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INCOME TAX ACT 1978

INCOME TAX (LOSS RELIEF) REGULATIONS 1987

In exerclse of the power conferred on the Treasury by section 27A
of the Income Tax Act 1978, and all other powers enabling It In

that behalf, the following Regulations are hereby made:-

Citatlon, commencement, appllcatlon and translitional

1. -(1) These regulatlions may be clted as the Income Tax (LOSS
Relief) Regulations 1987 and, suhject to sectlon 27A(4) of the
Income Tax Act 1978, shall be deemed to have come into operation
on the 6th April 1987. |

{2) Except as provided In the following paragraph, rellef méy
not be claimed under these regulations =

ta) In respect of Iosses.sustalned before the bth April

i9a7, or
l(b) against income assessable In any year of assessment
ending before that date.

{3) So much of any lass incurred before the &6th Aprll 1987 as
could have been carrled forward to the year commencing on that
date.under saction 28 of the Income Tax Act 1978 (1f that section
were stlll In operation) may be clalmed for and carried forward
under regulation 8 as If it was a loss In respect of which relief
has not been whol!ly gliven under regulatlion 3.

{a} No rellef may be clalimed under these regulations |f
rellef In respeﬁt of that loss has already been glven under

sectlon 28 of the Income Tax Act 1978 or otherwise.
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2. In these regulations any reference (o “"the Capital Allawances
Act” shall be caonstrued as a referanca tn the Capital Allowances

Act 1968, an Act of Parllament, and any Act of Parliament amendin
or repliaclng that Act, as it or they have effect for the purposes

of sectlon 29 of the Income Tax Act 197@.
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3. (1) Where, in any year of assessment, a person sustains a
loss in any trade, profession or vocatlon carried on

by him elther solely or In partnership, he may make'a clalm for
relief from Income tax equal to the amount of thatfloss on the
amount of hls income recelved or accrued in the year of loss and
assessable In the year of assessment next following that year.

(2) A person may by notice in writing, given Qlthln 2 years
after a year of assessment In which such a lass has been
sustained, make 3 claim for rellef from Income tax on an amount of
hls income equal to the amount of the loss,

{3) Relief may only be clalmed under paragraph (2) to the
extent that rellef In respect of that loss has not already been
given under paragraph (1},

{4) Where the toial income of an assoclatlon Is less than the
amount distrlibuted as dividend in any year, the dlfference may be
clalmed under thls regulatlon and carried fqrward under regulation

8 as a |loss sustained In the trade of that assoclatlon.




Provislons supplementary to requlation 3

4, (1) A cltalm for rellef under regulation 3 may require

that the rellef be glven only by reference to the income of the
person sustalnlng the loss, without extending to the Income of
that person’s wife or husband,

{2) Subject to any requirement under paragraph (1}, relief
under regulation 3 shall be given In respect of a loss
sustained by any person by treating the loss as reducing first his
Income of the corresponding class, then hls bther income, then thc.
income of the corresponding class of that person’s wife or
husband, then the wilfe or husband’'s other Iqéome.

{3) For the purposes of paragraph (2),;"lncome of the
correspondling class” means earﬁed or unearnéd income according as
Income arlsing during the same perlod as the loss to the person
sustalning it %rom profits or galns of the same trade, profession
or vaocation woutd have been that persoh's earned or unearned income.

(4) Where relief under regulathn J has been gtitven to a
person for any year of assessment, he shall not be entitled, in ..
computing the amount of the assessment for any subsequent year, to
a deduction of any portlon of the amount In respect of which such
relief has been obtained.

(5) For the purposes of this regulation, the amount of a loss
sustalned in a trade shall be computed in |lke manner as the
profits or gains arlsing or accruing from the trade are computed

for the purposes of the Income Tax.Acts.




off to capital allowances

(411

{1} Subject to the provisions of this regulation, any claim
made under regulatlion 3 for relief In respect of a loss sustained
by the claimant in any trade In any year of assessment (hereafter
referred to asﬁbthe year of loss”) may require the amount of that
loss to be determined as |If an amount equal to the capltal
allowances for the year of assessment for which the year of loOss
ls the basis year were to be deducted in computing the proflts or
galns or losses of the trade in the year of loss; and a claim may
be so made notylthstanding that, apart from those allowances, the
claimant has nqi sustalned a loss in the trade in ihe year of the
loss. -

(2) Capitél allowances for any year of assessment shall be
taken into account by virtue of this regulation only If and sa far
as they are not requlred to offset balancing charges for the year;
and, for ;he purposes of this paragraph, the capital allowances
for a year of assessment shall be treated as requlired to offset
balanclng charges for the year up to the amount on which the
balancing charges fall to be made after deducting from that amount
the amount (if any) of capltal allowances for earlier years which
Is carrled forward to that year and would, wlthout the balancing
charges, be non-effectlve in that year.

(3) Where the capital atlowances taken Into account by virtue
of this requlation are those for the year of assessment for which
the claim is made or for the preceding year {(the year of loss
belng the basis year for that year [tself, or the claim belng made

by way of carry-farward of the loss by virtue of regulation 3(1)),




relief shall

not be given by reference to those allowances in

respect of an amount greater than the amount non-effective in the

year for which the claim |s made, or, in the case of allowances

for the preceding year, the amount non-effective In both years.

{4) For the purposes of this regulatlion -

(a) where the end of the basis period for a year of

{(b)

(c)h

assessment (@s defined in section 72 af the Capltal

Al lowances Act) falls in, or coincides with the end

of, any year of assessment, that year (s the-basis

year for the first-mentloned year of assessment, but‘.
so that, if a year of assessment would under the
foregolng provislon be the basis year both for that
Qear jtself and for another year of assessment, .|t
shall be the basis year for the year itself and not

for the other year,

any reference to the capital allowances or-balancing
charges for é year of assessment shall be construed

as a re%erence to those falling to be made in taxing
the trade for that year (but not including, in the |.
case of allowances, any part of the allowances for an
earlier year carrled forward under section 78(4) of

the Capltal Allowances Act),

any reference to an amount of capital allowances non-
effectlve In a year shall be construed as referring

to the amount to whlich, by reason of an insufficlency

of proflits or galns, effect cannot be glven in taxing

the trade for the year, and

-




(d) effect shall be deemed to be given in taxing the
trade to allowances carried forward from an earlier
year before it is given to allowances arising in a3
later year.

{§) Where, on a clalm made by virtue of this section, rellef
Is not glven under regulation 3 for the full amount af the loss
determined as mentfoned In paragraph (1), the relief shall be
referred as far as may be to the loss sustained hy the claimant In
the trade rather than to the capital allowances in respect of the
trade,

.(b) Where for any year of assessment rellef is given under
regulatlion 3 by reference to any capital allowances, then, for all
the purposes of the Income Tax Acts, effect shall be deemed to
have been glven to those allowances up to the amount In respect of
wﬁlch relief Is so given, as |If (in accordance with section 78(2)
of the Capital Allowances Act) a deductlon In respect thereof had
been allowed In taxIing the trade-for that year, or, In the case of
aliowances for the foliowlng year, In taxing the trade for that
following year; and any rellef previously glven for a8 subsequent
year an the basis that effect had not been given to the allowances
as aforesald shall be adjusted where necessary by an assessment.,

| (7) Rellef from tax may be glven by virtue aof thls regulation
by reference to capital allowances for a year of assessment before
the passlﬁg of any act granting- -Income tax for that year, as if
income tax had been granted for the year without alteration; but
| f reilef glven to a person by virtue of thils section for any year
of assessment Is affected by a subsequent alteration of the |aw,

or by any dliscontlnuance of the trade or other event occurring




after the end of the year, any necessary adjustment may be made,
and so much of any repayment of tax as exceeded the amount
repayable in the events that happened may, if not otherwise made-
good, be assessed under the Income Tax Acts and recovered from
that person accordingly. '

{8) Relief from tax shal! not be gtven by virtue of thlé
regulation by reference to capital allowances granted in respect
of capital expenditure Incurred on the provision of machlnery or
plant for feasing by an as;oclatlon in the course of a trade,

() This regulatlion applles (with any necessary adaptations)
In relatlon to a professlon or vocation, the profits or
galns of which are assessablg under the Income Tax Acts, as |t

applles in relation to a trade,.




b. (1) Subject to paragraph (2), a loss. (Including any amount in
respect of capital allowances which, by virtue of regulation 5, is
to be treated as a loss) shéll not Se available for relief under
requlation 3 unless It is shown that, for the year of assessment
in which the loss {s claimed to have been sustalned, the trade was
belng carrled on on a commercial basis and with a view to the
reallsatlon of profits In the trade or, where the carrylng on of
the trade formed part of a larger undertaking, in the undertaking
as a whole.

(2) Paragraph (1) shatl not apply to a loss made, or an
allowance In respect of expenditure incurred, by any person in the

"exerclse of functions conferred by or under any statutory
provision,

{3) Where durlng a year of assessment there is a change in
the manner in which a trade is being carried on, It shall be
treated for the purposes of this regutation as having been carried
on thréugnout the year In the way in which it was being carried on
by the end of the year.

(4) SubJect to paragraph (5), where a trade Is (or falls teo
be treated as being)_carrled on for a part only of a year of
assessment by reason of its belng (or.falllng to be treated as
belng) set up and cominenced or discontinued, or both, in that
year, paragraphs (1) to (3) shall have effect in relation to the
trade as regards that part of that year as if any reference to the
manner of carryling oﬁ the trade for or by the epd of that year
were a raference to the manner of carrylng it on for or by the end

of the sald part thereof.




{5) For the purposes of this regulatiaon, the fact that a

trade was being carried on at any time s0 as to afford 2

reasonable expectation of profit shall be conclusive evidence

It was then belng carried on with a view to the realisation of

profits.

{b) Thls reguiatlion -

trades, with references to a commerclal basis

construed accordingly, and

{b) has effect wlthout prejudice to regqulation 18.

SRS TN

that

(a) applies to professions and vocatlons as it applies to




7. (1) There shall be disregarded for the purposes of regulation
§ any allowances made to an individual in respect of expenditure
incurred on the pravlsion of machinery or plant for (easling In the
coeurse of a trade unless -

(a) the trade is carried on by him for a coentinuous
perlod of at least six mqnths in, or beginnlng or
ending In, the year of 1oss as defined in that
reguiatlon; and

(b) he devotes substantially the whole of his tlme to
carrylng it on throughout that year or if It |s set
up or permanently discontinued (or both) in that
year, for a contlnuous period of at least six months
beglinning or ending in that year.

{(2) Paragraph (1) shall apply also to expenditure incurred by
‘an tndividual on the provislon for the purposes of a trade carried
on by him of an asset which is not to be leased if payments in the
nature of royalties or llcence fees are to accrue from rights
granted by him in connection with that asset.

(3) Where rellef has been given In a case to which this
section applles it shall be withdrawn by the making of an
assessment,

(4) References In thls sectlan to the carrying on of a tradé
by an individual are to his carrying it on either alone or In

partnership.
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{1) Where a parson has, In any trade, professlon or vocation
carried on by him either solely or In partnershlip, sustalned a
loss in respect of which rellef has not been wholly leen either
under regulatlon 3 or under any provislon of the IndBme Tax Acts,
he may make a claim requiring that any portion of the loss for
which rellef has not been so glven shall be carried farward and,
as far as may be, deducted from or set off agalnst the amount aof
profits or galns on whlch he |s assessed to income tax In respect .
of that trade, professlion or vocatlon for subsequent years of
assessment.,

(2) In the applicatlon aof this regulation to a 'toss sustalned
by Aa partner In 3 partnership, “the amoﬁnt of proflts or galns on
which he is assessed” shall, In respect of any year, be taken to
mean such portion of thé profiis of the partnership derived fram
the trade, profession ar vocatlon as he would se required under
section .63 of the Income Tax Act 1978 to inc[ude In a8 return of
his tot.al income for that year. .

(3) Any relief under thls regulation shall be glven as ;ar as
passible %rom the flrst subsequent assessment, and, 50 far as |t
cannot be so glven, then from the next assessment, and so on.

(4) In so far as rellef In respect of any loss has been given
to any person under this regulation, that person shall not be
entitled to cltaim relief in respect of that loss under any other
provislon of the Income Tax Acts.

{(5) Any claim under this regulation concurring the amount of

any loss must be made wlthin six years after the year of

A




assessment Iin questlion; buf the question whether any and, if so,
how much relief on that amount should be given under this
regqulation agalnst tax for any year of assessment may be tne
subject of a separate claim made not later than six years after

that year of assessment, -
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q. (1) Subject to paragraph (2), where a trade, profession or
vocation Is permanently dlscontinued, and any person then carrying
it an, either sofely or In partnership, has sustained therein a
Inss to which thjs section applies (hereafter referred to as a
“terminat loss"”}, that person may, subject to the provisions of
this section, make a clalm requtring that the amount of the
terminal loss shéll, as far as may be, be deducted from or set off
agalnst the amount of profits or galns on which he has been .
charged to income tax In respect of .the trade, profession or
vocation for the three years of assessment last precedling that in
which the dlscontlpnuance occurs; énd there shall be made all such
redgctlons of assessments or repayments of tax as iay be necessary
to give effect to the clalm: )

{2) Relief shall not be given in respgct of the same matter
both under this regulatlon and under any provision of these
regulations or of the Income Tax Acts.

{3} Any rellef under_‘ this section shall be gliven as far as .
posslble from the assessment for a later rather thén an earltler
year.

{4) The questlon whether a person has sustalned any and, |f
so, what terminal loss In a trade, professlon or vocation shall be
determined for the purposes of this section by taking the amounts
(if any) of the following, in so far as they have not otherwlse

been taken Into account so as to reduce or relieve any charge to

tax -
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{a) the loss sustalned by him in the trade, profession or
vocation in the .year of assessmen{ in which it is
permanently dlscontinued,

{(b) the relevant capital allowances for that year of
assessment,

{c) the loss sustalned by him {n the tradé, professlion ar
vocation in the part of the preceding year of
assessment beglnning twelve months before the date of
the dlscontinuance, and

{(d) the same fraction of the relevant capltal allowances
for that preceding year of assessment as the part
thereaf beglinning twelve months before the
discontinuance Is of a year, .

(8§) In paragraph (4) “the relevant capltal allowances” means,
In relation to any year of assessment, any capltal allowances -
falling to be made in taxing the trade, professiaon or vaocation for
that year, excluding amounts carrled forward from an earlier year;
and, for the purposes of paragraphs (a) and (c) of that paragraph,
the amount of a loss shall, subject to the provisions of this
regulation, be computed in the same way as proflts ar gains for the
purposes of the Income Tax Acts.

{6) Where, on the permanent djscontlnuance of a trade which
conslsts of or inctudes the working of a mine, oll well or other
source of mineral deposits within the meaning of Chapter III of
part I of the Capital Atlowances Act, a clalm for rellef is made
both under this regulation and under section 15(1) of that Act

{carry-back of balancling allowances), the balancing allowance in

respect of which the clalm is made under the sald sectlon 15(1)




shal! be left out of account for the purposes of paragraph (4),
but rellef under this regulation shall be given in priority to
relief under the sald section 15(1).

(7) Subject to paragraph (8), a claim for relief under this
regulation may require that, In so far as they have not been
otherwlse takeé into account so as to reduce or rellieve any charge
to tax, capital allowances In respect of the trade, profession or
vocation under Part I.of the Cabltal Ailowances Act, being
allowances which fall to be made to the clalmant by way of dischar.
or repayment of téx, and to be so made for the vedr of assessment
in which the discontinuance occurs or the preceding year of
assessment, shall be added ta the terminal loss sustained by him
{or, if he has not sustalined a teéminal loss computed In accordance
wlth the provisions of this sectlon, shall be treated as a termlinal
loss so sustained) and the allowances to be taken into account for
this purpose may Include allowances arising before 3 previous
dI%continuance:

(8 For the purposes aof paragraph (7) -

{a) there shall be taken into account such fraction oniy
of the allowances for the said preceding year of
assessment as the part of that year-beginning twelve
months before the dliscontlinuance giving rise to the
clalm Is of a year, and

(b) tpe allowances for any year shall not be treated as
includling any amounts carrijed faorward from an earller

year.
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Restrictlon of reilef In case of farming and market gardenling

18. (1) Apy loss incurred In a trade of farming or market
gardening shall be excluded from regulation 3 If In each of the
prlor five years a loss was incurred In carrying on that trade;

and where a 1oss is so excluded any related capital allowance

_shall also be excluded from that regulation.

(2) Paragraph (1) shall not restrict retief for any loss or
for any capltal éllowance, If It |s shown by the claimant that the
whale éf his farming or market gardening actlvities in the year
next followling the prior flve years are of such a nature, and
carrled on In such a way, as would have Justifled a8 reasonable
expectat]on of the reallsatlion of profits in the futu}e if they
had beén undertaken by a competent farmer or market garJener, but
that, | f that farmer or market gardener had undertaken those
activities at the beginning of the prior period of -loss, he could
not reasonably have expected the actlivities to become profitable
untll after the -end of the year next followlng the prior period of
loss.

{3) Paragraph (1) shall not restrict Eellef where the
carr?lng on of the trade forms part of, and |s ancillary to, a
larger trading undertaking.

(4 1In this regulation -

“basls year”, in relation to any capltal allowance,
shall be construed in accordance with regulatlan
5(4)(a);

“farming” means the occupatlion or warking of land whally

or mainly far the purposes of husbandry excluding

™




-market gardening;

“market gardening” means the occupation or working of
land as & nursery or garden for the sale of the
praoduce;

“prlor five years” In relation to a loss Incurred in a
year of assessment, means the last five years'of
assessment before that year;

“prior period of loss” means the prjor flve years,
except that, if losses were Incurred in the trade in
successlve years of assessment amounting in all to a3
perlod longer than flve years {(and ending when the
prior flve years end), It means that longer period;

{5) For the purposes of this regulation, a capital aliowance
Is related to a loss Incurred in a trade tf It falls to be made in
taxing that trade and its basis year Is the year of assessment in
which {he loss was Incurred.

(6) Faragraph (1) shall not restrict relilef for any loss or
capital allowance if the trade was set up and commenced within the
prior five years. .

(7) A trade shall not be treated as discantinued if, for the
purposes of the Capital Aillowances Act It Is not to be treated as

-dlscontinued for the purpose of capltal allowances. '

{8) Where at any time there has been a change in the persons
engaged In carrylng on a trade, this requlation shall,
notwlthstanding paragraphs (6) and (7) apply to any ﬁerson who was
engaged in carrylng on the trade immediately before and
immediately after the change as if the trade were the same before

and after wlthout any dlscontinuance, and as if - .
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(a) a hushand and hils wife were the same persan, and
{b) a husband ar his wife were the same person as any
company of which either the husband or the wife has
control, or of which the two of them have control.
(9) For the purposes of paragraph (8), a person shall be
taken to have control of a company If he exercises, or s able to
exerclse or Is entitied to acqulre, control, whether direct or
indtrect, over the company's affairs,

(16) Where two or more persons together satlisfy any of the
conditlons of paragraph (9), they shall be taken to have control
of the company.

{11) For the purposes of paragraph (9) a person shall be
treated as entltled to acquire anything which he Is entitled ta
acqulire at a future date, or will at a future date be entitled to
acqulire,

(12) For the purpéses of paragraph (9), there shall be
attributed to any person any rights or powers of a nominee for
him, that (s tao say, an} rights or powers whlch another person
possesses on h?s behalf or may be requlred to exerclse on his

direction or behal f.




Further relief for losses In early years of trade
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11. (1) Where an indlvidual carrylng on a trade sustains a loss
in the trade in -

{a) the year of assessment |n whilch it is first carried

on bg him; or

(b) any of the next three years of assessment,
he may, by notlce In writing given within two years after the year
of assessment In which the loss is sustalned, make a clalm for
rellef under this regulation. ‘.

(2) Subject to the pravislions of this regulatlion, rellef
shall be glven from Income tax on an amount of the claimant’s
income equal'to the amount of the loss, belng Income for the three
years of assessment last preceding that In which the loss Is
sustalned, taking.lncome for an earller year before income_for a8
later year.

{3} Relief shall not be glven for the same (0SS or the same
portion of a loss both under this section and under any other
praovision of these regulations or the Income Tax Acts. "'

(4) Rellef shatl not be glven under this regulation In
respect of a loss sustained ln any perlod unless It is shown that
the trade was carrled on throughout that period on a commerclal
basls and in such a way that profits in the trade (or, where the
carrylng on of the trade forms part of a larger undertaking, In
the undertaking as a whole) could reasonably be expected to be
realised in that perlod or within a reasonable time thereafter,

(5) Relief shall not be glven under this regulation in

respect of a loss sustalned by an indlividual in a trade |f -

o
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{(a) at the time when it is first carried on by him he is
marrlied to and tiving with another indlvidual who has
previaus!y carried on the trade; and

(b} the ioss Ils sustained in a year of assessment later
than the third year of assessment after that in which
the trade was flrst carried on by the other
Individual.

{6} Subject to paragraphs (7) and (8), regulations 4 and 5
{aother than paragraph (8}) (which contain anclllary provislons
relating to rellef under regufation 3) shall have effect as if
references to regulatlion 3 Included references to this regulatlon,

{(7) In its appllication by virtue of paragraph (&), regulatlion
5 shall Have effect with the following modiflcations -

(a{ in paragraph (3) for the words from “are those- for
the year of assessment” onwards there shall be
substlituted the words "are those for the year of
loss, rellef shall not be glven by reference to those
allowances in respect of an amqunt greater than the

. amount non-effective In that year”;

(b) In paragraph (&) for the words “|n the case of
allowances for the followlng year, In taxing the
trade for that following year” there shall be
substltuted the words “In the case of allowances for
any later year, In taxing the trade for that [ater
year”.

(8) This regulation applies, with the necessary
modl fications, In relation to a profession or vocatlon as it

. applies in relation to a trade.
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Dealings In commodlty futures: withdrawal of loss relief

2. (1) Rellef shall not be given to any person under regulatlon

[

3 or 11 in respect of a loss sustalned In a trade of deallng In
commod| ty futures If -
{a) the toss was sustained in a trade carrled on in
partnership and that person or one or more of the
other partners was a company; and .
(b} a scheme has been effected or arrangements have been
made (whether by the partnership agreement or
othefwlse) such that th sole or main beneflt that
might be expected to accrue to that person from his
fnterest In the partnershlip was the obtalning of a
reduction In tax llabllity by means of such rellef as
aforesaid.
{(2) Where rellef-has been glven in a case to which this
requlation applles It shall be withdrawn by the making of an .

dassessment .
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13. (1) Where an Individual Incurs expendlture for the purposes

of a trade befare the time when he begins to carry it on and the

.

expendl| ture -
. (3) |Is Incurred Hot more than 3 years before that time;
and
{b) Is not allowable as a deductlon In ‘computing his
profits or galns from the trade but would have been
sa allowable if incurred after that time,
the expenditurelshall be treated for the purposes of income tax as
Incurred on the day on which the trade Is flrst carrled on by him
and for the purposes of rellef under these regulatlions as If It
were the amount of a losé sustained by him In the‘trade in the
year of assessment In which It Is set up and commenced.

(2) A clalm for rellef under these régulatlons In.respect of
an amount treated as a loss by virtue of paragraph (1) shatl be
made separately from any claim for rellef under these regulatfcns
In respect.of any other loss.,

{3) This regulatian applles In relatlon to a praofession or
vocatlon as |t applies to é trade.

Made under the Common Seal of the Treasury this 30th day of

September, 1987, 7
&/‘/M' 6,&(4@14./‘*\.‘\.1 Ly,
L e e

Minlster

..,..'-"

. A
'J'_ s d T

Administrator

LN
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These Regulations were approved by Tynwald on 2lst October, 1987




EXPLANATORY NOTE
(This note is not part of the Regulations)

Representations were mede to the Treasury by the financial sectar to have the
loss relief provisions of Section 28 of the Income Tax Act 1970 improved to the
level of the loss relief provisions of the United Kingdom legislation.
Therefore Section 28 was repealed and a replacement Section 27A was inserted
into the 1970 Act by Section 4 of the Income Tax (Amendment) Act 1986.

These regulations provide relief for trading losses, equivalent to the United
Kingdom relief.
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