Meaning of “incurred”

Income Tax (Jersey) Law 1961 (“the Law”) occasionally refers to expenses enjoying tax
relief when that expense has been “incurred” — for example, Article 90AB(2A)(a) (interest
payable), Article 106A(1) (capital allowances) etc.

The word “incurred” is not defined by the Law so it should take its normal meaning.

The time when an expense is incurred is hot the same as when an expense is paid or
when a payment falls due.

The key consideration from an income tax perspective is that an obligation giving rise to
the expense must arise during the period in question. That obligation can arise further
to a contract that has been entered into or under something thatis called in our
customary law “a quasi-contract”.

Examples:

e Theterms of a loan agreement state that interest accrues daily and is due and
payable on 15" after each calendar quarter. The accrual of interest each day
creates an obligation on the borrower to pay that accrued interest to the lender.
An interest expense has therefore been incurred by the borrower as it accrues. If
we assume a borrower takes out a loan on 1 January 2025, they have incurred
365 days’ worth of interest for the year ended 31 December 2025
notwithstanding the fact that interest for the final quarter of 2025 does not fall
due for payment until 15 January 2026.

e An office suffers storm damage on the afternoon of 31 December 2025. If the
business asks a builder to start emergency repair work on 31 December 2025,
the cost of the work undertaken on 31 December 2025 has been incurred in 2025
regardless of whether the repair contract was signed on 31 December 2025 or in,
say, January 2026. This is because the work done on 31 December 2025 creates
either a contractual obligation or a quasi-contractual obligation to pay the
builder for that work. If no repair work is done on 31 December 2025, no repair
cost has been incurred in 2025 even if a repair contract was signed on 31
December 2025.

Practical application of incurred

Where accounts have been prepared on an ‘accruals’ basis consistent with a
recognised Generally Accepted Accounting Practice, Revenue Jersey will accept the
expense deducted in a business’s profit and loss account (or featured in fixed asset
additions etc.) is a reasonable reflection of the value of the expense that has been
incurred.



The main area where Revenue Jersey will not accept the profit and loss account reflects
costs incurred is where costs are anticipated — for example, contingencies.

Modification of the meaning of incurred in the Law

There are instances in the Law where the ordinary meaning of ‘incurred’ is modified. For
example, Article 131H of the Law states ordinary annual contributions paid by an
employer shall be allowed as an expense incurred in that year. Here the law is saying
‘incurred’ should be interpreted as meaning ‘paid’ for the purposes of this particular
Article. This pointis re-affirmed in paragraph (3)(a) of that Article in respect of non-
ordinary annual contributions.



