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Background 
 
A series of toolkits have been developed by HM Revenue & 
Customs (HMRC) to assist tax agents and any other persons 
completing a self assessment tax return. Their purpose is to 
highlight the common errors that HMRC regularly discovers 
within returns and the steps that can be taken to reduce 
those errors. The toolkits consist of a checklist, explanatory 
notes and links to further guidance. 
 
There are currently twelve separate toolkits available on the HMRC 
website, which deal with various tax issues encountered by individuals, 
companies and trusts. More toolkits are being developed and HMRC 
have stated that they will be updated at least annually. The use of these 
toolkits is voluntary, but their use will demonstrate that the taxpayer has 
used reasonable care in completing the return.  
 
We fully support the use of these toolkits and any other method of 
mitigating tax risk, as errors and mistakes can lead to unfortunate 
consequences for the taxpayer. That is why we appreciate the work that 
has been put into this initiative, as well as the other information produced 
by HMRC, such as the manuals. It is sometimes necessary, however, to 
consider a more comprehensive source of guidance in order to arrive at 
an optimum solution to certain tax issues. In order to illustrate this point, 
we briefly consider a couple of the toolkits and highlight some of the 
errors that could still arise without some additional checks. 
 
Capital allowances for plant and machinery toolkit 
 
This toolkit includes a checklist of 26 questions, almost half of which deal 
with non business use and cars. There is no indication within the toolkit 
that an entitlement to capital allowances can arise as a result of incurring 
property expenditure, whether by acquisition, construction or 
refurbishment of a property that is either owned or leased. 
 
We acknowledge that the toolkit refers to the capital allowances manual 
for further information and also that specific parts of the manual are 
highlighted in respect to the identification of qualifying expenditure. We 
believe it is possible to use the toolkit and not realise that qualifying 
expenditure on plant and machinery had been incurred as a result of 
making a property acquisition. The toolkit seems to be focused on 
chattels and the specific risks associated with expenditure on fixtures is 
not covered. 
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The additional risks that we believe should be covered 
by the toolkit include the valuation of qualifying fixtures 
when a property is acquired. There is as much a risk of 
over claiming capital allowances on fixtures as there is 
of under-claiming by not identifying that qualifying 
expenditure has been incurred. For example, using an 
inappropriate method of valuation, or relying on poorly 
drafted legal documents are common errors and 
mistakes in our experience, both of which can lead to 
the under payment or over payment of tax. 
 
Capital -v- revenue expenditure toolkit 
 
Whilst this toolkit is perhaps more comprehensive than 
the one dealing with capital allowances for plant and 
machinery, there does appear to be one major tax 
issue that has not been considered. Of the 16 
questions that are included within the checklist for this 
toolkit, none of them deals with the possibility of 
revenue expenditure being incurred as part of a 
property project that is predominately capital in nature. 
Whilst we understand why the toolkit is focused on 
incorrectly categorising capital expenditure as revenue, 
it would be helpful if some consideration was given to 
recognising revenue expenditure on property 
refurbishments. 
 
Again, we must acknowledge that the toolkit includes 
references for further information, in this case to the 
business income manual. There remains a significant 
risk that the user of this toolkit could conclude that a 
scheme of alteration and improvement did not give rise 
to allowable revenue expenditure as well. In our 
experience, it is common for taxpayers to capitalise all 
the expenditure incurred on such a project to the 
detriment of their tax position. Unfortunately, as 
revenue expenditure that is capitalised in the accounts 
of the business (often called deferred venue 
expenditure) cannot be reclassified for tax purposes, 
the ability to claim a tax deduction for repairs to a 
property may already have been foregone by the time 
the tax return is being completed. 
 
Notwithstanding the problem of timing mentioned 
above, we would suggest that it would be a simple 
matter for the toolkit to highlight the fact that revenue 
expenditure can be incurred on a property 
improvement and alteration project. In addition to 
referring to the business income manual, the toolkit 
should also refer to the property income manual, 
particularly to PIM2020, which states as follows: 
 

Work commissioned on a property may include 
expenditure on capital works and also separate 
expenditure on repairs at the same time. Here 
the expenditure on repairs remains allowable. 

 
 
 

 
We believe that it would be helpful if the risk of 
capitalising revenue expenditure was acknowledged in 
the toolkit. 
 
Conclusions and recommendations 
 
It is quite understandable that the focus of the toolkits 
is the prevention of under payment of tax. Errors in a 
tax return that lead to a higher tax charge on their 
discovery and amendment will attract interest and can 
even lead to a penalty. Most taxpayers will want to 
avoid these negative consequences and the toolkits 
provide valuable assistance in achieving this objective. 
Getting it wrong, however, can result in an over 
payment of tax just as easily as an under payment. 
Obviously the risk of over payment is not the main 
concern of HMRC, although the manuals do provide 
excellent reference material that can assist the 
taxpayer and his agents in getting the return correct. 
 
Several years ago, the Banking, Tax and Finance team 
at Davis Langdon developed a comprehensive quality 
assurance system that is designed to ensure that 
capital allowances claims are fully supportable and the 
identification of revenue expenditure is correct. The 
system incorporates checks and guidance notes that 
are designed to avoid errors that could result in either 
under claims or over claims. As we have highlighted 
above, some errors may be difficult to avoid because 
they involve some of the more esoteric areas of tax 
law. Certain errors are likely to lead to a tax over 
payment, such as failing to claim capital allowances or 
to identify revenue expenditure. Whilst we 
acknowledge the importance of avoiding under 
payment of tax, we believe the focus should be on 
getting it right. 
 
For further advice concerning any of the issues raised in 
this briefing, please contact one of our key individuals 
detailed overleaf, 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. 


