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I
n      
Introduction 
 
There are currently a number of pressures on hotel developers 
and operators, even without the problems caused by Icelandic 
ash! The recession has put additional pressures on room rates, 
as corporate customers and holidaymakers seek to save costs. 
To make matters worse, hotel running costs and new 
development and refurbishment costs are on the rise for a 
number of reasons: 
 
o Rising energy and water bills - two specific areas where hotels are 

heavy users. 
o Legislative pressures such as the introduction of the Carbon Reduction 

Commitment, which will affect many owners and franchise operators 
over time. 

o Higher building regulation standards designed to force increased running 
efficiency as we move towards the commitment to an 80% reduction in 
carbon emissions by 2050. 

 
During boom periods inefficiencies can be accommodated more easily. As a 
consequence we can get into bad habits and are wasteful in terms of the 
resources we employ. The same can be true of design and development 
work and so to counteract rising costs and falling margins we must try and 
be more effective in all that we do. 
 
Hotel design and tax efficiency 
 
Sustainability is not a new idea, but more recently it is being more positively 
encouraged through investment in equipment that saves energy and water, 
which also benefit from tax incentives. Certain key technologies designed to 
be energy or water efficient will provide the investor, or operator, with heavily 
accelerated tax savings, which allows them to retain more of the profits 
generated by the business. 
 
Combine this with the direct savings in running costs, through lower energy 
and water consumption and the position becomes very compelling when 
considering any form of capital investment on new build or refurbishment.  

 
The tax benefits come under the Enhanced Capital Allowances (ECA) 
scheme and examples of a few of these technologies that are popular in 
hotel developments include: 
 
o Energy efficient boilers and chillers. 
o VRF air-conditioning systems. 
o Ground source heat pumps. 
o Combined heat and power plant. 
o Solar thermal systems. 
o Rainwater harvesting. 
o Water efficient sanitary equipment. 
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http://bankingtaxfinance.davislangdon.com  
 Whilst every effort has been made to ensure accuracy at time of publication, dated September 2010, information contained in this document may not be comprehensive or reflect individual circumstances or  
may be subject to subsequent revision and legislative changes. Recipients should therefore not act on any information without seeking professional advice. 

There are significantly higher numbers of technologies 
and the lists change over time, but a full current list can 
be found at www.eca.gov.uk. 

 
Realisation in practice 
 
In practice, there is a real danger of these potential tax 
saving benefits not being realised due to a lack of 
understanding over the design and development process, 
often combined with the way many hotel developments 
are procured and the lack of appreciation of tax issues 
within design and construction teams. 
 
Obtaining these tax savings can often require the precise 
specification of a particular manufacturer’s listed item. An 
efficient item of plant within the relevant qualifying 
technology list may not qualify for ECAs if it is not the 
specific one on the qualifying list. In the current era of 
performance specification, where detailed design is 
virtually always left in the hands of the contractor, how do 
you ensure the correct specification to maximise the 
allowances? 
 
There are three key steps that developers and investors 
can take to help realise these advantages: 

 
o Task your service engineer with the consideration of 

the use of technologies on the energy and water 
technology lists within the performance specification. 
Make this and perhaps wider energy and water 
efficiency issues, a specific part of their terms and 
conditions of appointment. 

 
o Make sure you involve your property tax advisors at 

an early stage. They should understand the 
development process; the technologies and the 
issues related to making a claim and will be able to 
pick out the areas of opportunity and risk. They 
should also appreciate your tax position in general in 
relation to your company structure. Encourage them 
to take a watching brief throughout the development, 
as they will be aware of the need to specify the right 
equipment at the right moment in the development 
programme. They will provide a bridge between the 
finance and development sides of the project, so 
involve them with the design team and let them 
manage this part of the process. 

 
o Insert appropriate clauses in the construction contract 

to concentrate the minds of the contractors and 
obligate them to consider ECAs in design and 
information provision. These clauses should ensure 
that they specify the correct equipment at the 
appropriate time, or at least give the investor the 
opportunity to make a choice given the information on 
alternatives. These clauses should also obligate the 
contractor to provide the necessary information to 
support the claim in terms of the correct certification 
in some instances and specific cost information. 

 
 
What about the costs?  
 
When the ECA scheme originally surfaced in 2001, many 
of the technologies commanded a cost premium which 
negated the tax savings. Over time there have been 
significant changes to the requirements for all buildings in 
terms of the building regulations, combined with the fact 
that many of these technologies have become more 
available and more mainstream with designers and 
contractors. 
 
What this means is that most hotel properties, even 
without specific consideration for tax purposes, will be 
using many of the technologies. There is often no 
difference in cost between technologies on or off of the 
relevant lists. The issue is related more to manufacturer 
and customer awareness, than meeting the energy and 
water saving specifications of each technology. 
 
Making hay…….. 
 
As a consequence of rising costs and recessionary 
issues, greater efficiency is essential to maintain margins. 
Make the most of tax incentives, don’t ignore them.  
 
If you would like further guidance on how to introduce, 
manage and benefit from simple procedures, which will 
enhance tax savings, reduce running costs and improve 
the investment potential of the business, please contact 
Andy White at andy.white@davislangdon.com, or 
alternatively one of our other contacts shown 
overleaf. Information on other property tax related topics 
can also be found on our website at: 
http://bankingtaxfinance.davislangdon.com. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 


