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Her Majesty’s Customs & Excise carry the slogan ‘Tax doesn’t have to be taxing’, however, when it
comes to the subject of ‘Capital Allowances’ and business car taxation, many business owners find it
difficult to understand what the rules are.

On 1% April 2009, new rules came into force, to encourage businesses to procure vehicles which have
a lower ‘CO2’ emissions rating. Essentially, there will are greater tax advantages to those who
procure ‘cleaner’ vehicles, to those who procure vehicles which have a bigger environmental impact.

The magic number to remember is 160. Regardless of whether you lease or buy your vehicles, those
vehicles which have a certified CO2 rating of under 160g/km will represent greater taxation benefits
than those over this limit.

Vehicle Manufacturers have been working on ways to reduce the environmental impact of the
vehicles they produce for many years now, and there are now well over 3,000 different models
available which fall under this crucial CO2 limit — including some very popular prestige models
including BMW 3-Series and new Mercedes E-Class.

Tip — It’s worth noting that when considering a vehicle which has CO2 emissions close to the
160 mark, some manufacture cost options can actually tip the vehicle over the rating, which
could prove a costly error. So it’s worth checking with your dealer or leasing company before
placing your order.

There are different rules which apply, depending on whether you choose to lease or purchase your
vehicle.

Buying a Car

If you choose to purchase a vehicle through your business, adding the vehicle to your business
assets, then you will be able to deduct a proportion of the cost of the vehicle from your ‘taxable profit’
and reduce your tax bill. This type of deduction is known as a ‘Capital Allowance’.

When you purchase assets for your business, the value of these assets is placed in a ‘pool’. The pool
they are placed in is dependent on the amount the asset may be ‘written down’ against your taxable
profit — for example, you may have purchased furniture or a computer for your business, and these
assets would be placed in a ‘Plant and Machinery Pool’.

Under the recent changes to tax legislation, cars which emit less than 160g/km in CO2 can go into a
pool with other plant and machinery. In this ‘pool’, the cost of the vehicle may be ‘written down’ at
20% per annum.

Vehicles which have a CO2 rating of over 160g/km are placed in a 10% ‘pool’ with items such as
“long-life” assets and “integral” fixtures in building, and it will therefore take much longer to benefit
from tax relief on these vehicles.

In both cases, the percentage claimed back will be on a reducing balance basis, so the business will
be able to claim less each year as time passes.

However, for vehicles which have a CO2 rating of under 110g/km, businesses can claim 100% of the
Capital Cost in the year of acquisition against their taxable profits. This is continuing until at least
2013. Note — In order to qualify for 100% tax relief, the vehicle must be unused and not second hand.

Under the taxation regime prior to April 2009, when the asset was sold, there used to be a ‘balancing
allowance’ — that is the difference between the sale proceeds and the tax written down value. So,
when a business came to sell the vehicle, the business could claim this balance against their taxable
profits.



However, under the new rules, the asset is in a ‘pool’ with lots of other assets, and on the sale of the
vehicle, the proceeds are applied to this pool, so this ‘balancing allowance’ rule does not apply. This
means that some of the tax relief available is pushed into future years, which means that a business
could still be claiming relief on a vehicle long after its been sold.

Practical Examples

New BMW 3-Series 320 Efficient Dynamics 4dr
CO2 Rating of 109 g/km which therefore qualifies for 100% Tax Relief
Purchase Cost of £26,445

Corporation Tax Rate of 28%
Writing down Allowance is 100% in first year, therefore saving £7,404.60 in tax

S

New VW Golf 2.0 GT TDi 140 5dr

Purchase Cost of £21,335
Corporate Tax Rate of 28%
Writing Down Allowance is 20% per annum on a reducing balance basis

Year 1 — 20% of 21,335 would be £4267.00. So Tax Relief at 28% would be £1194.76
Year 2 — Original Value of £21,335 minus £4267 = £17068. So, in Year 2, 20% relief would be
available on this equalling £3413.60. Tax relief would be £955.81 and so on

Crucially, there is no balancing allowance, so the vehicle will continue to be written down at the same
rate long after it's been sold.

P

Tip — The general rule for capital allowances have always been that the expenditure is incurred when
there is an ‘unconditional obligation to pay’, providing that it is paid for within 4 months.

Leasing a Car

As with purchasing a vehicle, the amount of lease rentals a business can claim against their taxable
profits depends on the CO2 emissions rating of the vehicle.

If the vehicle is under 160g/km CO2 (including those which emit 110g/km or less), then the business
may offset 100% of the lease rental payments against their taxable profits.

If the vehicle emits over 161g/km CO2, then there is a 15% restriction on the amount the business
can claim against their taxable profits, so just 85% may be recovered.

Practical Example

New VW Golf 2.0 GT TDi 140 5dr

A typical Contract Hire monthly rental on this vehicle would be £279.49 + VAT per month. This
equates to £3,353.88 a year.

CO2 Rating on this vehicle is 129g/km, so 100% of the lease rentals may be deducted from a
company’s profits. A company paying Corporation Tax at a rate of 28% would therefore be able to
save £1,276.80 on their tax bill.

S




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


