to his satisfaction'.

This subsection is unhappily worded.
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Opinions are divided on whether an election is
effective once the Inspector has notified the
companies concerned that he is satisfied that

it has been validly made, notwithstanding that
the three month period has not elapsed. Further
doubt is created by the use of the word 'but'
after the semi-colon when the sense calls for
the word 'and'. It is recommended that the
opportunity be taken to clarify this

subseetion.

SURRENDER OF ACT

5 Section 92 of the Finance Act 1972 provides for
a company to be able to surrender advance corporation
tax in respect of dividends paid by it to its subsi-
diaries. Again, there seems no very clear reason why
the ability to make such surrenders should be confined
to ACT referable to dividends and should not extend to
ACT referable to other distributions. The section
also presupposes that it is only the parent company

of a group which will have surplus ACT, the implied
assumption being that subsidiaries in a group will
have avoided any liability to account for ACT by

means of an election under section 256. Provision

is made for surplus ACT to be surrendered downwards

to a subsidiary, but there is no provision for

similar surrenders by a subsidiary to its parent or

by one subsidiary to another. This is a drawback,
given that elections under section 256 apply to
dividends, but not to other forms of distribution.

It is recommended that section 92 of the Finance
Act 1972 be amended so that:

(a) surrenders may be made of ACT relating to
all forms of distribution, rather than merely
of ACT relating to dividends; and

(b) surrenders may be made between any two
members of a group, rather than merely by a
parent company to its subsidiary.
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CAPITAL ALLOWANCES

b It not infrequently happens that a company in a
group wishes to transfer plant and machinery to another
member of the group without realising a balancing
charge or allowance. Before 1971, it was possible for
the parties to make an election under paragraph 4 of
schedule 7 to the Capital Allowance Act 1968 that the
assets in question should be treated for tax purposes
as having been transferred for a sum equal to the
amount of unallowed expenditure incurred on the provi-
sion of them. The present situation is that:

(a) plant and machinery can still be transferred
on those terms if the transfer takes place as
part of the transfer of a trade, or part of a
trade, within section 252 of the Taxes Act; but
otherwise

(b) it is necessary for the parties to sell the
assets concerned for a price equal to their
written down value for tax purposes, so as to
fall within section #4(6)(b) of the Finance

Act 1971; and

(e¢) the possibility of doing that will be
excluded if the circumstances of the case fall
within section 65(5) of the Finance Act 1980,
in whieh event the disposal will be deemed to
take place at market value.

As a result of recent changes in company law, it
is not always possible for assets to be sold within a
group at less than their market value in the way des-
cribed in paragraph (b) above. It is not understood
why the rules contained in section 65(5) of the Finance
Act 1980 are considered necessary.

It is recommended that the capital allowances
legislation be amended so as to enable members of a
group to elect that transfers of plant and machinery
be treated for tax purposes as having been made for a
sum equal to the amount of unallowed expenditure,
notwithstanding that the transfer does not fall within
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sectioﬁ 252 of the Taxes Act and is made for a greater
or smaller consideration.

s A related problem arises in cases where a member
of a group transfers its trade to another member of the
group, on terms that it will retain the fixed assets,
including plant and machinery, used in the trade and
hire them out to the transferee company. It is sub-
mitted that in principle, and assuming that there is
no occasion for the rules contained in sections 64

et seq. of the Finance Act 1980 to apply, such a
transaction should have no effect on the transferor's
entitlement to capital allowances. As the law stands,
it would appear that section 252(2) of the Taxes Act
would apply, with the wholly anomalous result that
any further allowances would be made to the trans-
feree, rather than the transferor, even though the
transferee had not acquired the assets in question
and had incurred no expenditure on them. Even if

it could be established that section 252 did not
apply, the result would still not be satisfactory.

A balancing adjustment would fall to be made under
section 44 of the Finance Act 1971, as a result of
the plant and machinery ceasing to be used for the
purposes of the transferor's trade. The transferor
would then bring the assets into use for the

purposes of a leasing trade, or of leasing activity
falling within section 46 of the Finance Act 1971,
but by virtue of paragraph 7(1) of scheduvle 8 to

the Finance Act 1971 would be entitled to no more
than annual writing down allowances. A similar
point arises in cases where a company which

carries on two separate trades redeploys plant and
machinery (for example, a motor vehicle) previously
used in one trade so that it is in future used in

the other.

It is recommended that the capital allowances
legislation should permit any rearrangements of
assets, trades, and assets used in trades, within a
group of companies to take place without disturbing
the entitlement to capital allowances of a company
in the group owning plant and machinery, so long as
that plant and machinery continues to be used for
the purposes of a trade carried on within the group
or of a leasing activity within section 46 of the
Finance Act 1971 carried on by the company owning
the plant and machinery in question.
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PART III - SUMMARY OF RECOMMENDATIONS
IN ORDER OF PRIORITY

SUMMARY OF RECOMMENDATIONS

dirg Consideration should be given to adopting an
entirely new approach to the taxation of groups. That
is a matter calling for detailed and expert study.

It would be enormously helpful if such a study could
be carried out by an independent body such as the
Institute for Fiscal Studies (paragraph 2). Even if
the present system is retained, such a study would be
valuable in relation to group relief (paragraph 4).

2 Consideration should be given to the adoption
of a new definition of ordinary share capital, to
replace the present definition contained in

section 526(5) of the Taxes Act which has been the
cornerstone of many tax avoidance schemes
(paragraphs 3 and 9).

2% The anti-avoidance provisions relating to group
relief contained in the Finance Act 1973 should be
repealed and, if provisions of that nature are still
required (paragraph 8), should be entirely recast
(paragraph 11). At present, they are capable of
being activated by genuine commercial transactions
and, following recent court decisions, their exis-
tence throws doubt on the whole scheme of group
relief (paragraph 10).

Yy, New rules are required for the treatment of
capital gains and losses within groups. In the past,
a reasonably satisfactory grouping of capital gains
and losses could be achieved by somewhat clumsy means,
but the Ramsay decision casts doubt on whether this
will be possible in future. Capital gains should not
be brought within the group relief provisions but
should be dealt with separately through a system of
joint elections (paragraph 12).
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ST Section 256 of the Taxes Act should be amended so
as to enable a 51 per cent subsidiary, or a consortium
company as the case may be, to avoid the need to account
for ACT in relation to any form of distribution, rather
than merely in relation to dividends (paragraph 14).

6. Section 92 of the Finance Act 1972 should permit
the surrender of ACT relating to all forms of distribu-
tion, rather than merely to dividends, and should
permit such surrenders to be made by a subsidiary to
its parent or to a fellow subsidiary (paragraph 15).

M Improved provision should be made to enable trans-
fers of plant and machinery, and transfers of trades, to
be made within a group without disturbing the

availability of capital allowances (paragraphs 16 and 17).

A number of minor recommendations are also made.

€y
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THE BUDGET - 1984

Linked Life Assurance Group Representations
to the Chancellor of the Exchequer

Capital Gains Tax

The group continues to feel that Capital Gains in policy-
holders life assurance funds should be freed from Capital
Gains Tax.

Life assurance companies effectively hold investments within
their policyholders' funds, on behalf of policyholders.
Currently these are subject to tax at 30% on any gains

made. The vast majority of policy reserves are modest and,
had they been held by the individual policyholder, would
certainly have escaped Capital Gains Tax under the current
generous threshold. Virtually all life assurance policy
reserves, which are not modest, are associated with non-
qualifying policies. For such policies, however, the policy-
holder is liable to higher rates of tax on any profit made

on the policy whether arising from income or capital. Hence,
on these policies a double layer of tax is payable in respect
of realised Capital Gains.

The Linked Life Assurance Group requests that urgent
consideration is given to freeing all life policyholder
realised Capital Gains from Capital Gains Tax.

Individual Pension Provisions

At the moment individuals who are in non-pensionable employment
or are self-employed, are able to make a provision for their
retirement under Section 226 of the Income and Corporation
Taxes Act 1970. However, where an individual is entitled to
a pension from his employer, even though it may provide very
low or even trivial benefits, he may not take advantage of
this Section to supplement his pension.

We believe that it is consistent with the present Government's
laudable approach encouraging individuals to provide for
themselves, that Section 226 be amended so that individuals in
receipt of inadequate pensions are able to 'top' them up with
individual policies under this Section.

Stamp Duty

The Linked Life Assurance Group feels that the imposition of
stamp duty on life assurance policies by indirectly increasing
premiums, serves to discourage people from making provision
for their dependants.

The Linked Life Assurance Group requests that consideration is
given to freeing all life policies from stamp duty.

Continued/...
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The duty bears particularly heavily on Term Insurance policies
taken out on lives under 40 years old, which are taken purely
for the purpose of protection of dependants. In these cases
the stamp duty payable can approach or even exceed 50% of the
yearly premium.

Currently there is an exemption from stamp duty for Term
Insurance policies for a period not exceeding 2 years. The
group requests that, if total freedom from stamp duty is not
given then, urgent consideration be given to extending this
period of exemption to Term Insurance policies not exceeding
10 years, or alternatively, limiting the stamp duty payable
to a maximum proportion of a yearly premium.

Offshore and Overseas Funds
Life Assurance Policies Issued by Non-Resident Life Offices

Draft legislation is imminent on this subject. It is the
Linked Life Assurance Group's view that this proposed
legislation should not apply to expatriates. At the very
least, great care should be taken to ensure that expatriates
(who are not entitled to benefit from tax advantageous UK
pension arrangements) are not unfairly treated.
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1984 BUDGET REPRESENTATICNS

CAPITAL TAXES SUB-COMMITTEE

CAPITAL GAINS TAX

Deered Market Value

The Revente used to maintain that under Section 29A Capital
Gains Tax Act 1979 when a UK resident receives an asset by way
of gift from a non-resident or by way of a capital distribution
fram an overseas trust, the acquisition value is nil rather than
the market value at the time of disposal. They have now
accepted in relation to trusts that this interpretation was
wrong but have sought to amend the law in FB 1983, C.6l. It is
not clear why the market value should not be the apprcpriate
base and it is particularly inequitable in view of the fact that
the anamaly can be avoided by the donee receiving a gift of cash
rather than an asset and subsequently purchasing the asset out
of the cash.

Similar problems arise cn the liquidatian of an overseas campany
where assets pass to K residents where the Revenwe are disallowing
any base cost for the assets.

Rollover Relief

The purpcse of rollover relief is to ensure that taxation is
anly levied when a business ceases to reinvest the proceeds of
sale of its business asets. It seems therefore that there
ouwht to be no distrinction between movable and fixed plant and
the distinction ought to be abolished. This has particular
application to the case of farming machinery where it is not
uncommon for the machinery to be sold at a profit.

Value Shifting
The purchase by a company of its own shares is the subject of a
clearance procedure. However, this does not extend to the

potential capital gains tax charge which can arise under Section

25(2) Capital Gains Tax Act 1979. This ought to be rectified.



Valuaticn

Under Secticn 114 Finance Act 1980 it is now possible to negotiate

the value cn a transfer of land in advance of the transactim. .
This has proved a very beneficial and administratively convenient
development and we would suggest that similar valuation procedure
should be extended to capital gains tax on proposed gifts in

unquoted shares.

Losses

At present an individual or a partner is not able to elect for
the set-off of trading losses against realised capital gains.

This set-off is available to companies and ought to be extended to
indivicduals.

Retirement Relief

At present retirement relief is not available to an -individual who
holds shares in a holding campany, even though the holding company
is a mamber of a trading group. There seems no reasa why the
relief should not be extended to such circumstances, especially as
it results in tortucus moves being adcpted prior to a dispcsal to
‘ensure that the retirement relief is available.

At present the retirement relief camrences at age 60 and rises in
bands to age 65. We would suggest in the light of the present
state of the econary as well as the tendency towards earlier
retirement that retirement relief should cammence at age 55 and
reach a maximum at age 60.

The Camittee welcares the Chancellor's recent statement that he will
ke "conducting a full review of this area”.

Campany Reorganisatians

The purpcse of Section 278 Taxes Act 1970 appears to have outlived
itself and can in certain circurstances give rise to innocent
liabilities. We kelieve that this section therefore oucght to be
repealed or altematively that a clearance procedure ought to be
introduced.




Non-resident Campanies

Section 15 Capital Gains Tax Act 1979 assesses gains arising to a
non-resident company on its shareholders in certain circumstances
even if no capital payments have been received by the shareholders.
This may give rise to hardship (as was illustrated in the case

of Van Arkadie v. Plunkett (1983 STCS54).

The rules relating to non-resident trusts were amended in 1981 and
the position ought to be krought into line for non-resident campanies.

Series of Transactions

Under Section 151 where a perscn acquires assets in two or more
gifts, the valuation applied is arrived at by considering the
aggregate market value of the series of transactions together.

There appears to be no time limit in determining when a series of
transactions cammences and ends. Tt cannot have been Parliament's
intention to have an cpen-ended application of this section and we
would suggest that a series should be limited to a three-year pericd.

Indexation
We still maintain that limiting indexation fram April 1982 is very
unreasonable and equity demards that indexation should be available
fram 1965.



CAPTTAL TRANSFER TAX

Danicile

Under present rules an individual becames damiciled in the United
Kingdan for capital transfer tax after 17 years' contimuous
residence. An individual who leaves the UK for an extended
pericd may well retain his UK damicile. There are, we suspect,
innocent amissions by individuals who have been residing overseas
for many years who believe that their absence fram the UK takes
them cutside the tax net. We would suggest that a similar
provision should be enacted which would deem an individual not
damiciled in the UK for capital transfer tax after 17 years'
cantimuous non-residence.

Valuation

Although property held on a trust set up before March 1974 can
qualify under the surviving spouse exempticn, nevertheless if
that property is unquoted shares, it is aggregated with property
held absolutely by the surviving spouse in valuing the shares
liable to capital transfer tax. This would appear to ke anacmalous
and can give rise to a considerably higher tax charge. We would
therefore suggest that unquoted shares which are subject to a
surviving spouse exemption should be ignored in valuing shares
held absolutely by the surviving spouse.

DEVELCPMENT LAND TAX

Pension Fund

The exemption fram development land tax granted to charities recently
is welcare. However, we believe that in terms of encouraging
econamic activity the extention of this exemption to pension funds
would be of more direct benefit to the construction industrv and we
would suggest that pension funds should not be subject to

development land tax.




Develcament for Own Use

Section 19A Finance Act 1981 gives a valuable deferral of develomment
land tax where the owner develops land for his own use. The relief
is due to run cut on 1 April 1984 and was due to be extended to

1 April 1986 in the last Finance Act. We believe that the value of
the deferral is considerable and that there is a strong case for the
provision to be left in place indefinitely.

DEMERGERS

The legislation introcduced in the Finance Act 1980 enabling

campanies to demerge trades and trading campanies has been helpful

to many campanies wishing to diversify their structure. We believe,
however, that the time has came for a review of the difficulties

that have arisen in practice. We highlight here two such difficulties

(@) The requirement that a distributing campany should be a member
of a trading group both before and after the demerger is tco
restrictive. There seems to be no reason why it should not
be possible to demerge investment assets, therebyv splitting
the investments fram the trade. The existence of a clearance
procedure should ensure that the system could not be exploited
for tax avoidance.

(b) Under the present system there is no relief for gains arising
to the distributing campany and corporate tax on those gains
might well inhibit a demerger. Demerger provisions ought to
be extended to cover corporation tax on capital gains.



(a)

(®)

(c)

(@)

(a)

(b)

LONDON CHAMBER CF COMMERCE & INDUSTRY

SMALL FIRMS' TAXATION SUB-COMMITTEE

Business Expansion Scheme

The relief should be exterded to all forms of share capital, not merely
ordinary shares in the camany. This would enable the votential
investor to see same prospect of a repayment of his shares if, for
example, redeemable oreference shares were used, and would enable the
individual controlling the campany not to water down his controlling
interest '

Whilst the exclusion fram relief for companies dealt with on the USM

is understandable, the withdrawal of the relief in respect of shares in
a campany which, after the acquisition, become so dealt with, seems
unreascnable. Perhaps ocnly a campany which goes to the USM within 6
months of the share acquisition should ke excluded, so as to avoid
relief being obtained in respect of campanies about to enter the market.

Paragraph 5(8) (9) and (10) Schedule 5 Finance Act 1983 seemed to ke a
partial re-enactment of a former orovision which did not appear to be
any longer relevant, as the devices against which the orovision was
formerly enacted, namely the attempts to dress-up and old business as a
new business, or cases where the 50% restriction used to apply, were no
longer in the legislation. Clarification as to the purpose of the sub-
paragraphs is sought. The effect of the sub-paragrarhs does seem to go
to prevent relief on occasions where relief should be obtained.

Paragraph 5, Schedule 5 Finance Act 1983 provides an undly restrictive
definition of a qualifying campany, particularly in the area of overseas
operations. A campany with an overseas subsidiary would not cualify nor,
it seems, wauld a campany whose orincipal objective was exporting opera-
ted through branches outside the United Kingdam.

Partners and other Self-Emploved Individuals

There are a number of areas in which partners and other self-employed
individuals are treated less favourably than emplovees or companies and
these include:-

The rate of tax applicable to profits of a martnership retained within
the firm are substantially higher than those applicable to a campany.

The scope for pension provisions, in spite of the relaxtions are less
generous inter alia, in the area of Self-Administered Furds.

Interest Relief Provisions

The provisions relating to interest relief are becaming increasingly
camplex and same form of consolidation is clearly required. So far as
I"EliEf for interest on money borrowed to purchase shares, the prov-
isions could be very greatly simplified if instead of specifying a
number of categories eligible for interest, the provisions could allow

all interest on loans to acquire shares to be allowable, other than
shares in:-



(a)
(b)

canpanies which are both quoted and non—close, and

investment campanies other than the parent campanies of a trading
group.

The inability to obtain relief, for example, for an individual who
acquires shares in an employee-controlled campany after it has became
so controlled seems unfortunate, particularly if the employee joins
the campany after it has became employee—controlled.

It also seems inconsistent that money borrowed to invest in a business
enterprise scheme qualifying campany might, in same circumstances, be
allowable but in others not.
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BUDGET REPRESENTATIONS 1984

VALUE ADDED TAX

Legislation by Statutory Instrument

We deplore the frequent use which is made of the Statutory
Instrument as a means of giving effect to quite fundamental
changes in VAT law of a kind which ought to have been
subject to Parliamentary scrutiny and debate. The recent
episode of the proposed amendments to the Partial Exemption
rules is a case in point. The public reaction to the
proposals (which were embodied in a Statutory Instrument
made at a time when attention was focussed on the Budget
speech) led to the withdrawal of the more controversial

of the original amendments. It would have been more
satisfactory all round if proposals such as these had been
included in a Finance Bill.

Bad Debts

The provision enabling suppliers to reclaim VAT where
debts turn out bad (VATA 1983, S.22) is unnecessarily
restrictive.

In particular, 1t should cease to be a requirement that
the creditor should have proved in the debtor's insolvency
($.22(2) (a)) before relief can be given. It cught, to. be
possible to devise procedures for verifying claims which
would enable relief to be given in a wider range of
circumstances.

In addition, the reguirement in -S.22 (1) (a) thdt the claimant
be the actual supplier of the goods or services prevents
relief being claimed where supplier companies have their
debts factored by companies outside their VAT group.

Invoices

The rules defining the essential contents of a VAT invoice
(VAT (General) Regulations 1980, No 1536, para. 9) are
rigidly enforced and any failure to comply with the rules,
however slight, can prevent the recovery of input tax which
has been incurred.

In the Chamber's view, C & E officers should be allowed to
exercise their discretion in deciding whether to allow input
tax to be recovered where the invoice is "spoilt" by only

a trivial error.

L s



Business Gifts

The £10 limit on VAT-free business gifts is considered
to be too low. A E£50 limit would be more appropriate.

Grouping Elections

VATA 1983, S.29(7) requires grouping elections to be made
"not less than 90 days before the date from which it is

to take effect, or at such later time as the Commissioners
may allow."

It is understood that the 90 day rule is not gemerally
enforced. Its retention does, however, create doubt and
uncertainty in cases of acquisitions, mergers, etc. whers
new groups are created and VAT grouping treatment S
desired at short notice. We accordingly would prefer to
see the rule abandoned.

Partial Exemption

In determining the non-recoverable input tax of partly
exempt traders, the Commissioners are empowered to "allow
or direct" the use of a method other than Methods 1 and 2.
(General Regns. 1980, para. 24(2)).

If the proposals contained in the recent consultative
documents are enacted, many large companies will £find it
advantageous to use special methods.

We are concerned in this connection that the Commissioners
are not required to agree a special method within any
specified period of time and we feel that it is only

right that they should be subject to a reasonable time Limit.,
say 90 days, in order to protect traders against the very
serious cash-flow problems which can arise where a special
method is not agreed.

ference E ses

The Chanber is concemed at the potential loss of business to the hotel
trade arising from the disallowance of VAT on hotel and cating charces
relating to conferences and other occasicons which are cdeemed to include
an element of hospitality. This situation is particularly onercus for
cormpanies who hold regular canferences and meetings for their self
ermployed agents.

An example of this problem has been the departure fram this cowntry of
a Pn_:—I:\m golf tcumament due to the costs of accammodtian etc for the
participants being increased due to the VAT there not being reclaimable.
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LCCI Technical Representatioms - Corporaticn Tax

5 . Groups of Campanies

1ok

l.z

L3

1.4

S29 FA 1973

Transactims should not be cauwght by Ss 29 and 30 FA 1973
when effected for bona fide cammercial reasans, and should
be afforded a Revenue clearance procedure. Experience
indicates that the Revenue operate these sections frequently
and inflexibly and they continue to unnecessarily influence
and impact upon nommal trading deals.

Intra=Group Comparny Loans

Sec. 136 CGTA 1979 allows losses on loans to rank for
cgpital gains tax relief in certain circumstances. This
relief is still denied howewver in the case of loans between
group carpanies or if the borrower is nan-resicdent. Yet
those must be the most common situations where losses on
loans are incurred. As long as the loans were advanced for
bona fide commercial reasons we believe all losses on loans
should rank, for relief equally with share capital or other
securities. This should also include losses arising fram
guarantees an kehalf of fellow group companies.

] Consortium Relief

We appreciate the expansion of the relief made available in
the 1981 Finance Act, but we feel that there should be
camplete freedom of surrender, ie sideways as well as up and
down. Particularly, the surrendering company should not be
denied group relief for those losses remaining in any one
year after a surrender to a cansortium campany as currently
happens through the effect of Sec. 263(5) TA 1970.

The cmsortium wvehicle continues to be very popular to pcool
limited resources, particularly in capital intensive situa-
tions, and full freedom of consortium relief should be
available.

Transfers of Assets within a Grow

There seems no justification for the rule that it is only if
part of a trade is being transferred also that tax
depreciable assets may be transferred between companies in
the same growp at tax written down values. Where this is not
the case the grouwp suffers a balancing charge in cne camany
and allowances are restricted to 25% on a reducing balance

in the other. This unwarranted cost can only be avoided by
transferring assets at unrealistic values but there are



1.5

1.6

1.7

1.8

strong camrercial and accounting objectians to thisi It
should ke pcssible to elect for assets to ke transferred at
tax written down values as was the case before the 1971
legislatim.

Secticn 278

This section was quite reascnably introduced as anti-
avoidance legislation. It does however lead to problems in
perfectly normal camercial situations where a purchaser
will invariably seek an indemmity. It therefore seems to us
that at the very least there should ke a clearance procedure
introduced to cover nan—avoidance situatians.

Losses

The use to which surplus losses can be put is restricted
even within a single campany although in practice the

Revenue does not nommally seek to separate trade streams. In
groups however such restrictins are imposed merely because
for good commercial reasons separate corporate entities are
used for different activities. A further problem arises with
charges and their effect on lcsses - creating distorticns in
financing which might lead to the use of bank financing when
other sources might without the tax effect be more econamic.
A case thus can be made for allowing group relief surrenders
of surplus losses in years other than the year in which the
loss arose and also for not restricting losses brought forward

to a specified type of incame.
Grouping Capital Gains and Losses

It should be possible to offset capital profits and losses
in a growp of companies. The Revenue have for many years
arqued that this is not necessary since assets can be moved
freely within the group before disposal. But with the
growing tendency of Courts to question transactions prampted
by tax rather than commercial considerations it is essential
that the offsetting of growp profits and lcsses is given
statutory authority. ’

Follover Relief cn Group Assets

The Revenue interpret section 115 CGTA 1979 in such a way
that they lock only at the use of the asset dispcsed of in
the actual company making the disposal regardless of
transfers within the grouw. This can produce strange results
both in the taxpayer's favour and against, but it dces noct
seem sensible and the legislation should be changed cor the
Revenue alter their practice.



Time Limits

It is felt that a review is overdue of the various time limits set
down for the claim or surrender by companies of losses, allowances
etc, but of specific importance we wish to point out the following:

2.1 Stock Relief Clawback

The ICCI Tax Camnittee dces not kelieve that either the
clawback provisions or the six year restriction on group
relief losses are fully justified. It is certainly not
defensible if a business suffers a clawback charge but
previous losses are not allowed against it because they have
become time~barred. Losses derived from stock relief should,
as a minimum, always be available against clawback.

202 Tax Credit Relief

In a nurber of instances where agreement of final foreign
tax liabilities can be delayed for many years due to the
laws of the particular overseas Revenue authority, agreement
of any UK liability on that income is similarly delayed
pending finalisation of the tax credit relief. Whereas
S512(2) permits adjustment to be tax credit relief in the
assessment concemed outside the nommal limits, it is often
the case that further adjustments which would be necessary
to surrenders in a growp (ACT and/or losses) are time-
expired. This clearly frustrates the purpcse of Sect. 512(2)
and where an adjustment to tax credit relief in any
assessment is made under the secticn, correspanding adjust-
ments to group relief and ACT surrender claims should not be
time-barred.

253 ACT and Loss Carry Backs

Under TA 1970, Section 177(33) the claim may be made to
carry back first year allowances for up to three years.
Under FA 1972, Sectian 85(3), the set—off of surplus ACT
against losses must be claimed within two years. Thus the
ACT claim period wnfairly restricts the operation of
Section 177(3A) and it is considered that this should ke
amended. In the case of Groups of conmpanies there should be
complete freedom of use of ACT without the constraints of
time limits in which surrender for example must be made.

Offsetting ACT against Corporation Tax on Capital Gains

The present system of cgpital gains tax results in doukle taxaticon
on the ultimate shareholder of a company. In the case of group
structures there can be a cascading effect resulting in multiple
taxation. We strongly urge that ACT on dividends should be
available to set-off against capital gains tax which would greatly
ease this problem. This would be particularly appropriate at the
present moment where many campanies have surplus ACT yet can find



4.

5.

themselves paying further tax cn capital gains.

Closure Costs

The limitation placed on termination payments by Sectim 41(2) FA
1980 by reference to statutory redundancy payments is wmjustly
restrictive, not anly cn the amount paid by UK businesses but it
also excludes any payment at all by overseas branches which are
clesing down. The wording of Section 41(1) is sufficient to ensure
that only genuine redundancy payments are allowable and the
restriction in Section 41(2) should ke removed.

Abortive Expenditure

Campanies regularly incur expenditure which does not result in the
creation of an enduring asset for the benefit of their trade, but
which because arguably it is of a capital nature is not relieved
for tax purposes. Examples of this would be the costs of failed
take over bids and investigations into the feasikility of using
new processes, projects etc where no plant and machinery is
actually acquired. Expenditure of this type would under normal
accounting procedures be written off against profits, and should
in our view be similarly allowable for tax purposes especially
where incurred for a genuine trading purpcse.

Overseas Incame and Tax Credit Relief

It is cammmn practice for "Third-world" cowntries (particularly
Central and S. America) to levy withholding taxes on fees for
tecnical services rendered by non-residents substantially outside
of the cowmntry, including the element of the payments which
represent reimbursed expenditure. In the invariable aksence of a
Double Tax Treaty and by virtue of S498(6) ICTA 1970, and the
"Source" concept the UK Revenue refuse to give double tax relief,
UK Campanies are experiencing severe disadvantages campared to
their intematicnal competitors through having to increase their
prices appropriately. There is every reascn to suspect this
additional cost of contributing to the'lack of campetitiveness of
British companies in tendering for contracts in certain countries.

Capital Allowances and Buildings

7.1 We are still concemed at the way the Revenue and the Courts
draw distincticns between buildings and plant. In our view
capital allowances as plant and machinery should be given
for all fixtures and fittings of a nature less permanent
than the buildings in which they are situated. This problem
has been further highlighted by the confusion following the
recent case of Stckes v Costain Property Investments Lid.

7.2 The relief afforded by S14 FA 1975 to insulation provided in
industrial buildings to prevent loss of heat should be
extended to include all fomms of energy conservaticn, eg
insulation for cold stores.



9.

10.

7.3 Tax relief in same form should ke given for camrercial
building, albeit perhaps only 5% p.a. without initial
allowance.

P1llD Limit

We cansider that the administrative burden of the P1llD procedure
and the problems it can cause in employee relations are out of all
proportion to the revenue it yields. We believe that the threshold
should be substantially increased to a figure of say, £20,000. If .
indexed to current day value the original limit of £2,000 set by S4l
1948 Finance Act, would be approximately £25,000.

Management Expenses

The definition of management expenses is far tco narrow, and in
our view does not fairly cover the costs of ruming a holding
company - particularly of a conglamerate group. The solution would
be to allow all costs of a type which would ke allowable for Case

I purposes if the campany were carrying on a trade.

De-Mergers

10.1 De-merger provisions were introduced to assist the frag-
rentation of inefficient businesses. A de-merger will
crystallize any potential capital gains within the carpany
and this is considered to be a disincentive and unfair
consequence of de-merging. We can see no reason why
clearance cannot be introduced and such gains exempted
accordingly.

10.2 Also the de-merger provisians do not apply to the hiving-off
of part of a trade althougch we understand in practice the
Revenue do not take the point. However, it is preferable
that de-merging part of the trade should be allowed by law
and not by Revenue practice.
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. LCCI TECHNICAL REPRESENTATIONS - PERSCNAL TAXATICON

Y Rates of Taxation on Personal Incame

We have cammented before that the jump between the basic rate ard the
first higher rate is too great at 10%. We still believe this to be
so, but we would also emphasise that the jump fram nil to 30% is even
higher particularly when cne takes account of the national insurance
contribution of 9% for employees not contracted out.

2. Investment Income Surcharge

We believe the investment incame surcharge is a disincentive to
investment in British business. For those who have retired the
surcharge is inequitable where the individual has invested his
savings for old age himself, perhaps through not having been in a
position to do so through a pension scheme ard we repeat ocur
suggesticn that it should not apply to pecple over 65.

3% Call-cut-Expenses

There are many employees whose duties require them to make a secord
appearance at work to meet emergency situations, or ordinary events
such as high tide late in the evening in the casc of discharging
cargoes. In such circumstances it is almost impossible for the
employer to avoid having to reimburse the employee for the additional
travelling cost involved, perhaps also with a meal, and if this is
taxed, to gross it up as well. We believe the time has long past
when the Reverme should make a realistic reappraisal of its attitude
to such anavoidable employment expenses which should not be liable

to tax on reimbursement by an employer.

4. Exepnses of Multi-directorships (Section 189)

Relief under this section is being refused by the Revenue where a
single set of expenses has been incurred wholly, exclusively and
necessarily in the performance of the duties of two or more
employments. Consequently, a person with say four directorships who
for reasons of business convenience and econamy has cne office, one
secretary, one telephone etc., is not being given relief on the grounds
that none of the expenses were incurred in respect of any one
employment only. On the other hand, despite the considerable
inconvenience and added cost such a person with four offices, four
telephones, four secretaries etc., would be entitled to relief under
Section 189.

Such an ancmalous and inequitable situation should be remedied by
legislation or concession.



Private Residence and Qverseas Jobs

a) An individual who takes an overseas employment retains his
exemption form capital gains tax cn his principal private
residence in the UK provided that he lived in it both before
and after working abroad. He does not get this exemption if
after going abroad he is a first time buyer of such a house,
nor if he changes his principal private residence whilst abroad.
Similar problems arise with mortgage interest which would
otherwise be deductible fram any UK incame. We feel that full
relief should clearly be available in all these situations.

b) Individuals who are self-employed abroad and who have private
residences in the UK have exactly the same problems as those
with an employment overseas and there is no reason why they
should not have the same treatment for capital gains and for
mortgage interest relief.

c) We would add that in connection with the new MIRAS scheme there
is an urgent need for clear guide lines to be made public to
meet the situation of individuals going akroad or returning to
the UK. The scheme, if it is to wrok properly, needs to have
clear cut rules which can be implemented without the need for
intervention by professicnal advisers ar Inspectors of Taxes.

Section 21 Finance Act 1983

Campanies who provide for example mobile staff on assigrment with flats
in central London are finding that the new taxable benefit will in
many cases substantially exceed the current market rent, sametimes by
as much as 50%. Such accommodation is not provided as a perk, nor
with an option to buy and the market rent cught to act as a ceiling

to the taxable benefit. This would not provide valuation problems as
there is a reascnable rental market in London.

Removal Expenses

a) The present state of business is causing sizeable upheavals in
many campanies with both expansion and contraction in particular
locations. These changes can only lead to increased efficiency
if employees are able to move fram one work place to another,
often with a change of residence.

The cost of wuch relocation is naturally high and extra
statutory concession A.5 relieves the reimbursement of the
raemoval expenses fram tax, provided "that the expenses are
reasocnable in amount and their payment is oproperly controlled”.
Serious problems are being encountered by businesses because
unrealistic conditions are being mposed on loccal tax offices by
their head office which interprets the reference in their
cancession to "reasonable in amount” as meaning only the level
at which the Civil Service itself reimburses similar costs.



Despite the published concessions campanies which have properly
controlled systems of reimbursement and onlv meet expenses which
are realistic and reasonable in amount are being required by the
Revenue to tax a substantial part of these reimbursements merely
because they exceed what seems to us to be arbitrary Civil
Service levels - and this particularly applies where the new
house is dearer than the old one and it is necessary to give
sane support in meeting the higher mortgage interest payments.

The net result of what seems to us to be the failure of the
Inland Revenue to administer properly its own published
concession, is that many campanies have to bear increased costs
because unavoidable expenses have to be grossed up for tax
purposes merely to get the right employee in the right place
at the right time.

b) A further prcoblem in dealing with removals is the burden of

 stamp duty on private residences. This affects business in two
ways. Firstly, for individuals who have to meet the cost of the
tax themselves it is one of the larger features which make them
reluctant to move. This therefore hinders the flexibility of
labour necessary for the cammercial world to operate efficiently.
Secandly, this increases employers' costs where an employer is
paying for a removal.

We believe that no stamp duty should be charged on properties
costing £100,000 or less.

Interest on Additional Assessments

The present administration machinery between Collectors' and
Inspectors' offices is not working well, particularly in cases where
by agreement with the Inspector part of the tax charged on an
estimated assessment is deferred. It often haprens that the
Collector continues to attampt to enforce collection of the full
amount. The situation will be worsened by the effect of S69 FA 82
because where estimated assessments are too low taxpayers will be
penalised unless they pay tax in excess of the amount charged. If
they want to pay the extra tax, however, there appears to be no
administrative machinery for Collectors to cope with it. Quite apart
fram the difficulties of working this system we believe S69 to be
ill-conceived and it should be repealed.

We would also reaffirm out belief that it is inequitable that where
an individual over-pays tax he received no repayment supplement at
all for up to 12 months.

Entertaining Expenses - Schedule D Case V

In camputing the taxable profits arising fram a trade carried on
outside the United Kingdam, either by an individual or bv a
partnership, Section 411 Taxes Act 1970 operates so as to disallow
entertaining etc., expenditure, which is contrary to the intention
behind Section 411(2) and can produce inequitable results. Section
411(2) was enacted to encourage the earning of foreign currency, hut
provides relief only for trades carried out in the United Kingdom and
not for those carried on overseas.



Take, for example, the case of an overseas firm of architects, most
of whose partners are UK resident, which incurs considerable
entertaining etc., expenditure in obtaining a contract for work
outside the UK. In camputing the UK taxable profits, this
expenditure will be disallowable, thereby possibly cancelling the
advantage of the 25% deduction given for foreign earnings.

Section 411 was enacted before the changes which brought Case V
profits more generally within the charge to UK income tax, and
Section 411 (2) should be amended so as to remove the restriction
on the relief.



: . The Hon. Charles Morrison, M.P.
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HOUSE OF COMMONS
LONDON SWIA OAA

T —T 9 February 1984

Following my telephone conversation with your
office yesterday morning, I am writing to confirm that I
should be most grateful if you could make available half
an hour between now and the Budget to receive a deputation
from the recently formed Horse and Pony Taxation Committee,
to discuss Capital Transfer Tax and its effect on studs
in particular but also its possible effect on agriculture.
You will recall that I am in correspondence with you about
this and await a reply to my letter of the 14th December 1983.

I hope very much it will be possible for you to
meet such a deputation. Unfortunately, I shall be unavailable
abroad from the 16th to the 22nd February inclusive. Thus,
the week beginning the 27th February or thereafter would be
most convenient. However, I have no doubt your office will
liaise with my secretary.
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John Moore, Esq., MP.

P.S. I have just returned from leading a deputation of the
Horseracing Advisory Council to Barney Hayhoe. One of the

subjects raised was Stock Relief / Mare Depreciation. I had

earlier told Barney that I was hoping to lead a deputation from

the Horse and Pony Tax Committee to you and in consequence, he
suggested that the Stock Relief issue should be raised on that

since it falls within your responsibilities rather than his, even
though the Horse and Pony Tax Committee is not specifically involved
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Dear Sir, e

Taxation of Holiday Lettings
1984 Finance Bill

I am instructed to express the Council's concern at the possibility
of any detrimental changes being made to the taxation position of self-
catering holiday lettings.

The Council have concurred generally with the representations which
were submitted to the Secretary of State for Scotland on 15th November,
1983 on behalf of the Scottish Confederation of Tourism (of which this
Council, as local tourism authority, is a member); these representations
related to the majority of Scotland's self-catering businesses apparently
being faced with a transfer fram Schedule D Case I of the Incame Tax Acts
to the less advantageous Case VI. (Case I relates of course to "profits
of a trade", and Case VI to ordinary furnished lettings, and it certainly
seems inequitable that holiday letting — which by definition is of a
short-term nature and involves regular cleaning etc. of the premises -
should be treated as anything other than a "proper" business.) The
change to Case VI arose fram judgments in recent tax cases, and an
apparently more stringent attitude on the part of the Inland Revenue, and
following the matter having been raised in Parliament on a number of
occasions it was understood that legislation would be introduced to
remove same (but not all) of the disadvantages under Case VI.

I have now obtained details of the relevant draft Clauses which are
intended for inclusion in the 1984 Finance Bill. It is'not my intention
to camment in detail on the draft Clauses, the Council's position being
quite simply that they would view with concern any fiscal changes which
might detrimentally affect the viability of any local self-catering
units. Were any such units to be withdrawn from the holiday letting
market as a result of fiscal changes, or were operators to be
discouraged fram expanding their businesses, there would clearly be a
detrimental "knock-on" effect on other local businesses outwith the
accommodation sector. This could be a serious matter for predaminantly
rural areas such as Moray District.

Any/



John Moore, Esg., M.P. 24th February, 1984

Any fiscal changes which resulted in the accommodation charge to the
tourist being increased would equally be a serious matter within Moray
District. Although we have so much to offer the visitor who actually
gets here, the viability of our tourism-related businesses is already
adversely affected by the road and rail distances from the south.

Whilst it may well be that the draft legislation would improve the
current position in so far as saome businesses are concerned, I understand
there might be concern that other businesses (previously dealt with under
Schedule D Case I) could be worse off compared to their pre-1983 position.
It is hoped that consideration can be given to avoiding such a result.
Reany ;

Yours faithfully,

A 7 e

Chief Executive



® THE MINING ASSOCIATION
OF THE UNITED KINGDOM

formerly OVERSEAS MINING ASSOCIATION and incorporating
UNITED KINGDOM METAL MINING ASSOCIATION

Registered Office:— 6 ST JAMES'S SQUARE, LONDON, SW1Y 4L6

Telephone: 01-930 2399

3 February 1984
i
The Right Honourable Nigel Lawson, M.P.
Chancellor of the Exchequer
Treasury Chambers
Parliament Street
London SW1P 3AG

Dear Chancellor,

In framing their budget proposals Chancellors have in the past been
kind enough to lend an ear to the representations of my Association
concerning the taxation of mining companies. Accordingly I attach
a short paper which sets out the matters of most concern to our members.
I very much hope that it will be possible for you to give consideration
to the matters we have raised when preparing your proposals for the
coming financial year.

Yours faithfylly,

P.A.L. Gordon
President.

A Company Limited by Guarantee and Reyistered in England — No. 417114
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A copy of our submission to Mr. Patrick Jenkin on the
future of the Greater Manchester Council has either already
been sent to you or is enclosed.

Those of our members who are in favour of abolishing
the GMC are nevertheless expecting savings to be achieved.
Despite some upturn in the economy, many firms in this area
are still hard pressed. If the abolition is as badly carwied
out as previous "reforms" of local government, there wil: also
be adverse consequences for the unemployment level, investment,
tax yields, etc., all of which must pre-empt resources available
for tax cuts and other areas of public expenditure. g

I would add that the White Paper suggestion for the future
of the Airport could lead to the profits it makes being diverted
to the subsidy of the Greater Manchester PTA. This would be
harmful to the econvwy of Lhe Norilh West, the North Midlands and
Yorkshire.

We have made constructive proposals for planning and costing
the abolition of the GMC and have set out our views on the future
of the Airport. I do not claim that these are the only - or
even the best - options open. But I do believe that unless the
abolition of the GMC is planned very carefully, the economic (and
political) consequences could be unfortunate.

I hope lhal you will eusure lhal our anxieties are not ignored in

any discussions of this matter in Cabinet.

Yours sincerely,

B0 %
e U /

The Rt. Hon. Peter Rees, QC., MP.,
Chief Secretary, {

H.M. Treasury. PPN g;; ‘ : e .24 b2
(V\&EVV (m@ LS e
N WakeS P‘(Yl&&’( =<
W\/}Commf%w Registered in England No. 26926




THE MINING ASSOCTIATION OF THE UNITED KINGDOM

Representations to the Chancellor - February 1984

MINING CAPITAL ALLOWANCES

In last year's budget speech it was announced that the Inland Revenue
would be inviting representations on the subject of Capital
Allowances for the Mineral Extraction Industry. The Mining Associa—
tion duly responded to this invitation in October. Our representa-
tions substantially followed the recommendations made by the Working
Party on Mining Capital Allowances (which included the Inland
Revenue, our Association and other parties) in July 1973 and we now
strongly urge that the proposed measures be incorporated in the
Finance Bill 1984.

We attach a copy of our October 1983 representations but at the same
time wish to emphasize the following two proposals to which we attach
the greatest priority:

a) that allowances be given for all expenditure on mineral
exploration and appraisal activity and the relief made available
against other income of the person incurring such expenditure
even if no mining trade is being carried on; and

b) that financial assistance (direct or indirect) by mining
companies (including mining finance companies) towards the
exploration costs (at home or overscas) of another company which
is not then carrying on the trade of mining should be treated as
qualifying expenditure.

DOUBLE TAXATION RELIEF

HVWG is, of course, aware of the dependence of the United Kingdom on
overseas sources for most of its non-energy minerals. It follows that
much of the income of members of this Association is derived from
mining operations in foreign countries where host governments
naturally collect mineral rents (in the form of royalties and taxes)
in priority to UK taxation. For UK resident companies rclicf from
double taxation is often critical for the viability of a mining
project or the continued profitability of an operation.

Our members are therefore extremely sensitive to the regulations
applied and, although the Inland Revenue generally understands the
problems and makes suitable provision, we wish to draw attention to
the nced for refinements in the following areas.



a)

Creditable taxes

The long accepted principle is that tax relief is given only
against foreign taxes charged on income which correspond to
income tax or corporation tax in the UK. This treatment has
generally been accepted by taxpayers as reasonable on the
assumption that the principal foreign tax on mining has been
based on profits and thus corresponds with UK taxation. However,
mining and other natural resource companies have become
increasingly subject to taxes which are not related to profits
but, for example, to revenue, deemed revenue or volume
extracted. The reasons for such developments may be rivalry
between central and provincial taxing authorities, 'a priori'
distrust of foreigners' operating accounts or the wish of host
governments to stabilise their revenue. While the changes may
appear tolerable from the viewpoint of the host government a
foreign operator who has to support additional unrelieved
taxation at home can be put out of business.

These changes in the character of overseas taxation are tending
to discourage UK investors in natural resource projects. We feel
that the rules for tax credit relief in the UK need to be
adjusted to take more of such overseas taxation into account and
we suggest that the problems might be studied by a joint working
party including the Inland Revenue. However, as an urgent
temporary measure we suggest that the Inland Revenue be allowed
some flexibility in applying existing rules with a view to
restoring the original principle of relief where this has bheen
eroded by new forms of overseas taxation.

Interaction of ACT and double taxation relief

Even where host government taxes are fully creditable against UK
corporation tax levied on overseas earnings, ACT represents an
additional burden if there is insufficient UK sourced or lowly
taxed overseas income to cover dividend payments. In these
Circumstances ACT largely negates the benefit of tax credit
relief.

Our members welcome the provisions originally drafted as Clauses
41 and 42 to the Finance Bill 1983, which wecre designed to help
companies in this situation firstly by allowing surplus ACT to
be carried back to prior accounting periods, and secondly by
applying double taxation relief before ACT. Although these items
were not enacted in 1983 we understand that they will be
included in the 1984 Finance Bill.



DEB

However, these measures offer only limited assistance and we
suggest that this situation can be properly remedied only by
extending tax credit relief against corporation tax to cover
that part of the liability satisfied by ACT. We fully appreciate
that there would have to be a restriction placed on refunds of
tax credit claimed by shareholders with no UK tax to pay on
dividends received.

c) Tax Sparing

Section 497(3) of the Taxes Act 1970 provides for tax credit
relief in respect of amounts of overseas tax which would have
been payable under the law of a territory outside the UK but for
special reliefs given with a view to promoting industrial,
commercial, scientific, educational or other development in that
territory. Such relief 1is only available where implemented by a
double taxation agreement.

We would not expect such reliefs to be made available by host
governments 1in respect of highly profitable activities. Where
granted in order to make a venture economically viable, the
objectives of the host govermment will be frustrated if the
benefits flow to the UK Exchequer and not the investor. We
therefore suggest that tax sparing should be made available
under the unilateral relief provisions of Section 498.

INTERNATIONAL BUSINESS

The Association has written to the Inland Revenue in response to the
invitation to comment on the proposed legislation on Controlled
Foreign Companies and a copy of our letter is enclosed. The
Association also wrote to the Inland Revenue on Taxation of Inter-—
national Business on 10 February 1983 and a copy of that letter is
also enclosed. Whilst our criticism of the proposals has been met in
relation to the exempt activities test and partially in relation to
holding companies and non-wholly—-owned companies, we are most
disappointed that no action has been taken on the remaining points.

3 February 1984




THE MINING ASSOCIATION
e OF THE UNITED KINGDOM

formeriv OVERSEAS MINIING ASSCCIATICN ana incorporating

UNEIED KifRGDUM ML EAL VINING ASSUL.~ .

Registered Office:— 6 ST JAMES’S SQUARE, LONDON, SW1Y 4LD

Telephone: 01-830 2399

PALG/PAD _ 25 October 1983

L.J.H. Beighton Esq.,
Inland Revenue

Rocem 69, New Wing
Somerset House
Strand

London WCZ2R LB

Dear Mr. Beightcen,

Capital Allcwances for the Mineral Extraction Industries

I refer to your letter of 28 July in which you asked for further repre-
sentations from my Association on the subject of Mining Capital Ailow-—
ances by the end of Octoker. My Association has considered this matter
carefully 2and has produced a detailed reply which is enclosed. Wwe
would naturally be very pleased discuss these matters in more detail
at your office if you feel this wotld be helpful.

Yours sincerely,

A\

P.A.L. Gordcn
President

e

Enc:

4 Company Limited by Guareni=e enu Ragiszered in Engiand — No. 417114




NIEWS OF THE MINING ASSOCIATION OF THE UNITED KINGDOM ON 'CAPITAL ALLOWANCES

FOP"‘jE MINERAL EXTRACTION INDUSTRIES'

INTRODUCTION

In 1973, a broad measure of agreement on the changes necessary to the system
of mining capital allowances was reached by a joint working party consisting
of representatives of the Iniand Revenue and of other interested bodies. It
is disappointing that, in the subsequent ten years, very few of those changes
have been made. We are again being asked for our views on this subject and
are responding to that request in the hcpe that it is now the intention to
take action in this area. It would be inappropriate to say that the
recommendations of the joint working party should now be implemented and we
propose tc consider the gquastion in some detail.

The complex system of capital allowances for the mineral extraction industry
has grown up piecemeal with different allowances Tor different types of
capital expenditure and the system is now out c¢f step with other systems of

‘capital allowances. The rates of ailowance have become outdated following

the introduction of first year allowances (ncw 100%) for plant and machinery
and the increase in initial allowances (now 75%) for industrial buildings.
There has been a move away from taking account of the wear and tear of assets

-over their life to a system of giving incentives for capital expenditure. We

pelieve that the system of mining capital allowances should provide an
incentive for the development cf this country's mineral resources and for UK
companies to seek and develop sources of mineral deposits cverseas.

What we propose is, theretore, first a simplification of the present system,
seccend an improvement in the quantum and timing of allowarnces to bring them
more into line with other systems and, finally, a methcd of dealing with

* certain types of expenditure which cause particular precblems. The cost to
the Exchequer of these proposals would be low, but the effect on econcmic

activity might well be significant.

THE PRESENT SYSTEM OF ALLOWANCES

We do not propose to discuss the present system of aliowances in detail
because wnat we advocate are not piecemeal, detailed changes, but a radical
reform and simplification. We would wish, however, to draw attention toc what
we consider to be the main drawbacks in the present system:-

The distincticns between various categor1es of expenditure produce unnecessary
complexities.

The formulae for writing-down alicwances are complex and out-of-date. There
is no need, given the present approach to capital zllowances as an incentive
to investment, for aiiowances tc be spread over the iife ¢f a mineral source
by means of ever-changing formulae.

The limitation on allowances availabie to purchasers to the lesser of
original cost or actual purghase price is unduly restrictive.

The test that to qualify for allowances an asset must be likely fto be of

1ittle or no value when the source is no longer werkec¢ is, again, unrealistic
and out-of-date.

et s
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incur expenditure on exploration.

There is no relief for abortive exploration expenditure unless the person
incurring that expenditure is already carrying on a trade of mining.

Certain expenditurz does not qualify for relief at ali or qualifies oniy
in such a way that it cannot be effectively relieved. This apoiies partic-
ularly to close-down costis.

PROPQSALS

Allowances should be given for all expenditure on exploration for, and
appraisal of, mineral deposits. The reilief should be available against

other income of the person incurring the expenditure even if no mining trade
is being carried on. So large a proportion of expenditure on these activities
is, inevitably, abortive that there is considerabie disincentive to incur such
expenditure unless tax relief is available.

Financial assistance, direct or indirect, by mining companies and mining
finance companies (as defined in paragraph 23 of the 15973 repori) towards the
exploration costs, whether in the UK or overseas, of ancther company which is
not then carrying on a trade of mining, should be treated as cualifying
expenditure.

For other expenditure on which capital allowances are given there should be

ne concept of "source". A1l that should be necassary for expenditure to
qualify for relief is that the person is carrying on, or subsequenrtly commences
to carry on, a trade of mining {i.e. a trade which consists of, or includes the
work of a mine, oil well or other source of mineral deposits).

Al% capital expenditure, which does nct qualify vor capital allowances as
scientific research, plant and machinery or industrial buildings, shou]d
qualify for a]lowancns under one overail system.

The categories of expenditure qualifying for these allowances shouid be:-

Expenditiure incurred on or in connection with the acguisition of any mineral

source or land comprising a mineral source, or any interest in or right over

such source cr land and expenditure on 1and ancillary to such land cr source,
such as land for tipping waste;

Expenditure incurred on or in connection with winning access to a mineral
source, whether such expenditure eventually proves successful or abortive;

Expenditure incurred on or in connection with the construction of works
elat1ng to 2 mineral source other than works within section 51(3){c)
Capital Allowances Act 1968; ’

Expenditure incurred on or in connect1on with the working of a mineral
source, and

Expenditure incurred in relation to a mineral source outside the United
Kingdom on or in connection with, or by way of contribution to the costs of,
the matters falling within section 61(1){a), (b) and (c) Capital Aliowances
Act 1968, but irrespective of their possible residual vaiue.

wfidl




There’noﬂd be no condition that the asset should be of Tittie or no value
when the mine is no longer worked or the foreian concession comes to an end.
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caiculating any baiancing allowances or charges.

Allowances to purchasers of qualifying assets should be based on the full
purchase price, subject to normal restrictions in the case of sales between
connection persons etc., as is the case with purchases of land and mineral
rights overseas from non-resident vendors.

First year allowance should be 100% with the person having the right to
disclaim all or part of that allowance. Writing-down allowance should be
25% on a reducing baiance pool as for plant and machinery.

Persons should be entitled to deduct in each year over the anticipated life
of the mineral source a proportion of the anticipated closure costs. If
such deductions are in excess of actual costs, including the value of land,
a balancing charge would arise. If actual costs were higher, the excess
would qualify for a balancing allowance availabie, if necessary, for carry
back against profits of earlier years. There will frequentiy be residual
value, as in (d) above, against which to set this relief.

PRIORITIES

we have been asked to give an indication of the relative importance which we
zttach tc particular proposals. We find this difficult as what we are
advocating is a reform of the whole system of capital allowances for mineral
extraction industries, but our proposal for the treatment of exploration
expenditure (paragraph 3a and 3b above) represents the most signiticant
improvement which could be made.

Loncon
75 QOctober 12983




OF THEUNITED KINGDOM
‘ formeriy OVERSLAS MISVING ASSOCIATION and incorpo
UNITED KINGDON METAL MINING ASSOCIATION

eting

Registered Office:— 6 ST JAMES'S SQUARE, LONDON, SW1Y 4LD

Telephone: 01-830 2399

The Board of Inland Revenue,
Room S24,

West Wing,

Somerset House,

London WC2R 1LB
_ 10 February, 1983

Dear Sirs,

TAXATION OF INTERNATIONAL BUSINESS

We welcome the opportunity to comment on the proposals of the paper dated
December, 1982 put forward by the Government in relation to the taxation of
international business. Set out below are a number of general comments on
issues which may affect our members. We have confined our comments to
points which have particular relevance to the mining industry.

1. Timing

It is not clear from the paper whether there will be legislation in the
Finance Bill 1983 or whether it will be held over until full study has
been undertaken by the Government. We would point out that the time
allowed for comment is effectively only six weeks leaving rather less
than four weeks for effective consultation before budget day. In view
of this we consider there should be no legislation in this year's
Finance Bill.

2. Company Residence

We note with pleasure that the Government has decided not to proceed
with its proposals to change the criteria of what is to be regarded as
a company resident in the United Kingdom. Any change in this area
would have caused considerable uncertainty for a long time in the
future. We are pleased that a Statement of Practice will be issued
which will clarify the Revenue's understanding of the present law.

3. Upstream Loans

We are pleased to note that legislation regarding upstream loans will
not be introduced until the issue has been studied further. We hope
that this topic will be held in abeyance until the Government has had
an opportunity of assessing the operation of any tax haven legislation.

4, Section 482 ICTA 1970

We are disappointed that the Government has seen fit to retain
Section 482 in its present form. We would have thought sub-sections
(1)(b), (c), .(d) would be superfluous after the enactment of the tax
haven legislation.

A Company Limited by Guarantee and Registered in England — No. 417114
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We are surprised at the way the paper tends to belittle the operation
of Section 485 and we feel that it would be more sensible for the
Revenue to use its powers under this existing legislation rather than
to introduce an extremely complex set of provisions which is bound to
result in extra work for all UK-based major international groups and
the Inland Revenue.

Dividend Trap Companies

We are not clear as to why such companies are regarded as unacceptable.
In some cases they operate as holding companies for a sub-group in a
particular territory or continent so that profits made in one company
in the sub-group can be reinvested by cash-hungry companies in another
part of the sub-group. Alternatively trap companies may merely avoid
the anomalous situations which arise from the arbitrary source rules in
the UK double tax relief provisions. Indeed, if the tax havens
legislation is eventually enacted in its present draft form we would
have thought it would be only reasonable for there to be some
relaxation in stringent double taxation relief provisions. We would
point out that most countries with legislation comparable with that
proposed for the UK have more liberal double tax relief provisions or
exempt dividend income from certain sources.

Definition of Tax Havens

We are pleased to note that the Revenue will be issuing a 1list of
countries which it does not regard as tax havens. In the interests of
certainty in tax -matters we hope that this list, or preferably a series
of lists so as to avoid undue delay, will be issued as soon as
possible. We consider that the list or lists should be brought into
effect by statutory instrument. In the case of countries with which
the UK has a double tax agreement it will no doubt be possible to issue
a list fairly quickly since the Revenue will already have information
on its files about the overseas country's tax system. We hope that the
Revenue will not regard as a tax haven a country which levies a normal
tax rate but which has significant investment incentives for new
projects.

Motive Test

Paragraph 13 of the paper says that the proposed tax charge would apply
only where a main purpose behind the arrangements was deliberately to
obtain a significant reduction in UK tax. We do not believe that the
motive test incorporated in the- draft legislation gives effect to this
statement of intention.

We find some difficulty in following whether the motive test which is
described in paragraph 43 in relation to holding companies is actually
written into the legislation and we find that others who have studijed
the paper have a similar difficulty.
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11,

’mot Activities Test

We expect mining to be considered an exempt activity but for the
avoidance of doubt we suggest that the definition of "premises" in
paragraph 6(2) of Schedule 1 should include a-"mine, quarry or other
place of extraction of natural resources".

Acceptable Distribution Test

We consider that paragraph 2 of Schedule 1 should provide that the test
is satisfied where 50% (or 90%) of the available profits are
distributed, whether to UK residents or not.

Computation of Notional UK Tax

Although we would not expect there to be many cases where companies
carrying on mining or related activities would fail to pass the various
tests contained in the proposals, we believe that in case this occurs
Schedule 2 should contain special provisions for dealing with major
computational differences between UK and foreign tax laws. Particular
categories of expenditure where foreign allowances are normally more
liberal are exploration, expenditure on new development projects, mine
rehabilitation costs and the construction of employee townships. 1In
such cases we believe that the allowances given under the local tax
regime should be adopted for the purposes of UK notional tax.

We would of course be glad to discuss these matters with you if you wish.

Yours faithfully,

P.A.L. Gordon
President



& THE MINING ASSOCIATION
OF THE UNITED KINGDOM

formerly OVERSEAS MINING ASSOCIATION and incorporating
UNITED KINGDOM METAL MINING ASSOCIATION

Registered Office:— 6 ST JAMES'S SQUARE, LONDON, SW1Y 4LD

Telephone: 01-930 2399

31 January 1984

The Board of Inland Revenue
Room S24

West Wing

Somerset House

LONDON WC2R 1LB

Dear Sir,

Controlled Foreign Companies

In response to your invitation to comment on the revised draft clauses
on Controlled Foreign Companies issued on 31 October 1983 I now have
pleasure in enclosing the observations of my Association. You will
note that we have confined these to points which particularly concern
our members.

We would naturally be glad to discuss any of these points with you
further if you should so wish.

Yours falth@g LM

P.A.L. Gordon
President

A Company Limited by Guarantee and Registered in England — No. 417114



THE MINING ASSOCIATION OF THE UNITED KINGDOM

CONTROL LED FOREIGN COMPANIES

Comments of the Association on the revised draft clauses issued on 21

October 1983

it

Section 482

We are disappointed that the Government has seen fit to retain
Section 482 in its present form. The Consultative Document on company
residence issued in January 1981 conceded that the need for Section
482 was called into question by the abolition of exchange control and
the only apparent reservation was in regard to the residence rules.
We find the Revenue's failure to comment further on the future of
Section 482 unsatisfactory; we would have thought that Section 482(1)
(b), (c) and (d) should either be repealed by the Finance Act 1984 or
the Revenue should issue a public statement as to why they are unable
to recommend such a course.

Definition of tax havens

The Press Release of 31 October makes no reference to the Govern-
ment's intentions regarding the 1list of non-tax haven countries
issued in March 1983. We assume that the list, updated if necessary,
will be issued as a draft statutory instrument but we would welcome
an assurance on this point.

Acceptable distribution test

The terms of schedule 2 paragraph 2(4) and (5) are designed to
improve the position where some shares in the CFC are held by
non-residents. Paragraph 2(4) is clearly helpful where the capital
structure of the CFC is straightforward and paragraph 2(5) deals with
a simple capital structure situation. For a variety of reasons many
CFCs may have complex capital structures which were established many
years ago. Ftor example, a consortium company may have a separate
class of shares for each shareholder so as to facilitate the
identification of relationships between them and in some cases to
obtain protection under companies legislation in the local territory.
In other cases the differing nature of the contributions of the
original shareholders may be the reason for having more than one
class of shareholders.

If the Revenue's concern is that the use of several classes of shares
will enable substantially the whole of the profits to be distributed
to tax haven countries so as to avoid the CFC legislation then we
think the legislation should be directed at that narrow target rather
than the somewhat wider one which will be caught under the present
drafting.



4. Exempt activities

(a)

holding companies

The relaxation of the definition of exempt activities to
include certain holding companies is welcome. The 90% rule
may prove to be restrictive where a significant part of
a group's profits in a particular area are earned by consortium
companies. A suitable relaxation would be the deletion of
the words '"which it controls and" in both paragraphs 6(3)
and (4) of Schedule 2.

effective management

(b)
Clarification is sought that in Schedule 2 paragraph 8 (1)
(a) the word ‘'persons' includes individuals and corporations
and that ‘'employed' means ‘'used' rather than requiring an
employer/employee relationship.
5. Motive test

We still cannot see that, even after the modification, the proposed
statutory provision (schedule 2 part III) gives effect to the
expressed intention of paragraph 13 of the paper on the Taxation
of International Business. There is no certainty in these provisions
so that the Revenue could have absolute discretion in their enforce—
ment with no effective right of redress in the courts.

DEB
London

31 January 1984
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BUDGET 1984 E‘E = 1 4 6 91

You will recall that we corresponded in August last year on the question of
relative levels of income tax and National Insurance contributions and that we
undertook to submit detailed representations on tax and economic issues in line
with the timetable followed by other representative bodies.

Most commentators are agreed that, whilst it might be desirable for your budget

to provide some stimulus to the economy, the Government's viewpoint on public
expenditure levels seems unlikely to permit other than a neutral budget on this
occasion. It therefore follows that any proposals over and above gencral indexalion
will need to be offset by corresponding changes in the opposite direction.

The MPG has as its general aim a movement away from direct taxation into indirect
taxation, we would like to see the total burden of income tax and National Insurance
contributions returned to at least its 1979/80 level which, for the average earner,
would entail a reduction to 27% of earnings and for the employee on twice average
earnings to 29.3% of income (see attached). At present, as you will be aware,
these levels are 31% and 33% respectively. A step in this direction could be a

1% reduction in the basic rate of income tax at this Budget. Such a move Would
cost some £1,025 m in a full year. We would favour an increase in Value Added

Tax and other duties to offset such a reduction. An increase of 1% in VAT and

an across the board revalorisation by 5% on other indirect taxes would more than
achieve this. Contrary to popular opinion, this would not be an essentially
regressive step since, arguably, VAT falls less heavily on the poor because it is
not levied on either food or housing. At the very least, MPG would support full
indexation of all tax bands, allowances and benefits. However, we would wish to
see a firm commitment to a progressive reduction in direct tax.

To turn to detailed issues, we remain unhappy at the existing limit for tax relief
on mortgages which was recently raised by 20% to £30,000. The figure of £25,000
introduced in 1974, if indexed by the increase in average dwelling prices (115%)
should by now be £54,000 and should be adjusted accordingly. Similarly, the
exemption level of stamp duty on house purchase should now be some £35,000 and

in our view the duty should only be levied on the excess over this amounl to

avoid the swingeing effect of its operation at the margin. The complete abolition
of stamp duty on house purchase is another MPG long-term aim and to achieve this

in a single budget would require corresponding savings of the order of £400 million
to be made, if its effect is to be neutralised.

A Federation of Politically Independent Unions
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We believe that the £8,500 earnings 1limit for taxation of fringe benefits is
both an anacronism and also an incentive for tax avoidance. We would
therefore wish to see it abolished. On the general issue of tax evasion

and the so-called 'black economy' we would support any cost-effective measures
designed to recoup the sums involved which estimates have placed as high as

£1 billion. The MPG also believes that trade union subscriptions should be
eligible for tax relief, since we feel that this will improve the representative
nature of trade unions at only a small cost to the exchequer.

I should add that we are of course willing to meet with yourself or your
officials to discuss our general views on tax and other economic issues, should
you so wish.

Yours sincerely




APPENDTIX

TAX AND NI CONTRIBUTIONS AS % OF GROSS PAY 1978/79 - 1983/84

AVERAGE EARNER 1% x AVERAGE 2 x AVERAGE | 3 x AVERAGE
1978/79 Tax 22.45 26.0 28.6 41.5
Tax + NI 28.95 31.0 32.4 44.0
1979/80 Tax 2055 237 25.6 3254
Tax + NI 270 28.65 29.3 34.6
1980/81 Tax 2145 24.3 26.9 33«7
Tax + NI 28.25 29.4 307 362
1981/82 Tax 22.4 24.9 28.4 356
Tax + NI 30.15 81.3 38.2 38.8
1982/83 Tax 2232 24.8 28.4 35.38
Tax + NI 3095 3159 33 7 38.8
1983/84 Tax 2R 24.5 273 34.3
Tax + NI 30.7 3LL7 3247 3749
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Dear Mr. Lawson, REF No. {3877

BUDGET 1984

It must always be a difficult time for a Chancellor, when
considering the right balance in a Budget, which attempts to please
everybody in society, but on behalf of my Association we would ask you
to give a little thought to considering the effects of the hardy
annual - increasing taxation upon alcohol. For the Inudstry to
remain competitive, account has to be taken of material costs
increasing, along with other inflationary factors, and need to preserve
a fine balance to ensure the industry continues to prosper and
flourish giving a high quality customer service and priced products
to which the customer can afford.

Therefore, wc would seck your serious consideration to ensuring
the correct balance is obtained on taxation of alcohol which will
not reduce the volume or fiscal returns of our Industry's products,
for to do so will have the consequential effects, on affecting our
members security of employment.

© MMAMOAL SETRST
| REC 253.'::'.‘“-.
Eoe I - AU T. Carter,
e PPS ST MST EST National Secretary.
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H.M. CUSTOMS AND EXCISE
KING’S BEAM HOUSE, MARK LANE
LONDON EC3R 7HE
01-626 1515

FROM: W D WHITMORE
31 January 1984

cc PS/Chancellor ¢~
PS/Financial Secretary
Mr Battishill
Mr Monger

q%é}) | Mr Griffiths
Mr Walton
Mr Lord
Mr Portillo

PS Minister of State

BUDGET REPRESENTATIONS : NATIONAL UNION OF LICENSED VICTUALLERS (NULV)

Michael Colvin MP wrote to the Chancellor on 24 January, in his capacity as
Parliamentary Adviser to the NULV, requesting a pre-Budget meeting (preferably

on 15 February). You asked for advice.

The NULV represents publicans and is closely associated with the drink trade's

daily newspaper, the '"Morning Advertiser'".

We have no record of the NULV meeting a Chancellor to make pre-Budget

representations. However, the Economic Secretary saw a delegation from the

Union in 1982 and 1983 and we recommend that the Minister of State sees.them

this year.

If the Minister's diary permits, perhaps a meeting could be arranged as requested

for some time during the afternoon of 15 February, without clashing with the
meeting already fixed for 3.30 pm. We would, of course, provide official

briefing and support.

\

| Py o

" S A

W D WHITMORE

Internal circulation: CPS
Mr Knox
Mr PFreedman
Mr Wilmott
Mr Norgrove
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myé& RtL_QLn. Nigel Lawson, MP,
Chancellor of the Exchequer,

HM Treasury,

Parliament Street,

London SW1P 3HE.

24th January, 1984

re: National Union of Licensed Victuallers

Further to my letter of 15th December, the
Executive of the National Union of Licensed
Victuallers are meeting here in the House

on Wednesday, 15th February, and I wondered

if it might be possible to come and see you

on that day? Ideally, immediately after lunch
would be the most convenient, but we are very
much in your hands, and could be available any

time convenient to you.

——

I enclose, for ease of reference, a copy of

my letter of loth December .. . qu,L e ﬁLfcu1;/_
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15th December, 1983

Rt. Hon. Nigel Lawson, MP,
Chancellor of the Exchequer,
HM Tresasury,

Parliament Street,

London SW1P 3HE.

re: National Union of Licensed Victuallers

It has been the custom in past years for =a
deputation from the National Union of Licensed
Victuallers to be brought to see a Treasury
Minister with their Budget recommendations.
Sometimes they have seen the Chancellor and
sometimes the Minister of State.

NULV have just broken with tradition in
appointing a Member on the Government side -
namely me - as their Parliamentary Adviser,

and I think it would therefore be particularly
appropriate if I were able to demonstrate my
'access to Government' by being azble to bring them
to see you personally.

I would be most grateful if you would consider this
when planning your diary for next year. I am well
aware of all the pressures that mount up prior to
the Budget, but I hope you can help on this one.
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The Budget you will present to the House on 13 March, and
specifically your treatment of tobacco taxes and duties, is of
major concern to ourselves, who represent the tobacco
industry's distributive sector.

Our five associations cover wholesalers, multiple and
independent retailers, and vending machine operators.
Together, we speak for 38,471 members, who may be corporate or
individual; total employment in the sector is estimated to be
up-to 21¥7,500.

Our members have a very real, and genuine, fear of the effect
of any further rise in tobacco taxes. Their continued
commercial viability, and consequently the jobs of the people
they employ, are threatened.

Sales of tobacco are a vital part of the business of many local
shops. 1If they are forced into closure, the valuable social
amenities they provide, too, will be lost.

For these reasons we are asking you to look at tobacco in a
quite different way to your predecessors.

2 RN

TELEPHONE D1-831 7881 TELEX 2348%

B TR = H%ﬂ VA Weolesale Tobucco hade Pasociation

OF GREAY BRITAIN (AND NORTHERN IRELAND | ¥ BECRITARIES WENMAN MAJOR & CLARKE



Rt Hon Nigel Lawson MP 7 March 1984

Traditionally, tobacco has been used as a make-weight in
balancing the fiscal eguation: convenient for the Exchequer but
a critical factor for those, like our members, whose commercial
viability depends upon the marketing of tobacco products.

Tobacco's prices, both within the distributive trades and at
the retail counter, have now reached a premium level and more
taxes will have a decelerative effect upon our businesses. As
has been demonstrated in the manufacturing sector - with
substantial redundancies announced this year by BAT and a major
factory closure by Carreras Rothmans - the present price of
tobacco, inflated by high taxation, is now high enough to force
established businesses into unprofitability, and hence closure.

In order to protect our sales volume and profitability, and
therefore employment, tobacco tax levels must now be set not
simply to gain revenue, but with sensible regard to maintaining
sales. Only this can ensure that the industry, both
manufacturers and distributors, is able to resist further
contraction.

The correlation between higher taxes and falling sales is
clear. The direct impact this has upon the retail business is
equally proven: last year over 600 tobacconist's shops went out
of business, and one major multiple retailer has announced it
is to close 133 outlets.

There are therefore two options open to you. You could once
again turn to tobacco for an injection of money into the
Revenue, when more businesses will be forced to the wall and
jobs will be lost.

Or, and we urge you to take this course, you can leave tobacco
alone in your Budget, which will go a long way to help us
prosper and thus maintain employment.

The tobacco distribution trade, perhaps more directly than any
other, is in your hands. We believe you do not deliberately
want to create more unemployment as a side effect of raising
tobacco taxes, but that is what would happen.

We therefore urge you, in your Budget deliberations, to put the
traditional course behind you, and take a fresh look at tobacco
taxation. Only by your leaving tobacco alone will we have the
opportunity to trade profitably.

3/ens



Rt Hon Nigel Lawson MP 7 March 1984

We would greatly appreciate it if you were able, before Budget
day, to spare us a few minutes of your time in order that we
may elaborate on these points in person.

Yours sincerely

s Ll A &x

G MACWILLIAM KAIN,
Secretary, CTN Multiples Group.

el

JOHN PARRY,
General Secretary, National Association of Cigarette Machine
Opgrators.

N4

KEN PETERS,
General Secretary, National Federation of Retail Newsagents.

HARRY TIPPLE,
Chairman, Tobacco Trade Affairs Committee, Retail Confectioners
and Tobacconists Association.

o1y, 'L/O;Im Vo,
\

DIGBY MORGAN-JONES,
Secretary to the Wholesale Tobacco Trade Association.



» @
CONSERVANCY (o=
COUNCIL

W H N Wilkinson

Chairman
19/20 Belgrave Square, London SW1X 8PY. Telephone 01-235 3241

“&Maﬂ“&’y 1984

HM TREASURY — MCU

The Rt Hon Nigel Lawson MP
Chancellor of the Exchequer 250D, ~& JAN 1984
The Treasury
Parliament Street ACLION
London SW1P 3AG.

BNATURE

(IO{W' &ZI G cc/%w/ I;E % 7 ¢ 17

FISCAL INCENTIVES FOR NATURE CONSERVATION

My Council is reviewing the fiscal and financial incentives which concern
land management and have an effect on nature conservation.

Fundamental changes are needed to protect the nation's wildlife, and
recommendations will be made to Government in 1984. Meanwhile the attached
interim submission contains seven recommendations for minor changes to
taxation legislation or Treasury policy. These changes would encourage
nature conservation and could result in savings for the Government. They
have the general support of the land owning, farming, forestry and conser-
vation organisations with which we have held discussions.

My Council seeks your support for the inclusion of these amendments in the
Finance Bill 1984.

Yours sincerely

My Ao tere ["" g (Gt
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FISCAL INCENTIVES FOR NATURE CONSERVATION

Memorandum by the Nature Conservancy Council

The Nature Comservancy Council (N.C.C.) has the statutory function, inter alia, of
providing advice for Ministers on the development and implementation of policies for or

affecting nature conservation.

The Council has reviewed the current tax incentives for nature conservation and has
held discussions with bodies concerned with land ownership, farming, forestry and
nature conservation.

There are currently in operation two types of tax incentive to encourage conservation
of Land of Outstanding Scientific Interest (LOSI):-

(a) The douceur, as applied to Capital Gains Tax (CGT) and Capital Transfer
Tax (CTT) when land is either sold to a body listed in paragraph 12,
Schedule 6 of the Finance Act 1975 or accepted by the Government in lieu
of CTT;

and (b) Conditional exemption from CTT.

Neither of these methods is providing the intended incentive. In Parts I and II of this

paper NCC recommends how these incentives can be made effective, at neghglble cost
to the Government. Part III refers to woodland taxation.

Urgent support is needed for the "voluntary principle" in nature conservation policy, to
forestall the continuing loss of wildlife habitats. @NCC therefore makes seven
recommendations for minor amendments to the Finance Acts or to Treasury policy and
wishes these recommendations to be reflected in the Finance Bill 1984.

INTA[ DE< 82



PARTI1I
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Recommendation 1

NCC recommends that the douceur for land should be increased from 10% to bring it
into line with the allowance for works of art, etc.

The Douceur is an extra statutory concession whereby LOSI may be sold to NCC (or any
other appropriate body listed in Paragraph 12, Schedule 6 of Finance Act 1975) by
Private Treaty at a special price which reduces the vendor's Capital Taxation liability
by 10%. (The same douceur applies when LOSI is offered to and accepted by the
Government in lieu of CTT).

While this concession should in theory attract vendors of LOSI to NCC, since 1975 only
two purchases with the benefit of the douceur have been completed by NCC (both
relating to CGT only and not CTT). Reasons why it has been little used are:-

(a) When the owner is trying to get the best price for the land, he may do
better by selling in the open market and paying the full capital tax. The
10% discount on the capital tax is not a big enough incentive for him to
accept the District Valuer's price.

(b) The owner may lose some Capital Gains Tax concessions if the douceur is
used.
(c) The use of the douceur also involves the vendor in submitting an

application to the Capital Taxes Office with consequent delay in
completion of the sale.

(d) Increased legal fees may result, particularly in protracted negotiations.

The 10% Douceur is therefore not attractive to vendors.

The douceur is the only fiscal measure intended to encourage owners to sell land to a
conservation organisation. Since recommendations were last submitted to Government
in November 1979, the Wildlife and Countryside Act 1981 has come into effect. As a
result, possibly very large amounts of compensation for profit forgone will be payable
by NCC to owners or occupiers in respect of land within SSSIs. The Government would
therefore have added purpose in encouraging the purchase of some of these special sites
by NCC, and consequently avoiding payment of compensation year after year.

The potential advantages of the douceur to NCC are:-

(a) It reduces the cost of the land and thereby provides some relief from the
current high price of land inflated by agricultural support prices and
subsidies.

(b) It improves the negotiating position for land purchase by reducing

competition with other bidders.
and (c) It reduces NCC's liability for annual compensation payments.

However, the more important aspect is the need to provide an advantage to the vendor.
The douceur should provide sufficient incentive to encourage owners to come to NCC or
other conservation body to sell LOSI. Each purchase represents a matter of
considerable importance for nature conservation, and it is felt accordingly that a much
greater incentive is needed to encourage the voluntary sale of these valuable sites to
NCC and other listed bodies.



Works of art, etc. at present qualify for a douceur of 25%. The extra inducement is
aimed at keeping them in this country. There is even more need for inducement for
scientific land because the wildlife interest could be lost forever, and in many cases
this is just what is happening. Irreparable damage to a site may result from many

modern agricultural and forestry practices. These risks are considered at least equal to
the risk of export in the case of works of art. A higher douceur and relief from CGT

penalties could well reduce this trend. It is therefore recommended that the higher
douceur be applied evenly to sales of outstanding scientific land and exportable objects.

The cost to the Treasury would be negligible. Although the Treasury would lose capital
taxation revenue in respect of these sales of land, NCC (which is Government funded)
would recoup at least 75% of the tax in the reduced price, and NCC's liability for
annual compensation payments would be reduced. A big incentive would be provided for
owners to sell to NCC, resulting in protection of these valuable Wlldhfe sites in
perpetuity at minimal cost to Government.

Recommendation 2

NCC recommends that the douceur should also apply to sales of LOSI to specified
voluntary conservation bodies.

Government already provides welcome grant-aid to voluntary organisations for purchase
of nature conservation sites through the schemes operated by the NCC, the Countryside
Commission and the National Heritage Memorial Fund. Valuable assistance at
negligible cost to the Government could also be provided if the douceur was applied to
sales of LOSI to voluntary organisations.

Voluntary conservation organisations already play a vital part in conserving the national
heritage at little cost to the taxpayer. Over 1500 sites are managed by them as nature
reserves and a majority of these are of LOSI standard. It is felt that every available
encouragment should be given to this work. The potential advantages of the measure
are:-

(a) For voluntary bodies the cost of LOSI would be substantially reduced by the
douceur, and they would not be subjected to the high prices resulting from
competitive bidding. This would result in considerable savings by these
voluntary organisations, enabling them to undertake further land purchase
to safeguard wildlife thus relieving NCC of some of the burden.

(b) The costs of management which inevitably follow purchase would continue
to be borne by the private rather than the public sector. It is perhaps
better in many cases for a voluntary body to purchase a site than for a
Government body to do so.

The present operation of the douceur creates an anomaly in that voluntary organisations
can receive from the Government free of charge land that has been accepted in lieu of
CTT, but voluntary organisations are not eligible for the douceur concession when
buying similar land.

Paragraph 12 of Schedule 6 of the Finance Act 1975 is weighted strongly in favour of
bodies which purchase works of art, heritage objects and historic buildings.
Organisations concerned with purchasing scientific land are grossly under-represented
being limited to NCC and local authorities.

The mechanism for implementing this recommendation appears to be an amendment to
Paragraph 12 of Schedule 6 of the Finance Act 1975.
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The amendment to Paragraph 12 could be to include "The Nature Conservancy Council
or a body approved by NCC".

A precedent for this is in the Wildlife and Countryside Act 1981 Paragraph 35 (1)(c)
where a national nature reserve includes "... any land which is held by an approved body
...". "Approved body" means a body approved by NCC for the purposes of the section.
In practice the number of approved bodies would be limited. NCC would be able to
endorse applications for purchase of suitable sites by approved bodies.

The use of funds by voluntary bodies is checked by the Charity Commissioners.
Undertakings given by the organisation could cover the unlikely event of the disposal of
the land; the land would either be transferred to NCC or the proceeds would be
reinvested in LOSI. Alternatively, breach of undertakings could give rise to a charge to
tax.

For the Government, implementation of this recommendation could result in a net
saving. These sites will mainly be SSSIs subject to possible claims for large
compensation payments for profits forgone. The loss of capital tax revenue to the
Treasury on these few sales of land could be more than balanced by removal of the need
to make compensation payments for profits forgone. The recommendation relates only
to LOSI and therefore is not open-ended. The use of the concession would not be
extensive because voluntary conservation bodies have only limited funds for purchase
and maintenance of heritage properties.

Recommendation 3

That NCC be eligible to receive LOSI which has been offered to and accepted by the
Government in lieu of CTT.

Government may accept certain property in lieu of CTT under Paragraph 17 of Schedule
4 of the Finance Act 1975. The Government then allocates the property, free of
charge, to a body such as a local authority or a voluntary organisation. NCC, because it
is substantially funded by Central Government, is not eligible to receive such land
although NCC may well be the logical and most suitable body to administer LOSI. For
example, land managed as a National Nature Reserve by NCC would at present be
allocated to a local authority or a voluntary conservation body. Because transfer to
NCC is not possible the only option is for NCC to acquire the land on repayment (using
the douceur), and this may not be practicable.

This recommendation is put forward to facilitate transfers of LOSI to the appropriate
body entrusted with the legal authority tn safeguard these sites. It appears that the
Treasury decide on the allocation of the property: Finance Act, 1946 Section 50 (3)
states "the property shall be disposed of in such manner as the Treasury may direct, ...".

Cost to Government - NIL




PART II

Conditional exemption from Capital Transfer Tax. (Applicable to Land of Outstanding
Scientific Interest (LOSI) only)

Recommendation 4

That the Treasury confirms that SSSIs qualify automatically for CTT conditional
exemption.

Claims for conditional exemption from CTT in respect of LOSI have been received from
only 61 applicants in the 8 years since the relief was introduced in the 1975 Finance
Act.

Additionally, CTT relief on SSSIs appears likely to be even less sought in the future
because of the attraction of payments under the Wildlife and Countryside Act 1981 for
"profits forgone".

Our discussions with other organisations confirmed that one of the main reasons why
CTT conditional relief has been claimed for LOSI in so few cases is that tax planning
for this relief is impossible because the Treasury will not indicate in advance whether a
property qualifies or not. Landowners therefore plan to meet or minimise the CTT
liability on the land in other ways. The result has been to negate the purpose of the
legislation which was intended to conserve heritage land for the nation.

The 1982 Treasury Memorandum "Capital Taxation and the National Heritage" states
that a SSSI "can be expected to qualify ...". This has still not removed the uncertainty,
and a definite ruling is sought to bring relief for SSSIs in line with other tax reliefs.

The general principle of tax relief is that a taxpayer claims a relief knowing that a
genuine claim will be accepted - without further reference to the Treasury. The relief
will follow automatically.

In practice, the Treasury do support NCC's recommendation on each site, but a more
definite statement from the Treasury is urgently needed. The statement could be along
the lines of "Land qualifies for conditional exemption if it is within an area designated
by the NCC as a Site of Special Scientific Interest in Great Britain. Some land outside
these areas might qualify for conditional exemption if it is of the requisite standard".

This would give a SSSI owner an incentive to maintain the scientific quality of the land.
Also the owner has the assurance that designated land will qualify for CTT conditional
exemption if he maintains the quality. If the land loses its scientific interest, the
owner would no longer qualify for exemption. The purpose of this recommendation is
therefore to increase the certainty of the safeguard for these sites by increasing the
certainty of the CTT relief for owners.

As with Recommendation 2, the implementation of this recommendation could result in
a net saving to Government, since where CTT conditional exemption is granted on a
transfer of a SSSI, compensation for "profit forgone" cannot be paid to the new owner.
The benefit to nature conservation would be considerable.

It should be noted that the four recommendations in Party] and I are limited to LOSI
and are therefore not of general application. The aim of these proposals is to introduce
consistency and flexibility into these tax reliefs to assist in the conservation of these
valuable sites at negligible cost to the Government.



e ‘

PART III

Woodland Taxation £

Broadleaved woodlands and native pinewoods are valuable habitats which are
particularly threatened and are costly to maintain. The recommendations below are for
minor changes in the current taxation legislation. Two concern CTT relief for woodland
and one the Income Tax provisions.

Two amendments to the CTT legislation are recommended to discourage owners from
felling these woodlands prematurely:-

Recommendation 5

Valuation of trees, where CTT liability on death has been deferred, should be based on

the value of the growing trees at the date of death and not on the proceeds of the
eventual sale of timber.

The present legislation is complex to administer where there are several heirs, and this
proposal would result in savings of administrative costs for the Treasury.

There is also at present an incentive for an heir to fell timber first, before the other
heirs, to gain the benefit of the lower rate of CTT; the later sales are charged at
cumulative higher rates of CTT. The normal basis for CTT (except in this instance) is
the value at the date of transfer of the property; it seems illogical to ignore this
principle when woodland is valued for CTT deferral.

Recommendation 6

CTT liability on the land on which trees are growing should be capable of deferment in
- the same way as the liability attaching to the timber.

Again it seems logical that the land should receive the same treatment as the trees on
that land, in line with the treatment of woodlands for other CTT purposes. The land is
at present treated separately, but this implies that it has a separate value - whch is
hardly realistic when under such a long term cover as forestry, particularly broadleaved
forestry. Broadleaved woodland is assessed for CTT several times during the life of
each crop and deferment of payment of tax on the timber is possible. Deferment of tax
on the land would further discourage the owner from premature felling.

Although these two amendments would apply to all woodlands, NCC considers that they
would encourage the conservation of broadleaved woodland and native pinewoods
particularly.

Recommendation 7

Income tax - Broadleaved Woodlands

It is recommended that the "10 year rule" for Transfer of individual woods from
Schedule B to Schedule D should be removed.

Woods can only be transferred individually from Schedule B to Schedule D within 10
years of being planted. If older than that, the whole property must be transfered
together. Because broadleaved woodland takes so long to reach the income bearing
stage, it would often make more sense for a new owner to transfer the loss-making
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woods to Schedule D, which would include some over 10 years old, if they are’unlikely
to yield net income during his lifetime. Because an owner cannot at present do this,
there is a tendency for such woods to be neglected. Removal of the 10-year restriction
would be likely to encourage the management of broadleaved woodlands which is so
important in nature conservation terms, and might even encourage owners to establish
more in the first place. This amendment will apply to conifers also, but it will promote
the management and planting of broadleaved woodland in particular.

It is estimated that the cost to the Government of the three recommendations above
would be negligible.
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PRE-BUDGET RECOMMENDATIONS 1984

In presenting recommendations for you to consider prior to your 1984
Budget Statement, we wish to place emphasis upon three main points.
First, the need for encouragement to be given to retention of profits
in smaller businesses; second, the value of providing for a modest
expansion of the personal spending power of the individual; and,
third, the help that could be given to the business sector through
curtailment of overheads which are influenced by Government (in
particular, rates and energy costs). All three are reflected in the
following paragraphs, which contain recommendations with regard to
specific taxes.

Income Tax - General Although a statutory obligation already exists

for adjustment of thresholds to compensate for
inflation, we hope that circumstances will permit additional reliefs

to reduce the burden of personal taxation. There are clear indications
that a modest increase in personal spending power, generated by a reduc-
tion in Income Tax, will lead to increased retail activity which, in
turn, will stimulate the manufacturing sector without jeopardising the
essential policy of controlling inflation.

Business Expansion Scheme Under present arrangements, relief is avail-
able only to those not actively engaged in
the business and, moreover, is restricted to corporate bodies. We
recommend provision of matching relief in respect of fixed investment

by persons engaged in the business and also in respect of unincorporated
businesses.

Trading Losses We also recommend that the ability to relate trading
losses of a new business back to earlier periods of
employment be extended to existing businesses, so that in respect of
Corporation Tax and Income Tax trading losses can be related back to
trading profits of the three preceding years.

KN e
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Capital Gains Tax The retirement relief regulation relating to “full-time
directorship™ is inequitable when rigidly applied to a
person whose part-time services often are essential for the future pros-
perity of his firm before retiring completely and disposing of his shares
by gift. In the same way, the restrictive regulations regarding holding
25% of voting rights, or not less than 51% owned by a family, deny many
directors the relief to which they should be entitled. None of these
restrictions apply in similar circumstances in the case of partnerships.
We recommend action to correct these anomalies; and also the situation
which can result in a double charge on liquidation of a company when not
only the company can be Tiable to CGI on the disposal of assets but so
also can the individual shareholders in the distribution subsequent to
the liquidation.

We also recommend that retirement relief be granted in cases where
retirement is forced upon a proprietor by a compulsory purchase order,
even though he may not have reached the qualifying age for such relief.

Capital Transfer Tax The restriction of business property relief in
respect of minority shareholdings is unfavourable

in comparison with partnerships, where it appears that no such restriction
applies. We suggest that, at the very least, it would be reasonable to
allow, explicitly, the aggregation of shareholdings of spouses in

arriving at the qualifying “controlling interest".

Value-added Tax We have appreciated Government rejection of the EEC
proposals for applying a positive rate of VAT to certain
items of business expenditure, such as travel and hotel accommodation,

and urge that resistance be maintained in respect of any other suggestions
that zero-rated transactions (eg. improvements to property) should be
positively rated.

We recommend a substantial uplift in the VAT threshold for registration;
and that registration/deregistration below the threshold be at the dis-
cretion of the businesses concerned. We would be strongly opposed to any
suggestion that there should be more than one positive rate.

National Insurance Surcharge In our recommendations last year we assumed

that the iniquitous National Insurance
surcharge was being abolished by degrees; and we now recommend that it be
removed completely.

That is one of the overheads influenced by Government, to which I
referred in my opening paragraph. The following are further examples:

Uncontrollable Costs Probably the most significant of the costs over

which businesses are unable to exercise control

is that imposed by local authorities in the form of rates. That particular
tax takes no account whatsoever of the taxpayer's ability to pay, it has

no connection with the profitability of the business, and carries with it

no franchise in local elections. This Chamber is very disappointed that
the Government has so far been unable to reduce this particular burden,

as was anticipated before the 1979 election, and hopes for something

more substantial by way of relief than is envisaged by the White Paper

on the subject.

T



" The National Chamber of Trade Continuation Sheet 3

Members also have been dismayed at the cost of seryices provided by
the nationalised (and similar) undertakings, and especially the unnecessahy
increases (eg. in gas prices) insisted upon by the Government.

We emphasise again that every increase in business overheads will
require several times as much additional turnover to accommodate the
additional cost if prices are to remain steady, and therefore competitive,
and that is particularly the case in the retail sector. Everything
possible therefore should be done to reduce the impact upon businesses of
all such costs.

Indexation We recommend a general uplift in taxation thresholds, including
those related to stamp duties (in which connection we draw
attention to our response to the Inland Revenue consultative document
"The Scope for Reforming Stamp Duties") in Tline with the rate of inflation.
Special treatment is required in the case of Capital Gains Tax, where
reliefs should recognise the extent of inflation since inception of the
tax. Alternatively, we support the suggestion put forward by the Institute
of Directors for exemption of assets held for seven years or more.

Form P11D It is felt that directors of very small companies suffer by

comparison with employees on a similar level of income, with
regard to the P11D requirements, and that such directors should be treated
as employees in respect of the tax treatment of expenses. Meantime, as
it now is four years since the level of remuneration requiring completion
of the form P11D was set at £8,500, we recommend that the threshold be
raised to at least £14,000.

Business Taxation - General It clearly is desirable that encouragement
be given to small businesses to plough back
profits in order to facilitate growth and the introduction of new tech-
nology. We therefore recommend that taxation of business profits be
revised to that end and, in particular, that profits left in the business
be exempt from tax whilst such funds remain with the business, provided
they are used for increased efficiency or expansion within a specified
term (say, five years). :

Our members also feel that tax reliefs given to one kind of business
should not be denied to other kinds. We therefore look for a revision
of the present difference in the treatment of profits of corporate and
unincorporated businesses; and hope that you will end the discrimination
between industry and commerce in the granting of capital allowances in
respect of expenditure on premises.

We again draw attention to the fact that nothing so far seems to
have been done about the promised review of Capital Gains Tax, and urge
that it be put in hand without further delay.

Finally, we return yet again to the need for any change in taxation
of business profits to deal equitably with large and small businesses,
and between corporate and unincorporated businesses, and suggest that
that objective could best be achieved in the long term by implementation
of the Meade Committee proposals for a direct and progressive expenditure
tax. That subject was debated at our national conference last year, when
a resolution was adopted in the following terms:




The National Chamber of Trade

"In view of the disincentive to investment inherent in the
_existing system of taxation, and the regressive nature of
indirect taxation, this Chamber urges Her Majesty's Govern-
ment to set up a Committee of Inquiry to examine the effects
of replacing Corporation Tax and Income Tax by a progressive
direct expenditure tax; and then to consult with appropriate
organisations en the findings of the Committee".

Continuatlu Sheet 4.'

I would be expecially grateful if you could comment to me upon that
resolution, and the prospects for its implementation. We naturally would
be pleased to enlarge upon that or any other aspect of these recommendations,

if you or your officials could meet us for that purpose.

Yours sincerely,
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LESLIE SEENEY
Director General
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We are a trade assoc1at10n representing retail pharmacists. On behalf of
our 9,500 members we ask you to take the opportunity in your 1984 budget
to stimulate trade and employment in the retail sector. We would suggest
that a series of measures be used to increase individual disposable income
and to produce a fairer distribution of the tax burden over the economy as
a whole.

The particular measures we ask you to consider are as follows:

(1) Capital allowances should be granted on buildings used for
retailing purposes. It is unreasonable to discriminate against
retailing which has a direct influence upon manufacturing output
when service industries such as hotels are granted Capital
allowances on their buildings.

(2) The remaining 1% employers National Insurance Surcharge should
be removed. This surcharge is clearly a disincentive to employ
and is a laclor aggravaling Lhe current level of unemployment.

(3) Under Statutory Sick Pay regulations the employer has to pay
National Insurance contributions during sickness. This cost is
not recoverable and is a further disincentive to employ people.
Employers National Insurance contributions should not be payable
during periods of absence due to sickness.

(4) The threshold for PIID "higher paid" employees should be
increased. (Unchanged at £8,500 since April 1979.)

(5) In view of the current high level of unemployment and under-
utilisation of public transport, the cost of travel to and from
work should be allowable for Income Tax purposes. This cost is
clearly 100% wholly and exclusively incurred in obtaining taxable
income. This measure would encourage more mobility and prevent
people rejecting out of hand jobs which are not on their own door-
step.

Cont'd. ..
NATIONAL PHARMACEUTICAL ASSOCIATION LTD (BY GUARANTEE) 1281757 ENGLAND /
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(6) Local Authorities should not be allowed to increase their rate
demands by a figure greater than the Government published wage
Settlement 'norm'.

(7) The threshold for mortgage interest relief should be increased
in line with the rate of inflation since March 1974 when the
original advance limit of £25,000 was set. The increase to
£30,000 made in the last budget was insufficient. Also stamp
duty on the purchase of property should be abolished. These
measures should free more money for investment and expansion of
the smaller business.

(8) Private Sickness Insurance should be allowed for Tax. Especially
for the small self-employed business man who is "gambling" with
his health and whose presence is usually essential for the con-
tinuance of the business.

(9) VAT is an inefficient tax to collect and savings in costs both
to Business and to the Revenue could be achieved if VAT was
eliminated between Registered Traders and the threshold signifi-
cantly increased. We believe that this could lead to a reduction
in the rate of VAT which would benefit all consumers regardless
of their income level and would be a welcome reflationary measure.

Yours faithfully,

T.P. Astill
Director
National Pharmaceutical Association
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Dear Mr. Lawson, I&E No. 1 6 51 2._‘

Budget 1984

We support the points raised by our Federation nationally for theBudget 1984.

However we would like to draw your attention to two matters of particular importance
to rural Scotland.

1. Petrol Prices. Increases in petrol prices are always reflected inevitably
in increases to all goods. We are dependent on transport and this will
affect all businesses - not just those retailing petrol. Use of private
vehicles is more essential in our rural areas and petrol . price increases
have a serious effect on the money available for purchases elsewhere.

We urge you to restrain from taking action that will result in higher
petrol prices.

2. Whisky Duty. There are communities, particularly in the Highlands and North
East of Scotland, which are largely dependent on the Whisky Distilling
Industry. This has suffered greatly in recent years and many communities
and small businesses have been badly hit. Therc is a case for reducing
Whisky Duty. There is absolutely no case for increasing it.

We know that you have been approached by Mr. Albert McQuarrie M.P. on those
subjects. We wish you to know that we are 100% in agreement with him.

b e A e gt Yours ‘sincerely,
FikaRCIAL  SECRUT S N.F.S.E. & S.B.,
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NEODA SUBMISSION ON BUDGET PROPOSALS

NEODA is the only national body representing distributors
of edible o0il in the UK. Its 50 members are responsible

for over 70% of the trade in the UK for large consumer and
catering packs of edible o0il. Our members supply oils and
fats for catering, and to take-away outlets and fish and

chip shops.

Our Association would like the following views to be taken into
account in considering the Budget Proposals for 1984.

1 We are concerned about the detrimental effect any
imposition of VAT on take-away food will have on
sales from fish and chip shops, from take-away
outlets, and inevitably on our members sales of oils
and fats.

2 We subscribe to the views of the National Federation
of Fish Friers, that the imposition of VAT on take-away
foods would be a tax on basic foodstuffs eaten in the
home, and that such a tax on basic foodstuffs should be
resisted.

Furthermore such a tax would be regressive, in the sense
that it would hit pensioners, who depend on fish and chips
for their main hot meal of the day.
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R P BOAD
President

AFFILIATED TO THE FOOD MANUFACTURERS' FEUERATION INCORPORATED
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Dear Chancellor B RS e N

1984 BUDGET

§ Havingiseeniaicopy of ithe NFTRATletter to you:of*i31i0citober

on the subject of Capital Allowances for Leasing, I am now
writing to you on behalf of the NEDO Consumer Electronics

EDC to express my support for their case for a 40% Writing
Down Allowance on all rentals, ie including imported products.

The EDC agrees - and has made this point before to your
predecessor - that as well as creating markets for new products
the rental industry gives essential support to UK manufacture.
The change in our stance from our previous correspondence

with your department results in a growing realisation that
rental is not a historical and geographical anomaly that

will disappear as IV sets become cheaper and more reliable,

but is a form of distribution that has a future, given equit-
able tax treatment, and is a real asset to the UK that other
counricsi enviy.,

This future is based on several developments all working

in the same direction t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>