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Downsides of delay 
RAY CHIDELL and JAKE ILES 
discuss the reasons for making 
early claims for capital allowances.

Most commercial property owners and their advisers 
are aware that capital allowances can offer significant 
tax savings. Although capital allowances generally are 

well understood – for example in relation to cars and to office 
equipment – there is a recognition that those for property 
fixtures can be complex. 

Since it may be necessary to obtain outside advice – specialist 
valuers and surveyors, and possibly specialist tax expertise – 
it is often tempting to ignore opportunities to claim capital 
allowances. 

Such an approach may do a disservice to clients, for three 
reasons. First, capital allowances are a valuable form of tax relief, 
and can typically reduce the real cost of a property by between 
5% and 10%. Second, as a result of changes made by FA 2012, 
owners will almost certainly be required to address the issues 
when they sell, so they are only delaying the inevitable. Last, 
there are some objective reasons why it is better to claim sooner 
rather than later. 

The value of allowances and the effects of the FA 2012 
changes have been covered in these pages before. This article 
focuses on the disadvantages of delaying capital allowances 
claims, especially when buying commercial property. All 
statutory references are to the Capital Allowances Act 2001.

Cash flow
It is sometimes argued that capital allowances are no more than 
a cash flow exercise: whatever is gained now will be lost when 
the property comes to be sold. That is seldom true, as will be 
seen, but as a general principle a cash flow advantage is not to 
be sniffed at. If a £50,000 tax reduction can be gained in 2018, 
most business owners would jump at the offer, even if the tax 
advantage is reversed ten years later when the business is sold. 
If there are bank borrowings, the interest saved is an advantage 
worth having.

Annual investment allowances and first-year allowances are 
given only for the year in which the expenditure is incurred 
(s 51A(2) and s 52(2) respectively) so even a one-year delay 
in formulating a claim can cause a significant cash flow 
disadvantage.

Nevertheless, a capital allowances claim involves some cost 
and work. So, if a cash flow advantage is all that is on offer and if 
the amounts involved are small, it may be reasonable to conclude 
that the capital allowances exercise is not worthwhile. Even 
here, though, the issues will still have to be addressed when the 
property is sold.

Permanent tax savings
There are several ways in which a permanent tax saving may be 
achieved by making an earlier claim.

The most clear cut is when property is refurbished or plant 
or machinery is replaced, in which case the opportunity to 
claim allowances on the assets that have been replaced will 
be permanently lost. There are no time limits for claiming 
allowances for historic expenditure, but a condition for adding 
any expenditure to a capital allowances pool (so that writing-
down allowances may be claimed) is that the plant or machinery 
in question must be owned at some point in the year (s 58(4)). 
See A Ltd.

This can be seen on a larger scale when a property is 
bought and then substantially refurbished. If allowances for 

KEY POINTS

�� Owners of commercial property will be asked to address 
capital allowances issues when they sell.
�� By claiming allowances early, owners can gain a cash 

flow advantage.
�� Earlier claims can also offer permanent tax savings as 

well as other commercial advantages.

A LTD

A Ltd draws accounts up to 31 December each year. It 
installed a boiler in 2005 but upgraded to a more efficient 
model in November 2016. The last chance to claim for the old 
boiler was in the tax computations for the year ended  
31 December 2016. If that is not done, the tax relief for the 
cost of the old boiler is permanently lost.
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the purchase are not captured before the original fixtures are 
stripped out, there will be a permanent loss of tax relief.

There is another way that claiming allowances early can give 
a permanent advantage. When a property is sold, the transfer 
value of its fixtures must be fixed by election under s 198. The 
value (or, usually, values) to be shown in the election will be a 
matter of negotiation between the parties and will be binding 
on HMRC. There is no requirement for such values to be 
‘reasonable’ or to represent the market value of the fixtures  
in question, but they are capped at the vendor’s capital 
allowances cost. 

An aggressive buyer may seek to capture the entire value 
of the fixtures by having the maximum possible figures in the 
election. Conversely, if the vendor is in a strong position, they 
may insist on an election for just £1, retaining the full benefit of 
all possible allowances. 

In practice, it is often the case that the better advised party 
gains the greater (or even entire) benefit of the allowances. 
If both parties are well advised, the compromise reached is 
often that the assets in question will be transferred at the tax 
written-down value. If that is the outcome, the earlier claim will 
permanently benefit the vendor. See Debbie.

 If Debbie had delayed her claim 
even by one year, she would have 
lost out on the annual investment 
allowances.  

The earlier claim in Debbie does not guarantee any particular 
outcome on sale, but the tax written-down value is often where 
negotiations end up in practice. If Debbie had delayed her 
claim even by one year, she would have lost out on the annual 
investment allowances – as well as one year’s worth of writing-
down allowances – and the tax written-down values would have 
been much higher.

DEBBIE

Debbie bought a care home in 2011 and made a substantial 
claim for capital allowances. In her accounts to 31 March 
2012 she added £180,000 of qualifying expenditure to the 
main pool and a further £135,000 to the special rate pool.

Debbie is planning to sell the care home in summer 2018. 
Taking account of allowances claimed and some minor 
additional expenditure incurred, the main rate pool has been 
written down to £47,000 and the special rate pool to £20,000.

The buyer initially wants to have a total fixtures election 
value of £160,000 but agrees to settle on a transfer at tax 
written-down value. The election duly reflects the figures of 
£47,000 and £20,000. Debbie incurs no balancing charges, 
and therefore retains all of the capital allowances benefits she 
has enjoyed since the purchase.
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Crucial to this is who is in the driving seat over the 
negotiations. The authors have recently seen some aggressive 
advisers, acting for a household-name buyer, stating (incorrectly, 
as it turned out) that the heads of terms agreed to transfer the 
full value of allowances to the buyer. If Debbie has a proper 
schedule of qualifying expenditure and allowances claimed, 
she will be in a much better position to make it clear from the 
outset that she intends to retain the benefit of most or all of the 
allowances, possibly building this in to the heads of terms.

 Former owners can no longer be 
contacted, and records are lost. 

Other factors
Two other factors support an earlier rather than a later claim. 

First, memories fade, former owners can no longer be 
contacted, and records are lost. See John. A good capital  

allowances adviser can go a long way towards reconstructing 
fully defensible claims, even when the available records are 
limited. However, a good adviser will also ensure that the 
entitlement to claim is established by working down the 
statutory trail (see Key Legislation). It is clear that this is not 
always done in practice, leaving clients open to discovery 
assessments for many years. 

One further reason for not delaying the claim is that capital 
allowances are often seen as the final straw by lawyers trying to 
complete the purchase and sale (see ‘More than meets the eye’, 
Taxation, 8 February 2018, page 14). 

All capital allowances professionals acting in relation to 
commercial property transactions will have experienced 
pressures to concede on valuable potential claims for the sake 
of not jeopardising the bigger deal. By addressing the issues 
at an early stage, the vendor will ensure they are not forced 
into a bad deal simply because of the competing commercial 
pressures. n

Ray Chidell is a technical director and Jake Iles is 
managing director, of Six Forward Capital Allowances. 
Together they wrote Capital Allowances and the A-Z of Plant 
& Machinery, both available from Claritax Books.

KEY LEGISLATION

The sections of CAA 2001 that need to be considered in 
capital allowance claims will depend on the circumstances, 
but will typically include those below, excluding the 
mechanical aspects of claiming annual investment 
allowances and writing-down allowances. Failure to consider 
these and others may jeopardise the claim. 

Section 11 General conditions for claiming (especially 
ownership requirement)

Section 15 Qualifying activities
Section 21 to 
s 23

Restrictions re buildings and structures, and 
relieving provisions

Section 33A Integral features
Section 104A Special rate expenditure

Part 2, ch 14 Fixtures rules, especially:

l s 173: definition of fixture
l s 175: definition of interest in land
l s 176: claims by persons with interest in land
l s 181: claims by purchasers of land
l s 183 and s 184: leases 
l s 185: restrictions re claims by former 
   owners
l s 187A and s 187B: pooling and fixed value  
   requirements
l s 198 to s 201: fixtures elections
l s 214 to s 218A: connected parties (see also  
   s 575) and anti-avoidance
l s 562: apportionments

JOHN

John bought an office building in 2009 and can show that no 
fixtures election was signed at that time. He has generated 
rental profits and would like to claim allowances if they are 
available. Land Registry records reveal that the previous 
owner, Jack, had bought the building in 2001, soon after it 
had been substantially refurbished. Research shows that Jack 
died in 2016.

John can claim for some integral features because neither 
Jack nor any previous owner (having in each case owned 
the property before April 2008) would have been entitled 
to claim for those. He can also claim for any qualifying 
expenditure that he has incurred on fixtures. In each case, the 
claim is possible as long as the assets are still in the property 
during the year of claim.

In principle, John can also claim for fixtures in the 
property when he bought it in 2009. However, it is possible, 
albeit unlikely, that Jack signed a fixtures election for just 
£1 when he bought the property in 2001. That would in turn 
cap Jack’s disposal value (s 62) and therefore also John’s 
acquisition cost (s 185). Unless that can be disproved, it may 
be impossible to prove that John can now claim for those 
fixtures. 

By contrast, if it can be established that there was 
definitely no election in 2001, John will be entitled to make 
a substantial further claim without reference to Jack’s 
treatment on disposal to John. This is fully justified by the 
wording in s 562(3)(b).

So if Jack had been able to tell John that no election was 
signed in 2001, the claim could have been much higher. Jack 
has now died, that may be impossible to establish. HMRC is 
unlikely to delve into its archives to co-operate on the matter, 
arguing rather that the onus is on the taxpayer to prove that a 
claim may be made legitimately.


