
Capital Allowance 

Can your trading property save your business tax?  
Although you cannot use depreciation of assets as an allowable deduction when calculating 

the taxable profits of a business, you can obtain tax relief under the capital allowances 

legislation. The rate of the relief depends on the type of capital expenditure, and here we focus 

on capital expenditure in relation to commercial property.

Plant, machinery and integral features
Buildings themselves do not qualify for capital allowances, as set out in section 21 Capital 

Allowance Act 2001 (CAA 01), but they will usually contain items which do qualify, as either ‘plant 

and machinery’ or ‘integral features’.

There is currently no statutory definition of ‘plant and machinery’ and this has led to a significant 

amount of case law discussing what is and is not ‘plant’. 

The case of Yarmouth v France provided a good working definition for plant being “whatever 

apparatus is used by a businessman for carrying on his business - not his stock-in-trade which 

he buys or makes for sale; but all goods and chattels, fixed or moveable, live or dead, which he 

keeps for permanent employment in the business.”

Legislation does however provide a brief definition for ‘integral features’. They are one of the 

following:

• an electrical system (including a lighting system)

• a cold water system

• a lift, an escalator or a moving walkway

• external solar shading

• a space or water heating system, a 

powered system of ventilation, air cooling 

or air purification, and any floor or ceiling 

comprised in such a system
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It is vital that expenditure is correctly categorised as the capital allowances available differ. 

Expenditure which is considered as ‘plant and machinery’ is allocated to the ‘main pool’ for 

capital allowances and attracts writing down allowances (WDA) at 18 per cent a year on 

a reducing balance basis. However, expenditure allocated to the ‘special rate pool’ only 

attracts WDAs at eight per cent a year on a reducing balance basis.

Businesses may be able to increase their capital allowances claim by claiming either the 

Annual Investment Allowance (AIA), which currently provides 100 per cent capital allowances 

on expenditure up to £250,000, or enhanced capital allowances that give a 100 per cent first 

year allowance on specific energy and water efficient equipment.

Selling/purchasing a property 
So, a property can provide tax savings, but one area to be cautious in is the sale and purchase 

of an existing property.

To enable the purchaser to claim capital allowances that exist within the building, a S198 

election must be entered into. This allows the parties to the sale to fx the amount of the 

purchase price which is attributable to the fxtures with a property. The purchaser will be able to 

claim a tax deduction for capital allowances based on the purchase price and, on the opposite 

side, the seller will deduct the purchase price from their capital allowances pool. 

If the disposal value is higher than the seller’s written down value, in either its general pool or 

its special rate pool, the seller will incur a balancing charge which will be subject to tax. Given 

the tax savings/cost to either side, the price assigned to the fixtures is likely to form part of the 

negotiations on the basis that the seller is likely to want a low price and the buyer a high price. 

In order for a joint S198 election to be made, three requirements must be met:

1. “fixed-value requirement” – the seller and the buyer agree to enter into a S198 election 

and fix the value of the purchase price that is apportioned to fixtures. The election must 

be made within two years

2. “pooling requirement” - the seller needs to have “pooled” the expenditure being sold by 

either;

• Making a claim for capital allowances 

• Notifying HMRC of the amount of their qualifying expenditure and adding it to their 

pool without making any claim

3. “disposal requirement” -  this is only relevant where a seller who has made a claim is 

disposing of the property at a price below market value

In relation to the second point above, if the sellers have not previously claimed capital 

allowances, in order to make a S198 election, they will need to notify HMRC of the 

amount of their expenditure qualifying for capital allowances. 

In the absence of a S198 election, capital allowances on any fixtures within the property will not 

be available for the purchaser and the proceeds value being deducted from the seller’s capital 

allowances pool will be nil (creating either a tax deduction where capital allowances have 

been claimed or no tax impact where nothing has been claimed). 
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