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Introduction 
 
Whilst Capital Allowances are not available to property developers in 
respect of construction or refurbishment expenditure, they can 
nevertheless be very valuable to tax paying property buyers.  Capital 
Allowances represent tax savings and they should, therefore, result in 
a higher sale price, or at least be recognised as a positive attribute by 
the buyer that makes the property more attractive as an investment.  
For these reasons, property developers should consider Capital 
Allowances when they are selling their developments. 
 
Plant and machinery 
 
Capital Allowances are available for the plant and machinery fixtures within a 
building, including most of the building’s mechanical and electrical services, sanitary 
appliances, lifts and escalators.  Even some unlikely items such as partitions, door 
handles and carpets can qualify as plant or machinery. 
 
The value of plant and machinery fixtures for Capital Allowances will be based on an 
apportionment of the sale price, plus any Stamp Duty Land Tax payable by the 
purchaser, in accordance with the Capital Allowances Act 2001 (CAA 2001), Section 
562.  HM Revenue & Customs, however, have specific guidelines as to how such an 
apportionment is made as well as having their own view on what qualifies as plant 
and machinery. 

 
Sales aid 

 
An effective way for the property developer to bring the value of potential Capital 
Allowances to the attention of prospective buyers is to commission a report that 
illustrates the tax savings available.  As the valuation of qualifying plant and 
machinery within a property will be based on an apportionment of the sale price, the 
available tax savings could well be significantly under-stated if the developer just 
relies on the construction or refurbishment costs as the basis of assessing the level 
of Capital Allowances.  It is, therefore, advisable for the property developer to 
consult a specialist so that the indicative value of Capital Allowances is properly 
assessed. 
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Level of Capital Allowances 
 
The chart below indicates the likely proportions of the 
sale price for the non-qualifying land and building 
elements and the qualifying plant and machinery 
categories for a £5 million fully let air-conditioned medium 
rise office development. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The bar chart below that shows how the Capital 
Allowances will flow through to the property buyer over a 
ten year period.  Allowances will continue to flow after this 
time 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
 
 
 
Industrial building and hotel allowances 

 
These allowances are available to property buyers in 
respect of the building elements of qualifying industrial 
buildings and hotels, but they are only available until April 
2011.  The qualifying expenditure is based on the 
developer’s cost, unless the qualifying building is sold 
before use and then the qualifying expenditure will be 
based on an apportionment of the sale price, just like plant 
and machinery allowances. 
 
 
 
 
 
 

In order to claim industrial building allowances, the buyer 
must acquire the relevant interest in the property.  This 
can cause problems when the developer is selling a 
development piecemeal, as in the case of a multi unit 
industrial estate.  The buildings on the estate may have 
been developed under one freehold title, but the 
developer will typically dispose of each building on 
separate long leases in order to maintain orderly control 
of the common parts of the estate.  Unless the developer 
enters into an election with the buyer, in accordance with 
CAA 2001, Section 290, the buyer will not be able to 
claim industrial building allowances.  The same principle 
applies for hotels, although the above scenario is, 
admittedly, unlikely to arise in the case of a hotel. 
 
Adding value 
 
There are two situations where the developer could add 
value to the sale of an industrial building or hotel that 
qualifies for Capital Allowances.  In the first instance, if 
the recently completed development has been let, but the 
tenant has not taken possession, it may be possible to 
arrange the sale so that the buyer obtains a building that 
has not been used at the date of acquisition.  In that 
case, the buyer would obtain allowances based on the 
sale price, rather than the developer’s costs.  The second 
situation concerns the Section 290 election that the buyer 
will need if the developer is selling a lesser interest.  If the 
developer is proactive and not only draws the buyer’s 
attention to the need for the election, but also prepares 
the election in advance of the sale, then the buyer has yet 
another reason to feel comfortable with the acquisition. 
 
Capital Allowances available to the developer 
 
In certain limited circumstances, the developer may be able 
to claim industrial building allowances on the acquisition of 
second hand industrial buildings.  Refer to ‘Property 
Developer - Refurb’ for more information on this issue. 
 
Land remediation relief 
 
The developer will more often be able to claim land 
remediation relief for expenditure incurred on the 
remediation of contaminated land, which also includes 
dealing with contaminants in buildings, such as asbestos.  
This tax relief is not available to the buyer, as the buyer will 
not have incurred expenditure on the remediation.  Refer to 
land remediation section of the website for more information 
on this issue. 
 
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. 
 


