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Introduction 
 
This Budget was quite light on changes to the Capital 
Allowances regime, in comparison to the previous few years. 
As the Chancellor was trying to balance the need to tighten 
the public purse with a positive pre-election message, this 
Budget was never going to be radical. The following three 
Capital Allowances measures are worth a brief review: 
 
�  Increase to the Annual Investment Allowance. 
�  Changes to Enhanced Capital Allowances. 
�  Abolition of Furnished Holiday Lettings. 

 
There were other Capital Allowances changes introduced in 
the Budget, such as for cushion gas and zero-carbon vans, 
but this review focuses solely on Capital Allowances 
changes that impact on property expenditure. 
 
Increase to the Annual Investment Allowance (AIA) 
 
The maximum AIA for the 2010/2011 tax year has been doubled from 
£50,000 to £100,000 for expenditure on machinery or plant from 1 April 
2010 for corporation tax and 6 April 2010 for income tax. This means that 
an additional £50,000 of plant and machinery expenditure will be allowed 
at 100% with a consequent tax saving of £10,500 for a company paying 
21% tax, £14,000 for a company paying 28% tax and £25,000 for a high 
net worth individual subject to the new 50% income tax rate.  
 
Hand in hand with this measure, the Treasury is also introducing a 
targeted anti-avoidance rule, effective from 24 March 2010, to prevent 
abuse of the increased AIA threshold. There are already comprehensive 
rules within the Capital Allowances Act 2001 that prevent multiple AIA 
claims by entities controlled by the same person or persons. It is possible 
that this additional anti-avoidance rule may be connected to the measure 
that was announced by the Treasury on 21 October 2009 in respect of 
sideways loss relief. The restriction of sideways loss relief, as set out in 
Revenue & Customs Brief 66/09, applies to trades and not property 
businesses. 
 
It would be somewhat generous of the Treasury to view the extension of 
the AIA as compensation for that fact that the temporary 40% first year 
allowance (FYA) is not being extended beyond April 2010. If we look at 
the Treasury’s own figures, we can get the tax effect of both these 
measures into perspective. The extension of the AIA is planned to cost 
the Treasury £30 million in 2010/2011 (and £120 million for 2011/2012), 
whereas the 40% FYA was estimated to cost £1,640 million in 
2009/2010. 
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Changes to Enhanced Capital Allowances 
(ECAs) 
 
Expenditure on certain items of machinery and plant 
qualifies for 100% first year allowances provided that 
the items are included within the ECA schemes. The 
schemes for energy saving technologies will be 
expanded to include two new sub-technologies: 
(permanent magnet synchronous motors and biomass 
fired warm air heaters). One existing technology 
(compact heat exchangers) and one sub-technology 
(liquid pressure amplification) will be removed. The 
criteria for taps and showers in the water efficient 
scheme will be tightened. The changes will take effect 
from a date to be appointed by an order, expected to 
be laid in the next Parliament.  
 
 
Abolition of Furnished Holiday Lettings  
(FHLs) 
 
The abolition of Capital Allowances for FHLs was 
announced in the 2009 Budget and was due to take 
place from 6 April 2010 for income tax and 1 April 2010 
for corporation tax. This would have meant that the tax 
treatment of furnished holiday lettings would be the 
same as for other property rental businesses. For 
expenditure on a FHL property after the repeal, no 
Capital Allowances would have been available as there 
is a general exclusion for plant and machinery let 
within a ‘dwelling house’. Similar treatment would apply 
for FHL property within the UK and within an EEA 
country. 
 
The Conservatives, however, forced the reversal of this 
measure during ‘wash-up’, the process at the end of 
Parliament where only outstanding measures that have 
cross-party agreement can reach the statute books. 
Expenditure on FHL property within the UK and any 
country within the EEA will, therefore, continue to 
attract Capital Allowances on all the machinery and 
plant within the properties. If the repeal had gone 
through then the landlords of such properties would 
only have been able to claim a 10% wear and tear 
allowance in respect of the loose furniture and fittings. 
No tax deduction would have been available for the 
machinery and plant fixtures, such as heating and 
sanitary appliances. 
 
The fact that the letting of FHL properties will continue 
to be treated as a trade for certain purposes also 
means that the property owners can continue to benefit 
from more flexible loss relief, certain capital gains relief 
and relevant UK earnings treatment for pension 
purposes. 
 
 
 

 
 
Conclusions and recommendations 
 
The increased AIA is welcome and the associated anti-
avoidance rule should not affect genuine investment in 
machinery or plant, whether as part of a trade or a 
property business. The benefit of this measure for 
2010/2011 will depend on the financial year end of the 
taxpayer, as the transitional rules are likely to be 
similar to those that applied to the introduction of the 
AIA from April 2008. Also, as this measure has been 
announced so close to the effective date, there will be 
limited scope for tax planning the expenditure. 
 
Changes to the ECA regime gives even more reason 
for taxpayers to consult a specialist in order to 
maximise these allowances. There is a need for this 
scheme to be enhanced further to reflect the realities of 
how the construction industry procures projects. If this 
happens there will be greater take up of this scheme, 
which will help the Government achieve its challenging 
carbon reduction targets.  
 
Finally, landlords of furnished holiday properties, 
whether in UK or the EEA can breathe a sigh of relief, 
but should still act as soon as possible to ensure that 
any expenditure that could attract Capital Allowances 
is identified. Whilst these allowances are safe for now, 
there must be a high level of risk that if Labour are 
returned to power on May 6th that this window of 
opportunity may close for good.  

 
For further advice concerning any of the issues raised 
in this briefing, please contact one of our key 
individuals detailed overpage, or alternatively call our 
helpline on 0800 526262. Information on other property 
tax related topics can also be found on our website at 
http://bankingtaxfinance.davislangdon.com. 
 
 
 
 
 
 
 
 
 
 
 

 


