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BUDGET STATEMENT: TAX SECTION

I attach those sections of the latest speech draft covering share
ownership measures (paragraphs 24-50) and the section that covers
(briefly) the COBO-related tax measures, and stamp duty
(paragraphs 83-88). I have separately sent the whole speech to
Mr Monck.

25 If you or others have any comments, it would be helpful to
have them by close tomorrow, Wednesday 1 March.
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TAXES ON SAVING
g&ﬁ(fﬂw‘ﬁ’ et
4. I now turn to the taxation of saving.

25 The sharp decline in the ratio of personal saving

to personal income over the past two years in particular
has led to even more discussion than usual of the merits

of providing greater tax incentives for personal saving.

26, Certainly it is desirable that, over the
medium-term, we generate as a nation a level of saving
high enough to finance a high 1level of investment

without having to rely too much on inflows of capital

from overseas.

27, But what matters here 1is not personal savings
alone, but corporate savings too, which are running at
historically high levels, and even public sector

savings, which are higher than they have been for some

considerable time.

28. Moreover, the fall in the personal savings ratio,
which is of course measured in net terms, that is to say
gross saving net of borrowing, has occurred as a result

of the sharp increase in personal borrowing. And the
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appropriate remedy for that is to raise the cost of

borrowing, as we have done.

29, But above all, it is essential that tax reform is
seen in a medium-term, even a long-term context. It is

wholly inappropriate as an answer to what are

Jt

is to strengthen and deepen popular capitalism in

Britain, by encouraging in particular @éé%?} share

doisi? &€ Luj ownership.gj / v

30. If, in doing so, the overall level of personal
(err—
Do A nis [QWaPI saving rises, well and good; but that is not the object
L
CMA}tﬁ} .7 of the exercise and is something which in any event
- MA)
oo O P&:Z:&¢;49 would only become apparent over the longer term. Over

the past ten years we have done a great deal, on a
number of fronts, to encourage wider share ownership in
general and employee share ownership in particular.
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A
oyt {#] million individual shareholders in this country,

equivalent to one adult in every (five), and some

three times as many as there were ten years agof
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Indeed, there are now more individual shareholders than

there are trade unionists./?(Check).

38+ The privatisation of the water and electricity

industries is-likely to provide a further impetus to

popular capitalism over the next two years.

33, Meanwhile, I have a number of measures to announce
today to the same end. R

{7& S~ i f e 3 \\‘
34 C;Personal equity plans were flrst announced )1n my

1986 Budget, and started u;\\Iﬁ—JanuafYﬁT§é7. As the

House knows, those who invest in these plans pay no tax

O\A%
at al either on the dividends they receive or on any
capital gains they may eventually make - indeed, there

will normally be no need for them to get involved with

the Inland Revenue at all.

35, Personal equity plans got off to a good start,
with over a quarter of a million investors, many who had
never owned shares before, subscribing almost

El/2 billion between them.

36. Since then, however, the rate of growth has slowed

down considerably, not least as a result of the changed
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climate in the equity market since the October 1987

Stock Exchange crash.

it

\\ (j037. So the time has come to give q&ém a new lease 6f/)

life. ~— 5 e

(p ,‘ 38. First, I propose to raise the annual limit on the
i overall amount that can be invested in a PEP from £3,000

to £4,800.

39. Second, within that, i propose to raise

substantially the amount that can be invested in unit

trusts or investment trusts from €i§9>to £2,400 a year a-d

L d/w - . 2
b ver, the requirement that the amount invested in

unit or investment trusts should not exceed one-quarter

fLA A —of the total amount invested in a PEPﬁ%;ll be dropped,
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41. Fourth, I propose to simplify the PEP rules in a
number of important respects, so as to make the scheme
more flexible, better directed to the needs of small and
new investors, and cheaper to administer%ig;SThe
substantial improvements I have announced respond to a
number of detailed representations I have received from
plan managers. Needless to say, I have not been
persuaded to accept every suggestion that has been made.
In particular, I have not been persuaded to replace the
‘hgomplete tax relief on exit, which is the essence of the
ﬁhP scheme, by tax relief on payments into a plan
instead - not least because, while the degree of relief
is 1in principle the sé;e in both cases, those countries
which have opted for front-end relief have been forced
to festoon it with a complex web of restrictions to
prevent abuse. I am confident that the changes that I
héve anzfunced today will enable personal equity plans
to(?lay an important part in stimulating individual
ownership of British equity in the years ahead.
Eso -
42, I also have a number of improvements to announce

specifically designed to encourage employee share

ownership.

43. It is a striking fact that the number of approved

employee share schemes has risen from a mere 30 in 1979

12



to almost 1,600 today, involving [number] companies and
benefiting some 13/4 million employees. /1 propose,
first, to increase the annual 1limit on the value of
shares which can be given income tax-free to employees
under all-employee profit-sharing schemes from £1,250 to
£2,000; and for the alternative limit of 10 per cent of

salary, to raise the ceiling from £5,000 to £6,000.

44, Second, I propose to increase the monthly limit
for contributions to all-employee save-as-you-earn
schemes from €100 to £150, and at the same time to
double the maximum discount from market value at which

options may be granted from 10 per cent to 20 per cent.

45. Third, a number of my Hon. Friends have been
concerned that current tax law may be inhibiting the
development of employee share ownership plans, otherwise

known as ESOPsE{N(Insert brief definition/description of
e A

~what an ESOP is.] I propose to make it clear that

companies that place their shares in ESOPs qualify for
corporation tax relief, provided they meet certain
requirements designed to ensure that the shares become
directly owned by their employees within a reasonable
time. I hope that this will encourage more British
companies, particularly in the unquoted sector, to

consider setting up ESOPs.

13



46. Those firms with employee share ownership scheﬁés

\

have no doubt that it helps to improve company |

performance, by giving the workforce a direct personqk/

I

rest in its profitability and success.

47. This was one of the reasons why I introduced the
profit-related pay scheme in my 1987 Budget. I have

some improvements to make to that, too.

48. First, as I have previously announced, I propose
to abolish the restriction that profit-related pay must
equal at least 5 per cent of total pay. Second, I
propose to raise the 1limit on the annual amount of
profit-related pay which can attract relief from £3,000

to £4,000.

49. And, third, I propose to relax the rules
preventing headquarters units from using the profits of

the whole company or group for their profit

calculations.

50. Taken together, the package of measures I have
announced to encourage wider share ownership in general,
and employee share ownership and profit participation in

particular, will help to ensure that the idea of a

share-owning democracy becomes ever more entrenched as a

part of the British_way,qf\}ife.
% Bz
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S I attach those sections of the latest speech draft covering share

ownership measures (paragraphs 24-50) and the section that covers

(briefly) the COBO-related tax measures, and stamp duty
(paragraphs 83-88). I have separately sent the whole speech to
Mr Monck.

2 If you or others have any comments, it would be helpful to

have them by close tomorrow, Wednesday 1 March.
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TAXES ON SAVING

24. I now turn to the taxation of saving.

25. The sharp decline in the ratio of personal saving
to personal income over the past two years in particular
has led to even more discussion than usual of the merits

of providing greater tax incentives for personal saving.

26. Certainly it is desirable that, over the
medium-term, we generate as a nation a level of saving
high enough to finance a high 1level of investment

w—-wfuv\

without having—te—=ely too muehron inflows of capital

from overseas.

20 But what matters here 1is not personal savings
alone, but corporate savings too, which are running at
historically high levels, and even public sector

savings, which are higher than they have been for some

considerable time.

28, Moreover, the fall in the personal savings ratio,

which is of course measured im net—terms,—that-is—to-say
gross—saving net of borrowing, has occurred as a result

el %.-. a — e oMuky |
of the sharp increase in personal borrowing And the
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appropriate remedy for that is to raise the cost of

borrowing, as we have done.

219 But above all, it is essential that tax reform is
seen in a medium-term, even a long-term context. It is
wholly inappropriate as an answer to what are

essentially cyclical or even conjunctural difficulties.

In that context, the Government's policy is clear. e

) S
-is—*te strengthenf\and deepen{\popular capitalism in

Britain, by encouraging in particular wider share

ownership.

30. If, in doing so, the overall level of personal
saving rises, well and good; but that is not the object
of the exercise and is something which in any event
would only become apparent over the longer term. Over
the past ten years we have done a great deal, on a
number of fronts, to encourage wider share ownership in

general and employee share ownership in particular.

31. The latest Treasury/Stock Exchange survey,
conducted earlier this year, reveals that there are now
[X] million individual shareholders in this country,
equivalent to one adult in every (five), and some

three times as many as there were ten years ago.



Indeed, there are now more individual shareholders than

there are trade unionists. (Check).

e The privatisation of the water and electricity
industries is likely to provide a further impetus to

popular capitalism over the next two years.

335 Meanwhile, I have a number of measures to announce

today to the same end.

34. Personal equity plans were first announced in my

1986 Budget, and started up in January 1987. As the

House knows, those who invest in these plans pay no tax
(g;——a%i; either on the dividends they receive or on any
éapital gains they may eventually make - indeed, there
will normally be no need for them to get involved with

the Inland Revenue at all.

35. Personal equity plans got off to a good start,
with over a quarter of a million investors, many who had
never owned shares before, subscribing almost

El/2 billion between them.

36. Since then, however, the rate of growth has slowed

down considerably, not least as a result of the changed

10
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climate in the equity market since the October 1987

Stock Exchange crash.

37 . So the time has come to give them a new lease of
life.
38 First, 1I propose to raise the annual limit on the

overall amount that can be invested in a PEP from £3,000

to £4,800.

39 Second, within that, T propose to raise
substantially the amount that can be invested in unit
trusts or investment trusts from £750 to £2,400 a year.
Moreover, the requirement that the amount invested in
unit or investment trusts should not exceed one-quarter
of the total amount invested in a PEP will be dropped,
bty g,niu .(-u-‘auw*,
—simply by the requirement that, to qualify

for PEP treatment, a unit or investment trust must be

preponderately invested in UK equities.

40. Third, at presenty only cash may be directly
invested in a PEP. I propose that investors should also
be permitted to place renounceable letters of allotment,
obtained by subscribing to new share issues, including

privatisation issues, directly into a PEP.

11



41. Fourth, I propose to simplify the PEP rules in a

number of important respects, so as to make the scheme
more flexible, better directed to the needs of small and
new investors, and cheaper to administer. The
substantial improvements I have announced respond to a
number of detailed representations I have received from
plan managers. Needless to say, I have not been
persuaded to accept every suggestion that has been made.
In particular, I have not been persuaded to replace the
complete tax relief on exit, which is the essence of the
PEP scheme, by tax relief on payments into a plan
instead - not least because, while the degree of relief
is in principle the s;;é in both cases, those countries
which have opted for front-end relief have been forced
to festoon it with a complex web of restrictions to
prevent abuse. I am confident that the changes that I
have announced today will enable personal equity plans
to play an important part in stimulating individual

ownership of British equity in the years ahead.
42. I also have a number of improvements to announce

specifically designed to encourage employee share

ownership.

43. It 1is a striking fact that the number of approved

employee share schemes has risen from a mere 30 in 1979

12



to almost 1,600 today, involving [number] companies and
benefiting some 13/4 million employees. I propose,
first, to increase the annual 1limit on the value of
shares which can be given income tax-free to employees
under all-employee profit-sharing schemes from £1,250 to
£2,000; and for the alternative limit of 10 per cent of

salary, to raise the ceiling from £5,000 to £6,000.

44, Second, I propose to increase the monthly limit
for contributions to all-employee save-as-you-earn
schemes from £100 to £150, and at the same time to
double the maximum discount from market value at which

options may be granted from 10 per cent to 20 per cent.

45, Third, a number of my Hon. Friends have been
concerned that current tax law may be inhibiting the
development of employee share ownership plans, otherwise
known as ESOPs. (Insert brief definition/description of
what an ESOP is.] I propose to make it clear that
companies that place their shares in ESOPs qualify for
corporation tax relief, provided they meet certain
requirements designed to ensure that the shares become
directly owned by their employees within a reasonable
time. I hope that this will encourage more British
companies, particularly in the unquoted sector, to

consider setting up ESOPs.

13



46. Those firms with employee share ownership schemes
have no doubt that it helps to improve company
performance, by giving the workforce a direct personal

interest in its profitability and success.

47. This was one of the reasons why I introduced the
profit-related pay scheme in my 1987 Budget. I have

some improvements to make to that, too.

48, First, as I have previously announced, I propose
to abolish the restriction that profit-related pay must
equal at least 5 per cent of total pay. Second, I
propose to raise the 1limit on the annual amount of
profit-related pay which can attract relief from £3,000

to £4,000.

49, And, third, I propose to relax the rules
preventing headquarters units from using the profits of

the whole company or group for their profit

calculations.

50, Taken together, the package of measures I have
announced to encourage wider share ownership in general,
and employee share ownership and profit participation in

particular, will help to ensure that the idea of a

share-owning democracy becomes ever more entrenched as a

part of the British way of life.

P S S e —



83. My last capital gains tax proposal is to change
the tax treatment of certain bonds so as to simplify the
tax rules and prevent a loss of yield by the conversion

of income into capital gains.

84. My final proposal for the taxation of savings
concerns stamp duty on share transactions. I halved
this from 2 per cent to 1 per cent in my 1984 Budget,

and again from 1 per cent to 1/2 per cent in my 1986

Budget.

85. I now have to decide how to adapt it in the light
of the Stock Exchange's welcome plans to get rid of
paper transactions and move to a cheaper and more

efficient electronic system - a process happily known as

dematerialisation.

86 . Stamp duty on share transactions have been a
useful revenue raiser over the years. But it ‘sits
uncomfortably with the Government's commitment to
encourage wider share ownership, and puts London at a
competitive disadvantage to those overseas financial
centres where there is no tax on share transactions.
Moreover I have to tell the House that I have found some

difficulty in solving the problem of how to apply stamp

o ko oo e
duty when there is i to stamp.
87. I therefore propose that, as from 1 April next

year, the earliest date on which the Stock Exchange is
likely to be able to introducefl paperless transactions,
stamp duty on share transactions be abolished. The

legislation will be in this year's Finance Bill, and the

cost in 1990-91 will be £900 million.



88. This brings the number of major taxes I have

abolished since becoming Chancellor to six:

of one a Budget.

an average



Mas ponk (TM+NICJZ&ZI:,)
— oy 220,000 lnes |
- Aty lv:uowé‘ Elpw. |
— 607, i Laes com dr F20,00
C»./Inv NI 207 tr padeit))

“ZQM%W? less Gan £20 050
- rechised pon V0, 00 & 95, om0

ke




BUDGET CONFIDENTIAL

0 Personal Tax Division
J‘ % Somerset House

W

FROM: P LEWIS
EXT: 6371
DATE : 28 FEBRUARY 1989

CHANCELLOR
of"J

L
N
CARS: MISCELLANEOUS P%/INT \/\\’r \ON‘ Y")

%”M
(a) Car Scales

1% We have looked again at the car scales, following your

vs,

decision yesterday to increase them by one third, both to see
exactly what the figures should be, and to provide a firm figure
for the yield (which yesterday we arrived at by interpolation in
the Table in paragraph 5 of my note of 27 February) .

21 On the scales themselves the question is how much rounding
you want, given that this year's main scale figures are in fairly
round numbers, and figures which seem too precise may give an air

of spurious accuracy.
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Economic Secretary Mr Bush
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Main Scales

One third increase

1988/89 1989/90 1989/90
(rounded to (rounded to
nearest £10) nearest £50)
Up to 1400cc 1050 1400 1400
1401 to 2000cc 1400 1870 1850
Over 2000cc 2200 2930 2950
Over £19,250 2900 3870 3850
Over £29,000 4600 6130 6150

It would be possible to round further - to the nearest £100 - but
the charge would then start moving away from an increase of
one-third. For example, in the crucial 1401-2000cc band (which
contains some 60% of company cars), that would give £1,900, an
increase of 35.7%. But looking at the whole structure the first
band would be exactly right and two would move up and two down.
(There would be a similar picture with the - much less important

- over 4 year old car scales.)

35 1 attach distributional tables for the increase of
one-third, on the same lines as in my note of 27 February, on
both the £10 and £50 rounding.

4. The yield from the £10 scale would be very slightly higher
than from the £50 scale; but in rounded terms they would both be

the same:

1989/90 (£€m) 1990/91 (€m)
Before behavioural
changes 155 185
Behavioural changes 1 15
160 (rounded) 200

(The ex-ante figure for 1989/90 is £5m more than the one we

discussed yesterday).
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5% For the behavioural changes we have roughly halved the
relative effect anticipated 1last vyear, in the Light of
experience. (Mr Riley's note of 23 February 1988 discussed the
behavioural effect which arises, at the margin, from people
cashing out their cars for extra salary). But the behavioural
effect is still very uncertain. Last year behavioural effects
were not shown in the FSBR; we assume that they should be this

year.

6. One factor which could Dbe relevant will be the
(administrative) change we are proposing to the tax treatment of
mileage allowances. In looking at the question of whether,
following increased car scales, an employee would do better to
drop his company car and instead have his own car with mileage
allowances for business use, commentators assume that the going
rate of mileage allowance will be tax free however many miles are
driven. The cutting attached from today's FT is typical. 1Ef,
from 6 April onwards, the full rate of tax free mileage allowance

only runs for 4,000 business miles, the arithmetic will be

altered quite significantly in favour of company cars since the

assumption is usually that a substantial number of business miles
are being driven (eg 15,000 in the cutting). As this should be
seen by the car industry as a useful change from their point of
view, it seems a further reason for making an announcement as

soon as possible after the Budget.

(b) Private mileage of high business mileage drivers

7; ~ Mr Taylor's minute of 23 February asked for the evidence
that private mileage does not drop off even with very high

business mileages.

8. The best evidence we know is in a report published by the
Department of Transport's Transport and Road Research Laboratory
in 1986 (based on data collected in the 1978/79 National Travel

=
Survey). This set out the position as follows:



Annual Business Mileage Average Private Mileage

0-1999 7,500
2000-17999 9,500
18000 and over Ty 300

The main reason for the differences in the average private
mileage between these three groups is that the first and the last
have significantly smaller home-to-work travel (1,300 and 1,600
fewer miles respectively than the main group). This probably
reflects the fact that the low business mileage cars are
sometimes not used for work at all; and, for the high business
mileage cars, the more frequent making of business journeys

direct from home without a call at the normal place of business.

9 The report also includes the useful conclusion "There does
not appear to be any justification, at least in terms of the
amount of private mileage, in the differential tax rates that are

charged to drivers with high and low business use."

10. As I have said, this report was published in 1986, based on
the latest information then available, which was the data
collected in the 1978/79 National Travel Survey. There was
another National Travel Survey in 1985/86, but it did not repeat
the questions which made this analysis possible. But there is no
reason to believe that the position has significantly changed.
For example, the average private use of all company car drivers
increased between the 1978/79 and 1985/86 surveys from 8700 miles
to 9300 miles.

11. The SMMT have in the past carried out surveys which have
produced higher business mileage and lower private mileage
figures. There appear to be a number of reasons for this. For
example, they have asked drivers retrospectively to apportion
their mileage rather than keep mileometer readings; and questions
have been phrased in such a way that some "home to work" travel

may have been included in business mileage.

12. There are some general considerations which point to the

likelihood that the private mileage of business drivers -



including high business mileage drivers - would be similar to
that of the average private motorist. The main car industry
argument is based on availability - that a company car cannot be
used for private purposes while it is being used for its high
business mileage. But it is equally true that many privately
owned cars are not in practice available for private use, for a
variety of reasons, during working days (for example, there are
many more privately owned cars in company car parks than company
cars) or when their owners are away on business. And the fact
that as many as 60% of company car drivers get free fuel for
private mileage must be an encouragement to private use,
particularly for longer private journeys where fuel costs may

otherwise be a significant factor.

(c) Percentage of cars of the road which are company cars

13. This question arose from the letter of 20 February from
Lady Oppenheim-Barnes which said that approximately two-thirds of
all cars in Britain are purchased by company fleets, and that 83%
of them are British cars. It is difficult to reconcile this with

the latest information the Department of Transport have given us.

14. 1In 1988 2.21 million new cars were registered of which 51%
were registered at a business address (that will include car hire
cars and cars owned by the self-employed as well as company
cars) . It is not possible to put a figure on cars which,
although belonging to businesses, are not registered under the

business name.

15. Of the cars registered at a business address, 52% were

manufactured in the UK (as compared with 39% of the rest).

16. The stock of business cars (2.17 million) represents only
about 12% of the total stock of all cars. It is not possible to
say what proportion of the total stock of cars was originally
purchased for business purposes, but it is likely to be much
higher than 12% given that the business share of new

registrations has been substantial for many years.



Question for decision

17. Do you wish to adopt the car scale with roundings to £10 or
£50? Or would you 1like us to look - very quickly - at other

roundings, for example, to £100?

P LEWIS



Table 1

One third increase in car scales: scales rounded to nearest £10

Tax and NIC: analysis of losers by amount of loss

(thousands)
Annual loss Main Perk High business Total
Scale cars

over £200 4 - 6
£100-£199 9 - 13
£75-99 15 2 - 17
£50-74 38 3 - 41
£40-49 29 3 - 30
£30-39 23 1 2 26
£20-29 23 14 - 37
£10-19 12 2 3 17
£1-9 12 4 16 32
Total 158 40 21 219
Average annual

loss £47 £83 £9 £50

Tax and NIC: analysis of losers by total income

Number Average loss
(thousands)
Under £15,000 39 £ 28
£15-20,000 45 £ 49
£20-25,000 84 £ 37
£25-30,000 16 £ 55
£30, 000+ 35 £101
Total 219 £'50




Table 2

One third increase in car scales: scales rounded to nearest £50

Tax and NIC: analysis of losers by amount of loss

(thousands)
Annual loss Main Perk High business Total
Scale cars

over £200 4 - 6
£100-£199 7 - 11
£75-99 13 3 - 16
£50-74 44 3 - 47
£40-49 16 3 - 19
£30-39 28 i 2 2k
£20-29 i 14 - 25
£10-19 Sl L 35
£1-9 10 3 16 29
Total 159 39 21 219
Average annual

loss £46 £82 (5 £49

Tax and NIC: analysis of losers by total income

Number Average loss

(thousands)

Under £15,000 39 26
£15-30,000 46 50
£20-2551000 83 35
£25-30,000 16 54
£30,000+ 35 102

Total 219 £49
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BUDGET STATEMENT: TAX SECTION

You asked for comments on the draft attached to your minute to PS/
FST of 28 February. I attach a marked-up version of the draft.
Two of the suggested changes are explained below.

Para 108

20 To acknowledge the pensioners' earnings rule as ‘"notorious"
would risk provoking people to press for abolition of other
earnings rules or relaxation of the rules for means-tested
benefits. These benefits (Income Support etc) are withdrawn as
income rises in much the same way as the pension is reduced under

the earnings rule.
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‘ara 111

B Mr Bolton's minutes of 24 and 28 February explained that it

was not possible to quantify (in revenue terms) the behavioural
effects of abolishing the earnings rule. In any case, the supply
side effects will cut both ways. Some additional elderly people
may choose to work but they may to some extent displace younger
people in the workforce. Some elderly people who already choose
to work beyond state retirement age may be encouraged to work
longer hours, but others may feel that they can afford to work
less now that they can also receive their pension in full.

RY e

J P MCINTYRE

At the risk of being a kill-joy, I would advise against para.
114:

(a) I am not sure that enough of the audience are familiar
with the collected sayings of Mr. Darman!

(b) The abolition only extends to the pensioners' earnings
rule, so that even if one accepted it as a tax on
the" Yduck™ ‘test, it would "notiibe the ‘abolition ‘of
a whole tax.

(c) It is unwise to stir up the perception of this kind
of rude as v a Neaxh, That will only further encourage
people to regard as a "tax" (and press the Chancellor
to relieve) all the other earnings rules and - more
important - the cut off of means-tested benefits,
parental contributions, legal aid, etc., etc. But
these are methods of targetting benefits, i.e.
expenditure measures and not taxes. In other contexts,
the Chancellor has disputed the argument that the
poverty trap is a high marginal "tax" which he could
or should reduce Jjust like the higher rates of personal
income tax.

I have attempted a redraft on the copy below, but these points
together really go to the heart of the paragraph and I would

advise omitting it. \L\

J. ANSON



TAXATION OF INCOME

103. Nor do I propose any change this year to either

the basic or higher rate of income tax.

104. I propose to raise all the main thresholds and
allowances by the statutory indexation factor of 6.8 per
cent, rounded up. Thus the single person's allowance
will rise by £180 to £2,785, and the married man's
allowance will rise by £280 to £4,375. The basic rate
limit will rise by £1,400 to £20,700. The single age
allowance will rise by £220 to £3,400, and the married
age allowance by £350 to £5,385. The higher rate of age
allowance will rise by £230 to £3540 for a single

person, and for a married couple by £360 to £§§65.

105. I have a number of measures to help the elderly.
I propose that the higher age allowances, which are
currently for those over 80, should be extended to cover
all those aged 75 and over. This will take an
add}tional [15,000] elderly pensioners out of tax

altogether.

106. The income limit for the age allowance will rise
by £800 to £11,400, again in line with indexation.

However, I propose to reduce the rate at which the age

31



allowance is withdrawn above this income limit. But I
propose that in future it should be withdrawn at the
rate of £1 for each £2 of income, instead of the present
withdrawal rate of £2 in every £3. This will mean that
the marginal tax rate for those in this income band will

be reduced to well below 40 per cent.

107. The Finance Bill will also include the provisions
to establish the new tax relief for the pensioners'
health insurance premiums, which I announced to the
House in January, and which will take effect from April
nextayear.,

B U 0L sy
AEAT (NS

earnings rule, any pensioner

108. Under the

who decides to continue to work after reaching the
stake  Pewnyicn

statuteory retirement age has his or her pension docked

at a rate of 50 per cent on every £1 earned between £75

and £79 a week, rising to 100 per cent for every

£1 earned over £79 a week.

109. The Manifesto on which we were first elected in

i ci,;sccu.m\ e
1979 acknowledged that it was wrong to peaa%ésé

eple
pegséeaefs who wished to work beyond retirement age in

hase cuw b Uiags

this way, and pledged that we would abelish—~the- earnings

rule.

32



110. Of all the pledges in our 1979 Manifesto, that is
the only one to remain unfulfilled. It will do so no
longer. My Rt.Hon Friend the Secretary of State for

Social Services and I have agreed that the ensioners'

4
earnings rule should be abolished as from X October.

The necessary legislation will be included in the Social

Security Bill currently before the House.

111. The cost to public expenditure will be
125
£4%3 million in 1989-90, which will be entirely met from

the Beserve&. But the true cost of this measure will be
te the extent
considerably less than this ‘g*vea~%he—adé§%%eﬁa%=%ﬁeeme

Ea-L ; ibutiens that
|\'~ leadys toan
witl—fleow—frem—the increase in the number# of elderly at

and thug g b ¢’~¢lch.hc_n;‘.‘ (*z"..x' reveunne,
work,i

112. Those who wish to defer taking their pension will,
of course, remain entirely free to ,do so, and will

continue to earn a higher pension in return.

113. I am sure the whole House will welcome this long

-

overdue reform.

F‘TLH\«M\L\ NS VA i.-v\}-crft‘n.« - am.pm\f"-w?f-f’ ine l‘[‘k ‘Viz‘\'? /'\ f
114. —}é—eﬂe—wefe—%e—aéept—%hemse-ealled-ﬁduck~test“ TIOW
M;‘&;MKI e any ))2 plu_ P m‘»—i Ui r-wtf'v&n\z ' eagrancty malz oS

Ln——vegue-—aefesswthe—At&aa%&e——%#m&peﬁSteners*—earn1ngs

Flatvisd (/\Pat <3 Lc\»,\ o r‘-\Q/q IA-\J,x t\\i'\’ (,u\ 2 J.\.«!\\.‘\: FTIVE N L« T‘f(,
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claim to have abolished a seventh tax. But my innate

modesty and natural reticence inhibits me from doing so.

34
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UNLEADED PETROL
The Economic Secretary was grateful for your minute of 28 February.

2. He notes that at the Overview meeting on 27 February he asked
officials to consult the trade about efficiency differentials. The
Economic Secretary has commented that it is clear from the attached
article that unleaded is noticeably better than 2-star but
imperceptibly worse than 4-star leaded. We shall have to use the
phrase "there will be no perceptible difference in performance if
you switch from 4-star".

3 On your paragraph 10, the Economic Secretary has asked whether
the 350,000 cars include vans?

sy

S M A JAMES
Private Secretary



his could well prove the watershed year for unleaded petrol
if only enough motorists can be encouraged to switch over to
it. However, the exposure of the health hazards, especially to
children, and the environmenual factors against leaded fuel do not
seem to be convincing people to modify their car engines.

Refuelling points are now never too far away and unleaded pet-
rol carrics around Gp less tax than conventional 4-star, making
unleaded that much cheaper. Even if you are worried about where
to find the pumps, the engine conversion does not preclude the
usc of ordinary fuel.

More likely it is confusion coupled with a lack of knowledge
rather than lack of motivation that has prevented so many of us
from making such a positive contribution to our environment.
Too many questions scem to remain unanswercd.

When going to a dealer or your local garage, are you given clear
advice or discouraging noises, disguising lack of knowledge and
poor workmanship? Are you under the impression that an engine
adjustment to take unleaded fuel is irreversible? Did you know
that many cars can already run on both fuels without adjustment?
Do you hesitate because you think your car’s performance will be
affected?

We thought it would be helpful to set out the answers to a few
such questions for our readers and correct one or two misconcep-
tions. This does not, however, avoid the need to approach your
dealer or mechanic for advice, but, through dispelling some of the
myths, we hope to encourage you in making the decision to opt
for unleaded fuel.

1. Why was petrol leaded? How can we now do without it?

Lead was originally added o petrol to improve the octane rating. This
meant that car engines could have higher compression ratios with
improved fuel economy and performance. As a lubrigant it also helps to
improve the durability of exhaust valves and scats. Developments in refin-
ery technology, however, mean that high octane fuel can now be produced
without adding lead. Petrol engines can now be made durable without
needing lead o lubricate them.

2. Why should we change to unleaded fuel?

Lead i a poison; the more we reduce lead in daily use, the beuer it will be
for the environment and the health of our children. A reduction in the
amount of lead in petrol at the end of 1985 has already produced a 50%
drop in airborne levels and decreases in blood levels of both adults and
children. However, lead in petrol still accounts for 80% of lead in air.
Unleaded petrol is also generally cheaper than leaded. You can save Op a
gallon over 4-star.

3. Can I usc unleaded petrol?

It is probably easier than you realise. 10% of cars and 80% of motorcycles
on the road at present have engines already designed to run on cither
leaded or unleaded fuel. A further 55% of cars could run on cither with
what is usually a minor, inexpensive adjustment to the ignition timing,. This
could be done at your next service, it not sooner. 80% of new cars sold can
run on unleaded, 28% without any adjustiment.

By 1 October 1990 all new cars must be able to run on unleaded tuel.

4. Can I still use leaded petrol after adjustment?

Yes. I you cannot buy unleaded when you need o fill up, you can use 4-star
lC?lthd petrol instead, without any further adjustment o the engine and
with no risk ol damaging your car.

5. Will unleaded petrol affect the performance of my car?

No. If your car is suitable and has been adjusted, no significant reduction in
pertornance should be noticed. In fact, if you currently use 2- or 3-star
leaded pewrol you may well notice some improvement.

6. Canluse unlcaded petrol in a car that has notbeen adjusted
for the purpose?

It is clearly better to run your car on the type of fuel o which the engine is

designed or tuned. A single accidental fill of unleaded petrol in an unad-

justed car will not be serious so long as you return to using leaded fuel -

until a proper engine adjustment can be made.

Motoring and Leisurc February 1989

Unleaded

85 7070-Premium

7. I have heard that I must alternate between leaded and
unleaded fuel for some cars. What does this mean?

In the case of some engines which have been adjusted to take unleaded

fucl, you may be advised to fill up with one tank of leaded to every three of

unleaded fuel. This is because the type of metal used in the engine valves

can still benefit from the periodic use of lead to provide the cushioning

cffect referred to under question 1.

8. I normally use 2-star petrol. What can I do?

You can probably use unleaded petrol straightaway — but check with your
dealer/mechanic —and possibly you will notice some improvement in per-
tormance.

9. What about my motorbike, lawnmower etc?

Most motorbikes and some petrol driven machines, like lawnmowers, out-
board motors and chain saws, may be able to run on unleaded, but it would
be advisable o consult the manufacturer or dealer for accurate advice on”
the individual product.

10. Do I nced a more expensive catalytic converter?

No, not for the removal of lead alone. Catalytic converters are designed to
reduce other exhaust pollutants. The catalysts in these devices are ruined
by lead, and so cars fited with them have to run on unleaded only. There
are only afew car models with catalytic converters on the market in the UK
A the moment, These are clearly marked as needing to run on unleaded
petrol only and are distinguishable by a aarrow orifice in the petrol tank,
allowing it to be filled only from the narrower nozzle on the unleaded
pump.

Further information can be obtained from the Department of
The Environment in the form of a chart, listing the cars that can
use cither fuel without adjustment and a leaflet entitled Unleaded
Petrol: the Fuel of the Future; and from the Department of Trans-
port’s booklet on New Car Fuel Consumption. Write to Room P1/
003. 2 Marsham Street, London SW1P 3EB or telephone 01-274
0990. The organisation CLEAR operates an advice hotline on 01-
387 4970 and can also provide a list of garages that stock unleaded
fuel. Write to CLEAR, 3 Endsleigh Street, London WC1H 0DD.

The best approach, of course, is to consult your dealer or local
garage. The quality ofinformation being made available is improv-
ing all the time but if you fecl your local mechanics are being less
than helpful, press them to do their homework on the subjectand
give you better advice next time.
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UNLEADED PETROL

Points arising at the Overview meeting on 27 February have been

actioned as follows:
DUTY CHANGES
2. We have instructed Parliamentary Counsel to:

(a) increase the rebate of duty on unleaded petrol to £0.0272 a

litre; and

(b) 1insert a new charging provision for a higher rate of duty on
two and three star petrol of £0.2122 a litre:.

Distribution:

Chancellor CPS

Sir P Middleton Mr Jefferson Smith
Mr Culpin Mr Wilmott

Mr Gilhooly Mr Allen

Mr Michie Mr Vernon

Miss Simpson Mr Spackman

Mr Call

BUDGET SECRET
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3. The increase in rebate under 2(a) above is equivalent to 0.7 pence

plus 0.1
(0.46 pence per gallon). Total VAT inclusive increase in differential

per litre duty (3.18 pence per gallon) pence per litre VAT

= 0.8 pence per litre (3.64 pence per gallon).

4. The higher rate of duty for two and three star under 2(b) above is
equivalent to 0.78 pence per litre duty (3.55 pence per gallon) plus
Total VAT inclusive

0.12 pence per litre VAT (0.54 pence per gallon).

increase on two and three star = 0.9 pence per litre (4.09 pence per

gallon).

5. The total VAT inclusive differential between

four star petrol and unleaded is 3.128 pence per litre (14.22
pence per gallon); and
two and three star petrol and unleaded is 4.028 pence per litre

(18.31 pence per gallon).

UK PUMP PRICES

6. star

noticeably closing on four star petrol.

The scene is one of rapid change with the price of two
On 16 February the average
0.9 pence per litre. Information
received today indicates a further eroding of the pump price
differential: the Department of Employment quotes 0.5p per litre and
the Automobile Association 0.6p per litre. A separate source shows

that in five areas (16 per cent) four star was cheaper than two star.

BUDGET SECRET
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7. Department of Energy confirm that as far as the ordinary motorist
is concerned there is no detectable difference (after vehicle

adjustment) in efficiency between leaded petrol, of any grade, and

unleaded. This is supported by "Which" magazine tests. Several

motoring magazines have made the same point (eg Motoring and Leisure)

and have gone as far as suggesting that two and three star usersj
/

changing to unleaded might well notice some improvement. Tk
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8. Over recent few weeks the market share of two and three star has
declined more sharply than predicted as the trade prepares for an
anticipated further widening of the duty differential between leaded
and unleaded. Deliveries of two star for the month of January was only

6.1 per cent and still in decline.

9. The market share of unleaded based on deliveries from bonded
warehouse increased dramatically in the period ended 14 February 1989

to about 5.5 per cent. We now estimate the share of unleaded to reach
17 per cent by 31 March 1990 (average 11 per cent) and 23 per cent by

31 March (average 20 per cent).
TWO AND THREE STAR

A
10. Our best estimate is that fewer than 350,000(ggpg>(less than two

per cent) recommended to use two or three star petrol cannot be

adjusted to use unleaded.

BUDGET SECRET
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e
PUBIECTITY:
11. Customs and Department of Environment officials are meeting on 1
March to arrange Budget-linked publicity concentrating on:

s 7

Ts sk creas :

O e e (a) action on two star;

(b) costs of engine adjustment; and

(c) the ability of cars adjusted to use unleaded and leaded

four star when necessary.

D A GAW
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Mr Beighton)
BUDGET STATEMENT: TAX SECTION

You asked for comments on the latest draft. I also attach my

suggestions for passages on unit trusts and Keith.
Business Taxation

para 7: I would replace the last sentence with "Between the two
limits, the effective rate of tax will vary between 25 and

35 per cent".

para 9: amend the last sentence to read "These changes will reduce
the corporation tax burden for X companies currently above
the small profits limit".

para 10: for a definition of close companies, "generally those that
are unquoted and controlled by a small number of people.

para 11: I am unhappy with the implied idea that the close company
apportionment rules are a "burden" on businesses in the
same way as (say) rates are. They only bite if the
company is both profitable and does not distribute. I



para 16:

Taxes on

para 27:

para 28:

para 31:

para 35:

para 39:

para 41:

para 44:

para 45:

BUDGET SECRET

would prefer the flavour to be more along the lines of "a
simplification of the tax system".

You could make a passing reference at the end to the
consultative document on swaps, which is a specific issue
within the foreign exchange field.

Savings

insert after “"but" in the second line "the totality of
savings within the economy. In other words, we must
include..... " and then as before.

clarify the point by amending the piece after "has" in the
third line to "not occurred because gross saving has
fallen. Rather, it is the result of the sharp increase in
personal borrowing. And the...." and then as before.

I think we need the point that this has happened despite
the stock market crash in 1987.

say when this happened (calendar year 19877?)

replace ‘"preponderately invested" with "invest wholly or

mainly".

I think we need the flavour of two separate points here.
First, with PEPs as they are, the longer you stay in, the
more tax relief you get. But with front-end relief, you
have an incentive to take your tax relief and run.
Secondly, to mitigate that incentive you would need a mass
of complex legislation to protect the exit charge and to
try to prevent round tripping and loanbacks.

these are SAYE share option schemes.

redraft as follows:-



para

para

para

para

para

para

para
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"Third, a number of my Hon. Friends have been concerned
that current tax law may be inhibiting the development of
employee share ownership plans, otherwise known as ESOPs.
These are trusts set up for the benefit of a company's
employees, which invest in the company's shares and then
distribute them to the workforce. It is already possible
to establish an ESOP; indeed, a number exist in the UK.
But I propose to make it clear that for companies that
make payments to enable an ESOP to purchase shares in the
company, those payments will qualify for corporation tax
relief, provided that the ESOP meets certain requirements
designed to ensure that the shares become directly owned
by the employees within a reasonable time. This relief
will override the existing reliance on case law which is
proving restrictive. I hope that it will encourage more
British companies, particularly in the unquoted sector, to
consider setting up ESOPs."

49: I think you should mention the material interest changes.

52: replace "sui generis" with "unique".

54: it is 1life profits which get unduly favourable tax
treatment, not pensions profits! You could also mention
the other pensions measures.

55: on the yield of the package, I would stick to "broadly
neutral".

58: I would put the rate cut and the abolition of LAPD before
the restriction of acquisition expenses (ie before para
55 .

62: is this statement true? What about double tax relief
through BES Link Schemes?

63-67 I would mention decoupling after you have announced

the details of the cap.
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para 83: this is very vague. I would either be more specific, or
dropiit:

f?.c.n.a.
S 5

P NORMAN LAMONT
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ANNEX 1

UNIT TRUSTS

On unit trusts, there are two ways of presenting this measure:-

a)

b)

as a response to European competition:

"Later this vyear, UK unit trusts will be able to compete
freely in Europe and will face competition from EC
investment schemes here. At present, trusts investing in
gilts or bonds face a tax disadvantage. They pay
corporation tax at 35% on their income but can pass on a
credit of only 25% to their investor. So I have decided
that from 1 January 1990, as for life assurance companies,
the corporation tax rate on unit trusts that come within
the EC rules will be cut to 25%. Their investors will
then get full credit for all the tax the trusts pay. I am
also removing an unfair advantage which offshore umbrella
funds enjoy over unit trusts: from today, switches
between the individual parts of these umbrella funds will
be liable to tax."

as a measure designed to remove unit trusts' disadvantages
relative to direct investment in non-equity securities, in
which case it might be better to draft it as;

"At present UK unit trusts investing in gilts or bonds,
and investors in such trusts, face a tax disadvantage.
These trusts pay corporation tax at 35% on their income
but can pass on a credit of only 25% to their investors.
I have decided that from 1 January 1990, as for 1life
assurance companies, the corporation tax rate on
authorised unit trusts recognised under the UCITS
Directive will be cut to 25%. Their investors will then
get full credit for all the tax the trusts pay. I am also
removing an unfair advantage which offshore umbrella funds

5
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enjoy over unit trusts: from today, switches between the
individual parts of these umbrella funds will be liable to
tax. Together these measures will put UK unit trusts on a
fairer footing to compete with their foreign

counterparts."

I definitely prefer the first option. It accurately reflects the
reason for the changes. And you must make it clear that the rate
cut applies only to UCITS trusts, otherwise people might think it
applies to all collective investment vehicles. Moreover, if you
present it as a general measure, all those not affected (such as
futures and options funds) will press for the same treatment.

We will of course be considering the tax position of non-UCITS

collective investment vehicles over the coming year.
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ANNEX 2
KEITH

Finally, on Keith, I would insert a short paragraph after the
section on taxpayer confidentiality. Again this could be drafted
in 2 ways,depending on how detailed you want to be.

EITHER:

"I shall also be bringing up to date the powers of the Inland
Revenue to enforce the collection of tax and the safeguards
available to taxpayers. This will very largely complete the
task I began in 1985 of implementing the recommendations in
the first two volumes of Lord Keith's Report on the
Enforcement Powers of the Revenue Departments, those relating
to Income and Corporation Tax, Capital Gains Tax and VAT. I
should 1like to take this opportunity not only to repeat my
thanks to Lord Keith and his team for their comprehensive and
rigorous reports, but also to thank the very large number of
individuals and organisations who have taken part in the wide
measure of consultation which we have subsequently
undertaken. "

"I shall also be bringing forward in the Finance Bill measures
to implement the remainder of the recommendations of the first
two volumes of the Keith Report on compliance. These will
simplify the system of interest and other penalties for tax
offences, and cover the information powers of the Revenue.
This will very largely complete the task I began in 1985. I
should like to take this opportunity not only to repeat my
thanks to Lord Keith and his team for their comprehensive and
rigorous reports, but also to thank the very large number of
individuals and organisations who have taken part in the wide
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measure of consultation which we have subsequently
undertaken. "

I prefer the second option. It is more specific,but it sounds less
sinister.
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CARS: MISCELLANEOUS POINTS
The Chancellor was grateful for your not of 28 February.

2. He is content to round to the nearest £50. He 1is also
content to include behavioural effects, but not of course as a

separate item.

3. He notes the suggestion that the proposed administrative
change to the tax treatment of mileage allowances might have some
impact. He is not, however, clear why if the full rate of tax
free mileage allowance only runs for 4000 business miles, the

arithmetic will be altered quite significantly in favour of

company cars. This seems distinctly perverse. He wonders whether
we really want to go ahead with this proposal.

(

J M G TAYLOR

e T O
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BUDGET STATEMENT: TAX SECTION

I attach the Chancellor's draft of the NIC section of the speech.

As he will be working further on this over the weekend, he would
be grateful for quick comments as soon as possible tomorrow,
Friday 3 March.

P

MOIRA WALLACE
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NATIONAL INSURANCE CONTRIBUTIONS

I have one further measure to propose.

It has long been a feature of the National Insurance
system that, once people earn more than the lower
earnings limit, which in 1989-90 will be £43, they have
to pay National Insurance contributions at the same rate
on the whole of their earnings up to the upper earnings
limit. There are three different rates - 5 per cent and
7 per cent for those on low pay)and the standard rate of

9 per cent,

The two reduced rates, which I introduced for both
employers and employees in my 1985 Budget, cut the cost
of employing the young and unskilled, among whom
unemployment was then high and rising, and cut the
burden of national insurance contributions on the very
low paid. But at the same time they produce a rather
jagged pattern of contribution rates; and this has the
unfortunate effect that, at a few points on the income
scale, people can be worse off if they earn more. Their

extra earnings take them from a lower rate band to a
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higher one, and they therefore lose more in National
Insurance contributions than they gain in extra pay.
These few points have come to be known, somewhat

inelegantly, as the National Insurance steps.

In agreement with my Rt Hon Friend the Secretary of
State for Social Security, I now propose a simple
reform. For everyone who pays employee National
Insurance contributions, I propose to reduce to only
2 per cent the rate of contributions on earnings up to
and including the lower earnings limit. On earnings
above that limit, there will be a single rate of 9 per
cent, wup to the upper earnings limit, which has already

been set for 1989-90 at £325 a week.

This will abolish altogether the steps which at present
exist at earnings, for 1989-90, of £75 and £115 a week.
I believe it right to keep the step which has always
existed at the lower earnings limit, where people first
come into the National Insurance system, because that is
the entry ticket to the full array of contributory
benefits. As such, it is an essential feature of the
contributory principle. But my proposals will reduce
this step very considerably, to only 86 pence in

1989-90.
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There will be no change in the contributions payable by

employers.

These measures will take effect from 1 October, the
earliest practicable date. The cost will be around
£1 billion in 1989-90 and £2,900 million in 1990-91.
The necessary legislation will be included in the Social

Security Bill currently before the House.

This reform will significantly reduce the burden of
employees' National Insurance contributions across the
board. For the lowest paid, that burden is now heavier
than the burden of income tax. This 1is the most
effective measure I can take to 1lighten it. Fot
everyone on half average earnings or more, the reform
will leave them £3 a week more of their own money; and
most of the benefit will go to those below average

earnings.
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BUDGET STATEMENT : TAX SECTION
May I offer a few comments.

2. Is it really sensible to include the car scales in the section

on business taxation? I can see that the Chancellor may wish to
get the bad news out of the way early on, but this surely ought to

go in the section on personal tax.

Sl Paragraph 29, on our policy for the taxation of saving, seems

to me exceptionally feeble. Can we not do better than to say that
our policy in this area 1is simply to encourage wider share
ownership? Does this mean we would be happy to give tax subsidies

for the purpose? Surely our policy is actually:

- to bring down tax rates and so limit the distortions of

the savings market;

- encourage share ownership by means of favoured tax

treatment falling short of outright subsidy;

- place strict 1limits on the scale of tax subsidies
available for strongly favoured media (pensions and
housing), with the expectation that the limits will fall

in real terms over time.

4, I realise that making bold statements in this area runs the
risk of causing belly laughs all round, but surely some hint that
our policy recognises the need to 1limit the distortions of a
savings market would be in order. Mr Culpin would no doubt be
able to suggest a lucid form of words!

i
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5. In paragraph 41, do we need to list some of the

simplifications which are being made to the PEP rules?

6. I think that paragraph 111 - both in its original form and as
redrafted by Paul McIntyre - is misleading. Tax flowbacks will

arise even if there 1is no increase in the number of elderly at
work. Although I realise that this can hardly be regarded as a
bull point, perhaps we could redraft the second sentence as

follows:

"But the true costs will be considerably less than this,
given the additional [income tax and employers' National
Insurance Contributions] [revenue] that will flow from the
extra pensions paid and any increase in the numbers of
elderly at work once this harsh disincentive has been

removed. "

/I

-

C J RILEY
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PS/IR
BUDGET STATEMENT: COBO AND STERLING CAPITAL MARKET DEREGULATION

I attach a draft section for the speech, as you requested.

25 I suggest that it comes at the beginning of the monetary
policy section, following the order of the FSBR.

3s I do not think you need to mention local authorities; nor do
I think that the reference to repeal of the 1946 Borrowing

(Control and Guarantees) Act should cause problems with QL
colleagues.

MAA

M C SCHOLAR
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Monetary policy

e Monetary policy, to which I now turn, plays,
and must always play, the central role in the
battle against inflation. As the House knows, this
has been the consistent basis of policy throughout
the last ten years. Short-term interest rates have
been, as they must be, the principal instrument of
monetary control. We reject direct, gquantitative
controls, which have been tried here and abroad,
and found wanting. They create distortions and
inefficiencies; and they simply would not work in

today's financial markets.

2 I am today adding one more entry to the long
list of direct controls which we have swept away
during our term of office. The last surviving
relic of the post-war apparatus for the direction
of capital by the State is the Control of Borrowing
Order which since 1946 has involved first the
Treasury then the Bank of England in giving
consents for equity and bond issues in the capital
markets. The Treasury has today made a General
Consent under the Control of Borrowing Order 1958,
so that it will no longer be necessary for those
who wish to make capital markets issues to obtain
the Bank of England's consent to the timing of such

issues; and we will, as soon as possible, revoke
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the Order itself and repeal the legislation on
which it depends, the 1946 Borrowing (Control and

Guarantees) Act.

3. The sterling capital market has 1in recent
times been going through a period of considerable
adjustment, as the government has changed from
being a large issuer to a large purchaser of its
own debt. I will have more to say about that in a
moment. The abolition of the Control of Borrowing
Order will remove an unnecessary and bureaucratic
restriction on issuers of capital as they move into
the space formerly occupied by the government when

it was a borrower.

4. This new freedom will be enhanced by a
further, important, set of dereqgulatory measures
for the sterling capital market which are being
promulgated today in notices issued by the Bank of
England. These measures will open up the market
for sterling paper of less than 5 years' maturity
by extending the range of institutions which can
make such issues; and they will create a unified
regime for all these issues. In parallel the
Inland Revenue are today issuing press notices
which set out my proposals for a reformed regime,
needed in any event to prevent a loss of tax, of

the taxation of deep discount and other bonds.
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-

.

B Taken together the changes I have described
constitute a major liberalisation of the
arrangements for London's capital markets. They

will give issuers greater flexibility and investors

wider choice.

b The ultimate objective of monetary policy is a

stable price level ...[as in existing draft].
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The Chancellor would be grateful to know, on the basis of the

latest evidence, what  will

differential between four star

and

be

the average pump price

unleaded after the Budget.
Perhaps Mr Wilmott could kindly provide advice.

<

“ e

J M G TAYLOR
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BUDGET STATEMENT: TAX SECTION
Thank you for your comments on last week's version of the Speech.
The Chancellor considered these over the weekend, and I attach

extracts from the version he has sent back (paragrapts 103-121).

263 May I ask for any further comments by close tomcrrow, Tuesday
7 March.

l’k\/@\,J

MOIRA WALLACE



103. The single age allowance will rise by £220 to
£3,400, and the married age allowance by £:50 to £5,385.
The higher level of age allowance will rise by £230 to

£3540 for a single person, and by £360 to £5565 for a

married couple.

104. I propose a number of measures to help the
elderly. In 1987 I introduced a new higher age
allowance, for those over 80. I now propose to extend
this to all aged 75 and over. This will take an
additional 15,000 elderly single people and married
couples out of tax altogether. As a result,
three quarters of all those over 75 will not be liable

to income tax at all.

30



105. The income limit for the age allowance will rise
by €800 to £11,400, again in line with indexation.
However, I propose to reduce the rate at wrich the age
allowance 1is withdrawn above this inccme 1limit. I
propose that in future it should be withcrawn at the
rate of £1 of allowance for each £2 of income above the
limit, instead of the present withdrawal rate of €2 in
every £3. This means that the marginal tax rate for
those in the withdrawal band will be reduced to well
below 40 per cent, thus meeting a large number of

representations I received last year.

106. The Finance Bill will also include the provisions
to establish the new tax relief for the over 60s health
~insurance premiums, which I announced to the House in
January, and which will take effect from April next

year, at a cost of €40 million in 1990-91.

107. I have one further change to meke to help
pensioners. Under the earnings rule, any pensioner who
decides to continue to work after reaching the statutory
retirement age has his or her pension docked at a rate
of 50 per cent on every £1 earned between £75 and £79 a

week, rising to 100 per cent for every f£1 earned over

£79 a week.
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108. The Manifesto on which we were first elected in
1979 acknowledged that it was wrong to discourage people
who wished to work beyond retirement age in this way,

and pledged that we would phase out this earnings rule.

109. That is precisely what we shall do.
My Rt.Hon Friend the Secretary of State for Social
Services and I have agreed that the pensioners' earnings
rule should be abolished as from 2 October, the earliest
practicable date. The necessary legislation will be
included in the Social Security Bill currently before

the House.

110. The cost to public expenditure will be
£125 million in 1989-90, which will be entirely met from
the Reserve. But the net cost of this measure will of
course be reduced by the increased income tax payable on

increased pensions.
111. Those who wish to defer taking their pension will,
of course, remain entirely free to do so, and will

continue to earn a higher pension in return.

112. I am sure the whole House will welcome this long

overdue reform.

32



113. If one were to adopt the so-called "cuck test" now

.in vogue across the Atlantic, the pensioners' earnings

rule would probably qualify as a tax, and I would now be
able to claim to have abolished a sixth tax. But sound
tax principles coupled with my innate modesty and

natural reticence prevent me from doing so.

NATIONAL INSURANCE CONTRIBUTIONS

114. I have one further measure to propose.

115. It has 1long been a feature of the National
Insurance system that, once people earn more than the
lower earnings limit, which in 1989-90 will be £43, they
have to pay National Insurance contributiors at the same
rate on the whole of their earnings up to the upper
earnings limit. There are currently three different
rates - 5 per cent and 7 per cent for those on 1low pay

and the standard rate of 9 per cent,

116. The two reduced rates, which I introduced for both
employers and employees in my 1985 Budget, cut the cost
of employing the young and unskilled, among whom

unemployment was then high and rising, and cut the

33



burden of national insurance contributiors on the very
low paid. But the highly desirable reduction in the
Steep step at the lower earnings 1limit was at the
expense of two small steps further up the earnings
scale. This inevitably means that, at certain points on
the income scale, people can still be worse off if they
earn more. Their extra earnings take ther from a lower
rate band to a higher one, and they therefcre lose more

in National 1Insurance contributions thar they gain in

extra pay.

117. 1In agreement with my Rt Hon Friend the Secretary
of State for Social Security, I now propose to complete
my 1985 reform. For everyone who pays employee National
Insurance contributions, I propose to reduce to only
2 per cent the rate of contributions on earnings up to
and including the lower earnings limit. On earnings
above that limit, there will be a single rate of 9 per
cent, wup to the upper earnings limit, which has already

been set for 1989-90 at £325 a week.

118. This will abolish altogether the steps which at
present exist at earnings, for 1989-90, of £75 and £115
a week. The step which has always existed at the lower
earnings limit, where people first ccme into the

National Insurance system, is the entry ticket to the

34



full array of contributory benefits. As such, it is an
essential feature of the contributory principle. But my
proposals will further reduce this step very

considerably, to only 86 pence a week in 1589-90.

119. There will be no change in the contributions

payable by employers.

120. This reform will significantly reduce the burden
of employees' National Insurance contributions across
the board. For the 1lowest paid, that burden is now
heavier than the burden of income tax. This is the most
effective measure I can take to lighten it. For
everyone on half average earnings or more, the reform
will 1leave them £3 a week more of their cwn money; and
most of the benefit will go to those telow average

earnings.

121. The <chances will take effect from 1 October, the
earliest practicable date. The cost will be some
£1 billion in 1989-90 and £2,800 millicn in 1990-91.
The necessary legislation will be included in the Social

Security Bill currently before the House.
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UNLEADED PETROL

I have had a last look at the unleaded petrol package, in the
light of the latest market information and Customs' most recent
figures on two-star users who cannot convert to unleaded.

25 When originally proposed the two-star share was around 8%.
It was on a steeply descending curve and in January had fallen to
6.1%. (This is the latest figure available. The February figure,
which is likely to below 6% will not be available until the end of
March).

3. The initial proposal was also based on the assumption that
"virtually all" vehicles using two-star could convert to
unleaded. It now emerges that some 350,000 two-star users cannot
do so. There are around 2 million or so vehicles which are
recommended to use two-star. But the two-star consumption figures
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‘suggest that only between about 1.2 million and 1.5 million do so.
The rest use either four-star or unleaded.

4, So the proportion of vehicles recommended to use two-star
which cannot convert to unleaded is about 17%. But the proportion
of two-star users who cannot convert could be anything up to 30%.
This compares with the proportion of four-star users who cannot
convert to unleaded of around 24%.

Bre There are three options:-

The first, which I favour, is to retain the proposed package
but ensure the rhetoric does not rest on the supposed much
greater ease of conversion of two-star users to unleaded.
The increased differential between two-star and unleaded
which we propose is still justified by (i) the need to give
the 800,000 to 1.2 million two-star users the same incentive
to convert as four-star users (ii) the desirability of
releasing two-star pumps, storage and advertising space to
switch to unleaded (roughly half of all stations sell two-
star but less than a quarter currently sell unleaded).

The second option is to drop the two-star "surcharge" but
retain the planned increase in the unleaded differential.
This may well open us up to criticism for stinginess as the
31/2p per gallon increase in the differential is 1less than
the 5p most people are demanding. Moreover, it will not, of
itself, quite increase the average price differential at the
pump to double figures - 10p or more.

The third option would be to drop the two—star‘surcharge“but
increase the unleaded differential by 5p per gallon instead
of the planned 31/2p. However, this is quite costly.
Customs estimate a net extra cost of £40 million in the first
year and £65 million in the second year.

6. I should be glad of your agreement to the first option.
Customs need a decision by first thing tomorrow.

s

i
|
PETER LILLEY R
‘%‘,ssu \f’“\‘& o ‘;—ip'»xsfwkUL,.("
ond FRRRSD wi i, otose neal
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I have had a last lock at the unleaded p&trol package, in the
light of the latest market information and Customs' most recent

figures on two-star users who cannot convert to unleaded.

2. When originally proposed the two-star share was around 8%.
It was on a steeply descending curve and in January had fallen to
6.1%. (This is the latest figure available. The February figure,
which is likely to below 6% will not be available until the end of
March).

3 The initial proposal was also based on the assumption that
"virtually all" vehicles using two-star could convert to
unleaded. It now emerges that some 350,000 two-star users cannot
do so. There are around 2 million or so vehicles which are
recommended to use two-star. But the two-star consumption figures

5 er")f\{ ¢
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suggest that only between about 1.2 million and 1.5 million do so.
The rest use either four-star or unleaded.

4, So the proportion of vehicles recommended to use two-star
which cannot convert to unleaded is about 17%. But the proportion
of two-star users who cannot convert could be anything up to 30%.
This compares with the proportion of four-star users who cannot
convert to unleaded of around 24%.

55 There are three options:-

The first, which I favour, is to retain the proposed package
but ensure the rhetoric does not rest on the supposed much
greater ease of conversion of two-star users to unleaded.
The increased differential between two-star and unleaded
which we propose is still justified by (i) the need to give
the 800,000 to 1.2 million two-star users the same incentive
to convert as four-star users (ii) the desirability of
releasing two-star pumps, storage and advertising space to
switch to unleaded (roughly half of all stations sell two-
star but less than a quarter currently sell unleaded).

The second option is to drop the two-star "surcharge" but
retain the planned increase in the unleaded differential.
This may well open us up to criticism for stinginess as the
31/2p per gallon increase in the differential 1is 1less than
the 5p most people are demanding. Moreover, it will not, of
itself, quite increase the average price differential at the
pump to double figures - 10p or more.

The third option would be to drop the two-star‘surcharge“but
increase the unleaded differential by 5p per gallon instead

[T ™ of the planned 31/2p. However, this 1is quite costly.

R Customs estimate a net extra cost of £40 million in the first
year and £65 million in the second year.

6. I should be glad of your agreement to the first option.

Customs need a decision by first thing tomorrow.

PETER LILLEY
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1) 7 The Chancellor asked what will be the anrage pump price

differential between four star and unleaded after the Budget.

2. Our latest available information suggests that if the full
increase in the rebate of duty (including VAT) were passed on
by the oil companies the average pump price differential on the
forecourt between four star and unleaded petrol would be 2.1
pence a litre (9.55 pence a gallon). We cannot, however,
exclude the possibility of heavily discounted four star being
much closer (and sometimes cheaper)in price to unleaded in the

same area.
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" Sir P Middleton Mr Jefferson Smith
Mr Culpin Mr Wilmott
Mr Gilhooly Mr Allen
Mr Michie Mr Vernon
Miss Simpson Mr Spackman
Mr: Call
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J The scenario at filling stations changes almost daily.

For example, over the week-end Fina at some locations joined
Conoco and Texaco in withdrawing two star in favour of
unleaded. The differential between Fina four star and unleaded
now is 7.3 pence a gallon (1.6 pence a litre) but their example
so far has not been followed by the majors who continue to show

a differential of 5.9 pence (1.3 pence a litre).

o :

D A GAW

BUDGET SECRET
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A propos Nigel Forman's remark at Prayers that the troops are Y

PUBLIC SERVICES

-~

uneasy about public transport. XVP

<Z?

B Whilst commuters will always grumble about overcrowding, I
think there is broader political danger. If the idea takes root.&
that the Government cuts corners on safety in pursuit of economic
efficiency, the field will be open to Labour to present itself as
the champion of the consumer. Although they are structurally
wedded to producer interests, it is not impossible that they will
develop a second string to their bow. Whilst on my sickbed last
Wednesday I heard Peter Mandelson, the Labour Party's Director of

Communications, on the radio saying precisely that Labour's

3 =% 2,

S

challenge was to become the natural party of the consumer. He

£X7

portrayed this as providing a protection for the consumer against
big business. Insofar as the private sector is concerned this is
based on the outdated notion that the consumer is the underdog,
whereas in the market economy he is King, and exercises his powerﬁjN“
by taking his money elsewhere. But their claim to champion the V}
consumer /user cause in the public services could well be more

credible. He said they were planning a campaign on the quality of

public services.

3. In presenting our record on the public services we have
three problems. Firstly, that memories are short, and so the
effectiveness of referring back to the 1last Labour Government's
cuts in public sector capital spending is wearing thin. Secondly,
consumers /users are more demanding, and expectations have

outstripped real improvements in service. Pinally, it -is
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difficult to communicate those improvement that have taken place
because of the absence of a series of output measures. Those that
we have developed for PES rightly focus on cost effectiveness, and
tend to cover those factors most easily quantified. I wonder
whether we need to develop/improve measures of customer service
level, which cover quality as well as quantity. I know it can be
argued that that would just be creating a rod to beat ourselves,
but on the other hand public services are there to serve the
public. We shouldn't be guilty of the producer focus that we

condemn in the private sector.

.K,((_/
MARK CALL
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BUDGET STATEMENT: TAX SECTION

I attach the passage on PRP from the

MISS M P WALLACE
6 March 1989

cc Mz E.\/mu\g

latest craft of the

Chancellor's speech (paragraphs 41-44). You will see that
material interest has been reinstated.
2. I should be grateful if any further comments you may have

could reach me by close tomorrow, Tuesday 7 March’

L

MOIRA WALLACE



41. Those firms with employee share ownership schemes
have no doubt that it helps to improve company
performance, by giving the workforce a direct personal
interest in its profitability and success. The same

benefits can flow from profit related pay.

42. This was one of the reasons whj)in my 1987 Budget,
I introduced a tax relief to encourage its development.

I have some improvements to make to this scheme, too.

43. First, as I have previously announced, I propose
to abolish the restriction that, to qualify for the tax
relief, profit-related pay must equal at least 5 per
cent of total pay. Second, I propose to raise the limit
on the annual amount of profit-related pay which can

attract relief from £3,000 to £4,000.

12



44, Third, I propose to enable employers to set up
schemes for headquarters and other central units using
the profits of the whole company or group for their
profit calculations.ffAnd fourth, to help share schemes
and ESOPs as well as profit related pay, I propose
t& :i’!»'i'f‘&‘.t A
~hanging the material interest rules which b€ at present

unnecessarily exclude employees from their schemes where

they already benefit from a trust set up fcr employees.
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(* without ettachment)

BUDGET STATEMENT: PENSIONS

I attach a copy of the pensions passage from the latest draft of
the Budget Speech (paragraphs 58-72). I understand that it was
agreed at the Chancellor's meeting on 24 February, that there
should be some reference to the position in the public sector. I
should be grateful if you could advise on what ougkt to be said.
Could I ask for this, and any other comments you may have, by

close tomorrow, Tuesday 7 March, please.

P

MOIRA WALLACE



58 I now turn to pensions.

59+ Of all forms of savings, the most favourable tax
treatment is that accorded to pension schemes. This is

necessarily circumscribed by Inland Revenue rules.

60. But as a result, tax law has effectively come to
set a limit on the overall pension someone can receive.
This is neither desirable nor necessary. 2ccordingly, I
propose to remove the obstacles in the way of employers
setting up pension schemes to provide benefits above the
tax limits. Such "top-up" schemes will carry no limit
on benefits whatsoever, but, equally, will have no tax
privileges. Thus, employers will henceforth be free to
provide whatever pensions package they believe necessary

to recruit and reward their employees.

61. This change enables me to deal with another
anomaly in the existing tax reliefs for pensions;
namely that there is no limit to them at all, in cash
terms: the higher an individual's salary, the greater
the pension they can have, and the more tay relief that

goes with it. Of course, someone who receives a very

17



high salary will expect a good pension. But given that
one man's tax relief is another man's tax increase, and
in the light of the income tax reforms I irtroduced last
year, it is hard to justify a state of affairs in which
the tax advantages of pension provision are effectively

available with no upper limit whatever.

62 . So 1long as the limits on tax relief effectively
constrained total pension provision, it was not
practicable to avoid this result. But dezling with the

first anomaly makes it possible to act on the second.

63. I therefore propose to set a limit or the pensions
which may be paid from tax-approved occupational
schemes, based on earnings of £60,000 a year. I have
deliberately set the ceiling at a level which will leave
the vast majority of employees unaffected, and it will
be subject to annual uprating in line with inflation.
Tt will. B8tidd be possible for a tax-approved
occupational scheme to pay a pension of as much as

£40,000 a year, of which up to £90,000 may be commuted

for a tax-free lump sum.

64. The new ceiling will apply only to pension schemes
set up, or to new members joining existing schemes, on

or after today. And, as I have already said, there will

18



now be complete freedom to provide benefits above the
Inland Revenue limits, though withcut the tax

advantages.

65. The introduction of this ceiling or tax relief
also enables me to simplify and improve the rules for
the majority of pension scheme members, in particular to
improve the conditions under which people can take early

retirement.

66. I also propose to simplify very substantially the
rules concerning additional voluntary cortributions or
AVCs. 1In particular, the present requirements for free
standing AVCs place a heavy administrative burden on
employers at the point where an employee wénts to start
paying AVCs. In future, the necessary checks will be
greatly reduced. In many cases employers will not need

to be involved at all.

67. Furthermore, if AVC investments perfcrm very well,
occupational pensions may at present have to be reduced
to keep total benefits within the permitted limits. I
propose that in future any surplus AVC funds should be
returned to employees, subject to a special tax charge.
This will remove the penalty on  good investment

performance.
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68. These changes should give a furtler impetus to

saving through AVCs.

69. The most important development in the pensions
field in recent years has undoubtecly been the
introduction and success of personal pensions. Since
July last year, a million people have already taken
advantage of the new flexibility and opportunities these
offer. I have two proposals today to make personal

pensions still more attractive.

70. First, I propose to make it easier fcr people in
personal pension schemes to manage their own
investments. In general, pension savings have been
highly institutionalised. There has been 1little
opportunity for scheme members to be invclved in the
investment decisions taken on their behalf. I now
propose to remove the obstacles to greater individual

involvement in personal pension plans.

s Second, I propose to increase substantially the
annual limits, as a percentage of earnings, on
contributions to personal pensions for those aged 35 and
over. This will be of particular value to those running

their own business, who are often unable to make

20



contributions until later on in their working life. It
will also improve the position of personal pensions in
relation to occupational schemes. The new 1limits will
be subject to an overall cash ceiling based on earnings
of £60,000, corresponding to the new ceiling for

occupational pensions, and similarly indexed.

T80 These reforms build on, and complete, the pension
measures I introduced in my 1987 Budget. They represent
a significant deregulation which will allow more
flexibility in a number of circumstances, while setting
for the first time a reasonable limit on the tax relief
available to any individual. They should cive a boost,

in particular, to saving through personal pensions and

through AVCs.
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Chancellor's speech (paragraphs 41-44). You will see that
material interest has been reinstated.
£ I should be grateful if any further comments you may have

could reach me by close tomorrow, Tuesday 7 March’
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41. Those firms with employee share ownership schemes
have no doubt that it helps to improve company
performance, by giving the workforce a direct personal
interest in its profitability and success. The same

benefits can flow from profit related pay.

42. This was one of the reasons whyjin my 1987 Budget,
I introduced a tax relief to encourage its development.

I have some improvements to make to this scheme, too.

43. First, as I have previously announced, I propose
to abolish the restriction that, to qualify for the tax
relief, profit-related pay must equal at least 5 per
cent of total pay. Second, I propose to raise the limit
on the annual amount of profit-related pay which can

attract relief from £3,000 to £4,000.

12



44 . Third, I propose to enable employers to set up
schemes for headquarters and other central units using
the profits of the whole company or group for their
profit calculations.ffAnd fourth, to help share schemes
and ESOPs as well as profit related pay, 1 propose
to thsivald A
-ehanging the material interest rules which k€ at present

unnecessarily exclude employees from their schemes where

they already benefit from a trust set up fcr employees.

13



®. .
; BUDGET SECRET NOT TO BE COPIED-~
\ BUDGET LIST ONLY

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




i
@

CIAL SECRETARY

A

BUDGET STATEMENT:

The Chancellor was most grateful to all those w
last week's version of the tax section (my minute o
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Mr Tyrie
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TAX SECTION

s There are one or two specific points which you migh i to

note.
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include Keith, so the Financial Secretary may want to

<§§§§i (i) The Chancellor has decided, on balance, not to

mention it in his speech.

(ii) The Chancellor has also decided not to mention the
sultative document on swaps in the Budget speech.

(iii) s deleted the bulk of what was formerly
p Qii%?h 41 - the explanation of why other PEP
od

m i ions had been ruled out - but he feels this
might-u ly be developed for defensive briefing.
(iv) For the ggéggt, he has retained a paragraph on deep

discounted“bonds, with the other CGT changes. But,
depending on how he revises the first section of the
speech, it is possible that these could be replaced
by an allusion in a mere general section on COBO.

could reach me be close tomorrow, sday 7 March.

3. He would be grateful if asqf/(mther comments on this revise
e

2 ..
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TAXPAYER CONFIDENTIALITY

Before I turn to my proposals for changes in taxation, I

have one other change of a specific nature to announce.

Z.QQSS}S the House knows, the new official secrets
legL§§§§§pn currently passing through Parliament is very
much {gi?%pr in scope than the present Official Secrets

1@ cular, it does not cover irformation in

the possessio

Excise concern] the private affairs of specific

taxpayers.
3. I am sure that t whole House will agree that it
is essential for taxpa confidentiality to be properly

protected. I therefore opose to introduce provisions

in this year's Finance Bil@ ensure that it will
of
o

continue to be a criminal fence for officials or
former officials of either of the Revenue LCepartments to

reveal information about the private affairs of a

specific taxpayer. <§§§b

4. I would only add that the need for
is in no sense a reflection on the probity

of the members of those two Departments.
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as a Treasury Minister, I would 1like to take this
opportunity to pay public tribute to tlre outstanding
service I have consistently received from the officials

of both Departments.

BU@S TAXATION

ot n turn to taxation. As I have done on a

number o P rious occasions, I propose to divide this
into threé d sections: the taxation of business,
the taxation éj;égings, and the taxation of personal

income and spending.

6. First, taxes on bu';'ness.

i Ever since the cor tion tax reform I introduced

in 1984, the rate of cor tion tax for small
companies, defined for this p se as those with annual

&
profits of less than £100,000, has been set at the basic

rate of income tax, currently 25 per cent. Large
companies, defined as those with profits El/2 million
or more, pay the main rate of corpora x of 35 per
cent, one of the lowest rates of tax on c profits
in the world. Between £100,000 and ¢ illion the
effective rate of tax gradually rises fr to
35 per cent. C;;>§
2
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8. I propose to keep the small companies rate in line

D

with the basic rate of income tax for 1969-90 and to

leave the main corporation tax rate unchanged . But I

propose to increase the small companies' rate band

su tially, by 50 per cent.
o 2 ‘ .
£ ' 9. i@g;i) he SMmall (wmpPawsrate will apply to
companie profits of under £150,000, and the 35 per
cent rate - only be reached at profits of
£3/4 million. ese changes will reduce the corporation

tax burden for more than half of all those companies

i that do not already enjoy the benefit cf the small

companies rate.

o
10. I propose to fgg;z;se the VAT threshold to

< £23,000, the maximum permit%er European Community
law. S
e i I I also have to set the scales for the private use
of company cars. This remains far aneggébay the most
widespread benefit in kind. When <§§§§;ed the car
scales in last year's Budget, I made it c %iijiyat this
still left it significantly undertaxed.

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED."

NOT TO BE COPIED



rs BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

by one third for 1989-90. The yield from this will be
£160 million in 1989-90 and £200 millicn in 1990-91.

Q;§§?§§> 12; Accordingly, I propose to increase the car scales

There will be no change in the fuel scales.

E]B(E?i@here is one further tightening in the general

area<i§é§>employee benefits which I believe it right to
make. éé§§> is an extra statutory concession which

exempts ﬁ§§§§>§come tax additional housing costs paid by

an employe Ean existing employee moves to a higher

cost area. svrelief blunts the market forces which
should be leading employers to relocate ir lower cost
areas, and I therefore propose that it should be

withdrawn. Anyone wh2§£§§> moved, or entered into a

commitment to move, be today will, however, continue
to receive the relief. At{the same time I propose to
put on a proper statutory fgﬁti:y the more important and
fully justified extra statut?gy concession exempting

from tax payments made by an employer to cover an

employee's inevitable moving costs when he 1is required

to move house because of his jobj] <§§§b

14. Over the years I have received a s y)stream of
representations from business complainirg 6§ t the
long-standing tax treatment of foreign exch ins

and losses. I recognise that as business becomegcjggre

4
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global this subject becomes increasingly important.
However, I have to say that I find it one of the most
intractable I have encountered. Certainly, there can be
no question of any change in the present system until a
number of crucial and complex issues have been
sq%ﬁ%i}ctorily resolved. I have therefore authorised
the d Revenue to publish today a consultative

4 wach explores those issues and examines the

.

15. Finally have two major simplifications to

propose, both of which follow from the income tax

reforms I introduced last Budget.

16. One of the many‘sde irable features of an income

tax system with several ﬁ%éiir rates was that since a
taxpayer's marginal rate caa 11 be very different in
different years, the question<9f which year income was
attributed to made a great deal of difference. To
remove the scope for manipulation, the rule was that

income was taxed in the year to whicﬁgiﬁi?elated, on an

17. This is still the basis of Schedule E ses no

accruals basis.

problem at all for the vast majority of empl who

are on PAYE. But for about half a million Qgé%&b,

5
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mainly directors, who do not receive their income in the
year to which it formally relates, it causes untold
complication, with needless form-filling long after the
tax year is over. With only one higher rate of income

tax, the potential for this abuse is gone. I therefore

PT that income tax under Schedule E should in
fut assessed on a receipts basis, with the simple
princ at you pay the tax when you receive the

income. tially, this will have a trarsitional cost

of £80 mil ut in the long term it will yield both
extra revenue significant Inland Revenue staff
savings.

183 The reduction in the top rate of ircome tax to
40 per cent in lasr's Budget also enables me to
make a major simplificatj(‘> of the tax treatment of that
section of the small bu®i sector known as close
companies - generally, unqu d companies that are
controlled by five or fewer people.

19. The rules for the so-called appo ‘ment of close

companies' income are notoriously co taking up

some twenty pages of impenetrable legi These

rules are no longer needed and I propose bolish

them. I believe that many [hundreds of th ] of
e §
6
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small businesses, and particularly family businesses,

will welcome this substantial simplificaticn.

20. I do, however, have to guard against the avoidance

of tax on investment income by channelling it through a

L@é§§> controlled investment company. Any such company

c
whicﬁiéggs not distribute most of its profits and other

investﬁéé?i)'ncome will therefore be taxed at 40 per

cent, e §t to the higher rate of inccme tax.

TAXES ON SAVING

21. I now turn to t ation of saving.

o
22. The sharp decline in\ the ratio of personal saving
to personal income over théowéi:) wo years in particular
has led to even more discussioQ>than usual of the merits

of providing greater tax incentives for personal saving.

23 Certainly it is desirable t, over the
medium-term, we generate as a nation a of saving
high enough to finance a high level of i stment. But

what matters in this context 1is not persoaving
i a
sa

s
alone, but corporate savings too, which ere it
14

historically high levels, and public sector
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which have of course been boosted by the move to budget

surplus.

24. Moreover, the fall in the personal savings ratio,
which is of course measured in net terms, that is to say

aving net of borrowing, has not occurred because

o)
gros§i§§§»ing has fallen; rather it is the result of the

sharp (gé;i;.se in personal borrowing. And the
appropridate “remedy for that 1is to raise the cost of
borrowing, th it the return on saving, as we have
done.

25. Above all, it is essential that tax reform is

always seen in a T;iigﬂ-term, even a long-term
time-scale. It is wh = inappropriate as an answer to
what are essentially d&é??;al phenomena. In that
context, the Government's<> y 1is clear. It is to

strengthen and deepen popular Qgpitalism ir Britain, by

encouraging in particular wider share ownership.

26. The privatisation of the wat d electricity
fu

a
industries is likely to provide a r impetus to

popular capitalism over the next two year (Ziji)

27 Meanwhile, I have a number of spe2§§§§§>tax

measures to announce today to the same end.

8
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28. Personal equity plans were first anncunced in my
1986 Budget, and started up in January 1987. As the
House knows, those who invest in these rfplans pay no

further tax at all, either on the dividends they receive

orQigiény capital gains they may eventually make -
ind here 1is no need for them to get involved with
the I nd)Revenue at all.

29., Persd equity plans got off to a good start,
with over a q of a million investors, many who had
never owned shares before, subscriking almost

£l/2 billion between them in 1987.

30, Since then, howe‘,;,t e rate of growth has slowed

o
down, not least as a res of the changec climate in
the equity market since the er 1987 Stock Exchange
crash.
o
31. So the time has come to improve and simplify PEPs
and give them a new lease of life. (Sgii
32. First, I propose to raise the annu imit on the
overall amount that can be invested in a PE £3,000
to £4,800. @
9
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33. Second, within that, I propose to raise
substantially +the amount that can be invested in unit
trusts or investment trusts from £750 to £2,400 a year.
Moreover, the requirement that the amount invested in
unit or investment trusts should not exceed one-quarter
oniié)total amount invested in a PEP will be dropped,

and<<§§§iaced simply by the requirement that, to qualify
for in{éé?%ﬁnt through a PEP a unit or investment trust

must inv lly or mainly in UK equities.

34. Third, <5j€§\“\\§resent, only cash may ke paid into a

PEP. I propose that investors should also be permitted

to place directly into a PEP shares obtained by

subscribing to nequity issues, including
privatisation issues.
O(

35. Finally, I propose .,- a number of important
simplifications to the PEP rules so as to make the
scheme more flexible, better directed tc the needs of

small and new investors, and cheaper to administer.

36. I am confident that the chang that I have

announced today will enable personal ity)plans to

play an important part in stimulating ?Ziggévidual

D

ownership of British equity in the years ahead:

10

BUDGET LIST ONLY

BUDGET SECRET NOT TO BE COPIED

BUDGET SECRET NOT TO BE COPIED

F



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED. "

NOT TO BE COPIED



BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

37, I also have a number of improvements to announce
specifically designed to encourage emr loyee share

ownership.

38, It is a striking fact that the number of approved

é§§§ge share schemes has risen from a mere 30 in 1979

é%?égi 1,600 today, involving [0 COC companies and

benefiting (some 13/4 million employees. At present the

em
to

annual nits on the value of shares which can be given

income tax<§§é$> to employees under all-employee
profit-sharingcfgghemes are £1,250 or 10 per cent of
salary up to a ceiling of £5,000. I propocse to raise

these limits to £2,000 and £6,000 respectively.

a9 Second, I prop;t increase the monthly limit
o

for contributions to all-éé??;yee save-as-you-earn share
option schemes from £100 gl(f:§o, and at the same time
to double the maximum discoun<> from market value at
which options may be granted from 10 per cent to 20 per

cent.

40. Third, a number of my Hon. FS§2§%§§>have been
concerned that current tax law may be %ﬁi?%}ting the

development of employee share ownership plan erwise

known as ESOPs. These are distinguished fro ary
approved employee share schemes by the fact that Y
11
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use a wider variety of finance, acquire mcre shares and
tend to operate on a longer t‘mescale. I propose to
make it clear that companies' contributions to ESOPs
qualify for corporation tax relief, provided they meet
certain requirements designed to ensure that the
emggg;ges acquire direct ownership of the shares within

a reéggigble time. I hope that this will encourage more
i ‘co&

panies, particularly in the unquoted sector,

41. Those ﬂ§§2§>with employee share ownership schemes

have no doubt that it helps to improve company

performance, by giving the workforce a direct personal
interest in its profit ity and success. The same
benefits can flow from fit related pay.

o

42. This was one of the rg why, in my 1987 Budget,

I introduced a tax relief to encourage its development.

I have some improvements to make to this scheme, too.

43. First, as I have previously an nced, I propose
a

to abolish the restriction that, to qu r the tax

4
relief, profit-related pay must equal %ﬁi?%ﬁst 5 per
cent of total pay. Second, I propose to rai limit

on the annual amount of profit-related pay §§§§§>can

attract relief from £3,000 to £4,000.

BUDGET LIST ONLY
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44, Third, I propose to enable emplnyers to set up
schemes for headquarters and other central units using
the profits of the whole company or group for their
profit calculations.ﬁﬁAnd fourth, to help share schemes
aq%égééPs as well as profit related pay, I propose
0 7z ‘he material interest rules whichgé at present
unnecessgar exclude employees from their schemes where

they alr enefit from a trust set up for employees.

O

45. Taken Qgﬁzgher, the package of measures I have

announced to encourage wider share ownership in general,
and employee share ownership in particular, will help to

ensure that the idea 2§§§S§hare-owning demccracy becomes

ever more entrenched s part of the Eritish way of
<o
life.
O<;;;>
46. I now turn to life assu <>ce.
47. The tax regime for life assurance is sui generis.

The present system dates back to the Fi World War and

has developed over the years in a piece y., leading

to a state of affairs in which the inci f tax is

extremely uneven, with some successful lffices

paying no tax at all.

13
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48. There 1is clearly a powerful case for reform, with
a view to securing a tax regime which is mcre equitable
both within the industry and as between life assurance
and most other forms of savings. Accordincly, last July
the 1Inland Revenue issued with my authority a major
co ltative document on the taxation of life assurance.
49. é nce) then, I have considered very carefully the
represen s the industry has made, and taken full
account bot he changes to the regulation of 1life
assurance pro by the Securities and Investment
Board under the Financial Services Act and the prospects
for increased competition within the European Community
after 1992. 1In the 1i of these factors, I have
decided not to proé§§§§>w'th the more radical reforms
canvassed in the consul£§ ve document. But I do have a

most part on the general tax -‘orm princirle of seeking

lower rates on a broader base.

50. First, many 1life offices run aggfbsion business
alongside their life assurance business; they are
not required to keep the two businesses s a for tax
purposes. This enables them to set the<§§§§élieved |
expenses of the pensions business against the and i

gains of their life business, thus giving their e
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end this anomaly.

<§§%?§§> profits wunduly favourable tax treatment. I propose to

51, This change, which will come into force on

1 January 1990, will yield £155 million in 1990-91. The

q@igiﬁer of the changes I have to propose constitute a
o

r
br a§§§§§>balanced package  which, because of the

transition provisions, will reduce the taxation of

life ass in 1990-91 by some £110 million.

525 I propqgégiihat the expenses incurred by life

offices in attracting new business should continue to be
fully deductible for tax purposes from the income and
gains of life funds, b read over a period of seven
l years rather than beggigéz ctible immediately, as now.
To give the industry tigi o adjust, this change will be

phased in gradually over‘%ﬁgizéxt four years, starting

l on 1 January, 1990.

&
535 There are certain other, even mcre technical
matters raised in the consultative nt which will
require further discussion with the in and any
f legislative changes on these issues wi a to wait

for next year's Finance Bill. Ciiib

D
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54. But I can say here and now that I prcpose, as from
1 January 1990, to abolish Life Assurance Premium Duty.
And I also propose, from the same date, tc reduce the
rate of tax payable on the income and gains of life
offices, which at present stands at 35 per cent on
un@é%?@ d investment income and 30 per cert on realised

capi ins, to the basic rate of income tax.

55 Theé-n evenue effect of this reform of the
taxation of<§§§§> ssurance will be a cost cf £20 million
in 1989-90 and§g§§§eld of £45 million in 1990-91, rising

somewhat in subsequent years.

56. But above all i provide a more efficient and
equitable tax regime foO C<§?§ most importart industry.

57. Later this year, UK ﬂ%' sts will be able to
compete freely in Europe and Q%ll face competition from
analogous Community investment schemes here. At

present, trusts investing in gilts or bords face a tax

disadvantage. They pay corporation ta t)) 35 per cent
on their income but can pass on a c:<§§§§pf only the
basic rate to their investor. So I prop i%i?iﬁat from
1 January 1990, as for 1life assurance comﬁéggés, the

corporation tax rate on unit trusts that ccme

new European Community rules will be equal to thgéﬁigic
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rate of income tax. Their investors will then get full

credit for all the tax the trusts pay.

58. I now turn to pensions.

5%3§S§@f all forms of savings, the most favourable tax
tre

a§§§§§xis that accorded to pension schemes. This is

necess{éé?% circumscribed by Inland Revenue rules.

60. But

set a limit o overall pension someone can receive.

result, tax law has effectively come to

This is neither desirable nor necessary. 2ccordingly, I
propose to remove the obstacles in the way of employers
setting up pension sch--i‘ to provide benefits above the
tax limits. Such "tos hemes will carry no limit

on benefits whatsoever, but, equally, will have no tax
privileges. Thus, employef% henceforth be free to
provide whatever pensions pac e they believe necessary

to recruit and reward their employees.

61. This change enables me to with another
anomaly in the existing tax relie <<§g§§ pensions;
namely that there is no limit to them at /) in cash
terms: the higher an individual's salary, reater
the pension they can have, and the more tar re that
goes with it. Of course, someone who receive 0’4
17
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<§§i§%§ one man's tax relief is another man's tax increase, and

in the light of the income tax reforms I introduced last

'
>

high salary will expect a good pension. But given that

year, it is hard to justify a state of affairs in which

l the tax advantages of pension provision are effectively

av@igégle with no upper limit whatever.

s

62. ng as the limits on tax relief effectively
constrai otal pension provision, %, was not
practicabl void this result. But dealing with the
first anomaly it possible to act on the second.

63. I therefore propose to set a limit on the pensions
which may be paid m tax-approved occupational
schemes, based on ear;§§§§80 £60,000 a year. I have

&
deliberately set the ceilifng at a level which will leave

the vast majority of employ@é affected, and it will

be subject to annual uprati in line with inflation.
It: "will «gtill be possible for a tax-approved
occupational scheme to pay a pension of as much as

£40,000 a year, of which up to £90,000<§§§b be commuted

>

64. The new ceiling will apply only to pen chemes

for a tax-free lump sum.

set up, or to new members joining existing sc on

or after today. And, as I have already said, the;g;é%&l
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now be complete freedom to provide benefits above the

Inland Revenue limits, though withcut the tax

advantages.

65, The introduction of this ceiling or tax relief
al nables me to simplify and improve the rules for
the ity of pension scheme members, in particular to

improve the) conditions under which people can take early

retiremenﬁé;j>

66. I also ggﬁ%gée to simplify very substantially the

rules concerning additional voluntary contributions or

AVCs. In particular, the present requirements for free
standing AVCs place a eavy administrative burden on
employers at the poine an employee wants to start
paying AVCs. In fut&gééfihe necessary checks will be
greatly reduced. In many c@ ployers will not need

to be involved at all. S

6. Furthermore, if AVC investments perfcrm very well,

N
propose that in future any surplus AVC f:‘k should be

occupational pensions may at present h o be reduced

to keep total benefits within the pe L limits. I

returned to employees, subject to a special tz harge.
This will remove the penalty on good tment
performance. C;§>§
19
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68. These changes should give a furtter impetus to

saving through AVCs.

69. The most important development in the pensions

recent years has undoubtecdly been the

fi@ié;b in
intr ion and success of personal pensions. Since
July st ear, a million people have already taken

advantag he new flexibility and opportunities these
offer. | <§§§§> two proposals today to make personal
pensions stilLCﬁggé attractive.

70. First, I propose to make it easier for people in
personal pension sc s to manage their own
investments. In gené§£§§§ ension savings have been
highly institutionalisg There has been 1little

opportunity for scheme membé&’

t::y be invclved in the
investment decisions taken on their behalf. I now
propose to remove the obstacles to greater individual

involvement in personal pension plans.

s Second, I propose to increase tially the<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>