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FSBR CHAPTER 4, TABLE 4.1 

Mr Culpin's minute of 11 February told you of the work which is 

in hand on the behavioural effects of Budget measures. Since 

this work is not complete, we cannot yet advise you on what to 

publish in Chapter 4 of the FSBR; but we hope to be in a position 

to do this when we submit the first draft of that Chapter on 

22 February. 

2. Meanwhile, as a separate point, it would be most helpful 

to have an early view on the number of columns/years to be shown 

in Table 4.1 of the FSBR (there is a knock-on as well to Table 1.1). 
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3. 	There are three options: 

to show two years, as last year, with the first year 

measured against both an unindexed and an indexed 

base; and the second year against an indexed base 

only; 

to show three years, thus including the first year 

cost of independent taxation - if the first year were 

measured against both bases, the Table would have 

four columns instead of the present three; 

to show four years, thus including the first and second 

year costs of independent taxation - this would produce 

five columns if we continued to show first year costs 

measured against an unindexed base. 

4. 	Now that independent taxation is the only major change which 

will not come into effect until 1990-91, the case for going beyond 

the first and second years for all the Budget measures does not 

look strong. We changed the presentation of Table 4.1 both in 

1986 and 1987, and although this aroused little or no comment, 

too much chopping and changing may do so. If the Table were to 

follow last year's pattern, independent taxation would appear 

as a line in Lhe Table, but the cost in 1990-91 and 1991-92 would 

be shown in the notes to the Table (as would full year costs for 

other measures where these can be estimated and are likely to 

be substantially different from the effect in the first or second 

years). 

5. 	The argument for a three year approach is that it would allow 

the first year cost of independent taxation to be seen readily 

in relation to the third year costs of the rest of the package. 

Against that, the first year cost by itself is fairly misleading 

as a guide to the eventual cost of independent taxation. 	A three 

year approach, even with the third year measured against an indexed 

base, would inflate the cost of some measures, such as the income 

tax reductions, because earnings are forecast rise faster than 
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prices. Moreover, having moved to a three year presentation 

(because of one measure in the 1988 Budget), you might find it 

hard to revert to two years in future. 

6. These problems all look worse will a four year approach. 

While this would have the advantage of showing the second year 

cost for independent taxation, the fourth year total would not 

be a proxy for the full year costs of the Budget package.; yet 

it would look large. A four year approach would either involve 

a five column table - which seems unmanageable; or a further Table 

showing the costs of indexation These have always been shown, 

one way or another, in the FSBR and to drop them altogether might 

arouse comment. But at this point Chapter 4, which we tried to 

streamline and improve in 1986, would start to become a bit 

cumbersome against. 

Our view is that the arguments point firmly to following 

last year's model, showing first year costs measured against both 

bases, and second year costs against an indexed base only. We 

would be gratetul to know if you agree. I am submitting separately 

(Chancellor only) mock ups of both a two year and a four year 

presentation. 

Table 1.1 is normally a condensed version of Table 4.1. We 

presume that you will want to show the same number of columns 

in the two tables, although with a four-year presentation in 

Table 4.1, it would still be possible to show the usual two year 

presentation in Table 1.1. 

CAROLYN SINCLAIR 



 

FROM: A P HUDSON 

DATE: 15 February 1988 

MISS SINCLAIR 

 

cc Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr R I G Allen 
Mr Pickford 
Mr Cropper 
Mr Tyrie 
Mr Call 
Mr Mace - IR 
PS/IR 

FSBR CHAPTER 4: INDEPENDENT TAXATION 

For the record, the Chancellor said, in the course of a discussion 

about Budget Day pamphlets, that he thought there was a strong case 

for including a section on Independent Taxation in Chapter 4 of the 

FSBR, setting out a clear summary account of the reform in 

reasonable detail. Please could you include something in the next 

draft, for him to look at? 

A P HUDSON 

R913.56 	 BUDGET CONFIDENTIAL 
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FROM: MISS C E C SINCLAIR 
DATE: 15 February 1988 

FSBR C.111 TER 4: TABLE 4.1 

In my separate note of today's date, I said I would submit mock 

ups (covering th main Budget measures only) of Table 4.1 on a 

two year basis 	last year)i and on a four year basis. These 

are attached. 
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+220 

9 Restrict MIR to residence basis from 1.8.88 and 

leave ceiling unchanged at £30,000 

10 Abolish tax relief on home improvement loans 

11 Abolish tax relief on new covenants between 

individuals; change rules for maintenance payments 

12 Increase car scales by 100 per cent in 1988-89 

and by 10 per cent in 1989-90 

+40 

13 Reduce small companies CT rate to 25p in 1988-89 	 -Meg 

14 Reduce life assurance premium relief to 12.5 p 	 Nil 

15 Raise IHT threshold to £107,000 and single rate of 40% 	-145 

16 Minor starters 

-4170 	 -3860 TOTAL TAX MEASURES 

.limmom4QZ' 

NOT TO BE COPIED 

f million 

Changes from a 	Changes from an 	Changes from an 

non-indexed 	indexed 	 indexed 

base 	 base 	 base 

1 Excise Duties 

2 Double indexation of main personal allowances 

3 Reduce basic rate of IT to 25p 

	

Nil 	 -35 

	

-690 	 -940 

	

-2500 	 -3100 

	

-220 	 -420 

	

-780 	 1670 

	

Nil 	 Nil 

+80 

-70 

-210 

+20 

+200 

+100 

+315 

-50 

+70 

-255 

+35 

5ased on Fable 1 of Budget Scorecard for 8 February Overview Meeting. TA4mm4—A-1-.7:-..1t-riti..mced  

• 
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Proposal 

Number 	Proposal 

Estimated effect on receipts 

1988-89 	 1789-90 

+550 

-1390 

-2500 

-835 

Nil 

4 Increase higher rate IT th 

5 Abolish higher rates of 11 ab 

6 Independent taxation from 1990-71 

o £20,000 

7 Freeze £6,600 CGT exemption ,add rema 	fl 

gains to income and tax at IT rates(25X/ 

8 Rebase COT to 1982 

CGT for individuals and trusts 

CT on companies gains 

Nil 

-120 

+40 

	

+70 	 +70 

	

Nil 	 Mil 

	

-Neg 	 -Meg 

	

+5 	 +5 

+80 

+35 +30 

BUDGET SE RET 
'ONLY 
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Table 4.1 Direct effects of changes in taxation 

Changes from an indexed base 	 L million 

Estimated effect on receipts in: 

1988-89 	1989-90 	 1990-91 	 1991-92 

0+315 

-50 

+70 

+335 	 +345 

-90 	 -?0 

+60 
	

+55 

0300 -330 

+15 

1 Excise Duties 

2 Double indexation of main personal allowances 

3 Reduce basic rate of IT to 

4 Increase higher rate IT thresha 	000 

5 Abolish higher rates of IT above 40 

6 Independent taxation from 1990-71 

7 Freeze £6,600 CDT exemption ,add remaining 

gains to income and tax at IT rates(25%/40%) 

8 Rebase CDT to 1982 

CDT for individuals and trusts 

CT on companies gains  

	

N. 1 	 -35 	 -80 	 -155 

	

-690 	 -940 	 -1000 	 -1040 

	

-2500 	 -3100 	 -3250 	 -3550 

	

-220 	 -420 	 -490 	 -550 

	

-780 	 -1670 	 -1900 	 -2170 

	

Nil 	 Nil 	 -560 	 -900 

	

+70 	 +80 	 +100 	 +140 

	

Nil 	 -70 	 -170 	 -210 

	

-Neg 	 -210 	 -440 	 -540 

9 Restrict MIR to residence basis from 1.8.88 and 	 +5 	 +20 	 +40 	 +50 

leave ceiling unchanged at 00,000 

10 Abolish tax relief on home improvement loans 	 +200 	 +300 	 +400 

11 Abolish tax relief on new covenants between 

individuals; change rules for maintenance payments 	 +35 	 00 	 +160 	 +175 

12 Increase car scales by 100 per cent in 1788-89 

and by 10 per cent in 1989-70 	 +220 

13 Reduce small companies' CT rate to 25p in 1988-89 	 -Meg 

14 Reduce life assurance premium relief to 12.5 p 	 Nil 

15 Raise IHT threshold to £107,000 and single rate of 40% 	-120 	 -255 

16 Minor starters 	 +40 	 +35 

TOTAL TAX MEASURES 
	

-3860 	 -5930 	 -8355 

0.42.  

* Annex based on Fable i of Budget Scorecard for 8 February Overview Meeting. This table would need 

to be supplemented by a futher table in the Annex to Chapter 4 showing the costs of indexation, 

a mock-up of which is shown in Annex Ci overleaf. 
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Income tax allowances and thresh d 

Of which: 

Increases in main 

Increase in the basi 

Increases in further h 

Inheritance tax thresholds and bands 

Capital gains exempt amounts 

lowances 

0 

thresholds* 

f million 

Estimated effe 

1988-B9 

Beer,cider and perry +60 

Wine +20 

Spirits +25 

Tobacco +100 

Petrol +195 

Dery +50 

VED +100 

Minor duties t5 

Bus fuel 	orants -5 

Total +550 

[+75] 

E+251 

[1.25] 

C+1151 

1+2251 

C+551 

C+1051 

C+51 

[-Si 

1+6253 

eipts in 

9-90 
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A. 

effec 

threshol 

bards to 1 

December 19 

ct to statutory indexation : The table below shows the direct revenue 

8-89 and 1987-90 of indexing the income tax main allowances and 

ital gains tax exempt amount and the inheritance tax thresholds and 

els by 3.7 per cent, the increase in the RPI over the year to 

f million 

Estimated effect on receipts in 

1988-89 1989-90 

-835 C-13701 

-700 C-10802 

-80 [-160] 

-55 C-1301 

-25 C-603 

Nil C-101 

* Additional costs after previous changes have beenduced. 

B. The table below shows the direct revenue effects in 1988-89 and 1989-90 of indexing 

the excise duties f.4r14 by reference to the increase of 3.7 per cent i the RPI over the 

year to December 1987. 
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FROM: J M G TAYLOR 

DATE: 16 February 1988 

MISS SINCLAIR cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr Anson 
Sir A Wilson 
Mr Byatt 
Mr Scholar 
Mr Culpin 
Mr Sedgwick 
Mr Odling-Smee 
Mr Riley 
Miss Evans 
Mr A Hudson 
Mr Cropper 
Mr Tyrie 
Mr Call 

Mr Battishill - IR 
Mr Isaac -IR 
Mr Painter - IR 
Mr Calder -IR 

Mr Unwin -C&E 
Mr Knox - C&E 
Mr P R H Allen - C&E 
Mrs Hamill - C&E 

FSBR CHAPTER 4, TABLE 4.1 

The Chancellor has seen your minute of 15 February. He agrees with 

your advice that table 4.1 of the FSBR should follow last year's 

model (as stated at Overview, yesterday). 

4 
J M G TAYLOR 
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	 cc Chief Secretary 

Sir Peter Middleton 
Sir Terence Burns 
Mr Anson 

6: 	
Mr Monck 1k 03  Mr Scholar 
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Mr 
. 	

Mr Culpin 
Mr Turnbull 
Ms Sinclair 
Ms Evans , 74  

jcll 

• 

TREATMENT OF EXPENDITURE MEASURES IN FSBR 

There are two expenditure measures, on student grants and 

forestry, both of which are linked with the removal of tax reliefs. 

It would be helpful if you could indicate how you would like Lhem to 

be treated in the FSBR so that we can take account of your views in 

the first drafts of Chapters 1, 4 and 5 which you will receive next 

week. 

This minute assumes that you will want to announce them in the 

OM/ 	Budget Statement and hence they will be recorded as Budget measures. 
frio 	It would be difficult not to treat them as such: it would probably 

require an announcement before the Budget which would be damaging 

given the sensitivity of the tax measures involved. 

Precedents   

Apart from the increases in the Reserve in the 1985 FSBR and 

adjustments to the planning total because of NIS reduction and 

abolition in the 1983 and 1984 FSBRs, there have been three recent 

Budgets which included expenditure measures: 1983, 1985 and 1986. 

The treatment then was as follows: 

1 
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1983 
	

1985 
	

1986 

• 
First year cost (net) (Em) 

Increase in planning total 
or charged to Reserve? 

Treatment in Table 1.1 

75 

Increase in 
planning total 

Shown separately 
Added to tax 
measures to show 
"total direct 
effects" of 

Budget 

100 

Charged to 
Reserve 

Shown separately 
Not added to tax 
measures, imply- 
ing that only 
tax measures 
cost money 

238 

Charged to 
Reserve 

Not shown 

Table 1.1 from the 1985 and 1986 FS8Rs is attached. In all three 

years the measures were described, with numbers, in Chapter 5 

(Chapter 4 in 1983). 

The 1988 Measures   

On current figures the public expenditure cost of the 1988 

measures rises steadily from £25m in 1988-89 (all student grants) to 

E65m in 1989-90 and £120m (of which roughly £10m is forestry) in 

1991-92. This is small relative to total public expenditure 	and 

is considerably smaller than the cost of the measures in 1983, 

1985 and 1986. Although the 1988-89 planning total is very tight, 

the amount involved in that year is not large enough to justify a 

formal increase in the planning total; and in the later years the 

amounts can be taken into account in the Survey. We therefore 

// recommend that it should be charged to the Reserve and not added 
to the planning total. 

The presentation of these costs in the FSBR will need to be 

consistent with the Chief Secretary's statement that there will be 

no new expenditure measures in the Budget. This means that they 

must be shown as consequential elements of the relevant tax 

measures, as indeed they are. Specifically: 

2 
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a. 	No specific mention need be made in the text of 

Chapter 1. Table 1.1 should have a sub-total (in bold 

type) for the tax proposals, with these items included 

below it (perhaps in a single line) as "expenditure 

changes related to tax proposals", with a footnote 

indicating the tax measures to which they relate. They 

could be in plain type, and not be added to the tax 

total, so that they would appear as consequential 

elements rather than Budget measures in their own 

right. 

it*: 	 \ b. 	In Chapter 4, which deals with the Budget tax 

SOiltal 

	

	
7 

proposals, the offsetting expenditure changes should be 

mentioned in the text of the paragraphs dealing with 

N 1141414°74 ,/ the 	relevant tax measures. 	They should not be 

(n) 

	

	 incorporated in the detailed costing of the individual 

tax measures in Table 4.1, but there is a choice about 

whether to give figures in the text. Whether or not to 

do so probably hinges on the way in which you wish to 

deal with it in the Budget statement. 	If you give 

figures there, it might make sense also to do so in 

Chapter 4. 

c. 	The expenditure changes, with figures, should be 

mentioned in Chapter 5, indicating that they are 

charged to the Reserve, and that they relate directly 

to the specific tax measures mentioned earlier in the 

FSBR, cross-referencing to the relevant paragraphs in 

Chapter 4. 

6. 	The numbers for expenditure on forestry and student grants and 

the associated tax measures in Table 4.1 will not match exactly, but 

this can be easily explained away (if pressed later, not suitable 

for the FSBR). Some recipients of covenant relief are not students; 

and the increased level of forestry grant broadly reflects the cost 

of the previous tax regime at pre-Budget rates of income tax. 

3 
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Summary 

7. 	Do you agree that: 

the expenditure changes should be charged to the 

Reserve? 

they should be shown in the FSBR as indicated in 

paragraph 5 above? 

J ODLING-SMEE 

4 
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1. The Budget Proposals 

Definition of the Budget 1.01 The main proposals in the Budget are summarised in Table 1.1 below and 
described in detail in Parts 4 and 5. The Budget is defined to include tax 
changes and changes to national insurance contributions announced in the 
Budget Speech, together with certain other tax changes which have been 
announced since last year's Budget. It also includes the expenditure consequences 
of new measures announced in the Budget Speech for the plans set out in the 
Public Expenditure White Paper (Cmnd. 9428). 

Table 1.1 Budget measures: direct effects on public sector transactions(1) 

E million at current prices 

Effect in 1985-86 	 Effect in a full year(2) 

Changes 
from 

an indexed 
base 

Changes 
from 

a non-indexed 
base 

Changes 
from 

an indexed 
base 

Changes 
from 

a non-indexed 
base 

Tax proposals(3) 
Income tax allowances 

and thresholds —730 —1 590 —910 —2025 

Capital taxes —20 —30 —215 —260 

VED +130 +230 +130 +230 

Other Excise duties(*) +105 +590 +110 +605 
VAT +fin +50 +190 +190 

Other tax changes —40 —40 +235 +235 

Total tax proposals —495 —780 —460 —1 025 

Proposed changes in National 
Insurance Contributions 
Employers' NICs —30 —30 —80 —80 
Employees' NICs —100 —100 —270 —270 
Self employed etc. NICs —30 —30 —100 —100 

Total NICs proposals —160 —160 450 —450 

Expenditure Measures(5) 
Youth Training Scheme Nil Nil —150 —150 
Community Programme —75 —75 —250 —250 

Total Expenditure measures —75 —75 —400 —400 

Total Direct Effects(6) —730 —1015 —1310 —1875 

+/— indicates an increase/decrease in revenue, or a decrease/increase in expenditure. All 
figures are rounded to the nearest ES million. 

See footnote (a) to Table 4.2. 
The figures are estimates of the direct effects of the tax proposals on public sector 

transactions. They are not estimates of the total effects, both direct and indirect. See 
footnote (a) to Table 4.2. 

Including bus fuel grants. 
The figures show the direct expenditure consequences of these measures after allowing 

for consequential savings in unemployment and supplementary benefits as people who would 
otherwise be claiming benefit join the schemes. The figures shown in the full year columns 
are estimates of the cost in 1987-88. 

Since these are estimates of direct effects the overall total differs from the effect of these 
measures on the PSBR—which is shown in paragraph 1.05. 



• 
Table 1.1 The Budget measures' 

million 	 yield( + )/cost(—) 

1986-87 	 1987-88 

Changes from 	Changes from 	Changes from 
an indexed 	a non-indexed 	a non-indexed 
base 	 base 	 base 

Tax proposals: 
Income tax basic rate' — 950 — 950 — 1 305 

Income tax allowances and thresholds + 15 — 1 125 — 1 470 

Excise duties 
—petrol/dery + 135 +465 +495 

—vehicle excise duty — 135 + 5 + 5 

—tobacco +175 +315 +335 

—alcohol —.175 

—gas oil +25 +30 +30 

—other minor oil duties —25 —20 —20 

Stamp duties 
—reduction in rate —70 —70 —75 

base —extension of +70 +70 +85 

Capital transfer tax (inheritance tax) — 35 — 55 — 100 

Charities 
—package nf reliefs — 10 —10 —70 

—anti abuse measures *3 * +20 

Pension fund surplus rules +20 +20 + 120 

Other tax changes —25 —25 +65 

Total tax measures — 985 —1 350 —1 885 

Expenditure measures: cost( I )/saving( —  ) 

Counselling initiative and Jobstart allowance + 100 + 100 + 70 

Community Programme +60 +60 + 120 

New Workers Scheme +25 +25 +50 

Enterprise Allowance Scheme +5 +5 + 35 

Loan Guarantee Scheme * * +5 

Total expenditure measures (gross)4  + 195 + 195 ± 290 

Offsetting savings in social security benefits —95 —95 —125 

Net call on the Reserve +100 +100 +165 

' These measures, and the basis of the costings shown, are described in 
detail in Chapters 4 and 5. 
3  Negligible. 

2  Figures include the effect of the consequential change in the rate of 
advance corporation tax. 

Including Northern Ireland consequentials. 

4 
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Table 1.1 The Budget measures' 

million 	 yield(+ )/cost(—) 
1987-88 	 1988-89 
Changes from 	Changes from 	Changes from 
a non-indexed 	an indexed 	an indexed 
base 	 base 	 base 

Income tax 
basic rate2 	 —2 200 	—2 200 	 —2 820 
personal allowances 	 —705 	 — 10 	 —10 
higher rate thresholds 	 —65 	 +40 	 +80 /1"1.44./.1, 

Excise duties 
oils 

vehicle excise duty 
tobacco 
alcohol 

on-course betting duty 

gaming machine licence duty 

VAT 
partial exemption rules 	 +300 	 +300 	 +400 
small business package 	 —115 	 —115 	 —60 
other 

	

—5 	 —5 	 +20 
Inheritance tax 	 —90 	 —75 	 —170 
Corporation tax 

small companies rate 
capital gains 

dual resident companies 
payment dates 

—45 
+60 

+125 
+100 

Profit-related pay 
—50 

Pensions 
—65 

Other changes —20 —20 +75 
Total —2 895 —2 625 —2 945 

240 	 —265 

	

+5 	 —90 	 —90 
105 	 —110 
105 	 —120 

	

—20 	 —20 	 —20 

	

+20 	 +20 	 +20 

These measures and the basis of the castings shown, are described in detail 
in Chapter 4. 
* = Negligible. 	— = nil. 

2  Figures include the effect of the consequential change in the rate of 
advance corporation tax. 



Mju .44vort 

BUDGET CONFIDENTIAL 

 

FROM: A C S ALLAN 

DATE: 18 February 1988 

cc Chief Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Monck 
Mr Scholar 
Mr Culpin 
Mr Turnbull 
Miss Sinclair 
Miss C Evans 

 

MR ODLING-SMEE 

TREATMENT OF EXPENDITURE MEASURES IN FSBR 

The Chancellor was grateful for your minute of 17 February. He 

agrees that the expenditure changes should be charged to the 

Reserves. And he is generally content with your recommendations 

about how they should be shown in the FSBR. 

2. However, he feels that an alternative presentation in 

table 1.1 should be used. 	This would be retain the title 'The 

Budget Measures', but would delete the side-heading 'Tax 

Proposals', and would not have a separate side-heading for 

'Expenditure Measures'. 	Instead, the figures for covenants and 

maintenance and for forestry would be shown net, with a footnote on 

the lines 'Figures are net of consequential increases in public 

expenditure'. The grouP4076f the various items in table 1.1 has, of 

course, yet to be decided. 

ksA 
A C S ALLAN 
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NOTE OF A MEETING IN THE CHANCELLOR'S ROOM HM TREASURY 

AT 11.15AM ON FRIDAY 19 FEBRUARY 

Present: Chancellor 
Chief Secretary 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr Mowl 
Mr Ritchie 
Mr Tyrie 

  

PSBR IN 19:7-88 AND 1988-89 

The Chancellor said he was inclined to publish figures of 

-£2.9 billion for the PSBR in 1987-88 and -£3.1 billion for 

1988-89, both rounding to -£3 billion. There were large margins of 

error, and the consequences of an overshoot were more serious than 

the consequences of an undershoot, so it made sense to be cautious. 

It appeared that publishing a PSBR of -£2.9 billion for 1987-88 
would not present any great difficulties. The position was harder 

for 1988-89; but, for example, we could use a $15 oil price 

assumption, and there was some scope for increasing the forecast 

for interest and other receipts. 	A PSBR of -£3 billion was 

consistent with an unchanged non-oil tax burden; while it was not 

necessary to show a fall in the tax burden next year, it would be 

highly undesirable to show an increase. The Chancellor said he 

would therefore be grateful for advice on how a published 

PSBR of -£3 billion for 1988-89 might be achieved. 

2. 	Sir T Burns commented that, so long as we were prepared to say 

that we had been reasonably cautious in our estimates, this should 

be possible and defensible. 

V66 ttgatt" : lit4S'e-t4'"44tff 
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prospects on Wednesday March 9 by which time the Fe 

available. It will be possible to make further charm 

figuring at that stage if necessary. 

PSBR will be 

the PSBR 

THE PSBR IN 1987-88 AND 1988-89 
	

0 
The attached note by Colin Mow!, AlleINttitchie, and me presents the 

latest forecast for the PSBR in 1937-88 	• 	1988-89 taking account of 

the latest package, and assesses what numbe 	o publish in the PSBR. We 

need guidance on the latter in order t prepare the figuring for 

Chapter 6. 

, - 
You will receive on Wednesday February 24 a first draf of Chapter 6 that 

Pwill incorporate detailed figures consistent ThTI
‘
4 gour provisional 

decisions on the PSBR. There will be a final submiss 	om us on PSBR 

P N SEDGWICK 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CO4ED , 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



TABLE 1 : PSBR IN 1987-88 (f billion) 

7 
et 	Winter 	Latest 
St 	forecast 	Forecast 

-2.3 
0.9 

-1.4 -0. 

-2.8 	 -3.4 3.9 

PSBR IN 1987-88 A 

I

D 
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UCT ION AND SUMMARY 

The 	conclusions of our latest exercise are as follows: 

1987- 	he PSBR in 1987-88 is likely to be a surplus of £31/2b. This 

lies total borrowing of £31/2b. in February and March, a 

little above the average in real terms for recent years. 

CGBR(0) 
LABR 
PCBR 

PSBR 

- Public expenditure in 1987-88 will be significantly below 

the levels assumed in the 1988 PEWP. GEP's latest February 

assessment is that the Planning Total will be £146.4b. but 

they say that later infor ion suggests that this might be 

too high. The latest CG 3ures also point to downside 

risk on the GEP assess n9 We have assumed a planning 

total of £146.0b. and C 	of £171.6b. Only a small 

proportion of the shortfal 	the 1988 PEWP numbers of 

£1.3b. and £1.0b. respectively 	he result of economic 

activity being higher and unemplorent lower than previously 

expected. Some departments - notably MOD with its ability 

to 	carry over £0.9b. of expenditure to 1988-89 - are 

spending much less than previously expected. 

- With GGE in 1987-88 lower than expected 

GGE ratio (excluding privatisation proce 

cent 1 per cent lower than in the PEWP. 

1988 PEWP the 

\ks at 411/2  per 

` .--tr4G01CA}'  ti-)t  

s 

While CT receipts have been lower than expected 	income 

tax and VAT - the taxes that are most sensi 	the 

current level of activity - have been very buoya t 	The 

share of non-North Sea taxes and NIC's in GDP has • obably 

1 
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-88 to 371/2  per cent, the 
highest level since 1984-85. 

- The LABR is forecast to be £14b. in 1987-88, Lib. up on the 

1986-87 level. There is no information on LAs' income and 

OS
expenditure that explains this higher level of borrowing. 

e PCBR is forecast to be slightly higher than in 1986-87. 

1988-89  if  Our central forecast for the PSBR in 1988-89 is for a 
surplus of £5b., after taking account of the current package 

and on the assumption that activity is as in the draft of 
Chapterll  

almos 

the W 

surplus 

of the FSBR. The PSBR effect of the package is 

ame as that of the fiscal adjustment assumed in 

Forecast. The underlying forecast for the PSBR 

n increased by £11/2b. 

- The central 	cast of public expenditure is for an 
overspend on 	cash plans of £4b., a somewhat smaller 
overspend than 	tJanuary forecast. This forecast takes 
account, inter 	of likely pressures on NHS and MOD 
spending, possible expenditure on Rover a small overspend on 

social security (due to high positive 'underlying' growth) 

and continued overspending by local authorities. Taken with 
our latest assessment f 	1987-88 it would imply a very 
small fall of 4 per cent 	e GGE ratio to 414 per cent. 

- Non-oil government revenues 
	

forecast to be very buoyant 
in 1988-89. 	In particular 	urther high growth in 
profits being recorded for 1987 	s a result of very high 
output growth and a further widGning of margins - implies 

further strong growth in CT receipts, though the effective 

rate on 1987 accruals does not change much because of the 

build up in investment allowances. The share of NICs and 
non-North 	Sea 	taxes 	in GDP 	rise 	1/2  per cent, 
notwithstanding the tax cuts in the packa 

There are some elements of 'prudence' in our 

government revenues. The effective VAT rate ba 

spite of recent experience. Furthermore the 

allowance for beneficial indirect effects on the 

take as a result of the cuts in 

ast for 

ises in 

no 

tax 

no marginal rates. Ther 

EH 	 2 
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such effects are more likely to be experienced in the years 

after 1988-89. On the other hand in contrast to last year 

the sterling oil price assumption, and therefore forecast 

North Sea revenues, are not below the levels thought most 
likely to occur. 

Ae LABR and PCBR are both forecast to rise by some £1/2b. in 
1988-89. Central government moves further into surplus. 

Presentation in the FSBR 

slir-P 
— 3 

- If t 	m were to present a PSBR surplus for 1987-88 that 
was mor 	ly to be overshot than undershot, it would be 
just abo 	ible on the evidence now available to publish 
a surplus 	3 range of £211-3b. A lower surplus than this 
would too 	sly appear to be a deliberate attempt to 
understate th 	gth of public finances, and would not be 
presentationall u$ul. 	Outsiders now generally see £3b. 
as the minimum s1thuii. 

- There would be problems in publishing for 1988-89 a PSBR 

surplus that is no higher than the published forecast 
outturn for 1987-88. If 	SBR has a surplus of £3b. for 
both 1987-88 and 1988- 	his on its own would involve 
deducting up to £2b. from fest receipts for 1988-89 in 
our (internal) central fo cast. 	The deduction would be 
larger if the published surp114 
	

1987-88 and 1988-89 
were lower. 	Furthermore the 	R will show the public 
expenditure plans for 1988-89, hbt our (higher) central 
forecast. 	Publishing a surplus of £3b. in 1987-88 and 

1988-89, together with showing the public expenditure plans 

would involve deducting up to £2ib. or 11/2  ser cent from the 

- 

forecast of general government receipts 

of this adjustment would inevitably be to 

taxes.) This would bring the increase in 

general government receipts below the growth 

88-89. 	(Most 

1 government 

package) 

y GDP. 

FSBR to the Revenue Departments' best estimates of in 

can find no precedent for making any adjustm  <,‘Asn  the - We 

the 	year ahead, given the assumed behaviour of the 0.01k my 

EH 
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There has been for 
certain taxes a tradition of 'prudence' (as, for instance, 
described above for the VAT effective rate), but never on 
the scale of the possible downward adjustments to revenues 

shown above. Quite apart from any concern they have for 
producing central forecasts of aggregate taxes the Revenue 
epartments answer hundreds of PQs and queries every year on 
ividual taxes on the basis of the FSBR figures. For that 

and other reasons they are keen for their forecasts to be as 
unbiased as possible. 

- While 	one would want to go to the stake for the sake of 
the c 	forecasts of revenues, it is worth bearing in 
mind t 	he record in the past few years has been to 
underest 	- evenues. To adjust taxes down would produce 
what woul•As  vitably be a suspiciously low growth of 
revenues, e "len the package, in relation to money GDP. 

(1) THE FORECAST 

(a) 1987-88  

(4116r brlic,  tod 

p44v? delktix 

The outturn for the PSBR for the 	onths to January was a surplus 
of £6.9 billion. 	The latest for4..  for February and March is for 
borrowing of £3.5 billion, putting the0P 	for 1987-88 as a whole at a 
surplus of t3.4 billion (which roun to i per cent GDP). Annex IV 
includes the usual monthly note charts0 	tables, comparing the 
outturn and new forecasts with the Budget 	es. 

'TABLE 2 : THE PSBR PROFILE FOR 1987-88 

Outturn to January  Latestà 	ast 

   

February M Total 
year 

CGBR(0) 	 -6.0 	 0.1 	2. 	.3 
LABR 	 0.1 	 -0.1 	1.1 
PCBR 	 -0.9 	 -0.3 	0.0 

PSBR 	 -6.9 -0.3 	3.8 

The forecast PSBR for February and March is a little ab 	he 
levels recorded in real terms in the previous five years, but lower 

EH 	 4 
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Other taxes* 

National Insurance Contributions 

TOTAL 

0.2 	 0.2 

0.5 

4.8 

* VED, gas levy and oil royalties. 

5. There are still some uncertainties remaining on the reve 

EH 
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in 1982-83, when  ,tBugggE uvis:2Noln  t 1987-88 prices. (See 
I for figures for recent years). Even if borrowing in February 

rch 	were to turn out at the real level of 1982-83 the PSBR for 

1 	would still be a surplus of over £2 billion. But there are no 

comp- l%  g reasons for thinking that borrowing in the rest of the year 

will 	ut so high. 

Central GrTment  
4. The January outturn figures have removed one of the major 

uncertainties on central government borrowing, namely that the surplus 

in the main tax gathering month would not be as high as recent 
forecasts have env 

developments. Whi 
tax (CT) receipt 
forecasts, and the 
as a consequence 
forecast. Income tax 

ed. Nevertheless there have been some unexpected 

y were very large by past standards, corporation 
anuary were significantly below recent monthly 
ast for 1987-88 has been revised downwards 

billion - only £0.8 billion above the FSBR 

aV7. are now forecast to be £11/4b. and Lib. 
higher respectively in 1 	than in the Budget forecast. 

TABLE 3 : CENTRAL GO 	TAX AND NATIONAL INSURANCE 
CONTRIBU1ONS RECEIPTS 1987-88 
£ billion (per cent in brackets) 

Changes since 	Changes since 
1987 Budget 	Winter forecast 

Income Tax 
Corporation tax 
(including ACT) 
PRT 
Stamp Duty 
Other Inland Revenue 
Total Inland Revenue 

0.1 

0. 	 -1.0 
0.0 

0.4 	 0.1 
0.2 	 0.1 
3.2fl 	-0.7 

VAT 
	

1.0 
	

0.2 
Excise duties 	 -0.2 
	

0.0 
Other 
	 0.0 
	

0.1 
Total Customs & Excise 
	 0.9 
	

0.3 
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£0.2b 
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t the outturn forwgiii-PUT  ItIAL  9 NAI  main ones are tobacco 
- where Budget forestalling always complicates analysis of the 

y figures at this time of year - and stamp duties, where the 

for both December and January has been higher than expected. 

r case is the potential error involved likely to be more than 

4  6. On 0 xpenditure side of the central government account the 

uncertainties are rather greater. Indeed the main surprise with recent 

monthly figures for central government borrowing has been the emergence 

of a growing undershoot of the 1987 Budget profile for central 

overnment ex end 

expenditure (on 

profile. Data f 

shows the expenditu 

For the 10 months to January departmental 

basis) was £1.7b., 11/2  per cent, below the Budget 

ntral government funds and accounts in February 

(1' rshoot may have increased further. 

re. 

A major problem in 	ing this central government expenditure 

undershoot is that it i 	larger than the undershoot shown in the 

monthly (APEX) figures col 	by GEP for the purposes of monitoring 

spending on the planning totair.\-  GEP's APEX figures show an undershoot 

of the Budget profile of El.lb. for 'supply' expenditure plus national 

insurance benefits - the nearest equivalent to the cash-based 

departmental expenditure figure consistent with the CGBR which is 

derived from cash data on government $s and accounts. 

This 'cash' measure used for the CG is based on cheques clearing 

through the Paymaster General's Accounthile the APEX system measures 

cheques issued by departments. One woul& 	t therefore there to be 

a timing difference between the two measur 	it takes some time for 

cheques to clear after they have been issued. Also the cash measures 

scores certain receipts (most of which count as negative expenditure in 

APEX) when they are received in departmental balances, whereas there 

can in some circumstances, be a delay in the recording of these 

receipts in APEX due to departmental accounting 	tices. But the 

discrepancy this year is much larger than can be e 

timing differences. 	By its very nature the cash 

accurate, but the APEX measure, the composite of a lot 

departmental returns, has in the past proved to be less 

within year. (GEP currently have in hand a major exercise 

improve the quality of APEX data.) 

by these 

is highly 

dividual 

t least 

c< d to 
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Total APEX and NIBs (=1+2) 

Cash/APEX disc ancy* 

Other 

Total departme 
expenditure, o 
basis (net of c 
receipts) = 3 + 

* the PMG residual 

BUDGET SECRET NOT TO BE COPIED 

TABLE 4 : ALTERNAPMP  clgIntrit -Epa. •air  GovERNmENT 
EXPENDITURE - DIFFERENCES FROM BUDGET PROFILE 

£ billion 

April-January 	1987-88 
Outturn 	 Forecast 

 

0th 

Security 	 -0.5 	 -0.4 

d expenditure 	-0.9 	 -1.0 
EX data) 

1.4 

0.6 

0.3 

1.7 

The forecast of the CGBR reported here assumes that the cash/APEX 
discrepancy is only partially unwound by the end of the year from its 
estimated mid-February 
date persists. 

level and that most of the cash undershoot to 

Part of the cash undershoot has be 	ken as implying a 1987-88 
planning total of £146.0b., lower th4in the £146.4b. in GEP's latest 
assessment. (Until the 1987-88 expenli 	figures are properly 
recorded the next of the forecast undersh 	ay show in the balancing 
item in the national accounts and be cdanted - incongruously - as 
miscellaneous CG receipts in the FSBR in table 1.2 and chapter 6.) 

LABR 

The LABR in the first ten months of 1987-88 wa 	billion, in 
line with the Budget profile, but £0.7 billion higher 	the same 
period of 1986-87. 	The forecast for the remaining tw 	s of the 
year is based on a view of borrowing itself, taking into 	nt the 
outturn to date and the level of borrowing in the final tw. . hs in 
earlier years, rather than, as in the case of central gover e t on 
forecasts of income and expenditure. Monthly estimates of L4irIme 

EH 	 7 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CCeED , 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



expenditure are n 

BUDGET SECRET 
,t  Bljpiggic  

NOT TO BE COPIED 

of borrowing so far is 
higher than can easily be reconciled with the few scraps of data 

income and expenditure during 1987-88. 

12. 

borr 

Elk bi 

forecast 

in the first 

average. 

BR in February has on average been relatively small, but 

in March is always high, averaging over the past five years 

n today's prices. Taking February and March together the 

r a LABR higher than last year but, because net borrowing 

10 months has been above average, lower than the five year 

PCBR 

The Budget 

between 1986-87 an 

substantial negati 

such as BGC. Neverth 

st was for a rise of £1/2  billion in the PCBR 
7-88, because the 1986-87 figures included 

rowing by subsequently privatised industries, 

orrowing by the industries remaining in the 

to fall. In the event borrowing by those 

tor has fallen by more than expected at 

e PCBR was £1/2  billion below the Budget 

fiae and water authorities more than 
accounting for the undershoot. 

The PCBR in the final two months of this year is forecast to be a 

public sector was e 

industries' still in the 

Budget time. By end Dece 

profile, with BSC, the Post 

small surplus of about E4 billion, m 

of 1986-87. 	This gives a forecastQL 

Elk billion, compared with a surplus at 

at the time ot the 1987 Budget. 

he same as in the same period 

lus for the year as a whole of 

t under El billion forecast 

1987-88 Summary 

15. The revised forecast, in the general gdernment/national accounts 

format, is summarised and compared with earlier forecasts in Table 5. 
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Taxe 	ICs 
Other doks 

General Government Expenditure 

Total 

TABLE 5 : RECF 

BUDGET SECRET 	NOT TO BE COPIED 
TplA4COAL14§LQAVAURROWING  IN 1987-88 

Government Receipts 

1987 
FSBR 

£ billion 
Winter Latest 
Forecast Forecast 

	

161.4 	160.8 

	

12.3 	13.3  

173.7 	174.1 

156.3 
12.6  

168.8 

Planning total 
Debt interest 
Other 

Total 

GGBR 

PCMOB 

PSBR 

PSBR (%) 

148.6 
17.9 
5.4 

173.5 

4.7 

-0.8  

3.9 

1.0 

146.8 
17.4 
7.6 

171.9 

1.9 

-0.9  

2.8 

0.8 

146.0 
17.5 
8.1 

171.6 

2.5 

-0.9  

3.4 

0.8 

(b) 1988-89  

16. On the basis of an assumed fisca 

Winter Economic forecast had a PS 

new forecast substitutes the latest Ba 
fiscal adjustment and incorporates cha 

of receipts and expenditure in the hg 

justment of £4 billion, the 

r lus in 1988-89 of £31/2b. The 
package for the assumed 

es to the underlying forecasts 

later information and 
changes to the rest of the forecast. The 	forecast is for a larger 

PSBR surplus of about £5 billion. This is di. to an upward revision of 
£11/210. to the underlying level of receipts. The forecast of GGE has 

hardly changed, The PSBR effect of the Budget package is virtually 

identical to that of the fiscal adjustment in the Wint Forecast. 
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YNG IN 1988-89 

£ billion 

Gene 
Gener 
CGBR 
PCMOB 

PSBR 

ernment Receipts 
rnment Expenditure 

Winter 
Forecast 

Latest 
Forecast 

185.7* 187.3 
183.5 183.4 
-2.2 -3.9 
-1.2 -1.2 

-3.4 -5.1 

1987 FSBR 

175.0* 
180.5 
5.5 

4.4 

* after fiscal adjustments of £3.2b. in 1987 FSBR and £4b. in Winter 
forecast. 

(c) Expenditure 

17. The Winter F 

outturn in 1988-89 w 

for in the 1988 PEW 

little to MD. The forec 
been revised down by £1/4  b 

spending this year has been a 	ed to imply lower spending next year. 

Going in the opposite direction is some allowance for possible 

expenditure on Rover which is now in the forecast. 	The revised 

forecast is summarised in Annex II. 

included a forecast of the planning total 

as about £1 billion above the level provided 

forecast overspend has been revised down a 

IVel of social security expenditure has 

.e4Land some of the downward revision to CG 

4N, 

18. The forecast still assumes p 

although as Mr Moore's minute to 

indicates, this total will be excee 

sation proceeds of £5 billion, 

he Chancellor of 16 February 

by at least £1/2  billion if the 

BSC sale goes ahead in 1988-89. The eff t 	public expenditure in 

total would be smaller than the BSC pr 	because of the loss of 

BSC's negative EFL. Nevertheless the possi ity of the privatisation 
X> of BSC represents a significant downside risk to the forecast of both 

the planning total and GGE. 

19. The forecast of gross debt interest payments in 

revised down slightly, and, at £17.2b., is Elf billio 

1988 PEWP. 

-89 has been 

than in the 

20. The new forecast of the GGE ratios (excl. privatis 

are as follows: 

roceeds) 

1986-87 	1987-88 	1988-89 

1988 PEWP 
	

44 	 421/2 	42 
Latest forecast 
	

433/4 	 411/2 	414 
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1986-87 	1987-88 
	

1988-89 

37.8 
	 37-7_- 	38.3 

37.3 	37.5 38.1 

continue, 

tal gains, 

have a 

pts in 

for 

f 	1•::-89 

ecast, 
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would not takemuch-YV  RV-1a  I 
ST 

 qNre-Yas 	fall in the ratio 

en 1987-88 and 1988-89. 

(d) 	es 

21. T 	erlying buoyancy of non-oil tax revenues is 

continu In 988-89. Even with the Budget package, the tax 

forecast o rise by around 1/2  percentage point, whether 

terms of total taxes and total GDP, or in terms of non-oil 

non-oil GDP. L 

expected to 

burden is 

measured in 

taxes and 

Taxes and NICs 
as % of GDP 

Non-oil Taxes and NICs 
as % of Non-oil GDP 

ABLE 7 : THE TAX BURDEN 

22. The main contributor to tax buoyancy is again expected to be 

corporation tax, where a forecast 30 per cent plus increase in 

non-North Sea receipts is in line with the average of the two previous 

years. As compared to the Winter fore ..st 1988-89 non-North Sea CT 

receipts have been revised downw 	y £0.9b. - a smaller reduction 

than the £1.2 billion for 1987-88 in e 'ght of the January outturn. 
0 

The level of gross trading profits f 	on-North Sea ICCs in 1987 has 

been revised upwards by around £1 billio 
	the Winter forecast; at 

the same time, the estimate of ACT 
	

87-88 has been revised 

downwards (implying for given profits in 19 	more MCT in 1988-89). 

These factors outweigh the effects of a lower basic rate on ACT 

payments in 1988-89. There is still a g ood deal of uncertainty over 

the CT forecast and we will be going over the figures again with the 

Inland Revenue as more data on 1987 profits become ay 
	

ble. 

Z\N 
23. Another area where buoyancy of revenues is forec 	\t,b 

for 1988-89 at least, is capital taxes (CGT and CT o 

plus Inheritance Tax). The Budget package is estimat 

marginal net effect (less than £0.1 billion) in reducin 

1988-89; the forecast is for an increase in excess of 20 per 

the fourth year in succession. The latest forecast 

represents an upward revision of £0.5 billion on the Winter 
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-88. 

inc 

fore 

of th 

however, 

underlying (ie pre fiscal adjustment/package) forecast of 

ax revenues in 1988-89 is now £1/2b. higher than in the Winter 

he forecast assumes the continuation of the trend widening 

me distribution experienced in the 1980s, it does not, 

any explicit allowance for any further boost to revenues 

from the proposed 

the lines suggested 
r- States. 	Lindsey's 

reduction in the higher rates of income tax, along 

by the work of Lawrence Lindsey in the United 

analysis has been replicated for the UK by Inland 
Revenue statistici 

higher rates 

taxpayers by 1986-

generated higher ta 

the United States to 

many other factors are 

distribution of income, 

who showed that the direct costs of cuts in 

had been more than recouped from higher 

cause the widening income distribution 

lities. Lindsey ascribed similar results for 

ects of tax cuts, but in the case of the UK 

to have contributed to the changes in the 

is difficult to substantiate a similar 

the 

rate 

has 

claim. For this reason, n su 
7 
 effects are explicitly included in the 

-\9 
costings of higher rate redu6t1ons. This is not to say that such 

effects will not occur - although to the extent that they do, it is 

likely to be in the years after 1988-89. Assumed behaviour effects of 

tax changes are reflected 

CGT. 

The forecast for VAT receipts show 	rdly any increase in the 

effective tax rate (VAT receipts a 	percentage of GDP). This is 
arguably a conservative projection, altho 	re is no firm evidence 

from the past two years of a connection be 	n a rising effective tax 
rate and real growth in consumers' expenditurb. 

Among other expenditure taxes, the main contributor to continuing 

buoyancy of tax receipts is a forecast 14 per cent rise in local 

in the forecasts for other taxes, notably 

authority rates. (This is the forecast in 

12   
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h4MDT,AgT 145-ra ARO' to 

27. Nort 	ea 

(15 per cent) 

than in the 

exchange rate. 

+22 	+34 

+46 

+ 61/2  

- 6 	-58 

gro 

stock 

1 security reformed - not the increase in rate poundage.) 	This 
ents an upward revision of £0.7b. to the Winter forecast. Stamp 

eipts, however, are forecast to fall - following three years' 

t an average rate of around 40 per cent - as a result of lower 

t prices. 

revenues are expected to fall by around £0.7 billion 

. 

	

	This is a rather smaller reduction (by £0.4 billion) 

Winter forecast, reflecting a lower sterling/dollar 

TABLE 8 : GE VERNMENT RECEIPTS FORECAST - % changes 

res in 
7-88 	1985-86 1986-87 	1987-88 1988-89 

4 7½ 	+7½ 	+6½ 	+21/2  Income Tax 

Corporation Tax 
(excl. North Sea) 

Capital Taxes 

VAT Receipts 

Local Authority 
Rates 

Stamp Duties 

Other Expenditure taxes 

North Sea Revenues 

Other Taxes 

Total Taxes and 
Royalties 

National Insurance 	0.17 
Contributions! 

0.0 

0.14 

0.10 

0.02 

0.15 

0.03 

0.00 

0.76 

+24 	+30 

+29 	+28 

+131/2 	+ 81/2  

9 	+14 

+39 	-131/2  

3 	+6 

-b 	-15 

-51 	+8½ 

10 	+ 8½ 

8 + 9½ 

- 1 	1/2  

7½ 	5 

8½ 	+8½ 

Interest and other 
receipts 	 0.08 	+ 6 	+ 101/2  

TOTAL 	 1.00 	+ 8 	+ 6 

(2) PRESENTATION IN THE FSBR 

(a) 1987-88  

28. It seems to be 

EH 

a view generally held outside that the Peasury 
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iberately publishes_  flAi4PAQATolf1_5TeqKYth  at are too high. The 
opast outturns in the FSBR for the year just ending have been too 

n each of the last three FSBRs (see Annex III). 	Over longer 

of time there is no systematic bias on PSBR. 

isional February outturn figures will be published the day 

et, ie after outside analysts have given their initial 

to the Budget, but in time to be taken into account in their 

second thoughts, for example in memoranda to the TCSC. 	The PSBR 

NOT TO BE COPIED 

Th 

after th 

reactions 

outturn for 1987-88 in the FSBR will therefore have to be reasonably 

convincing in the lAktext of the cumulative outturn to February. As we 
do not yet have 	I recommendations and decisions at this stage must 

be provisional. 

Table 7 shows the 	e level of borrowing in March, at today's 

prices over the past f 	rs. It also shows borrowing in March last 

year which outsiders wou • 	to look at in particular when judging 

the plausibility of the 	ast, possibly also adjusting for known 

special factors. Last March ere were £ 3/4b. privatisation proceeds, 
but the informed outsider would know that this was largely offset by 

£3/4b. one-off expenditure 

  

Rover. on 

 

   

1, 
31. Special factors affecting cen 	government borrowing 	in .„:. 

March 1988 are more subtle and ma'‹. be as obvious to an outsider. 

They are the cash payments, on redempt12n 30 March, for uplift on 

2 per cent Index Linked (1988), an d\\5 naLional insurance benefit 

payment days compared with 4 last year. 

TABLE 8 : BORROWING IN MARCH 

£ billion, 1987-88 prices 

CGBR(0) 	LABR 	PCBR 	PSBR 

1982-83 to 
1986-87 average 
	

1.8 
	

1.3 	0.1 

1986-87 	 2.3 	1.0 	0.1 

1987-88 
(Best estimate) 	 2.6 
	

1.2 	0.0 

32. There are a number of major inconsistencies in the account o 	11 

three sectors for 1987-88 which will make presentation of even o r best 

estimate in the FSBR a little difficult: 
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the discrepancy 
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of CG expenditure which 

 

would show up as large positive miscellaneous receipts if carried 

through to the FSBR; 

higher LABR than implied by LA income and expenditure which 

id show up in the FSBR as large negative miscellaneous 

ts for LAs; 

- low brrowing by individual nationalised industries within 

EFLs, than is implied by the aggregate PCBR figures. 

33. It would be possible, on current figuring, to publish a PSBR from 

1987-88 about £1/2-;- 	lower than our best estimate, without distorting 

the tax figure 

imply a forecast o 	3b., or i per cent of money GDP. 

1 per cent of GDP. 	This 	based on a forecast planning total E4b. 

higher than in the 1988 PEWP. Even if we were to publish a £5b. 

surplus therefore we would have to reduce the forecast of receipts by 

up to Eib. (it would be possible to offset some of the planning total 

reduction by increasing the fore 	of expenditure outside the 

planning total). If it were decided<S3  ublish a PSBR figure no lower 

than the published forecast for 1987-0 	ay £3b. This would require a 

further reduction in receipts of £2b., lying 

 

a total reduction in 

  

   

receipts of up to £2ib. If the publis' 	8-89 surplus were lower 

than £3b. the adjustment to receipts would 	orrespondingly lower. 

35. It would not be possible to reduce the forecast of receipts by up 

to £2341o. simply by reducing miscellaneous receipts, the usual way of 

squaring this sort of circle. There would have to be .jor reductions 

in the forecast of tax receipts. Not only would the the forecast 

of tax receipts suspiciously low, it would distort 	tax burden. 

reducing miscellaneous CG receipts. This would 

(b) 1988-89  

‹e  34. The best estimate of t P 	in 1988-89 is a surplus of £5b., or 

Each Elio. off tax receipts (for given GDP) reduces 

0.2 percentage points. 

Vr  

\rtr: 
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AAP PC Eaxl-WiTTAN_LY 

1987-88 1988-89 

37.7 39.1 

37.7 38.5 

37.7 38.3 
37.7 37.7 

NOT TO BE COPIED 

1987-88 1988-89 

37.5 39.0 

37.5 38.3 

37.5 38.1 
37.5 37.5 

Total 	 Non-oil 

'J 

diet chan es 

timate 
nt with 

After B 	t changes 

Best estimate 
Consistent with 
-£3b. PSBR 

EH 	 16 
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N/A 
N/A 
1.5 
1.8 
2.9 

	

0.2 	N/A 

	

0.2 	N/A 

	

0- 0.2 	2.5 

	

0.4 	3.4 

	

0.1 	4.0 

0.1 

0.0 2.6 

NOT TO BE COPIED BUDGET SECRET 
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PSBR CGBR(0) 

3.8 2.2 
2.6 1.8 
2.3 1.0 
2.6 1.4 
2.9 2.3 

2.8 1.7 

3.5 2.7 

1987-88 prices  

	

2.7 	1.6 

	

2.2 	1.4 

	

1.1 	1.7 

	

1.6 	1.3 

	

.5 	0.9 

1.4 

1.1 

PSBR CGBR(0) 

0 
2.9 1.5 1.2 
2.3 1.4 1.1 
2.4 1.5 1.1 
3.0 1.4 1.2 
3.3 2.2 0.9 

2.8 1.6 1.1 

3.8 2.6 1.2 

3.6 1.9 1.5 
2.7 1.7 1.3 
2.7 1.7 1.2 
3.2 1.5 1.3 
3.5 2.3 1.0 

3.2 1.8 1.3 

3.8 2.6 1.2 

NOT TO BE COPIED 
f billion 

Excluding 
Privatisation 

proceeds 
PCBR PSBR CGBR(0) 

0.3 N/A N/A 
- 	0.3 N/A N/A 
- 	0.1 2.4 l.0 

0.0 3.0 1.8 
- 	0.3 4.0 3.5 

- 	0.1 

- 	0.3 3.4 2.7 

0.4 N/A N/A 
- 	0.4 N/A N/A 
- 	0.1 2.7 1.2 

0.0 3.3 2.0 
- 	0.3 4.3 3.7 

- 	0.1 

- 	0.3 3.4 2.7 

f billion 

Excluding 
Privatisation 

proceeds 

PCBR 	PSBR 	CGBR(0) 

0.3 	 N/A 
0.3 	 N/A 
0.2 	 1.8 
0.4 	3. 	2.0 
0.1 	4.2 	3.1 

0.1 

0.0 	3.8 

1987-88 	 3.5 

BORROWING IN MARCH 

Current prices 

1982-83 
1983-84 
1984-85 	 2. 
1985-86 	 2.8 
1986-87 	 3.0 

Average 	 3.3 

7* I: BORROWING IN FE 

1982-83 
1983-84 
1984-85 
1985-86 
1986-87 

Average 

1987-88 

LABR 

1.3 
1.2 
1.5 
1.2 
0.8 

1.2 

1.1 

1982-83 
1983-84 
1984-85 
1985-86 
1986-87 

Average 

1987-88 

1987-88 prices 

1982-83 
1983-84 
1984-85 
1985-86 
1986-87 

Average 

1987-88 
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Allocatedte ee,grammes  
1. 	Social T ec ,J....„4„' ty 	44.7 	0.2 

(includi 4 1-11 
2. LA current 

(excluding 

3. CG pay 

4. CG procurement 

5. LA capital 

Nationalised 
industries 

Other 

Total programmes 

6. EC 

HE) 

-0.6 

150. >, 0.9 

	

24.8 	0.7 	 26.8 	1.0 

	

24.6 	-0.4 	 25.5 	0.4 

	

4.3 	-0.6 	 4.0 	0 

	

0.9 	0.8 	 0.8 	0.3 

	

7 	-0.3 	 0.7 	-0.2* 

32.5 	1.1 	 34.9 	2.0 

158.3 	4.2 

18.8 	0.4 

46.9 	0.3 

ofp9mplompiqyg URE PLANS 
BUDGET SECRET  ElmIT 
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ANNEX II : 	 op  

1987-88 

 

E billion 
1988-89 

   

PEWP Forecast 	 PEWP Forecast 
1987 Claims 	 1988 Claims 

on 	 on 
Reserve 	 Reserve 

10. Privatisation 
proceeds 	 -5.0 	0.0 	 -5.0 	0.0 

11. Expenditure met from 
existing reserve  

allocated to 
programme baseline 0.0 	0.9 0.0 	3.5 

unallocated 	 3.5 	0.0 

12. Underspend (-)  
Addition to  
Reserve(+) 	 0.0 -2.6 

	

3.5 	0.0 

	

0.0 	0.7 

13. 	PLANNING TOTAL 	148.6 	-2.6 
	

156.8 	0.7 

includes EFL offsets to assumed privatisation of 
in 1988-89. 

ro (-E60m.) 
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1.8 
2.2 
2.0 0.6 

Error 
Lb 

0.5 
0.5 
0.2 
1.0 
0.2 

- 0.9 
0.1 
5.2 
1.5 
3.5 

9 

Error 
% of GDP 

1.2 
1.1 
0.4 
1.9 
0.3 
1.3 
0.1 
5.8 
1.4 
2.7 
1.9 
0.4 
0.9 
2.0 
0.6 
0.0 
0.7 
0.9 
0.4 
.o 

0.3 	+ 0.3 
0.3 	+0.1 
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ar Just finishing 

 

rn 
Lb 
	

£b 

19 
196 
1969-
1970-7 
1971-7 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 

Average Absolute Errors 

2.0 
0.3 

- 0.6 
0.6 
1.3 
2.9 
4.3 
7.6 

10.8 
8.8 
5.7 
9.2 
9.1 

13.5 
10.6 

7.5 
10.0 
10.5 
6.8 
4.1 

eriod 
years 
ears 

2.0 
0.5 
0.5 
0.8 
1.0 
2.5 
4.5 
7.9 

10.6 
8.5 
5.6 
9.2 

10.1 
13.3 

9.0 
9.4 

10.2 
10.2 

5.8 
3.4 
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Error 	Error 
fla 	% of GDP 

0.0 
0.2 
0.1 
0.2 
0.3 
0.4 
0.2 
0.3 
0.2 

- 0.3 
0.2 
0.0 
1.0 
0.1 
1.6 
1.8 
0.2 
0.3 

- 1.0 
0.7 

0.5 
0.7 
0.8  

0.0 
0.5 
0.2 
0.4 
0.6 
0.7 
0.3 
0.3 

- 0.2 
0.2 
0.1 
0.0 
0.5 
0.0 
0.6 
0.7 
0.1 
0.1 
0.3 
0.2 

0.3 
0.3 
0.3 

Bias aLlo r' Whol period 
Last 10 years 
Last 5 years 

0.1 
0.0 
0.0 

0.0 
0.0 
0.0 

Errors 

B. Year ahead 

1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 

Average Absolute 

Bias 

Forec 
Lb 

1.5  0 
1.0 

- 0.3 
0.2 
1.2 
3.4 
4.4 
2.7 
9.1 

12.0 
8.5 
8.5 
8.3 
8.5 

10.6 
9.5 
8.2 
7.2 
7.1 
7.1 

Whole period 
Last 10 years 
Last 5 years 

Whole period 

Outturn 
Lb 

2.0 
0.5 

5 
8 
0 

2.5 04.5 
7.9 

10.6 
8.5 
5.6 
9.2 

10.1 
13.3 

9.0 
9.4 

10.2 
10.2 

5.8 
3.4 
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1987-88: Comparisons with 1987 Budget profiles  
E billion cumulative 

= Estimated outturn in 1987-88 
= Latest forecasts 
— Budge: profile 
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Chart 2: 1987-88: Comparisons with outturns for 1986-87 

£ billion cumulative 

= Estimated outturn in 1987-88 
= Latest forecasts 
	 — 1986-87 outturn 
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Chart 3: Comparisons excluding privatisation proceeds 
billion cumulative 

= Estimated outturn in 1987-88 
= Latest forecasts 
= 1986-87 outturn 
= 1987-88 Budget profiles 
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1 

 

2 

Apr 	 0.8 
May 
Jun 

Q2 
Jul 
Aug 
Sep 
Q3 

Oct 
Nov 
Dec 	 -1.5 
Q4 	 -1.6 
Jan 	 -3.7 	 -5.4 
Feb 	 -0.4 
	

0.1 
Mar 	 3.3 
	

4.0 

2. 
3.6 

-0.2 

0 
2.4 
0.7 
0.6 
2.5 

0.2 
1.6 
0.4 
2.2 

Cumulative 

Apr 	 0.8 
May 	 1.8 
Jun 	 2.3 
Jul 	 1.9 
Aug 	 3.6 
Sep 	 5.8 
Oct 	 5.7 
Nov 	 5.7 
Dec 	 4.2 
Jan 	 0.5 
Feb 	 0.1 
Mar 	 3.4 

0.4 
1.2 
1.1 

-1.7 
-2.7 

2.8 

	

3_6 	 0.8 	 -4.9 	 -2.8 

	

4.4 	 -0.8 	 -6.5 	 -5.2 0 

	

5.2 	 -0.6 	 -4.8 	 -5.8 

	

-0.2 	_. -6.9 	_ _ 	-7.4 _ _ -6.7 - 
0.1 	 -7.2 	 -7.3 	 -7.1 

	

3.9 	 -3.4 	 -6 	 -7.3 

2.0 
.9 

1.4 

2.4 
3.1 
2.5 

1.3 
0.1 
0.9 

2.7 
4.3 
4.7 

1.0 
-2.0 

4.0 
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PSBR for 1987-88 - comparisons with 1986-87 
and 1987 Budget profile 

£ billion 

1986-87 	1987-88 
	

Differences from 

Latest 
update" )  

1986-87 
outturn 

3 3-1 

2.0 1.3 
-0.1 -1.1 
-0.5 -1.0 

1.4 -0.9 
-0.4 -0.1 

0.7 -1.0 
0.2 -2.0 
0.5 -3.1 

-1.1 -0.9 
-1.6 -1.6 
0.2 1.7 

-2.5 -0.8 
-6.3  -2.6 
-0.3 0.1 

3.8 0.5 

Budget 
Outturn 	profile 

Budget 
profile 

3-2 

0.4 
0.8 
0.1 
1.1 

0.6 
1.0 

-0.2 
1.7 

2.4 
0.6 
3.0 
0.9 

-0.4 
-0.2 

("Figures for April - January are outturns 
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Jul 
Aug 
Sep 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 
Cumulative 
Apr 
May 
Jun 
Jul 
Aug 
Sep 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 

2.0 
0.1 
0.5 

-0.4 
0.7 
0.2 
1.1 
1.6 
0.2 
6.3 
0.3 
3.8 

2.0 
1.9 
1.4 
0.9 
1.6 
1.8 

8 

-6.9 
7.2 
3.4 

2. 
3.4 
4.0 
3.3 
4.9 4. 
5.1 4.5 

5.1 5.0 
5.0 5.0 
5.0 5.0 
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Borrowing requirement monthly profiles April-March,1987-88 

(Budget profiles in italics for comparison) 	 billion 

PSBR CGBR(0) LABR PCBR 

2.4 1.9 1.9 0.5 0.7 -0.4 -0.2 
0.7 0.3 1.2 -0.5 -0.2 - 	-0.4 

-0.6 -0.5 -0.3 0.1 -0.4 -0.1 0.1 
0.2 -0.3 0.1 0.2 0.2 -0.3 -0.1 
1.6 0.9 1.3 -0.2 0.3 -0.1 
0.4 -0.3 0.4 0.3 -0.1 0.2 0.1 

-1.1 -0.5 -1.0 -0.5 -0.3 -0.1 0.2 
0.8 -1.0 1.4 -0.6 -0.5 -0.1 -0.2 
0.8 -0.5 0.5 0.6 0.2 0.1 0.1 

-5.4 -6.0 -5.4 -0.1 0.1 -0.2 -0.1 
0.1 0.1 0.4 -0.1 -0.3 -0.3 
4.0 2.6 3.0 1.2 1.1 - 	-0.1 

2.4 1.9 1.9 0.5 0.7 -0.4 -0.2 
3.1 2.2 3.1 0.1 0.6 -0.4 -0.6 
2.5 1.7 2.8 0.2 0.1 -0.5 -0.4 
2.7 1.4 2.9 0.4 0.3 -0.8 -0.6 
4.3 2.3 4.2 0.2 0.6 -0.9 -0.6 
4.7 2.0 4.6 0.5 0.5 -0.7 -0.5 
3.6 1.5 3.7 0.1 0.2 -0.8 -0.3 
4.4 0.5 5.1 -0.5 -0.2 -0.8 -0.5 
5.2 - 5.5 0.1 - -0.7 -0.4 

-0.2 -6.0 0.2 0.1 0.1 -0.9 -0.4 
-0.1 -5.9 0.6 - 0.1 -1.3 -0.8 

3.9 -3.3 3.6 1.1 1.2 -1.2 -0.9 

Excluding privatisation proceeds 	 Memo item: 
PSBR CGBR(0) 

Apr 2.2 2. 2.1 2.1 
May 0.4 1.0 .8 1.5 
Jun 1.2 1.1 1.2 1.4 
Jul 0.1 0.7 0.2 0.6 
Aug 1.1 2.0 01 .7 
Sep 0.8 1.0 .0 
Oct -1.7 -0.3 -1 .2 
Nov - 0.8 0.6,\1.4 
Dec 0.4 0.8 -0.3 	0.5 
Jan -6.3 -4.9 -6.0 -4.9 
Feb -0.4 0.1 0.1 0.4 
Mar 3.8 4.0 2.6 3.7 
Cumulative 
Apr 2.2 2.6 2.1 2.1 
May 2.6 3.6 2.9 3.6 
Jun 3.8 4.7 4.1 5.0 
Jul 3.9 5.4 4.3 5.6 
Aug 5.0 7.4 5.7 7.3 
Sep 5.8 8.4 6.0 8.3 
Oct 4.1 8.7 4.8 8.2 
Nov 4.1 8.9 5.4 9.6 
Dec 4.5 9.7 5.1 10.0 

Jan -1.8 4.8 -1.0 5.1 
Feb -2.2 4.9 -0.9 5.6 
Mar 1.6 8.9 1.7 8.6 

privatisation proceeds 

0.2 0.2 
0.5 0.3 
1.7 	1.7 
0.6 0.5 
0.4 0.4 
0.6 0.6 

-0.6 0.8 
1.5 
0.2 
- 0.5 

-0.1 
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BUDGET SECRET 

BUDGET LIST ONLY 
NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CVED 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



mjd 1/82A 

BUDGET SECRET: TASK FORCE LIST 

• COPY NO. 	OF IC 

NOTE OF A MEETING IN THE CHANCELLOR'S ROOM HM TREASURY 

AT 11.15AM ON FRIDAY 19 FEBRUARY 

Present: Chancellor 
Chief Secretary 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr Mowl 
Mr Ritchie 
Mr Tyrie 

  

PSBR IN 19:1-88 AND 1988-89 

The Chancellor said he was inclined to publish figures of 

-£2.9 billion for the PSBR in 1987-88 and -£3.1 billion for 

1988-89, both rounding to -£3 billion. There were large margins of 

error, and the consequences of an overshoot were more serious than 

the consequences of an undershoot, so it made sense to be cautious. 

It appeared that publishing a PSBR of -£2.9 billion for 1987-88 

would not present any great difficulties. The position was harder 

for 1988-89; but, for example, we could use a $15 oil price 

assumption, and there was some scope for increasing the forecast 

for interest and other receipts. 	A PSBR of -£3 billion was 

consistent with an unchanged non-oil tax burden; while it was not 

necessary to show a fall in the tax burden next year, it would be 

highly undesirable to show an increase. The Chancellor said he 

would therefore be grateful for advice on how a published 

PSBR of -£3 billion for 1988-89 might be achieved. 

2. 	Sir T Burns commented that, so long as we were prepared to say 

that we had been reasonably cautious in our estimates, this should 

be possible and defensible. 

144b4-14m:1)4vv6Nu^1. S ALLAN 



t difficulties. 	A harder for 1988-894  A 

that a PSBR of £2.9 billion for 1987-88 
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---tmir se a $15 oil prier and 4:49- increas the forecast for interest 

and other receipts./ 
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2. 	Sir T Burns  tialahoght that, so long as we were prepared to say 

that we had been reasonably cautious in our estimates, this should 

consequences of an overshoot were more serious 

consequenp 	an undershoot, so it made sense to be 

appeare 

-titru< Lab 	Wit 

than the 

tious. It 
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AT 11.15AM ON FRIDAY 19 FEBRUARY 

Present: Chancellor 
Chief Secretary 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr Mowl 
Mr Ritchie 
Mr Tyrie 

PSBR IN 1987-88 AND 1988-89 

The Chancellor said he was inclined to publish figures of 

-£2.9 billion for the PSBR in 1987-88 and -£3.1 billion for 

1988-89, both rounding to -£3 billion. There were large margins of 

error, and the consequences of an overshoot were more serious than 

the consequences of an undershoot, so it made sense to be cautious. 

It appeared that publishing a PSBR of -£2.9 billion for 1987-88 

would not present any great difficulties. The position was harder 

for 1988-89; but, for example, we could use a $15 oil price 

assumption, and there was some scope for increasing the forecast 

for interest and other receipts. 	A PSBR Df -£3 billion was 

consistent with an unchanged non-oil tax burden; while it was not 

necessary to show a fall in the tax burden next year, it would be 

x highly undesirable to show an increase. 

2. 	Sir T Burns commented that, so long as we were prepared to say 

that we had been reasonably cautious in our estimates, this should 

be possible and defensible. 

       

       

The Chancellor said he would therefore be grateful for advice 

       

on how a published PSBR of -£3 billion might be achieved. 
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cc 	Principal Private 
Secretary 

Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Sedgwick 
Mr Odling-Smee 
Mr Riley 
Miss Evans 
Mr A Hudson 
Mr Cropper 
Mr Tyrie 
Mr Call 

C&E 

0 
I attach a draft Chapter 4 of the FSBR, plus Table 4.1 and the 

Annex. 

2. 	It would be very helpful to know if you .' - iontent with 

the narrative section. 	This describes in su”li: i form the 

and forestry the reader is referred to Chapter 5 f 

the parallel public expenditure measures. Non-tax and 	ublic 

significant tax changes. You will see that in the ca '4. . d- 

(7
.  

111 

 ovenants 

ils of 

expenditure 	measures - such 	as 	disclosure 	of , 
details - will not be mentioned in the FSBR. 

Mr Unwin 
Mr Knox 

Mr Battishill 
Mr Issac 
Mr Calder 
Mr Painter 

IR 
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You asked us to include a section on independent taxation, 

ing out a clear summary account of the reform in reasonable 

(Mr Hudson's minute of 15 February). 	This is currently 

g vr- in a 

paragraph 

S)° 	" 4. 

‘is" ON,  of 	narrative. the 

You will 

d of the 

all on 

or all 

numbers. 

narrative section. The printers should be able 

to one page. If you wished, it could be put 

printed in heavy type, in either case without 

We think it comes most naturally at the end 

to note that we have shortened and revised 

the first par- NJ 	he introduction to the Annex to Table 4.1. 
We have moved a 	om suggesting that the Inland Revenue and 

Customs and Excise apt different approaches to costing tax 

changes. 	The new •  411 
duties is designed t 

include, Or not inclu 

in the FSBR. 

on all taxes other than VAT and excise 

you maximum freedom of maneouvre to 

umptions about behavioural response 

The attached draft of Table 4.1 takes behavioural effects 

into account in costing the CGT changes and independent taxation 

(both the effects on income tax id CGT receipts). This is 

explained in the accompanying 	 Behavioural assumptions 

have also been made in the case Of 	e BES costings, although 

these are largely guesswork. They arnot explained in the notes, 

which simply say that the cost dependi 	ake-up and is highly 

uncertain. 
0 

Papers will be coming forward this week on the behavioural 

effects which may be expected as a result of other tax changes, 

f for home 

ther these 

R, though 

on the whole we doubt if they warrant this. 

CAROLYN SINCLAIR 

such as increasing the car scales and abolishing 

improvement loans. We shall offer you advice 

should also be taken into account and explained in 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED - 

s 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED j 

4 The Budget tax proposals 

4.01 The main tax changes proposed in the Budget are summarised below. 

A full list of changes is given in Table 4.1 
MAW( 	Ileu>. 
YkkAl,sww Pamfr-c 

4.02 The basic rate of income tax will be reduced to 25 per  cent .1.1-here 

ill be a single higher rate of income tax of 40 per cent I  "Olia—seei•a 

the additional personal allowance and 

allowance will rise from £1,370 to £1,490. 

ereavement 

4:04 The housekeeper allowance, dependent relative allow 

allowance for the services of a son or daughter will be abol 

the 

FSBR4 

4.03 Th 	. • •ncome tax personal allowances will be increased by twice 

the 	due under the statutory indexation provisions (based on 

the in 	of 3.7 per cent in the RPI in the year to 

Decembe 	This will mean that: 

the singl erson's and wife's earned income allowances will rise 

from £2,425 to £2,605; 

the married allowance will rise from £3,795 to £4,095; 

the age allowance fo 	ose ged 65 to 79 will rise from £2,960 

to £3,180 (single) and fr 	4,675 to £5,035 (married); 

the age allowance for thos 	80 or over will rise from 

£3,070 to £3,310 (single) and fro £4,845 to £5,205 (married); 

the income limit for age allowance will rise from £9,800 to 

£10,600; 
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than one additional personal allowance. 

NOT TO BE ()PIED 
will not be entitled to more 

/\ 

4.05 From 

ance 4.06 The rate of premium relief for life assurance policies taken out 
elief 

before 14 March 1984 will be reduced to [12i per cent] from 6 April 

1989. 

Benefits i 
\ 	kind 

1-rC  

A  

dr._;: P I#D (A;v4)9) 

ross income threshold above which employees are liable to tax 

in benefitsXvill be raised from £8,500 to £10,000. 

4.07 Car benefit scale charges for 1988-89 will be set at twice their 

1987-88 levelseEd for 1989-90 they will be increased by 10 per cent 

above the 1988-89 levels. 

4.09 

- 	C 
15p per 

by an em 

generally wi 

	

ons from tax for 	che_op. vouchers up to the value of 

d for the ben 	of meals provided at less than cost 

a c 	een 	dining room not available to staff 

	

drawn fro 	April 1989. 

i 
Mortgage 	4.10 For loans taken out from 1 August 1988, tax relief for two or more 
interest relief 

LI

people borrowing to buy the same property as their only or main 

residence will be limited to the interest on £30,000 in total for the 

residence. Relief on new 1 	or home improvements and new loans 

kiwi,  _1"41-  t'Ai 6r1A;  li for the purchase of resid 	for dependent relatives and divorced 

ut tfrti 	44(4j*IPPI 7.
f " or separated spouses will be  a 	ed from 6 April 1988. 

Re t,.c 1:Tedim&-i 4 
vr -  C\CieZviX:' 	4.11,

/1 
 Non-charitable covenants made  bet  
will no longer attract tax relief 

ere will beW1.1.el.tnith9-3c an es in the 

etAt) SPA`fkji"P ' 
1,4  on or after Budget day 

Charitable 
giving 

student grant system (see paragraph 5[ 

will not be affected.)  hel 

4v\.\• 

4.12 The limit on charitable donatizEl.  mg for 
ii514St payroll giving scheme will be i 

f under the 

1988-89. 

ovenants to charities 

Givk 0,4vj4t• 

o £240 a ye 

Maintenance 
payfflent§ 

4,13 The tax treatment of maintenance payments will be refor 

new maintenance arrangements recipients will not be liable 

the payments; relief for those making payments will be restr 

payments to a divorced or separated spouse, up to a lim 

nder 
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1 be introduced to protect 

existing maintenance arrangements. 
_ 

4.14 [From 6 April 1989, opti ns 	ted under an approved discretionary 

share option sche 	ill ly qualify for tax relief if the company 

also ope 	s an appro d all-employee share or share option 

4 SC 

altu,4j4.15 Following consultation last year, the scope of the income tax charge 

on unapproved employee share schemes under Section 79 of the 1972 

F.  ance Act will be reduced. 

Trusts 	 4.16 	 itional rate of income tax on discretionary trusts will be 

reduced to 	er cent for 1988-B9.] 

664"jr- 
Capital gains 	4.17 The ca 	Ans tax annual exempt amount will,remain at £6;600 in 

the case 	uals and £3,300 in the case of most trusts 

wAvl 

4.18 The base d 	for capital gains will be brought forward from 

--- 6 April 1965 to 31 March 1982The present indexation provisions will 

continue to apply to gains accruing from 31 March 1982. The 

proposal will also apply to co panies' gains. 

4.19 Gains, after deduction 	 xempt amount and allowing for 

rebasing to 1982 and indexati 	will be added to income and taxed at 

income tax rates (as if they we th 	rginal slice of income). 

4.20 From 6 April, 50 per cent of anb gains between £125,000 and 

£500,000 will qualify for retirement relief, subject to the general 

conditions for the relief. 

\____bef 	GtdeAttit-te tt---,c  j 

	

4.21 From Budget Day the thresholdIwill be incre 	om £90,000 to 

Chargeable transfers above this amoo 	fike  taxed at a 
Co, 6 tr rate of 40 per cent.1-6  1PAN/X cp., 1\-/ 

- 	- • 	•  _  . tl,.. " .., 

3  

tsvy 
6 
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1 

Business 
Expansion 
Scheme 

NOT TO BE COPIED BUDGET SECRET 
BUDGET LIST ONLY 4.23 The  smal companies' i.te  l) f Lorpur tion tax will be reduced to 

25 per cent. The rate of advance corporation tax (ACT) will go down 

automatically to 1/
3 as a consequence of the reduction in the basic 

rate of income tax. 

4.24 The main rate of corporation tax for the financial year 1988 will be 

35 per cent. 

4.25 [The ceiling above which 	allowances on cars are restricted 

will be increas • 	om £8,800 t [£10,000] for expenditure after 

988.] 

4.26 

1 

effe 

that d 

entertain 

bv,SIXM Vvs 

of entertaining overseas oes+e-raer.s
A

will no longer be an 

usiness expense for tax purposes. This change will take 

udget Day, except for commitments entered into before 

1 August 1988 the VAT paid by businesses on this 

no longer be deductible. 

4.27 A number of c anges will be made to prevent tax charges arising on 

the conversion of building societies into public limited companies. 

4.28 The Business Expansion Sche e will be changed to permit relief on 

investment in companies 	g private rented housing. 

4.29 A general limit of [ ] wiç6e set on relief under the Business 

Expansion Scheme for investme 	one company in any period 

of twelve months, with a higher 	f [ ] for investment in 

companies providing private rented hoyingit  (IV Skiltf\ls 

Lloyd's 4.30 Changes will be made to the present administrative arrangements for 

taxing members of Lloyd's. 

4.31 The legislation on Lloyd's reinsurance to close 

give relief to Lloyd's members who leave syndicates 

underwriting year. 

odified to 

d of the 

Forestry 4.32 Income from the occupation of commercial woodland 

removed from the scope of Income Tax and Corporation T 

Ws44< 
• 

paragraph [5. ] for details of the proposed increase 

forestry.) 
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100,000 tonnes per chargeable period 

NOT TO BE COPIED 
ax (PRT) will be reduced to 

for all Southern Basin and 

axation 	4.33 Oil 

onshore fields given development consent on or after 1 April 1982. 

(At the same time the Secretary of State for Energy proposes to 

abolish royalty payments for these fields.) 

4.34 A new capital gains relief will be provided for disposals of oil licence 

interests in undeveloped areas wherever the consideration includes a 

work programme or another licence interest. 

Company 	/ 4.35 Section 482(1) (a) and (b) of the Taxes Act will be repealed with 
residence and 
migration : 1 • 1 t from Budget Day. In future companies will not need to apply 

Treasury for consent to move their residence abroad for tax 

'V. 	
The proposed new arrangements will: 

purposes 

and c 

CO 

he definition of UK company residence, so that 

ither incorporated in the UK, or centrally managed 

here, will be deemed to be resident here for tax 

require UK incorporated companies wishing to change their 

residence to change the country of their incorporation and to 

pay any tax arising o 	g so; and 

require UK resident coQ 

change their residence t 

(including tax on accrued gai 

es not incorporated here wishing to 

e for the payment of their tax 

re they do so. 

Keith Report 	4.36 Following recommendations of the keith Committee, a number of 

changes will be made to encourage people to notify the Inland 

Revenue if they are liable to tax. These include the introduction of a 

tax-geared penalty for failing to notify liabi i r 	There will be 

changes to the information powers of the In 

identify those who fail to notify liability to tax. 

4.37 Legislation will be introduced to charge interest whe?.., -nt to 

the Inland Revenue of income tax deducted by employers 

beyond the end of the tax year. The interest charg 

implemented when the necessary Inland Revenue computer sy 
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social security legislation to 

extend the interest charge to late payment of Class I or Class IV 

National Insurance contributions.3 

4.38 From 16 March 1988 the registration limits will become £22,100 per 

annum and £7,500 per quarter. 

4.39 The VAT civil penalty system, introduced in 1985, has been reviewed 

and various amendments are proposed. These include the 

introduction of a time-related penalty for late registration; the 

halving of daily penalties; changes to the rules about eligibility to 

ment supplement; and changes to the rules for persons who 

ntly misdeclare their liability. 

0"42,41414) 
o•-• 

for applying VAT to confectionery will be  tr.ettert 

th the main effect of taxing ail ("(31•P'nl bars at the 

4.40 The 

standard 

Excise duties 	4.41 The duty on 	er, light wine and sparkling wine will rise by the 

equivalent of [1p] on a typical pint of beer, [4p] on a bottle of table 

wine and a little over [6p] on a bottle of sparkling wine (all inclusive 

of  -€.4azieeqemxtizi  VAT). The duties on spirits and fortified wines will 

remain unchanged. The 

abolished and provision w 

low strength mixed drinks. 

urn duty charge for beer will be 

de for restructuring the duties on 

4.42 The duty on leaded petrol will be 

over 51p] a gallon (inclusive of 

ed by the equivalent of [just 

VAT). The duty on 

unleaded petrol will remain unchanged. The duty on dery will rise by 

the equivalent of [just under 5p] a gallon. 

4.43 The specific duties on cigarettes, hand-rolling t 

rise by the equivalent of [over 3p] on a packet 

[nearly 2p] on a packet on 5 small cigars. The du 

will remain unchanged. 

and cigars will 

arettes and 

e tobacco 
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endent 
n for 

couples 

From 6 Ap 

income and r 

husband an4d ife 	become independent taxpayers each with their 
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The present system of taxing husbands and wives, under which a married 

woman's income is treated in law as if it belonged to her husband, has been 

unchanged since the earliest days of income tax. Green Papers published in 

1980 and 1986 have considered how the system might be reformed. There 

is general agreement that the present law is no longer acceptable, and wide 

support for an early change to a new and more up-to-date system. 

A major reform of the system is therefore proposed to give husbands and 

wives independence and privacy in their tax affairs and remove the tax 

penalti on marriage which can occur under the present system. The new 

syst 	1 be introduced from 6 April 1990 to give the Inland Revenue 

time 	 he necessary preparations. 

husbands and wives will be taxed independently on their 

e capital gains. This will mean that: 

own allowance and rate-bands to set against their own income (from 

whatever source); each will be responsible for handling their own tax 

affairs with the Inland Revenue; 

every taxpayer will be e 	o a personal allowance, equivalent to 

the existing allowance for 	le 	ple; 

there will be a new marrie 	s allowance (equal to the 

difference between the present 	 allowance and the single 

allowance). This will be set first anst the husband's income, but 

any unused amount may be transferred to the wife; 

married women will qualify in their own right for the higher levels of 

personal allowance for taxpayers aged 65-79 

over. Higher levels of married couples allowa 

either partner in a couple is aged 65-79 (or aged 80 

se aged 80 or 

apply where 

there will be transitional protection for the small numb 	uples 

whose allowances would be reduced as a result of the chat  

new system; 
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a husband's and wife's capital gains will be taxed independently; each 

spouse will be entitled to the same exempt amount as a single person; 

the existing exemptions from capital gains tax and inheritance tax on 

transfers of capital between husband and wife will continue; 

the new system will mean that a number of provisions, including the 

wife's earnings election and separate assessment, can be abolished. 
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Table 4,1 Direct effects of changes in taxation 

£ million 

stimated effect on receipts in: 

1988-89 	 1989-90 

See Annex 4 

Paragraph numbe 

I+) 
Income qe,..-- 	0140‘ _ .... 	— -,--- ---- 

1  Feuction of 2p in basic rate 	ANL 
Abolition of higher ra.et  of  InAM, IP 

3 Increase in sing e allowance of 	EN Oiled allowance of £300 

4 Increase in additional personal alio 	widow's bereavement 

allowance of £120 

/ 5 Increase in age allowance nf  f220  (sir ) (marricd) 

for those aped 65 to 79  

6 Increase in age allowance of £240 (single) 	 r.ried) 

for those aped 80 and over 

7 Increase in income limit for age allowance of £8 

increase in basic rate limit of £2,100 to £20,000 

7 Abolition of minor personal allowances 

10 Restriction on additional personal allowance for unmarr d couples 

11 Reduction in relief on life assurance premiums 	--, 

12 Frinoe benefits - car scale 

13.  Fringe benefits - inrnme threshold 

414.— ---4.frere—'&10+,...-ro-R—e,.:-.:!...... .gee 

v 
17 mortgage interest relief ceilino applied to residence 

18 Abolition of tax relief on new home rormvement loans 

19 Abolition of tax relief on new icass 	 for dependent relatives, 

divorced and separated spouses 

20 Abolition of tax relief on new LUYfft 

21 Payroll plying to charities - increase in dc'tation limit to £240 a year 

22 Change in rules for maintenance payment: 

23 Chanoe in additional rate on discretionary trusts 

24 Lloyd's reinsurance to close - relief for 12,2:erE 

25 Lloyds: reform of administrative arrangements 
p 	 

4i Unaoproved emolmvse share schemes— 	Aptanunf 

uffuf uf 	 

29 Approvedlx.64 	.7:h-irr-2 option schemes - resitricteo shares 

30 Redundancy clayments 	ttt-ciicing 
31 Aqqp.,..,ipo procedrs T7,  

32 Withdrawal of 'too-sli: 	relief for tax cnaroeo on premiums -for 

leases, et: 

Income tax and caottal aains tax 

'rA9rE, PF,f r,,:ation of income and naroeatie capiti oaens ot  

Changes from a 	Changes frOgf an 	Changes from an 

non-Indexed 	indexed 	 indexed 

base 	 base 	 base 

	

-2120 	 -2120 	-2700 

	

-835 	 -780 	-1670 

	

-1235 	 -610 	 -835 

	

-15 	 -5 	 -10 

	

-110 	 -55 	 -70 

	

-20 	 -10 	 -10 

	

-15 	 -5 	 -15 

	

-300 	 -220 	 -420 

	

*10 	 +10 	 1-10 
+ 5 

t70 

	

+230 	 +239 	t 330 

	

-50 	 -50 

* 

: 

	

#5 	 4-29 
+ 	 +80  

4- 45 

-20 
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o Rebasinq capital pains to  March 1932 

47 Keith Committee administrative changes 

XIA.  5\11  cx 601  
OAk 

Income tax, corporation tax, capital oains tax and stamp duties 

42 Conversion of buildino societies into public limited companies 

- CMdmitt in tax rules 
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Table 4.1 Direct effects of changes in taxation 

million 
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Estimated effect an receipts in: 

1988-89 

 

198?-90 

   

See Annex 4 
	

Changes from a 
	

Changes from an 
	

Changes from an 

Parauraph numb 
	

non-indexed 
	

Indexed 
	

indexed 

_ 	 base 
	

base 
	

base 

Income tax and corporation tax 

• 

36 Forestry - removal of commer afTi iande from scope of tax 

37 [Personal pensions - minor ch 

38 Refunds of employee pension cu 

39 Occupational pensions - minor am 

40 End of year interest on PAYE and s 

41 

42 Capital allowances - exempt persons 

46 Capital allowances - safety at sputs QFOUP 

44 Capital allowances - abolition of quaranti 

45 Withdrawal of relief for entertaining overse 

capital pains ta 
	 V 

EoronrAtion tax 

49 Reduction In rate of ACT to 1/3 rd of the amount of the dastribution 

50 Reduction iu awall LAmuditieS.  rate to 25 per cent 

51 Company residence and migration - new rules 

52 Definition of an investment trust 

53 Indexation allowance - intra-group transactions 

54 intra-group share exchanoes 

55 Capital Allowance; - assured tenancies relief 

Corporation tax and capital oains tax 

CAoatal damns tax 

57 Charoino pain,: Of and. viduals and trusts at income tax rates 

58 Annual exempt amount 

59 Retirement relief 

60 Bualdino and Co-ooerative societ,,. shares 

6i 'Homes prOvideO for dependent relates 

Income tax, corporation tax and 

re deductions 

E-10 

+15 1-15 

-51 

+15 

*-- 31)- 

e- N I 

+5 

-2.5 -340 

t10 + -f 20 

-200 

1- 

relief 

- IOW/Jr/IV-1—  

141! 1:Arl4 414:4'&  
164  

56 Rollover relief o. satellites, spacecraft, milk and potato TIOtis 
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See Annex 

Paragraph n Lers 

Table 4,1 Direct effects of changes in taxation 

C million 

  

   

62 Reduction in PRT oil allowances 

63 New capital gains relief for 

64 Petroleum revenue tax relic 

certain fields 	. 

ail licence disposals 

111 tariff related costs 

74 

-5 

Inheritance tax 

66 Abolition of limit on gifts to polluc 

41mAntJ1 () 	c14-4. 

Stamp duties 

67 Stamp duty and reserve tax on paired shares 

TOTAL INLAND REVENUE 
	

-4760 

CUSTOMS AND EXCISE 

-4 1 I 

Changes from a 

non-indexea 

base 

ONLY  BUDGET SECRET 
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1983-90 

Chanoes from an 	Changes from an 

indexea 	 indexed 

base 	 base 

Estimated effect on receipts 

1988-89 

Oil taxation 

1-30 30 

-5 -5 

-90 -180 

-3895 -6020 

Value added tax 

68 Keith Committee - review of civil penalties 

59 increase in registration limits 

70 Revised registration requirements 

Luange In liability o -  ce7r7171777r77TI7777) 
72 Revision of approved .=.elf-billino arranonents 

75 Revises treatment of business entertainment for overseas customers 

Excise duties 

A 

74 No change in rsts of spirits 

7t Increase ih rate of Peer tt,. 

76 Abol?tiss Or 	 onaroe for beer 

77 	noreasear rEir_ 	 CitiEq' and perr., 

Increase in rate of duty on lisnf kriE an 	 Th,LitH 

no stanse in rates of duty on fortified WIPEE 

f:i iOil strength mixed trins 

1TV PR leaded Petrol etc 	l c NtAd 64.fr 414:14.iij 
_ 414  , 	1 
'evo  r.„4004=W 01  luti / 

1 	tr'e
7
l- 

DP dery 

1 
hans-roliino 

TOTAL CUSTOM AND D,CISE 

8.,) Revised duty re,741E 

increase in rate Of 

62 increase in rate of 

83 NO L,1,ulde io !.attt 	a or Oil duties 

84 increase in rates of 	on cigarettes, 

tobacco and cioars 

85 No chance In rate of P.tAtV cc PIPE tobacco 

C A P 
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isT]ss fru a 	 Changes fro an 
11;C2 ,7:0 	 indexed 

:dsa 	 basE 	 basE 

Vehicle Ex:Ise duty 

36 No :hande 	in 	VEC 	Gil 	car 	ilaht 	van 	and if,i417 	lorry 	rates -105 
87 inorsass 	in certain 	other 	VED  7 -4-17t-120 —,..ir.r t2,9 +2f) 
33 N.744 	VED 	:11-71SE 	f.:.r 	excebtlon. k * 
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,:1 	irct e„2:E 	 ir taation 

L. 

stimatEd ei.tect on recelpts in: 

ether 

DLF fdel orants 

ToTAL VED 011.2 OTHER 

TOTAL CHANGES iN _ 

- 
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How the figures in Table 4.1 have been calculated 

Table 4.1 gives the direct effects of changes in taxation. Estimates are 

rounded to the nearest £5 million. "Negligible" means less than £3 million. 

The direct effect of a tax change is the difference between the yield of the 

tax which would arise on the basis of the rate of tax, allowances, etc 

preva 	before the Budget (the pre-Budget regime) and the yield after 

the 	proposed in the Budget (the post-Budget regime). 

In the c 

where pos 

expenditure 

no allowance f 

T and the excise duties the calculation takes into account, 

II 460 
11 

- 

effect of the tax change on the pattern of consumers' 

esulting impact on other expenditure taxes but makes 

ary effects: in particular, it is assumed that total - 	•  •  • 

consumers' expend it  - oes not change. A fuller description of the 

methodology is in conomic Trends, March 1980. First round behavioural 

responses are also taken into account in the case of some direct taxes. 

Table 4.1 shows the expected ch 

Budget proposals. Additiona 

below for those proposals whe 

complete year to which the change 

different from the effect on receip 

where the impact of the proposal is e 

years. 

e in receipts of tax resulting from the 

ation is provided in the commentary 

fect on tax liabilities in the first 

plies (full year effect) is substantially 

her 1988-89 or 1989-90; or 

to build up over a period of 

The figures in the first column of Table 4.1 show the direct effect of the 

Budget proposals on receipts in 1988-89. Budget proposals are compared 

with a non-indexed base - that is, with the 

allowances, thresholds and rates of duty at 1987-88 le 

get regime of 

The figures in the second column show the direct effec 

proposals on receipts in 1988-89, measured against an index 

indexed base for 1988-89 is obtained by increasing 1987-88 

thresholds and rates of duty by 3.7 per cent, the increase in the 

the year to December 1987. 

Budget 

. The 

es, 
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direct effect on receipts in 

  

1989-90, also measured against an indexed base. For this comparison, both 

the Budget proposals and the indexed base for 1988-89 have been further 

indexed by the forecast movement in the RPI between the fourth quarters 

of 1987 and 1988 (shown in Table 3.13). 

, ...The estimates shown in Table 4.1 do not reflect changes in the tax base 

arising from changes in money incomes and in the general level of prices 

and other economic variables which may result from the proposed tax 

change. These secondary effects are, of course, taken into account in 

estimating the impact of the tax change on the PSBR. The base for the 

post 	t forecast of each tax (given in Table 6B.3) takes account of the 

,. effe 	t t and secondary, of all the measures announced in the Budget. 

Table 4.1 oes t include certain measures announced and implemented 

before Budg 	These are the tax treatment of entertainment and gifts 

costing £100 	 ovided for an employee by someone other than his 

employer, and t' 	or tion to the treatment for capital gains tax of 

losses incurred in 	ersonal equity plan. [Other possibilities.] These 

measures are reflected in the baseline for costing the effect of tax changes 

in the Budget. 

The remainder of this annex 

proposals in Table 4.1. The p 

table. 

ides a commentary on the Budget 

ph numbers refer to the lines in this 
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1 and 2. The basic rate 

there will be a single 

reduced to 25 per cent and 

her rate of 40 per cent. 

The cost figures in the tab 

that the changes in items 3-8 Ove been made first. 

Item 1 includes the saving in public expenditure on 

mortiage interest relief to those below the tax 

threshold. The effect of the consequentia change in the 

rate of advance corporation tax (ACT) i 	in line 

41 of Table 4.1. 

3 to 7. The increases in the main income tax pers 

allowances are twice those due under statutory 

indexation (based on the increase of 3.7 per cent 

RPI in the year to December 1987). 
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items 1 and 2 assume 
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The basic rate limit will rise from £17,900 to £20,000. 

The increase is 	 amount due under 

statutory indexation. 
iciN^^in  41- 

The housekeeper allowance, dependent relative allowance 

and the allowance for the services of a son or daughter 

will be abolished. 

10. From [6 April 1989] an unmarried couple will not be 

10 ntitled to more than one additional personal allowance. 

ing the reductions in the basic rate of income tax 

ssive Budgets, the rate of relief for life 

premiums on policies taken out before 14 March 

reduced t-O7[12.5] per cent from 6 April 

ting date is to allow life offices time to 

make the cessary preparations. 

as 

1989. 

12. For 1988-89 the scale for taxing car benefits in respect 

of company cars provided for directors and for higher 

paid employees will 	uble the 1987-88 levels. The 

previously announc 	ale for 1988-89 will not apply. 

Costs are measured fr 

10 per cent will be made 

sed for 1988-89 and 

er car fuel benefit also 

scales. A further inc 

for 1989 -9,E1 [No change 

1989-90 to the scale charges 

used for VAT purposes.] 

ese previously announced 
------- 

13. For 1988-89 the rate of remuneration at which an employee 

tkt pi 101  

is regarded as higher-paid and liable 

(-----6 -Certain benefits received by reason 
is to be increased from £8,500 to £10,00 

14. /The provision of a car parking space for 

in respect 

mployment! 

directors or higher-paid employees 

c'‘  by=thp-ampasger will be exempt from tax from 6 Ap N  

19884 
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15. [The extra-statutory concession exempting from tax 

luncheon vouchers up to the value of 15p a day will be 

withdrawn with effect fror“ April 1989. The exemption 

from tax of the benefit of subsidised meals provided by 

an employer for directors and higher-paid employees in a 

canteen or dining room which is not open to the staff 

generally,Will also be withdrawn from the same date.] 

16. [The benefit to employees pf„,t5Orts facilities provided 

n premises occupied 	the employer and available to the 

f generally 11 be exempt from tax from 6 April 

17. F 

two 

their 

people borrowing to buy the same property as 

main residence will be limited to the 

interest V3,000 in total for the residence. 

taken out from 1 August 1988, tax relief for 

Relief on new loans for home improvement will be 

abolished from 6 April 1988. Relief for existing loans 

\

41410rU  [and for loans for t 	chase or improvement of let 
_ Iv 0,n 1  property] not aff 

S c?I'r 	 0 

Relief on new loans for 	chase of residences for 

dependent relatives and d 	or separated spouses 

will be abolished from 6 Apr 	988. Relief for existing 
0 

loans is not affected. 

Non-charitable covenants made on or after Budget day by 

individuals will no longer be effectiv-. 	tax 

purposes. The change is estimated to %tilt4140 million 
in 1990-91, £175 million in 1991-92, and 	illion 
eventually. 

21. The limit on charitable donations qualifying for 

relief under payroll giving schemes will be incre 

to £240 a year from 6 April 1988. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

• 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

22. A new tax regime will be introduced for maintenance 

payments: 

for payments under new maintenance arrangements, 

relief will be restricted to payments to a divorced 

or separated spouse, up to a limit equal to the 

angle allowance7] Recipients will not be liable 

to tax on maintenance payments; 

for existing maintenance arrangements, in 1988-89 

the present rules will continue to applyFcept that 

divorced or separated spouse will be exempt from 

on the first [£2,605] (the single allowance) of 

tenance received(after grossing lip at the basic 

ere tax has been deducted by the payel). 

1 -90, all payments will be made gross and 

reli fo the payer will be limited to the amount 

which qualified for relief in 1988-89. 

The ch 

and 

ev tually. 

on 

stim ed to 15 llio 1990- 

id £20 mill 

The additional rate of com- ax charged on the income 

of discreti 	and accum 	a  trusts will be 

reduced to 10 per 
0
ent from 1988-89 . 

The legislation on Lloyd's reinsurance to close (RIC) 

will be modified so that it will not apply to Lloyd's 

members who ceased membership of a syn 	at the end 

of the underwriting year, and are ther 	members 

of the syndicate to which the relevant R 	 is 

paid. [The legislation will first take eff 	fe. the 

Lloyd's 1985 Account, which closes at the end 

This is the first year to which the 1987 legisla 

Lloyd's RIC will apply]. 
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The administrative arrangements for the assessment and 

collection of tax from members of Lloyds will be 

reformed. [The legislation will first take effect 

for the Lloyd's 1986 Account, which closes at the end 

of 1988]. 

[The entitlement of discretion 	share option schemes 

to approval and to the assoc ted tax relief will be 

denied and existing appr.,als will be withdrawn in 

ases where the comp..,  concerned has not introduced 

pproved all-em oyee share scheme and does not 

e it to ti- required extent.] 

27. Ch 

Act 

The pr 

growth in 

11 be made to the rules (Section 79 Finanre 

verning unapproved employee share schemes. 

arge (to income tax) on the whole of any 

lu of certain employee-acquired shares is 

to be replaced in most cases with a new, more narrowly 

targeted charge that will arise only if and to the extent 
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that value is shifted preferentially into the employee 

shares. This relaxation will also apply to shares in 

"qualifying" subsidiaries. These changes will take 

effect from 26 October 1987 when draft Clauses 

incorporating the proposed changes were published for 

consultation. 

28. Subject to certain conditions, employees will be exempt 

from tax on any benefit resulting from priority in 

applying for public offers of shares given to them by 

irtue of their employment. The change will apply from 

eptember 1987. 

'slation relating to approved discretionary share 

op 	empR will  be  rtpngowl  to enable employees to 

ente iertain loan arrangements regarding the shares 

they ha 	option without prejudicing their 

eligibili for the tax relief associated with such 

schemes. 

The limit below which redundancy and certain other lump 

sum payments are e 	ill be increased from £25,000 

to £30,000. The r 	r tes of tax which apply to the 

next £50,000 of such p ent will be abolished. 

0 
Legislation will be introd 	a  ensure that the Inland 

Revenue continue to have poweroto make an income tax 

assessment, on certain types of income assessable on the 

"current year" basis, in the course of the year in which 

the income is received. 

32. The "top-slicing" relief which applies 

on premiums for leases and certain other 

withdrawn. 

ax charged 

will be 
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1°I‘ 	
the prospect of independent taxation may lead some 

3  p1.. -; and from 1990-91 onwards, couples may be 

s to defer disposals until the new arrangements are 

ex 	to transfer assets to take advantage of the 

avai  A  to each spouse of the annual exempt amount 

and an  IP 4  us 	portion of their basic rate bands. The 

figure f 	98 -90 in table 4.1 reflects the deferral of 

disposals. Costs for capital gains tax in 1990-91 and 

1991-92 are each estimated at £60 million. Those 

estimates which allow for changes in taxpayers' behaviour 

are subject to a hi 
ir 	

ree of uncertainty. 

00] will be set on the amount 

in any period of 12 

the Business 
6 	0,as 4.,17(kckle, bnot 

Expansion Scheme. The estim 	yiel 1.j.:s highly 

uncertain. 

34. A general limit of CE 

of investment in any on  oom 

months qualifying for reli 

33.  

This was drafted e  

Mr Taylor's minute 
before

/ 

	

	we saw 

of 22 February to 
Mr Eason. 

The new system of independent taxation for husbands 

and wives will apply from 1990-91. The revenue costs in 

1990-91 and 1991-92 for income tax are estimated at 

£1630] and £19703 million respectively. These figures 

are based on the existing distribution of income between 

husbands and wives and allow for transitional protection 

for certain couples. En addition, there could be further 

annual revenue costs of some £1350] million resulting 

from the transfer of investments between spouses, but 

his estimate is highly uncertainjFor capital gains 

\krr' 

35. Relief under the Business Expansion Scheme will be made 

c 
available for investment in companies  . 0 ii.  ng private 

t # rented housing [under the new assured  rlig  -Vheme]. 

1,k  A limi 	 ll t of £10 miion] will apply to qu.,.  4., 

investment in these companies. The estimatic vnue 

cost depends upon take up and is highly uncer 
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36. Schedule B will be abolished with effect from 1988-89. 

With effect from 15 March 1988 (subject to transitional 

provisions extending to 5 April 1992) the right of 

occupiers of commercial woodlands to elect to be 

assessed to tax on their profits or losses under 

Schedule D will be abolished. The eventual net annual 

saving is estimated at [£10 million]. [Provision for 

increased forestry grants will be introduced as from 

], building up over this period to an annual 

ncrease of £10 million.] 

37. 	es will be made to the tax rules for personal 

relatingto the payment by DHSS of 

co 	Q1,9 -out rebates.] 

on refunds of employee pension 

contribut s will be increased from 10 per cent 

to 20 per cent. 

Minor amendments are to be made to the 1987 legislation 

which dealt with ex 	tion of pensions tax reliefs. 

Interest will be char: , Iere an employer or contractor 

delays payment to the I 	venue of amounts deducted 

under the PAYE or subeontr 	eduction schemes beyond 

19 April immediately followl
0
the deduction year. This 

interest charge will not be introduced before 1992. 

From expendit e afte 15 March 1988 the ceiling above 

ich capital all ances and lease re 	yments for 

cars are rest ted will be increased 	00 to 

[E10,000] 	t  -  maximum annual writing 	owance 

will be ncrea--. from £2,000 to £2,500. 	 could 

build p to £51 .1lion in 1990-91, and to £6 	n in 
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42. The rules for calculating industrial buildings allowance 

following a sale and those for transfers of machinery or 

plant between connected persons will be amended to 

prevent excessive relief where one person is not 

chargeable to tax in the United Kingdom. These changes 

will prevent a potential Exchequer loss of up to 

£150 million in 1991792 with a diminishing effect in 

later years.] 

e legislation relating to capital allowances for safety 

nditure at sports grounds will be amended from 

ary 1988 to take account of changes to the Safety 

Grounds Act 1975. 

44. Capi 

premis 

wances on expenditure at certain quarantine 

abolished from 16 March 1988. 

The relief for the costs incurred 	a business in 
iS 

- 

421110110111111 The base date for c 	gains tax an. corporation tax 

on gains will be ch.; f om 6 April 1965 to 31 March 

1982. The total cost 	ebasing will build up to some 

£850 million in 1991-92. Jr." 989-90 onwards, the 

amount attributable to com 	gains is about 

three-quarters of the total. 	e figures take account 

of the likely effect of this measure on the volume and 
_ 

timing of disposals by individuals and companies. 

entertaining overseas 11 be withdrawn. 

\isvc") 

frr-st) 

\ 

Ii\j4;3 

A  

co'71 

	

47. (a) The present flat rate penalty for 	e to notify 

	

liability to tax will be replaced by a 	tigable 

penalty up to the amount of tax unpaid. 

(b) The Revenue's power to call for returns o 

information will be extended to details (where r 
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The Revenue will be allowed the same access to 

s held on computer as it is allowed to records held 

The , 

unrepol, 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

for tax) of payments for services by Government 

Departments, grants or subsidies paid out of public funds 

and the names of licence holders. 

(c) The Revenue's power to call for documents relating 

to taxpayers suspected of avoidance or evasion will be 

extended to include the Department of National Savings, 

and, in order to identify taxpayers suspected of 

serious default, to documents relating to taxpayers 

whose identity is not known to the Revenue. 

ield of these measures is based oVhe 

liabilities which will be uncovered. 

48. Changes in the tax rules concerning the conversion of 

building societies into public limited companies are 

necessary in order to prevent unintended tax charges 

arising. 

49. As a consequence of uction in the basic rate, 

the rate of advance cor ati tax (ACT) for 1988-89 
0 

will be 1/3rd of the amoun e distribution. This 

reduction in ACT will be bal.oed by an increase in the 

subsequent liability to mainstream corportion tax. 

50. The small companies' rate of corporation tax for the 

financial year 1988 will be reduced to 2r cent. 

51. [The rules for company residence and migr 

changed. In future companies will be reside 

purposes if they are incorporated or are cen 

managed and controlled here. Companies will be 

migrate if they pay their tax liability, includin 

11 be 

tax 

liability on accrued gains.] 
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The Finance (No 2) Act 1987 repealed part of the 

definition of an investment trust. The full definition 

will be reinstated, and the legislation will include 

provision to ensure that the repeal was never effective. 

53. The indexation allowance will be denied or restricted 

on disposal of certain intra-group debts and 

i

shareholdings. This provision counters use of the 

indexation allowance to create large artificial 

apital losses which could cause a significant loss 

ce!tax.  

54. ult of a recent cot ruling, share exchanges 

by 444 

	court  

ies in the same group can now give rise to 

capi 	., s or losses being taxed or allowed more 
N 

than o  .- 	e legislation will be amended so as to lo 
remove t Fanma1y. 

Capital allowances in respect of properties let on 

assured tenancy terms by "approved bodies" will come to 

an end when the Ho 	ill takes effect. Changes will 

be made to the cam_ 	all wances legislation to ensure 

that relief for past 	is not withdrawn and to 

provide transitional ar  oge ts in respect of 

expenditure already incurr 

0 
Rollover relief will be extended to satellites and 

spacecraft from 28 July 1987 and to milk and potato 

quota;from 30 October 1987. 

57. From 1988-89, the capital gains of ind 	and 

trusts will be taxed at income tax rates 

they formed the marginal slice of income. 

yield in 1990-91 is estimated at £40 million 

1991-92 at £85 million. The figures take acco 

effect of rebasing of gains (item [46] above) and 

likely effect of taxing gains at income tax rates on 

the volume and timing of disposals. 
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The capital gains tax annual exempt amount for 1988-89 

will remain at £6,600 for individuals, and £3,300 for 

most trusts. 

Retirement relief currently exempts business gains up to 

£125,000, subject to certain qualifying conditions. From 

6 April 1988, half of any business gains between £125,000 

and £500,000 will also be exempt, subject to the same 

conditions. 

4 July 1987, disposals of shares in Building and 

rative Societies will not qualify for indexation 

From 	1988, the capital gains tax exemption for 

homes 	for dependent relatives will cease to be 

available Th re will be special provisions to ensure 

that exemption continues where a dwelling would have 

qualified for this exemption on a disposal before 

1988-89. 

The PRT oil allowan 

fields given developm 

or outhern Basin and onshore 

onsent on or after 1 April 1982 

is to be reduced to 100 0 t es per chargeable period, 
0 

with a cumulative total of 	ion tonnes. The yield 

figures in table 4.1 relate 	this proposal only. At 
0 

the same time, it is proposed to abolish royalty on these 

fields. These two measures have cumulative cost of 

around [£40 million] in the first five years (in part 

because it is estimated that they will 	rate certain 

developments], but in the long run the 

to be broadly revenue neutral. 

For disposals of oil licences in undeveloped 

the consideration includes a work programme or 

licence interest, that work programme or other li 

interest will be deemed to have a nil value. 

ted 

ere 
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68. Amendments will be MJtothe civil penalty system so 

that 
	 0 

Value added 
tax 
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64. All tariff-related expenditure incurred by an asset owner 

will be allowed against his PRT liability on tariff 

income arising from third party use of those assets, 

even though his principal field has ceased production. 

No cost will arise until after fields owning assets 

used by others cease production. 

The estimated cost of the proposed rate structure in 

paragraph 4 for 1990-91 is £210 million, measured 

0  gainst the indexed base. For 1991-92 it is 0 million. The estimated full year cost 

utable to transfers in 1988-89 is £200 million. 

TI 	,000 exemption limit on transfers to political 

part 

abolis 

on or within one year of death is 

Budget day. 

67. Changes are proposed to stamp duties and the reserve tax 

on shares in a UK and a non-UK company where the shares 

are paired and can only be transferred as a unit. 

0 
- 	from 16 March, the ra 	nalty for late 

registration will relat o the length of the 
0 

delay; 

default interest (to be introduced in late 1989) 

will not be charged on tax which 	subject 

to late registration penalty; 

a penalty for a regulatory offence wil 

imposed following issue of a warning let 

be 
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from 16 March, the daily rates of penalty for 

regulatory offences will be halved and a minimum 

and maximum level of penalty introduced; 

the third test for serious misdeclaration penalty 

is to be replaced by a non-automatic penalty which 

relates to the amount of tax involved; 

VAT registered local authorities and similar bodies 

will become eligible for repayment supplement and 

liable to both the serious and the persistent 

isdeclaration penalties; 

level of error on a return which excludes 

lity for repayment supplement is to be 

to £250 or 5% of the tax claimed, 

whi 	er is the greater; 

from late 1989, adjustments not exceeding £500 in 

total may be voluntarily declared in the trader's 

VAT account (s 

liable to eith 

misdeclaration 

AliN.1414  
From 16 March 1988 the reg 	on limitDwill be 

increased to £22,100 per ann and £7,500 per quarter. 
0 

The rules for registration of voluntary and intending 

traders will be simplified and restrictions and 

conditions removed. 

The taxing provision relating to confecti 

fought up-to-date, with the main effect o 
cereal bars at the standard rate. 
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e will be no changes in the rate of duty on spirits. 

on typical beer will be increased by [4.7 per 

valent to [1p] a pint (inclusive of 

1 VAT). 

Excise duties 

 

ce 

cons 

n fortified 
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From 	], where a taxable person issues himself with 

an invoice under the terms of an approved self-billing 

arrangement, he will be responsible for determining the 

correct VAT liability. 

From 1 August 1988, VAT incurred by businesses on 

entertaining foreign customers will no longer be 

deductible, to bring it into line with the treatment 

of VAT on other business entertainment. 

1 October 88, beer duty will be charged on the basis 

of [£0.90] a hectolitre for every degree by which the 

original gravity of the beer exceeds 10000 . 

The duty on cider ry will be increased by [9.7] 

per cent or [lp] a 	 (iiiclusive of consequential VAT). 
0 

The duties on still tab win made-wine and sparkling 

wine will be increased by r cent, equivalent to 

[4p] on a 75c1 bottle of sti wine and [6.1p] on a 70c1 
0 

bottle of sparkling wine (both inclusive of 

consequential VAT] 

79. There will be no change in the rate of 

wines. 

80. Lower strength mixed drinks, not exceeding 	cent 

alcohol, will be dutied according to their al 

strength on a scale proportionate to table wine 

This will bring duties on wine-based and similar 

drinks into line. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED • 

0 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

The duty on leaded petrol will be increased by [5.5] 
per cent or [5.6p] a gallon (inclusive of consequential 

VAT). The duty on unleaded petrol will remain unchanged 

so that the tax differential in favour of unleaded 
petrol will rise to [10.6p] a gallon. 

The duty on dery will be increased by [5.7] per cent, 
equivalent to [4.9p] a gallon (inclusive of 
consequential VAT). 

dot- e will be no change in the rates of duty on gas 
V1‘.. d fuel oil. 

ic duties on cigarettes hand-rolling toharrn . 	 , 
and 

a pack 

cigars ( 

ill be increased by [3.7] per cent or [3.4p] 
cigarettes and [1.9p] a packet of 5 small 

inclusive of consequential VAT). 

Vehicle excise 
duties 

There will be no change in the duty on pipe tobacco. 

There will be 	change in the duties on 
cars, light van 	motor cycles, buses, coaches 
and most lorries. 

87. From 16 March 1988 rates of duty for 
the heaviest rigid 1 	es will rise by about 
10 per cent bringing them more into line 

with rates for articulated vehicles of similar 

gross weight. 

88. From 1 June 1988 a new tax 

introduced for heavy goods vehi 

types) capable fo carrying very 

or heavy loads. The rate of VED 

special types will be raised to £1,600 

vehicles cause as much wear and tear 

heaviest HGVs but currently pay a restri 

HGV rate (£130). 

will be 

(special 

wide 

hese 

se 
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COPY NO. 	J OF 1- 

FROM: COLIN BOWL 
DATE: 24 FEBRUARY 1988 

FSBR CHAPTER 6 

I attach a draft of FSBR chapter 

cc Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Odling-Smee 
Mr Sedgwick 
Mr Turnbull 
Mr Culpin 
Mr S J Davies 
Mr Ritchie 
Ms C Evans 
Mr Cropper 
Mr Tyrie 
Mr Call 

It is consistent with your provi:' al decisions last Friday 

on the PSBR totals ie net repa nt§ of £2.9 billion and 

£3.1 billion in 1987-88 and 1988-89 respe • y. The figures for 

the components are also provisional. We e still discussing the 

composition of the tax forecast with the revenue departments and 

will report changes to you. We shall also need to take into 

account some information that is still coming in, for example on 

local authority rating decisions. 

The expenditure figures are also still unde 	ew. The 

draft is based on a planning total outturn in 	8 of 

£146.0 billion, 	the 	figure in Mr Sedgwick's sub 	of 

18 February on PSBR Prospects in 1987-88 and 1988-89. The 

chapter 5 by contrast assumes an outturn of £146.4 billio 

GEP's February assessment (GEP commented then that this figure 

likely to prove too high). Both chapters will of course ultimately 
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Actual/Forecast 	6.6 	6.6  , i >\ 9.2 	10.9 	10.3 

Non-oil taxes  
and NICs  

8.2 

9'› 	9.9 

5.3 	9.8 

6.0 	11. 

5.8 	8.5 

6.4 	10.1 	8. 

7.0 	10.1 
	

7.2 

7.8 

7.3 

9.8 

1 

II/ into line. 

6.8 billion, 

BUDGET SECRET 
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as in the 1988 PEWP. 

NOT TO BE COPIED 

figure for 1988-89, Bot 

forecast of general government gross debt interest 

has been increased. The forecast now has interest 

flat between 1987-88 and 1988-89. We think it would be 

show an increase. 

5. 	The growth rates of taxes and national insurance contributions 

(NICs), and general government receipts, along with growth rates of 

money GDP, are shown below. 

1983-84 

% changes 

85 1985-86 1986-87 1987-88 1988-89 
Forecast 

Before Budget 
changes 	 8.1 	7.8 	9.8 
	

11.7 
	

12.2 
	

10.7 

Non-oil general  
government  
receipts  

Actual/Forecast 	5.8 	6.1 	8.7 

Before Budget 
changes 	 7.1 	6.3 	9.3 

	

Non-oil money GDP  7.8 	6.4 	11.6 

Total taxes and  
NICs  

Actual/Forecast 	7.0 	8.8 	7.8 

Before Budget 
changes 	 8.5 	9.8 	8.3 

General Government  
Receipts  

Actual/Forecast 	6.2 	8.2 	7.5 

Before Budget 
changes 	 7.9 	8.2 	8.0 

Total money GDP 	8.1 	7.2 	9.6 

0.9 8.9 	7.2 

10.6 9.5 

L

BUDGET SECRET 
_BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BEiCiPIED 

r BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



6
0 Before Budget  elAPPPW-A-s1§TaINIArl  NICs 

1.• • 	

have increased 

uding 1987-88); 	the exception was 1985-86. 	On average, 

than non-oil money GDP in four out of the last five years 

BUDGET SECRET 	NOT TO BE COPIED 

Budget changes, non-oil taxes and NICs have grown about 

tage point more than non-oil GDP. The forecast for 1988-89 

more than non-oil GDP. 
/1 . 	plo tit-afe 

7. 	The notable feature of recent years has been the prodigious 

growth in on-shore corporation tax 

into double figur for four years. 

that ICC prof' 	in 1987 grew by 

time that the C1419  

on March 18 with 

FSBR. There will b 

proposed numbers are 

for the package should 

outside commentators may 

for earlier years for Budg 

more liable to query the forecast. The post-Budget forecast of 

non-oil taxes may look low relative to GDP compared with past 

experience. 

has vt il taxes and NICs adjusted for Budget changes increasing 
- by  olop„Kki  

4. • • 4 fl 

receipts. Growth has been well 

Outside commentators will know 

over 20 per cent in 1987 by the 

release on the national accounts comes out 

rs in most cases identical to those in the 

resumption therefore (with which the 

obout consistent) that revenues adjusted 

ticeably more than money GDP. Many 

tempt to adjust the recorded figures 

changes, in which case they may be 

8. The still provisional forec 

follows: 

1983-84 1984-85 1985-86 

Non-North Sea  
tax burden  

Actual/Forecast 	37.8 	37.8 

Before 1988 
Budget changes 

Total tax burden  

the tax burden is aelf  

ido• 44v.r)  

/TiorY rOrct:)S1*(9  

6-87 1987-:8 1918-11),1  

% 

37'C 

38.4 	zd) it4b1 

37.0 	37.3 

Actual/Forecast 	38.5 	39.1 	38.4 	37.8 	37.7 

Before 1988 
Budget changes 

There is a small rise in the non-oil tax burden in 

current figuring. We can consider the precise numbers 

s1.7 

1988-89 onCt- 
to show for 
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- the discuss 

sector 

shorter; 

on of the alternative ways in which public 

can be analysed (paragraph 6.03) is much 

in chart 6. 

the total in 

rather than rece 

include (net) bor 

structure of receipts and expenditure 

left hand panel is now just receipts, 

borrowing. It is difficult to 

ow that it is negative; Irtivit,fott 

911189 when revis 

ustrative 

8 (page 

e in 

figures consistent with a 

16) of Mr Sedgwick's paper of 

the non-oil tax burden. This allocated all of the 

BUDGET SECRET 
j  rAsli  P_ 3ETS141-117M-Y  a 
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re complete. The 

£3 billion surplus in 

18 February showed no 

re 

adj 

adjustment to non-oil taxes, while we are now also 

oil taxes and debt interest. 

9. 	Th structure of chapter 6 is much the same as last year. But 

you might note the following, mainly minor, changes: 

as you suggested when commenting 

included a chart (0) on the tax burden and ratio of GGE to 

/ money GDP. The version included in the body of the text 

starts from 1978-79, as did eain GGE chart in the PEWP. 

But we have also include 	a ternative which starts in 

1974-75, giving a reasonable r 	f years and covering the 

same period as the PSBR chart in ha er 2; 
0 

on chapter 3 we have 

at, 

the description of the third expe ture item 

has been amended to include "cash expenditure 

securities" and is therefore now comprehensive; 

- external finance has been added as a memo it 

in table 6.4 

on company 

table 6.6; 

ve. The 

and 

ther 

in table 6.7 expenditure is now shown as 

previous negative sign convention was counter-1 

inconsistent with the convention used in virtuall 

official statistics; 

- similarly Consolidated Fund expenditure in table 6B.1 Is 

shown as positive. 
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Reflecting the latest drafts of the Budget speech we have 

duced the term "public sector net debt repayment" (PSDR) into 

xt. 	But all the tables retain "public sector borrowing 

ent". The PSBR is of course a net borrowing concept, even 

e nomenclature does not make this explicit. Moreover it 

appropriate to make a universal switch to PSDR when 

ore relevant for most of recent history. 

re 

tho 

would 

PSBR is 

Conclusion 

11. We shall be 

related figures 

February PSBR 

the line to take 

ahead are central 

or deliberately "caut 

sending you a final submission on the PSBR and 

ednesday 9 March when the first estimate of the 

e available. By theA we shall need to agree 

ked whether the tax forecasts for the year 

sts in the light of economic developments 

"prudent" etn. 

12. We should be gratef 

Thursday 25 February so th 

comments as early as possible on 

we can incorporate them in the version 

to be sent to the printers on Friday. 

40A-a 
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Public sector's 

finances: 

three-fold analysis sets out these three category. The rest of this chapter 

0 
6.02 There is now estima be mat  public sector  timipt 

compared with 

vf  forecast of a 

£4 billion made a year ago. This would be the first budget 

surplus since 1969-70 and only the 1952, the earliest secon 

year for which PSBR figures are available. 

-t-afterpePiiitee,,tjteabout £3 billionA in 1 

Q1-3  
6.03 The public sector's finances can be analy 

of different ways: by type or activity, by sector and 

number 

nomic 

analyses 

tittliDeErLIDS-TgONVerher 

TEN.. PUBLIC SECTOR'S FINANL 
.6b  BUDGET SECRET 

f this 	6.01 
NOT TO BE COPIED 

revenue (discussed in Chapter 

4) and spending (in Chapter 5), and provides an analysis and 

forecast of the public sector's finances in 1988-89 together 

with estimates of outturn in 1987-88. It also comments on the 

main features of the public sector's finances in those two years, 

including the most important changes that have taken place since 

last year's projections. Table 6.1 is a summary. 

Table 6.1 Public expendi 	, receipts and borrowing 

£ billion 

1986-87 	1987-88 

 

1988-89 
Outturn 	1987 

Budget 
Latest 	Forecast 
estimate 

General government expenditure 
	 164.8 
	

173.5 
	

171.6 	182.8 

General government receipts 
	 160.0 

	
168.8 	173.5 
	184.7 

General government borrowing requirement 	4.9 
	

4.7 	- 2.0 	- 1.9 

ctattUDGET SECRET 1  NOT TO BE COPIED 
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in c 

Public corporations' market and overseas 
borrowing 

Public sector borrowing requirement 

	

-0.8 	-0.9 

	

3.9 
	- 2.9 

- 1.2 

- 3.1 

     



t
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to be 1, _R than originally forecast. The main contributors 

to the receipts are income tax (£1 billion), VAT 

(21 billion) orth Sea Revenues (a billion)4"41 

BUDGET SECRET 
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in  1987-88 

Receipts 

"bil BUQGJEL§EECREJ..s 
e  K t15dErtier Nib(  

6.04 Table 1.2 analyses the pub 

or activity. The main receipts of general government (ie. central 

plus local government) are grouped according to the kind of 

activity which gives rise to them, while spending is shown by 

department, as in Chapter 5 and in the public expenditure White 

Paper. Its bottom line, the PSBR, is derived from those two 

totals. This derivation is repeated in Table 6.1. 

61g7'49 

General government receipts are now projected to exceed 
A 

7 Budget forecast by about £4V. billion. As able 1.2 

-ART 	COPIED 

ic sector's finances by type 

Qc 

sho 
/ 

t components of general government receipts are likely 

income tax 
44 

6.06 Additional 

of E  
increased by mor 

receip s are mainly the result 
mm0 014,0)144, 

VAT receipts have 

than would have been expected from 

A 

ncrease in total consumer spending: 
vta 

pending on goods and services 

increased, Jokr  estimates of consumer spending 
\)/1 

in 1987 will be revised up later, 44B—latioppetted--leesi--reerift  The 

higher than expected oil .xeyenues in 1987-88 are largely the 

result of a higher /than assumediN 	I price  narltiltm04. ...,_____ -__ 

6.07 General government receipts are forecast to r se A\6½ per 

cent in 1988-89, following an estimated 81/2  per cent increase 

the 

tAlr" either he proportion of 	4110- 
, 

subject to VAT has 
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coliebtAul 

iirg4 

a further riseA in receipts of cor 

ACT but excluding North Sea mains 

16 - 	AD!: IS 

ion tax (including 

orporation tax). 

a 16 per cent rise in capital taxes reflectin 	asset 
)A 

forecaot for moncy CD?. Without, the Budget measures however 
BUDGET SECRET 	NOT TO BE COPIED 

fore  alW131-30EirnusTIONBad  be about 11/2  percentage points 

above that of money GDP. 

6.08 Oil revenues, which in the event in 1987-88 were only 

slightly below the 1986-87 leve 
a--3 a /-* 

ye, forecast to fall by about 

ower average oil price and lower El billion in 1988-89 

 

 

production. The forecast assumes that 	 _I/Oil prices 

remain close to recent levels. Oil production is assumed to 

1 in 1988 to a level close to the centre of the Department 

ergy's range. A $1 a barrel difference in the oil price 

would change revenues by about £250 million in 1988-89 

and 	aollion in a full year. A change of 1 million tonnes 

11 
in oil 	sion in 1988, spread evenly across fields, would 

alter re 	esy about AO million in 1988-89 and £45 million 

in a full ye 

6.09 Non-oil receipts are forecast to rise by 7 per cent in 

1988-89. As can be 	from Table 1.2 there is within this 

overall increase: 

0 
a 11/2  per cent increase i 	me tax receipts. Without the 

Budget measures the forecaa increase would have been 10 

per cent; 

prices in earlier years; 
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re; i„-R4PP Uns145T Qt\UrrY  t,  

increase in consumers' and alcohol, a little below the 

forecast. 1987 Budget 

6.12 expenditure is expected General government rise by 

at 21513LJDGET SE 

an  8BUD GET SETPRETn  VAT,  NOLTn1-018EteCYPIEnt 

a 51/2  per cent increase in the excise duties on petrol, tobacco 

expenditure reflecting the trend decline in the share of 

these iLems in Lhe total; 

a small fall in stamp duty following the fall in stock market 

prices and turnover. kot.xe 

contributions (NICs) as a percentage of GDP Table 6.2 Taxes and national insurance 

now forecast to be 6.11 General government expenditure is Expenditure 

	

k4I'vt 	• 

	

P:6v1 	1 
.114tA 

clAA 

Table 6.2 shows taxes (including rates) 

contributions as a percentage of GDP. 

I  eg- 
easurcs 	ould ave 

and national 

EIFITC"  11011 	Oki 

Ti 
 Without 

about one !the 

Ago,/ percentag 

1982-83 1983-84 19;4-85 1985-86 1986-87 1987-88 1988-89 
Latest 
estimate 

Forecast 

38.9 38.5 38.5 37.8 37.7 31.8 

38.2 37.8 31. 37.3 37.5 37.6 

Total taxes and NICs as a 
share of total money GDP 

Non-oil taxes and NICs as a 
share of non-oil money GDP 

The planning 
A ON  tit 

to be £21/2  billion lower than  £1anno. 
A 

payments nearly 	billion lower than forecas 

lower than in the 

is expected 

debt interest 

offsetting 

about 21711/2  billion inerjeLr-88, £2 bill 
pt4 

these is an increase in other national accounts ado„,-  fiznts. 

63/4  per cent in 1988-89, to 2183 billion. The planning total, 

Ea h wo-rh-faumccemsrare 
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is a budget surplus f about 23 billion, or 	per 

cent of  meow  GDP. 

411A. 

f 23 billion, or 11. per cent of  anew  GDP, is 6.15 
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Trends in receipts 

and expenditure 

___------, 

tbut,-stAL)  

-Aims-  forecast for 1988-89. 

6.16 Chart 6.1 shows trends 

Cpercentages of  meow  GDP. 

and national insurance contributiqns fell be 

1985-86, but L_ 
p 	 i4c s4.0.4- 

It is forecast to rise marginally in 1988-89, 

expenditure as 

n-oil taxes 

1981-82 and 

3 below 

tax 
e*VA 

xl  

White PBUDGET8SEC REeTal goveN 	s  13 Eee OpIEDt 

pa  yiraPsIL-11-PSIEETZ- Orl-Con2C-easto4Xer sppl.7cted 

in the White Paper as a result of A  Egiifer,--beNiaew4mg—emei--to—lae-

6.13 The difference between general government receipts and 

expenditure is the general government borrowing requirement 

(GGBR), as shown in Table 6.1. As general government lending 

to public corporations is included in general government 

enditure, the GGBR together with public corporations' market 

<
: sverseas borrowing, gives the PSBR. 

1  (‘ 
re was a substantial budget surplus in the first ten 

10$17-88 	Pyrludina privatisation -proceeds the PSBR 

was som 	Ilion lower than in the same period of 1986-87. 

This reduc 	borrowing was almost entirely due to lower 

central government own account borrowing. Local authority 
A 

borrowing has been higher than in 1986-87 and public corporations' 

borrowing little 
	 Taking into account the well 

established pattern 	rel tively high borrowing in the final 

two months of the yea 	the forecast for 1987-88 as a whole 
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BUDGE 1ST ONLY  -4-4-DP 
it  iRl aEGLiETof enenciTol-rranac c;pfuticle 
(exc'udInt, prIvaLluLlon proceeds)

A 
 has fallen every year 

..e!!Isince 1982-83 --,31's forecast to fall again in 1988-89. 

Chart 6. 

Taxes an 

d expenditurej 	Lo GDP 

insurance contributions 

, 

eLnl 

/R 	 -e-s44-11  4 iN h p, n A;  

Ge eral government expenditure 
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37 	 31 	ss 	 20 

1978 	1979 	1980 	1981 	1982 	1983 	7984 	1985 	1986 	1937 	1988 	pre 	1979 	1900 	1981 	19112 	1983 	148 	1181 	1916 	1187 	8666 

-83 	-88 	-82 	 -84 	-85 	-86 	-87 	.88 	-89 	-79 	-ao 	-81 	-82 	-83 	-414 	• 85 	-86 	-87 	-se 	-se 

6.17 Chart 6.2 shows the significant changes in t e 	cture 

of general government receipts and expenditure which ave taken 

place since 1978-79. 
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/Jo,* 	S 

Public s 
"A! 

6.18 TabA. hows, 
mot 	0 	A....1 

d 	 borrowing in
A 
 1987-8807

P 
 central government, 

P  
local authorities and public corporations. 

£ billion 

1986-87 
	

1987-88 
Outturn 
	

Latest estimate 

1 Central government borrowing on own account 
Local authority borrowing from ccntral government 

3 	Local authority borrowing from market and overseas 
4 Total local authority borrowing 
5 	Public corporations' borrowing from central 

government 
6 	Public corporations' borrowing from market 

and overseas 
7 Total public corporations' borrowing 	 - 1.4 

8 Public sector borrowing requirement 
	

3."- 

Memorandum item:- 
Central government borrowing requirement 
(lines 1+2+5) 
	

10.5 

inances analysis by sector 

Table 6.3 Public sector borrowing requirement 
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6.19 ikETTit_PRETyest imatIVItTu9n13c,nc 9oFg.Rs 
of receipts and expenditure in 1987-88 and 1988-89 for each 

of the three sectors. These tables include some of the analysis 

by economic category in Table 6.7. Expenditure in 1988-89 does 

not include an allocation of the Reserve, although the forecast 

of the PSBR assumes that the Reserve is fully spent. 

Central government 	6.20 Central government spending includes grants and subsidies 

local authorities and public corporations (including 

nalised industries), which are included in the receipts 

e sectors, shown in Tables 6.5 and 6.6. 

Table 6.11 Central governmeuL L a 	ons 

£ billion 

 

1986-87 
Outturn 

1987-88 	1988-89 
Latest 	Forecast 
estimate 

Receipts 
Tax and royalties 	 104.4 	 115.2 	 121.7 
National insurance and other contributions 	 26.7 	 28.8 	 31.6 
Other 	 .4 	 11.2 	 11.3 

Total receipts 41.4 	155.2 	164.5 

11 

Expenditure  
Current expenditure on goods and services 
Current grants and subsidies 
Interest 
Net lending,' capital expenditure, 
and cash expenditure on company securities 

Total expenditure 
	 146 o 

Excluding lending to local authorities and public corporations 
' iklivExcluding any allocation from the Reserve 

	

53.0 
	

55.7 

	

80.7 
	

82.8 

	

16.9 
	

17.4 

	

1.8 
	

2.6 

\\\\\
\ 

Local authorities 6.21 Local authority receipts consist primari 	e income 

plus grants from central government. The fore 	crease 

in rate income (net of rate rebates) between 1987-88 and 1988-89 
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take $ a kiDGETSECRETinfo_ mativt0Tb110 BEeCORIElik. 

by rateable value, and changes i„,PuRqUilAsiapiNky  t  

in table 6. e a balancing item). 

to the system of rate rebates introduced by the Social Security 

Act 1986. 

6.22 The local authority borrowing requirement (LABR) fell 

sharply in 1986-87 to £1/4  billion, from £13/4  billion in 1985-86. 

The LABR in the first ten months of 1987-88 was higher than 

in the same period of 1986-87 and it seems likely that borrowing 

he year as a whole will be ab ve that ii 1986-87, although 

ell below the levels of Ume(grs.  

estimates of local authority receipts and expenditure 

do no 	explain the LABR in 1986-87 and 1987-88  (ether 

receipts 	ble 6.5 and miscellaneous financial transactions 

Table 6.5 Local authority transactions 

19.2 
13.3 
12.2 
5.6 

1987-88 	1988-89 
Latest 	Forecast 
estimate 

17.0 
12.6 
12.1 
5.2 

Receipts 
Rates net of rate rebates)1  
Rate support grant 
Other grants from central government 
Other 

ilLion 

986-87 
Cbi!tn 

Total receipts 	 44.7 

Expenditure 
Current expenditure on goods and services 31.1 
Current grants and subsidies 5.4 
Interest 4.1 
Net lending and capital expenditure 4.2 

Total expenditure 44.8 

1 	Memo: Rate rebates 1.7 

2 	Excluding any allocation from the Reserve 
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1.8 .4 

46.9 	 50.4 

35.2 
6.0 
4.5 
4.4 

50.12  
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9.1 	 9.6 Total receipts 	 3 

Expenditure  
Interest, dividends and taxes on income 
Net lending and capital expenditure 

3.3 3.1 
5.5 	4.7 	5.7 

3.8 

8.8 Total expenditure 9.01  

fin 	rom taxation or central government borrowing. 

£ billion 

1986-87 	1987-88 	1988-89 
Outturn 	Latest 	Forecast 

estimate 

	

7.4 	 7.0 	 7.4 

	

2.9 	 2.1 	 2.2 

Receipts  
Gross trading surplus (including subsidies) 
Other 

Table 6.6 Public corporations' tran 

c corporations 	6.23  MEW 136G EESE CIRO" corporaNQT TtlailIEtGO PI Ela 

pub1v B  YrDo9affonisj  SToc 9iNtlEY  include subsidies and capital 

grants from central and local government. For the nationalised 

industries (and the majority of other public corporations) their 

net external finance, ie. their borrowing plus subsidies and 

grants, is included in the public expenditure planning total. 

Public corporations' net external financing requirement, and 

not their borrowing requirement (PCBR), is the best measure 

of the public corporations' total contribution to the PSBR, 

51\ 
se it gismo- includes ao 	well as

t 
 orrowing

/
subsidies and 

provided by the central government which have to be 

/ I 

Memo: nationalised industries' external finance 
other public corporations' contribution 
to the planning total 

&Excluding any allocation from the Reserve 

0.4 
0.8 

0.7 
0.8 

Pio 6.24 Changes in public corporations' income and 

from one year to another are affected by privatisations which 

ture 
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tor's finances: analysis by economic category 

11 analysis of receipts and expenditure by economic 6.25 

corp  

invove  aureEvssEeftEtiseci invorTarn tome&  
raBiletPQFTtli"TiOP  LY 	 ---ct  r in the national accounts. 

For example, although table 6.6 shows a fall in gross trading 

surplus in 1987-88, the gross trading surplus of those industries 

remaining in the public sector rose strongly in 1987-88. The 

underlying buoyancy of the gross trading surplus is a major 

reason why the PCBR is estimated to have risen only slightly 

between 1986-87 and 1987-88, despite the inclusion in the 1986-87 

figures of negative net borrowing by corporations now in the 

(iP
ate sector. 

catego 	wn in Table 6.7, with a breakdown between central 

government 	authorities and public corporations. This 

analysis, which distinguishes between current and capital 

transactions (and within the latter between physical and financial 

investment) shows the d ivation of the public sector financial 

deficit. The financ icit, unlike the PSBR, is not wholly 

a measure of cash tran-.1k ons because certain items above line 

24 in Table 6.7, for ex..Nrs 	me taxes included in lines 1 

and 2, are measured on an ac 	f  basis. An accruals adjustment 

0 
is accordingly made in line 28. 

6.26 The unallocated Reserve is assum 	o be used up by 

spending on current items or physica 	1 formation ie. 

in transactions that fall above the fin 	surplus/deficit 

line. In practice allocations from the 	e 	can affect 

financial transactions (lines 25 to 29). 

L ETSEC  ONLY
RE  
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Table 6.7 Public sector transactions by sub-sector and economic category 
billion 

1987-88 Latest estimates 
Public 	Public 
corpora- 	sector 
tions 

Central 	Local 
	

Total 

Lin
1.  

e 
	govern- 	authori- 

ment 	ties 

6 The public sector's finances 

NOT TO BE COPIED 

General government 

Current and capital receipts 
Taxes on income, and oil royalties 

Taxes on expenditure 

Taxes on capital  

National insurance and ot 

Gross trading surplus  

59.2  
2 	52.4 	17.0 
3 	3.6 

69.4 
3.6 

59.2 	-0.1 59.1 
69.4 
3.6 

28.8 
6.9 

	

4 	28.8 
	

28.8 

	

5 
	-0.6 	0.5 	-0.1 	7.0 

	

6 	 0.3 	3.0 
	

3.4 
	

0.5 

	

7 	 3.2 	0.9 
	

4.1 
	

0.7 

	

8 	5.8 	-3.7 
	

2.1 	-2.1 

	

9 	1.2 	1.6 	2.7 

	

10 	 0.1 

	

11 	154.0 	19.3 	173.2 	6.1 

Current and capital expenditure 
Current expenditure on goods and services 

Subsidies 

Current grants to personal sector 

Current grants paid abroad  

Current ants within •ublic sector 
Debt interest  
Gross domestic fixed capital formation 

Increase in stocks 

Capital grants to private sector 

Capital grants within public sector 

Total expenditure 

Unallocated Reserve 

Financial surplus/deficit 

Financial transactions 
Net lending to private  sector and  abroad  
Cash expenditure on company securities (net) 
(including privatisation proceeds) 

pension schemes  

Accruals adjustments  

Rent and miscellaneous current 

Interest  and dividends from privat 

Interest  and dividends within public 

Imputed charge for non-trading capita co 

Capital transfers from private sector 
Total receipts 

12 
	

53.0 	34.1 
13 

14 

15 
16 

17S 16.9 
18 

19 <> 

20 
	

1.9 
21 

22 
	

7 

23 

24  

25 	-0.1 
	

0.6 

26 	 5.4 

27 	0.6 
0.1 
0.6 

30 	-2.8 

28 
29 Miscellaneous financial transactions 

\\\,

Transactions concerning certain public sector 

Borrowing requirement 

s).\h,p,uli 

Soor  

.6 
0.6 

3.8 

0.6 

0.1 
0.9 
1.1 

87.1 

7.4 
-0.1 

17.5 0.6 
4.5 
0.1 

18.1 
11.9 

2.5 	0.1 2.6 

182.4 

0.5 	-0.1 0.4 

0.2 

1.2 

-0.6 
2.9 

0.6 
0.1 

	

-1.0 	0.7 	-0.7  

	

20.2 	177.9 	4.6 

0.9 	-4.6 	1.6 	-3.0 

5.4 5.4 

   

2  Relationship between lines: (24) = (11) 
(30) = -(24 

3.9 
4.8 

2.7 

0.1  
179.4 

87.1 

5.2 1.0 6.2  
53.0 

 

6.2 
53.0 48.2 4.7 

 

3.6 

 

3.6 

 

3.6 
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24.7 	-24.7 

	

11.4 	0.2 	17.6 

	

3.9 	4.0 
	

8.0 	5.4 
0.1 

4.6 0.9 5.6 5.6 
5.0 	55.5 

12 

13 

14 

35.2 90.7 55.5 

50.5 

90.7 

55.5 

Capital grants to private sector 

Capital grants within public sector 
189.4 	tjj Icpenditure 

 

0.7 

-0.8 

20.6 

2.6 0.1 

0.7 

5.8 

 

0.7 

 

183.6 

2.0* 

6 The public sector's finances 
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I government Public 	Public 
corpora- 	sector 
tions 

Local 
gov 	authori- 

Line2  ment ties 

Total 

2 

4 

5 

6 

7 

8 

9 

10 

55.6 

-0.1 
0.4 

3.0 
6.1 

31.6 

1.2 	1.6 

4.2 
19.2 	74.8 

31.6 

74.8 
4.2 4.2 

	

31.6 	National insurance and othcr contributions  

	

7.9 	Gross trading surplus 

	

3.9 	Rent and miscellaneous current transfers 

	

4.5 	Interest and dividends from private sector and abroad 

Interest and dividends within public sector 

	

2.8 	Imputed charge for non-trading capital consumption 

	

0.2 	Capital transfers from private sector 

3 

62.0 

O. 
3.0 

0.9 
-4.1 

Current and capital receipts 
62.0 	-0.7 	61.3 	Taxes on income, and oil royalties 

7.4 
0.6 

0.7 
-2.0 

Taxes on expenditure 

Taxes on capital 

/1 	163.8 	21.1 	184.9 191.0 	Total receipts 

20 

21 

22 

23 

1.9 

1.5 

163.0 

2.9 

Current and capital expenditure 
Current expenditure on goods and services 

Subsidies 

Current grants to personal sector  

19 

15 

16 

17 

18 

2.9 2.9 

Gross domestic fixed capital formation 

crease in stocks 

Current grants paid abroad 

Current grants within public sector 

Debt interest 

3.5 	 ed Reserve 
24 	 -1.9 Finaffial surplus/deficit 

 

  

25 -0.5 0.3 	-0.2 0.1 	-0.3 
Financial transactions 
Net lending to private sector and abroad 

 

     

Cash expenditure on company securities (net) 
(including privatisation proceeds)  26 

	5.0 	 5.0 	 5.0 

30 	 -3.1 

Transactions concern 
pension schemes 

Accruals adjustm 

Miscellaneous finana 

Borrowing requirem 

rtain public sector 

ons 

27 

28 

29 

 

0.6 

-0.1 

0.3 

 

-0.5 

. 6 

0.1 

0.2 

0.6 

0.2 	-0.3 
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Part A: relationship between tables in Chapter 6, and with Table 

1.2; and outturn data 

6A.1 Table 6.7 is based on the definitions used to compile 

the national accounts. In order to show the financial deficit 

for each sector, lending and other financial transactions are 

separated from the analysis of receipts and expenditure in lines 

and shown in lines 25-29. These lines show the relationship 

the financial deficit (line 24) and the borrowing 

req 	for each sector (line 30). 

6A.2 	 4-6.6 are summary versions of the sectoral columns 

e information in Table 6.7 is rearranged so 

that, for example, central government grants to local authorities 

(which appear as negative expenditure in the local authorities 

column of Table 6.7, 	es 16 and 21) appear as receipts in 

Table 6.5. Interest 	d by local authorities to central 

government (which appea 	as negative receipts in the local 

authorities column of TablP 	me 8) appears as expenditure 

in Table 6.5. Finally, lendi and other financial transactions 
C> 

(lines 25-29 of Table 6.7) are included in the receipts and 

expenditure of Tables 6.4-6.6. 

6A.3 Table 1.2 in Chapter 1 uses the s 	rmation as Table 

6.7, but again rearranges it. To derive 	1 government 

expenditure, it starts by giving a departm 	eakdown of 

the public expenditure planning total: that in 	not only 

general government expenditure items in the thi 	 of 
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Table 6.7BEYOZIET gEeffirrial  
but  EwlsBliklaraEnT LIScIpCIN LeYpen  diture by public corporations 

in the fourth column. General government expenditure as shown 

in Table 1.2 is then obtained by adding general government debt 

interest from the third column of Table 6.7 and the national 

accounts adjustments already included in Table 6.7, and deducting 

public corporations' borrowing from the market and from overseas. 

6A.4 Alternatively, general government expenditure in Table 

(and Table 2.4) can be obtained as the sum of lines 22, 

and 26 (third column) in Table 6.7 and on-lending to 

Outturn data 

pu • 	porations in Table 6.3. 

general government receipts, Table 1.2 takes 

in the third column of Table 6.7 (lines 11, 

27, 28 and 29) and rearranges them according to the type of 

activity which gives rise to them. For example, oil revenues 

comprise North Sea corp ration tax and petroleum revenue tax 

(included in "taxes o 	" in Table 6.7) plus oil royalties. 

The sub total "total t 	and royalties" is the same as the 

first line of Table 2.5 in 

6A.6 Outturns for the PSBR anPthe statutory central government 

accounts (as in Tables 6B.1-4 in Part B of the Annex) are compiled 

monthly and published by press notice 1 working days after 

the end of the month and then in more 	n Tables 2.5 and 

3.12 to 3.16 of the following issue o 	 1 Statistics. 

Details of the PSBR on national accounts -i 	•ons, as in 

Table 6.7, are compiled quarterly and publis 	sections 

2 to 5 of Financial Statistics three months afte 	end of 

the quarter. 
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6A.7 131U DGETuttIST fONLYPs R in 1987-88 will accordingly 

be published on April 20. The first national accounts outturns 

for 1987-88 will appear in the June issue of Financial Statistics, 

including supplementary Table 13 which is based on Table 6.7. 

Part B: central government transactions 

Commentary on the 	6B.1 The tables in Part B of this Annex are confined to central 

tables 

desc 

rnment transactions, and arc based on the statutory funds 

counts. Their relationship to the accounts of central 

on a national accounts basis (as in Table 6.4) is 

the Financial Statistics Explanatory Handbook (1987 

The receipts and payments in the Part B tables 

a cash basis, not accrued. Table 1.2, however, 

edition, 

are all 

shows the main categories of taxes on an accrued basis as in 

the national accounts: for instance the item "income tax" in 

Table 1.2 differs slightly from "income tax" in Table 6B.3. 

Table 6B.1 Summary of central government transac 

£ billion 
1987-88 
Latest 
estimate 

Consolidated Fund  
Revenue (Table 6B.3) 
Expenditure (Table 6B.2) 
National Loans Fund (Table 6B.14)  
Receipts 
Payments 
Surplus transferred from Consolidated Fund 
Total net borrowing by the National Loans Fund 
Surplus on other funds and accounts (net) 

Central government borrowing requirement*  (Table 6.3) 

* Including borrowing for on-lending to local authorities and public corporati 

123.0 
121.2 

16.7 
21.6 
1.8 
3.1 
1.0 

2.1 
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million 
1987-88 
latest 
estimate 

Supply i u 	 105,190 
Standing s 
Payment to e ak 'nal Loans Fund in respect of service of the national debt 	9,800 

..!Northern Ire nd 	hare of taxes etc 	 2,220 
Payments to th(%ilAean Communities 	 3,890 
Other services 	 100 
Total standing services 	 16,010 

Total Consolidated Fund expenditure 
	

121,200 

1  Supply Issues are mom 
with the Paymaster Gener 
equates closely to total 
slight timing differences 

from the Consolidated Fund to departments' cash accounts 
spending on Supply. Supply Expenditure (see Table 5.)4) 

ssues in most years, although there may sometimes be 
the two. 
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Payments  
Service of the National Debt: 

intcrest 
management and expense 

Total service of the Nat 

Loans to: 
nationalised industries 
other public corporations 
local authorities 
private sector and within centr 

Total National Loans Fund lending* 

bt 

nment 

16,550 
170 

16,720 

- 320 
- 160 
5,190 
180 

4,890 

Tn.ble  6B-3  .4 National Loans Fiad 	rlmj151311711gruts 
CHET NOT TO BE COPIED 

BUDGET LIST ONLY 
£ million 
1987-88 
Latest 
estimate 

Receipts  
Interest 	, profits of the Issue Department of the Bank of England, etc 	6,920 
Service of 	lonal Debt - balance met from the Consolidated Fund 	 9,800 

Total receipt:/" 
	

16,720 

Consolidated Fund surplus 
	 1,840 

Total payments 	 20,610 

* On-lending to local authorities and public 	tions in Table 6.3 includes, in 
addition to National Loans Fund lending, net = digs from other funds and accounts 
(mainly Supply Issues in Table 6B.2). 
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COPY NO 1 OF 2cl 

From: J ODLING-SNEE 

25th February 1988 

OF THE EXCHEQUER 
cc Chief Secretary 

Financial Secretary 
P.4ymaster General 
Economic Secretary 
Sir Peter Middleton 
Mr Anson 
Sir Terence Burns 
Mr Scholar 

c\ix 	
Mr Culpin 
Mr Sedgwick 

//// 	

Mr Turnbull 
Mrs Butler 
Mr S Davies 
Mr Mowl 
Miss Sinclair 
Ms Evans 
Mr Hudson 
Mr Cropper 
Mr Tyrie 
Mr Call 

Mr Battishill) 
Mr Isaac 	) IR 
Mr Painter 	) 

Mr Unwin) 
Mr Knox ) C&E 

FSBR CHAPTER 1 

I attach a draft of Chapter 1 of the F R. 

2. 	It follows the style of last year's except that we have 

expanded the description of the measures in the stub of Table 1.1 to 

make it more informative. You will want to consi 

like this presentation. 

3. 	The other important decision relates to the 	of the 

measures in Table 1.1 and the degree of aggregation. 	We 	put 

the excise duties much lower down than usual, and they 	be 

moved up. Otherwise, there are clearly plenty of alternati 

of ordering the other measures, including the various componen 

NOT TO BE COPIED 
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On incohlc tax In particular-, dc-  you agree that the 

of the rates and allowances changes should, as shown, follow 

corecard order, and if so that items 1-8 of Table 4.1 should be 

to follow the same order? This would mean, among other 
th 	that item 1 (basic rate) in the existing version of 

Tab 	would become item 6. 

Tae-T1.1 includes the footnote you requepted on student grants 

and forestry. 

You will wan to indicate which tax measures to mention in 

paragraph 1.05 	u could have a short list and exclude the items 

in square bracke 	you could go for a longer selection. 

6. 	All figures ar 

consistent with tho 

Those in Table 1.2 are 

Chapters 5 and 6 you 

to revision. Those in Table 1.1 are 

the draft of Tah1 12' 4.1  which you 

tent with those in the drafts of 

ed yesterday (which were not exactly 

consistent with each other). We shall, of course, ensure that all 

figures are eventually fully consistent. 

D7 -I 

ING-SMEE 
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1.01 The objective of the Government's economic 

policy is to defeat inflation and to maintain a 
v
417=e7and enterpilsing economy)  Q444-4ane—t-he 

Intained growth of output and 
employment. 

1.02 The Financial Statement and Budget Report 

(FSBR) supplements the Chancellor's Budget 

Statement. It presents the Medium-Term Financial 

Strategy (MTFS); describes developments in the 

economy over the past year; provides forecasts to 
d-1989; sets out the tax 

et; summarises. th Go 

and [I 

s for the year ahead. 

proposals in the 

ent's spending 

the public 

designed to kee the 

downward tr 	er 
d wn inflatio 

policies, incl 

flexibility and t 

employment. 

ribes the MTFS)  which provides 

the Government's economic 

and fiscal policies are 

growth of money GDP on a 

the medium term, so bringing 

MTFS is complemented by 

new measures in the Budget, 
ise, 	efficiency 	and 
the growth of output and 

	

The Medium Term 	1.0326hpter 2 desc 

	

Financial Strategy 	the framework for 
policy. 	Monetary 

The economy 1.04 Chapter 3 describes the main developments 

in the economy in 1987 and the prospect until 

mid-1989. The economy grew si sly in 1987 
S. Ak 
127414 1(t,  is forecast to 	o 	 .1/, 

investment gr 
	

k•MaL 

remain low and unemployment contirillirr  

GDP 
Lim  ) 

should 

all. 
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!VS?  ,...p1 Ggi IT_  , 57. 4 CINCY T ax measures 	 ou the tax proposals in the 

Budget. They continue the Government's programme 
044 Ur.e. 	-of tax reduction and reform. 	They includeN,thc 

and wifee 
increase in personal allowances ca-t---  reduction of 

he basic rate of income tax the abolition 
ra es of income tax above 40 -anci—aft---i-acrease 

01/14441M)04 'n,de endent taxation of husband 

a ig 
e5/6/ iftle441Aro, lAf..10-0tP 

rt./arm-A cf)- CittAt.194tui- 
er4.1 tte 

.1)4.1Aaj 4 

RAJ 64.4- V 

Public expenditure 

1-e-A 

PA)i7rfb4 Ak, 

atim,kh 

tio R-11-4 
Public sector 

finances 

the_tatas_cd_capitai_gains  tax_y_ith--a-neerme—terx.  
S the 

LaLlationa 

./ The 
measures are summarised in Table 1.1. 

Chapter 5 summarises the Government's 

ing plans,)5a1Nic Axoenditure is plannpd 

e medium term to g 	less rapidly than 

omy as a whole, p itting some further 

ion in the burden of ax ion.7 
ig s? -srsb 

1.07 Chapter 6 presents 

picture f9r the 

expected t51  

88, the first 

of £3 billion 

takes account of 

which are 

billion, 

rates 

components 

of indexing 

shows the 

of general government receipts 

the complete financ 

publ*  sector. [The budgaL is 
/ surplus of E3 billion in 1987- 

siTir 1969-70. 	A 

and allowances. Table 1.2 

us 
ISA 

for 1988-89. This 
' proposals n th Budget 

I Li 
re uce 	 by £4 

and expenditures. 

MAY 

2 

/2>tax 

main 

// 
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ax 

basic 

higher 

it increased to £20,000 

ye 40p abolished 

life assurance premium relief reduced 

company cars valuation for tax 
purposes doubled 

+200 

Capital gains tax 

annual exemption frozen at £6,600 

gains charged at income tax rates 

capital gains rebased to 1982 

Total 	 -4210 -3895 	 -6085 

NOT 	TO BECOPIED BUDGET 	SECRET 	 
BUDGET LIST ONLY 

Table 1.1 The Budget measures1  

BUDGET SEC 	87 NOT TO BE 
BUDGET LIST ONVI6  fr  Changes from Changes from 

a 	1led an indexed an indexed 
base base base 

allowances double indexed 

educed to 25p
2 

	

-1395 	 -685 	 -940 

	

-2500 	 -2500 	 -3100 

300 	 -220 	 -420 

835 	 -780 	 -1670 

 -. 	-  

	

+230 	 +230 	 +330 

income threshold for fringe benefits 	 -50 	 -50 
increased to £10,00 

£30,000 mortgage m 	lief ceiling 	 +5 	 +5 
applied to residence 

relief on new home impr 	loans abolished 	+80 	 +80 

relief on new non-chgritab  7V 	 +20 	 +20 
covenants abolished 

changes in rules for maintenan4) 	nts 	 -20 	 -20 

	

+70 	 +70  

-75 

Independent taxation of husband and wife
4 

Inheritance tax 

single rate of 40% above threshold of £110,000 

Corporation tax 

capital gains rebased to 1982 

small companies' rate reduced to 25p 

Business expansion scheme 

investment ceiling of El million per company 

extension to private rented housing 

Forestry removed from income/corporation tax
3 

Excise duties increased overall broadly 	 +550 
in line with inflation. Changes imply the 
following price increases: 

VED and unleaded petrol unchanged; 
leaded petrol up 5ip a gallon 

cigarettes up 31p for twenty, 
pipe tobacco unchanged 

table wine up 4p a bottle; 
beer and cider up lp a pint; 
spirits and fortified wines unchanged 

Other tax changes 	 +70 	 +60 

110 	 -90 

25 

-180 

+40 

-25 	 -265 

-50 
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These measures an tl.. 1,20i uf the cusTings shown are described in detail in ci 
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Th 
 

Chapter 4. 

Figures include the effect of the consequential change in the rate of advance 
corporation tax. 

ures are net of the cost of consequential public expenditure measures, shown in 
ter 5. Gross revenue effects are shown in Table 4.1. 

t of independent taxation, which is introduced in 1990-91, is shown in the 
ex 	Chapter 4. 

- = nil . 	- negligiblc. 

NOT TO BE COPIED 
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RECEIPTS 

Income tax 

EXPENDITURE 

40.0 	41.0 	41.8 	DHSS - social security 

Corporation3tax e ludi 
North Sea 

DHSS - health and personal 
13.5 	14.0 	17.3 	social services 

Capital taxes 
	

3.3 
	

3.6 
	

4.2 	Defence 

Expenditure taxes: 	 Education and science 

VAT 
Local authority rates 
petrol, derv, etc 
spirits, beer, wine, etc 
cigarettes and other tobacco 
stamp duties 
other 

23.3 
16.9 

Total expenditure taxes 	 6 

	

24.3 	26.2 	Scotland, Wales and 

	

17.0 	19.2 	Northern Ireland 

	

7.7 	8.4 

	

4.3 	4.4 	Other departments 

	

4.8 	4.9 

	

2.5 	2.2 	Privatisation proceeds 

	

8.8 	9.5 
Reserve 

.4 	74.8 

Public expenditure 
1.5 	planning total 
1.3 

General government gross 
debt interest 

Other adjustments 

Tab 
BUDGET SECRET 1  NOT TO BE COPIED 

e 13UCYG  -ET t TIN9INI if Ye t r 

   

f billion 	 f billion  
1987-88 	1988-89 	 1987-88 	1988-89 

1987 	Latest Forecasts 	 1987 Latest Forecasts 
Budget

2 
Estimate 	 Budget

2 
Estimate 

North Sea revenues: 

North Sea cnrpnration tax4 
	

1.4 
petroleum revenue tax 
	

1.7 
oil royalties 
	

0.8 

Total North Sea 
	

3.9 

Other
5 	

-0.8 

Total taxes and royalties 
	

127.8 

National insurance and other 
contributions 	 28.5 	28.8 	31.6 

Interest and dividend receipts 	5.7 	6.2 	5.8 

Gross trading surpluses and rent 	3.3 	3.0 	3.6 

Other 	 3.5 	3.7 	2.8 

General government 	 168.8 
receipts 

Expenditure, receipts and borrowing 

46.0 [46.3] 48.5 

19.1 [19.7] 20.7 

18.8 [18.7] 19.2 

16.6 [17.1] 18.0 

16.0 [16.4] 17.1 

33.6 [33.2] 34.9 

-5.0 [-5.0] -5.0 

3.5 3.5 

148.6 [146.4] 156.8 

17.9 [17.5] [17.5] 

7.0 [8.1] [8.5] 

173.5 [171.6] [182.8] 

	

-0.6 	-0.7 

	

131.9 	140.9 

173.6 	184.7 	General 
expenditu 

f billion 
1987-88 	1988-89 

1987 Latest Forecasts 
Budget

2 
Estimate 

General government expenditure 

General government receipts 

	

173.5 	171.6 

	

168.8 	173.6 	18 

General government borrowing requirement 	 4.7 

Public corporations market and overseas borrowing 	 -0.8 

	

-2.0 	-1.9 

	

-0.9 	-1.2 

  

Public sector borrowing requirement 
	

3.9 	-2.9 	-3.1 

1
In these and other tables, constituent items may not add up to totals because of rounding 
2
0n current definitions 
3
Including advance corporation tax but excluding corporation tax on capital gains 
4
Before advance corporation tax set  off 	 f tn^t..3  t  T  bl 66 3 

5Adjustments for advance corporation t ax s8UDETNSECRcEjorati n taNaTacTria slluCCIP I E D 
BUDGET LIST ONLY 
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Copy No2 Of 6 f)  

on 

FROM: A G TYRIE 

DATE: 26 FEBR Y 1988 

cc 	Mr 
Mr opper 
Mr Call 

51/3651 

BUDGET SPEECH 

I have now óJi 	chance to read through Andrew Hudson's draft 

of 19 Februar4 	fully. I think it is excellent. We are 

nearly there al 	• 	The attached Annex gives some detailed 

drafting points w 	 can probably leave Andrew to handle 

and many of which I t 	's spotted. 

I have one general point about the conclusion. As I have 

mentioned before, the speech is in danger of having a little 

too much finality about it. rates, everything at 25% or 

40%, give that impression, even 'tivagh this is diluted a little 

by your commitment to 20 pence. 

Might it be worth having a paragraph r two in the peroration 

, which make three related points: 

i. 	The task of tax reform and simpli 	 is by no 

means complete. The objectives of furt 	mplicity, 

further reductions in taxation when they are 	, and 

the further removal of distortions to economic 	vity 

will guide us in our third term and beyond.- 
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It is increasingly accepted that these principles 

ccord with the wishes of people and the needs of the 

nomy. 

They are in stark contrast to the principles which lay 

behind the tax system we inherited, driven by misplaced 

notions • 	ocial engineering, and a misunderstanding about 

the rela 	 betwcen the tax system and productiveness 

of the 	 Those principles led to the hopeless 

complexity, 	csurdly high rates, the distortions and 

the injustices 	tax system of a decade ago. 

The budget announces both tax reductions and tax 

reform. But these measures, important though they are, 

do not stand alone. They f 	part of and complement the 

further set of supply side '-'res set out in our Manifesto. 

0, Taken together these measureg, offer the best prospect of 

sustaining the virtuous circle Aill third term and beyond: 

of reducing taxes while maintain 	yield, and of reducing 

the burden on individuals and businesses which spur further 

investment and growth. 

-2 
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B16. 	Penultimate line. 	Rather than 'as Briti h firms start 

ktko\  to repeat their success as exporters' I woul 

firms build on their success as exporters ... 

'as British 

052/3651 

ru 	sw ,: 	i LIST ONLYmasErn
NO 

 
T  TO BE COPIED 
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: SOME DETAILED SUGGESTIONS ON 19 FEBRUARY DRAFT 

linings are drafting suggestions) 

Third sentence 'and our supply side policies have reduced 

the burdens which held British industry and individual enterprise  

in check for 	too long'. 

I would 	 the number of years over which new jobs 

have been create 	hink it is five. 

Bll. Last sentence. 	ould either remove 'balanced growth 

is set to continue', or explain what is meant. At present 

it reads as if, despite a shift in the balance between 

consumption and investment, 

is set to continue! 

somehow, that same balanced growth 

v:> 

B13. Line 4. Rather than 'inf 

under 4.5%', I would say simply ' 

under 4.5%'. 

crept up to just 

ion ... rose to just 

D3. Line 5. Instead of saying that the borrowing 	ement 

has vanished I would point out that it has been rep 	by 

the 'public sector debt repayment'. 
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Rather than say that we're abolishing the married man's 

owance, I think it might be better to say that we are 

cm. it. During the election we made much of Labour's 

t to abolish the married man's allowance. I would 

haviought it better not to give them even a chink of light. 

G15. On Section 482 the main bull point to get across is that 

we are remo he criminal penalty. 

H2. At presen text reads 'I have argued that CGT should 

apply only to rea 	ns, and not paper gains'. I think paper 

gains means accrua 	would replace the word paper with 

inflationary. 

K13. I would itemise the yield individually for maintenance 

payments and covenants. It is 	ortant to stress that we're 

not getting or losing much from 1jt  m intenance reform. 

 

M24. I would shorten this consi I don't think we 

can justify the removal of MIR for 	ie improvement loans on 

the grounds that it is a kick in the teeth for double-glazers. 

M38. If we raise the basic rate threshold b 

higher rate move to £20,000 (also 10%) throu 

and make it a little less a sore thumb. 

we slip the 

the rails, 
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CHANCELLOR 
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taxis' 	1 

h.Y 

FSBR: CURRENT CURRENT BALANCE 

/- 
7_ 6_ 

OF PAYMENTS FORECAST 

Circulation Monday 
Mr Hudson 
Miss C Evans 

35/3 ea.2div/lb.26.1 
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current balance' of We are re-examining the forecast for the 
the January trade figures and the.P4--, 

invisibles data for the past. ThiqiP 
final detail ofyX 

aware of our 40  

forecasts to be;4 

'D‘iCtrilV4°  

N&r  

v- 
2. 	The visible trade deficit for 1987 has been revised down by 

£0.2 billion, but the January figures are worse than expected. We 

are inclined to discount heavily the January trade figures, 

particularly for exports. The figures, however, do suggest that 

export prices may have been rather higher than we had expected, 

and we have made some minor adjustments to both prices and 

volumes. The forecasts for the total value of non-oil exports is 

slightly higher but the increase in non-oil export volumes in 1988 

is now 5 per cent instead of 51/2  per cent with prices increasing a 

little faster and the terms of trade better. Table 1 compares the 

new figures with those contained in Table 3.3 of the draft FSBR 

circulated by Mr Sedgwick on 18 February. 
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payments in the light of 

substantial revisions to the 
process is not complete since we do not have the 

either set of figures but you may wish to be 

preliminary assessment of the consequences for the 

published in the FSBR. 

Visible trade 



SECRET AND PERSONAL 

• 
Table 1: Visible trade  

(per cent changes on previous year) 

Previous FSBR draft in brackets 

Total goods 	 Non-oil goods 

Export Import Terms Export Import Terms 
volume 	volume 	of trade volume volume 	of trade 

1987 	51/2  (51/2) 	71/2  (71/2) 	1 (1) 	7 (7) 	81/2  (81/2) 	1 (1) 

1988 	31/2  (31/2) 	7 (7) 	1 (1) 	5 (51/2) 61/2  (61/2) 	11/2  (1) 

3. 	The implications of the January trade figures for imports are 

worth taking more seriously. The rise in non-oil import volumes 

contrasts with the falls between December and January observed in 

ell:11116J 	
six out of  the previous seven years. It gives us less confidence 

that the level of imports in the first quarter as a whole will be 

as low as previously forecast and we have adjusted the forecast 

accordingly. We have retained broadly the same forecast growth 

for non-oil import volumes in 1988 as a whole but the high 

starting point 

 

implies very little growth through the year. now 

 

Outside commentators may remark on this. 

Invisibles  

4. 	The revisions to invisibles are still.preliminaa since the 

CSO and its contributors are still checking the information on 

1987Q4 and previoub periods. We know, too, that Shell's results 

for the final quarter of 1987 will not be published until 3 March. 

Nevertheless, on the information so far to hand the invisibles 

out-turn for both 1987 and previous years is likely to be 

substantially better than expected. 

Table 2:Invisibles balances  

(£ billion) 

Previous FSBR draft in brackets 

Services 	IPD 	Transfers 	Total 

1986 	6 (5) 	5 (41/2) 	-2 (-2) 	81/2  (71/2) 

1987 	6 (51/2) 	6 (5) 	-31/2  (-31/2) 	81/2  (7) 

1988 	6 (51/2) 	6 (5) 	-31/2  (-31/2) 	911 (710 
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The reasons for the changes include an upward revision to 

insurance companies' net underwriting earnings for the past as a 

result of discovery of a reporting error by a major company. This 

has contributed to an improvement in the services surplus for 1986 

and 1987 of rather more than Eh billion a year. 	The surplus on 

interest, profits and dividends has also been revised up by 

E1/2  billion for 1988 and almost El billion for 1987. The revisions 

include higher direct investment earnings abroad by UK companies 

and lower payments abroad by UK subsidiaries of foreign companies 

In addition, UK residents' earnings from bank deposits 

now estimated to be higher partly as a result of 

inclusion of Swiss trustee accounts which were previously not 

captured. 

The net effect of these changes is to increase the invisibles 

surplus by about £11/2  billion in 1987 and reduce the estimated 

current deficit for that year to slightly less than El billion 

compared to the £21/2  billion deficit contained in the latest trade 

figures press notice. 

Table 3: Current balance of payments  

(E billion) 

Previous FSBR draft in brackets 

Other 
	 Current 

Manufactures Oil goods Invisibles balance 

1986 	-51/2  (-51/2) 
	

4 (4) 	-7 (-7) 	81/2  (71/2) 	h (-1) 

1987 	-61/2  (-61/2) 
	

4 (4) 	-71/2  (-7) 	81/2  (7) 	-1 (-21/2) 

1988 	-81/2  (-81/2) 
	

21/2  (3) 	-61/2  (-61/2) 	91/2  (71/2) 	-3 (-41/2) 

The impact of these changes on the forecast for the current 

balance for 1988 are shown in table 3. The trade balances on 

manufactures and non-manufactures would show no change from our 

previous views. 	The oil surplus, however, seems likely to be a 

little lower as a result of our move to a $15 a barrel assumption. 

This slightly worse out-turn for the oil surplus would tend to 

offset part of the improvement in invisibles. 
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and banks. 
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8. 	We think that in the light of the very recent figures for 

imports in particular and notwithstanding the better out-turn for 

invisibles it would be prudent in public presentation to show a 

change in the current deficit between 1987 and 1988 no smaller 

than the £2 billion we proposed originally. An alternative that 

takes prudence a bit further would be to stick to the Autumn 

Statement forecast of a current deficit of £31/2  billion in 1988. 

The same figure could be used for 1989 H1 at an annual rate in 

Table 3.12 of Chapter 3 of the FSBR. 

A BOTTRILL 
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The Chancello 	most grateful for your minute of 22 February 

and the draft o 	er 4. 

I attach a marked-

had comments. 

There are one or two othe o nts: 

1. 	The Chancellor was content with the section on 

independent taxation. He would prefer it to be boxed and 

kept on one page. 

He would prefer to use0 	same wording as last year 

in the first part of the introdu ion to the Annex to table 4.1 

(discussed in your new paragraph 4). 

Is it necessary to include the paragraph about measures 

announced and implemented before Budget day (entertainments 

and gifts etc) in the introduction to the Annex? 

iv. 	The Chancellor noted that the orde 	 the items 

produced a large gap between CGT re-basing 	CGT rates, 

both in the Table and in the Annex. He wou 	p fer them 

next to each other, or at least much closer togethe 
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4 The Budget tax proposals 

ereavement 

FSBR4 

IWITTUDERE031FREED 

4.01 The main tax changes proposed in the Budget are summarised below. 

A full list of changes is given in Table 4.1 

.02,4 \ 4.O2 The basic rate of income tax will be reduced to 25 per cent .11 There 

will be a single higher rate of income tax of 40 per cent)  4:14e...scala. 

.ef-eharge-euill-Sei-. 

Rate-044a*. 	 Taxe4,1e-iatesfse 
-per-seat.. 

l 	-e, efte- 
-ebeve-.4{45.04)44-. 

4.03 	 come tax personal allowances will be increased by twice 

the 	due under the statutory indexation provisions (based on 

the 
	

' f 3.7 per cent in the RPI in the year to 

Decemb-(*‘ This will mean that: 

the sing(i. ierson's and wife's earned income allowances will rise 

A 

from £2,425 to £2,605; 

tAAA4A LAP 

tiocA.as iiutm4.1 

evtr t .2 0, atm. 

the married allowance will rise from £3,795 to £4,095; 

the age allowance f 	ose ged 65 to 79 will rise from £2,960 

to £3,180 (singlc) and f 	£4,675 to £5,035 (married); 

the age allowance for thos 

£3,070 to £3,310 (single) and fro I'.
£4,845 to £5,205 (marricd); 

80 or over will rise from 

the income limit for age allowance will risc from £9,800 to 

£10,600; 

the additional personal allowance and 

allowance will rise from £1,370 to £1,490. 

4:04 The housekeeper allowance, dependent relative allow..4 the 

allowance for the services of a son or daughter will be abO110tA 

c‘,Ntb  
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pril 1989. 

1988, tax 

property 

relief for two or more 

as their only or main 

Covenants 

/ 

/ 	
ae*A4i1 ftwu4L 

I Ott' 6̂ 4ist  441 t  
Not- $.4iti. {ix 

4AJ,  o2— ttk 

Charitable 
giving 

Mortgage 
interest relief 

V exl 
S. 

above the 1988-89 leveg 

ERWRZETT gaatiEFIT POJSDIT TED EBE GMEFR EEEID 
4.05 From *WPM litgarEWISMucle  will not be entitled to more 

than one additional personal allowance. 

ance 4.06 The rate of premium relief for life assurance policies taken out 
elief 

before 14 March 1984 will be reduced to [121 per cent] from 6 April 

1989. 

Benefits i 	4.07 Car benefit scale charges for 1988-89 will be set at twice their 
kind 	 cx..t ted.6 

1987-88 levels End for 1989-90 they will be increased by
A 

 10 per cent 

" 
r (tytt, PHD 

4.08 ê gross income threshold above which employees are liable to tax 

am n benefits ill be raised from £8,500 to £10,000. 

4.09 Th 

15p p 

by an 

erally 

tions fr 	tax for luncø vouchers up to e value o 

for the bene • of meals projdt less th 	cost 
in a c 	een or diningrom not avaijal5Te to staff 

hdrawn from 

/ A cztr 

Maintenance 

p4yFfient§ 

i 4.10 For loans taken out from 1 August 

people borrowing to buy the same 

residence will be limited to the interest on £30,000 in total for the 

residence. Relief on new 1 

for the purchase of resi 

or separated spouses will be a) 
Ike  tt.oc 4.4.,ft,u411 4 

4.11A  Non-charitable covenants made 

will no longer attract tax relief 

-14teiget- attp—w-i-14—eefrtirrtre. There Al be parallel changes in the 

student grant system (see paragraph 5 

will not he affected
) 

/tarp 14;ai. Atrn - 	 1.0tXrugAt ntic44 
ktrx /3.A.4tcy,t- 

4.12 The limit on charitable donations qualifying fo 

payroll giving scheme will be i.fie.*.Q.a.r.im),Ito £240 a y 

1.ctu.irT4 	 2 0 

4.13 The tax treatment of maintenance payments will be refo 

new maintenance arrangements recipients will not be liabl 

the payments; relief for those making payments will be rest 

payments to a divorced or separated spouse, up to a 1 m 

or home improvements and new loans 

for dependent relatives and divorced 

ed from 6 April 1988. 

on or after Budget day 

1)• Covenants to charities 

:_elM\ef under the 

1988-89. 

nder 

on 
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atmor EFI2ailErr 	I fl  jQ EEEE 033EFR 
[£2   tO --i will  be introduced to protect 

existing maintenance arrangements. 

 

 

 

4.14 [From„-e'rpril 1,9)3f-options granted untre.r an approL.dtscretionary 
----• option„,trc1ieme will only qualify for taeITef if the co_Darr 

also 	erates an ap...pr6iie-d all-emplo e share or sji.afe option 

erne/4 

N ei24Is kat' 
LOA 

4.15 Following consultation last year, the sco e of the income tax charge 

on unapproved employee share schemes under Section 79 of the 1972 

ance Act will be reduced. 

 

Trusts 	 4.1 	 itional rate of income tax on discretionary trusts will be 
i 0 

reduced to.mt per cent for 1988-89/ 

Capital gains 

00,4,"& riL414 kt  
!ttmit $144  Lr.jdt  

t4Nkfr 

i  u 

 

• 

ns tax annual exempt amount will remain at £6,600 in 

uals and £3,300 in the case of most trusts. 

\ 

4.18 The base da"f\or capital gains will be brought forward from 

k6 April 1965 to 31 March 1982i The present indexation provisions will 

continue to apply to gains accruing from 31 March 1982. 	The 

proposal will also apply to co panics' gains. 

4.19 Gains, after deduction 	the exempt amount and allowing for 

rcbasing to 1982 and index at , will be added to income and taxed at 

income tax rates (as if they w 	arginal slice of income). 

4.20 From 6 April, 50 per cent of an gains between £125,000 and 

£500,000 will qualify for retirement relief, subject to the general 

conditions for the relief. 

J44 C 

Inheritance tax 4.21 From Budget Day the thresholdAwill be incr rom £90,000 to 

k107,000. Chargeable transfers above this arnIks taxed at a 
14i471  

single rate of 40 per cent. -72-‘..e t 10) 0710 
	• 

1.11.1.4 
	 —1,6ketj LA 
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4.24 The main rate of corporation tax for the financial year 1988 will be 

35 per cent. 

ftlivanT §LETiftEir  I  MIUTTIPD WE 033EFREEDD 
The_f  ERAWIr. LIOT 4.23 

to 

25 per cent. The rate of advance corporation tax (ACT) will go down 

automatically to 1/
3 as a consequence of the reduction in the basic 

rate of income tax. 

tion tax will be reduced 

As.44,4 

Business 
Expansion 
Scheme 

I A. LAreAmte ,̂  

lowyteadJ 

spetrt44,4-01"ta44.) 

4.25 

4.26 

effe 

that d 

entertain 

of entertaining overseas customers will no longer be an 

usiness expense for tax purposes. This change will take 

Budget Day, except for commitments entered into before 

1 August 1988 the VAT paid by businesses on this 

no longer be deductible. 

A 

Lloyd's 

4.27 A number of anges will be made to prevent tax charges arising on 

the conversion of building societies into public limited companies. 

4.28 The Business Expansion Sch e will be changed to permit relief on 

investment in companies 	g private rented housing. 

4.29 A general limit of [ 	J wi.e set on relief under the Business 

Expansion Scheme for investme 	 one company in any period 

of twelve months, with a higher 	of [ 	I for investment in 

companies providing private rented hoekingesir- 

4.30 Changes will be made to the present administrative arrangements for 

taxing members of Lloyd's. 

4.31 The legislation on Lloyd's reinsurance to close 

give relief to Lloyd's members who leave syndicates 

underwriting year. 

odified to 

d of the 

Forestry 4.32 Income from 

removed from 

the occupation of commercial woodland 

the scope of Income Tax and Corporation T 

7 
SP,tt.W 

LLt 

paragraph [5. J 

forestry3 

for details of the proposed increase in grant for 
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KIEDIT IND BE CaLM EERD 
1•11 

EMMETT SERDIFEETT 
Oil  allEgeOGEPtitiliMMINVe  Tax (PRT) will be reduced to Oil taxation 	4.33 

100,000 tonnes per chargeable period for all Southern Basin and 

onshore fields given development consent on or after 1 April 1982. 

(At the same time the Secretary of State for Energy proposes to 

abolish royalty payments for these fields.) 

4.34 A new capital gains relief will be provided for disposals of oil licence 

interests in undeveloped areas wherever the consideration includes a 

work programme or another licence interest. 

4.35 Section 482(1) (a) and (b) of the Taxes Act will be repealed with 

from Budget Day. In future companies will not need to apply 

,Treasury for consent to move their residence abroad for tax 

ORIM,  "_..\The proposed new arrangements will: 

Zt 

definition of UK company residence, so that 

co  v!  .....Neither incorporated in the UK, or centrally managed 

and 	1.*.  here, will be deemed to be resident here for tax 

Company 
residence and 
migration 

Sit' 

purpose • 

require UK incorporated companies wishing to change their 

residence to change the country of their incorporation and to 

pay any tax arisin gvvor")  .g so; and 

require UK resident c6ps not incorporated here wishing to 

change their residence t' provide for the payment of their tax 

(including tax on accrued gã2 	re they do so. 

Keith Report 	4.36 Following recommendations of the tith Committee, a number of 

changes will be made to encourage people to notify the Inland 

Revenue if they are liable to tax. These include the introduction of a 

tax-geared penalty for failing to notifyliabd'WThere will be • 

changes to the information powers of the In enue to help 

identify those who fail to notify liability to tax. 

4.37 Legislation will be introduced to charge interest wh 	
"  f 

(C)ediLs  nt to t i  , 
the Inland Revenue of income tax deducted by employer  /1),..-<k*.  d 
beyond the end of the tax year. The interest charg.  \I, 

 A implemented when the necessary Inland Revenue computer s 
 

I  BUDGET WiRtT 
I BIAGET 	Q%hILV 
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remain unchanged. Th 

abolished and provision 

low strength mixed drinks. 

e 

EfiltRaErrArcaltill" 	NstcriTcomEarovIED 
are  iralgiargartga l  social security legislation to 

extend the interest charge to late payment of Class I or Class IV 

National Insurance contributions.] 

4.38 From 16 March 1988 the registration limits will become £22,100 per 

annum and £7,500 per quarter. 

4.39 The VAT civil penalty system, introduced in 1985, has been reviewed 

Coal 
/re cyvtAii ? 

the 
introduction of a time-related penalty for late registration; the 

halving of daily penalties; changes to the rules about eligibility to 

tiio 4

ltc4h, 7*  yment supplement; and changes to the rules for persons who 

'ently misdeclare their liability. 

0,74  .  • 

i:-  

and various amendments are proposed. These include 

4.40 Th 0.0t42.4Leid 
for applying VAT to confectionery will be litasokkg44-- 

ith the main effect of taxing all cereal bars at the 

standar 

Excise duties 	4.41 The duty on4!,  er, light wine and sparkling wine will rise by the 

equivalent of lip] on a typical pint of beer, [4p] on a bottle of table 

wine and a little over [6p] on a bottle of sparkling wine (all inclusive 

of E.c).a.s.e,cfiagea.t.:223 VAT). The duties on spirits and fortified wines will 

mum duty charge for beer will be 

de for restructuring the duties on 

c3)' 
unleaded petrol will remain unchanged. 

<3). 4.42 The duty on leaded petrol will be 

over Sip] a gallon (inclusive of 

ed by the equivalent of [just 

VAT). The duty on 

The duty on dery will rise by 

thc equivalent of [just under 5p] a gallon. 

4.43 The specific duties on cigarettes, hand-rolling

( 

 ":.11:e and cigars will 

rise by the equivalent of [over 3p] on a packe  6iL  garettes and 

[nearly 2p] on a packet on 5 small cigars. The tobacco 
will remain unchanged.   

4<"<<1114k,  

.7 
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\, 

s

Ee ArinU 

Piriarari 	f1.0!CUP 

ININIIITTIDEItEcOSoinEt0 Eill-tRrstErT§EWitErT 
:411-19StErTLWISNNW 

labia 4.1 Direct effects of cnanaes in taxation 

E 11,11,An  

Estimated effect on receipts in: 
1988-89 

:hanciPs from a 	Changes from an 
non-indexed 	indexet 
base 	' 	base 

199-90 

Changes from an 
indexed 
base 

INLAND REVENUE 

Income tax 

1 Reduction Di 2p in basic ra, 
Abolition of hiqhEr FatEE Df 

increase in EiFILIIE allowance of 
4 Increase in additional persanal ai. 

allowance of i120 
5 Increase in aae allowance of £220 

for tnose ailed 65 to 79 
t Increase in aae allowance (.24 

ic!r in 	aaet 20 and over 
Increase in income Iimit for aoe 	 of 
I. 	 LN basic rate limit of 	7: 

Abolition of linor personal all.Jwt,Le. 
Restn.ct:on on adoiticnal personal  
ReoLot:: :7  rEii2f on iltE assura7:e 
TTInde benefits - car .cale 
Frinde benefItt - 	17-...., — 

i=riroe 'benefits - car carc ccade 

al.c*ance of COO 
bereavement 

married:  

-2120 

-835 

-If 

-2120 

-78Q 

-b10 

-5 

-20 

-15 

-300 

11 
12 

-55 -70 

 

 

- 

iriEac 	:t: 
. ?"10Fn,ECiE Interest relief :eilind 
4icolition of tax relief on r;EN 

of tax rellE4 

divorced and separated E:]C,i.EEE 

kCiltIOF: Di taX FEilEf on new 
EIVIrig to cnarities - 

in IjIEE for maintenance ca. - : 
F.)e in a.toltinal ratE on nia:-7 

rEinaraKe to :1H-a - 
LIT/1S! 'ef;:n 

ta,  

er, T_ baatiol of 	e 
i7] 

L:Ir.ass 	 - 	 - - 

- 	- 	 re-oLAI-,S41 a ‘1,4t #101-Ort 

oc_o,ea sr.are cct::. 	 - 
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-ER§A§WLE1T  1_11P11-  &kW 

14190-11-09 EttE =MEE 

7:able 4,1 Din:tot effects of cnanoes in tAK4tion 

11mpoe  • 

-*/ 

See  Annex
** Paraoraph ni 

Changes from a 
non-Indexed 
base 

Cnandes from an 
indexed 
base 

r:hanoes from an 
IndexPd 
base 

Income tax and corporation tax 7 3 1 41ALI tt+ 1 0   

   

7: million 

Estimated effect on receipts in: 
1988-89 

 

1989-90 

   

   

Porectry - removal of comer 
37 (Personal pensions - minor ch00 
38 Refunds oi employee pension L 	

11.i 
39 Occupational pensions - minor a 
40 End of vear interest on FA-YE sad 

I:7 	, .„ 	" 41441 
Capital allowances - exempt persons 

41 Capital allowances - safety at sports : 
44 Capital allowances - abolition of cuars-t 
45 Withdrawal of relief for entertainino 

in:E -r:1 Ec:oz n+ tzif 

L 
	

-10 	 -51 

4.15 	 +15 

S deductions 

c rellPf 

111#4.414V24-Pkgvi 

Income tax, corporation tax and u,pitE. 	E. 'a 

Rebasinu capital cams to Marj1 

47 Keith Committee ddifiinLstrttlyt 

Income tax, corporation tax, ,aoital 	 _ 

4;3 Coniersion of tuildlnd iOCIEtIES. 

- Chcolt.2 	taA rules 

- Reduction In rate of ACT to 1- 7_, ro 
50 Reduotinn In Ef;:iii onmoanies -  rats !...7 
Si Comoanv residence and migration - 	..si 

7)efl1on of an Investment tr,st 
.d5.4ation allowance - intra-or 

54 int7a-orouo snare -efhanoes 
tf Cscital diiJw.;wet - ass rso 	 

'_.or:fration ta,  and  

r El Er 	 teE : 

-- &kVA CArt 
	

itkr 

jr,arytr:a CE5E of 17fdivid.als 	t'.. 
58 ,;7,71,.,ai EY0KOt 

reilEEi 

EC:lEt. 

*:T 71FLE5drint 

LAtt) 2 cYl-k c—r- 

4 

114.1/e :;tem*, 

ttra- Aiej 

aJ C.4(i)  e4,4i L,A 
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Table 4.1 iiirPnt effPrts ox rnandes in taxation 

Estimated effect on receipts in: 
1988-89 	 1989-90 

Cnanoes from a 	Cnanaes from an 	Cnanoee from an 
non-indexed 	indexea 	 indexed 
ease 	 base 	 base 

See Annex 
Paraorach L 

E11§1141EITSLEaftEI9 
AVAiktlEff thi§V" &kW 

- 	S • 
ckit t; 

inheritance ta 

65 4lr-t1T-,+,trr.l.T1+6-444:44.... 

66 Atolltion of limit on gifts to nolitf 

CiJE70ftS AND EXCISE 

Viitle added tax 

COuilZtee relEW 

in isT;letratldn 

- 	 .c=na::1:rar 77) 
;;.Elel.n of adaroved aelf-piillne a:rar:aEn7a 

!reaturA 	bLtEinass enrar-rt hr 	 ..... 

T :13i 5f:lei 

Oil taxation 

62 Reduction in PRT oil •aiiowance fr  certain fields 
63 New capital dains relief for 	oil licence dlauuzai: 

PztrOieue revenue tax relie 	 .n tariff related costs 

	

+30 	 1-30 	 4  30 

	

-5 	 -5 	 -5 

Stamp duties 

67 Stan duty and ftt,tfye tax on paired shares 

7:3TAL 'Nu* REVENUE 	 -476C) 	 -3S95 

L.! 	04 E,r,ir:T.E 
7: 	tttt 1,  

---------- ---- - - ------- -7  

77   In rata 	dut., 	:1.72r al] --1;.2r' 

IP rite 7J 	 lir,: 

-;V:Se 

Relzte 
141;1 

1 7,Creeee. :7 rte, 	 leaded oe77] st: 
11%itV UV Jer.,, 	

/IN  (I"  

7.:caccc, 	cloars 
;37., 	Li!d0Ct Jo iate u,  
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8. 	The basic rate limit will rise from £17,900 to £20,000. 

The increase is £474.94-mewe-41 the amount due under 

statutory indexation. 

The housekeeper allowance, dependent relative allowance 

and the allowance for the services of a son or daughter 

will be abolished. 

From [6 April 1989] an unmarried couple will not be 

ntitled to more than one additional personal allowance. 

11NOM 	 basic Ning the reductions in the sic rate of income tax 
iri 	IIIP „. ssive Budgets, the rate of relief for life 

as4„ lit apremiums on policies taken out before 14 March 

19844101M reducea-to [12.5] per cent from 6 April V 
1989. W - A\A sting date is to allow life offices time to 
make the 0 - e sary preparations. 

For 1988-89 the scale for taxing car benefits in respect 

of company cars provided for directors and for higher 

paid employees wil 	uble the 1987-88 levels. The 
previously announc 	ale for 1988-89 will not apply. 

Costs are measured 4' cswWW4announced 

scales. LI:further inc se 	10 per cent will be made 
for 1989-90 [No change i 	sed for 1988-89 and 

1989-90 to the scale charges or car fuel benefit also 

used for VAT purposes.] 

For 1988-89 the rate of remuneration at which an employee 

is regarded as higher-paid and liable 

of certain benefits received by reason 

is to be increased from £8,500 to £10,00 

14. 	The provision of a car parking space for th 

directors or higher-paid employees 

loy-the-ecatallay2E- will be exempt from tax from 6 Ap 

1988/ 
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15. [The extra-statuto concession exempfrng from tax 

luncheon vou ers up to the value of 15p a day wi .l be 
withdra • ith effect from 6 April 1989. The-exemption 

fro ax of the benefit of subsidised m#als provided by 

an employer for directors and higher-paid employees ill a 
cantee r dining room whighKis not open to estaff 
ge 	rally will also 	ithdrawn from Jisaine date.] 

16. [The benefiemployees of-sports facilities provided 

n pr ]Ses occupied by--the employer and,ava-ilable to the 
f generally 	1 he exempt from x from 6 April 

17. taken out from 1 August 1988, tax relief for 
S It4441 •Le.re 

irsu)dli 
tr-e. Psk RI  

Liri-j: on 1,4. 141 elk 

3 0) 	dl 14 	
&SUP./ 

042A 44-rj 	
18 

Atifia 1.446t 2 

ople borrowing to buy the same property as 

am n residence will be limited to the 

,000 in total for the residence. 

Relief on new loans for home improvement will be 

abolished 

&rid for loans for t 

propertdis not af 

from 6 April 1988. 

chase or improvement of let 

Relief for existing loans 

19. Relief on new loans for 

dependent relatives and d' 

will be abolished from 6 Ap 

loans is not affected. 

chase of residences for 

or separated spouses 

988. Relief for existing 

rkAk>t- 
ciAQJ 
fywAlifitliikt 

  

Non-charitable covenants made on or after Budget day by 

kis& 

individuals will no longer be effectivF„,gosq 4.01.t 

thji • urposes. The change is estimated to , 	*60 million 

*M 
eventually. 	

on ••(>\i" in 1990-91, £175 million in 1991-92, and  

The limit on charitable donations qualifying fo'ic ONN 
relief under payroll giving schemes will be incre  14' 
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22. A new tax regime will be introduced for maintenance 

payments: 

for payments under new maintenance arrangements, 

relief will be restricted to payments to a divorced 

or separated spouse, up to a limit equal to the 

Eingle a1lowans-4 Recipients will not be liable 

to tax on maintenance payments; 

s-b,U uAkotef 
1(2)-tA6Si•41,N 

for existing maintenance arrangements, in 1988-89 

the present rules will continue to apply except that 

a divorced or separated spouse will be exempt from 

x on the first [E2,605] (the single allowance) of 

tenance received(after grossing up at the basic 

ere tax has been deducted by the payei). 

-90, all payments will be made gross and 
rel 4.-A. the payer will be limited to the amount 

which qualified for relief in 1988-89. 

The changes are estimated to cost £15 million in 1990-91 

and £10 million in 	92, and to yield £20 million 
eventually. 

The additional rate of s  om ax charged on the income 

of discretionary and accum 	n trusts will be 

 

-E-akosNi.i.s14441reduced t/\10 pa 	nt from 1988-89]. 

The legislation on Lloyd's reinsurance to close (RIC) 

   

will be modified so that it will not apply to Lloyd's 

members who ceased membership of a syn 	at the end 

of the underwriting year, and arc ther• 	members 

of the syndicate to which the relevant R 	 is 
paid. [The legislation will first take eff 	the 

Lloyd's 1985 Account, which closes at the end 

This is the first year to which the 1987 legisl 

Lloyd's RIC will apply]. 
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This was drafted 
before we sew 
Mr Taylor's minute 
of 22 February to 
Mr Eason. 

33. The new system of independent taxation for husbands 

and wives will apply from 1990-91. The revenue costs in 

1990-91 and 1991-92 for income tax are estimated at 

£[630] and £[970] million respectively. These figures 

are based on the existing distribution of income between 

husbands and wives and allow for transitional protection 

for certain couples. !In addition, there could be further 

annual revenue costs of some £[350] million resulting 

from the transfer of investments between spouses, but 

this estimate is highly uncertainjFor capital gains 

, the prospect of independent taxation may lead some 

to defer disposals until the new arrangements are 

rkt,i(9111-  "Ts 

and from 1990-91 onwards, couples may be 

to transfer assets to take advantage of the 

to each spouse of the annual exempt amount 

portion of their basic rate bands. The 

-90 in table 4.1 reflects the deferral of 

Costs for capital gains tax in 1990-91 and 

each estimated at £60 million. Those 

estimates which allow for changes in taxpayers' behaviour 

are subject to a h. 	ree of uncertainty. 

A general limit of E£ 	0] will be set on thc amount 

of investment in any on ,ornpan in any period of 12 

months qualifying for rel 	r tie Business 

	

L•ksciS 0•-• 	kc 41e7 6TA Expansion Scheme. The esti 	yiel Li:s highly 
uncertain. 

Relief under the Business Expansion Scheme will be made 

available for investment in companies 	ng private 

rented housing [under the new assured 

A limit of£.70—TniLliwill apply to qt 

investment in these companies. The estima(renue 

cost depends upon take up and is highly uncer 

and an 

figure fo 

disposals. 

1991-92 are 

mil4A4le ()flu 

Co144,1 	ktifi  

444 A) WS /Atic4!144ft1 
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ittATTIPAEMIRILEED 

42. The rules for calculating industrial buildings allowance 

following a sale and those for transfers of machinery or 

plant between connected persons will be amended to 

prevent excessive relief where one person is not 

chargeable to tax in the United Kingdom. These changes 

will prevent a potential Exchequer loss of up to 

£150 million in 1991792 with a diminishing effect in 
later years.] 

e legislation relating to capital allowances for safety 

Ni. diture at sports grounds will be amended from \ \ 
1N,, ..,..•ft,,,,,k  ary 1988 to take account of changes to the Safety 

C1114  
l‘swg&  Grounds Act 1975. 

09010 
Cap A ... 0 wances on expenditure at certain quarantine 
prem. S*. 	Abolished from 16 March 1988. v 

The relief for the costs incurred by a business in 

entertaining overseas=4:2476Till be withdrawn. 

46. The base date for c 	gains tax and corporation tax 
on gains will be 5Fm 6 April 1965 to 31 Mar 

1982. The total cos44%Kbasing will build up to some 
£850 million million in 1991-9 	989-90 onwards, the 
amount attributable to com 	gains is about 
three-quarters of the total. 	e figures take account 
of the likely effect of this 

timing of disposals by individuals and companies. 

measure on the volume and 

47. (a) The present flat rate penalty for 

liability to tax will be replaced by a 

penalty up to the amount of tax unpaid. 

e to notify 

tigable 

11;S 

(b) The Revenue's power to call for returns 

information will be extended to details (where 
,(s 
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The 	 leld of these measures is based oni‘the 
unrepo 	liabilities which will he uncovered. 

st.t e-kto,41,6 4_ 

rittittzeaVr §TaiftErr 
	

r041131TIKID IRE MEM QED 
EntEWEET Hi Sir may 

for tax) of payments for services by Government 

Departments, grants or subsidies paid out of public funds 

and the names of licence holders. 

(c) The Revenue's power to call for documents relating 

to taxpayers suspected of avoidance or evasion will be 

extended to include the Department of National Savings, 

and, in order to identify taxpayers suspected of 

serious default, to documents relating to taxpayers 

whose identity is not known to the Revenue. 

The Revenue will be allowed the same access to 

s held on computer as it is allowed to records held 

48. Changes in the tax rules concerning the conversion of 

building societies into public limited companies are 

necessary in order to prevent unintended tax charges 

arising. 

49. As a consequence of tglb  

the rate of advance cor 

will be 1/3rd of the amoun 

uction in the basic rate, 

t 	tax (ACT) for 1988-89 

e distribution. This 
reduction in ACT will be bal oed by an increase in the 

subsequent liability to mainstream corportion tax. 

50. The small companies' rate of corporation tax for the 

financial year 1988 will be reduced to 	cent. 

11t44 ) s 

uv1A4N- 	g"*"‘ 
treyr 

1"AA 

1A-4-ektr. 

51. [The rules for company residence and migr 

changed. In future companies will be resid 

purposes if they are incorporated or are cent 

managed and controlled here. Companies will be 

migrate if they pay their tax liability, includin 

liability on accrued gains.] 
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52. The Finance (No 2) Act 1987 repealed part of the 

bki4 	 definition of an investment trust. The full definition 

will be reinstated, and the legislation will include 

provision to ensure that the repeal was never effective. 

. The indexation allowance will be denied or restricted 

on disposal of certain intra-group debts and 

shareholdings. This provision counters use of the 

indexation allowance to create large artificial 

apital losses which could cause a significant loss 

tax. 

by 

capi 

than 

remove 

55. Capital allowances in respect of properties let on 

assured tenancy terms by "approved bodies" will come to 

an end when the Hokill takes effect. Changes will 

be made to the capi\49- all wances legislation to ensure 

that relief for past 	is not withdrawn and to 

e legislation will be amended so as to 

t 	omaly. 

ult of a recent court ruling, share exchanges 

ies in the same group can now give rise to 

s or losses being taxed or allowed more 

provide transitional ar.- geits in respect of 

expenditure already incurr 

0) 
56. Rollover relief will be extended to satellites and 

spacecraft from 28 July 1987 and to milk and potato 

guotaifrom 30 October 1987. 

k 57. From 1988-89, the capital gains of  inddA and 

trusts will be taxed at income tax rates  1°\ 	as if 

they formed the marginal slice of income. 	-flue 
yield yield in 1990-91 is estimated at £40 million 

 45  ' 
1991-92 at £85 million. The figures take acco  4.00VAN 

e effect of rebasing of gains (item [46] Above) and 0 	
t:\ 

likely effect of taxing gains at income tax rates o 

the volume and timing of disposals. 
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from 16 March, the daily rates of penalty for 

regulatory offences will be halved and a minimum 

and maximum level of penalty introduced; 

the third test for serious misdeclaration penalty 

is to be replaced by a non-automatic penalty which 

relates to the amount of tax involved; 

VAT registered local authorities and similar bodies 

will become eligible for repayment supplement and 

liable to both the serious and the persistent 

misdeclaration penalties; 

evel of error on a return which excludes 

\ility for repayment supplement is to be 

to £250 or 5% of the tax claimed, 

whi 	is the greater; 

from late 1989, adjustments not exceeding £500 in 

total may be voluntarily declared in the trader's 

VAT account (s 	ounts will not normally be 

liable to eit 	interest charge or serious 

misdeciaretion 14:401.0. 

69. From 16 March 1988 the 

increased to £22,100 per 
will be 

,and £7,500 per quarter. 
<) 

The rules for registration of voluntary and intending 

traders will be simplified and restrictions and 

conditions removed. 

The taxi 	rovision relating to confect 

, with the main effect of 

cereal bars at the standard rate. 
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uusivlAi? auukt. 

Excise duties 

Etb-1-WEErT§Ertafffr 
liRrtErT 000-61W 

From [ 	where a taxable person issues himself with 

an invoice under the terms of an approved self-billing 

arrangement, he will be responsible for determining the 

correct VAT liability. 

From 1 August 1988, VAT incurred by businesses on 

entertaining foreign customers will no longer be 

deductible, to bring it into line with the treatment 

of VAT on other business entertainment. 

live will be no changes in the rate of duty on spirils. 

‘ \‘ 
eO on typical beer will be increased by [4.7 per 
A 

- V tki, ivalent to [1p] a pint (inclusive of 
' con 1 VAT). 

s 1: S 

1 Octobe•O-'8:, beer duty will be charged on the basis 4,  

of [0.90] a hectolitre for every degree by which the 

original gravity of the beer exceeds 10000 . 

The duty on cider 	ry will be increased by [9.7] 

per cent or [1p] a 	(ipc1usive of consequential VAT). 

The duties on still tab wi 

wine will be increased by 

[4p] on a 75c1 bottle of St 

bottle of sparkling wine (bog 

consequential VAT] 

made-wine and sparkling 

Per cent, equivalent to 

wine and [6.1p] on a 70c1 

inclusive of 

79. There will be no change in the rate of 

wines. 
on fortified 

80. Lower strength mixed drinks, not exceeding 

alcohol, will be dutied according to their a 

strength on a scale proportionate to table wine 

This will bring duties on wine-based and similar 

drinks into line. 

cent 
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COPY NO: 	I 	OF: 11._  

REI--  rio '. kCSAIII 
FROM: A C S ALLAN 
DATE: 26 February 1988 

C5/073 

MISS SINCLAIR 
cc 	PS/Financial Secretary 

Sir P Middleton 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Miss C Evans 
PS/IR 
Mr P R H Allen - C&E 

FSEBR CHAPTER 4 

The Chancellor was most grateful for your minute of 22 February 

and the draft of Chapter 4. 

I attach a marked-up copy of the pages on which the Chancellor 

had comments. 

There are one or two other points: 

i. 	The Chancellor was content with the section on 

independent taxation. He would prefer it to be boxed and  

kept on one page. 

He would prefer to usc thc same wording as last year 

in the first part of the introduction to the Annex to table 4.1 

(discussed in your new paragraph 4). 

Is it necessary to include the paragraph about measures 

announced and implemented before Budget day (entertainments 

and gifts etc) in the introduction to the Annex? 

iv. 	The Chancellor noted that the ordering of the items 

produced a large gap between CGT re-basing and CGT rates, 

both in the Table and in the Annex. He would prefer them 

next to each other, or at least much closer together. 



Income 

per cont 

the additional personal allowance and 

allowance will rise from £1,370 to £1,490. 

4:04 The housekeeper allowance, dependent relative allowa 

allowance for the services of a son or daughter will be aboli 

the 

_ FSBR4 
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4.01 The main tax changes proposed in the Budget are summarised below. 

A full list of changes is given in Table 4.1 

C.02A 
4.02 The basic rate of income tax will be reduced to 25 per cent.if  There 

will be a single higher rate of income tax of 40 per cent,  T-14e-seale. 
J 

dig-eikapg.s-voi.11-4414...- 

T-eleteiple-4neetne 	OtAtA 44 iritly 

—re-. 	 6-  ttoxagt iititritte 

(Tver  

-akw4oe-244.14)04- 

4.03 Th 	come tax personal allowances will be increased by twice 

the 	due under the statutory indexation provisions (based on 

the in 	f 3.7 per cent in the RPI in the year to 

Decembe 	This will mean that: 

the singl erson's and wife's earned income allowances will rise 

from £2,425 to £2,605; 

the married allowance will rise from £3,795 to £4,095; 

the age allowance fo 	ose ged 65 to 79 will rise from £2,960 

to £3,180 (single) and f 	4,675 to £5,035 (married); 

the age allowance for thos 	80 or over will rise from 

£3,070 to £3,310 (single) and fro .  £4,845 to £5,205 (married); 

the income limit for age allowance will rise from £9,800 to 

£10,600; 
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Benefits i 
kind 
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4.05 From  [B4iJ'DGET 41SiTi11iLcYupie  will not be entitled to more 

than one additional personal allowance. 

.08 	ross income threshold above which employees are liable to tax 

in benefits ill be raised from £8,500 to £10,000. 

4.09 The 

15p pe 

by an 

erally w 

ions fr 

11/4  Co, rocAi een or dinin 

vouchers up to e value o 

at less th 	cost 

om not avai 	e to staff 

hdrawn from 	pril 1989. 

d for the bene of meals prov 

tax for lunch 

Mortgage 
interest relief 

4.06 The rate of premium relief for life assurance policies taken out 

before 14 March 1984 will be reduced to [121 per cent] from 6 April 

1989. 

4.07 Car benefit scale charges for 1988-89 will be set at. t_wice their 
otot e 6 

1987-88 levelsEnd for 1989-90 they will be increased by 10 per cent 

above the 1988-89 leveg 

Covenants 

4.10i 

 For loans taken out from 1 August 1988, tax relief for two or more 

people borrowing to buy the same property as their only or main 

residence will be limited to 

residence. Relief on new lo 

for the purchase of resid 

or separated spouses will be g 

14 ti.00 eitfoutof 4 cato4t4tA 
4.11

A 
 Non-charitable covenants made  1-‘y 	i-o^ on or after Budget day 

the interest on £30,000 in total for the 

or home improvements and new loans 

or dependent relatives and divorced 

oliQcd from 6 April 1988: 

Ire  teltem441 amti sti;y441 

will no longer attract tax relief 

44teiget---13-ety—w4.11—eeet-irrtte. There wcil be parallel changes in the 

Charitable 
giving 

student grant system (sec paragraph 51 1)• Covenants to charities 

441rwill not be affected ?14'(4;a4. 	CA,AriteAL LOVCA-44t. 1/14*4 

41/ 
4.12 The limit on charitable donations qualifying for 	tif under the 

payroll giving scheme will be • 	 o £240 a y 	1988-89. 

Maintenance 4.13 The tax treatment of maintenance payments will be refor 

new maintenance arrangements recipients will not be liable 

the payments; relief for those making payments will be restr 

payments to a divorced or separated spouse, up to a lirn 

nder 
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[£2,  0  5I.0  ci-PKTinifitn,0Y  wil 1 be introduced to protect 

existing maintenance arrangements. 

4.14 [From April 198' .ptions granteuader an approve 	scretionary 

re option 	eme will onl ualify for tax 	ief if the corn 

alsoaerates an apzid all-emplo e share or sa. e option 

4 	emee4 

4.15 Following consultation last year, the sco e of the income tax charge 

on unapproved employee share schemes under Section 79 of the 1972 

F.  ance Act will be reduced. 

Trusts 

Capital gains 

4.16 	 itional rate of income tax on discretionary trusts will be 
10 

reduced to  Aft  per cent for 1988-89/ 

4.17 The c 	ns tax annual exempt amount will remain at £6,600 in 

the case uals and £3,300 in the case of most trusts. 

4.18 The base da 	for capital gains will be brought forward from 

k6 April 1965 to 31 March 19823 The present indexation provisions will 

continue to apply to gains accruing from 31 March 1982. The 

proposal will also apply to co paniest gains. 

4.19 Gains, after deduction 	the xempt amount and allowing for 

rebasing to 1982 and indexafiKwill be added to income and taxed at 

income tax rates (as if they we tl 	arginal slice of income). 

4.20 From 6 April, 50 per cent of an, 5.  gains between £125,000 and 

£500,000 will qualify for retirement relief, subject to the general 

conditions for the relief, 

/IN t;t14.1,:vfout toe 
Inheritance tax 4.21 From Budget Day the threshold will be incr 

IIOOOo 
4447,000. Chargeable transfers above this amo 

single rate of 40 per cent.  At I OD)  0110 144 
ta." 	a itilvLeti t-ort'l totted- t-it 
&AV t-e 

rom £90,000 to 

be taxed at a 

ateNnArd 

-tikAr 
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tion tax will be reduced to cmal 	cornparri 	L.:at of corpor 

25 per cent. The rate of advance corporation tax (ACT) will go down 

automatically to 1/3  as a consequence of the reduction in the basic 

rate of income tax. 

4.24 The main rate of corporation tax for the financial year 1988 will be 

35 per cent. 

4.25 

elliess tax 

Business 
Expansion 
Scheme 

4.32 Income from the occupation of commercial woodland 

removed from the scope of Income Tax and Corporation 

paragraph [5. ] for details of the proposed increase 

forestry3 
in grantf or 

xpcnclitkipo 	after 

4.26 

1 

effe 

that da e. 

entertain 

I A- todli""A. 1.11#6‘  
liwridnA4.1 

ovvtAk,;,v4Votitt••+) 

01)1411-  " 

h.tiLA. 14010,41 
of entertaining overseas .6liketerrterS will no longer be an 

usiness expense for tax purposes. This change will take 

udget Day, except for commitments entered into before 

1 August 1988 the VAT paid by businesses on this 

no longer be deductible. 

4.27 A number of c anges will be made to prevent tax charges arising on 

the conversion of building societies into public limited companies. 

4.28 The Business Expansion Sche e will be changed to permit relief on 

investment in companies 	g private rented housing. 

4.29 A general limit of [ I wi 

Expansion Scheme for investme4 

of twelve months, with a higher 

set on relief under the Business 

one company in any period 

of [ 	] for investment in 

companies providing private rented ho4singor- 
	• 

Lloyd's 4.30 Changes will be made to the present administrative arrangements for 

taxing members of Lloyd's. 

4.31 The legislation on Lloyd's reinsurance to close 

give relief to Lloyd's members who leave syndicates 

underwriting year. 

odified to 

Ct
d of the 

Forestry 

tti6 
e3se4.141 iv-dt • 
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100,000 tonnes per chargeable period 
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ax (PRT) will be reduced to 

for all Southern Basin and 

Ceaxation 	4.33 Oil 

onshore fields given development consent on or after 1 April 1982. 

(At the same time the Secretary of State for Energy proposes to 

abolish royalty payments for these fields.) 

4.34 A new capital gains relief will be provided for disposals of oil licence 

interests in undeveloped areas wherever the consideration includes a 

work programme or another licence interest. 

Company 
residence and 
migration 

4.35 Section 482(1) (a) and (b) of the Taxes Act will be repealed with 

t from Budget Day. In future companies will not need to apply 

Treasury for consent to move their residence abroad for tax 

The proposed new arrangements will: 

the definition of UK company residence, so that 

ither incorporated in the UK, or centrally managed 

here, will be deemed to be resident here for tax 

co 

and 

purposes- 

require UK incorporated companies wishing to change their 

residence to change the country of their incorporation and to 

pay any tax arising o 	g so; and 

require UK resident cca 	es not incorporated here wishing to 

change their residence t trovide for the payment of their tax 

(including tax on accrued gai 	re they do so. 

Keith Report 	4.36 Following recommendations of the &ith Committee, a number of 

changes will be madc to encourage people to notify the Inland 

Revenue if they are liable to tax. These include the introduction of a 

tax-geared penalty for failing to notify liabi i 	There will be 

changes to the information powers of the In 

identify those who fail to notify liability to tax. 

4.37 Legislation will be introduced to charge interest whe 	nt to 

the Inland Revenue of income tax deducted by employers 	ed 

beyond the end of the tax year. The interest charg 

implemented when the necessary Inland Revenue computer sys 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED - 

  

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



CiA,U 

1ft 	? 

are 

BUDGET SECRET 
in 	G  LEpTeile  I  SiT Q1Wiei  

NOT TO BE COPIED 

social security legislation to 

extend the interest charge to late payment of Class I or Class IV 

National Insurance contributions. 3 

4.38 From 16 March 1988 the registration limits will become £22,100 per 

annum and £7,500 per quarter. 

4.39 The VAT civil penalty system, introduced in 1985, has been reviewed 

and various amendments are proposed. 	These include the 

introduction of a time-related penalty for late registration; the 

halving of daily penalties; changes to the rules about eligibility to 

yment supplement; and changes to the rules for persons who 

ntly misdeclare their liability. 

4Am/244i-a 
4.40 The 	for applying VAT to confectionery will be  .lialeoght— 

th the main effect of taxing all cereal bars at the 

standard 

Excise duties 	4.41 The duty on 	er, light wine and sparkling wine will rise by the 

equivalent of [1p] on a typical pint of beer, [4p] on a bottle of table 

wine and a little over [6p] on a bottle of sparkling wine (all inclusive 

of (.2,,c-1,--4-3 VAT). The duties on spirits and fortified wines will 

remain unchanged. Th 	mum duty charge for beer will be 

abolished and provision w 	m de for restructuring the duties on 

low strength mixed drinks. 

ed by the equivalent of [just 

VAT). The duty on 

unleaded petrol will remain unchanged. The duty on dery will rise by 

the equivalent of [just under Sp] a gallon. 

4.43 The specific duties on cigarettes, hand-rolling t b 	and cigars will 

rise by the equivalent of [over 3p] on a packe 	garettes and 

[nearly 2p] on a packet on 5 small cigars. The d 	e tobacco 

will remain unchanged. 

4.42 The duty on leaded petrol will be 

over 5ip] a gallon (inclusive of 
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Table 4.1 Direct effects of ohanges in taxation 

£ million 

Estimated effect on receipts in: 
1988-89 	 1989-70 

Changes from a 	Changes from an 	Changes from an 
non-indexed 	indexed 	indexed 
base 	 UcV1,k72 	 base 

INLAND REVENUE 

Income tax 

1 Reduction of 2p in basic rate 	 -2120 
2 Abolition of higher rates of in_ ebove 40p 	 -835 
3 Increase in single allowance of E 	 ,ied allowance of £300 	 -VITc 

4 increase in additional personal all 	0 widow's bereavement 
allowance of £120 	 -15 

-110 

-20 
-15 

-300 
*10 

Mortdaoe interest relief oeilino applied to residence 
18 Abolition of tax relief on new home improvement loans 
19 Abolition of tax relief on new loans for homes for dependent relatlyes, 

divorced and separated EPOUSH 

20 Abolition of tax relief on new covenants 
	

4- 45 
21 Payroll giving to charities - increase in donation limit to £240 a year 

Change in rules for maintenance payments 	 -20 
23 Chanoe in additional rate on discretionary trusts 

	
L -5 

24 Lloyd's reinsurance to close - relief for leavers 
2:5 Lloyds: reform of administrmtive arranutip-uLt 

27 Unapproved EMODVEe share schemes 
28 Employee Pri011t ,.  IP TibliL 

29 Approved 1984 eaolovee snare 	schemes - restricted shares 
30 Redundancy payments : toc- 
3-1 Assessino procedure for 	D 
32 Withdrawal of 'tou-slicino' relief or tax chargeo on premiums for 

leases at: 

income tas and caoltal gains tax 

5 Increase in age allowance of £220 (sing 	'4  (married) 
for those adPd 65 to 79 

6 increase in age allowance of £240 (single) 	 arried) 
for those aped 30 and over 

7 Increase in income limit for age allowance of L 

8 increase in basic rate limit of £2.100 to £20,000 
9 Abolition of minor pert,uwal allowances 

10 Restriction on additional personal allowance for unmarried cAmplP= 

11 Reduction in relief on life assurance premiums 
12 T'FifAe. benefits - car 
13 Frinde benefits - income threshold 
14 Fringe benefits - car parking space 

- 

4 

-2120 
-780 
-610 

-2900 
-1670 
-835 

-5 -10 

-55 -70 

-10 -10 
-5 -15 

-220 -420 
t 10  

*5 

-f-70 
+230 -f-330 
-50 -50 

—4-÷3 

5 

33 indedengent taxation of income and charoeable capital pairs ox 
husband and wife 

34 Business Fxpansion Scheme - limit on relief 
35 Business Exoansion ScheTae - private r -mt.. 

* = Nealioible 	- 
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See Annex 4 
Paragraph number 

Table 4.1 Direct effects of changes in taxation 

E million 

Estimated effect OR receipts in: 
1988-89 

 

1989-90 

   

Income tax and corporation tax 

36 Forestry - removal of commerc a 
37 [Personal pensions - minor ch 
38 Refunds of employee pension c 
39 Occupational pensions - minor a 
40 End of year interest on PAYE and 

lands from scone of tax,' ' 

	

E-10 	 -Jo 

	

+15 	 #15 1-15 

vs deductions 

Capital allowances - exempt persons 
Capital allowances - safety at sports g 
Capital allowances - abolition of guaranti 
Withdrawal of relief for entertaining overs 

%D.  

relief 

WittADAWKSO 

-25 	-340 
-FP) 	 20 ;N  47 Keith Committee administrative changes 	 t  

46 Rebasing capital gains to March 1982 

Income tax, corporation tax and capital gains tar 

/44 

.,to 2 eAtiticr 
-25 

F
„ BUDGET SECRET 
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Changes from A 

non-indexed 
bars. 

NOT TO BE COPIED 

Changes from an 
	

Changes from an 
indexed 
	

indexPd 
base 
	

base 

Income tax, corporation tax, capital oains tax and stamo duties 

Lonversion of building societies into public limited companiet 
- cnao,,, 	in tax rules 

Throofation tax 

ReLctinn in rate of ACT to 113 rd of the amount of the dic.tribution 
50 Reduction in small comuanies -  rate to 25 oer cent 
51 Company residence and migration - new rules 
52 Definition of an investment trust 
53 Indexation allowance - intra-oroup transactions 
54 Intra-oroup share exchanoes 
5!.-J Capital allowances - assured tenanclea relief 

oruuiation tax and capital gains tax 

56 Rollover rellef,WrsatellitEs, spacecraft, milk ano :cato ouotaq 

1746.1 art Irtf0 ffr 	• #41A it44.4fd t A41.14 are.ti,  
oains tax 

and trusta at Income tax 

59 
and 	 E:olety shares 

rir_w4EE piTVIdECi 

av-ax/rte.)&14:41.42 
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Table 4.1 Direct effects of changes in taxation 
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See AnnK 

Paradraph nu ers 

-5 

+30 

-5 

4- 110 

Oil taxation 

62 Reduction in PRT nil alinwanrPq fn  certain fields 	. . 
63 New capital gains relief for = 	oil licencP disposA1P 
64 Petroleum revPn0P tax relief 	e _ n tariff rPlatPd costs 

Inheritance ta-x 

14141.4.1  

fltemp duties 

Pj.amp duty and reserve tax on paired shares 

ICTAL INLAND REVENUE 

CUSTOMS AND EXCISE 

Value added tax 

(477,  
Cog4ete,-:E. - 	 clv:1 cenaltiea 

69 Increase in rPoistratinn limits 

Revised reg, fratinn rPnuirPmPnt; 

Cnann , n liability of certain confectio.) 

72 Revision of approveO self-billino arranuments 
7C REviSE,  treatment TJ+ tUE15Ess entertainment for cecuetomers  

Estimated effect on receipts in: 

1988-89 

Changes from a 

non-indexed 

base 

Ch,duta from an 

indexeo 
base 

1989-90 

Chanoes from an 

indexed 
base 

t 30 1-30 -+ 30 

-5 -5 -5 

- _ 

tlwiete•dt e 
-110 -90 

-41 tU -3895 

65  404immtP.+1.-re4e1mT14.4:044.. 

66 Abolition of limit on gifts to politic 

ExriPP dutase 

74   in rate of spirits duty 
75 10._rtaaa 	rate of beer cat:  

76 Afgohtion of minimum P0ty cnarde for beer 

77 Intreaae in rate of dutv on :1 ,27 end perrv 	 4- 

inorease in rate of duty on ii coo wine and made-wide 

79 No :hence in rates of duty on fortified WIPES 
k 

31 	IoL,tata in rate of Out on leaded [petrol et: 	 -t 275 
CI Increase ln 	d0I'V nn gerv 	 -75 
83 No  	razet of minor oil duties 

84 ircrease 15 

ratars 

es of dutiet 	 Nan,-roiling 	imauluitteidi 	-10.) 
todacco and clo 	

• . 	_ _ _ 	_ 

85 No Lfld0,t io [ate ui outv on pipe tobacco 

TIOTAL 3USTUN AND iDC1SE 

80 Reviseo duty TEE for ioio strength mixeo drinv.s 
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14. /The provision of a car parking space for the 
directors or higher-paid employees 

by-tale-emplay3will be exempt from tax from 6 Ap 

1988.1/ 

r BUDGET SECRET 
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The basic rate limit will rise from £17,900 to £20,000. 

The increase is £4141419-mompe-4ima- the amount due under 

statutory indexation. 

The housekeeper allowance, dependent relative allowance 

and the allowance for the services of a son or daughter 

will be Abolished. 

NOT TO BE COPIED 

From [6 April 1989] an unmarried couple will not be 

0  ntitled to more than one additional personal allowance. 
gt,4ing the reductions in the basic rate of income tax 

1989. 

1984 

ssive Budgets, the rate of relief for life 

premiums on policies taken out before 14 March 

reduced to [12.5] per cent from 6 April 

ting date is to allow life offices time to 

1.5-11Lo-
ct,,Adt- 

make the cessary preparations. 

For 1988-89 the scale for taxing car benefits in respect 

of company cars provided for directors and for higher 

paid employees wil 	uble the 1987-88 levels. The 

previously announc 	ale for 1988-89 will not apply. 

Costs are measured fr 

scales. 	further inc se 	10 per cent will be made 

for 1989-90. [No change 	ed for 1988-89 and 

1989-90 to the scale charges er car fuel benefit also 

used for VAT purposes.] 

For 1988-89 the rate of remuneration at which an employee 

iesea:clijoi44 announced 

I 11  

is regarded as higher-paid and liable 	in respect 

of certain benefits received by reason 	mploymenti 

is to be increased from £8,500 to £10,00 
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17. For 

two 

their 

interest 

taken out from 1 August 1988, tax relief for 

ople borrowing to buy the same property as 

am n residence will be limited to the 

,000 in total for the residence. 

Relief on new loans for home improvement will be 

abolished from 6 April 1988. Relief for existing loans 

[and for loans for t 

property] is not aff 

chase or improvement of let 

Relief on new loans for 

dependent relatives and di 

will be abolished from 6 Apr  0  

loans is not affected. 

chase of residences for 

or separated spouses 

988. Relief for existing 

15. 	[The extra -statuto concession ex,gmffIng from tax 

vou ers up to the value of 15p a day wi 1 be luncheon 

withdra  •  ith effect frOM 6 April 1989. 	exemption 

fro 	ax of the bertefit of subsidised ”-als provided by 

an employer r directors and hit er-paid employees_iti<--- 

r dining room whic is not open to 	staff 
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cantee 

ge rally will also 	ithdrawn from  J  same date.] 

16. [The benef.  o employees o 	rts facilities 	ided 

pr ises occupied b he employer and ailable to the 

f generally 	I be exempt from x from 6 April 

Sk4JJ tr4-rt 
144. swv4.4i-tit 

it, Alive , 
iritiStat 1-4 i#d,341 

o, dln) 
ottaw(1 

0,4,4 tit 

20. Non-charitable covenants made on or after Budget day by 

individuals will no longer be effectiv 

urposes. The change is estimated to 

in 1990-91, £175 million in 1991-92, and 

eventually. 

0 million 

illion 

21. The limit on charitable donations qualifying for 

relief under payroll giving schemes will be incre 

to £240 a year from 6 April 1988. 
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and £10 million in 

eventually. 
2, and to yield £20 million 

The additional rate of 	ome 
0 

of discretionary and accum 

-[-ftligga-ialled,Ireduced t)(10 per 

ax charged on the income 

trusts will be 

nt from 1988-89]. 
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22. A new tax regime will be introduced for maintenance 

payments: 

for payments under new maintenance arrangements, 

relief will be restricted to payments to a divorced 

or separated spouse, up to a limit equal to the single allowang Recipients will not be liable 

to tax on maintenance payments; 

S-tAAJ L4,406/ 

dAiAlt6S 4Y\ 

for existing maintenance arrangements, in 1988-89 

the present rules will continue to apply except that 

divorced or separated spouse will be exempt from 

on the first [£2,605] (the single allowance) of 

enance received(after grossing up at the basic 

ere tax has been deducted by the payq. 

-90, all payments will be made gross and 

reli for the payer will be limited to the amount 

which qualified for relief in 1988-89. 

E. The changes are estimated to cost £15 million in 1990-91 

The legislation on Lloyd's reinsurance to close (RIC) 

will be modified so that it will not apply to Lloyd's 

members who ceased membership of a syn 	at the end 

of the underwriting year, and are there 	members 

of the syndicate to which the relevant RI 	is 

paid. [The legislation will first take effe f. the 

Lloyd's 1985 Account, which closes at the end 

This is the first year to which the 1987 legisla 

Lloyd's RIC will apply]. 
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33. The new system of independent taxation for husbands 

and wives will apply from 1990-91. The revenue costs in 

1990-91 and 1991-92 for income tax are estimated at 

£[630] and £[970] million respectively. These figures 

are based on the existing distribution of income between 

husbands and wives and allow for transitional protection 

for certain couples. [In addition, there could be further 

annual revenue costs of some £[350] million resulting 

from the transfer of investments between spouses, but 

his estimate is highly uncertain...T./For capital gains 

This was drafted 
before we saw 
Mr Taylor's minute 
of 22 February to 
Mr Eason. 

avail 

and an 

figure fo 

disposals. Costs for capital gains tax in 1990-91 and 

1991-92 are each estimated at £60 million. Those 

estimates which al]ow for changes in taxpayers' behaviour 

are subject to a h. 	ree of uncertainty. 

the prospect of independent taxation may lead some 

s to defer disposals until the new arrangements are 

and from 1990-91 onwards, couples may be 

o transfer assets to take advantage of the 

to each spouse of the annual exempt amount 

portion of their basic rate bands. The 

98-90 in table 4.1 reflects the deferral of 

A general limit of [£ 	0] will be set on the amount  

of investment in any one om 	in any period of 12 

months qualifying for reli 	r ttr 
t%-.

usiness 
ONci S —s 111 ikt  

Expansion Scheme. The estim 	yiel 	highly 

uncertain. 

Relief under the Business Expansion Scheme will be made 

511:4  available for investment in companies • . 	ng private  

rented housing [under the new assured 	cheme]. 

.. 

investment in these companies. The estimat 	nue 

cost depends upon take up and is highly uncer 

b4il4A4te 0.144 

Ye; 144144,110 

444 A) WS Ane4414.0e-0 

A limit of  £1:0  milliorg)will apply to qu 
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legislation relating to capital allowances for safety 

nditure at sports grounds will be amended from 

ary 1988 to take account of changes to the Safety 

Grounds Act 1975. 

44. Capi 

premis 

wances on expenditure at certain quarantine 

abolished from 16 March 1988. 
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42. The rules for calculating industrial buildings allowance 

following a sale and those for transfers of machinery or 

plant between connected persons will be amended to 

prevent excessive relief where one person is not 

chargeable to tax in the United Kingdom. These changes 

will prevent a potential Exchequer loss of up to 

£150 million in 1991792 with a diminishing effect in 

later years.] 

The relief for the costs incurred by a business in 

entertaining overseas=4:247Vill be withdrawn. 

46. The base date for c 	gains tax and corporation tax 

on gains will be ch !Tn 6 April 1965 to 31112E11A 

1982. The total coot 	basing will build up IngM47" 

£850 million in 199l-92%F 

amount attributable to com 

three-quarters of the total. 

of the likely effect of this 

989-90 onwards, the 

gains is About 

e figures take account 

measure on the volume and 

timing of disposals by individuals and companies. 

	

47. (a) The present flat rate penalty for 	e to notify 

	

liability to tax will be replaced by a 	tigable 

penalty up to the amount of tax unpaid. 

(b) The Revenue's power to call for returns o 

information will be extended to details (where r 
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The Revenue will be allowed the same access to 

s held on computer as it is allowed to records held 

ield of these measures is based orAthe 

liabilities which will be uncovered. 

r
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for tax) of payments for services by Government 

Departments, grants or subsidies paid out of public funds 

and the names of licence holders. 

(c) The Revenue's power to call for documents relating 

to taxpayers suspected of avoidance or evasion will be 

extended to include the Department of National Savings, 

and, in order to identify taxpayers suspected of 

serious default, to documents relating to taxpayers 

whose identity is not known to the Revenue. 

NOT TO BE COPIED 

48. Changes in the tax 

building societies 

necessary in order 

arising. 

rules concerning the conversion of 

into public limited companies are 

to prevent unintended tax charges 

A. a consequence of tic)  4luction in the babie Late, 

the rate of advance corrat.i tax (ACT) for 1988-89 
0 

will be 1/3rd of the amount 	e distribution. This 

reduction in ACT will be bal.) ed by an increase in the 
0 

subsequent liability to mainstream corportion tax. 

The small companies' rate of corporation tax for the 

financial year 1988 will be reduced to 	cent. 

(ifjkw' 	seilhii 

li,46%)41 4PAller 

vulot:OL 

a-41VICr• 

51. [The rules for company residence and migr 

changed. In future companies will be resid 

purposes if they are incorporated or are cent 

managed and controlled here. Companies will be 

migrate if they pay their tax liability, includin 

liability on accrued gains.] 

11 be 

tax 
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() 	52 . The Finance (No 2) Act 1987 repealed part of the 
definition of an investment trust. The full definition 

will be reinstated, and the legislation will include 

provision to ensure that the repeal was never effective. 

. The indexation allowance will be denied or restricted 

on disposal of certain intra-group debts and 

shareholdings. This provision counters use of the 

indexation allowance to create large artificial 

apital losses which could cause a significant loss 

tax. 

ult of a recent court ruling, share exchanges 

by 	les in the same group can now give rise to 

capi 	s or losses being taxed or allowed more 

than o 	e legislation will be amended so as to 

remove t 	anomaly. 

Capital allowances in respect of properties let on 

assured tenancy terms by "approved bodies" will come to 

an end when the Ho 	ill takes effect. Changes will 

be made to the cap' 	all wances legislation to ensure 

that relief for past 	is not willidiawn dhd to 

provide transitional ar gements in respect of 

expenditure already incurr 

Rollover relief will be extended to satellites and 

spacecraft from 28 July 1987 and to milk and potato 

quotaifrom 30 October 1987. 

(owt totv 
fryik 4-6 

57. From 1988-89, the capital gains of indi 

trusts will be taxed at income tax rates ia 	as if 

they formed the marginal slice of income. 	nue 

yield in 1990-91 is estimated at £40 million 

1991-92 at £85 million. The figures take acco 

effect of rebasing of gains (item [46] above) and 

likely effect of taxing gains at income tax rates on 

the volume and timing of disposals. 
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from late 1989, adjustments not exceeding £500 in 

total may be voluntarily declared in the trader's 

VAT account (s 

liable to eith 

misfieclaration 

ounts will not normally be 

terest charge or serious 

y). 

From 16 March 1988 the 

increased to £22,100 per ann 

will be 

0
and £7,500 per quarter. 

BUDGET SECRET 1 NOT TO BE COPIED 
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from 16 March, the daily rates of penalty for 

regulatory offences will be halved and a minimum 

and maximum level of penalty introduced; 

the third test for serious misdeclaration penalty 

is to be replaced by a non-automatic penalty which 

relates to the amount of tax involved; 

VAT registered local authorities and similar bodies 

will become eligible for repayment supplement and 

liable to both the serious and the persistent 

isdeclaration penalties; 

level of error on a return which excludes 

lity for repayment supplement is to be 

to £250 or 5% of the tax claimed, 

whi 	er is the greater; 

The rules for registration of voluntary and intending 

traders will be simplified and restrictions and 

conditions removed. 

71. The taxing rovision relating to confect' 

, with the main effect of 

cereal bars at the standard rate. 

11 be 

all 
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re will be no changes in the rate of duty on spirits. 

on typical beer will be increased by [4.7 per 

ivalent to [lp] a pint (inclusive of 

1 VAT). 

Excise duties 

 
ce 

cons 
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From U 	1, where a taxable person issues himself with 

an invoice under the terms of an approved self-billing 

arrangement, he will be responsible for determining the 

correct VAT liability. 

From 1 August 1988, VAT incurred by businesses on 

entertaining foreign .customers will no longer be 

deductible, to bring it into line with the treatment 

of VAT on other business entertainment. 

1 Octobe 	88, beer duty will be charged on the basis 

of [0.90] a hectolitre for every degree by which the 

original gravity of the beer exceeds 10000 . 

The duty on cider ry will be increased by [9.7] 

per cent or [lp] a 	(i_A•clusive of consequential VAT). 
0Z,7  

78. The duties on still t.4)wi 	made-wine and sparkling 

wine will be increased by 	r cent, equivalent to 

[4p] on a 75c1 bottle of sti wine and [6.1p] on a 70c1 
0 

bottle of sparkling wine (both inclusive of 

consequential VAT] 

There will be no change in the rate of 	on fortified 

wines. 

Lower strength mixed drinks, not exceeding 

alcohol, will be dutied according to their a 

strength on a scale proportionate to table wine 

This will bring duties on wine-based and similar 

drinks into line. 

cent 
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DATE: 

FSBR CHAPTER 6 

The Chancellor w 

the draft of Chap 

on which he had comm 

teful for your minute of 24 February and 

I attach a marked-up copy of the pages 

The other points he made 

COPY NO:  13  pF:13 

	 Per, rggi 
NOT TO BE COPIED 

C S ALLAN 
26 February 1988 

2MOWL 
cc 	PS/Financial Secretary 

Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr Sedgwick 
Mr Turnbull 
Miss C Evans 

i. 	He could not reconcile the last sentence of your 

paragraph 6 (saying that the forecast for 1988/89 has non 

oil taxes and NTCs adjusted 

21/2  points more than non-oil 

Budget change increasing by 

ith the figures in the table 

in your paragraph 5. The figu, 	ere seem to be 2.9% before  

Budget changes, and 0.4% after B 	et changes. 

He would wish if at all po 	e to publish a figure 

for the non-North Sea tax burden in 1988-89 identical to that 

in 1987-88. This would mean shading the present provisional 

forecast for 1988-89 down from 37.6 to 37.5; at the same time 

it would be helpful to shade down the forec 	of the total 

tax burden in 1988-89 from 37.8 to 37.7, the 	• in 1987-88. 

Alternatively, but no doubt more problemati 	uld be to 

shade up the 1987-88 estimates. 

He was grateful for the charts on the taxv Tf..n and 
ratio of GGE to money GDP; he prefers the versio 	ting 

in 1978-79. 

He agrees with your proposed change to the sign 

convention in siVb-rettitgtbFritb tabEib  ft; 	6ET 	CheE-e ite 
BUDGET LIST ONLY 
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needed of the as negative aiLoart)DaETtEnEciaNCI-ErTgj3qsCQMD 
ci_BVI4gXtTA  T  

r 	

Y  As positive, which is 
counter-intuitive. 

He did not feel he wanted to carry through to the FSBR 

term 'public sector net debt repayment' (PSDR). 

On chart 6.2, why does the proportion of expenditure 

on debt interest not come down between 1978/79 and 1988-89 

(it is shown as 10% in both years)? He also wonders whether 

the figures for health (growing from 10% to 11%) may not cause 

confusion, s ce we have used figures on a different basis 
(ie as p 	tions of departmental spending) quite widely 
in other co 

ACSALLAN 
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- g chart 1.10 of the PEWP. 
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FINANC 

6.01 

1987 
Budget 

1986-87 
Outturn 

4.9 	4.7 	- 2.0 	- 1.9 General government borrowing requirement 

£4 billion made a year ago. This would be the first budget 

surplus since 1969-70 and 1952, the earliest only the secon 

4) 	n 	(14S Ting,1\1•1-Y)  ,  and provides an analysis and 

forecast of the public sector's finances in 1988-89 together 

with estimates of outturn in 1987-88. It also comments on the 

main features of the public sector's finances in those two years, 

including the most important changes that have taken place since 

last year's projections. Table 6.1 is a summary. 

receipts and borrowing 

tfyik 
£ billion 

(In 
0 

()416 	 

Public corporations' market and overseas 
borrowing 

Public sector borrowing requirement 

- 0.8 	- 0.9 	- 1.2 

- 2.9 	- 3.1 3.9 

6.02 There is now estia 
rfv.t,,e4witt ie. a 
i-cpayffleat 	(1243efti-  of about £ 

tk2 	 P-SV --a- forecast of 

a. 	 larrna;AA 
be -180bt' public sector 21:teTt 

ion in 1987-88, compared with 

of 

11,,o 
year for which PSBR fi es are available 

A tv-Ayt 	 049Xlm, 
te-be-a-net-repayment of about £3 billionA  iVrifin? 

A 

41014 
6.03 The public sector's finances can be ana 

of different ways: by type or activity, by sector& 

category. The rest of this chapter sets out these three 

Public sector's 

finances: 

three-fold analysis 

Table 6.1 Public expe 

General government expenditure 

General government receipts 

164.8 	173.5 

160.0 	168.8 

1988-89 
Latest 	Forecast 
estimate 

171.6 	182.8 

173.5 	184.7 

number 

onomic 

analyses 
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• 

   

TatibbtigneiSsisotiqt_rbi  6.04 

6.06 Additional income 
fiKa _S-trnitr 	4 

of hIgher  aggregate 

increased by m re in 

the cilF-rea41y c3t4ma4494,) 
5k,t 

IL either the proportion of 
A 

tax receipts are mainly the result 
et-AA-61441f 71 	 , 

"1aric. VAT receipts have 

8 than would have been expected from 

ease in total consumer spending: 
LAu4,4 g464A 

ending on goods and services 
A 

subject to VAT has increased stimates of consumer spending 

t y 	Qx:r  aTt9v n3F COPIED 
NOT TO BE COPIED 

ic sector's finances by type 

or activity. The main receipts of general government (ie. central 

plus local government) are grouped according to the kind of 

activity which gives rise to them, while spending is shown by 

department, as in Chapter 5 and in the public expenditure White 

Paper. Its bottom line, the PSBR, is derived from those two 

totals. This derivation is repeated in Table 6.1. 

1 6187 -gg 
Receipts General government receiptsA are now projected to exceed 

Budget forecast by about £04 billion. AsTble 1.2 

to 

to the 

(El billio 

L;)( (k3/ 

components of general government receipts are likely 

than originally forecast. The main contributors 

receipts are income tax (£1 billion), VAT 

orth Sea Revenues (a billion), CIA4/ 10017-41Jtvl 

in 1987 -7.= be revised up latre  Et-s—itet-pperted----letet—yespp. The 

than ex ected oil revenues W987-88 are largely the 
oil fuL:te 

04 	-1 result of a high7 	 um 01/4  than assumed 'dial 	price', 	: 	0.- 

.1%... 	 • 	• * °NhIlk  
-  voitv 

itatteN. . . i IT, 4 
VA 
44,ir" 

410‘ wit  , 

following an estimated 81/2  per ce 	increase 

	

u. 
	

ess than the rate of growth 

	

8Tei 	Mei :1 

BEitAil@fl_kfre-diATy 
11  Mine' MI MI 61111.9113 I Will 

higher 

than In  the 1987 Bud.-.  

a • 
IBM 	• A,  • 

6.07 General government receipts are forecast to 

cent in 1988-89, 

in 
NOT TO BE COPIED 
NOT TO BE COPIED 
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6.06 Oil revenues, which in the event in 1987-88 were only 

slightly below the 1986-87 level, are forecast to fall by about 
az a re...tat 4 Gil-6A 

£1 billion in 1988-89 4km.B.-tee lower average oil price and lower 

production. The forecast assumes that atrer-Iiimar-ised oil prices 

remain close to recent levels 	Oil production is assumed to 

in 1988 to a level close to the centre of the Department 

14t tl\ 
VV** 41411Nwould  change revenues by about £250 million in 1988-89 
1%41W" 
lk  IAN$10 
in o 	tion in 1988, spread evenly across fields, would 

alter f-  03: 
dV#  

No  

in a full yrx 

6.09 Non-oil receipts re forecast to rise by 7 per cent in 

1988-89. As can be14 from Table 1.2 there is within this 

overall increase: 

s range. A $1 a barrel difference in the oil price 

lion in a full year. A change of 1 million tonnes 

about £40 million in 1988-89 and £45 million 

a 11/2  per cent increase 

Budget measures the fore 'c s  

per cent; 

me tax receipts. Without the 

increase would have been 10 

/ ua 
4 	 reN, rise in receipts of co 

futku2,0 

14-(7114  

w " 

a further 

114! 
 lon tax (including 

\440S14  
WA? 

. 

4:4413,\ 
At. 

prices in earlier years; 

ACT but excluding North Sea main rporation tax). 

a 16 per cent rise in capital taxes reflecti 
)A 

asset 

IkIST T8 BE E8PIEB BUDGET SECRET  
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trca-si Ma Ng-R-get we 
asures 	would have 4-nc-reeteed--by about one 

Ag,r, 

Expenditure 	 6.11 is now forecast to be General government expenditure 

at 

pAit 
-10.1 	NG 11.1 num 	 • ein 

The planning total, 
tJJ 

as/418+181r EVItBre 

OltereLIBEIC GREW 
NOT TO BE COPIED 

a 51/2  per cent increase in the excise duties on petrol, tobacco 

and alcohol, a little below the increase in consumers' 

expenditure reflecting the trend decline in the share of 

these items in the total; 

a small fall in stamp duty following the fall in stock market 

prices and turnover. 

kre 
611 - 	

WA' 

SV5W1 IP& 

fx0 -(0,  
kvaidtuft 

-11°A4-t 

'eV° • 

Table 6.2 shows taxes (including rates) and national 

contributions as a percentage of GDP./ -clie—aum.-e4-1- 

Without 

the 

percenta 

V> 
ble 6.2 Taxes and national insurance contributions (NICs) as a percentage of GDP 

Total taxes and NICs as a 
share of total money GDP 

Non-oil taxes and NICs as a 
share of non-oil money GDP 

about £1711/2  billion in 1987-88, £2 billi 
rft fg2 

1987 Budget forecast. The planning 

to be £21/2  billion lower than 

rkiS payments nearly Vt.  billion lower than foreca 	 offsetting  

4.-10-44 these is an increase in other national accounts  4Elb—  ts.  
4F,,41N‘  

lk 
expected 	se by 

lower than in the 

!AIL is expected 

EtTNE.n 
• 

debt interest 

6.12 General government expenditure is 

63/4  per cent in 1988-89, to £183 bi 

BUDGET LIST ONLY 

1982-83 1983-84 19 J-85 1985-86 1986-87 1987-88 1988-89 
Latest Forecast 
estimate 

37.8 	37.7 	37.8 

37.3 	37.5 	37.6 

38.9 	38.5 

38.2 	37.8 	37 

38.5 

• 
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is included in general government 

6.13 The difference between general government receipts and 

expenditure is the general government borrowing requirement 

(GGBR), as shown in Table 6.1. As general government lending 

to public corporations 

borrowing has been 

central go ernment own account borrowing. Local authority 

higher than in 1986-87 and public corporations' 

in tne wnite raper as a result of
A

lewe-r—k•er-aze*-iiitc---axid---te—be-- 

• • 

4 per cent of -ammo" GDP, is 

frulkr  InA414j- Wip.44.4 

6.15 A /*Pitikof £3 billion, or 

.ealso forecast for 1988-89. 

expenditure as Trends in receipts 6.16 Chart 6.1 shows trends in 
gaVUWUP 

1988-89g to rise marginally in 

P8UDGET813 ECRETal  6overNIOT TaBEeeop+Eot 
PaYm.SseWreiAttPkikY.  ast, NprEM.hPed 

BUDGET LIST ONL'ittntiA4 

c,#(
enditure, the GGBR together with public corporations' market 

*.pt 

"TO* 14 ;#1111y.: 
mo  .4,644,40  (.114411V87-88.  Excluding privatisation proceeds the PSBR 

was so  ;04(k.116:  llion lower than in the same period of 1986-87. 

This re • 

Whit 

erseas borrowing, gives the PSBR. 

e was a substantial budget surplus in the first ten 

borrowing was almost entirely due to lower 

borrowing little 

established pattern 

two months of the ye0 

Taking into account the well 

ively high borrowing in the final 

forecast for 1987-88 as a whole 

›C 	is a budget surplus 

)4" 	cent of=temmy GDP. 

about £3 billion, or 	per 

and expenditure percentages of =ay GDP. 
a6 0 

national insurance contributions fell A  
steue 'Mao tk 

1985-86, but A 

Et is forecast 

on-oil taxes 

1$1•-: 41,14 • 

I, 0;  81-82 and 
dri 
.Ae .041k 

and 

P81178 Fif Mill LEP puDGETLattEr  ,, SECRET   
  

is  a.
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1 insurance contributions General government expenditure 

since 	198z-83 s forecast 7.o fall again in 1988-89. 

( exc r 

4-4exemmeet#043E-T SCRETof 

Lgtct  
;UDGET LIST 0 

001C.WidAiliaSPIARri4k 111:1-/T04 

ft11441-  4  at 	; d- 
d expenditure 	 GDP 

Exchedl.1 prtmtlsatim pnimeds 

3 

ISM 	IBIS 	1900 	1,81 	12 	1913 	1914 	ISIS 	ISM 

-.MI 	.-60 	- $1 	-112 	-113 	-M 	-IS 	-ft 	-ea 
1178 	1971 	IMO 	1481 	/917 	ISO 	 MN 	1774 	no 	mm 

-8o 	 -82 	-4L3 	-414 	-89 	-01 	 -SS 

Chart 

Taxes 

19BB 
-89 

4Atk 
NIL voea\A 

, • 
6.17 Chart 6.2 shows the significant changes  ilgt  lkicture 

of general government receipts and expenditure whic 
11 .7 

 taken 

place since 1978-79. 
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6.18  ' 40.0\ 
 finances: analysis by sector 

\shows 

-:114trrowing in 1907-88t 1926-0 
A 	 A 	r) 

local autho ties and public corporations. 

It e cl 

111 	ill  

II 

colo"")4411.1"11"1313 
ttisSz  

central government, 

6.2 The structure of • 

QQCk 

r.4(01.141. 4QAteS, 

(.p.#. -"s 
I. 	rect e s 

kigIDGU,LIST ONLY - 

Ws..4 

t 	
twe-K-udas .-/ 

.*S$ 

0 14.5.1 	I 1-6,  ex,at 
ittA,so.mal $b.4p.4 

ccO  

(e) 	ptfessi,t,st 

Cki 

SEE. C4VER 
dre 

tot lot 

c 

:a  

4%. 

2%r 

321.. 

1987-88 
LaLest estimate 

-2.8 

	

5.9 
	

5.2 
-5.6 

1.1 

	

0.1 	-0.3 

Table 6.3 Public sector borrowing requirement 

billion 

1986-87 
Outturn 

1 Central government borrowing on own account 
2 	Local authority borrowing from central government 
3 	Local authority borrowing from market and overseas 
4 Total local authority borrowing 
5 	Public corporations' borrowing from central 

government 
6 	Public corporations' borrowing from market 

and overseas 
7 Total public corporations' borrowing 

8 Public sector borrowing requirement 

Memorandum item:- 
Central government borrowing requirement 
(lines 1+2+5) 

- 1.4 

3.4 

10.5 
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Central government 

Table 6.4 Central governmen 

imatiVITAsB  flcP PfeleMs 
NOT TO BE COPIED 

1987-88 and 1988-89 for each 

of the three sectors. These tables include some of the analysis 

by economic category in Table 6.7. Expenditure in 1988-89 does 

not include an allocation of the Reserve, although the forecast 

of the PSBR assumes that the Reserve is fully spent. 

6.20 Central government spending includes grants and subsidies 

of 
2'ecet3b Ott LigTntiicrin  

local authorities 

nalised industries), 

and public corporations (including 

which are included in the receipts 

e sectors, shown in Tables 6.5 and 6.6. 

f billion 

  

1986-87 
Outturn 

1987-88 
Latest 
estimate 

1988-89 
Forecast 

Receipts  
Tax and royalties 
National insurance and other contributions 
Other 

Total receipts 

Expenditure  
Current expenditure on goods and services 
Current grants and subsidies 
Interest 

)0' Net lendinAleapital expenditure, 
and cash expenditure on company securities 

115.2 
28.8 
11.2 

155.2 

53.0 
80.7 
16.9 
1.8 

121.7 
31.6 
11.3 

164:5 

55.7 
82.8 
17.4 
2.6 

y Total expenditure 

11  corporations  0k  
4** 

central government. The fortt. 

in rate income (net of rate rebates) between 1987-88 

146.0 

Local authorities 	6.21 Local authority receipts consist primari 

plus grants from 

e income 

crease 

88-89 

158.44 

)1' 414- Excluding lending to local authorities and 
y 2 0414Excluding any allocation from the Reserve 

EityciwbJemvi3 

public 
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to the system of rate rebates Introduced by the Social Security 

Act 1986. 

6.22 The local authority borrowing requirement (LABR) fell 

sharply in 1986-87 to £14 billion, from Elk billion in 1985-86. 

The LABR in the first ten months of 1987-88 was higher than 

in the same period of 1986-87 and it seems likely that borrowing 

k. 

	

	he year as a whole will be above that in 1986-87, although 44:014 
 ell below the levels of lire years, -irattediataly- 	• 

Vt% 

Table 6.5 Local authority transactions 

Receipts 
Rates net of rate rebates)1  
Rate support grant 
Other grants from central government 
Other 

1987-88 
Latest 
estimate 

17.0 
12.6 
12.1 
5.2 

1988-89 
Forecast 

19.2 
13.3 
12.2 
5.6 

Total receipts 
	

46.9 	50.4 

estimates of local authority receipts and expenditure 

explain the LABR in 1986-87 and 1987-88 (other 

receip*VNble  6.5 and miscellaneous financial transactions 
- 	\ 
4;;: in table 	 e a balancing item). 

t 44;10$ Net0A *tom 
) 

,441. 

48.1 	50.12  
,4r.4  N 

1.8 

P°1  

Expenditure  
Current expenditure on goods and services 	 31.1 
Current grants and subsidies 	 5.4 
Interest 	 )1.1 
Net lending and capital expenditure 	 4.2 

Total expenditure 
	 44.8 

1  Memo: Rate rebates 	 1.7 

2  Excluding any allocation from the Reserve 

    

 

hatfro 	 

 

  

  

    

35.2 
6.0 
4.5 
4.4 

NMEB 
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6.23  TaRg4E1-1,45jE  
B UU1D UY  

publi gerunrintisiecorktLyin  
1061E- IWOM 

oratgg VAnktf-tgiQP I ES1 
NOT TO BE COPIED 

lude subsidies and capital 

grants from central and local government. For the nationalised 

industries (and the majority of other public corporations) their 

net external finance, ie. their borrowing plus subsidies and 

grants, is included in the public expenditure planning total. 

Public corporations' net external financing requirement, and 

not their borrowing requirement (PCBR), is the best measure 

corporations' total contribution to the PSBR, 
0.441.4v 

se it ealwr includes
)
-a-e--.Alie-14,-66e- borrowing subsidies and 

provided by the central government which have to be 

om taxation or central government borrowing. 

Table 6.6 Public corporations' t 

£ billion 

Receipts  
Gross trading surplus (including subsidies) 
OLher 

Total receipts 

1987-88 
Latest 
estimate 

7.0 
2.1 

9.1 

1988-89 
Forecast 

7.4 
2.2 

9.6 

Expenditure  
Interest, dividends and taxes on income 
Net lending and capital expenditure 

3.3 
5.5 

3.1 
4.7 

3.8 
5.7 

of the public 

)4  Total expenditure 

Memo: nationalised industries' external finance 
other public corporations' contribution 
to the planning total 

)( A Excluding any allocation from the Reserve 

8.8 

0.4 
0.8 

9-42  

0.7 
0.8 

6.24 Changes in public corporations' income and 

from one year to another are affected by privatisations which 

ture 

%CRIBBB WRTM  
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