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Capital Allowances and the Energy
Performance Link

An era of change

With the recent interest in the new two-tier
simplification of the plant and machinery regime
little has been said about the bigger picture, in
that it represents a significant change of thinking
from the Treasury on the purpose of Capital
Allowances tax reliefs. The introduction of the
modern system under the Income & Taxes Act
1945 had a clear intention, which was to
stimulate post-war reconstruction. Industrial
buildings allowances (IBA's) were the principal
focus and in an era of less complex buildings,
the p and machinery content formed a less
significant proportion of expenditure than it does
today. As the value and complexity of systems
in buildings has grown, particularly with the
expansion in use of air conditioning, so the key
focus shifted towards plant and machinery.
Even in modest commercial office
developments for example, it is not unusual to
see 30% of the construction budget becoming
tax relieved.

Do allowances stimulate investment?

The issue from the Treasury’s perspective
became one of trying to identify whether Capital
Allowances were actually stimulating
investment, or were just being treated as icing
on the cake for the investor or owner? Given
that allowances claims were typically made a
year or more after the completion of the building
to tie in with a financial year end, this leant
support to the idea that allowances were
ignored at the design stage and were treated as
post-project diligence. Additionally, where a
new building was sold as an investment, then
often no claim was ever made by the owner,
again suggesting that the availability of tax relief
had no bearing on the value of the investment.
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Changing thinking on allowances

What cannot be argued is that the era of post-
war reconstruction is long over and with a lack
of substantiation for the effect of tax reliefs, this
undoubtedly contributed to the removal of IBA’s
(and hotel and agricultural buildings
allowances). Although the subsequent outcry
regarding proposed hotel projects linked to the
Olympics may prove an own-goal for the
Government.

The other perspective was that the plant and
machinery writing down regime of 25% per
annum was seen as too generous for some
items, lifts or heating systems for example,
which have longer perceived life-spans than the
flow of benefit that effectively tapered to 10
years. The new system for Capital Allowances,
therefore, has two main pools of allowances for
fixed plant and machinery. Integral Features
(found in most buildings) which will be written
down at 10% per annum and general plant,
which is largely trade-related and will have a
20% writing down regime. The Integral
category comprises; heating and cooling, hot
and cold water, lifts, escalators, and electrical
systems.

A sustainable agenda

In addressing how to modernise allowances it
was an obvious step to link tax relief and the
Government’s aim of encouraging a more
sustainable approach in many areas. It is not
an entirely new idea as in 2001 the Enhanced
Capital Allowance scheme was introduced
offering 100% first year allowances for
qualifying low carbon and energy saving
equipment. For various reasons, however,
there was a poor take-up. Principally, compliant
equipment was so much more expensive as to
eradicate the benefit of the accelerated tax
relief. Added to which were a general lack of
awareness and limited choices of qualifying



equipment. Recently, however, manufacturers
have begun to see a sales opportunity and so
ECA equipment has started to become more
competitively priced with the tax relief benefit
even featuring on product literature.

Upgrading the integral features

By slowing the rate of claim for the new integral
features category to 10% per annum, it was felt
that this more realistically reflected the lifespan
of these items. This places emphasis on ECA'’s
and where they can apply, it now represents a
90% uplift in benefit. With the inclusion of entire
electrical systems there is a new focus in areas
such as low energy lighting. Ultimately,
achieving an optimised tax relief claim will rely
upon co-operation at early stages between the
Capital Allowances consultant and the
Mechanical and Electrical consultant.

Environmentally Beneficial Allowances

A new category of relief that has received little
publicity are Environmentally Beneficial
Allowances (also rated at 10% per annum),
which include brise soleil (mechanical sun
blinds) and ventilated facades (ducted external
walls). These are probably of limited interest
other than for some larger commercial buildings,
but the introduction of this category is a move in
thinking as it begins to erode the definition of
the structure which has been a key exclusion
test for plant and machinery claims. Potentially
this may become a more important area in the
future as other sustainably-biased build
elements evolve.

Energy Performance Certificates (EPC’s)

There is another picture emerging from the
changes and that is a link between tax relief and
the new Energy Performance Certificate, being
introduced to create an awareness of energy
efficiency. In a project where Enhanced Capital

Allowances have been factored in, then their
low carbon and energy saving benefits should
help optimise the EPC. Although difficult to
guantify at this stage, the relationship may work
on several levels.

The Enhanced Capital Allowances may not only
provide a cash flow advantage, but also
contribute to lower running costs and
beneficially influence the building’s EPC asset
rating. In the longer term this may prove
valuable in helping slow obsolescence and thus
protect longer-term exit strategies.

Upstream thinking

If tax reliefs had become discounted as a
stimulus to investment, then the current
changes are moving them back upstream if their
value is to be optimised. Although there may be
an even greater stimulus to reviewing tax reliefs
at the outset of a project, which is that their
potential bottom-line cash savings can enhance
the viability of a lending proposal and for the
foreseeable future, while the credit crunch lasts,
this might prove to be the most immediately
tangible benefit of Capital Allowances.

Linking allowances and EPC’s

Our chart sets out upstream thinking for Capital
Allowances in a visual guide.



