CONFIDENTIAL FG/10/TT

Teenpmic Recenshruction froun

FFinutes of the mesting held wn 23rd June 1977
at the Houze of CVommons

Present: Bir Geoffrey Howe (in the Chair)
Sip Keith Jogeph
Sir Tan Giimour
¥r David Howell
wr Pater Hordern
wr John Nott
Ly Peter Hees

wr Adam Ridley
Fizs Anne Bulloch

wr Tim Boswell
ir Pater Cropper

a Secretaries

Apologiest wr James Frior

Kr Jokn Biffen

krs Selly Cppenheino
I'r Brisn Griffithe,
Zir Legonard Meal

wr Charles Bell

Capital Taxation

The Cheirmen thanked Kr Hordern, nr Boswell and wr Cropper
for sll the work that had gone into the twoe papers to be discugsed
(BG/10/77/35 and PG/10/77 36), We were committed to producing a
green peper on capital texation. Mr Sewell would draft this, and we
hoped to publish before the Autumm, This might not, however, prove
posaible. The main themes would be, first, the general gryument
againat excessive taxation of capital; second, an account of the damage
such taxation caused; and third the case fo ppreading the cwnership
of weelth, There waa a shortage of anecdotal evidence of the effects
of OTT snd he agked thet any examples that Members heard of should be
sent to Mr Cropper. The Chairman would ask the Law Society and
the mccountancy bodies whether they could provide material,

In forming owr policy we were starting from a poaition in which
there ware alresdy four tazes on capltal in thig country, We should
aip *oc bring ouwr structure morsa into line in form and impact with
that in other cowntriess While at the seme time creating a durable
fremenmork which would not invite a future Labour Govarmment to intro-
duse 2 wealth tax.

Policy pointa on oPT

The pointa for decision set out in PG10/71/35 were then dis-
cugesd,

Tonee or dopor basis: the Tex Pollcy Group's view was that, for
] 1C1TY in oraer Lo evoid & structural upheaval, we should
stick to the prepent dener basis. Donea-Dasad CPP involved coneid-
srable administrative provlems, espscially in relatlon 1o truete.
I+ could, however, be uaed as & amckescresh for smubatantial reduc-
tione in the rate of tax. We should indicate our prefaraence for the
donor baasis in the graen paper, without making a fival decision.

ii) C aticp, lifet or aghorter od: Curulatien over one
yaar, gtead o atime, aan proposed. This would reducse the
demsge caussd to amall businespes, would encourage wider diatributicn
of megets, &pd would increass rovenus Irom tha tax by encouraging
sariisr distribution. It wowld alsoe bring us more clomsly into line
with other countrias where cupulation was umally ovar & ghort period.
In Itaiy there was no cumulation, bui Iifetime cumulation applisd

/+ » « in France and the TUSA.



in France sand the [USA.

The combined effect of i-yesar cumalation and lower rate for
lifetime transfers would, howsver, maks us vulperable to attack, and
invite reversal by a future Labour Government.

An alternative might be a upiform low rate af tax - perhaps
10 par cent - on all tranefers pelow & certain level with no cumul -~
ation, but with a substantially higher rate for lerge transfers.
Thiz would, however, mean & high marginal rate of %ax at the threshold.

The political cholce lay between lower rates of tex, censanguinity
relief, snd other reliefs carried over from cstate duty, and cumnal-
ation or higher rates of tax with no cumulation. It was & matter of
judgement which formula would prove less provoecative, Ln the tech-
pical side, non-accumulation was easier o implement than consanguin-
ity relif., Tt would, howsver, Lay ug open to the charge that it
would be possible te transfer very large asgets tax froe over & life-
time.

We should test opinion by suggesting reductlon {not abolitiom)
. of cumunlation in the green paper, without entering inte any firm
commitment %o it at present.

Eiiig feme rates for tifetime transfers snd at death? We should
Yelain Llower rates on Lifetime Tranoters. =sarly distribuition was to
be enmcouragsd, especially since people now lived longer.

Eivg Gansangginitﬁ relisf: The policy Group d4id not favour this, except
n 8o far g3 Tode 1 F casier to reduce th rates of tax. For farme

end smell businesses it waa the most effective form of relief, elthough
open to the objection that it would benefit an incompetent son rather
than a competsnt nen—-relative. It could be justified on grounds of
comperehility with other countries, It might, however, be unneccess-—
ary 1f the rates of ftax were low. We ghould propeose 1t in the green
paper &s an option.

Evl Rateg: It was sgreed that rates hoth on death and inter ¥ivos
o e reduced.

. vi) Crossin : The present system was incomprohenzible Lo nosgt
yeople. ing would be &n opague method of cutting rates of tax.
The Goup had preferred redyced rates and non-cumulation. This view
was mpported. '

(vii} Indexation of bands

This would probably be necessary. The problems of changing %the
rates evary yesr ware formidable.

7iil) Periodie charge on trusts Conservative lawyers had recomm-
endoad ng the rates of tax. It was arugabls that if asgets were %
taxed when put into tru=t, and again when taken out there was no case
for a pericdic charge. There wae a precedent for its sbolition: the
labhour Government had never sought to reverse our abolition of their
pericedic charge of CGT. 1t had baen mentioned in Sir Geoffreay Howe's
latter to the Chencellor in 1975. We should propofs reducing the

rate of tax, witholding consenguinity relief (if introduced] on
trangfers into trusts:; and lengthening the periosd from 19 %o 15, or
poesibly 3G, yesra.

gix! Special traatment for productivs and other amgeta: Spaclal
tzrﬁen wags nesads oYy Ioregtg: no Sthar apae o0 yaars to
me .

Tn genersi, lower ratas of taX,both CTT and incoms tAX, were
preferable tc =pecisl reliefa. HMalntensnce funda might not be needed
3f incoms tax rates were lower. Special categories oculd be unfair
to the omners of B non—museumable heritags seset. We should Keep

gpen A nmmber of opticne in this area.
/v - » (x) Employes trusts |
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Exl Emglﬂgea Trupts: 1t wae agreed that tranefers inte thaas
) e exempt Ifrem both OTT and CGT.
TATEDS

AZT the recumgendations for reducing the rate: aligimation of
overlap with CIM, and tapering over a period of years, wore agreed.
1t was, however, racognised that these were interim reform only;
in the long torm more scphisticated changes were need %o deal with the
effecte of inflation.

C esamn  duty abolition was desirable and would increasge foreim
‘busineas on ihe Stock Exchengs, the sdministrative copt in the
yrivate sector wag very high. But abolition would be provocative,
and should have Fairly low priority cowpared to other propesals.
Other EEC countriss had eimilar taxes, =nd we might negd to keep in
1ine with them.

Inveatment income surcharga: abolition waa etrongly favoured,
and might ©e no more Yoelneraple to attack than reduction of rateas.
Wa protect our pepition by emphasising the caes for relleving mal].
wusineases and risk takers, snd by retaining the tax with a high
threshsld. 7The green papsr should argue the case for abolition

ptrongly in the. came of 115, leas atrongly for stamp duty.
The mosting closed at 11.20 a.m.
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