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Capital Allowances & Land Remediation
Tax Relief

Introduction

« What are Capital Allowances
 Entitlement to Capital Allowances
 Potential Areasof Qualifying Expenditure
« The Value of Capital Allowances

e Case Sudy

e Land Remediation Tax Relief
s Example
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Capital Allowances & Land Remediation
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What are Capital Allowances

« VariousForms; Property Related
* Plant & Machinery
e Long Life Assets
 Enhanced Allowances
* Industrial Buildings Allowances/ Hotel Allowances

* Research & Development Allowances

e Enterprise zones, Agricultural Buildings Allowances
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Capital Allowances & Land Remediation
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Plant & Machinery Allowances

« CAA 2001

« Machinery
* Sraightforward ashasmoving parts

e Lifts

s Pumps
* Motors
e Chillers
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Capital Allowances & Land Remediation
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Plant & Machinery Allowances

« No definition of plantin the legidation

« Defineswhat IsNOTplant
* Buildings
e Sructures

 Definition hasarisen through case law and tests
* The ‘functional’ test
* The ‘premises test
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Capital Allowances & Land Remediation
Tax Relief

Plant & Machinery Allowances

 Long Life Assets
» Useful economic life of at least 25 years

o Short Life Assets
* Used for 3-4 years, separate pool; balancing allowances

« Enhanced Allowances
* Energy efficient assets
*Very specific
* Expenditure after 31 March 2001
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Capital Allowances & Land Remediation
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Entittlement to Plant & Machinery Allowances

 Person incursqualifying capital expenditure
e Personiscarrying on a qualifying activity

« Asa reault of incurring the expenditure the person istreated asowning
the plant & machinery
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Capital Allowances & Land Remediation
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Industrial Buildings Allowances

 Qualifying expenditure isincurred on the construction of a building or
structure

 Capital expenditure
 Expenditure isincurred by the holder of the relevant interest

« The building isin use forthe purposesof a qualifying trade
« Jorage in certain circumstance
« Manufacture of goodsand materials
e Transport undertakings

« Enablesclaimsto be made on structural elements—the building

e Hotel Allowances
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Capital Allowances & Land Remediation
Tax Relief

The Value of Capital Allowances

« Plant & Machinery —25%perannum on a reducing balance basis
« ECA —100%in first year
* LLA —6%perannum on a reducing balance basis

 Industrial Building Allowances—4% straight line basisover 25 years
* Hotel Allowances—4%straight line basisover 25 years

« Claim strategy willalwaysbe to allocate asmuch aspossble to:-
« ECA; then
* P&M; then
 IBA
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Comparative Benefit of Capital Allowances

Cumulative Tax Savingsby Type of Allowance
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PMA —Plant and Machinery Allowances IBA —Indusdtrial Building Allowances
ECA —Enhanced Capital Allowances LLA —Long Life Assets Assets
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Capital Allowances & Land Remediation
Tax Relief

The Value of Capital Allowances

Assuming a taxrate of 30%

Companies £
Profit 1,000,000
Lessplant & machinery allowances (250,000)
Taxable profit 750,000
Tax payable @ 30% 225,000
Tax saving (300,000 —225,000) 75,000

Roche Associates Tailor made solutionsforyour everyday busness



Capital Allowances & Land Remediation

Tax Relief

Air Conditioned Offices
Non-air Conditioned Offices
Office Ft-out
Office Refurbishments**
Hotels *
Sports Clubs
Covered Shopping Centres
Department Sores
Pubs/ Restaurants
Retail Warehouses
Car Dealerships*
Industrial/ Distribution units *
Hi-tech Industrial Units *
Hospitals (Private, PH/ PPP)
Nursing Homes

Major Residential

Roche Associates

Indicative ranges for Plant and Machinery Allowances (PMAS)
(% of construction cost/ purchase price, excluding land)

I I I I | I
10 20 30 40 50 60 70 80

Percent

*Industrial buildingsallowancesor hotel allowancesmay additionally be available

** Revenue expenditure may additionally be available (thiswillbe the case on all property refurbishments)
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Capital Allowances & Land Remediation
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Potential Areas of Qualifying Expenditure

« Construction of new buildings
 Refurbishment of existing buildings
e Htting out of new or existing building

e Purchased buildings
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Capital Allowances & Land Remediation
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Construction / Refurbishment/ At-out

« Actualcostsincurred should be sourced
« Consderincidental expenditure

« Analyse contractorson-costs
 Rememberprofessonal fees

« Lookatany contributions
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Capital Allowances & Land Remediation
Tax Relief

Purchased Buildings

« Complex
« Affected by taxhistory of property

« If priorclaim hasbeen made, purchaserrestricted to disposal value of
prior claimant

« Ifnorecentclaim made then ‘just apportionment’ of purchase price
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Purchased Buildings

‘Just Apportionment’ of purchase price

Purchase Price

Land Building Plant & Machinery
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Capital Allowances & Land Remediation
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Purchased Buildings

Valuation of Hements

e Land Values—Calculation required —resdualorcomparable

« Building Cost —Prepare estimate of current replacement cost of building
at date of purchase

« Plant & Machinery —Asbuilding
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Capital Allowances & Land Remediation
Tax Relief

Purchased Buildings

Complications

« Priorclaims—the purchaserwillin most casesbe restricted to any claim
made by the priorowner (the disposal value)

« Hectionsto fixdisposal value (CAA2001 s198)
« Joint election
* Irevocable
* Within 2 yearsof acquisition
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Capital Allowances & Land Remediation
Tax Relief

The sellers position

« The sellerwantsto keep disposalvalue asLOW aspossble

« *llerdisposal value equalsthe allowancesalready claimed (TWDV)
e Tax neutral position

« *llersdisposal value islessthan that already claimed
« &*llercan keep the difference (Balancing allowance)

« *llersdisposal value ishigher than that already claimed
« *llerischarged the difference (balancing charge)
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Capital Allowances & Land Remediation
Tax Relief

The purchasers position

« The Purchaserwantsto keep disposal value asHIGH aspossble

* Purchaserisrestricted to sellersdisposal value

« Negotiation and knowledge of the capital allowances position is KEY
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Capital Allowances & Land Remediation
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Case Study

UK Investorin an office building

e Option1l
« Assume priorownerhasmade a claim,and hasa plant & machinery
disposal value of £3,000,000

A Ltd will be restricted to a claim of £3,000,000

« Option 2
* Assume sellermade no claim, purchaser makesan unrestricted claim
based on just apportionment of purchase price

e Option 3
« &llerwantsa joint election at £1
« &llergetsbalancing allowance
* Purchaserisrestricted to a claim of £1
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Capital Allowances & Land Remediation
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Land Remediation Tax Relief

« New environmental tax relief introduced in 2001 for the remediation of
contaminated land

e Claimed onthe costsof cleaning up harmful substances

« Legidation appliesto land and buildings (i.e. asbestoscontamination)
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Capital Allowances & Land Remediation
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Land Remediation Tax Relief

« Client entity must be a company fortax purposes

e Client must not have contaminated the land
e Claimed 150%in year of expenditure (for Investors)

o Hfectively 45%of the cost of cleaning up the land can be recovered
through saved tax.

 Allqualifying taxpaying developerorinvestorcompaniescan claim
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Land Remediation Tax Relief — The Benefits
An Investor

An Investorincurring £2m remediation expenditure, making profitsof £5m

With no LRTR With LRTR
Year End 2004 Year End 2004
Trading Profits £5 000,000 Trading Profits £5,000,000
LRTR £2,000,000 at 150%
Profits Chargeable £5,000,000 (Investor) £3,000,000
to Tax .
Profits Chargeable to £2,000,000
Corporation Tax (at £1,500,000 Tax
thte Ia;gseo(c;ompanles Corporation Tax (at the £600,000
rate o ) large companiesrate
of 30%)

Effective cash saving of £900,000 (45%)
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Roche Associates- Contacts

e Saira Puffett

01923 428746 (m) 07984 298402
Email: sairapuffett@ocheassociates.co.uk

« Paul Munday

01794 899028 (m) 07798 728441
Email: paulmunday@rocheassociates.co.uk
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