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Capital Allowances for Infrastructure Investment  

1. EXECUTIVE SUMMARY 

1.1      UK competitiveness is being undermined by the absence of capital allowances for investment 

in infrastructure. No other G20 country creates such a disincentive for investors. The lack of 

competitiveness is damaging, as the UK faces strong competition from other countries that are 

also seeking to invest heavily in their own infrastructure, and is also at a disadvantage from the 

fact the UK is one of the most expensive countries in which to build infrastructure. 

1.2 Given the investment needs facing UK infrastructure and the reliance on private sector 

investors, many of which are highly mobile, the state of UK infrastructure will be impacted by 

the high effective taxation.  

1.3 Ultimately this will impact on infrastructure end users, fares and energy prices over the life of 

the infrastructure. 

1.4 The Infrastructure Forum’s Taxation working group proposes the extension of the capital 

allowances regime to include structures and related buildings. The first element of the 

proposal is to extend capital allowances to include structures as defined by legislation. The 

second element is to include buildings which are required for the use of the structures or to 

house plant and machinery. 

1.5 The proposal is workable, has a nationally desirable outcome and its estimated cost of £1 billion 

over the next 5 years should be outweighed by even a marginal increase in the speed and 

amount of investment within the £260 billion infrastructure pipeline. 

1.6 The Group believes that the relief should not constitute State Aid. A Letter of Comfort from the 

European Commission should be secured to this effect. 

2. THE NATURE OF OUR PROPOSAL 

2.1 The Taxation working group has identified that the key business tax issue affecting the 

availability of investment for new infrastructure, and its affordability for UK tax payers, is the 

corporation tax treatment of capital expenditure.  Following the withdrawal of industrial 

buildings allowances, the tax system in the UK lags behind other countries in relation to capital 

investment as it treats expenditure on structures (for example, runways, roads, reservoirs, 

ports) and buildings ancillary to structures and plant as “tax nothings”.  Hence for these types 

of businesses, corporation tax is levied on more than the commercial profit.  Their effective 

tax rate is substantially higher than the headline rate which is being reduced to 20%. This 

creates a disincentive for investors or alternatively increases the cost of the infrastructure to 

the end user. 

2.2 The projects and programmes in the UK’s infrastructure pipeline extend to the end of this 

decade and further, with over £260 billion of the capital value of the pipeline profiled in the 

next parliament and beyond. The energy sector alone has over £98 billion of investment now 

planned in the period to 2020 and beyond
1
. The government has recognised that private sector 

investment is expected to make up the majority of this investment between now and the end 

of the decade. The speed and efficiency of private sector investment will inevitably be impacted 

by the high effective taxation of infrastructure investment. 

                                                                                                                                                                                                        
1
 HM Treasury, National Infrastructure Plan 2013, December 2013; HM Treasury, Investing in Britain’s future, June 2013  
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2.3 It also impacts infrastructure user charges, fares and energy prices over the life of the 

infrastructure. There is a lack of transparency over tax costs and where they fall which impacts 

public confidence in infrastructure procurement from the private sector, which in turn impacts 

investor confidence.  

2.4 The UK faces strong competition from other countries that are also seeking to invest heavily in 

their own infrastructure, and is at a disadvantage from the fact the UK is one of the most 

expensive countries in which to build infrastructure. Given that the capital needed for 

investment is highly mobile, the UK needs a competitive tax regime.  In this respect, the UK is 

out of line internationally when compared with other OECD countries. (See Appendix where 

the UK is ranked lowest). This impacts UK’s tax competitiveness which has been noted 

consistently in surveys in recent years. 

2.5 In order to remedy this situation, the Group proposes the extension of the capital allowances 

regime to include structures and related buildings. It believes its proposal is affordable, has a 

nationally desirable outcome and that its cost would be outweighed by even a marginal 

increase in the speed and amount of investment.  In particular, it has sought to address state 

aid concerns through its work on the proposal. The next step is for HM Treasury to discuss the 

Proposal, using the work done by the Group, with the European Commission and seek comfort 

that it does not constitute state aid. 

3. PROPOSED EXTENSION OF CAPITAL ALLOWANCES 

3.1 Existing tax relief for infrastructure investment is largely reliant upon capital allowances for 

Plant and Machinery. The first element of the proposal is to extend capital allowances to 

include structures as defined by legislation. The second element is to include buildings which 

are required for the use of the structures or to house plant and machinery. 

3.2 A writing down allowance of 2 or 4% is proposed to spread the tax relief over the life of the 

asset. 

4. AFFORDABILITY AND BENEFITS 

4.1 There should not be an immediate loss of tax receipts because there is an inevitable delay 

before income arises on capital expenditure. Also capital expenditure is generally funded by 

debt and accrued interest costs in the build period will produce early year tax losses in any 

case.  The proposal is for tax relief spread over the life of an asset at 2% or 4% per annum so 

loss of tax receipts is also pushed into the future and outweighed by even a marginal increase in 

the speed of investment.  

4.2 The importance of the proposal is that it improves whole life costing of a capital investment 

and improves the economic case for investment at the time the investment decision is made. 

4.3 An example prepared by the Group estimates that the potential loss of tax from the proposal, 

over 5 years from 2013 to 2017, would be around £1bn in total.  This does not take into 

account interest payments which would defer the cost. This assumes total expenditure of 

£200bn on Infrastructure in accordance with The National Infrastructure Plan and estimates the 

structures and building elements which would benefit as 28% of that total expenditure.  

4.4 To some extent the high tax costs associated with capital investment in transport and energy 

infrastructure have been offset by tax relief for interest on debt which has created a structural 

dependency on high levels of debt to finance investment. This proposal would enable more 

flexible equity financing to be used. 



The Taxation Working Group  
 

 

 

3 | P a g e  

 

4.5 Some infrastructure expenditure is initially incurred by the public sector and subsequently sold 

for example HS1.  Crossrail and HS2 may follow the same path and proceeds realised by 

Government from sales to the private sector would benefit from tax relief. This would to some 

extent balance any loss of tax receipts in early years. 

4.6 The proposal would benefit investment which Government may not see as requiring an 

incentive. For example, it would benefit car parks, hard standings and external works in the 

retail, manufacturing and commercial property sectors but this should not be material in the 

context of their total investment and much of this property is held by tax favoured or exempt 

investors such as REITs, exempt pension funds or foreign owners outside the scope of UK tax. 

There should be not much loss of tax receipts, and in any case this incentive would benefit the 

wider construction industry.  

4.7 The same categories of expenditure for social infrastructure such as schools and hospitals 

would also benefit from the relief but this capital expenditure is at present substantially 

incurred within the public sector (PF2 projects would likely be on revenue account) and so 

there should be no loss of tax.  

5. NATIONAL ECONOMIC DESIRABILITY 

5.1 A number of potentially important investments in the energy sector suffer from significant lack 

of tax relief. These include energy from waste and biomass plants, hydro facilities, gas storage, 

carbon capture and tidal barrages.  These are desirable for environmental and security of 

supply reasons and amongst the most challenged in terms of attracting investment. 

5.2 The proposed extensions would mean that substantially all energy infrastructure would 

receive tax relief and the distortion as between different generation methods and technologies 

would be removed.  

5.3 Since the new Contract for Differences regime sees tax risk fall to investors, rather than being 

passed through to users/clients this proposal should materially improve the case for 

investment by the private sector. 

5.4 Whereas roads are currently owned by the public sector, Government needs to consider future 

funding options and it is likely private sector options will be considered. The proposed 

extensions would benefit new road procurement.  

5.5 The water industry currently receives tax relief for most of its expenditure and the proposed 

extensions would complete that picture by bringing in reservoirs and waste treatment buildings 

and structures. Flood defences would also be included as structures. 

5.6 The national economic desirability is clear. Some assets are currently in public ownership but 

granting the relief means that a wider range of procurement options are available to 

Government to enable investment in infrastructure in terms outlined by the Treasury Paper, 

“Investing in Britain’s Future” released in June 2013. 

6. STATE AID 

6.1 Any measure where there is State Aid over the ‘de minimis’ level requires Commission 

approval. Two options for establishing a system of tax relief for infrastructure investments that 

is compatible with State aid rules have been considered.  

6.2 The first is approval by the European Commission on a project by project basis: This would likely 

not be attractive to HMG or for industry. 
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6.3 The second is establishing that no State aid is present. State aid may arise where the tax system 

provides for a selective advantage to one or more undertakings, including – in principle at least 

- where the advantage is granted to an entire business sector. This is to be contrasted with 

general measures, which will not be treated as State aid. 

6.4 The key test is therefore that the measure must not be selective, as between companies or 

sectors. Also the measure must be genuinely general in its practical effect.  

6.5 After careful consideration by Tax Group members including capital allowances partners from 

the large accounting practices and major law firms, we believe that the proposals taken 

together are sufficiently general in their practical application and of sufficient benefit to 

many sectors that the relief does not constitute state aid.  We understand that it would be 

possible for HM Treasury to apply to the European Commission for a Letter of Comfort on the 

position. 

7. THE INFRASTRUCTURE FORUM  

7.1 The Infrastructure Forum (the "Forum") was established by European Policy Forum to provide a 
centre for research, study and dissemination of materials on the cross-sectoral issues which 
arise in the development of the UK’s national infrastructure. 

7.2 The Forum works in parallel with the public and private sector members, and seeks to establish 
a powerful reputation as a source of high level research, policy proposals and networking on 
issues concerning Britain’s economic regulators and competition authorities. 

7.3 The Taxation Working Group is chaired by Margaret Stephens of KPMG. It includes 
representatives from most members of the Forum. 

 

We would be happy to discuss the detail of the proposals further if that would be helpful to you.  

 

The Infrastructure Forum, Taxation Working Group 
 February 2014 

 

 



The Taxation Working Group  
 

 

 

 

APPENDIX  
Ranking of Capital Allowances for investment in each fixed asset, 2012 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

Percentages= Rate of Capital Allowance 

CBT Corporate tax ranking 2012, Oxford University, Centre for Business Taxation  
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