


CONFIDENTIAL

(Circulate under cover and
' of mov

OO TR VTR

[T

PART A

1987—88 BUDGET
REPRESENTATIONS




297 3

Treasury Chambers, Parliament Street, SWIP 3AG
01-270 3000

Major General W D Mangham CB
The Brewers' Society
42 Portman Sqguare

LONDON
W1H OBB © January 1987

Z&Amu ﬁm{@m

Thank you for your letter of 15 December which enclosed your
representations for the forthcoming Budget.

I would be delighted to meet with you again this year. I have
asked my office to be in touch with the details.

. ,1/7“ |

NIGEL LAWSON
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CATHY RYDING
6 January 1987

PS/MINISTER OF STATE cc PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Mr Scholar
Miss Sinclair

PS/Customs & Excise

VAT: TAX AVOIDANCE (STARTER NO.6)

The Chancellor has seen your note of a meeting on 4 December with

the Brewers Society.

Des The Chancellor would be grateful for the Minister of State's

views on the way through this.

Cik

CATHY RYDING
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FROM: J P BATTERSBY
DATE: 7 JANUARY 1987
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A CHANCELLOR OF THE EXCHEQUER

INHERITANCE TAX RATES AND BANDS

dis This note responds to requests for further information
about the effects of current options on yield, and winners
and losers. (Mr Kuczys' minutes of 31 December and

6 January.)

Effect on yield

2 You asked what would be the reduction in yield of the

current two options - your scale, termed "Arithmetic 82" and
Mr Houghton's Scale 4, "Geometric 82".
21 The inheritance tax (IHT) yield is rising to reflect

share and house prices. Estimated accruals in respect of
transfers in the year - the full year yield - have increased
from around £1100m in 1986/87 to around £1270m in 1987/88.
Table A below shows the eventual effect of these options on

IHT accruals in respect of transfers in 1987/88.

Table A IHT accruals 1987/88

£m % reduction

1987/8 Accruals with statutory indexation 1270 -

1 " h Arithmetic 82 1070 5.7
" " " Geometric 82 1020 o
ce Chief Secretary Mr Battishill

Financial Secretary Mr Isaac

Economic Secretary Mr Beighton

Minister of State Mr Calder

Sir P Middleton Mr Houghton

Sir T Bmrns Mr Spencer

Mr Cassell Mr Battersby

Mr Scholar Mr Brown

Mr Cropper Mrs Evans

PS/IR



4. IHT arising from deaths in a year is received over a
number of years, because tax on some assets can be paid by
instalments, and large cases take time to settle. Roughly a
third of the tax is received by the end of the year in
question, and about three quarters by the end of the follow-
ing year. This is reflected in the figures shown for these
options in scorecards, which are the effects on the

estimated receipts in that year.

Gainers and losers

Bie IHT liability arises on only around 6 per cent of
estates. Table B below analyses the 40,000 taxpaying
estates expected in 1987/88 with statutory indexation. Bath
current options, with an £82,000 threshold, give 32,000 such

estates, and a similar analysis is available.

Table B

IHT accruals in 1987/88 by size of estate

Size of Number of Taxpayers Tax Effective
Estate Estates Liability % Rate
£000 £m
0-60 595,000 0 0 0
60-80 21900 5,480 5 0
80-100 I3 400 11,800 51 4
100-200 20,400 15,500 308 3l
20-300 4,740 3330 21052 18
300-400 25,0700 1450 55 22
400-500 930 690 104 25
500-1000 1,240 943 2231 2T
1000-2000 306 252 126 31
Over 2000 87 70 86 28
660,073 39-515 1,268

6. Although marginal rates of tax payable range from 30 to
60 per cent, the effective rates are much lower: these
rates rise more steeply up to around £300,000, and then
decline for the small number of estates over £2 million,
which contain more property qualifying for business and

'agricultural relief, and also heritage exemption.



T4 The exemption for property left to the surviving spouse
means that the majority of taxpayers are widows or single
women. It is estimated that in 1987/88 56 per cent of
taxpaying estates will be in this category, and will produce

around 60 per cent of the tax.

8 There are no outright losers under either option, as

both increase thresholds by more than the increase in the
RPI which forms the basis for statutory indexation. The
main gainers 1in percentage terms under both options are
those with estates of up to £100,000, who gain both from the
increase in the starting point and from the widening of the

30 per cent band. Arithmetic 82 gives smaller gains in

percentage terms as the size of estate rises, and the same
cash reduction 1in tax to all estates above £400,000.

Geometric 82 is more generous to estates above around

£250,000, and gives its greatest reduction to estates in the
range of £300,000 to £500,000. The Annex shows the effect

of both options on various sizes of estate.

9. In the time available we have not been able to analyse

in detail such estates, but the following broad points

emerge:
a. From Table B, there are estimated to be only
around 3,400 taxpaying estates of above £300,000 -
10 per cent of taxpaying estates - in 1987/88.
] o 1 In general, the larger the estate, the smaller the
proportion of its assets contained in housing.
The percentage declines from around 55 per cent of
the total assets in estates of £90 - 100,000 to
around 22 per cent at £500,000.
Cy In line with b, the larger estates contain a

greater proportion of liquid assets (cash,
securities, quoted shares) than the smaller. The
figures (the aggregate of all relevant estates)

are 62 per cent for estates between £300,000 and
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£500,000, and 46 per cent for taxpaying estates up
to £100,000.

i Only 17 per cent of taxpaying estates contain
assets qualifying for business or agricultural
relief, but these must be the larger estates (we
have not done a detailed analysis) as they are
estimated to contribute around 35 per cent of the
yield. If so, then in general their liquid assets
are more than sufficient to meet the tax. Tax
represents 7 per cent of liquid assets at the
lowest level of taxpaying estates, and a maximum
of 59 per cent for estates over £2 million - but
these are also aggregate figures, and individual

cases may show significant differences.

Conclusion

10. There are no potential 1losers. The . "typical  sTHT
taxpaying estate is that of a widow. Both options give the
largest percentage reductions to estates below £i00,000,
which consist almost entirely of houses and liquid assets.
Estates above that level are relatively few, and in this
range Geometric 82 is most generous to estates between
£300,000 and £500,000. Such estates are likely to have

about a guarter of their total assets in housing, and most

of the rest in liquid assets.

ot

J P BATTERSBY




REDUCTIONS IN TAX COMPARED WITH STATUTORY INDEXATION

Estate Size Tax Under 82 Arithmetic 82 Geometric
in £000s Statutory Indexation

100 7,900 5,400 5,400

reduction - 2,500 25500

% 32 32

200 47,800 39,000 39,000

reduction - 8,800 8,800

% 18 18

300 98,900 84,400 79,000

reduction - 1145500 19,900

% 115t 20

400 1:57:, 550 141,600 126,200

reduction = 15,950 3253510

% 10 20

500 207 255(0) 201,600 176,200

reduction ~ 11579510 45,350

% 7 19

1000 5 1872,35 510 501,600 460,600

reduction - B35 50 56,950

) 3 1E1E

2000 Eja a1l e s51510) JN0E S 600 1,060,600

reduction - 154950 56,950

% Ik 5
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BUDGET DEPUTATION: AA 7

r
/

I—attach  briefing for— the Chancelldf's meeting with the AA on

Tuesday 13 January at 4.00 pm.

(C&E)

27 Mr Boardman

support.

and Mr Romanski

(FP)

will provide official

G MCKENZIE
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.)TORING TAXATION: STRUCTURE

A. AA's VIEWS

The AA have traditionally been strongly against abolishing Vehicle Excise Duty

(VED) and transferring the tax to the price of petrol. The AA believe that
abolition would create more injustices than exist at present and would unduly
punish both high mileage and large car drivers. It is the AA's view that it
would be far better to impose substantial penalties under the existing system
for evasion of VED. The AA would favour abolition of Car Tax, but do not regard

it as a matter of the first importance, and have not raised the point this year.

B. BACKGROUND

1. VED
One of the conclusions of the PAC report on VED evasion and enforcement,

published on 17 November 1986 was:

(viii) We note the absence of information on the calculations or
considerations on which all of the possible alternatives to VED have
again been rejected. We have ourselves identified a number of
factors which indicate some continuing possibilities. We are
therefore glad to note that the position on alternatives to VED has

not been permanently settled.

The Government's position remains as the then Financial Secretary stated, in the
debate on an earlier PAC report on 24 October 1985, that "possible alternative
forms of taxation have been examined, but none has been found to be preferable
to the form that we have, even with its acknowledged disadvantage. I put that

clearly on record".

The latest survey of evasion showed that it probably amounted to between some
3.5 and 5% of the total VED revenue, or about £80 million to £120 million in

1985/86. This is less than previously thought.

Abolition of VED would mean additional tax of about 38p on each gallon of petrol

to recoup the lost revenue.
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Car Tax
Abolition of Car Tax is strongly advocated by bodies such as the Society of
Motor Manufacturers and Traders and favoured by the AA. The revenue at stake is
likely to be approaching £1 billion in 1986-7. Abolition of Car Tax would
represent a significant revenue loss which would have to be recouped from other

sources.

C. LINE TO TAKE

Although the possibility of shifting taxation from VED to petrol duty is kept
under regular review, the Government have no immediate plans to abolish VED.
They would only do so if the benefits of such a move were clearly greater than

the disadvantages.

[If the issue is raised] - The arguments about Car Tax on both sides are

understood; the Government does not see a pressing case for immediate abolition.
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QOTORING TAXATION: RATES

A. AA's VIEWS

The AA express appreciation of the treatment of 'motoring taxation!' generally in
the 1986 Budget, and accept that recent increases in petrol duty have been
'modest'. They stress the importance of cars to individuals and to the economy ,
and ask for a standstill or even a reduction in rates of tax. In connection with
petrol duty, they suggest that demand for petrol is relatively price-elastic,
and point out that duty increases contribute to inflationary pressures. No
comment has been offered on the planned help for unleaded petrol. Although the
AA consider that Vehicle Excise Duty is less unpopular than petrol duty, they
appear to be pleased that it has been kept to a round £100, as urged by Lord

Erroll last year.

B. BACKGROUND

In the 1985 Budget VED for cars and light vans was raised from £90 to £100 (an
increase of 11.1%, more than twice the rate of inflation). In the 1986 Budget it
was left unchanged. Petrol duty was exactly revalorised in 1985, but in 1986 it
was over-indexed: the 8% increase, combined with the VED standstill, achieved
overall revalorisation for motoring taxes. The duty differential in favour of
unleaded petrol to take account of the higher production costs, which was

announced in the 1986 Budget, is to be introduced in the 1987 Budget.

C. LINE TO TAKE

The Government is not anti-motorist. Taking both VED and petrol duty together,
the increase in motoring taxes in the 1986 Budget was equal to the rate of
inflation. Comparisons with motoring taxation in other countries are complex and
of debatable relevance; the Government does not consider that the UK motorist

currently faces an unacceptable burden.

[If the point is raised] - Preparations for giving unleaded petrol some fiscal

assistance are proceeding.
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BACKGROUND BRIEFING FOR CHANCELLOR's MEETING WITH THE AA ON TUESDAY 16 DECEMBER
e

(i) National traffic growth forecasts are periodically updated and

used in deciding priorities for the National Roads Programme.

(ii) Both Scotland and Wales devote resources to the provision of roads

that will relieve communities trom the effects ol heavy traffic.

(iii) Government gives roads a high prioritys since 1978/T79 capllal
spending on motorways and trunk roads in England has increased by almost

30 per cent in real terms.
(iv) Taxes are not hypothecated because:

(a) taxpayers do not generally receive benefits directly proportionate
to their contribution +to the Budget: all tax entails some

redistribution

(p) flexibility in both planning public expenditure and raising

tax revenue would be reduced.




CONFIDENTIAL

Policy Division
Inland Revenue Somerset House

FROM: B T HOUGHTON
8 JANUARY 1987

CHANCFT.T.OR OF THE EXCHEQUER A e
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INHERITANCE TAX RATES AND BANDS: GAINERS AND LOSERS

1e Mr Battersby's analysis in his minute of 7 January (below)

responds to your request for further information about the impact of
the possible changes in the IHT rate schedule in terms of gainers an
losers. But the analysis is done in terms of death estates and this
raises the question how the impact of IHT changes is perceived by th

living.

24 The perception of the impact falls into two main categories: the
first is the living, contemplating the impact of the tax on their
death and the second are the beneficiaries whose take is reduced by
the tax. As regards the first category, many people want to see as
much of their estates pass to their beneficiaries and not to the
state as possible. Reductions in the tax rates will be generally
welcomed on this account. They will be of even greater importance to
those who want to keep assets as intact as possible because of their
utility to the future generations (businesses, farms and agricultural
estates) and want to leave sufficient liquid assets to secure this.
But many estates finish up in the hands of an elderly widow (often
being cared for) who has only a limtited capacity for concern about
the reduction which the tax will cause in the dispositions she is
making - often to fairly remote relatives. As regards the
beneficiaries themselves of course their interest lies in anything
which minimises the cut which the tax takes from their inheritances

and their interests may not be the same as the testator's.

cc Chief Secretary Mr Battishill
Financial Secretary Mr Isaac
Economic Secretary Mr Beighton
Minister of State Mr Calder
Sir P Middleton Mr Houghton
Sir T Burns Mr Spencer
Mr Cassell Mr Battersby
Mr Scholar Mr Brown
Mr Cropper Mrs Evans

PS/IR
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k- 38 You also asked whether we could comment on the interaction

of the CGT/IT changes and the IHT options. Although we hope to be
able as a result of the recently completed survey to say more about
the relation between CGT and IT payeré*%e cannot provide an analysis
bringing in IHT as well. The difficulty is that death is not an
occasion of charge for CGT purposes. The information we have about
the contents of death estates cannot be linked with data about gains

or income during lifetime.

i, .

B T HOUGHTON
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FROM: P J CROPPER
{v;> DATE: 9 January 1987

CHANCELLOR~ cc Chief Secretary
Financial Secretary
' Economic Secretary
Yﬁv/ Minister of State

,Q(\ ‘Axﬂ %s 'V 7 Mr Scholar

G*_ g Mr Ros§ Goobey
t}‘N 9» b{ ?? jf_ Ht‘ Mr Tyrie

w \

%;(\’ LS" CONSERVATIVE LAWYERS: IN'%ERITANCE TAX AND TRUSTS
v d

\9

The second half of the Conservative Lawyers' submission

has Just come in. Thco Wallace adds: "I am also sending
these to Leon Brittan who is now chairman of the Society

of Conservative Lawyers".

20 In their first submission the Conservative Lawyers'
pressed the case on IHT treatment of Trusts with Interest
in Possession. Mr:. Battishill, | to* whom: we': referred  the
question, has sent a note (also attached). He adds in

an acommpanying letter:

"The settled property point is the important one.
It is old ground, and the Society has nothing new
to say. The issue is whether the Chancellor wants
to move from the firm position he took last year and

embark on a long and possibly controversial consultation

exercise."
3 The tax man at the Country Landowners tells me that
Peter Rees has advised the CLA tax committee: "Your best

chance of getting a change in the IHT treatment of Trusts
with Interest in Possession is to 1line up with other

representative bodies and all push together."

4. The CLA think the Revenue 1is greatly over-playing
the difficulty of devising anti avoidance measures to deal

with the "widows loophole".



5% As a useful reminder, I attach a copy of the relevant

"note on clauses" from last year's Finance Bill.

T

P J CROPPER
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1987 BUDGET PROPOSALS

RATES OF INCOME TAX AND CAPITAL TRANSFER TAX

In May 1986 we submitted a short paper on the rates of
inheritance tax with a Table comparing the burden of
capital tax on estates of the same real value in 1949,
1974 and 1986. We take this opportunity to re-submit
the table with some further comments together with some

observations on the rates of income tax.

It seems to us that, although the burden of income tax
and inheritance tax has been substantially alleviated
at both the lowest and the highest ends of the scale,

the burden in the middle remains excessive.

When the rates for the new unified income tax were
originally announced in the March 1972 Budget the
threshold for the 40 per cent band was set at a total
income of £5,000. Between that date and December 1985
(the basis month for indexation of thresholds for
1986/87) retail prices increased by more than 350 per
cent. If thresholds had been increased in line with
inflation since March 1972, the threshold for the 40
per cent band for 1986/87 would be £22,650 against an
actual figure of £17,200. The annexed Table shows the

b



rates for 1973/74 and 1986/87 together with the rates
which would apply in 1986/87 if fully indexed from
March 1Y/2. The contrast is even more marked at the 45
per cent threshold. It should be remembered that at
these middle incomes the impact of the limit of £30,000
for mortgage interest relief is at its greatest due to
the high price of property; those with high incomes are
better able to fund the excess interest not qualifying

for tax relief.

We would urge that consideration be given to
introducing a smoother progression of higher rate tax
with a lower band at 35 per cent and with wider bands
thereafter. We share the concern of Ministers at the
impact of the higher rates of tax particularly when
compared with those now obtaining in the USA; we would
however suggest that as an alternative to abolishing
the higher rate bands consideration be given to
retaining a high band for the present but with a much

increased threshold.

We wish to emphasise our concern at the impact of
inheritance tax on estates between £71,000 and

£317,000.

At these levels the smaller the estate, the larger the
proportion accounted for by private residences; in our
experience, it is not unusual to find the sole

2
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substantial asset of an estate to be a residence WOrth.
some £100,000. It is of course true that spouse relief
is most valuable; however, it is our experience that
many widows with families are gravely worried by the
prospective burden of capital transfer tax on their
death. With the passage of time since the introduction
of full spouse relief in November 1974, an increasing
number of surviving spouses are dying with inheritance
tax being levied at a high rate on the combined
estates. It does seem to us that it should be possible
for a person to own a residence and a modest amount of
free capital in order to provide for old age without
the prospect of a high rate of inheritance tax on

death: that is not the case at present.

At a time when the Government is seeking to promote a
capital-owning democracy we find it strange that such
high rates of inheritance tax have been retained on

estates of medium size.

While persons with large estates can take advantage of
the P.E.T. regime to make lifetime gifts, this is more
hazardous for those whose main asset is their house.
Indeed the impact of the reserved benefit rules is
greater on persons with medium sized estates than on
wealthier persons who can afford to make outright
gifts. Furthermore, many widows only hold limited
interests in the estates of their husbands and are thus

3



unable to avail themselves of the reliefs for

potentially exempt transfers.
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Society of Conservative Lawyers

Inheritance Tax on Settled Property

Point at issue

1L A The Society want settled property brought into the new
regime for lifetime gifts. Outright gifts between individuals
are exempt from inheritance tax if the donor survives for 7

years. Gifts into a trust are not.

Comment

288 This is the now familiar complaint that the CTT concept of
parity between trust giving and outright gifts has been
abandoned. That has been defended on the grounds that

- Chancellor wished to encourage 6utright, unfettered

giving, and trust giving is by nature unfettered:

- the parity concept has lost relevance and the

departure from it was deliberate.
A change now would look like a U-turn.

3. Exemption .of .all  gifts -into lamd”out .of @ trusts would
undermine the structure of the IHT regime. This is because the
system pre-supposes that some transfers will be taxable when made
and would not be appropriate if all lifetime transfers were
exempt. Creation of a new structure would need a major
consultation exercise lasting at least two years. The outcome so
far as discretionary trust charges are concerned is likely to be
controversial. These are the periodic charges that are imposed
on discretionary trusts as the price of sheltering assets from
the death charge. They are barely adequate alongside a charge on

= ¥
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transfers into trust, and would need to be increased if the

transfer charge were abolished.

4. Some critics have suggested exempting transfers to and from
interest in possession trusts but leaving discretionary trusts
alone. Limited action of this sort would expose the weaknesses
in the discretionary regime and might precipitate a major review.
Even if it did not, it would not be so easy as its proponents
suppose. To be complete, it would involve measures to defeat
exploitation of the spouse exemption at both the entry and the

exit from the IIP trust.

151 There is no obviously right form of anti-avoidance measure
even at the entry point, which Sir Brandon Rhys Williams tried to
tackle at the Report Stage of the 1986 Bill. There are problems
about finding a fair system, since almost any system would be
perceived as bearing too harshly where there is no avoidance
motive. There are further problems at the exit stage, where
action might have to be by direct and controversial restriction

of the general exemption for inter-spouse gifts.

6. Given the need to work up proposals and to consult, limited
legislation could not be ready before the 1988 Finance Bill - and

possibly not then if wider issues were pressed.
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Society of Conservative Lawyers

Inheritance Tax - Reserved Benefits

Point at Issue

Clarification of the appliction of the Gift with Reservation
(GWR) rules when a share in a house is given to children, who
then occupy it as their family home with the donor - each owner
bearing his share of the running costs. Ministerial statement
during passage of Finance Bill was based on unsound view of the
law. Clarification should be by legislation, a considered

statement of practice or an extra statutory concession.

Comment

The GWR rules are admittedly complex. They deal with complex
situations. Some uncertainty is inevitable but the case law on
similar estate duty legislation provides useful guidance on

matters of interpretation.

We do not agree that the Ministerial statement on the specific
point mentioned by the Society was ill founded. It rests on a
respectable interpretation of the law. The' "point:is ‘oneit of
several we are considerating for the issue of further guidance.
We are not yet certain whether the guidance needs the status of a
formal Statement of Practice. But we do not believe it requires

either legislation or an extra-statutory concession.
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JEHNTHH ¢ SIE: o7 PAGE . B4
BOARD OF INLAND REVENUE
BACKGROUND NOTE
5 We assume the proposal uses the term

FOR
MINIS—H
TERS
USE

ONLY

life interest in the colloguial sense of an
interest in possession [which need not
necessarily be for the whole of life].

6. Immediate charge on gifts out of interest
in possession trusts is necessary to prevent
the avoidance of the charge on death by the
channelling of property through a surviving
spouse. Because of the certainty which a
trust provides it would be both simple and
attractive to get round the pre-death protective
period by leaving property to a spouse for*
a fixed term with remainder to the children.

T For example, A - with only a few months
to live - puts property into trust to pay
income to his wife for 1 year (or until A's
death if it is earlier) with remainder to
his son absolutely. There is no entry charge
on property going into trust as the spouse
exemption applies. Under the amendment, there
would be no exit charge when the trust property
passed to the son on A's death. If A had
given the property directly to his son, the
gift would have been taxable on the donor's
death.

8. More detailed notes on Trusts in paragraphs
2l, 22 and 47 to 50 of the General Note on
Clauses 79-83 and Schedules 18 and 19. Any
change in the trust regime would have serious
repercussions on the rest of the IHT provisions
and might wreck the whole scheme.
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D@TE% 9 January 1987
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CHANCELLOR OF THE EXCHEQUER ( | , ¢ Chief Secretary
» Bwﬁ’ iy Financial Secretary
(A ; rq¢‘v’ Economic Secretary
V_  oF v Mr Scholar
sgﬁb” Sy Miss Sinclair
\V ka Mr Cropper

V PS/Cusctoms & Lxcise

VAT: TAX AVOIDANCE (STARTER No 6): THE BREWING TRADE

I have seen the note of 6 January from your Private Secretary
to mine. I discussed this with Customs yesterday - the note

of the meeting gives further details.

When the Brewers' Society came to see me on 4 December they thought
that the change we have proposed would cost them about £70 million.
Customs will be issuing draft regulations in about a month, and
thereafter they expect to have detailed discussions with the
trade, with the aim of agreeing a special method of assessment
for them. Customs expect that this would reduce the loss to
the trade to about £25 million, costing us £45 million in lost

revenue.

To avoid any loss to the brewers, we would have to withdraw the
proposals we announced before Christmas, and start again. We
could easily lose all of the £300 million benefit from closing
this loophole. I hope you agree that we should not consider
this further. But the £25 million of extra VAT paid by the brewers
and the licensed trade could be offset by adjustments to drink
duties - especially on beer and spirits. The under-indcxation
package in Mr Knox's submission of yesterday implies, in scoxe-
card terms, a loss of revenue from drinks duty of about
£40 million, of which sales through 1licensed premises account
55 about - £25 million. Of course one cannot assume that all
taxes and duties are passed completely to the final consumer,

but nevertheless a package of this kind would leave the ovcrall




tax burden on this area broadly unchanged, compared with a standard

revalorisation and no reform of VAT.

One final point is that, as Mr Jefferson Smith's submission of
yesterday makes clear, a package on these 1lines would not cause
any problems with the wine duty restructuring that I agreed at

the end of December.

et 3

PETER BROOKE



CONFIDENTIAL

FROM: S P Judge

DATE: 12 January 1987

MR BAZLEY - C+E cc PS/Chancellor
PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Mr Scholar
Miss Sinclair

PS/Customs & Excise

VAT: TAX AVOIDANCE (STARTER No 6): LEGAL ADVICE

At the meeting on 4 December between the Minister of State and
the Brewers' Society, there was some discussion about whether
Customs' proposal was lawful. As you explained to me on the
telephone on Friday, you have slightly amended the details of
your proposal, in order to make it clear that you are using the
powers in Article 17 of the Sixth VAT Directive. This will be
made clear when you issue your draft regulations early next month,

for consultation with the trade.

Notwithstanding this, the Minister of State thinks that it would
still be prudent to ask the Law Officers to confirm that all
is well. I hope that this should be reasonably straightforward.
The Minister has asked me to reassure you that he is not doubting
the accuracy of your legal advice, but simply taking all possible

precautions.

I would be grateful if you could set this in hand, and (as soon

as possible) give me an idea of the likely timescale.

S P JUDGE
Private Secretary
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MINUTES OF A MEETING HELD AT 4.00PM ON TUESDAY 13 JANUARY
IN NO.1ll DOWNING STREET

Those present: Chancellor
Sir Ralph Carr-Ellison-AA

BUDGET DEPUTATION: AA

Sir Ralph Carr-Ellison said that the Association were very

appreciative of the stance that the Government had taken towards
motoring taxation. The Association consisted of over 6 million
members representing 12 to 15 million motorists. They had contact
with motorists through their members, through their break down
services and via their regular monthly survey of 1,000 motorists.
The car was no longer a luxury, but was a necessity in rural
areas, for business, and represented a large part of people's

budgets.

Petrol duty

22U Sir Ralph said that he hoped that it would be possible

for the Government to leave petrol duty at its present level,
or to 1limit any increase to inflation. Recent increases 1in
petrol prices would benefit government revenue, to an extent

which he hoped would satisfy the Government's needs.

VED

S Sir Ralph said that he understood that the Government

had decided against abolishing VED, and raising an equivalent
amount from petrol duty. Abolishing VED and increasing petrol
duties would increase substantially the cost to rural motorists,
smaller motorists, and those in the most disadvantaged parts
oL the' icountry. Furthermore, it would still be necessary to
register vehicles and so there was bound to be some charge which

was unlikely to be less than £5. The Chancellor said that petrol

tax was a much fairer tax than VED because it related taxation

to the use being made of roads. This was why a complete switch



had been considered, but he noted that Sir Ralph would be against
5 o Sir Ralph said that he would expand on these points in

a formal submission that he would be sending the Chancellor

shortly.

Unleaded petrol
4. Sir Ralph said that he understood that the Chancellor

was thinking in terms of tax equalisation so that unleaded petrol
would be no more expensive than leaded petrol. He asked that
this should not come about from increasing the tax on leaded
petrol, as this would penalise those with older cars who were
less well off. There was a strong case for the nation as a

whole paying their proportion.

5% On the tax side generally, the Chancellor said that he
noted what had been said about leaded and unleaded petrol and
the non-abolition of VED. However, as Sir Geoffrey Howe had
said} it was a sensible presumption that each year indirect

taxes should be adjusted in 1line with inflation. He did not
think that the yield from North Sea o0il tax affected the equation
in the slightest. Indeed, if there was a link, then it would
have been very uncomfortable for the motorist over the 1last
year! Motoring taxes were a very big revenue raiser, and the
money was needed. However, on the whole the Government had

been reasonable and he would hope they would continue to b

SO.

Roads

Local Authority expenditure

6. Sir Ralph said that he welcomed the commitment to maintain
funding to Local Authorities for roads expenditure, but he would
like to see this expenditure safeguarded. He was prepared to
give evidence of examples where Local Authorities were not using
this money as they should be. The Chancellor said that there

was a major problem with the Local Authorities, which had come



to a head now over education. It was an area which would have

to be considered, but probably not this side of the Election.

Traffic forecasts

7R Sir Ralph said that he believed that the forecasts for

car users in the 1990s and beyond were not realistic. He hoped
there could be some discussion and adjustment o[ targets for

the future.

8. The Chancellor said that he noted carefully what Sir Ralph

had said. Roads expenditure was considered in detail during

the Public Expenditure round rather than at this time of year.
However, he would be grateful to receive anything&&rQaﬁﬁghed

to. put in' ‘writsdneg: IfSusir “Ralph“ihad *worries  abeutistraffic
forecasts, then in the first instance Jcmight be bedor forhim ko ope
Secretary of State for Transport, tho hacl responsibiliy for Y\s cuea .

9. Concluding, Sir Ralph said that he would submit a formal

submission.

C RYDING
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FROM: CATHY RYDING
DATE: 13 January 1987

PS/MINISTER OF STATE cc Chief Secretary
Financial Secretary
Economic Secretary
Mr Scholar
Miss Sinclair
Mr Cropper

PS/C&E

VAT: TAX AVOIDANCE (STARTER NO. 6): THE BREWING TRADE

The Chancellor was grateful for the Minister of State's minute of
9 January.

2, The Chancellor agrees that we should reduce the Brewers' loss
to £25 million as suggested, and then consider the remaining
. £25 million - whether or not to offset - in the context of other

decisicns on excise duties at the next Overview meeting.

(e

CATHY RYDING
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MINUTES OF A MEETING HELD AT 4.00PM ON TUESDAY 13 JANUARY
IN NO.1ll DOWNING STREET

Those present: Chancellor
Sir Ralph Carr-Ellison-AA

BUDGET DEPUTATION: AA

Sir Ralph Carr-Ellison said that the Association were very

appreciative of the stance that the Government had taken towards
motoring taxation. The Association consisted of over 6 million
members representing 12 to 15 million motorists. They had contact
with motorists through their members, through their break down
services and via their regular monthly survey of 1,000 motorists.
The car was no longer a luxury, but was a necessity in rural
areas, for business, and represented a large part of people's
budgets.

Petrol duty

21 Sir Ralph said that he hoped that it would be possible
for the Government to leave petrol duty at its present level,
or to limit any increase to inflation. Recent increases in
-§2i;9&- prices would benefit government revenue, to an extent

which he hoped would satisfy the Government's needs.

VED

2 Sir Ralph said that he understood that the Government
had decided against abolishing VED, and raising an equivalent
amount from petrol duty. Abolishing VED and increasing petrol
duties would increase substantially the cost to rural motorists,
smaller motorists, and those in the most disadvantaged parts
of the country. Furthermore, it would still be necessary to
register vehicles and so there was bound to be some charge which
was unlikely to be less than £5.A The Chancellor said that petrol

tax was a much fairer tax than VED because it related taxation
to the use being made of roads. This was why a complete switch
et alas s g Wk £ Qw1~& Hak VED (onld net Lo ;wdu*uA)GM
oy DStens ooy RRE Ha R - .



had been considered, but he noted that Sir Ralph would be against

2t Sir Ralph said that he would expand on these points in

a formal submission that he would be sending the Chancellor
shorEilw:.

Unleaded petrol

4. Sir Ralph said that he understood that the Chancellor

was thinking in terms of tax equalisation so that unleaded petrol
would be no more expensive than leaded petrol. He asked that
this should not come about from increasing the tax on leaded
petrol, as this would penalise those with older cars who were
less well off. There was a strong case for the nation as a

whole paying their proportion.

S On the tax side generally, the Chancellor said that he
noted what had been said about leaded and unleaded petrol and
the non-abolition of VED. However, as Sir Geoffrey Howe had
saidl it was a sensible presumption that each year indirect

taxes should be adjusted in 1line with inflation. He did not
think that the yield from North Sea o0il tax affected the equation

in the slightest. Indeed, if there was a 1link, then it would
have been very uncomfortable for the motorist over the last
year! Motoring taxes were a very big revenue raiser, and the
money was needed. However, on the whole the Government had

been reasonable and he would hope they would continue to D&

SO.

Roads

Local Authority expenditure

6. Sir Ralph said that he welcomed the commitment to maintain
funding to Local Authorities for roads expenditure, but he would
like to see this expenditure safeguarded. He was prepared to
give evidence of examples where Local Authorities were not using
this money as they should be. The Chancellor said that there

was a major problem with the Local Authorities, which had come



to a head now over education. It was an area which would have

to be considered, but probably not this side of the Election.

Traffic forecasts

7 Sir Ralph said that he believed that the forecasts for

car users in the 1990s and beyond were not realistic. He hoped
there could be some discussion and adjustment of targets for
the future.

8. The Chancellor said that he noted carefully what Sir Ralph

had said. Roads expenditure was considered in detail during

the Public Expenditure round rather than at this time of year.
However, he would be grateful to receive anything&mreoégghed

to put. in ‘writing. LE. - Sdar Wi Ralph & hadl: worries: i about traffic
forecasts, then in the first instance <o Mmight be bodker forkim ko ogpe
Secretary of State for Transport, uwho hacl responsibiuty for Y\ s ocuea -

9K Concluding, Sir Ralph said that he would submit a formal

submission.

C RYDING
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Rt Hon Nigel Lawscn MP
HM Treasury :
Treasury Chambers ’ \ s 1
Par_iament Street /
London
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The National Union of Licensed Victuallers are holding a meeting
on Wednesday, 4 February 1987, here at the House of Commons and

wondered if it would be possible to meet you sometime in the
aftsrnoon that day for about an hour —_ eA Lt1nom, &

Last year they talked to Peter Brooke, but as this maybe an
election year and licensing law is on the agenda I think it would
be 2 good public relations exercise for them this time to meet
yourself.

If you do agree to meet the four members and the 4 February is

not convenient I should be grateful if you would let me have a
suiteble date.

Vi A

t%
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Please Dia! my Extension Direct:
Use Code (01)-382 followed by
Extension Number 5

FROil: W '[: McGUIGAN
DATE: 15 January 1987

Minister of State cc PS/Chancellor
PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Mr Scholar
Miss Sinclair
Mr Romanski
Mr D Walters
Mr McKenzie
Mr Cropper

TOBACCO PRODUCTS DUTY : BUDGET REPRESENTATIONS

I attach briefing, in the standard format, for your meeting with AiPs on 22 January at
10.30 am.

The MPs expected to attend include John Lester, Broxtowe (Notts), Martin Brandon-Bravo,
Nottingham South and Malcolm Thornton, Crosby. All their constituencies have Imperial
Tobacco interests. You may recollect you saw a sirilar delegation before the 1986
Budget.

Mr Boardman and I shall provide official support at the meeting.

Internal circ: CPS, Ar Knox, Mr Jefferson Smith, Mr Wilmott, Mr Boardman



. /

!

/

ey

Q\NPERIAL TOBACCO LIMITED

. No formal written representations have been made for this meeting. In common with the

Now part of the Hanson Trust enipire, the Imperial Group has interests in brewing, leisure
and food; but its tobacco interests, controlled by Imperial Tobacco Limited, remain the
mainstay of the Group, contributing over 50% of turnover and almost 50% of profits. The
main tobacco branches are Wills (centred at Bristol), Players (at Nottingham) and Ogdens
(at Liverpool). Their leading brands are John Player and Embassy cigarettes and cigars
and Golden Virginia hand-rolling tobacco. St Bruno is their main pipe tobacco. The ;
company's export trade is small, but until comparatively recently it commanded about
66% of the total UK home market. In the past decade this dominant position has been
seriously eroded, and Imperial's share has now dropped to below 45%. While it remains
the largest UK manufacturer, its two main competitors (Gallahers and Rothmans) now

together command a similar share.

Over the past decade the UK tobacco market as a whole has shrunk by more than a ]
quarter, and there has been a more than corresponding reduction in employment in the
industry. The Imperial workforce has fallen in recent years to about 10,500, and late in
1985 further job losses over the next few years were announced, including closure of a
factory at Newcastle, which will bring the number below 9,000. However, employment
has fallen at a faster rate than the fall in production, reflecting benefits from
Stream-lining and investment in new machinery. Imperial feel somewhat beleaguered and ;

react strongly to anything seen as a threat to their future.

OBJECT OF MEETING

- The MPs in this delegation all share constituency interests connected with Imperial

Tobacco Ltd. The Tobacco Advisory Council, of which ITL is a member, has mounted an
intensive campaign against further increases in cigarette taxation and the threat to the
UK industry and jobs from high taxes and cheap imports. The delegation can be expected

to lend their support to this campaign.

WRITTEN REPRESENTATIONS

rest of the tobacco industry ITL is engaged in a intensive lobbying campaign to secure 'a

year off for tobacco' in the 1987 Budget (see paragraph 4.2 below). This includes




.

-

2

/
2

literature preparced and distributed to AiPs invited to a dinner to discuss the problems of

the tobacco industry.
POINTS LIKELY TO BE RAISED

UK Taxation.

The UK tobacco industry is deeply concerned about increases in duty, the effect on
cigarette consumption, and the fact that health arguments are now being deployed to
justify repeated real increases in duty levels. The heavy increases in 1981 (adding 17p to
the price of a packet of 20), 1984 (adding 10p), and 1986 (adding llp) caused consternation
and were bitterly attacked as excessive (several times the amount required to revalorise)
and discriminatory (some other excise duties were increased proportionately less or not at
all). The industry welcomed, however, the continuation in 1986 of the standstill on cigars

and pipe tobacco.

The tobacco industry are inveterate lobbyists, and are concerned that their representations
are not yet having the desired effect on Treasury Ministers. This year they are making a
special effort to secure a 'year off for tobacco' in the 1987 Budget, through a freeze on
all tobacco duties, by analogy with the freeze on alcoholic drinks duties in the 1986
Budget. As Imperial have a substantial share of the cigar and pipe tobacco markets, they
may be expected to press for the standstill on those products to be continued, irrespective

of the decision on cigarette duty.

Cigarette consumption has fallen by about 20 per cent from 1980 to 1985. This may well
have been caused in part by duty increases, but also reflects a long term trend against

smoking, which began considerably earlier.

IMPORTS

i 4 Imperials along with the other UK manufacturers claim that increases in taxation,

although superficially neutral, worsen the position of UK manufacturers against cheap
imported brands. Until recently imported cigarettes were of little concern to UK
manutacturers but they have now captured about 10% of the market and the proportion is
increasing. The imports come mainly from W Germany, principally Berlin where
manufacturers are claimed to receive assistance because of the special position of the
city. They are made mainly for sale under supermarket "own labels" and are cheaper than

UK products. Imperials argue that UK firms cannot compete because of subsidied and



marginal cost production in Berlin. They also claiin that smokers are no longer loyal to
particular brands and that when there are major increases in cigarette taxation, they turn
to cheaper imported brands. However, competition with imports has to be scen in the
context of the unwillingness of UK tobacco majors to compete in the "own label" iarket.
The recent weakness of the £ against the W German mark rnay be of greater help to the
UK industry than a duty standstill. Very recently Imperial have* announced a cut of 5p in
the price of John Player Specials. At this time of year they are normally seeking an
increase in price. The cut is probably to fight for UK market share generally, rather than

as a direct counter to imports.
EC HARMONISATION

u < Imperial and the tobacco industry as a whole are concerned about the impact of further
EC cigarette tax harmonisation. The present second stage of harmonisation, recently
extended indefinitely, requires that cigarettes bear, in addition to VAT, an excise duty
which is partly specific and partly ad valorem; and that the specific element should be not
less than 5% nor more than 55% of the total tax burden including VAT. The present
specific proportion in the UK is close to the maximum, and the whole UK industry feels
strongly that final harmonisation at a much lower figure would greatly damage its
interests by putting a premium on cheapness. The UK government has consistently
supported the industry case in Brussels. The present impasse over cigarettes is quite
acceptable to the Uk industry, and Commission proposals, informal as yet, for a
harmonised ad valorem duty structure for minor products such as cigars, smoking and
chewing tobacco, which the industry dislike, are unlikely to make any progress until it is
resolved. The industry fear however that the Government will come under increasing
pressure to give ground in the wider context of tax approximation and completing the
internal market. Very recently there have been proposals by health interests within the
Commission to unify cigarette tax rates at the highest Community rate (Denmark) rather
than at an average rate. The exact status of the proposal is not clear but the industry

has been alarmed by it.

4. Government support for the industry, particularly in relation to the structure of the duty,

could be pointed out, but on approximation of duty rates, UK government interests may

differ from those of the industry.




PRE BUDGET RESTRICTIONS ON DELIVERIES

« 7 Customs, with Ministerial agreement, announced on 2 October 1986 their intention of
imposing restrictions on the delivery of cigarettes and hand-rolling tobacco before the
1987 Budget to limit the scale of forestalling, which had reached unacceptable levels.
The permitted allocation will be 1.5 times average deliveries, it a restriction period from
1 February 1987 to 2 days after Budget day, when any duty changes would take effect.
The reaction of the UK industry was that, given the almost inevitability of restrictions,
the arrangements are fair. They have sought some minor variations to enable them to
plan their production schedules more firmly and we have agreed to most of their
proposals. If the subject is raised the point might be made that the restrictions are
modest in the shortness of the period and generous in the amount of uplift allowed over

normal deliveries. Their operation will be closely monitored to ensure they are not

abused.
POINTS TO RAISE

<. None. The delegation will not expect detailed comment in advance of the Budget

Judgement.
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NOTE OF A MEETING HELD IN ROOM 50/2, HM TREASURY ON 22 JANUARY
1987 WITH MPs
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Present: Minister of State
Mr McGuigan - C&E
Mr Boardman - C&E
Mr Romanski

MPs

Jim Lester (Broxtowe)

Martin Brandon-Bravo (Nottingham South)
Richard Ottaway (Nottingham North)
Michael Fallon (Darlington)

Michael Knowles (Nottingham East)

TOBACCO PRODUCTS DUTY: BUDGET REPRESENTATIONS

The Minister of State welcomed the deputation and explained that

he would remain, necessarily, impassive throughout the meeting.

Mr Lester said that he thought the principle of taxing products
on health grounds was wrong. He accepted that the du'ty on tobacco
products would be increased in the Budget but felt that this
increase should be kept in 1line with the rate of inflation.
Mr Knowles added that the Chancellor should quantify the health
risks and health costs; otherwise the annual increases on tobacco
would be open-ended and the Chancellor would meet more political

argument.

Mr Lester said that he was also concerned about EC tax harmon-
jsation on tobacco: he could see no point in encouraging own

brand imports from West Germany.

Mr Fallon spoke of the effect duty increases had had on the tobacco
industry. There had been a number of factory closures in his
area and now only Imperial Tobacco remained in Darlington. Any
further closures would devastate either his constituency or Anthony
Blair's (Sedgefield). He could see no excuse for not devising



a fairer system of taxation for all products subject to excise

duty.

Mr Ottaway was concerned by the number of corner shops, often

reliant on tobacco sales, which were going out of business. He
considered serious the loss of the social fécus which such shops
provided. Mr Ottoway verified that the ad valorem element of
tobacco duty was linked to the final selling price and invited
Customs and Excise to look at the fact that this resulted in
cheap imported tobacco products being subject to less tax than
home produced goods. The Minister of State pointed out that
under EC harmonisation the specific element of tobacco duty was
restricted from 5 per cent to 55 per cent of the total tax burden.
The UK was already very close to the 55 per cent maximum. He
agreed with Mr Ottaway insofar as there could be a small absolute

advantage but in relative terms the factor cost was less important.

As an aside, in his capacity as a politician, Mr Ottaway added

that the tobacco factories which risked closure were all in

marginal seats.

Mr Brandon-Bravo said that the tobacco industry just needed a

breathing space because there was a limit to the duty increases
that it could abosrb. He spoke about the large numbers of jobs
lost within the industry in Nottingham. Imperial Tobacco realised
that it could not only rely on politicans and was trying to help
itself: it had recently announced a price cut. However, according
to Mr Brandon-Bravo, Imperial knew that if it took on a marginal
cost battle with the German own brands, the tax structure was

such that Imperial stood to lose.

The Minister of State understood the request for a year off but
felt that, like the argument to increase duty on health grounds,
the request could be made each year. Mr Lester said that the
industry only needed a year off in order to slow down the rate
of factory closures. Mr Ottaway quoted from the Tobacco Advisory

Council's representations on the need for a standstill.




Mr Fallon asked the Minister whether he could say anything about
the pattern of annual fiscal reform. The Minister of State said
that the general principle was revalorisation, although this
did not preclude some fine tuning which allowed, the UK to conform
to its EC obligations although 1992 was the target for EC harmon-

isation.

Mr McGuigan said that the recent weakness of the £ against the
German mark might cause suppliers of own brands to look to home
manufacturers. Mr Lester thought that ideally factories should
take turns to go into the own brand market.

Mr Fallon said that if cigarette consumption tended to drop,

political perception would show that the Government had made
the situation worse. Mr Knowles suggested that the tobacco
manufacturers did not push marketing enough. He feared that
the domestic market would end up comprising only of imported
products. Mr Brandon-Bravo added that as 16 million people
continued to smoke, there was clearly still a market for UK
manufacturers to target. He repeated his argument that it was
too easy for cheaper cigarettes to be imported from Germany.
Mr Boardman pointed out that West Germany had turned to the export

market when its domestic consumption had fallen.

The deputation thanked the Minister of State for the opportunity
to express its concern about the UK tobacco industry.

Webont. Va~cis:

MISS D L FRANCIS
Assistant Private Secretary




«3362/36 CONFIDENTIAL

&

-

FROM: FINANCIAL SECRETARY
DATE: 16 January 1986

CHANCELLOR cc PS/Chief Secretary
PS/Economic Sccretary
PS/Minister of State
Sir P Middleton
Mr Wilson
Mr Cassell

2 Mr Scholar
0 Mrs Lomax

\k \ Mr Ilett

Ms Sinclair

Mr Cropper

Mr Haigh
Mr Graham OPC
PS/IR
STARTER 157B: FSA CONSEQUENTIALS:
DEFINITION OF STOCK EXCHANGE
ey I have authorised the preparation of legislation on this

:‘\\
Starter as a contingency basis (my Private Secretary's response
of 5 January to Mr Spence's 19 December note). But my discussion
of the issue with officials has made me uneasy about the extent

of the proposed Regulation making powers.

2 I see no difficulty in legislating for Regulations that

will enable securities quoted on new Recognised Investment

Exchanges to get the same tax treatment as the Stock Exchange
gets now. It is possible that no new RIE will be adversely
affected by the existing rules. In that event no legislation
will be needed. We cannot decide this until we know more about
the proposed RIE for international bond dealers (AIBD). I hope
officials will be able to clear this up fairly soon. But I am
clear that if the AIBD RIE would be at a disadvantage if the
rules are left unchanged, then action is necessary to ensure
that new RIE and the SE get the same treatment. Regulatory powers

to allow for this will be straightforward and uncontroversial.



CONFIDENTIAL

3 The difficulty is that the Regulation making powers the
Revenue propose would go wider than lining up new RIEs with the

existing rules for the Stock Exchange. They would also cover

the making of new rules for the Stock Exchange. There is a case
for —Ehils. The existing dividing 1line between the fully-listed
SE market and the USM produces some odd results. It would be

sensible to provide a means of adjusting them, particularly where
the appearance of a new RIE produces changes in the Stock Exchange

markets.

4, The problem is that if the regulatory powers extend to
the Stock Exchange, they could be used to make fairly major changes
which are too substantial for secondary legislation. They could,
for example, be used to remove the small business reliefs attached
to USM securities, such as the purchase of own shares relief,

interest relief and IHT business reliefs.

Sis We could make a statement that we would not wuse the
Regulations to make changes which ought to be made - if at all
- by primary legislation. But this would not satisfy the critics.
They-would - “say = ‘rightly, L. think : =""that - the ‘scope . of “the

Regulation making powers should be properly confined from the

STEaLrET

My conclusion is that if we have to legislate, the Regulation
making powers should only apply to new RIEs, and should not extend
to the Stock Exchange. If we get to the point where changes
are necessary for USM and/or TTM securities on the Stock Exchange,

then we will have to introduce primary legislation.

o=

FINANCIAL SECRETARY
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19 January 1987

Sir Ralph Carr-Ellison

The Automobile Association
Fanum House

Basingstoke

Hampshire

RG21 2EA

Bocu.c Sor EQLQKJ

«++ As you requested, I attach a note of your meeting with the
Chancellor last Tuesday.

%CLLFE>S*JN3l»Gd{j/ ;
Corhay (ZJACUX\\%

CATHY RYDING
Assistant Private Secretary
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MINUTES OF A MEETING HELD AT 4.00PM ON TUESDAY 13 JANUARY
IN NO.1ll DOWNING STREET

Those present: Chancellor
Minister of State
Mr Romanski

Sir Ralph Carr-Ellison - AA

BUDGET DEPUTATION: AA

Sir Ralph Carr-Ellison said that the Association were very

appreciative of the stance that the Government had taken towards
motoring taxation. The Association consisted of over 6 million
members representing 12 to 15 million motorists. They had contact
with motorists through their members, through their break down
services and via their regular monthly survey of 1,000 motorists.
The car -was no -longer a luxury, but Wwas a necessity in rural
areas, for business, and represented a large part of people's

budgets.

Petrol duty

20 Sir Ralph said that he hoped that it would be possible

for the Government to leave petrol duty at its present level,
or to 1limit any increase to inflation. Recent increases in
0il prices would benefit government revenue, to an extent which

he hoped would satisfy the Government's needs.

VED
3% Sir Ralph said that he understood that the Government

had decided against abolishing VED, and raising an equivalent
amount from petrol duty. Abolishing VED and increasing petrol
duties would increase substantially the cost to rural motorists,
smaller motorists, and those in the most disadvantaged parts
of " the  country. Furthermore, it would still be necessary to
register vehicles and so there was bound to be some charge which

was unlikely to be 1less than £5. He also said that he hoped



that VED would not be increased, as any increase would hurt
the 1less well-off. The Chancellor said that petrol tax was
a much fairer tax than VED because it related taxation to the
use being made of roads. This was why a complete switch had
been considered, but he noted that Sir Ralph would be against

L. Sir Ralph said that he would expand on these points in

a formal submission that he would be sending the Chancellor
shorE€ Ly

Unleaded petrol

4. Sir Ralph said that he understood that the Chancellor
was thinking in terms of tax equalisation so that unleaded petrol
would be no more expensive than leaded petrol. He asked that
this should not come about from increasing the tax on leaded
petrol, as this would penalise those with older cars who were
less well off. There was a strong case for the nation as a

whole paying their proportion.

Bt On the tax side generally, the Chancellor said that he
noted what had been said about leaded and unleaded petrol and
the non-abolition of VED. However, as Sir Geoffrey Howe had

said that it was a sensible presumption that each year indirected

taxes should be adjusted in 1line with inflation. He did not
think that the yield to North Sea o0il tax affected the equation
in the slightest. Indeed, if there was a 1link, then it would
have been very uncomfortable for the motorist over the last
year! Motoring taxes were a very big revenue raiser, and the
money was needed. However, on the whole the Government had

been reasonable and he would hope they would continue to do

SO.

Roads
Local Authority expenditure

6. Sir Ralph said that he welcomed the commitment to maintain

funding to Local Authorities for roads expenditure, but he would



like to see this expenditure safeguarded. He was prepared to
give evidence of examples where Local Authorities were not using
this money as they should be. The Chancellor said that there
was a major problem with the Local Authorities, which had come
to a head now over education. It was an area which would have

to be considered, but probably not this side of the Election.

Traffic forecasts

7 Sir Ralph said that he believed that the forecasts for

car users in the 1990s and beyond were not realistic. He hoped
there could be some discussion and adjustment of targets for

the future.

8% The Chancellor said that he noted carefully what Sir Ralph

had said. Roads expenditure was considered in detail during
the Public Expenditure round rather than at this time of year.
However, he would be grateful to receive anything Sir Ralph
wished to put in writing. If Sir Ralph had worries about traffic
forecasts, then in the ‘first instance it might be better for
him to approach the Secretary of State for Transport, who had

responsibility for this area.

9 Concluding, Sir Ralph said that he would submit a formal

submission.
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VAT : TAX AVOIDANCE (STARTER NO. 6) : LEGAL ADVICE

e Your Private Secretary's minute of 12 January asked that we
should seek confirmation from the Law Officers that the revised
partial exemption Regulations will comply with Article 17 of the

Sixth Directive.

2. We now have a first draft of the Regulations: our aim is to
finalise them this week and then get the draft out to the trade by
the end of the month. Consulting the Law Officers would add probably
two to three weeks depending on what other pressures were on them.

We would be reluctant to add this to the timetable; we are trying to
set up our next round of talks with the brewers, who are understood
to be seeking to see you in mid-February. The brewers are showing
themselves willing to negotiate but might become less so if there

appeared to be any delay in producing the text.

3 The other factor is that it is normal to avoid adding to the
workload of the Law Officers unless the Department's Solicitor
advises that the question of law is unclear or admits of more than
one answer; the advice of the Law Officers will then be sought as to
which interpretation or course of action should be adopted. They

would not expect to be consulted on a matter on which the

Internal eirculation:
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Departmental lawyers were clear in their advice. 1In this case, our
lawyers have been instructed to draft in a way that so clasely
reflects the Sixth Directive as to be beyond challenge. It would be
normal to see whether there was such a challenge, and we think the
Law Officers would expect this, before we took up their time with a

request for advice.

4. We would therefore seek your agreement to publishing the draft
Regulations by the target of the end of the month, without consulting

the Law Officers.

p ot s o

P Jefferson Smith
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VAT input tax changes
e The NLVA support the brewers' protest against the application of

these changes to tied house rentals. The brewers argue that
implementation of the changes in the rules for input tax deduction
will cost them about £70 million - equivalent, they say. to about 2p
a pint on beer sold through tied houses. I met the Brewers' Society
on 29 January and offered a method which would reduce the impact

the changes to about £10 million a year. Briefly, they would
restrict their input tax deduction in relation to income from tie
houses in ratio that rentals or property expenditure bore to tota»

income; a global figure of 15% is suggested. They have gone away to

consider; and it was made clear on our side that the proposal is ad

referendum to you. You are seeing a further deputation from them on

10 February.

10. While the NLVA cannot be given any hope of exemption for tied

houses, they can be assured that talks are underway with the Brewers'
Society aimed at agreeing a suitable method of input tax calculation
which, while consistent with the new rules, does take account of the

quantifiable and unique features of tied house rental agreements.
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1987 BUDGET: MAIN REPRESENTATIONS

Miss Wallis' minute of 16 December enclosed a summary of the main

Budget representations received to the end of October. I now attach

a summary of those representations received between the beginning

of November and Christmas. Also enclosed is an update to the matrix

table attached to Miss Wallis' minute.

2. The detail provided for each organisation is not intended to

be fully comprehensive. It simply points out those areas which

seem to provide the main thrust of each approach. Should you wish

to see any of the representations in full, copies can, of course,

be provided.

3. Finally, for completeness, I should record one error in the

summaries attached to Miss Wallis' note of 16 December. These



recorded that the International Chamber of Commerce supported the
OECD/Council of ©Europe draft multilateral convention on mutual
/' administrative assistance in tax matters. This should have read

that they oppose the convention.

D N WALTERS
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BR(87)2
Budget 1987 Representations - Second Edition

Managerial, Professional and Staff Liaison Group - 30-10-86
The Institute of Taxation - 31-10-86

The Automobile Association - 4-11-86 and 4-12-86

The Institute of Chartered Accountants of Scotland - 6-11-86
The Scotch Whisky Association - 19-11-86

The {Jockey €lub — 25-~11-86

British Venture Capital Association - 28-11-86

General Council of British Shipping - 1-12=86

TUC Technical Representation - 2-12-86

CBI" < 5512=86

The Unquoted Companies Group - 12-12-86

The Brewers Society - 15-12-86
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Managerial, Professional and Staff Liaison Group

Generally favour a shift from direct to indirect taxation. Hence:
Income Tax

- reduce basic rate to 27 per cent;
— fully index all allowances;
- increase tax allowance for married couple to £4670 (2 single

allowances) and reduce wife's earned income allowance to £1320.

Duty Rates

- increase duty on tobacco by 50 per cent;
- 1increase duty on beer by 4 pence per pint, wine by 20 pence per

bottle and spirits by 200 pence per bottle.

VAT

Increase rate from 15 to 30 per cent on specified luxury goods;
impose additional VAT charge of 15 per cent on all advertising

on TV and in public places.

Gaming
institute an additional tax of 30 per cent on all forms of gaming
and gambling.

Privatisation Proceeds

should be used to improve the nation's infrastructure, not for
consumer spending, and a Royal Commission should be appointed

to make recommendations on how proceeds should be best utilized.

Other

- private provision for retirement should be encouraged;

- 1increase the mortgage interest relief threshold to £60,000;

- increase exemption level for stamp duty on house purchase to
£50,000 with eventual abolition.

The Institute of Taxation

Major concern is "the way in which so much detailed technical
legislation has been introduced with little if any real opportunity

for comment". Review required of the methods by which taxation



i

gvs are enacted. Concern about "the increasing use of delegated

legislation".

Other representations on individual taxes are detailed and technical.
These cover income tax and corporation tax, capital gains tax
(principally concern about undue restriction of retirement relief
to family companies), stamp duty (consolidation award provisions
relating to stamp and capital duties sought), inheritance tax and

VAT.

The Automobile Association

General concern that level of taxation on motorist should not be

increased.

Petrol Duty
should be held at its present level
Vehicle Excise Duty

against incorporation of VED into petrol duty.

Infrastructure

higher proportion of revenue received from motorists should be

hypothecated to investment in road infrastructure.

The Institute of Chartered Accountants of Scotland

Main concern is increasing complexity of tax legislation. Other

major concerns are:

Mining Restoration Costs;

provisions for warranty and damages (lack of uniformity of treatment);

Time Limits: Standardisation at 6 years for claiming all types

of reliefs;

Loss Relief;

(i) Surplus capital allowances should be relievable against future

profits of a new company's trade.

C4d) S172 ICTA should be amended to allow surplus capital allowances

to be used to create or augment a qualifying loss.



"rming Losses

section 180 ICTA 1970 is unnecessarily restrictive;

Inheritance Tax

potential double charges and also effects on associated operations;

balow

Other Concerns (mainly subject headings only):

entertaining expenditure (parity ot treatment belween a company
and an unincorporated business);

dependent relative reliefs (current legislation discriminates
unfairly against male parents);

widows bereavement allowance;

disincorporatation;

recovery of CGT from trustees;

tax treatment of interest;

ACT change of rate;

method of charging non-residents (amend s78 TMA 1970 to avoid
discouragement of use of UK resident investment managers by certain
offshore funds);

patent purchase from an associated company;

sterling commercial paper (introduce legislation or a statement
of practice re tax relief availability on the interest element

in the issue of sterling commercial paper).

Scotch Whisky Association

General concern that Scotch Whisky Industry:

experiences a much higher effective rate of corporation tax than
all other industrial and commercial enterprises;

faces excise duty almost twice the rate of beer and wine on a
per degree of alcohol basis; and

contends with a system of duty deferrment which penalises the
industry and is not consistent with practice in other member

states of the European Community.

Recommend :

Statutory Maturation Allowance

for all stocks of maturing scotch whisky distilled in the previous
3 years, thus reflecting the statutory requirement to mature scotch

whisky for that minimum period;
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Drink Duty
more rapid movement toward system of drinks taxation with the
same rate of tax per degree of alcoholic strength in 1line with
principle of a fiscal neutrality;
as interim measure, to reduce anomolies in present system of drinks
taxation of mixed drinks, introduce new band for all mixed drinks

below 15 per cent alcohol volume.

Duty Deferrment

increase period from 4 to 8 weeks.

The Jockey Club

Abolition of the 4 per cent on-course general betting duty.

British Venture Capital Association

Two main concerns:

the need to establish a fiscally effective framework for on-shore
venture capital funds; and
the importance of providing appropriate incentives to experienced

executives to leave established companies to develop small businesses.

On entrepreneur incentives, propose that legislation should be enacted
to allow full-time managers of small private businesses to invest
upto £40,000 in their own company without such investment being
subject to capital gains tax provided they hold their investment
for at 1least 5 years. These gains should also be specifically

exempted from the application of income tax under section 79.

General Council of British Shipping

Main requirement is creation of conditions for invesment in ships,
new or secondhand.
Investment Allowances
A 50 per cent ship allowance for new and secondhand ships;
specific provision for a rollover relief for balancing charges.
Seafarers Tax
Loosen conditions under which seafarers serving on ships trading
predominantly outside the UK are eligible for exemption from

Fiabikity~for UK tax.



Business Expansion Scheme

a British ship should be considered as part of UK for purposes

of BRSS!

TUC Technical Representation

Five proposals:

Tax Thresholds

(i) increase tax exemption limits for trade union provident

benefits;

(iHinecreadsen thresholdl Vifor ' ibenefi Esiitin wilkcind i toi £1 05,000

subsequent upratings in line with RPI.
Childcare Facilities
reinstatement of tax exemption for employers' contributions.

Overseas Earnings

with

1984 Budget measure withdrawing tax relief on overseas personal

earnings should be reversed.

Pension Fund Surpluses

maximum surplus limit of 5 per cent should be increased to 10

per cent.

CBI

Three main strands:

- a package of measures to encourage enlerprise;

. . Y . 2 .
— additional spending on the nations infrastructure;
- a 5 per cent real increase in tax allowances.

Detailed Points:

Enterprise

expansion of initiatives to encourage research and development

and marketing by small firms;

provision of 100 per cent capital allowances to benefit
firms and unincorporated businesses;

tax relief to "connected persons" under BES;

exclusion of business assets from inheritance tax;

small

a more flexible system of VAT penalties and easier recovery of

VAT on bad debts.
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Business Costs

- continue to exert downward pressure on local authority rate
increases;

— reduce the rate burden on business when legislation is introduced
on local authority finance;

- ensure that tighter financing <constraints for nationalised
industries do not represent hidden tax burden on business through
higher energy and water prices;

- avoid any upward pressure on labour costs through changes in

national insurance contributions.

The Unquoted Companies Group

Mainly concerned with Inheritance Tax, which though welcomed, is
not considered an adequate solution to the problem of transfer

taxation on family firms.

Inheritance Tax:

— business property relief - increase to 100 per cent and reduce
minimum holding period for qualification for such relief to 28
days;

- reduce period of aggregation to not more than 3 years or, if
this is not acceptable, re-—-establish the principle that the tax
chargeable does not exceed 50 per cent of the death rate if the
donor survives the gift by at least 3 years;

- the top rate should be reduced as quickly as possible to 30 per
cent

— Other points raised on accummulation and maintenance trusts and

settlements with interest in possession.
Capital Gains Tax

- exempt gains after a holding period of not more than 5 years;
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