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In the recent Budget speech, the Chancellor set out the new temporary first-year allowances. They 
include a 130% super deduction for expenditure that would normally qualify for 18% writing down 
allowances, making the UK’s capital allowance regime more internationally competitive. 

Capital allowances let taxpayers write off the cost of certain capital assets against taxable income. 
They take the place of accounting depreciation, which is not normally tax deductible. Businesses 
deduct capital allowances when computing their taxable profits. In translating its accounting profits 
into taxable profits, a business is usually required to ‘add back’ any depreciation but can instead 
deduct capital allowances. 

The super deduction has effect for expenditure incurred from 1 April 2021 up to and including 31 
March 2023, and excludes contracts entered into prior to 3 March 2021. 

 

 

The Legislation refers to capital assets qualifying for the super deduction as ‘plant & machinery’ 
however this is merely a heading for most tangible capital assets used in the course of a business. 

The following conditions must be met for expenditure on plant or machinery to qualify for the 130% 
super deduction:  

- The expenditure is incurred on or after 1 April 2021 but before 1 April 2023,  
- It is incurred by a company within the charge to Corporation Tax,  
- The plant or machinery is unused and not second-hand,  
- The expenditure is not within the general exclusions e.g. expenditure on cars and on the provision 

of plant and machinery for leasing,  
- It is not special rate expenditure, and  
- The plant or machinery is not for use wholly or partly for the purposes of a ring fence trade e.g. oil 

and gas. 

 

Where a contract has been entered into for the provision of plant or machinery before 3 March 2021, 
expenditure incurred as a result of this contract is excluded from the 130% super deduction. 

The expenditure is instead treated for that purpose as incurred when the contract was entered into 
(whether or not an unconditional obligation to pay it arises on or after that date). 
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The 130% rate will have to be adjusted when certain circumstances occur. This will apply when the 
qualifying expenditure for the super deduction incurs in a chargeable period that ends on or after 1 
April 2023. 

Or when a company has a 12-month accounting period to 31 December 2023, then the rate of relief 
should be amended and calculated by considering the total number of days in that period up to 1 April 
2023.  

 

 

Let us compare the tax saving under the existing provisions and the new super deduction for claiming 
capital allowances. 

 

A company spends £62,500 on a new VR system including hardware of £50,500 and the software 

license for £12,000.  

If the company had not fully utilised the £1m Annual Investment Allowance, then the full £63,500 

would had been tax deductible and generating a tax saving of £11,875 (£62,500 x 19%) in year 1. 

However, if the company had no available Annual Investment Allowance then only 18% of the £62,500 

would had been tax deductible as a writing down allowance i.e. £11,250 and generating a tax saving 

of only £2,137 in year 1. 

The tax written down value of £51,250 (£62,500 less £11,250) is then carried forward to the next 

accounting period in which a further 18% is available as a writing down allowance, i.e. £9,225 tax 

deduction and a tax saving of £1,753 in year 2. 

The remaining carried forward tax written down value of the asset would then qualify for writing down 

allowances at 18% on which a tax saving of 19% would be achieved up to 31 March 2023 and 25% 

from 1 April 2023 onwards.  

 

The same company spends £62,500 on a new VR system. The £62,500 will qualify for super deduction 

at 130% giving a tax deduction of £81,250 and a tax saving at 19% of £15,438 in year 1. 

In this example it would had been necessary previously to exclude the software licence cost as this 
was viewed as a revenue cost rather than capital. However, HMRC’s view is that ‘where a single 
payment is made to acquire computer hardware and a software licence together as a package, HMRC 
take the view that the expenditure should be apportioned between the two elements.  However, 
where apportionment will not have significant tax consequences no apportionment will be needed in 
practice.’ 
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A balancing charge will arise upon disposing plant and machinery on which a super deduction was 
claimed. It will be necessary to distinguish assets on which super deduction is claimed as these assets 
will always be subject to a balancing charge on disposal. 

When the disposal is made after 1 April 2023 the disposal receipts should be treated as balancing 
charges (taxable profits), instead of being taken to the relevant capital allowances pool. The 
calculation includes rules which treat only part of the disposal receipt as a balancing charge if part of 
the original expenditure is claimed under super deduction and partly claimed by other capital 
allowances. 

The corporation tax rate will increase to 25% from 1 April 2023 therefore any such receipts on disposal 
will be subject to taxation at 25%.  

It should be noted that the tax saving achieved on a super deduction is 24.7% or 25p on every pound 
spend on qualifying plant and machinery. Therefore, the company will effectively be saving 25% on 
net qualifying costs due to the uplift of the super deduction.  

 

 

Initial cost of £62,500 and resulting in a super deduction of £81,250 (immediate tax saving at 19% is 
£15,438). If the asset is then disposed after 1 April 2023 for say £55,000 then the proceeds will be 
chargeable at 25% resulting in a tax charge of £13,750 (£55,000 x 25%).  

 

 

When qualifying plant and machinery under super deduction is disposed prior to 1 April 2023 then 
similarly a balancing charge will arise.  

The balancing charge will be the proceeds on disposal but multiplied by a relevant factor of 1.3. The 
factor is used so HMRC achieves an equivalent charge of 25% same as the initial relief provided. 

 

 

Initial cost of £62,500 and super deduction claimed £81,250 (immediate tax saving at 19% is £15,438). 

If the asset is disposed prior to 1 April 2023 say for £55,000 then the taxable proceeds will be £71,500 
(£55,000 x 1.3) and subject to 19% taxation i.e £13,585.  
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