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TAX SIMPLIFICATION AND CAPITAL
ALLOWANCES

Background

In his first Budget speech as Chancellor on 22 June 2010,
George Osborne announced that the Government is
committed to improving the way it makes tax policy ‘to
restore the UK tax system’s reputation for predictability,
stability and simplicity.” Whilst one can perhaps take issue
with the suggestion that the UK tax system has never been
simple, it does seem that the Government is serious about
this issue. In addition to publishing a discussion document
on the approach to tax policy, the Government confirmed its
intention to create an independent Office of Tax
Simplification.

Recent developments

The Office of Tax Simplification (OTS), which was launched on 20 July
2010, has been tasked by the Chancellor to carry out two reviews - a
review of all tax reliefs and a review of small business taxation. These
reviews are to be completed by Budget 2011 (which we now know is 23
March 2011) and will identify the changes that can be made to simplify
the tax system. On 13 December, the OTS published an interim report of
the review of tax reliefs.

The report was intended to act as a test to gauge reaction to the OTS
methodology for the rest of the review. In their interim report the OTS
has provisionally looked at 13 reliefs and has included recommendations
for each relief as to whether it should be retained, simplified or abolished.
The report sought views on the methodology adopted by OTS by 12
January 2011 and we assume that the views received will influence the
second draft report that is due out soon.

Capital allowances under review

Of the 13 reliefs considered, only one relief was a capital allowance -
100% enhanced capital allowances (ECASs) for energy and water efficient
technologies. The review of ECAs was included under the heading of
‘potentially simplify’, but the OTS also asked for feedback on the
consequences of abolishing ECAs altogether.

The OTS discovered, through discussions with tax advisers and
businesses, that there is a general feeling that the relief has little impact
on investment decisions. In addition, the cash payment alternative for
loss making companies has had minimal impact, as the items on the list
are seen to be more expensive than alternative assets, even taking the
tax credit into account.
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The level of ECA claims is considered low by HM The OTS also included a list of the reliefs that they do
Revenue & Customs, being only some 7,000 up to not intend to review at this stage. This list included all
2007 and the future number is likely to be impacted by the other types of capital allowances not included
the introduction in 2008 of the annual investment within any of the other lists previously mentioned.

allowance (AlA). Even though the AIA will reduce from
£100,000 to £25,000 from April 2012, it is still likely that Conclusions
the vast majority of businesses will be able to cover all

their annual investment in plant and machinery under It is difficult to argue with the comments made by OTS
the AIA, making ECAs irrelevant. in respect of ECAs. We have been calling for

simplification of the ECA system for years and are well
The report also highlighted other issues with ECAs for aware of how the complexities and limitations of the
energy and water technologies, such as the schemes impact on the enthusiasm for green
complexities of the schemes, the fact that changes are investment. It will, therefore, be interesting to see what
made to the lists of qualifying assets without much proposals are carried forward by the OTS to their final
notice and also that ECAs only produce a timing report.

benefit, rather than an additional cash saving.
From a wider point of view, we can conclude that the

Proposals that the OTS will consider in their final report interim report produced by the OTS means that there
will include whether a better solution is to have a grant are no current plans to abolish all capital allowances.
system for the purchase of energy and water efficient The capital allowances that are being reviewed all
plant and machinery. Alternatively, ECAs could be relate to special classes of expenditure that are not
targeted at manufacturers and an additional allowance relevant to most businesses. The review of the
could encourage production of ‘green’ equipment, business premises renovation allowance and the flat
whilst also reducing the capital costs for consumers. conversion allowance could be of concern, however, to
a wider range of businesses, including most traders
Future proposals and property investors.
The OTS also included a provisional list of other reliefs Finally, whilst not a capital allowance, the inclusion of
that would be included in their final report, as well as land remediation relief within the list of reliefs that will
an additional list of reliefs that would be included in the be included within the final report will be of concern to
report if time permitted. house builders and other developers, although it is to
be hoped that the proposals will involve simplification
Within the provisional list of reliefs that will be included rather than abolition.

in the final report are the following capital allowances:
For further advice concerning any of the issues raised in

Business premises renovation allowance. this briefing, please contact one of our key individuals
Flat conversion allowance. detailed overleaf, or alternatively call our helpline on 0800
Safety at sports grounds. 526262. Information on other property tax related topics
Short life assets. can also be found on our website at:

http://bankingtaxfinance.davislangdon.com.

Subject to the time available, the following additional
capital allowances may be included:

Ring fenced first year allowances for plant and
machinery used in oil business trades.

100% first year allowances for low CO, cars.
Annual investment allowance.

Mineral extraction allowances.

Plant and machinery allowances for mining and oil
industries.

Research and development allowances.

Plant and machinery allowances for ships.
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Whilst every effort has been made to ensure accuracy at time of publication, dated March 2011, 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.



