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BUDGET DEPUTATION: THE BISCUIT, CAKE, CHOCOLATE AND
CONFECTIONERY ALLIANCE

The Biscuit, Cake, Chocolate and Confectionery Alliance have
sent in their representatiohs for the Budget, and are asking

for an opportunity to discuss them with Ministers.

The Alliance are not on the "Core List" of organisations that
Ministers should see as a matter of course. They were not

seen last year.

We and Customs see no advantage in you agreeing to a meeting
this time round. We therefore suggest you turn down their

request.

I attach a reply.
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Treasury Chambers, Parliament Street. SWIP 3AG

Charles E Gillett Esqg
President :
The Biscuit, Cake, Chocolate and
Confectionery Alliance
11 Green Street
London W1lY 3RF January 1988

Thank you for your létter of 18 December to the Chancellor
of the Exchequer.

As you can imagine, Treasury Ministers receive numerous requests
for meetings from representative bodies before each Budget.
I am sure you will appreciate they cannot see every organisation
which requests a meeting. I am afraid, therefore, that it
will not be possible for Treasury Ministers to see-you in the
run-up to the 1988 Budget.

I can assure you, however, that your representations will be
carefully considered.

PETER LILLEY
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The Rt. Hon. Nigel Lawson,
Chancellor of the Exchequen
The Treasury,

Parliament Street,

London SW1P 3HE

{
SISV By
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Dear Chancellor e e
4 FF ua, {

Taxation on Food

The Biscuit, Cake, Chocolate and Confectionery industry
welcomes the Government's statement on maintaining a zero
rate of VAT on Food, and submits that the time has now come
to revert to the situation when VAT was first introduced

and restore zero rating to all the industry's products. The
Food and Drink Federation opposes VAT on food and it is
understood that the Snack Nut and Crisp Manufacturers
Association and the Ice Cream Federation will also be making
submissions concerning their products. The Government's
defence of zero rating as an instrument of social policy would
be immeasurably strengthened if in fact all food was zero
rated.

There is no doubt that confectionery and chocolate biscuits
are treated and regarded as food by both consumers and
Government. The industry's products as a whole make a
significant contribution to the diet reflecting the modern
trend towards less formal eating habits. They are not a luxury.
Manufacturers in the processed food sector, compete with one
another for market share and those not subject to VAT have an
unfair advantage. Also, the borderline between those products
which are taxed and those which are not, is finely drawn and
the cause of frequent differences of opinion which have to be
resolved by VAT Tribunals and Appeal Courts.

It is accepted that removal of VAT from the industry's products
would reduce Government revenue, but according to an Econometric
Survey undertaken by the Department of Applied Economics at
Cambridge University this would not be as great as expected
since its removal would also boost industry, increase employment
and reduce inflation. The Department's report and full details
of the industry's case are enclosed.

It is submitted that both the economic climate and current
developments within the European Commission towards completing
the internal market provide a good opportunity for VAT to be
removed from all food products.
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We would welcome the opportunity to present our case to
you in person and look forward to meeting you in the
New Year.

Yours sincerely,

K

Charles E. Gillett
President




THE BISCUIT, CAKE, CHOCOLATE & CONFECTIONERY ALLIANCE
SUBMISSION ON VALUE ADDED TAX

CONFECTIONERY IS FOOD

1. SUMMARY

1.1 Food is not taxed in the UK.
Our products are food but are taxed.
Confectionery and chocolate biscuits are;

- Treated as food by consumers and categoriéed as food by the
Government. :

- Made from 'food' ingredients
- Provide a useful nutritional contribution.

Confectionery was originally exempt from VAT and only became
subject to VAT because the government wished to gain revenue.

-
L
N

1.3 Treating confectionery as food will enhance the Government's
policy on maintaining the zero-rating of food in the UK.

1.4 Although treating confectionery as food would reduce
Government revenue, it would boost industry, increase
employment and reduce inflation.

Jc/beeeal/l
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SUBMISSION ON VALUE ADDED TAX

CONFECTIONERY IS FOOD

INTRODUCTION: FOOD ISN'T TAXED IN THE UK

Zero-rating of VAT is permitted under European Community
directives for clearly defined social reasons and, in the
case currently being defended at the European Court of
Justice, where the European Commission is challenging the
UK's right to zero-rate various services, the zero-rating of
food was quoted by the Commission's Advocate General to
illustrate its proper application.

The UK Government has repeatedly committed itself to
maintaining zero-rating for food as a major policy principle;
but in fact the UK consumers pay some £625 million in VAT on
food. This taxed food-is eaten by adults and children, men
and women, old and young, all social classes equally. Tax
paid by consumers on the products of the BCCCA alone amounts
to some £450 million. To continue to tax foods so widely
used and interchangeable with other untaxed foods could be
said to bring into question the validity of the UK's claim to
be zero-rating food as an instrument of social policy.

When VAT was first introduced in 1973, no food was taxed;
later certain foods were subjected to VAT to raise additional

revenue.

This paper demonstrates that these foods subjected to tax,
are interchangeable with other foods, and so should properly
be treated as food. Therefore they can, and should, be
included with food in the UK's "exemption with refund of the
tax paid at the preceding stage", as permitted by the Sixth
Directive (see Appendix I). A substantial proportion of the
theoretically foregone revenue will be off-set by favourable
cost and revenue consequences. There will be advantageous
effects on the Retail Price Index via price reductions and
other economic berefits.

jc/bececal/?2
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SUBMISSION ON VALUE ADDED TAX

CONFECTIONERY IS FOOD

3. CONSUMERS

3.1 Consumers treat confectionery and chocolate biscuits as if
they were any other food. After all, what else can you do
with them except eat them?

3.2 They are eaten by all sections of the population

Expenditure on confectionery closely follows the pattern of

population;

!

! Socio-Economic Proportion of Proportion of total

! Strata Population Confectionery Expenditure
]

! AB 17.0% 11,68

! Cl : 22.8% 24,.3%

! G2 e @ 33.5%

! DE 32.5% 30.6%

]

SOURCE: GORDON SIMMONS RESEARCH

3.3 Consumption is slightly skewed to the younger age group, but
is still remarkably universal;

Age Proportion of Proportion of total

]

!

! (Years) Population Confectioriery Expenditure
: :

1

f 0-19 27 % 41 %

! 20-44 36 % 30 $

1 45 + 37 % 29 %

|

SOURCE: GORDON SIMMONS RESEARCH

3.4 They are eaten like other foods

According to the Household Food Consumption and Expenditure
Survey 1985, there has been an increase in the number of
meals taken at restaurants and snack bars and a decline at
schools and places at work. This finding clearly
demonstrates development of the snacking/convenience food
market involving products made by Alliance members, together
with many others.

jc/beecal/3
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THE BISCUIT, CAKE, CHOCOLATE & CONFECTIONERY ALLIANCE
SUBMISSION ON VALUE ADDED TAX

CONFECTIONERY IS FOOD

60% of the occasions when confectionery is eaten, it is part
of a meal or eaten with other foods or drinks (source:
British Market Research Bureau). Chocolate biscuits and
confectionery are used frequently as alternatives 'desserts':
alternative to similar products, like chocolate pudding and
cakes. When asked, consumers listed alternatives to our
product; ranging from fresh fruit to pizzas: all zero rated.

The BCCCA's products also fulfil a snack role, as part of the
growing social trend towards informal eating. In this they
play a similar role to yoghurts, cereals, meat pies, and
desserts. A glance at, for example, a train buffet shows our
products displayed in amongst fruit, sausage rolls,
sandwiches and plain bigcuits; none of which are taxed (See
appendix IIF).

GOVERNMENT

All Key UK Government statistics treat taxed BCCCA products
as food: )

i) Family Expenditure Survey Expenditurc Surveys
ii) Economic Trends Product surveys
iii) Department of Employment Gazette - Employment and R.P.I.

iv) Overseas Trade Statistics - Trade surveys.

. In addition, no distinction is drawn between taxed and
‘untaxed products in the 1984 Food Act and its associated

regulations.

Differentiation between those products which are free of tax
and those which are not leaves numerous anomalies and
difficulties. A recent Court case (Commissioners of Customs
and Excise v. Quaker Oats Ltd, before Mr. Justice Kennedy) on
whether a certain chewy bar was or was not to be taxed
involved subtle distinctions of an irrelevance to consumers -

- whether the manufacturing process was "baking" or some other

- that would not have been out of place in a medieval
scholastic debate. Customs and Excise themselves have in
recent enquiry admitted the distortions of trade and
difficulties of drawing a valid distinction.

jc/bccca/4
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CONFECTIONERY IS FOOD

THE NUTRITIONAL CONTENT

The chocolate, biscuit and confectionery produced by our
industry are useful contributions to the nutrition of the
British population. They provide;

22% of total carbohydrate
15% of total fat

7% of total protein

16% of total energy

(See Appendix II)

They have established themselves as a significant part of a
healthy balanced diet.

A bar of milk chocolate, for example, provides more energy,
more carbohydrate, more vitamin B2, more calcium and almost
as much protein as a portion (2 slices) of wholemeal bread

and butter.

INGREDIENTS

-

The nutritional content clearly comes from the ingredients
used. The major items are sugar, glucose, syrup, wheat flour
and other cereals, cocoa beans, eggs, butter, other dairy
products, oils and fats, dried fruit and nuts. These are
undeniably food and are purchased by the consumer free of any

VAT.

So why is it that when our industry combines them into
popular consumer products, they cease to be food and are
penalised by a VAT surcharge?

Many consumers themselves make biscuits and confections
similar to our products using the zero-rated ingredients.

But they are penalised financially if they want to have the
convenience and economy of large scale manufacture by our
industry. This is not the case with other convenience foods,
which are readily available and free from tax.

Further, these ingredients are common in foods which are not
taxed. None of the major ingredients is used solely in
chocolate biscuits or confectionery. Even cocoa beans are
not unique to taxed products. For example, chocolate dessert
pudding, milks, cooking chocolate and cocoa drinks are all
free of tax.

jc/becca/s
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CONFECTIONERY IS FOOD

SO WHY IS CONFECTIONERY TAXED?

When VAT was introdnced in the UK in 1973, Lhe Chancellor
explained why foods previously liable to purchase tax would
now be zero-rated for VAT;

"There is one other tax which falls heavily on families
with children... I refer to foods... which are at present
charged to Purchase Tax - mainly all kinds of confectionery,
and ice-cream, crisps, soft drinks and so on. The day has
passed when these items can seriously be regarded as luxuries
in the old sense of the word. They are bought by all
sections of th2 community. I have decided they should be
entirely relieved of tax - in other words zero-rated for
VAT".

One year later, anothér Chancellor in another Government,
searching for more revenue to replace that lost in some tax
concessions, said:

"We must find the means of paying for this and I have
decided to ... apply the standard rate of value added tax to
confectionery ...".

A Conservative Chancellor felt that equity demanded
zero-rating; A subsequent Labour Chancellor believed that the
need to raise more revenue overrode that. Since then, all
governments have justified this treatment of our products on
revenue terms alone;, and not denied the original argument in
favour of zero-rating.

THF ECONOMIC CONSEQUENCES OF EQUITY

We have commissioned an independent economist to assess the
consequences of zero-rating our products (sece Appendix IV).
The immediate loss of revenue to the aovernment would be
about £442m. However, the net cost would, our report shows,
be only £244m, after allowing for the full financial
ramifications.

The first effect of removing VAT from our products would be
that we would reduce our prices by 13% (ie. 158/115%). This
would happen because we know that the money belongs to the
consumer, not the industry. 1In addition, the market is
highly competitive, and would force corresponding price
reductions.

The direct results of this would be for sales of
confectionery and chocolate biscuits to rise by 7.5% and
other consumer expenditure by 0.12%. Meanwhile the Retail

jc/bceccalé6
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CONFECTIONERY IS FOOD

Prices Index would fall hy 0.2% as a result of our price
reductions.

Employment in the industry and related sectors would rise by
over 14,000. For the industry itself, the volume-led
improvement in unit costs would improve competitiveness both
at home in resisting further import penetration and abroad in
the highly competitive export markets which already account
for f.o.b. sales of £400 million per annum. The industry's
ability to reinvest would also be greatly improved.

Virtually all the industry's raw materials are either
controlled by the Common Agricultural Policy or originate in
the developing countries of the third world. The increase in
sales would assist in the task of reducing CAP surpluses in
the best possible way by adding value to them, whilst the
increase in demand for agricultural exports from the Third
World would help their economies. For instance, the shea nut
from Burkino Faso, used exclusively for its fat by the
chocolate industry, is that country's largest export earner
and represents some 10% of their exports.

The higher volume of demand released by the zéro-rating would
generate higher profits, which would themselves stimulate
reinvestment and additional Corporation tax.

The net effect would therefore be a loss of revenue to the
Government of £244m, but more than 14,000 jobs created, lower
inflation, and additional investment in one of Britain's
success industries.

je/bececal/7
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9. CONCLUSION

9.1 The BCCCA believes that confectionery and chocolate biscuits
should be zero-rated, because food is zero-rated and
confectionery is food.

9.2 Treating confectionery as food would enhance the Government's
policy on zero-rating food within the European Community.

9.3 Though this will reduce Government revenue, it will have
highly beneficial economic effects. The Government should no
longer justify an arbitrary and unfair tax on the basis of
revenue requirements aléne.

jc/beccca/8
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APPENDICES

T - Second & Sixth Directive of the European Community
II - The Nutritional Content of Alliance Products

IIT - Photographic example of taxed and untaxed food sold

along side each other

IV - Economic Impact - Paper by Dr. C.F. Pratten of the
Department of Applied Economics, University of
Cambridge.

je/beeca/9




CAKE, CHOCOLATE & CONFECTIONERY ALLIANCE

THE BISCUIT,
SUBMISSION ON VALUE ADDED TAX

CONFECTIONERY IS FOOD

APPENDIX I

The

The impact of the Second & Sixth Directives

of the European Community

Effect of the Second and Sixth EEC Directives on VAT

S

2.

.
i
.
.
ot
=

—

It has been suggested that the combined effect of the 2nd and
6th EEC Directives on VAT prevent an extension of VAT
exemptions. This claim is based on Article 28.2 of the Sixth

pirective which reads:

nreduced rates and exemptions.... which are in force on
31st December 1975, and which satisfy the conditions
stated in the last indent of Article 17 of the second
Council Directive of 11 April 1967* , may be maintained
‘until a date which shall be fixed by the Council...

... the Council shall review the above-mentioned reduced
rates and exemptions every five years and, acting
unanimously on a proposal from the Commission, shall
where appropriate adopt the measures required to adopt
the progressive abolition thereof". '

P

* Article 17 provides that member states may maintain
reduced rates and exemptions for clearly defined social

reasons.

Whilst it appears from the Sixth Directive that only food
(other than confectionery and the other items then excluded)
is to be treated as exempt, it must be recognised that the
exemption of confectionery was a reflection only of the VAT
treatment accorded to it at that time; confectionery had,; of
course, previously been exempt from VAT in 1973.

As part therefore of the the move towards harmonisation of
VAT it is entirely appropriate for chocolate biscuits and
confectionery to be classified with other food and therefore
exempt from VAT. The Government should discuss this change
with the Commission as a parc of its current policy to
continue to treat food as exempt from VAT.

jc/beccca/1l
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APPENDIX II

The Nutritional Contribution of BCCCA Products

The tables below illustrate the contributions of the major
ingredients to nutrient intakes in the UK diet.

Carbohydrate

Total consumption
BCCCA contribution
Supplied by sugar
glucose
flour
other

Protein

Total consumption
BCCCA contribution

flour
dairy products
cocoa
other

Supplied by:

Fat

Total consumption
BCCCA contribution

Supplied by: o0ils and fats
cocoa butter
dairy fat
nuts
other

Energx

Total consumption
BCCCA contribution

Supplied by: cocoa
oils and fats
dairy products
nuts
eggs
other

je/bececa/10

89.8 kg per person per year
22.5%

11.0%
2. 7%
6.7%
2.1%

24,7 kg per person per year
7.0%
3.4%

1.8%

0.6%

1:2%

35.4 kg per person ror year
15% "

g.3%
3.3%
1.4%
0.5%
0.5%

754,150 kcals per person per year

16%

3.3%
2:1%
3.7%
1.3%
1.3%
4.3%
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THE BISCUIT, CAKE, CHOCOLATE & CONFECTIONERY ALLIANCE

SUBMISSION ON VALUE ADDED TAX

APPENDIX IV

The Economic Impact of Removing VAT on Confectionery -
A paper by Dr. C.F. Pratten of the Department of Applied
Economics University of Cambridge

jc/beececa/l

SUMMARY

The main effects of removing VAT on confectionery are
summarised in Table 1. The table shows the effects for a
full year after full adjustment to the removal of VAT, and is
based on 1986 prices and volumes.

The industry would pass on the reduction in VAT in full and
the prices of confectionery would fall relative to the level
with VAT in place, by 13 per cent. The efféct on the RPI
would be a fall of 0.2 per cent.

The volume of sales of confectionery would increase by about
7% per cent in response to the reduction in the relative
prices of confectionery. The reduction in VAT would lead to
an increase in other consumers' expenditure of about 0.12 per
cent. The effects on employment would be an increase in jobs
of 14,250, and there would be a deterioration in the balance
of payments of £138m. GDP would increase by 0.15 per cent.

Finally the effect on the PSBR would be a net reduction in
government revenue of £241lm. The direct reduction in VAT
revenue would be £442m but £198m, 45 per cent of the initial
loss of revenue, would be recouped.
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Table 1. The Effect of Removing VAT on Confectionery

Direct Effects

(1) Reduction in VAT Revenue (1) £442m
(2) Prices bf Confectionery -13%
(3) The Retail Price Index ={); 2%
(4) Volume of Sales of Confectionery ; +7%

Direct and Indirect Effects

== 0== §m= 0= de 0= 0w e fem fom o= fem $m fes Qe fom few fum Pom oo fum fem Pum

(5) Other Consumers' Expenditure - 53 +0.12%

(6) Employment +14,250 jobs

(7) Balance of Payments (1) -£138m

(8) G.D.P. at market prices b3 : 0.15%

(9) pser (1) . -£244m
Notes

(1) In terms of 1986 prices.

(2) Total consumers' expenditure (row 2 of Table 2) E2345167
less expenditure on confectionery (row 1) £3,390m =
230,777m. The direct effect on 'other consumers'
expenditure' (row 11) £252m, less the redu_cion in sales
of 'other food products' (row 10) £75m, plus part of the
multiplier effects (row 13) £110m = £287m in all, as a
percentage of £230,777m = 0.12 per cent.

(3) Other consumers' expenditure (note 2 above) £287m, plus
increase in fixed capital expenditure (row 12), €25m,
plus remainder of the multiplier effects (row 13 and
note 2 above), £17m, plus expenditure on confectionery
£22]1 = £550m, as a pcrcentage of £374bn = 0.15 per cent.

jc/bceccal/?2
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JHE BISCUIT, CAKE, CHOCOLATE & CONFECTIONERY ALLIANCE
SUBMISSION ON VALUE ADDED TAX

METHODOLOGY AND ASSUMPTIONS

Removing VAT on confectionery would have a long chain of
effects. It was decided that macro economic models would not
provide a reliable method of tracing these effects because
the models do not incorporate the distinctive characteristics
of the confectionery industry. Instead the principal effects
were estimated from information provided by firms in the
industry and published statistics for the industry.

The estimates are for the effects of removing VAT on
confectionery. They do not include the effects of increasing
government revenue or borrowing to pay for the removal of VAT
on confectionery. The estimates are intended as a basis for
comparing the effects of removing VAT on confectionery with
the effects of reducing other taxes. They are based on 1986
prices and volumes and they allow for full adjustment to the
removal of VAT on confectionery. Full adjustment would take
two to three years; it would take that long for the increases
in profits to result in extra tax revenue.

The main assumptions made in order to make the estimates were

that the following variables were not affected by the removal

of VAT on confectionery:

(a) the exchange rate

(b) interest rates

(c) hourly wage earnings per person

(d) prices of the ingredients of confectionery and products
(apart from the reduction in prices of confectionery

flowing directly from the reduction in VAT).

(e) stocks and work in progress

(f) asset prices

The elimination of VAT on confectionery is assumed to apply
to snack foods and ice cream. The estimates of the effects
of the VAT chances on government revenue and expenditure
given in Tables 1 and 2 are limited to the effects of the
elimination of VAT on confectionery. The realism of the
assumptions and the sensitivity of the estimates to change in
the assumptions are considered later.

Table 2 g;ves the estimates of the effects of reducing VAT in
more detail. First, the bases for the assessments of the
effects on prices and sales of confectionery are described.

The sources for the other estimates are given at the end of
the table.

jc/becca/3
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PRICES OF CONFECTIONERY

The confectionery industry is oligopolistic but it is
competitive. There are several reasons for the effectiveness
of competition in the industry. No one firm dominates the
industry. Also the circumstances of the three leading firms
in the industry differ and changes affecting the industry do
not impinge on these firms in a uniform way. Such changes
provide one or other of the firms with a temporary advantage
with which it can increase its competitiveness. New products
are introduced and changes made to existing products, some of
these changes result in significant changes in market shares.
The industry's customers include powerful retail groups.

The reaction of firms in the industry to the removal of VAT
would be very visible. There would be pressure from large
retailers, from ‘own label' brands in some sectors of the
trade and perhaps from the media for the industry to pass on
the VAT reduction. Theteée are strong grounds for expecting
the removal of VAT on confectionery to be passed on in full
in lower prices. Firms would expect prices to be cut and
each firm would be reluctant to be left behind in the move to
lower prices. This assessment of the price effects of
changing VAT is supported by the record of the industry when
dealing with earlier changes in indirect taxes and changes in
the price of cocoa. Between 1972 and 1973 when purchase tax
was removed the relative price of confectionery (the price of
confectionery relative to the retail price index) fell by 10
per cent.

jc/bcccal/4
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SALES OF CONFECTIONERY

It is estimated that the reduction in prices of confectionery
of 13 per cent would lead to a 7% per cent increase in the
volume of sales of confectionery. This estimate is based on
estimates of the effects of past changes in prices made by
firms in the industry. These price changes were in response
to changes in indirect taxes and changes in the price of
cocoa relative to other prices, or resulted from moves by
firms to provide increased ‘'value for money' by increasing
the size of chocolate bars. The relative reduction in
confectionery prices between 1972 and 1973 was accompanied by
an increase in consumption of confectionery of 11.6 per cent.
Between 1973 and 1975 when VAT was imposed, the relative
price of confectionery rose by 23.8 per cent and the volume
of sales fell by 15.1 per cent. Although some part of these
changes in the volume of sales are attributable to changes in
stocks and real personal incomes, they suggest that the
volume of industry sales is very responsive to changes in the
prices charged by the industry. (1) i

(1) The increase in VAT in 1979 does not provide such a
clear test of the effects of changes in indirect taxes
because the increase in VAT applied to other consumer
goods besides confectionery.

jc/beeccal/s
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5. Table 2. The Initial Effects of Removing VAT at 15% on
Confectionery in terms of 1986 output and prices.

(1) Retail sales of confectionery and

chocolate biscuits in 1986 (a) £m 3,390
(2) Total consumers' expenditure in 1986 (b) £m 234,167
(3) (1) as percentage of (2) % 1.4
(4) Consumers' expenditure on food in 1986 (b) £m 32,340
(5) (1) as percentage of (4) : £ 105

(6) Proposed reduction in VAT on
confectionery (c) £m 442

The Direct Effects of Reducing VAT on Confectionery

(7) Prices of confectionery (d4) i % -13
(8) RPI (e) % -0.2
(9) Volume of sales of confectionery % +7.5

£m 221
(10) Sales of other food products (f) £m -75
(11) Other consumers' expenditure (g) £m +252

The Second Round Effects

(12) Extra fixed capital expenditure (annual
rates for 3 years by:

Confectionery manufacturers (h) £m +15
Other firms (h) = +10
Total " 25

(13) The multiplier effects of the first
round increase in consumers'
expenditure and the increase in fixed
capital expenditure (i) £m 127

Employment effects

(14) Confectionery industry (3j) Number +2,1250

(15) Firms supplying the confectionery
industry and distributing its
products (3j) Number +6,000

je/bcccal/b
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(16)

(17)

(18)

(19)

SUBMISSION ON VALUE ADDED TAX

Other UK industries for direct
increases in consumers' expenditure (3j)

UK investment goods industries for
increases in fixed capital expenditure

UK industries for the multiplier effects

Total

Balance of payments effects

(20)

(21)

(22)

(23)

(24)

(25)

(26)

{277}

Increase in imports of confectionery (k)

Increase in imports of cocoa and other
ingredients of confectionery (1)

Increase in imports for other consumers'
expenditure (m)

Increase in imports of capital
equipment (n)

Increase in imports to meet demand
generated by multiplier effects

Total

Increase in exports of confectionery
products (o)

Net balance «f payments effect

Effects on Taxation and Government Expenditure

(28)

Direct Loss of Revenue

Increase in Tax Revenue or Lower Expenditure

(29)

(30)

(31)

(32)

(33)

Indirect taxes including VAT on additional
other consumers' expenditure of £252m (p)

Reduction in unemployment benefit and
social security for jobs created (q)

Taxes and national insurance contributions
on the additional wages (r)

Taxes on additional profits (s)

Taxes derived from multiplier effects

jc/becccal/7

Number +3,000

Number +500

Number +2,500

+14,250
£m +15
£m +40
£m +53
£m +10
£m +35
£m 158
£m +15
£m -138
£m 42
£m 50
£m 22
£m 29
£m 20
£m 40
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(34) Reduction in social security payments
because of slower inflation (t)

(35) Tetal

(36) Net effect on PSBR

je/beeccal/8

£m

£m
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SUBMISSION ON VALUE ADDED TAX

6. SOURCES OF ESTIMATES

(a)
(b)

(c)

(4d)
(e)
(£)

(g)

(h)

(1)
(2)

Retail sales of confectionery - The BCCCA
Monthly Digest of Statistics, Oct. 1987

15 x 3390)

VAT at 15 per cent on €m 3390 (
(11 )

w

£442m as percentage of £3,390.
£442m as percentage of £234,167.

This is an estimate of the reduction in sales of other
food products caused by the fall in the relative price
of confectionery. It is difficult to assess the effects
of price changes for confectionery on other food
consumption. In relation to total food consumption the
effects are much smaller than for consumption of
confectionery and are, therefore, more difficult to
isolate. There is evidence that changes in consumption
of chocolate biscuits in response to changes in relative
prices lead to opposite changes in the consumption of
other biscuits.

The savings ratio in 1986 was 9.1 per cent. (1) It is
estimated that 10 per cent of the £442m reduction in VAT
- £44m - would be saved. There are two reasons for
expecting a low proportion of the tax reduction to be
saved. The savings ratio for those henefiting from the
reduction in confectionery prices is low because
expenditure on confectionery is proportionately higher
among low income groups. Also none of the reduction in
taxes would be syphoned off into pension contributionse.

The estimates of the effects of increased demand on
investment by confectionery manufacturing firms are
based on estimated made by firms in the industry. The
effects on the investment plans of firms vary. The
eliminatiun of VAT would cause some firms to initiate
substantial investment projects. At the other extreme
firms have enough capacity to meet the extra demand. In
1985 net fixed capital expe?Q}ture represented about 5
per cent of industry sales. The estimated extra
fixed capital expenditure of £15m a year by the
confectionery industry represents 10 per cent of the
increase in confectionery manufacturers' turnover.

Economic Trends, October, 1987.

HMSO Business Monitor PA421, 'Ice-cream, cocoa,
chocolate and sugar confectionery'.

jc/bececca/9
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The increase in sales of 'other firms' would be £177m
(the direct increase in 'other consumers' expenditure',
£252m less the reduction in sales of other food products
£75m). A part of these sales would be indirect taxes
and some would be imports. The effect on fixed capital
expenditure is estimated to be less than that for the
confectionery industry, £10m. In addition the increase
in sales of suppliers to the confectionery industry and
of distributors of confectionery would result in some
increasé in investment which has not been estimated.

(i) The increase in consumers' expenditure of £398m (£442m
less the increase in saving of £44m) and fixed capital
expenditure of £25m would generate increased wages,
salaries, profits and dividends which would lead to a
further round of expenditure, here estimated at £127m,
30 per cent of the total increase in expenditure of
£423m (£398m + £25m).

(j) For making the estimates of the employment effects of
the VAT reduction it is assumed that confectionery
manufacturers would benefit from significant scale
effects and that the percentage increase in employment
by the industry would be 60 per cent of that for the
increase in output. Employment in the industry is
estimated at 50,000; 60 per cent of 7% per cent of
50,000 = 2,250. The scale effects relate to specialised
production lines fur confectionery products and for
employees engaged in indirect or overhead functions.
The estimated increases in sales of the confectionery
industry and employment in the industry imply sales per
employee for the additional employees of £65,800 per
person.

Although the effect on employment of firms supplying the
confectionery industry, which include cocoa and sugar
processors, may be muted, the effects on employment with
distributors would be substantial. In 1984 average
sales per person engaged, including part-time employees,
for confectionerxi)tobacco and newsagents shops was
£21,000 a year. An increase in sales of
confectionery of £221m would imply an increase in
employment of 9,600 with a sales per additional employee
of £23,000 (to allow for an increase in sales per person
between 1984 and 1986). In practice there would be some
scale and capacity utilisation effects for CTN shops
which would reduce these employment effects, and sales
per employee for confectionery products sold through

(1) HMSO, Business Monitor, SDO25, Retailing p. 72.

jc/bccca/l0
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(k)

(m)

(n)

(o)

(p)

(q)

jc/bececcal/ll

SUBMISSION ON VALUE ADDED TAX

supermarkets are higher than for sales through CTN
shops. The increase in employment was estimated at
6,000 including part time employees.

The job creation effects of the increase in 'other
consumers' expenditure £177m (row 11, £252m - row 10
£75m) would be less than for the increase in expenditure
on confectionery, £221lm. The increase is smaller, £177m
compared to £221, and the indirect tax and import
components would be greater.

Imports are estimated to take ten per cent of the
increase in sales. Ten per cent of £221m = £22m at
retail prices and £15m at import prices.

UK confectionery manufacturers' sales would rise by
£221m less imports of £22m, £199 at retail prices,
equivalent to £133m at manufacturers' prices, plus
exports of £15m - a total of £148m. The bought out
materials and services content of manufacturers' sales
is about 60 per cent, £89m. Of this total £40m 1is
estimated to be imports.

The increase in other consumers' expenditure, £177m
would be met in part from imports. It is estimated that
these imports would represent 30 per cent of this
expenditure, £53m.

It is estimated that 40 per cent of the increase in
fixed capital expenditure would be imported. Forty per
cent of £25m = £10m. -

There would be two positive effects of the reduction of
VAT on exports of confectionery. The increase in the
volume of sales tu the home market would reduce costs
and increase efficiency through scale effects and taking
up spare capacity. This increase in efficiency would
make the industry more competitive. Secondly, the
increase in the profitability of the industry would
enable some firms to step up their investment in
marketing and gaining entry to overseas markets and
retail outlets.

Indirect taxes are estimated at 20 per cent of the
increase in 'other consumers' expenditure.

The estimated extra jobs attributable to the elimination
in VAT is 14,250. It is assumed that unemployment falls
by 60 per cent of 14,250, 8,550; the balance of jobs
going to people who would not come off the unemployment
register. The saving for unemployment benefit, etc.,
estimated at £50 a week per person taken from the
unemployment register, would be £22m for 7,350 jobs.
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(r)

(s)

(t)

SUBMISSION ON VALUE ADDED TAX

Taxes and employees' and employers' national insurance
contributions at 30 per cent of gross wages for 14,250
extra jobs at £130 a week would be £29m.

The positive effect on profits of confectionery firms is
likely to be large because of the scale effects referred
Lo iyl led o

£m
Extra sales revenue of confectionery
companies* 148
less: increased wages, national insurance
contributions, etc. 2,250 jobs at
£200 a week per person 2.3
purchases of materials and
services 60 per cent of £148m 89
Balance, including increased profitsd 6

In addition to the increase in profits of confectionery
companies, profits of other firms including distributors
of confectionery, will increase with increases in sales
generated by the reduction in VAT on confectionery.

Slower inflation caused by “he reduction in the price of
confectionery, equivalent to a reduction of 0.2 per cent
in the retail price index, would reduce the increase in

social security benefits, £46bn in 1987/88 and national

insurance contributions, £26bn i1 1987/88.

Extra retail sales of confectionery £221m less extra
imports of €22m at retail prices, equivalent to £133m at

manufacturers' prices, plus extra exports of £15m,
£148m,.

jc/bcececal/l2
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CRITICAL ASSUMPTIONS AND THE SENSITIVITY OF THE ESTIMATES

The Assumptions

The first two assumptions made to estimate the effects of
reducing VAT, that the change does not affect the exchange
rate or interest rates are important for the results of the
exercise. The assumption that the exchange rate would not be
affected fits with the recent exchange rate policy. The
authorities have sought to maintain the sterling exchange
rate relative to the D.M., while allowing some flexibility in
the Sterling/D.M. rate in response to falls in the $.
Similarly, the proposed removal of VAT on confectionery would
in practice be unlikely to lead to a change in interest

rates.

The estimates indicate that the deterioration in the balance
of payments brought about by the change in VAT would be of
the order of £138m a year. Plainly such a change would tend
to depress the sterling exchange rate. If it were assumed
that the government replaced the lost VAT revenue on
confectionery by issuing more bonds, the effect of the change
would be to raise interest rates. These effects are
difficult to estimate and simulations with different macro
economic Tg?els give widely differing estimates of the
effects. In any case the purpose of the estimates
described here is to provide a comparison with other forms of
tax reduction. These would also lead to a deterioration in
the balance of payments and an increase in borrowing or a
slower repayment of debts.

The reduction in unemployment caused by the elimination of
VAT would lead to a slight tightening in the labour market
and hence upward pressure on wages. However, the effect of
VAT reductions in indirect taxes to reduce wage increases via
their effects to reduce the retail price index is recognised
in macro economic models. 'It has long been known that cuts
in expenditure taxes look very attractive options in most
macro economic models'. The longer term benefit derives from
the way in which lower expenditure taxes enhance the r?T}
wages of employees without raising production costs'.

(1) K.F. Wallis (Editor) 'Models of the UK Economy'.
Oxford; 1986

je/becca/l3
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Sensitivity of the Estimates

Many assumptions are incorporated in the estimates and it is
difficult to place ranges for the possible errors to the
estimates. However, it is possible to consider the
sensitivity of the estimates of tax revenue to changes in the
assumptions and/or errors in the estimates.

The estimate that the reduction in VAT would be passed on in
full is important for the result. Not only is the increase
in consumers' expenditure on confectionery and other products
dependent on this assumption, the £40m reduction in social
security benefits also turns on the reduction in prices.

Government net revenue is less sensitive to the other
estimates. For example, if confectionery sales were to rise
by less than 7% per cent in response to the reduction in
prices of confectionery, other consumers' expenditure would
increase faster and there would be little effect on tax
revenue.

(1) Andrew Britton, national Institute Economic Review, Feb.
1986, p.>87.

i o s i v
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FROM: MOIRA WALLACE
DATE: 5 JANUARY 1988

D BOARDMAN, C&E cc PS/Economic Secretary
Miss Sinclair
Mr Michie
Mrs Burnhams

PS/C&E

DR PAISLEY'S BUDGET REPRESENTATIONS

I believe Mrs Burnhams mentioned to you that I received a call
from Dr Paisley's office today. Dr Paisley would 1like to come
with representatives from Gallahers to meet Customs officials,
as 1in previous years. I promised that someone would get back
to them, and I would be grateful if you could arrange for this
to be taken forward. The person to speak to 1in Dr Paisley's
office is Mr Dodds, and the phone number is Belfast (0232) 54255
or 58900.

WW :

MOIRA WALLACE



35A/G/PC/8/5

ECONOMIC SECRETARY
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FROM:
DATE:

MISS G M NOBLE
5 January 1988

PPS —

PS/Sir P Middleton
Mr Scholar

Mrs Lomax

Mr Murphy

Mr Bridgeman BSC
Mr Watson BSC

REVIEW OF SCHEDULE 8 : REPRESENTATIONS FROM THE BSA

You have agreed to see the Building Societies Association tomorrow

to allow them to make formal representations to you about the

review of Schedule 8.

D
this.

Mr Tony Stoughton-Harris
(Nationwide Anglia)
Chairman of the BSA

Mr Frank Strickland
(North of England)
Deputy Chairman of the BSA

Mr Mark Boleat
Director—-General of the BSA

Mr Ron Armstrong
Head of Legal Services, BSA

Mr John Spalding
Chief Executive
Halifax Building Society

Mr Alan Cumming
Executive Vice Chairman
Woolwich Building Society

Mr Peter Birch

Chief Executive Abbey National

You jares..ofl «course;

well aware ot

I understand the team will be:-

the background to all

I attach for reference the "shopping 1list" from the BSA's

formal submission.



Opening remarks

Se I suggest you open the meeting by reminding the BSA that
you said, when you announced the review of Schedule 8, that
it had two aims: the first was to see whether the schedule could
be redrafted to remove some of the problems societies had been
experiencing using their new powers (basically to change the
presumption at the margin) and the second was to consider in
a more coherent way the various requests which societies had
made for a substantive widening of their powers. On the first
point, we are now clear that it is possible to use an affirmative
order to restructure the schedule so that only those activities
which are specifically prohibited would be ultra vires. This

on its own would remove a lot of the irritating problems societies

have had with the schedule. On the second point, you have
considered the proposals the BSA have made. You are disposed
to allow some widening of the powers. But the "shopping 1list"

as a whole adds up to a pretty radical package and one which
would effectively condense into one step the gradual phasing
in of the powers which the architects of the Act had envisaged
happening over 5-10 years. You are not certain yet that it
is right to make quite such a 1large step in one go but are
prepared to hear what the societies have to say. It would be
usefuls inSiparticulars if Fhey : could give‘ a better indication
of their priorities. - What items do they attach greatest priority
to?

4, 1 gather the societies' representations will concentrate

on the following items:-

iz An increase in the £5,000 limit on unsecured
loans
The BSA have asked for £25,000. 1f . .you
wish you could indicate you are disposed
to make some’ dnecrease: in *this - kimit; —but
would have reservations about asking the
House to agree figures as high as £25,000.
What sort of sum do they really need?



ii.

1ii.

TV,

ST Generally, I suggest you do not get drawn 1into detailed

arguments,

Insurance and stockbroking

You could say that you could recognise
that there are problems with the Financial
Services - Act. But that does not extend
across the board. What are the points
which really matter to societies in this
area?

The need to increase the 1limit on class
3 assets from 5 per cent to the statutory
maximum of 15 per cent

You <can say that you have some doubts
about going quite so far in one go, both
on presentational grounds (e.g. appearing
to allow too rapid an increase in upsecured
credit) and substantively'(zg;a;;a; some
sort .of brake on the speed at which
societies move into the riskier new areas
and force them to assess their priorities))
You could ask the societies  to say what
sort of figure they felt they could 1live
with in the medium term if you felt you
could, ~notic gor  to " the «istatutory & maximum
at this stage. !

Removing, or modifying the restriction
on provision of services to individuals

Here éiyou- reould simply - dipoeint . dont-that
providing banking services to large
businesses 1is a 1long way from building
societies' conventional business imanshe
A, and it 1is difficult to see where
to draw[L_ntermediate line. What are the
real arguments for moving into this area;
what sort of business do societies really

want, o do?

but make it clear that you are prepared to 1listen



carefully to their case and consider further before you make
final decisions.

Timing

6. If the BSA ask about timing and press for a commitment to
get the order presented 1in mid-February, I suggest you remind
them that you made it clear at the start that you would ensure
there were no unnecessary delays but that you were determined
to take enough time to get the schedule right this time. You
should isay:" that' 18" -s8tikl  “your ' position. You recognise that
there are implications for the societies' AGM's, but the BSA
have put forward a much larger and more radical shopping 1list
than expected; 1t raises important issues which needed careful
consideration, there 1is a 1lot of detailed drafting still to
be done, and with the best will in the world you cannot sensibly
give a firm commitment that the order would be ready for

introduction in mid-February.

MISS G M NOBLE



Proposals

25. This section of the Paper sets out the Association's specific
Proposals for Schedule 8. They are deliberately not couched in legal
language, but rather the need for societies to be able to have the
hecessary powers in respect of the services is analysed. 1In summary,
the Association pProposes the following -

(a) So as to enable them to provide a comprehenslve'banking'
service, societies should be able to make unsecured loans up to
- £25,000, rather than the present limit of £5,000.

(b) The obstacles to societies playing a full part in EFTPOS
' “developments should be removed.

(c) Societies should be able to offer anclllary-ﬁanklng services
such as guarantees, indemnities, safe deposits and acting as
company registrars.

removed.

(e) Societies should be able to arrange credit without any
restriction.

(£) Societies should be able to provide the full range of

investment services including giving advice, acting as agents and
providing a stockbroking service.

(B) Socleties should have full fund management powers.

services.

(1) Societies should be able to underwrite insurance through
subsidiary or associated companies,

(k) Societies should be able to offer services related to house
buying and ownership, e.g. maintenance services.

(1) The restrictions of the management of land should be removed.

(m) Generally, restrictions to providing services to individuals
only should be removed.

(n) The limit on class 3 assets shuld be increased as a
consequence of the recognition that societies should be offering
more services some of which will require significant capitalisation.
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P J Davis Esq

Chief Executive

Reed International Plc
Reed House
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5 January 1988

Deaf\, M. yw,

Thank you for your letter of 18 December 1987 enclosing
representations for the Budget from Reed International Plc.

I can assure you that your representations will be carefully
considered in the run-up to the Budget. But, I am sure that you
will understand that I cannot comment further at this stage.

As for the European Commission's proposals to "approximate" VAT
rates, Nigel Lawson made it clear to the Council of Finance Ministers
on 16 November that the United Kingdom would not permit to come
into force any proposals which in any way conflict with pledges
the Government has given concerning the UK's zero rates of VAT.

PETER LILLEY
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NOTES OF A MEETING HELD ON WEDNESDAY 6 JANUARY 1988 AT 3.00PM IN
THE FINANCIAL SECRETARY'S ROOM, HM TREASURY

Those present: Financial Secretary
Mr J Nash )
Mr R Cohen ) British Venture
Mr J Blake ) Capital Association
Mr T Jenkins )

Julian Reed ) Inland Revenue
Nigel Williams) Inland Revenue

Stephen Flanagan HM Treasury

BRITISH VENTURE CAPITAL ASSOCIATION BUDGET DEPUTATION

Mr Nash opened the meeting by thanking the Financial Secretary for

his help on UK limited partnerships which he said were becoming the
industry norm. He also referred to the excellent relationship with
the Revenue over this. He commented that Section 79 was working
well and that an outstanding job had been done by the working
party.

Entrepreneur Scheme

2ns Mr Nash then discovered the tirst of the BVCA's
representations - an Entrepreneur's Scheme. He explained that the

proposal was for a BES style relief for investment by an individual
in a company for which he was a full-time employee. The reason for
this scheme would be to encourage and attract good management. He
felt there was an equity gap at the small end of the market
ie. *£50-£100,000.

3% Mr Nash felt the BES should be capped to a limit of £200,000
in order.
4. The Financial Secretary said this would kill most BES current

schemes and they would become more like start up schemes. He asked

either Mr Nash or Mr Cohen if his company were post BES investors?



5.’ Mr Cohen explained that both he and Mr Nash's company were
pre-BES. They only get involved where a BES company has got into

financial difficulties.

6. Mr Nash pointed out that if there was a cap on BES, his
company would come into the schemes. At present, he did not see
BES firms as competition, as BES firms tend to invest in businesses
like Hotels rather than high technology. Mr Nash referred back to
the BVCA's proposed entrepreneur scheme. He commented that the
prospects of entrepreneurs investing in BES had been muted by
Parliament. He, therefore, felt it was . better' to. ‘start..a

restrictive scheme than none at all.

755 The Financial Secretary said that such an entrepreneur scheme

would create a problem of "round tripping" which would benefit the
company but not the entrepreneur. He also pointed out there would
be 1likely to be a substantial deadweight costs in respect of

businesses that would have been set up anyway.

8= Mr Nash suggested there could be a test to ensure that there

was a genuine 3rd party investor outside the entrepreneur.

9% Mr Cohen reiterated that the entrepreneur should be given the
chance to invest and there should be incentive for management to
issue to new companies: BES had already given incentives to passive

investors and it was time to shift interest to the managers.

10 Mr Reed said he felt the deadweight problem was important as
money would probably be spent on dull boring and unoriginal

businesses.

il The Financial Secretary also commented that the scheme might

introduce the ©principle of insider investment, which would
inevitably increase the pressure to extend relief +to other
insiders. He did, however, say that he would have another look at

the idea.

Approved Share Option Schemes

12 Mr Nash explained that the BVCA think the present limit of
four times salary is restrictive and should be increased to six



ti salary. He pointed out that the present system meant that if
an employee joins a smaller firm and therefore receives a smaller

salary, he will be allowed less options.

33 . The Financial Secretary emphasised that he was in favour of

options but he pointed out that there was evidence that
remuneration in a number of large companies consisted of 1large

amounts of options.

14. Mr Nash suggested that the scheme be 1limited to unquoted
companies or for a limited amount of money. He explained that

companies often offer options when they bring in a new management

team.
I5; The Financial Secretary agreed that the Government could be
more generous on unquoted companies. He did point out, however,

that there was no great pressure for change in the limits and no
real evidence to suggest that the present limits were preventing
the scheme from achieving its aims. However, he agreed to take a

further look at the proposal.

1.6 Mr Blake pointed out that the BVCA would be happy to meet

with officials to discuss any complex technical points.

17, After the meeting the Financial Secretary spoke to Officials

nd he thought the Entrepreneur Scheme could be a possibility for

(V)]

this year's finance bill. He also said he was interested in the

BVCA's proposals on share options in relation to unquoted

companies. He asked for notes on both subjects.

gﬁ&-

S thW$f
SUSAN FEEST cc PS/Chancellor
(Assistant Private Secretary) Mr McGivern IR
7.1.1988 Mr J Reed IR

Mr N Williams IR
Mr S Flanagan
PS/IR



FROM: MRS T C BURNHAMS
DATE: 6 JANUARY 1988

PS/CHANCELLOR |9 |7 cc PS/Chief Secretary
PS/Financial Secretary

PS/Paymaster General
PS/Economic Secretary
Sir Peter Middleton
Sir Terence Burns

Mr Cassell

/\ s Mr Monck

/ E Mr Scholar

/ ™ Mr Culpin
Miss Sinclair
Miss Evans
PS/IR
Mr Marshall - IR
PS/C&E
Mr R Allen - C&E

BUDGET REPRESENTATIONS

As requested I attach a matrix covering the first batch of
representations from the main‘organisations. A summary was attached
to my minute of 14 December. As I am sure you will appreciate the
matrix can only provide a snap shot of the main points made by the
organisations and other 1less important or more technical points

cannot be included.

g s

MRS T C BURNHAMS
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ASSOC OF CORPORATE
TREASURERS

BRITISH CASINO
ASSOC

COUNTRY LANDOWNERS BUSINESS IN THE
ASSOC COMMUNITY

PERSONAL TAX Increase Reliefs

STAMP DUTY Increase threshold to
£40,000 on land sales
and change threshold to
allowance

CaT Increase reliefs and
reduce rates

IHT Reduce burden

CcT Increase relief

CAPITAL ALLOHWANCES

1st £30,000 of capital
investment allowable as
revenue cost in 1st yr

BES

VAT

EXCISE DUTY

BETTING AND GAMING

Duty to be paid on
profits net of
expenses. Relief
on bad debts




. 441/002/AC

CBI

SCOTTISH LANDOWNERS
FEDERATION

I0D TECH REPS

PERSONAL TAX Reduce top rate to Reduce rates Abolish PIID threshold tax
50% , lower tax for relief for private health
low paid, intergra- schemes, no increase in
tion of tax, NICs car scales
and benefits

STAMP DUTY

caeT Rebase to 1982 General reduction Reduce rate to below IT and

CT rates, exempt pre 82 assets
held for 10 or 20 years

IHT Reduce burden to General reduction Business and agricultural
benefit small firms relief on gifts, limit of

50% tax on gifts made
between 3-5 years before
death

cT Lower rate to Ease rules for losses and

encourage increased

group relief, apply sm bus
rate to first £100,000 of

investment and wider
set-off of losses.
Improve double taxation
relief and allow pool-
ing of overseas tax.

profits for all

CAPITAL ALLOWANCES

BES Extend scheme

VAT Bad debts relief Extend cash accounting,
introduce bad debt relief

Excise Duty

BETTING AND GAMING




LAW SOCIETY OF
SCOTLAND

i NFU TOBACCO ADVISORY COUNCIL

PERSONAL TAX

Extend relief for
covenants to students
under 18, increase
minor personal allow.
increase PIID
threshold

STAMP DUTY

Abolish

car

Abolish, rollover
relief for milk
quotas, transferable
allowances for
spouse

No CGT if asset held
for 7 years

IHT

CT

CAPITAL ALLOWANCES

100% allowance on 1st
£10,000 of investment

in plant & M/C or 25%
write-down allow. on
straight-Tine basis. 10%
Agricultural Building
Allowance

BES

VAT

EXCISE DUTY

Limit increase in tobacco
duty to rate of inflation

BETTING AND GAMING




INST OF TAXATION

INST OF CHARTERED
ACCTS

ROYAL INSTITUTE OF
CHARTERED SURVEYORS

Reform schedular
system to allow wider
offset of losses

PERSONAL TAX

Reduce tax rates and

steep tax progression.

Review of tax returns
time Timits

Reinstate relief for
reconstructions and
de-mergers

STAMP DUTY

Less regressive on
residential property

ceT Extend retirement
relief to cover the
disposal of business
assets

Simplification

Indexation of pre 82 gains

IHT Improve business and
agricultural property
reliefs

Reduced burden when death

occurs after less than
7 years

CT Extend time Timit for
group relief claims

Removal of close
company legislation

CAPITAL ALLOWANCES

BES

VAT

EXCISE DUTY

BETTING AND GAMING




MANAGERIAL , PROFESSIONAL
& STAFF LIAISON GROUP

INTERNATIONAL CHAMBER
OF COMMERCE

LANDOWNERS GROUP

PERSONAL TAX Shift burden from
direct to indirect
taxation, married
person's allowance
STAMP DUTY
ceT Greater alignment with Reduce rates to 25% abolish
IT, relief for capital indexation and introduce
losses from intra group taper from 3rd to 6th year
lending with no charge after 7 years
IHT Reduce rates
CT Tax relief for losses

incurred on repayment
of foreign currency
borrowing

CAPITAL ALLOWANCES

Reduce capital taxes

BES

VAT

EXCISE DUTY

BETTING AND GAMING




CHARTERED ASSOCIATION
OF CERTIFIED ACCTS

INST OF CHARTERED ACCTS
OF SCOTLAND

PERSONAL TAX

Less harsh penalty
regime, reduced burden
generally

Eased retirement relief
rules for F/T Directors
relief for farm losses
due to economic and
climatic factors

STAMP DUTY

CeT

Simplication and less
harsh penalty regime

Independent taxation and
review of contingent rights

IHT

Less harsh penalty
regime

CAPITAL ALLOWANCES

BES Carry back relief to
be increased to
£20,000
VAT Extension of
registration period
EXCISE DUTY Freeze petrol duty and VED

BETTING AND GAMING




BRITISH INVISIBLE BRITISH VENTURE ASSOCIATION OF BRITISH

l EXPORTS COUNCIL CAPITAL ASSOCIATION INSURERS
PERSONAL TAX Increased incentives for tax exemption for insured
entrepreneurs; higher Timits pension schemes
for share option schemes
STAMP DUTY Abolition on
Securities trans-
actions
CeT Remove CGT on sale of Increase relief
equity
IHT
CcT Aggregation of overseas Improve tax treatment of
taxes for credit against exchange losses and double
UK tax, rollover relief taxation relief

for balancing charges on
ship's sales

CAPITAL ALLOWANCES

Allowances for shipping

BES

VAT

EXCISE DUTY

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

Major General W D Mangham CB

The Brewers' Society

42 Portman Square C

London W1H OBB January 1988

Thank you for your letter of 11 December, which enclosed your
representations for the Budget.

3 would be delighted to meet a deputation from the
Brewers' Society again this year. I have asked my office to
be in touch with the details.

; \
Nl s
NIGEL LAWSON



" From Ma jor General W D Mangham CB

The Brewers’ Society

42 PORTMAN SQUARE - LONDON WIH 0BB

TELEPHONE - 01-486 4831 (16 LINES)
FAX - 01 935 3991 + TELEX - 261946

The Rt Hon Nigel Lawson MP

The Chancellor of the Exchequer

H M Treasury

LONDON

SW1P 3AG 11 December 1987

LCJ&W

The Chairman of the Society, Mr Anthony Fuller, would be very

pleased if he and I could come and see you, preferably in the

first half of January, to discuss the position of the industry
and the treatment of beer in the forthcoming Budget.

I enc

se a short paper outlining some of the areas of concern
Witulu h

i~ -_-_L._‘_,
€ 1riaustiry.

(@5

I look forward to hearing from you.
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Registered in London No. 1182734
Registered Office: 42 Portman Square, London W1H 0BB
A company limited by guarantee




THE BREWERS' SOCIETY

BEER DUTY

The Beer Market

1 There has been a very small improvement in the demand
for beer during the last twelve months. Sales in the year
to 31st October 1987 are expected(l) to be about 62.0m. hl,
an increase of only 0.6% on the figure for the previous
year. Home production (including foreign brands) brewed
under licence in the UK) was 59.6m. hl in the year to 3lst
October 1987 an increase of 0.3%.

2. The poor summer weather has clearly not helped, and
the market has also been influenced by a number of
demographic factors, to which attention has been drawn in
previous submissions.

I The decision by the Chancellor not to increase duty in
the last two budgets has been very welcome, and without it
the present level of the market would not have been
sustained. In fact, most of the improvement in volume
followed last year's Budget. In the seven months from April
to October, sales were 1.1% higher than in the equivalent
period in 1986.

Price of Beer

4. In the late summer and early autumn, there was a spate
of press reports pointing to numerous increases in beer
prices. This is of course a period when prices may be
increased, coming as it does just after the period of peak
demand.

. Members of the Society have been made aware of the
comments made by the Chancellor in respect of brewers' price
increases following the duty stand-still. On average,
wholesale beer prices rose between September 1986 and
September 1987 by 3.8%. The RPI increased by 4.2% during
the same period. The position is therefore much less
startling than was represented in the media. It reflects
the fact that there have been some cost increases in beer
production and distribution, even though these did not occur
in respect of the duty element. Net of duty the average
increase was, at 5.2%, within a single point of the RPI.

6. Average data on retail prices is difficult to
establish. Brewers only set retail prices in their managed
houses, and these account for only 20% of the total market
for beer or 24% of the market for beer consumed on the
premises. The retail price also reflects the 'package' of
drink and amenity which the consumer is purchasing. Very
substantial investment has been made in improving the
amenity in on-licensed outlets, and the ''package' offered

to — and indeed demanded by - the consumer is very different
now from what it was a generation ago. These improvements

(1) From data supplied to the Society by its members.
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{ n amenity would inevitably be reflected in price, even at a

time of zero inflation. Nevertheless, this total package is
commonly provided at moderate rates. In a recent survey
carried out by the Society, it was established that the
ratio between the price of beer in pubs and similar outlets
and the price of beer in off-licences was much lower in the
UK than in any comparable country.

Duty on stronger beers

e The present straight line duty structure was
introduced in 1974, and made it possible for brewers,
without incurring any fiscal penalty, to use the technique
known as high gravity brewing in the production of beer.
This technique is a modern development which enables highly
efficient use to be made of brewing plant and conserves
energy. It uses worts of a higher original gravity than is
intended for the finished product. After fermentation, the
resulting beer is conditioned and then liquor (purified and
de-oxygenated water) is added under very strictly controlled
conditions to bring the beer down to the target original
gravity.

84 From calculations made by the Society, virtually half
of the beer produced in the UK is brewed using this
technique. If recent proposals(2) to increase the duty on

stronger beers were adopted, a brewer could be faced with
two choices in respect of beers currently produced by the
high gravity technique:-

- He could continue to use the technique but pay
more duty per hectolitre on a beer of the same
target 0.G. than a brewer not using such
technique; or

- He could install new capacity to brew the
required volume of beer at iis target original
gravity. In this connection, it should be
observed that the industry is sometimes thought
to have excess capacity but most of this concerns
the production of ale/stout, and lager capacity
is often under pressure. High gravity brewing is
used more for lager than for ale, and so its
restriction by fiscal means would in many cases
give rise to a need for additional brewing and
conditioning capacity. This would have cost
dis-benefits due to increased energy wastage and
the cost of financing the new plant.

9. An equally important objection to the introduction of
higher rates for stronger beers is that it would affect the
duty relationship between beer and wine in force since the
European Court decision, in a manner adverse to beer. This
would be unfair to the many moderate drinkers who enjoy
strong beers such as barley wine and premium lager, and to
the producers of those products - who are very largely
home-based, compared to wine producers, who are not.

(2) By a Working Group of the Home Office Standing
Conference on Crime Prevention.



10, It would not, however, be likely to help to deal with
the problem of drink abuse amongst the young, which is the
purpose for which the recommendation has been made, because
the 18-25 age group is well known to have the highest
discretionary income amongst all drinkers.

The 1030° Base

11. It has been suggested that there would be social
benefits in removing the 1030° duty base for beer, i.e. in
changing the duty formula so that worts below 1030° were
charged at the standard per degree rate and not at a minimum
rate applicable to an 0.G. of 1030°. This could of course
stimulate the production of lower strength beers.

12 The Society would not wish to resist any Government
measures which are likely to inhibit the misuse of alcohol,
but it is most important that any reform should not be
harmful to the quality, and hence the reputation, of British
beer. Many brewers believe that it is not possible to
produce an adequate quality in beers such as ale, stout and
lager with worts of less than 1030°, because, amongst other
things, they do not allow sufficient reproduction of the
yeast to develop the traditional flavour components. Simply
removing the 1030° base could well induce brewers under
competitive pressures (including those from continental
brewers exporting to the United Kingdom) to produce what
purported to be normal beers at increasingly low gravities.
This could have a very harmful effect on the public
perception of the quality of British beer.

13, If it is wanted to stimulate the production of low
strength beers, the Society would strongly suggest that the
1030° minimum duty should be retained except in one respect.

e B There should be a new low flat rate of duty for
beer with an 0.G. below 1030° and an alcoholic
strength by volume exceeding 1.2% and not
exceeding 2.2%.

2 Beers in this category should be referred to as
"reduced strength' beers, and it should be
obligatory for these words to form part of the
product name, e.g. ''reduced strength bitter' or
"reduced strength lager'.

14. The Society envisages that duty would be collected on
the wort in the present manner, and that 'reduced strength"
beers would qualify for a partial refund of duty analogous
to the complete refund of duty for beers in which the
alcohol is removed to below 1.2%. It is therefore very much
hoped that this arrangement could be introduced without a
substantial administrative burden for either the excise
control or the brewer. It is also believed that the
proposed arrangement would be entirely compatible with the
existing practice of labelling non-dutiable 'beers'" as ''low
alcohol" or "alcohol free', as the case may be, where, by
reason of the labelling system, the public are well aware of
what they are buying.



Mixed alcoholic beverages

135 Last year, H.M. Customs & Excise issued a discussion
paper on the restructuring of the wine/made-wine duties. It
may be helpful for the Society to restate its views on the
issues raised in the discussion paper. They are as
follows:-

- We would support the introduction of a new duty
band for mixtures of wine and beer with fruit
juices etc.

- We accept the suggestion that the upper limit for
this band should be 5.5% alcohol by volume.

- We think it is most important that the duty
burden of products in this band, which will be in
strong competition with beer (which is itself a
low strength alcoholic beverage) should not be

such as to favour these new products compared to
beer.

16. Subject to this, we do not believe there should be any
carbonation limit (or special additional rate applicable to
products over a specified level of carbonation).

AGT/ps
December 1987
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FROM: J M G TAYLOR
DATE: 8 January 1988
MRS BURNHAMS | cc PS/Chief Secretary

PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton

Sir T Burns

Mr Cassell

Mr Monck

Mr Scholar

Mr Culpin

Miss Sinclair

Miss Evans

PS/IR

Mr Marshall - IR
PS/C&E

Mr R Allen - C&E

BUDGET REPRESENTATIONS

The Chancellor was grateful for your minute and enclosure of

6 January.

A

J M G TAYLOR
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l FROM: P J CROPPER
DATE: 8 January 1988

CHANCELLOR cc Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Mr Tyrie
Mr Call

CONSERVATIVE WOMEN'S BUDGET RECOMMENDATIONS

These came in five minutes ago.

P J CROPPER
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LRy, Conservative Women’s
!’a} National Committee

v
tfj 32 Smith Square Westminster London SW1P 3HH
Tel. 01-222 9000 Telex 8814563 'Fax. 01-222 1135
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PROPOSALS SUBMITTED TO THE RT HON NIGEL LAWSON, MP
CHANCELLOR OF THE EXCHEQUER, FOR THE 1988 BUDGET
BY THE CONSERVATIVE WOMEN'S NATIONAL COMMITTEE

In our Budget Submissions this year, we urge the Chancellor
of the Exchequer to look at five matters Wthh ge feel.

need his urgent attention. ; *;agijww
1. The Taxation of Married Women | 1IJA§‘@8
2. Mortgate Interest Relief § aorinn ']g;;;ij 'qb
3. Tax Relief for Carers 4;3l"§%)c6T;l_P'6iF6T %)QNG
4. Child Benefit L 'g;;’z o) meﬁﬁ"ﬁ
5. Work Place Nurseries fﬂfg%ggﬁf%a"“j
1. The Taxation of Married Women

N
' ,".‘.‘2?, 6mcul: Ml{l: VAN S
: o PS)IR
The CWNC agrees with the Chancellor when he says, as he
did at the 1987 Party Conference, that the tax treatment %}CﬁE
of married women is no longer acceptable and will have
to change. The number of speakers at Blackpool who
called for the reform of the tax system relating to
husband and wife indicated that there is a considerable
amount of interest and no shortage of strong feelings
about this issue. Although the response to the 1986
Green Paper on the reform of personal taxation was
disappointing, the CWNC supports the Chancellor's
resolve to reform the taxation of husband and wife.
The Chancellor has an excellent record on tax reform
and we believe that the taxation of married women is an
area which provides an opportunity to keep up the drive
towards a simplified, fairer and more modern tax system.

The basic approach to the taxation of married women has
been the same since the beginning of the last century;
it is clearly no longer relevant to the needs of modern
society. The CWNC would ask the Chancellor to reform
this arcane system in such.a way that gives women
independence and privacy in their tax matters, that
removes the distinction between couples where the wife
is working, who receive a higher combined allowance
than couples where the wife does not work, and that
removes the tax pendlty on marriage whereby a married
women, unlike a 51ngle woman, has no allowance of her

own to set off agalnst savings income.
15

Chairman — CWNC: CLLR. MRS WENDY MITCHELL OBE JP
Assistant Director - CWNC: MISS PATRICIA STOCKEN
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Mortgate Interest Relief

The CWNC asks the Chancellor to remove the tax penalty
on marriage whereby a married couple are entitled to
tax relief on the interest on a mortgage up to £30,000,
whereas two single people living in the same property
can each have tax relief on interest payments on the
mortgage, up to £30,000, on that property.

The CWNC is in favour of tax relief on mortgage interest
payments which is helping more than 8 million people buy
their own homes. However, we believe that there is a
strong argument for resolving a tax anomaly which makes
it more profitable for two people to live together rather
than as a married couple. For this reason, we would ask

the Chancellor to re-consider the possibility of allocating

tax relief to the property and not to the individual.

Tax Relief for Carers

The CWNC welcomes the extension in 1986 of Invalid Care
Allowance to married women. This move, for which the
CWNC had been calling for many years, represented a very
large improvement in the provision made for the care of
elderly and disabled people in the community.

It is thought that at least 1.25 million people in Britain
are caring for a dependent relative at home, the majority
of them caring for an elderly person. Three out of four
carers are women. We would call upon the Chancellor to
recognise the good and compassionate work done by the
many people in Britain who look after elderly or disabled
dependents, by considering the introduction of tax relief
for all carers.

Child Benefit

The CWNC is a strong supporter of Child Benefit which we
believe is the key benefit provided for the family. We
argue that it should be given very high priority in our
welfare system and we therefore welcomed the commitment
in the 1987 Manifesto that 'Child Benefit will continue
to be paid as now, and direct to the mother' (or caring
parent). We strongly ask the Chancellor not to overlook
the significance of this commitment.

We hope that the recent announcement that Child Benefit
is to be frozen at £7.25 a week does not indicate that
this important payment is to be undermined. We would
ask the Chancellor to ensure that there is no further
erosion of Child Benefit.



Work Place Nurseries

The CWNC urges the Chancellor to give further
consideration to our representations of tax relief
for work place nurseries as we submitted in 1987:-

The CWNC asks the Chancellor to reconsider the confirmation
that a place for one's child in a work place nursery is a tax
assessible benefit.

Whilst not wishing to encourage mothers to work outside

the home whilst their children are too small, the CWNC
stresses that some women need to work, i.e. single parents,
those whose special skills are needed by employers and those
who wish to maintain skills, perhaps by working part-time.
The fact that employers are prepared to provide work-place
nurseries, often at considerable expense, shows the value
they place on the work of these women.

The work place nursery is clearly an excellent form of
provision existing in line with the required working hours
and giving the child access to the parent whenever necessary,
it therefore, seems strange not to give encouragement for
such a provision, especially since there is a shortage of
high quality nursery provision in the country.

By taxing a parent on the cost of a place the total cost

is put out of reach of many women. The resulting danger

is that those who need to work will put their children

in less good provision, some will be prevented from working
and may have to rely on state benefits and some whose
skills would be of real value to the economy will be
discouraged from working at all. To maintain that some
women should not have a provision which is not available

to all is not usually an argument put forward by the
Conservative Party.

January 1988 7 :
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3. DATE; Il January 1988
|
4. FINANCIAL SECRETARY cc PS/Chancellor’\)_ |2~
PS/CST
PS/EST

PS/Paymaster General
Mr A Wilson

PS/IR

Mr D Shaw (IR)

PS/C & E

Mr J Fisher (C & E)

BUDGET DEPUTATION: THE BURMAH OIL PUBLIC LIMITED COMPANY
The Burmah O0il Company have sent in their representations for

the Budget, and are asking for an opportunity to discuss them

with Ministers.

2. Burmah 0il are not on the "Core List" of organisations that
Ministers meet as a matter of course. They were not seen last
year. ;

3 We and the Revenue see no advantage in you agreeing to a
meeting this time round. We therefore suggest you turn down

their request.

4. T 'attaech a.'reply.

MISS S WALLIS
ENC
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Treasury Chambers, Parliament Street, SWIP 3AG

R N A Wood Esq

The Burmah 0il Public Limited Company

Burmah House

Pipers Way

Swindon

Wiltshire

SN3 1RE January 1988

Thank you for your letter of 17 December to the Chief Secretary
setting out your representations for the Budget and asking for
an opportunity to discuss them with Ministers.

As you can imagine, Treasury Ministers receive numerous requests
for meetings from representative bodies before each Budget.
Ministers try and see as many organisations as possible, but
as I am sure you will appreciate, they cannot see every
organisation which requests a meeting. I am afraid, therefore,
that it will not be possible for Treasury Ministers to see you
in the run - up to the 1988 Budget.

I can assure you, however, that your representations will be
carefully considered.

NORMAN LAMONT



Burmah

* T Burmah Oil Public Limited Company e

Pipers Way, Swindon, Wiltshire SN3 1RE
Telephone Swindon (0793) 30151

Telex 449221

Telegrams Burmoilo Swindon Telex

The Rt.Hon. John Major, M.P., c 2 1 EC 1087
Chief Secretary to H.M. TreaSLryﬁ' et R gl g
Treasury Chambers, o
Parliament Street, RCTON mcq
LONDON, SW1P 3AG ey &1
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17th December 1987

Dear Chief Secretary,

Advance Corporation Tax

I was glad of the opportunity to talk to you on 8th December following
the Westminster Industrial Briefing. In particular, I mentioned the concern
that we have at Burmah in respect of the current Advance Corporation Tax
(ACT) 1legislation. As with a number of UK based international companies,
the low proportion of our UK earnings to our total earnings results in
insufficient full mainstream tax with which to offset our ACT liability on
dividends.

We would appreciate a review of the ACT system so that, without
reducing the Treasury's source of revenue, we do not continue to incur an

inequitable fiscal penalty. This letter outlines the present inequalities
and our proposal.

The "big bang" was a manifestation of the changing way in which world

capital markets are operating. It was required to enable the UK to
preserve its position as a country having one of the world's leading
capital markets. Recent press commentary in connection with the first

anniversary of the "big bang" indicates that the UK has succeeded in

this.
Eﬁn 2 2 DEC 1987

~
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Registered No. 5098 Scotland. Registered Office: Savoy Tower, 77 Renfrew Street, Glasgow G2 3BY CB 124



Over the years, the UK has been active in promoting double taxation
agreements and in putting into effect unilateral reliefs which would
reduce the burden of international double taxation in order to benefit
the UK by encouraging foreign trade and investment. These measures have
been aimed at the position of UK persons, whether corporate or individual,
making investments overseas. To an extent also they have encouraged the
development of the UK by attracting foreign capital to this country.

The developments of recent years introduce a new facet to the pattern
of international investment so that it is now more probable that a group
based in one country and investing in other countries worldwide, may itself
have a substantial body of shareholders in many countries throughout the
world as well as in its home country.

The UK tax system is now tending to discriminate against such companies
and their shareholders. This is because ACT must be paid when the
company pays a dividend to the shareholders. Although double taxation
treaties may provide for some repayment of the ACT to some shareholders,
there is usually a withholding tax in such cases with 157 being the most
usual rate for portfolio investors.

Foreign shareholders in non-treaty countries recover none of the ACT and
it would not normally be available for credit in their home country.

Notwithstanding any repayment to its shareholders, the company is
treated as having made an advance payment of corporation tax with the intent
that the ACT should be credited against the UK corporation tax liability
arising on this income in due course. The aim is to avoid the economic
double taxation of shareholders. -

Where, however, the company has substantial investments overseas, this
aim is not achieved. Instead, the holding company, although in principle
subject to UK tax on dividends received from its overseas subsidiaries,
will 1in fact have no further UK 1liability because credit for double
taxation relief will fully cover the UK liability. Thus, the ACT paid in
respect of the dividend paid on to the shareholders imposes another layer
of UK tax on top of the foreign tax already suffered.

If the shareholder is resident outside the UK, it is likely that he
will then be subject to further tax in his country of residence and the
intent of the imputation system is totally frustrated. The effect will be
to discourage non-UK investors from taking shareholdings in UK companies
with international operations, compared with countries which have more
beneficial tax regimes. The UK is also ruled out as a location for the
holding company and headquarters of newly-emerging international groups.



Thus, if the UK wishes to maintain and improve upon its position as a
leading centre of the capital markets, a reform of the ACT system is
required.

We, therefore, propose that a special category of company be introduced
which for convenience I have designated as an International Trading
Company (ITC). A company would qualify for this status if it was a UK
holding company for a group, more than 50%Z of whose turnover was earned by
subsidiaries or permanent establishments outside the UK.

The ITC would be able to elect that ACT should not be paid in relation
to the whole or any part of its dividends. The dividend voucher would make
it clear that no tax credit attached to the appropriate part of the dividend.
This would eliminate the double taxation of income arising outside the
UK and passing through the UK to a non-resident shareholder.

At the same time, the possibility of preventing the double taxation of
dividends paid out of UK profits would remain available because the ITC
could still choose to pay ACT, but there would be no avoidance of liability
on profits actually arising in the UK, since full mainstream tax would
still be paid. Of course, the full mainstream tax rate is slightly higher
than the ACT rate.

I would be pleased to discuss this proposal in more detail with you or
with your colleagues.

Yourg sincerely,

AN
/v A VA
An, VY

Group Figagce Director




913/003/alr

, MRS Butu/ FROM: ,
MISS SIN ' DATE: |l Ja ary 1988
3. MC
CIAL SECRETARY cc @PSj/Chancellor r\2 l S
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PS/Paymaster General
Mr A Wilson

PS/IR

Mr D Shaw (IR)

PS/C & E

Mr J Fisher

BUDGET DEPUTATION: THE ASSOCIATION OF INDEPENDENT BUSINESSES (AIB)

The Association of Independent Businesses have sent in their
representations for the Budget, and are asking for an opportunity

to discuss them with Ministers.

25 The AIB are not on the "Core List" of organisations that

Ministers see as a matter of course. They were not seen last

year.
3 We and the Revenue Departments see no advantage in you
agreeing to a meeting this time round. We therefore suggest

you turn down their request.

4. I attach a reply.

MISS S WALLIS
ENC
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Treasury Chambers, Parliament Street, SWIP 3AG

David Selby Esqg

Chairman

Association of Independent Businesses

Trowbay House

108 Weston Street

London SEl1 30QB January 1988

Thank you for your letter of 16 December to the Chancellor of
the Exchequer setting out your representations for the Budget
and asking for an opportunity to discuss them with Ministers.

As you can imagine, Treasury Ministers receive numerous requests
for meetings from representative bodies before each Budget.
Ministers try and see as many organisations as possible, but
as I ~.am .sure -you. will appreciate, they cannot see every
organisation which requests a meeting. I am afraid, therefore,
that it will not be possible for Treasury Ministers to see you
in the run-up to the 1988 Budget.

I can assure you, however, that your representations will be
carefully considered.

NORMAN LAMONT



Association of Independent Businesses

Trowbay House, 108 Weston Street, London SE1 3QB
Telephone: 01-403 4066

President: National Chairman:
The Rt. Hon. Lord Lever of Manchester John Cochrane

The Rt Hon Nigel Tawson MP
Chancellor of the Exchequer
Treasury Chambers ;
Parliament Street / ﬁ

London SW1P 3AG é December 1987

BUDGET REFORMS: THE WAY AHEAD

The Association's Tax Committee has now finalised its proposals for the 1988 Budget
and these are enclosed for your consideration.

“Buget Reforms: The Way Ahead" was today discussed at the Department of Employment
with John Cope, the Small Firms Minister. Whilst these discussions proved most
constructive nevertheless there remain some outstanding matters which we would very
much like to discuss in person with you and your officials at Treasury Chambers.

I do hope that you find this submission helpful in your deliberations as you begin

to draw up tax priorities for 1988 and I look forward to hearing from you about the
possibility of a meeting in the near future.

e
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SUMMARY OF MAIN RECOMMENDATIONS

1 The tax rates for Inheritance Tax are far too steep 1n the initial stages.
These should be reduced and a nil rate band to apply to £250,000

Unused Inheritance Tax relief to be made avallable to the surviving spouse

N

3 Full relief on Capital Gains Tax for pre-1982 inflation

4 Autamatic rollover relief for all assets until cashed

5 Abolition of stamp duty on share transactions and property transfers

6 Companies to be given access to past tax paid

7 Reintroduction of the Employer's Upper Earnings Limit for National
Insurance Contributions

8 Reduction in BEmployer's National Insurance Contributions
9 Regionally adjusted National Insurance Contributions
10 Lifting the restricticns on investors in the Business Expansicn Scheme to

include directors and employees

11 Extend the Buslness Expansion Scheme to the corporate sector giving
Corporation Tax relief to the large campany which 1nvests in a small
business

12 An improved and less expensive Small Business Ipan Guarantee Scheme

13 VAT registration threshold raised to £50,000

14 Extended VAT relief for bad debts

15 A raised tax allowance on meal vouchers to £1

16 Refunds of pension scheme surpluses into a company's balance sheet to be
taxed at 30% for small businesses



.zr A: CAPITAL TAX REFORMS

Passing on the Family Business: Reforms to Inheritance Tax

We all know that Inheritance Tax can be avoided by giving away assets to
individuals in one's lifetime, provided one lives for at least seven years
after making the gift. But 1f one gives away substantial parts of one's
business during one's lifetime this will affect one's 1ncome and one's
control of the business. The ‘problem that 1f one does not do this one's
beneficiaries may need to sell the business on one's death 1n order to pay
Inheritance Tax.

Many believe that Inheritance Tax only applies to the wealthy. In fact it can
apply to fairly modest estates. For example, the Inheritance Tax payable on
the death of an individual with assets valued at £100,000 1s £3,000, assuming
no lifetime gifts have been made. Therefore, anyone who owns his own home,
has same savings or investments 1s almost certalinly a potential Inheritance
Tax payer. For larger estates there will be an expectation of an Inheritance
Tax liability but its full 1mpact may be underestimated. Inheritance Tax on
an estate of £500,000 is £204,000, an overall rate of 40.8%.

The following reforms are needed:

- The rates of tax are far too steep 1in the initial stages. Above £330,000
this 1s 60% which 1s excessive bearing in mind that 1t 1s gquite common now
for a house in the South East to be worth £220,000. The ni1l rate band should
apply to £250,000 and thereafter should be graduated much less steeply.

- The tapered relief for gifts where the person dies more than three years
after the date of the gift, but still less than seven, is totally inadequate.
Indeed in the majority of cases it works out at effectively nil. The relief
should be an appropriate percentage of the value of the gift. This would make
sure that the relief had same benefit in most circumstances; at present the
opposite 1s the case.

— Further relief should be 1introduced on assets which are difficult to
realise, especially shares in unquoted trading companies. Such shares should
be left out of account and be totally free of tax until the owner actually
realises them for cash.

— Unused Inheritance Tax Relief should be made available to the surviving
spouse on death.

Taxing Inflationary Gains — Reforms to Capital Galns Tax

We welcamed the 1987 provisions extending imputation to the tax on companies'
chargeable gains. Thlis measure wlll eliminate and reduce the double taxation
of companies' gains. However, there 1s still no adjustment for that part of
any gain which arises because of the inflation which tcok place between April
1965 and March 1982, seventeen years during which prices generally rose by
547%. Many assets are held by families over a long period of time and an
asset worth £5000 in 1965 was likely to be worth £27,300 in 1982, making a



purely paper profit of £22,300 which is still taxable on realisation. The
resultant liability can amount to a confiscatory levy of 27% of the current
value.

The following reforms are therefore needed:

— the gross 1negulty implicit in the non-indexation of capital gains tax base
values between 1965 and 1982 requires urgent attention

- if full relief for pre-1982 inflation 1s not given companies should be
given the same annual exemption as individuals

-~ capital gains should be taxed less heavily than 1ncome and certainly not
more heavily as 1s the present situation

— retirement relief to be i1ndexed annually in line with inflation and in the
case of husband and wife partnerships retirement relief extended to both
spouses where one qualifies for the relief

- rollover relief is far too restrictive. If an asset 1s sold at a gain in
order to purchase another asset or pay IHT the rollover relief should be
automatic.

Stamp Duty

- stamp duty should be abolished. The half percent duty on share transactions
should be abolished as should the one percent duty on property transfers. The
latter measure should be a great help to workers moving house to take on a
new job.



P. B: COMPANY TAX REFORMS

The Save Up and Then Spend Business Tax Regime

There is a real need for a new business tax regime to replace the present
corporation tax system to allow businesses to grow fram their retained
earnings by giving them access to tax paid. We have called this new regime by
its most obvious name "The Save Up and Then Spend" business tax regime.

The scheme is designed specifically to allow businesses to expand from the
most obviouse source of finance - their own retained earnings. The scheme
would work in the following way:

~ tax would be computed on profits as currently calculted with additional
reliefs given for increases in stocks and work 1n progress and increases 1n
trade debtors less trade creditors

- tax to be capable of being refunded for up to seven years to allow any
additional reliefs should they not be accommodated 1n the current year's
profit

- tax to be paid in the normal to the Inland Revenue or purchase made of a
Treasury Bond redeemable against proof of expansion and 1f held unreedemed
for a period 1n excess of seven years surrendered to the Treasury

The purpose of this new tax regime 1s to produce a system which does not
drain profits from the company that needs the extra liguidity to finance
expansion. The system, however, does tax profits that are not so used for
expansion. The detalls on whether a company qualifies as an expanding company
and thus able to access past tax paid, would be produced by the company's
accountant and approved by the Revenue. Badges of expansion would be
announced in advance and the most obvious one we foresee would be an increase
in the number of employees thus the system 1is directly linked to job
creation. :

Other Business Tax Reforms

Capital Allowances

The share of total tax receipts paid by British companies has risen by 50%
since 1979. The most rapid growth in companies' tax bills has come since 1984
when the Government abolished stock relief and phased out capital allowances.
Whilst the 1984 measures were balanced by a reduction in the corporation tax
rate nevertheless the compbination of changes has been far from neutral and
the impact has been to raise campanies' tax burden. In order to redress this
imbalance we would like to see the followlng measures:

- Introduce 100% capital allowances for the first £50,000 of capital
expenditure including buildings in any one tax year for independent
businesses.



‘etaln first year allowances at 50% on plant and machinery indefinitely.

- Allowances for industrial buildings to be included at 50%.

The Small Campanies Rate

— Reduce this further 1in line with any reduction in the basic rate of 1ncome
tax

- Increase the qualifying threshold to £250,000.

BEmployers' National Insurance Contributions

-~ The removal of the Upper Earnings Limit on employers' NIC has imposed an
unncessary cost on employers. It 1s of the utmost urgency that the limit 1s
reintroduced.

- There 1s a strong case for applylng part of any scope for tax reductions to
reducing the employers' NIC rate by 1%.

—by



E' C: COMPANY FINANCE REFORMS
Reforms to Fill Up the Equity Gap

The Business Expansion Scheme: ILafting the Restrictions

Among the aims of the Business Expansion Scheme are to 1increase the net
supply of equity funds to unquoted firms, to encourage investment 1n high
risk/high growth situations, to create employment and to encourage wider
share ownership. These aims are worthy but are not being fulfilled because of
the restrictions attached to the scheme.

The scheme takes the form of tax relief on certain kinds of 1investments
(fully paid up new ordinary shares with no preferential rights), 1n certain
kinds of campanies (UK incorporated and resident and unquoted), 1n certain
kinds of trade ("qualifying trades") made by certain kinds of 1individuals
(beneficial owners of the shares who are "unconnected" with the company) or
certain, carefully specified new instaitutions, (Approved Investment Funds
under BES).

Only if all the criteria are met can the benefits of the BES be realised.

In order to realise the full potential of the Business Expansion Scheme the
following reforms are needed:

- employees, directors and their families to be allowed to invest 1n their
own campanies through the BES and to claim the relevant tax relief

- extending the BES benefits to the corporate sector by gilving corporation
tax relief to a campany that invests in a qualifylng business under Business
Expansion Scheme rules. We have called this form of 1investment "the Corporate
Investment Scheme (CIS)".

'I'A"ﬁ Toan G..-\.-antAA n._\..la_r_: Ian - I e

We support the concept of a loan guarantee scheme as a potentially cost
effective means of increasing bank lending to small firms which have viable
projects. but lack proven track records: or sufficient personal security.
Between 1 June 198] and 31 May 1984 the Department of Trade and Industry
issued over 15,000 loan guarantees 1in respect of £500 million of bank lending
representing about 4% of total bank lending to small businesses. Over half of
the guarantees 1ssued went to new businesses, and around 43% went to
manufacturing businesses. The scheme has so far produced 45,000 jobs.

Despite the popularity and job creation success of the scheme the Department
of Trade and Industry alarmed at the failure rate for the first coohort of
locan guarantees amended the scheme by reducing the Department's qguarantee
fraom 80% to 70%; by insisting that the borrower pay an annual premium of 2.5%
and that in addition to paying thils premium applicants with personal assets
(including their own homes) who were unwilling to provide security for a
cammercilal loan would not be eligible under the scheme.



ge overall impact of these changes has been to reduce the demand from small
sinesses for guaranteed loans. This significantly reduced the level of
activity 1s making the IGC redundant by reguiring banks to apply the same
criteria for IGS borrowers as for more traditional business loans.

The following reforms will bring back the scheme to 1its original conception
and will increase the flow of funds to the small business sector:

— guarantee to cover loans of up to £150,000 to any one borrower. This 1s
currently limited to £75,000

- further reduce the premium charged for the guarantee portion to a token 1%

- borrowers need not pledge all available personal assets on a normal
cammercial loan before applying for a guaranteed loan.



PART D: TAX REFORMS AND THE INNER CITIES

The fiscal regime can contribute greatly to the debate on the regeneration of
the inner citles and we have a series of reforms which we feel will make a
major contribution in this area.

Regiocnally Adjusted National Insurance

The National Insurance system can be used to concentrate regional aid in
areas most 1n need and to relate it to the rate of unemployment. "Travel to
Work Areas" would be the basis for deciding the amount of preference. For
example, as a travel to work area moved into a level of high unemployment all
employers should receive a rebate on their National Insurance Contributions
1n respect of any additional labour they take on.

Wage Subsidies for the Long Term Unemployed

A special employment measure to be introduced for the Long Term Unemployed
operated through the independent business. Where an employer takes on sameone
who has been unemployed for one year or more such an employer should be given
a subsidy of a 50% grant of up to 1.5 times the average national wage. The
employer must show that the labour taken on was additional to that which he
had employed on average.

Incame from Land and Property to be Treated Favourably

In order to encourage the letting of properties such as houses, flats,
factories or shops 1n inner city areas, there 1s a case to be made for
reducing the impact of taxing the income from such lettings. Perhaps only
three fifths of the income from such property should be assessed for tax

purposes.

Along with our long standing support of the rates reform proposals, -
especially regardina the Uniform Business Rate (which should produce a
diversion of £700 million from the South to the North), these proposals will
make a valuable contribution to a solution of the inner cities problem.



@ = &: vALUE ADDED TAX REFORMS

Net receipts of VAT 1in 1986/87 were £21,423 million, an increase 1n real
terms of 7.4% over the previous year. This healthy state of affairs regarding
VAT revenue canes 1n the wake of the Council of the European Cammunities'
directive aimed at a common system of Value Added Tax and approximation of
. VAT rate to coincide with the onset of the internal market 1in 1922. We are
concerned about more immediate reforms which are needed to the presen VAT
regime as it affects UK small businesses and set out our VAT reforms below:

— In order to relieve the burden on business start ups the registration
threshold for VAT should be raised from 1ts miniscule £21,300 to a more
substantial sum, namely, £50,000

~ The unfair position regarding VAT for traders who do not receive payment
should be rectified and the trader should be given full VAT relief for VAT
which he has not received 1f 1t turns out that a debt is effectively bad
after 18 months

- Traders with a turnover below £2 million per annum to qualify for cash
accounting method for VAT receipts

PART F: OTHER TAX REFORMS

Pension Scheme Surpluses

- Refunds of surpluses 1nto a company's balance sheet should not suffer tax
at 40% on the premise that this would have been the average tax offset
gainable from the original contribution 1inputs. We propose the lowering of
the 40% 1n the case of small companies to a more reasonable figure of 30%.

Age Allowance

- We welcaomed the increased Age Allowance for those aged 80 or over in the
Finance Act 1987. However, the retention of the income limit of £9,800 1s
disappointing. There 1s little justification for restricting Age Allowance
simply by reference to a person's incame. Age Allowance should be available
according to age, and age alone.

Raising the Tax Allowance on Meal Vouchers

- It 1s clear that the current 15p tax free allowance on meal vouchers is
linked to conditions from the past and has no real relevance to today's
comnercial environment. For small businesses wishing to gain the commercial
advantages of a serious work-meal allowance, meal vouchers are an obvious
choice because they are the only efficient alternative to an inhouse
facility. We believe an 1ncrease 1nm the allowance to a realistic level of £1
would not only be fair but would also serve as a positive benefit to small
businesses.
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Treasury Chambers, Parliament Street, SWIP 3AG

D R L Duncan Esqg
Director

Charterhouse Development Capital Limited
7 Ludgate Broadway

London EC4V 6DX {2_.January 1988
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Thank . you: for -your - letter of 14 December on behalf of the

Charterhouse Development Capital Limited. I apologise for
the delay in replying.

I can assure you that your representations will be carefully
considered in the run-up to the Budget. However, I hope you

will understand that it would be inappropriate for me to comment v
further at this stage.
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FROM: P J WALES
DATE: 12 January 19

D/
8 y\i

cc PS/Chancellor ~ 2 - l
PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
Miss Sinclair
Mrs Burnhams
Mr Michie

MR JEFFERSON-SMITH

PS/C&E

WINE AND SPIRIT ASSOCIATION : 1988 BUDGET REPRESENTATIONS

The Economic Secretary has agreed to meet Mr Gent (Wine and Spirit
Association of Great Britain and Northern Ireland) on Thursday

4 February at 3.00pm to discuss their 1988 Budget Representations.

2% I would be grateful if you could arrange for briefing to reach
this office by close of play 2 February.

(’§%§EQ4 \5534£$0J§
P J WALES

Diary Secretary



FROM: MRS T C BURNHAMS
DATE: 14 JANUARY 1988

i 1 MISS SIN(_:JKM“( cc PS/Chief Secretary

PS/Financial Secretary

2 CHANCELLOR OF THE EXCHEQUER PS/Paymaster General
PS/Economic Secretary
L~ 0( Sir Peter Middleton

Sir Terence Burns

N A
\ JV) Mr Monck

/ - Mr Scholar

- Mr Culpin

v ?05" Miss Evans

\ ‘) V‘Vf PS/IR

Mr Marshall - IR
7[ W PS/C&E

Mr R Allen - C&E
1988 BUDGET REPRESENTATIONS
I attach a summary of the representations received in December.

2% Representations were received from 51 organisations and I attach
a summary of the main points made by the more important organisations
together with a matrix. I also attach a 1list (annex A) of the
subjects raised in correspondence from members of the public either
directly or through their MPs and by the less important organisations

(these are listed in annex B).

85 Tobacco duty continues to be the most popular subject for
correspondence and in December the number supporting the BMA's
campaign for substantially increased duty outnumbered the pro-tobacco
lobby by about 3 to 1. Interest in the abolition of CGT and increased
spending on the NHS also continues. 1In addition there appears to be a
campaign to increase concessions for unleaded petrol by environ-

mentalist groups.



4, There is a significant increase in Budget representations this
year compared to last. The position to date is as follows compared to

a similar time last year:

Representations from 1987 1988
MPs 50 291
Organisations 52 128
Members of the Public 198 310

The increase in correspondence with MPs is particularly striking.

B A further summary will be submitted in February.

> Al 3

MRS T C BURNHAMS
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Society of Motor Manufacturers

Association of Independent Investment Managers

Chartered Institute of Management Accountants

TUC (tech reps)

The Stock Exchange

Association of British Chambers of Commerce
Wine and Spirit Assoc of GB & NI

Adam Smith Institute

Union of Independent Companies

National Union of Seamen

British Vehicle Rental and Leasing Association
National Chamber of Trade

Engineering Employers' Federation

General Council of British Shipping

Apex

Wider Share Ownership Council

City Capital Markets Committee

Unquoted Companies' Group

UK Onshore O
Association of Independent Business
Road Haulage Association Limited
The National Trust

Imperial Tobacco

British Retailers Association

Federation of British Electrotechnical and Allied

Manufacturers Association
The Brewers Society
The Small Businesses Bureau
Motor Agents Association

Barclayshare

Joint Taxation Committee of Construction Industries Groups

26.11.87

27.11.87

30.11.87

30.11.87

30.11.87

1.12.87

2.12.87

2.12.87

4.12.87

8.12.87

8.12.87

9.12.87

10.12.87

10.12.87

10.12.87

11.12.87

11.12.87

14.12.87

17.12.87

17.12.87

17.12.87

18.12.87

18.12.87

22.12.87

22.12.87

22.12.87

23.12.87

23.12.87



441 /005/AC

The Society of Motor Manufacturers

Recommend -

- Replacement of schedular system

- Abolition of restriction on write down allowance

- Reduction in administrative burden for VAT on imports

- VAT to be repayable on vehicles used for R + D

- Restoration of 100% capital allowances

- Abolition of car tax

- No further increases in taxation of company cars or fuel

- Lower VED for commercial vehicles.

The Association of Independent Investment Managers

Support exemption of long term gains from CGT, a taper of CGT over T years

or a flat tax rate at the standard rate for a shorter period.

The Chartered Institute of Management Accountants

Recommend -

- Abolition of 25% reducing balance basis for CT write down allowances
in favour of a straightline system.

- Removal of 27% restriction on ACT offset against CT

- CGT tapering relief up to 5 years

- Abolition of Si82 + L83 of 1970 Taxes Act

- Relief for exchange rate fluctuations

- Increase PIID limit to £25,000.

TUC - tech reps

Recommend -

- Increased coverage of Pay and File system (including unincorporated

businesses)



- Increase PIID threshold to £10,000 and index
- Tax exemption for childcare facilities

- Tax concessions for secondments to community organisations.

Main representations support increased personal allowances or a reduced

IT band.

The Stock Exchange

Support abolition of Transfer Stamp Duty and CGT and fiscal neutrality
for all forms of savings. Suggest tax relief of £500 pa for PEPs,
extension of 28 day rule to 90 days and PEPs to include gilt-edged stock

or unit trusts.

Wine and Spirit Association of GB and NI

Support reduction on duties of wine exceeding 15% alcoholic strength

by 10% and freeze on duty of other wines and spirits.

Association of British Chambers of Commerce

Support -
- Abolition of Stamp Duty on sharc transfers

- Abolition of CGI

- Local enterprise funds to be given BES treatment for tax purposes.

Adam Smith Institute

Recommend -

Abolition of Stamp Duty, Inheritance Tax and CGT.



- Reduction in income tax with 3 bands of 25%, 30% and L40% with indexed
thresholds

- Phased reduction of Corporation Tax to basic rate over U years

- Reduction in NICs and eventual phasing out

- Indexation of excise duties with immediate 10% addition to tobacco

duty.

Union of Independent Companies

Propose -

- Interest subsidy to ensure real rate of interest no more than 6%

- Increase to £25,000 maximum for Government's Loan Guarantee Scheme

- Nil rate band of CT on 1lst £20,000 of taxable profits for small companies

- Reduction in small business rate of CT to 25%

- Full holdover of IHT on gifts of shares in unquoted companies to FT
employees of 5 years standing

- Reduction of IT basic rate to 25p and top rate to 50p

- Abolition of married man's allowance, increase in single allowance
transferable to spouse

- Increase in NICs thresholds

- Restriction of MIR to basic rate

- Interest on loans for manufacturing investment to be paid net of tax.

National Union of Seamen

Support no extension of VAT to marine fuel oil and shipboard stores.

British Vehicle Rental and Leasing Association

Propose —

- Abolition of restriction on Capital Allowance on private cars
- Increase in depreciation allowances to 25% on straight line basis or
30% on reducing basis

- extension of depooling option to private cars



- Abolition of restrictions on deductibility of lease rentals on private

. cars.

- Increase in car scales restricted to RPI

- Abolition of car tax.

National Chamber of Trade

Propose —

- Increase in VAT threshold to £100,000
- Increase in PIID threshold to £15,000
LVs to be tax free up to £1.50

Tax relief for small firms who set up investment reserves for development

Extension of 4% write down allowances to retail stores and service

buildings.

Engineering Employers' Federation

Propose —

- 100% tax relief for investment expenditure

- CGT taper up to 6 years.

General Council of British Shipping

Request rollover relief for balancing charges when money obtained from

sale of ships is reinvested in shipping.

Apex

Propose —

- Allowances for employers who invest in training



- Lower employer's NICs

- Investment allowances for new forms of equipment and technology.

Wider Share Ownership Council

Support income tax relief deducted at source for PEPs.

City Capital Markets Committee

Suggest non-residents who place funds for management in UK should not
be liable to UK tax.

Unquoted Companies Group

Support abolition of Inheritence Tax on unquoted companies and general

reduction in IHT rates and increased reliefs.

UK Onshore Operators Group

Support reintroduction of PRT relief for onshore exploration.

Associations of Independent Business

Propose -

- Reduced rates of IHT with nil rate up to £250,000

— Unused IHT relief transferals to surviving spouse

- Full CGT relief on pre 82 gains

- Automatic rollover relief for assets until liquidated

- Abolition of Stamp Duty on shares and property transactions

- Reintroduction of UEL for employers' NICs and regionally adjusted

contributions



Less restrictions on BES

Improved Loan Guarantee Scheme
Increase VAT threshold to £50,000
VAT relief for bad debts.

Road Haulage Association Limited

Support -

Reduced VED for hauliers
Reduced fuel tax

Increased spending on roads

Abolition of rebated automotive fuel and concessionary VED for farmers.

The National Trust

Support increased incentives for charitable donations including a more

effective payroll - giving system based on the US model.

Imperial Tobacco

Advocate freeze on tobacco duty

British Retailers Association

Support -

Harmonisation of duty rates on sparkling and still wines

Extension of duty deferment by 4 weeks

Harmonisation of deferment periods for VAT and Duty

Removal of requirement for bank guarantees

Removal of restrictions on tobacco clearance before Budget.



Federation of British Electrotechnical and Allied Manufacturers Association
(BEAMA)

Recommend -

Less restrictions on removal of double taxation

No CGT on pre 82 gains

- Less restrictive rollover relief

Restoration of 100% capital allowance
ACT should be available for offset at full CT rate on all profits

The Brewers Society

Oppose higher duty for stronger beers. Propose new flat rate duty for
beer below 1030° and alcoholic strength by Volume exceeding 1.2% but
below 2.2%.

Support new duty band for mixtures of Wine or beer with fruit juice.

The Small Business Bureau

Propose -

- Reduced IT and CT for small firms

- Graduated rate of CT

- The introduction of an enterprise bond to be offset against taxable
income

- Increase limit of Loan Guarantee Scheme

- Increase BES relief to £250,000

- Tax relief for individuals investing in their own businesses

- Relief for self-employed investing in own Dbusiness against previous
tax paid

- Abolition of CGT on gains on unquoted shares

- Aboltion of IHT on transfer of shares in unquoted companies

or 100% Business Property Relief and extension to minority holdings



Motor Agents Association

Recommend -

Phased removal of car tax over 3 years

Abolition of non-deductibility of VAT on cars purchased by companies

No increase in car benefit scales

Alter tax breaks to take account of different engine capacity of diesel
vehicles

Abolition of limit on write down allowance for cars or raise limit
to £15,750

Reduce small business rate of CT

Concessions on IHT.

Barclayshare

Propose -

- Abolition of CGT

or independent taxation of husbands and wives

— Abolition of Stamp Duty on shares

- PEPs-relief for dividends on UK shares up to £500 pa.

Joint Taxation Committee of Construction Industries Group

Propose -
A VAT
1 Reduction in burden on  housing repairs, maintenance and

improvements — low rate for work on residential property.

Right of option for tax on property transactions otherwise exempt
from VAT.

Lower threshold of £10,000 for small businesses in construction

industry.



B. Direct Taxes to help Urban Renewal

1z Extension of BES for investment in approved projects

2 CT relief for projects similar to BES relief for individuals

3 Reduced NICs for employee's on approved projects

I Accelerated Industrial Building Allowances on approved projects.
C. - I'P

Integration of IT + NICs. Review of Schedule E.Indexed limit on pension

lump sums.MIR to £40,000 and indexed to house prices.

D. Benefits in Kind

Raise threshold to £15,000

E. Stamp Duty

Raise transfer duty threshold to £60,000. Abolition of Capital Duty.

Fa LG
Simplify by abolition of Schedular system and revision of groups'’
legislation.

G. Capital Allowance

Extend to commercial building.
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SOCIETY OF MOTOR
MANUFACTURERS

ASSOC OF INDEPENDENT
INVESTMENT MANAGERS

CHARTERED INST OF
MGT ACCTS.

PERSONAL TAX No further increases Increase PIID T1imit to
in tax of company £25,000
cars or fuel
STAMP DUTY
caeT Exemption of long-term Relief tapered over 5 years
gains.
CGT tapered over 7 years
or flat rate (same as
IT standard rate) for
shorter periods
IHT
CcT Abolition of restriction Abolition of 25% reducing

on write down allowance.
Replace schedular system

bal. basis for write down
allowances replaced by
straightline system.
Removal of 27% restriction
on ACT offset against CT.
Relief for exchange rate
fluctuations. Abolition

of S482 + 483

(= R

wances

BES

VAT

Reduce administrative
burden for VAT on im-
ports. Repayment of
VAT on vehicles used
for R+ D

EXCISE DUTY

Abolish car tax

BETTING AND GAMING

VED

Lower VED for
commercial vehicles



TuC

STOCK EXCHANGE

WINE AND SPIRIT ASSOC
OF GB AND NI

PERSONAL TAX Increased personal Fiscal neutrality for all
allowances or reduced savings. Tax relief for
IT band. Tax exemption PEPS
for child care facilities.
Increase PIID threshold
to £10,000 and index

STAMP DUTY Abolish for share

transfer

cer Abolish

IHT

CT

CAPITAL ALLOMWANCES

BES

VAT

EXCISE DUTY

Reduce duty on wine exceeding
15% alcoholic strength by
10%. Freeze other duties on
drink

BETTING AND GAMING




ASSOC. OF BRITISH
CHAMBERS OF COMMERCE

ADAM SMITH INSTITUTE

UNION OF INDEPENDENT
COMPANIES

3 Bands - 25%, 30% and

PERSONAL TAX 25% basic rate. 50% top
40% indexed threshold rate. Restrict MIR to basic
on IT rate. Abolition of MMA.
Transferable single allowances
STAMP DUTY Abolish on share AboTlish
transfers
CGT Abolish Abolish
IHT AboTish Hold over of IHT on gifts of
shares in unquoted companies
to employees
CT Phased reduction over Interest subsidy. Nil rate

4 years to match basic
IT rate

up to £20,000 tax profits
for small companies. Small
bus rate 25%

CAPITAL ALLOWANCES

BES

BES treatment for
iLocai Enterprise
Funds

VAT

EXCISE DUTY

10% immediately on
tobacco and indexa-
tion

BETTING AND GAMING




‘ NATIONAL UNION BRITISH VEHICLE RENTAL NATIONAL CHAMBER OF
OF SEAMEN AND LEASING ASSOC TRADE

PERSONAL TAX Increase in car scales Increase PIID threshold to
restricted to RPI £15,000

STAMP DUTY

ceT

IHT

CT ; Tax relief for small firms

who set up investment
reserves for development

CAPITAL ALLOWANCES Abolition of restriction Extension of 4% write down
on private cars. allowances to stores and
Increase depreciation service buildings

allowance to 25% on
straightline basis

BES

VAT Against extension Increase threshold to
to marine fuel £100,000
0il and shipboard
stores

EXCISE DUTY Abolish car tax

BETTING AND GAMING




. ENGINEERING EMPLOYERS® GENERAL COUNCIL OF

FEDERATION BRITISH SHIPPING APEX
PERSONAL TAX
STAMP DUTY
CGT CGT tapered over Rollover relief for
6 years balancing charges when
money reinvested in
shipping
IHT
cT 100% relief for Relief for investment in
investment expeniture training and new forms

of equipment and technology

CAPITAL ALLOWANCES

BES

VAT

EXCISE DUTY

BETTING AND GAMING




WIDER SHARE OWNERSHIP
COUNCIL

CITY CAPITAL MARKETS
COMMITTEE

UNQUOTED COMPANIES GROUP

PERSONAL TAX IT relief at source Non-residents who
for PEPs place investment
funds for UK mgt to
be exempt from UK IT
STAMP DUTY
CGT
IHT Reduce rates and increase
reliefs. Abolish for
unquoted companies
CT

CAPITAL ALLOWANCES

BES

VAT

EXCISE DUTY

BETTING AND GAMING




UK ONSHORE OPERATORS

GROUP

ASSOCIATION OF
INDEPENDENT BUSINESS

ROAD HAULAGE ASSOCIATION

__‘

PERSONAL TAX

STAMP DUTY Abolish for shares and
property transactions

CGT Relief for pre 82 gains.
Automatic rollover relief
for assets until liquida-
tion

IHT Reduce with nil rate up
to £250,000. Unused
relief transferable to
surviving spouse

CcT

CAPTTAL Al 1 OWANCES

BES Less restrictions
VAT Increase threshold to
£50,000. Relief for
bad debts
EXCISE DUTY Reduce fuel duty. Abolish

rebated automotive fuel for
farmers

BETTING AND GAMING

VED

Reduce VED for hauliers.

Abolish concessions for

farmers

PRT

Reintroduce relief
for onshore explora-
tion



NATIONAL TRUST

IMPERIAL TOBACCO

BRITISH RETAILERS ASSOCIATION

PERSONAL TAX Increased incentives
for charitable
donations

STAMP DUTY

CcaT

IHT

CcT

CAPITAL ALLOWANCES

BES

VAT

EXCISE DUTY

Freeze tobacco duty

Harmonise duty on sparkling
and still wines. Extend
duty deferment by 4 weeks

BETTING AND GAMING




BREAMA BREWERS SOCIETY SMALL BUSINESS BUREAU

m-:as‘ TAX

Reduced rates. Introduction
of enterprise band to be
offset against tax income.
Relief for self employed
investing in own business

STAMP DUTY

cer Abolish for pre 82 Abolition for unquoted
gains. Less shares
restrictive rollover
relief

IHT Abolition for shares in

unquoted companies

CcT Less restrictions on Reduce rate for small firms.

removal of double Graduated rate of CT

taxation. ACT to be
available for offset
at full CT rate on
all profits

CAPITAL ALLOWANCES

Restore 100% allowance

BES Increase relief to £250,000
Extend to corporate
venturing

VAT

EXCISE DUTY Against higher duty for

strong beers. New flat
rate duty for beer and
duty band for mixtures
of wine or beer with
fruit juice

BETTING AND GAMING




MOTOR AGENTS

JOINT TAX COMMITTEE OF

ASSOCIATION BARCLAYSHARE CONSTRUCTION INDUSTRY
PERSONAL TAX No increase in car PEPs-relief upto Integrate IT + NICs.
benefit scales £500 pa Review 1imit on pension
Tump sums. Increase MIR to
£40,000 and index. Raise
PIID to £15,000
STAMP DUTY Abolition of duty on Raise transfer duty threshold
shares to £60,000. Abolish Capital
duty
CGT Abolish, or indepen-
dent tax.of husbands
and wives
IHT Further concessions
CcT Abolition of limit Simplify by abolition of

on write down allow.
for cars, or increase
Timit to £15,750.
Reduce small bus.rate

Schedular system and re-
vision of groups
legisation

CAPITAL ALLOWANCES

Accelerate Industrial Building
Allowances on approved pro-

jarte  FEvtoand +n caommansial
JeCTE., —XTeng TC commercia:

buildings

BES Extension for approved projects.
Extension to corporate
ventures
VAT Abolition of non- Reduce burden on repairs +
deductibility on maintenance. Lower
company cars threshold to £10,000 for
small bus in construction
industry
EXCISE DUTY Phased removal of

car tax

BETTING AND GAMING
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Increase Tobacco Taxation

Abolish or reduce CGT

Increase public spending rather than tax cuts
End penalty on marriage for MIR
Freeze tobacco taxation

More tax concessions for the elderly
Support independent taxation
Concessions for unleaded petrol
Increase higher rate tax

Abolish or reduce Inheritance Tax

No increase in alcohol taxation
Increase tax on alcohol

Reduce tax on aviation fuel

Reduce goods subject to VAT

Lower the tax burden

Abolish MIR

Reintroduce 100% 1st year Capital Allowances
Increase Personal Allowances

Increase VAT threshold

Further relief for cars

Increased relief for the disabled
Increase threshold for stamp duty on houses
Abolish VED and increase tax on petrol
MIR - regional differentials

Increased relief for 1 parent families
VAT concessions for the British Legion
Extend VAT base

Tax relief for private education
Reduce CT for small firms

Expand BES

Non tax deductibility for advertising
Child benefit to continue to be tax free
Abolition of Stamp Duty on shares

VAT bad debt relief

Improve Mines and Oil Well Allowance
Tax on horse-owners

Reform of ACT

Relief for gifts to universities

ANNEX A

69
38
36
24
21
15
14
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LIST OF OTHER ORGANISATIONS

The Association of Anaesthetists

The Chest, Heart and Stroke Association

Imperial Cancer Research Laboratory

Kings College School of Medicine and Dentistry

University of Leicester, Department of Chemistry
Cambridge/Essex/Herts Branch of Country Landowners Association
The Health Education Authority

City of Newcastle upon Tyne

Frenchay Health Authority

British Lung Foundation

University of Edinburgh Development Fund Campaign

City of London Health Department

UK Coordinating Committee on Cancer Research

The Agricultural Engineers Association

Trimite Limited
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