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Update

The Finance Act 2013 introduced a cap on certain otherwise 

unlimited tax reliefs, restricting the amount that can be claimed 

by an individual to 25% of income, or £50,000 if greater.

The mechanics
The cap only applies to those reliefs that are used to reduce the 

amount of general income liable to tax and that are not 

independently capped under other legislation.

The rules include a specific definition of income against which 

to apply the 25% test. This is required in order to take account 

of the different ways in which certain tax reliefs are given. Under 

existing legislation pension contributions and cash gifts to 

charity may be relieved in different ways, either before or after 

arriving at the figure for ‘total income’ for tax purposes. 

Without an adjustment, this could result in the cap applying in 

different ways to taxpayers in broadly the same situation.

The starting point for calculating income for the purposes of the 

cap is the same for all individuals: their total income for tax 

purposes. This figure is then adjusted, based on the 

arrangements the individual makes for pension deductions and/

or charitable donations, in order to create a level playing field 

between those whose deductions are made in arriving at total 

income (as with Payroll Giving to charities, or contributions to 

most employer-provided pensions) and those whose deductions 

are made after the calculation of total income (as with Gift Aid 

payments and contributions to personal pension schemes). The 

adjusted income is a figure net of any pension contributions, 

but with no deduction for cash gifts to charity, and is the 

measure of income for calculating the cap.

Reliefs that are within the scope of the cap
The following reliefs are affected by the cap:

• trade loss relief against general income. This affects ‘sideways 

loss relief’ under which losses are set off against general 

income of the same year or the previous year, but not relief 

for losses carried backwards or forwards against income from 
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the same source. In some cases it may be necessary to 

consider whether, on the facts, different activities amount to 

part of the same trade;

• early trade loss relief (available in the first four years of 

trading);

• post-cessation trade loss relief (available within seven years of 

the permanent cessation of trade);

• property loss relief (available where property business losses 

arise from capital allowances or agricultural expenses);

• post-cessation property loss relief (available for qualifying 

payments within seven years of the permanent cessation of 

the UK property business);

• qualifying loan interest (for example, on a loan taken out to 

invest in a partnership or close company);

• employment loss relief;

• former employees’ deduction for liabilities (payments made by 

former employees, for which they are entitled to claim a 

deduction from their general income in the year in which the 

payment is made);

• share loss relief (available for capital losses on the disposal of 

certain qualifying shares), but excluding the situation where 

relief is attributable to the shares under the Enterprise 

Investment Scheme (EIS), the Seed Enterprise Investment 

Scheme (SEIS) or the Social Investments (SI) regime introduced 

in 2014;

• losses on listed securities held since at least 26 March 2003, 

and on gilt strips.

Reliefs that are unaffected
The cap does not affect Community Investment Tax Relief or 

relief for charitable giving by means of Gift Aid, gifts of land or 

shares, or Payroll Giving.

Reliefs that are subject to an independent cap are also 

unaffected. These include relief for pension contributions and 

investments made under the Venture Capital Trust regime, the 

EIS, the SEIS or the SI regime.
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Also excluded from the cap are items that are deducted in arriving 

at the amount of profits from any particular source, such as 

trading expenses (including interest) or the expenses of a property 

business, and ‘structural credits’ that are designed to prevent the 

same amount being taxed twice. Examples of the latter are 

double tax relief on foreign income, tax credits on dividend 

income and relief for notional tax on life insurance gains.

Capital allowances and items with tax exempt status are also 

unaffected. However, to the extent that these items create a loss 

once deducted in calculating the profits of a business, relief for 

those losses is subject to the relief cap. To the extent that the 

loss arises from Business Premises Renovation Allowance, 

however, the cap does not apply.

In certain circumstances trading losses may be claimed against 

capital gains. The cap does not affect this relief.

Application of the cap
Income tax reliefs continue to be claimed through an individual’s 

self-assessment tax return each year. In general the cap applies 

from 6 April 2013, However, where taxpayers wish to carry 

trading losses arising in 2013/14 back to previous years, the cap 

also applies (as regards the carried-back loss only) to such earlier 

years. Property business losses arising from capital allowances or 

agricultural expenses are relievable against other income in the 

year of the loss or the subsequent year. If a 2012/13 loss is 

carried forward to 2013/14, the cap does not apply.

The way in which reliefs must be claimed is not changed. For 

example, a claim for loss relief is an ‘all or nothing’ claim that 

must be made for the full amount of the loss, i.e. a loss relief 

claim cannot be restricted to preserve an individual’s personal 

allowance. Similarly, where the losses are equal to or greater than 

the relief cap allowance available, an individual cannot make a 

relief claim for less than the available relief cap allowance.

If an individual has reliefs available within more than one of the 

different categories affected, he or she can choose which to 

utilise within the cap. Normally it will be best to use those 

amounts that can only be used in the year in which they arise 

(such as loan interest) and to preserve those amounts that can 

be carried forward (such as trading losses).

Particular complications can arise if the taxpayer is an individual 

resident but not domiciled in the UK who is paying the ‘remittance 

basis charge’ (currently £30,000, £60,000 or £90,000). 

Professional advice should be taken in these circumstances.

The cap applies in addition to any other provision that restricts 

relief.

Example
In 2015/16 a taxpayer has employment income of £500,000 

and partnership losses of £300,000. The relief cap in 2015/16 is 

£125,000 (25 per cent of £500,000). The taxpayer can relieve 

£125,000 of the partnership losses against the employment 

income in 2015/16. If relief is claimed at all, the full £125,000 of 

losses must be relieved. The taxpayer cannot choose to claim a 

smaller amount.

The taxpayer may then decide to carry back the remaining 

losses to the previous tax year to offset against the general 

income received in that year. In 2014/15 employment income 

of £100,000 and partnership profits of £20,000 were received. 

The relief cap in 2014/15 is therefore £50,000 (greater than 25 

per cent of the total income). Losses of £50,000 can be 

relieved in 2014/15.

Of the total 2015/16 losses, £125,000 has been relieved in 

2015/16 and £50,000 in 2014/15, leaving £125,000 to be 

carried forward to offset against future profits from the same 

partnership. As trading losses being carried forward can only be 

offset against trading profits from the same trade (rather than 

being offset against general income), the losses being carried 

forward will not be subject to the income tax relief cap.

Conclusion
The government stated when the cap was introduced that it 

was intended to target very wealthy individuals who ‘reduce 

their income tax bills to zero, year after year by using these 

income tax reliefs to excess’. In practice, however, it has a 

negative effect on a wide range of taxpayers, including many 

who regularly pay large tax liabilities. The restriction of 

‘sideways’ loss relief in particular has a considerable impact on 

individuals wishing to offset their trading losses against their 

general income.
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