
KEY PERSPECTIVES 

The Annual Investment Allowance 

The Annual Investment Allowance (AIA), which gives 100% relief on capital spending on such 

items as plant and machinery and fixtures (but excluding cars) is a useful mechanism 

for accelerating tax relief for many businesses.  It provides a genuine simplification of 

a very complex tax system, in that, most expenditure on plant and machinery can be 

written off for tax purposes from the outset rather than requiring writing down 

computations to be carried forward.  However, on the 1st January 2016, the current 

generous 100% AIA of £500,000 is being reduced to a somewhat less generous 

£200,000.


With Companies only getting relief at 18%, the AIA is much more valuable to 

unincorporated businesses, whereby sole traders or partnerships can get tax relief up 

to 45% upon capital expenditure on plant and machinery which means a real cash 

saving of £225,000 with the existing limit.  However, with this reduction in level of the 

AIA all parties, who are able to utilise the allowance, should have by now planned their 

expenditure to maximise the tax relief that could be obtained, particularly if your tax 

year-end straddles the 1st January 2016.  


“It is 

important to 

plan capital 

expenditure 

and seek 

advice.” 

LOIS STIRLING
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As the current level is £500,000, forecast capital spend should 

have been reviewed and accelerating plans where appropriate put 

in place.  To explain this, for a company with a financial year-end of 

30 April 2016, your AIA for the year ended 30 April 2016 will be 

£400,000 so even if you purchased machinery costing £500,000 in 

May 2015 before the budget announcements in July 2015, the 

maximum AIA that you can claim is £400,000. 


This lower value of £400,000 applies, as there are transitional rules 

which will apply for accounting periods spanning 1 January 2016, 

and two calculations will need to be made. The first calculates the 

total allowance for the whole of the period and the second restricts 

the amount of AIA that can be claimed for expenditure incurred 

between 1 January 2016 and the end of accounting period. 


If you haven’t planned any expenditure but will be doing so after 

the 1st Jan, for a 30 April 2016 year end, the maximum AIA that 

can be claimed in the 4 month period to 30 April 2016 is £66,667 

(£200,000 @ 4/12) even though AIAs for the 12 month period could 

have been up to £400,000.  Writing-down allowances would then 

be available on any unrelieved expenditure in excess of the 

£66,667, but it may be better to review expenditure and wait until 

the new financial year, to incur any more than the £66,667.


Therefore, it can be seen that, businesses with accounting dates 

later in the year, will be hit hardest by the transitional rules with for 

example, a 30 November 2016 business only having an AIA of 

£225,000 even if it spent all of its capital expenditure in December 

2015. 


Therefore, it is important to plan capital expenditure and seek the 

advice before committing to large capital investment as the 

transitional rules spanning 1 January 2016 can throw up 

unexpected implications. 


We offer a no obligation review of completed or potential schemes 

in order to determine whether a viable claim for property tax reliefs 

can be claimed. Our fee structure is tailored to take account of the 

tax status of the individual or business and is designed to add 

value to your business. 


If you would like further information, please contact Lois or Alan.   

Alternatively, you can email us at info@cavettaconsulting.com.


Image courtesy of dreamstime.com �2

Key Contacts 

Scotland (East) 

Lois Stirling 

07909 962279 

lois.stirling@cavettaconsulting.com 

Scotland (West) 

Alan Cadden 

0770 333 4317 

alan.cadden@cavettaconsulting.com

This briefing is intended to provide an 

introductory outline to certain aspects 

of the UK Capital Allowances regime. 

It should not be used instead of 

obtaining proper professional advice.  

The outline is for guidance only and is 

not an appropriate basis for decision-

making.
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