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Capital allowances
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In these challenging times with cashflow pressure, the 
claiming of capital allowances can help to generate 
significant tax cash savings. HMRC has allowed businesses 
to defer VAT and income tax payments, but corporation tax 

will still represent a significant cost during this period. 
Often overlooked is the entitlement for companies, 

non-resident landlords, partnerships and individuals to make 
a claim for capital allowances on historic expenditure, as long 
as those qualifying assets are still owned. The following are 
some practical tips for business owners on making use of the 
available property tax incentives.

Tax incentives
Businesses can claim on property development expenditure, 
including new builds, refurbishments, fit outs and second-
hand acquisition expenditure. The capital allowances 
legislation provides for the ability to review historic property 
expenditure which has not been fully claimed and still take 
the benefit from allowances missed or under claimed. 

 “The business can then go back 
up to two years to amend an 
open tax return.”

Consider, for example, a business which undertook a 
£1,250,000 extension to its warehouse in 2018 for which the 
building works were not assessed for capital allowances. A 
claim can still be submitted, say for £500,000, as long as the 
building and the qualifying assets are still owned. The 
business can then go back up to two years to amend an open 
tax return and receive a cash payment from HMRC for any 
overpaid tax. If the company had a 30 June tax year end, it 
could amend its 2018 tax return up to 30 June 2020. On that 
basis, a tax rebate would be received for both the 2018 and 
2019 tax year ends. 

See Historic property expenditure overleaf.

For loss-making companies, tax credits are available 
whereby the claiming of the tax relief is replaced by a cash 
credit received as a payment from HMRC. There is a 16% tax 
credit for qualifying expenditure for land remediation relief for 
cleaning up contamination on land or within buildings, such 
as ground pollutants or asbestos. This is available for both 
developers and investors. A 19% first year tax credit is also 
available for enhanced capital allowances (ECAs) for investing 
in green assets such as energy efficient boilers and lighting.

The annual investment allowance (AIA) is at a record high 
of £1m for qualifying capital allowances expenditure from 
1 January 2019 to the 31 December 2020. It must, however, 
be claimed on expenditure incurred in that period or the 
allowance is lost because it cannot be applied retrospectively 
to future expenditure. 

So, if £1m of qualifying capital allowances expenditure was 
incurred in 2019, rather than it being claimed typically over 
an eight to ten-year period, it would be fully claimable against 
the AIA, providing a significant acceleration of when the tax 
relief is taken. For a corporate taxpayer that would represent 
£190,000 (£1m x 19%) of tax cash savings and for a higher rate 
income taxpayer £450,000 (£1m x 45%).

Unclaimed capital allowances can be used to mitigate a 
future capital gain on sale, which from 1 April 2019 applies to 
non-resident landlords as well. When there is no taxable 
income, capital allowance claims should still be made so the 
allowances can be disclaimed, allowing them to be rolled 
forwards for when the business either comes back into taxable 
profits or to reduce a future gain. 

If historic qualifying building expenditure had been 
incurred but, because the business was loss making, no 

Key points

 ● Review historic expenditure on buildings in case some 
has not been fully claimed.

 ● Use capital allowances to mitigate future capital gains.
 ● Two-year window in which to amend or make a capital 
allowances claim.

 ● Use the annual investment allowance of up to £1m.

Nolan Masters explains how property 
tax reliefs can be used to help increase 
a business’s cashflow.

Boost cashflow
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effective tax rate of 42% with £150,000 of taxable profit in 2020 
tax year end would have a total tax payment due of £63,000. If 
an unsubmitted capital allowances claim of £500,000 was 
established, based on a mean writing down allowance of 12%, 
it gives rise to £60,000 of allowances (excluding AIA) to offset 
against the tax due for the 2020 tax year end. This tax due 
would reduce to £37,800, a saving of £25,200 against the tax 
payment due on 31 January 2021.

Benefit case study
A company acquired an office building paying £7m in 2018 to 
rent out as an investment. As the first buyer of the property 
after April 2008, it has an unrestricted claim on any qualifying 
integral features, plus the seller’s unclaimed refurbishment, 
resulting in a potential claim for capital allowances of £1.80m. 
The company is then able to submit the claim because it still 
owns the qualifying assets in the earliest open tax return, with 
the ability to go back up to two years to submit an amended 
tax return to generate a tax refund.

How to unlock benefit
A lack of information can lead to missed claims, but there 
is still the opportunity to identify and value qualifying 
expenditure with minimal information as long as those assets 
are still owned. For any information gaps, as long as the 
total cost and outline of expenditure is known, it should be 

capital allowances review undertaken, by going back to make 
a claim in the earliest open tax return the business can 
benefit from the annual writing down allowances (typically 
at 6% and 18%). This provides a cumulative benefit of 
allowances which, rather than claiming and increasing 
losses, can be disclaimed to then offset against a future 
disposal, thereby reducing the amount of capital gains tax 
paid instead.

Timing of making a claim
Companies have 12 months from their tax year end to submit 
their tax return and HMRC has a further 12 months to review 
it, so there is a window of up to two years in which to amend a 
tax return. A business whose tax year end is 31 December 2018 
would have up to 31 December 2020 either to amend or make a 
new capital allowances claim, which could lead to a potential 
cash refund.

For partnerships and individuals paying income tax, HMRC 
has allowed the deferment of the second payment on account 
for six months from 31 July 2020 to 31 January 2021. So now is 
the time to make any capital allowances claims that may have 
been missed for historic property expenditure, which can then 
be used to adjust the 2020 tax return and provide a cash saving 
on the tax due on 31 January 2021. 

High net worth individuals can achieve an even greater 
potential tax cash saving. For example, an individual with an 

Historic property expenditure

Year end Property additions 30.6.18 30.6.19 30.6.20
Annual investment allowance at £200,000 (1)£200,000 (2)£200,000

Main pool (WDA @18%) (1)£200,000 £36,000 £29,520 £24,206

Special rate pool (WDA @ 8%/7.5%/6%) (1)£100,000 £8,000 £6,900 £5,106

Total capital allowances £500,000 £244,000 (3)£80,420 £29,312

Current scenario: Profit before tax no capital 
allowances

£200,000 £220,000 £240,000

Tax payable at 19% £38,000 £41,800 £45,600

Net profit without capital allowances £162,000 £178,200 £194,400

Alternate scenario: Profit before tax with 
capital allowances

£– £139,580 £210,688

Tax payable at 19% £– £26,520 £40,031

Net profit with capital allowances £200,000 £193,480 £199,969

Tax cash saving with capital allowances £38,000 £15,280 £5,569

Tax refund for June 18 paid in March 19 £38,000

Tax refund for June 19 paid in March 20 £15,280

Total tax refund £53,280

(1) Property expenditure shown in land and buildings but not originally claimed in tax return year end 2018
(2) AIA allocated to items of expenditure which qualify for the lower writing down allowance (WDA) of integral features
(3) The total WDA includes the annual WDA for each pool, plus £44,000 of disclaimed capital allowances, ie £36,000 for main 
pool and £8,000 special rate pool written down in year end 2018 but disclaimed and rolled forwards so as to not create a loss
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possible to build up a valuation of those qualifying assets to 
support a claim. 

It is worth checking the expenditure listed under land and 
buildings by referring back to individual qualifying assets 
purchased from the ledger. If building projects and property 
acquisitions have gone into the accounts unassessed and the 

capital allowances not claimed, the fact that accounts have 
been filed does not preclude the business going back and 
making a claim now. 

To claim the tax credits for land remediation relief the 
claimant cannot be the polluter and must be a corporate 
taxpayer, so £500,000 of qualifying expenditure will give rise 
to a cashback of £120,000 (150% x £500,000 x 16%). 

For companies or partnerships to qualify for enhanced 
capital allowances, the product must meet the performance 
requirements set by The Carbon Trust. 

Qualifying expenditure of £500,000 would equate to a 
cashback of £95,000 (19% x £500,000), noting that the first 
year tax credit is capped to the greater of the company’s total 
PAYE and National Insurance liabilities for the relevant 
period or £250,000. ●

Planning point

Remember that claimants of land remediation relief cannot 
be the polluter or connected to the polluter.

Author details

Nolan Masters is a director at Veritas Advisory, 
a capital allowances specialist. He can be 
contacted by phone: 0203 7714 315 or  
email: nolan.masters@veritasadvisory.co.uk.

 FIND OUT MORE 
On Taxation.co.uk

 ● Swing from entrepreneurs’ relief to capital allowances: 
tinyurl.com/y9saheuk

 ● Capital allowances claims for property fixtures: tinyurl.
com/y3mgkvc9

 ● Claiming capital allowances on plant: tinyurl.com/yd52zaxg

Historic acquisition

Office acquisition Before claim After claim

Profit before tax year ended 
31 December 2018

£500,000 £500,000

Less capital allowances 
(including AIA of £200,000)

 
£–

 
£480,000

Taxable income £500,000 £20,000

Tax payable at 19% £95,000 £3,800

Profit after tax £405,000 £496,200

Total tax refund  
(£480,000 x 19%)

 
£–

 
£91,200

Total tax refund for high net 
worth (£480,000 x 45%)

 
£–

 
£216,000


