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BILL 4: SCOPING        CC (04) 08

Introduction
1. This paper is an update on our Bill 4 scoping work (following discussions at
Committee meetings in November 2003) and sets out our resulting assessment of the
priorities for material to be included in Bill 4 and our planned work programme.

Background
2. Last November the feeling was that Bill 4 would

� have at its heart the core provisions needed to compute the quantum of a
person's liability to income tax, including computational structure, rates,
allowances, losses and reliefs; but exclude Pensions (in the light of FB 2004)

� include the deduction of income tax at source legislation, and exemptions for
various public bodies and for charities

� exclude obsolescent and specialist material (e.g. Lloyd's, Life Assurance
Premium Relief, MIRAS, Petroleum, Qualifying Insurance Policies), and

� aim to address areas that straddled income tax and corporation tax, such as
Double Taxation Relief (DTR) and Anti-Avoidance (though it was recognised
that further work was needed on the issues involved here).

Recent work
3. Our scoping work since then has focused on this last bullet, and has improved
our understanding of the issues involved with that material. In particular, we have

� analysed DTR in more detail (which has led us to the view that it is not
suitable for rewriting on an 'income tax only' basis, and should therefore be
rewritten in a later rewrite Bill - see CC (04) 07), and

� explored the issues involved in rewriting anti-avoidance material with the help
of John Avery Jones and a group of specialists (who encouraged us to try, and
have better enabled us to judge priorities - see below).

4. We have also refined our view of the scope of Bill 4 in the light of ongoing
work on core Bill 4 material, the Project's work on Bill 3 and Budget 2004.

5. As a result of these strands of work we have developed a revised assessment
of our view of the priorities for inclusion in Bill 4, which is based on a working
assumption that it will be an 'income tax only' Bill, like ITTOIA.
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Avoidance
6. We provided the specialist group with a paper (Appendix 1) which
summarised the main provisions and briefly described their nature, set out some
criteria as a basis for considering whether they should be rewritten or not, and
recorded some preliminary thoughts for discussion.

7. The issues considered and ideas suggested by the group are summarised in the
attached note of the meeting (Appendix 2). Their main conclusions were that 

� most of the anti-avoidance legislation should be rewritten at some stage (much
of the benefit being expected to come from reordering and restructuring), not
least because of the benefit for teaching and to newcomers to the profession,

� but, mainly because of their corporation tax focus, there were good reasons for
rewriting transfer pricing and finance leasing at a later stage than in Bill 4 (we
think this is also true of the double benefit leasing provisions announced in
Budget 2004),

� the areas where most benefit would be gained from a rewrite were the financial
markets provisions, and in the actively debated (and thus sensitive) areas such
as transfer of assets abroad, cancellation of tax advantages and offshore funds.

8. Given the income tax focus of Bill 4 we think it is right, out of these
provisions, to prioritise

� the financial markets provisions (which may be amenable to a split between
income and corporation tax, and which cater for the mainstream), and

� as time permits, the transfer of assets abroad legislation (which only affect
income tax).

9. We have placed the other anti-avoidance provisions in a priority order which
we consider reflects the thinking of the group, the criteria set out in the note at
Appendix 1, and the likely effects of FB 2004 changes.

10. We will of course take stock of the work we have done on anti avoidance
legislation around the time that the Project's work on Bill 3 comes to an end, and use
what we learn to help us judge whether, and if so how, to approach the rewriting of
the remaining anti avoidance legislation.

11. And as this work progresses we envisage referring back to the consultation
group if the outcome of the work suggests that further consultation would be helpful.
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Bill 4 priorities
12. A prioritised list of the provisions for potential inclusion in Bill 4 is provided
in the Annex. These are prioritised at two levels.

� by a broad grouping (higher or lower priority), and

� in a more detailed order of significance or priority within those groups.

13. We have also identified provisions we are not expecting to include in Bill 4.

14. The 'higher priority' provisions include all the material which applies only for
'income tax' purposes apart from the ‘transfer of assets abroad' rules.

15. Of the 'lower priority' provisions, we intend making a start on the financial
market provisions (where it may be possible to split them between income tax and
corporation tax) and to begin exploring the 'transfer of assets abroad' rules. But we are
not intending to work on the other 'lower priority' provisions for the time being.

16. As things stand, the total of 268 source pages would translate roughly to 540
Bill pages. To deliver all of that material in Bill 4 (assuming that proved sensible in
terms of the subject matter) would stretch our resources and mean using some of our
present Bill 3 staff on Bill 4 from early 2005 (once Bill 3 is finished) rather than on
Bill 5. But it is not necessary to decide such questions now.

17. The important thing at the moment is to ensure that we are focusing our
present efforts on the 'higher priority' material for inclusion in Bill 4. 

Bill 4 work programme
18. Over the next year, we will

� progress work on all of the 'higher priority' provisions, and aim to have issued
draft clauses for consultation on as many of these provisions as possible by
next April.

� make a start on the 'financial markets' provisions and begin exploring the
'transfer of assets abroad' provisions.

� review FA 2004 and consider its impact on our work programme.

Tax Law Rewrite Project

20 April 2004



4

Annex

Bill 4: Priorities          Pages

Higher Priority
Core provisions (rates, allowances, computational structure, charges) 30
Losses (trades, property, 'Case VI' etc) 11
Relief for Interest paid   7
Business Reliefs (EIS, VCT, CITR, losses on shares) 68
Deduction of Tax at Source (excluding subcontractors) 33
Charities (on IT/CT split lines)   9
Trustees (initially we will be supporting work on the FA 2005 changes)   6
Exemptions for Public Bodies (on IT/CT split lines)   4
Friendly Societies and Trade Unions (CT only - remove references to IT) 10 
Residence, NR Companies   7
Miscellaneous 12

          197

Lower Priority
*Avoidance: Financial Markets (mainstream, may be possible to split IT and CT) 25
*Avoidance: Transfer of Assets Abroad (IT only, widely referred to)   5
Avoidance: Cancellation of Tax Advantages (widely referred to, IT/CT issue)   7
Avoidance: Offshore Funds (widely referred to, IT/CT issue, FB 2004 changes) 19
Avoidance: Sale and leaseback - s776-778 (referred to regularly, IT/CT issue)   4
Avoidance: Other historic provisions (less often referred to, IT/CT issue) 11
[*Initially we intend to explore these two areas] 71

Total           268

Provisions we are not expecting to include in Bill 4

Finance Bill 2004 changes (and due to come into effect in 2006)
Pensions 60
Subcontractors 11

77
For later rewrite Bills

Double Tax Relief  (not suitable for an IT only Bill) 17
Transfer Pricing, Schedule 12 FA 1997 (probably in a CT Bill) 24

41
Not to be rewritten

Lloyd's, LAPF, MIRAS (Obsolescent) 21
Petroleum extraction, definition of Qualifying Insurance Policy (Specialist) 20

41



Appendix 1

Bill 4 Scoping: Anti-avoidance provisions

Introduction

1. The Consultative and Steering Committees of the Tax Law Rewrite Project
considered the scoping issues for Bill 4 at their meetings on 18 and 26 November 2003.
Bill 4 aims to complete the work of the Project on income tax, which was begun in Bill
2 (now ITEPA) and which continues in Bill 3.

2. It was recognised that rewriting the main body of anti-avoidance provisions
(including in particular most of Part 17 ICTA) presented a particular challenge, not least
because of the risk of making unintended changes to the law in controversial areas.

3. It was observed that there were
� some essentially historic provisions,
� others which have their predominant effect in the field of corporation tax but which

also apply in the income tax sphere, and
� some which operate to varying degrees on mainstream activity, rather than merely to

prevent or counter what is perceived as mischief.

4. We agreed to think and consult further before returning to the Committees and
Dr John Avery Jones offered assistance in setting up a forum.

5. Following an initial meeting with Dr Avery Jones we have 
� prepared a summary sheet identifying the main specific provisions (or groups of

provisions) involved together with descriptive information about them,
� developed some criteria by which to judge whether particular anti-avoidance

provisions should be rewritten, and
� formulated an initial assessment of the implications.

6. We look forward to discussing this material with you.

Summary of provisions

7. We attach a list of the main provisions at issue, which includes legislation about
� financial markets: repos, stock lending, manufactured payments and bond washing
� cancellation of tax advantages from certain securities transactions
� international issues

� offshore funds
� transfer of assets abroad
� transfer pricing

� finance leasing (Sch 12 FA 1997)
� and some essentially historic/deterrent provisions

� sections 730, 775, 776-778, 779-785 and 786.

8. We have excluded anti-avoidance provisions already being addressed in TLR
Bill 3. The main examples are lease premiums s34-39, the accrued income scheme
s710-728, and guaranteed returns on transactions in futures and options Sch 5AA.
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