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Introduc tion

• What a re Capita l Allowanc es 

• Entitlement to Capita l Allowanc es

• Potentia l Areas of Qua lifying  Expend iture

• The Va lue of Cap ita l Allowanc es 

• Case Study

• Land  Remed ia tion Tax Relief
• Example
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What are Capita l Allowances  

• Va rious Forms; Property Rela ted

• Plant & Mac hinery
• Long Life Assets
• Enhanc ed  Allowanc es

• Industria l Build ings Allowanc es/ Hotel Allowanc es

• Researc h & Development Allowanc es

• Enterp rise zones, Agric ultura l Build ings Allowanc es
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Plant & Machinery Allowances 

• CAA 2001

• Mac hinery
• Stra ightforwa rd  as has moving parts

• Lifts
• Pumps
• Motors
• Chillers
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Plant & Machinery Allowances

• No definition of p lant in the leg isla tion

• Defines wha t Is NOT p lant
• Build ings
• Struc tures

• Definition has a risen through c ase law and  tests
• The ‘ func tiona l’ test
• The ‘ p remises’ test
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Plant & Machinery Allowances 

• Long Life Assets
• Useful ec onomic  life of a t least 25 years

• Short Life Assets
• Used  for 3-4 years; separa te pool; ba lanc ing a llowanc es

• Enhanc ed  Allowanc es
• Energy effic ient assets
• Very spec ific
• Expend iture a fter 31 Marc h 2001
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Entitlement to Plant & Machinery Allowances

• Person inc urs qua lifying c ap ita l expend iture

• Person is c a rrying on a  qua lifying ac tivity

• As a  result of inc urring the expend iture the person is trea ted  as owning 
the p lant & mac hinery
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Industria l Build ings Allowances 

• Qua lifying expend iture is inc urred  on the c onstruc tion of a  build ing or 
struc ture

• Cap ita l expend iture
• Expend iture is inc urred  by the holder of the relevant interest

• The build ing is in use for the purposes of a  qua lifying trade
• Storage in c erta in c irc umstanc e
• Manufac ture of goods and  materia ls
• Transport undertakings

• Enab les c la ims to be made on struc tura l elements – the build ing 

• Hotel Allowanc es
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The Value of Capita l Allowances

• Plant & Mac hinery – 25% per annum on a  reduc ing ba lanc e basis
• ECA – 100% in first yea r
• LLA – 6% per annum on a  reduc ing ba lanc e basis

• Industria l Build ing Allowanc es – 4% stra ight line basis over 25 years
• Hotel Allowanc es – 4% stra ight line basis over 25 years

• Cla im stra tegy will a lways be to a lloc a te as muc h as possib le to:-
• ECA; then
• P&M; then
• IBA
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Compara tive Benefit of Cap ita l Allowanc es

Cumulative  Tax Savings by Type of Allowanc e
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The Value of Capita l Allowances

Assuming a  tax ra te of 30%

Companies £

Profit 1,000,000
Less p lant & mac hinery a llowanc es (250,000)

Taxab le p rofit 750,000

Tax payab le @ 30% 225,000

Tax saving (300,000 – 225,000) 75,000
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Offic e Refurbishments**

Air Conditioned Offic es

Non-air Conditioned Offic es

Hotels *

Covered Shopping Centres

Car Dealerships*

Pubs /  Restaurants

Retail Warehouses

Department Stores

Industrial/ Distribution units *

Hospitals (Private, PFI/ PPP)

Nursing Homes

Hi-tech Industria l Units *

Major Residentia l

10 20 30 40 50 600

Per c ent

*Industria l build ings a llowanc es or hotel a llowanc es may add itionally be availab le

** Revenue expend iture may add itionally be availab le (this will be the c ase on a ll p roperty refurb ishments)

Indicative ranges for Plant and Machinery Allowances (PMAs)
(% of c onstruc tion c ost/  purc hase p ric e, exc lud ing land)

Offic e Fit-out

Sports Clubs

70 80
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Potentia l Areas of Qualifying Expenditure 

• Construc tion of new build ings
• Refurb ishment of existing build ings
• Fitting out of new or existing build ing

• Purc hased  build ings
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Construc tion /  Refurbishment /  Fit-out

• Ac tua l c osts inc urred  should  be sourc ed

• Consider inc identa l expend iture

• Ana lyse c ontrac tors on-c osts

• Remember p rofessiona l fees

• Look a t any c ontributions 
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Purchased Build ings

• Complex
• Affec ted  by tax history of p roperty
• If p rior c la im has been made, purc haser restric ted  to d isposa l va lue of 

p rior c la imant
• If no rec ent c la im made then ‘ just apportionment’ of purc hase p ric e
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Purchased Build ings

‘Just Apportionment’ of purc hase p ric e

Purchase Price

Land Building Plant & Machinery
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Purchased Build ings

Va lua tion of Elements

• Land  Va lues – Ca lc ula tion required  – residua l or c omparab le
• Build ing Cost – Prepare estima te of c urrent rep lac ement c ost of build ing 

a t da te of purc hase
• Plant & Mac hinery – As build ing
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Purchased Build ings

Complic a tions

• Prior c la ims – the purc haser will in most c ases be restric ted  to any c la im 
made by the p rior owner (the d isposa l va lue)

• Elec tions to fix d isposa l va lue (CAA2001 s198)
• Joint elec tion
• Irrevoc ab le
• Within 2 years of ac quisition
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The sellers position

• The seller wants to keep  d isposa l va lue as LOW as possib le

• Seller d isposa l va lue equa ls the a llowanc es a lready c la imed  (TWDV)
• Tax neutra l position

• Sellers d isposa l va lue is less than tha t a lready c la imed  
• Seller c an keep  the d ifferenc e (Ba lanc ing a llowanc e)

• Sellers d isposa l va lue is higher than tha t a lready c la imed
• Seller is c harged  the d ifferenc e (ba lanc ing c harge)
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The purchasers position

• The Purc haser wants to keep  d isposa l va lue as HIGH as possib le

• Purc haser is restric ted  to sellers d isposa l va lue

• Negotiation and knowledge of the capita l a llowanc es position is KEY



Capita l Allowances & Land Remediation 
Tax Relief

Roc he Assoc ia tes                                             Ta ilor made solutions for your everyday business

Case Study

UK Investor in an offic e build ing
• Option 1

• Assume p rior owner has made a  c la im, and  has a  p lant & mac hinery
d isposa l va lue of £3,000,000
• A Ltd  will be restric ted  to a  c la im of £3,000,000

• Option 2
• Assume seller made no c la im, purc haser makes an unrestric ted  c la im 
based  on just apportionment of purc hase p ric e

• Option 3
• Seller wants a  joint elec tion a t £1
• Seller gets ba lanc ing a llowanc e
• Purc haser is restric ted  to a  c la im of £1
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Land Remediation Tax Relief

• New environmenta l tax relief introduc ed  in 2001 for the remed ia tion of 
c ontamina ted  land

• Cla imed  on the c osts of c leaning up  harmful substanc es 

• Leg isla tion app lies to land  and  build ings (i.e. asbestos c ontamina tion)



Capita l Allowances & Land Remediation 
Tax Relief

Roc he Assoc ia tes                                             Ta ilor made solutions for your everyday business

Land Remediation Tax Relief

• Client entity must be a  c ompany for tax purposes 

• Client must not have c ontamina ted  the land
• Cla imed  150% in year of expend iture (for Investors)
• Effec tively 45% of the c ost of c leaning up  the land  c an be rec overed  

through saved  tax.

• All qua lifying taxpaying developer or investor c ompanies c an c la im
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£1,500,000Corpora tion Tax (a t 
the la rge c ompanies 
ra te of 30%)

£5,000,000Profits Chargeable 
to Tax

£5,000,000Trad ing Profits

2004
With no LRTR
Year End

An Investor inc urring £2m remed ia tion expend iture, making p rofits of £5m

£600,000Corpora tion Tax (a t the 
la rge c ompanies ra te 
of 30%)

£3,000,000
LRTR £2,000,000 a t 150% 
(Investor)

£2,000,000Profits Chargeable to 
Tax

£5,000,000Trad ing Profits

2004
With LRTR
Year End

Effec tive c ash saving of £900,000 (45%)

Land Remediation Tax Relief – The Benefits
An Investor
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Roche Assoc iates - Contac ts

• Saira Puffett

01923 428746  (m) 07984 298402
Email: sa irapuffett@roc heassoc ia tes.c o.uk

• Paul Munday

01794 899028  (m) 07798 728441
Email: paulmunday@roc heassoc ia tes.c o.uk


