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Introduction 
 
Traders/developers are unable to claim Capital Allowances on 
refurbishment projects because they do not incur capital 
expenditure.  In cases, where a developer has acquired an 
existing building for refurbishment, Capital Allowances may, 
however, be available to the developer for certain industrial 
buildings or qualifying hotels.  In addition, developers can affect 
the level of Capital Allowances available to property investors 
when they contribute to a tenant’s fitting out works.  Developers 
can benefit from tax relief for expenditure incurred on the 
remediation of contaminated land, which also includes the 
remediation of contaminated buildings.  This relief is still not widely 
understood and many developers may be paying too much tax as 
a result of not recognising all the qualifying expenditure.  
Furthermore, land remediation relief can be valuable even when 
the developer is trading at a loss. 
 
Industrial building allowances 
 
Industrial building allowances (IBAs) are available on buildings and structures 
used for the purposes of a ‘qualifying trade’.  A qualifying trade includes 
manufacturing, processing, certain types of storage and also transport 
undertakings.  Certain hotels may also qualify as industrial buildings for IBAs. 
 
For newly constructed buildings, the taxpayer must incur capital expenditure 
on the construction of the property, or acquire the relevant interest in the 
property from the developer and hold the property as a fixed asset.  When the 
building is sold within its prescribed 25 year tax life, the legislation only 
requires that the purchaser acquires the relevant interest in the property.  
There is no requirement for future purchasers to hold the property as a fixed 
asset.  Consequently, whilst property traders do not incur capital expenditure, 
it is still possible for them to claim IBAs on qualifying second hand buildings in 
accordance with the Capital Allowances Act 2001, (CAA 2001), Section 309.  
The developer will not, however, be able to claim IBAs in respect of any 
refurbishment expenditure, only expenditure to acquire the existing building. 
 
Apart from a requirement that the industrial building acquired by the developer 
is in qualifying use, or in temporary disuse in accordance with CAA 2001, 
Section 285, the developer must hold the property at least until the end of the 
financial period in which it was acquired in order to be able to claim IBAs.  It 
should also be noted that since March 2007 any IBAs claimed by the 
developer will be retained on sale.  IBAs are, however, being phased out from 
April 2011 and will no longer be available. 
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Capital Allowances - contributions to 
fitting out works 
 
In order that the developer’s contribution to a 
tenant’s fitting out works give rise to Capital 
Allowances for the property investor who acquires 
the refurbished property, the developer must be 
careful how the contribution is targeted.  If the 
contribution is not targeted in the correct manner, 
then neither the tenant nor the property investor 
will be entitled to Capital Allowances in respect of 
the plant and machinery fixtures covered by the 
contribution.  Refer to ‘Property Developer - 
Construct’ section of the website for more details 
on this issue. 
 
Land remediation relief - the basics 
 
The Finance Act 2001, Schedule 22, introduced 
tax relief for companies in respect of capital or 
revenue expenditure on the remediation of 
contaminated land.  As buildings are also treated 
as land, this relief is also available for the 
remediation of contaminated buildings.  The relief 
is given at the rate of 150% of the relevant 
expenditure, when it is recognised on the balance 
sheet of the company incurring the expenditure.  
This means that the relief is available for capital 
expenditure in the year that it is incurred, but is not 
available to a developer incurring revenue 
expenditure until either the property is sold, or the 
expenditure on stock is written down to net 
realisable value. 
 
Land remediation relief is only available to 
companies in respect to the remediation of land in 
the UK and the developer must not be the 
contaminator, nor be connected to the 
contaminator.  The relevant expenditure for land 
remediation relief will depend on whether the 
developer incurs the remediation expenditure 
directly, or via a specialist contractor.  Any subsidy 
received by the developer in respect of the 
contamination will also affect the level of relief 
available. 
 
For an example of how much land remediation 
relief can be worth, refer to the ‘Property 
Developer - Construct’ section of the website. 
 
 
 
 
 
 
 
 
 
 
 

Removal of asbestos  
 
Asbestos is generally considered to be a 
contaminant and therefore, the cost of its removal 
from a building will entitle the developer to land 
remediation relief.  The qualifying expenditure is 
any expenditure that would not otherwise have 
been incurred had the land not been in a 
contaminated state.  This would include the cost of 
removal and disposal of the asbestos.  The cost of 
preparatory activities may also qualify for relief.  
The cost of an asbestos survey and testing would, 
therefore, qualify as long as remediation does 
actually take place.  The developer, however, 
would not be able to obtain relief for the cost of 
replacing the asbestos with another material, as 
this will be viewed by HM Revenue & Customs as 
a natural consequence of the refurbishment 
project.  This would not necessarily be the case 
when an occupier or investor carries out 
refurbishment works. 
 
Timing of the claim 
 
In the case of capital expenditure, land 
remediation relief will be available in accordance 
with the self-assessment time limits, i.e. a claim 
must be made within two years of the end of the 
financial period in which the expenditure is 
incurred.  Developers incurring revenue 
expenditure on trading stock, however, have 
significantly more scope to make a land 
remediation claim on historic expenditure.  Refer to 
‘Property Developer – Construct’ section of the 
website for more details on this issue. 
 
Payable tax credit 
 
In cases where the developer is unable to claim 
land remediation relief because of insufficient 
taxable profits, the entitlement to the relief can be 
surrendered for a monetary payment from HM 
Revenue and Customs.  This payment will be 
equivalent to 16% of the land remediation relief.  
The payable tax credit is, therefore, significantly 
less than the tax saving from claiming the relief.  In 
such cases it will be prudent for the developer to 
compare the value of the payable tax credit with 
the net present value of the tax relief, based on 
assumptions as to future profitability. 
 
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. 

 
 


