
  
Business premises - beyond the pandemic 
The pandemic has brought a step change to the 
operating systems of every imaginable business - with 
an impact that now looks to have longer term effects on 
how businesses define their premises requirements.

 


For many organisations, the move to home-based 
working by staff has proved surprisingly effective, and it 
begins to appear that the five-day commute to the office 
for all employees is already being consigned to the past.

 


This is becoming seen as a catalyst to new workplace 
models and extensive change - with a move to a down-
sized office footprints and more hot-desking.

 


Real estate changes, however, are not that readily-
achieved given that most businesses are tied into a 
lease or the ownership of their existing premises, and 
may have already invested significantly to create the 
appropriate working 
environment and 
branded image. Whilst 
dealing with issues of 
recovery after the 
disruption of the 
lockdown, a decision to 
downsize simply for 
longer-term running cost 
savings would seem 
unlikely.

 


Adapting premises 
Thoughts of reduced 
office floorspace rely on the elimination of the virus and 
with little consequent change to current office formats. 
But there is the possibility that many employees will be 
reluctant to completely forego social distancing. A 
legacy may be that staff will simply no longer be 
prepared to work in as close proximity as the past - as 
shown in the picture above.

 


Instead there may be a need for adaptations to existing 
premises to accommodate lower densities of 
occupation. Simple measures such as perspex screens 
will, of course, be tax relievable but a more protective 
working environment might for example also mean; 
larger reception and waiting areas for visitors, more 
circulation space and expanded staff facilities, and also 

perhaps step back from the open-plan office. Upgrades 
to building systems may be required with, for example, 
advanced filtering for air-conditioning systems.

 


In the difficult trading conditions to be expected for 2020 
and 2021 many businesses will struggle to find the 
capital to carry out changes to their premises - but a 
small light at the end of the tunnel is that most internal 
works will qualify for Capital Allowances.

  

Refurbishments 
In a refurbishment significant associated cost will be 
relievable, for example works of stripping-out and 
making-good, to which will then be added all 
expenditure on building systems (heating/cooling, 
electrical systems, lifts etc) and all new fit-out e.g. 
bespoke joinery, more AV & IT systems, more staff 
facilities etc. Typically in an office refurbishment between 
50 and 75% of the budget will become tax relieved.


 


Breaking down open-
plan offices with fixed 
stud partitioning could 
be disruptive but an 
alternative might be to 
employ more flexible 
demountable 
partitioning.

 


Structural alterations 
such as new stud 
partitions will only attract 
the Structures and 

Buildings Allowance of 3% per annum, whereas 
moveable partitions qualify as general plant and can be 
written down at 18% per annum. 

 


To qualify for relief there is a need to demonstrate that 
the decision to use demountable partitions is trade-
related and is based upon a required need for ongoing 
reconfigurations over time.

 

Annual Investment Allowance 
The Annual Investment Allowance (AIA) will accelerate 
the first £1m of any claim for fixed plant & machinery 
allowances bringing it into the year of the expenditure. 
For most projects it means that all tax savings are 
immediately brought into account and any unused 
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excess rolls forward in the business tax accounts until 
used up. The AIA was temporarily set at £1m for 2019 
and 2020 as an intended assistance to businesses 
preparing for Brexit and is due to change back to 
£200,000 at the end of 2020. We will be awaiting an 
announcement on this in the November budget 
statement. Plainly the AIA has a significant impact with a 
£1m claim equating to £190,000 of tax savings to a 
corporate taxpayer (or £400,000 to a partnership).

 

Energy Performance 
The Enhanced Capital Allowances (ECA) scheme was 
closed by the government in April this year and so at 
present there is no direct 
fiscal incentive to 
encourage improved energy 
performance in buildings. 
Given the aim to be carbon 
neutral by 2050 - this is a 
stark anomaly. There is 
presently the stick of 
Minimum Energy Efficiency 
Standards (MEES) - but no 
reciprocal carrot for 
investment. Possible future 
increases to the base level 
of MEES will marginalise 
more semi-obsolescent properties where the cost of 
compliance is not commercially viable. 

Thus incurring expenditure without regard to improving 
energy performance may mean becoming a hostage to 
fortune if MEES changes compel further upgrades. There 
is consequent risk of selling a non-compliant building 
and having to accept a discounted value.

Although the ECA scheme has ended; its bible - the 
Energy Technology List - administered by the Carbon 
Trust on behalf of the government, is continuing as a 
resource for specifiers seeking to utilise the latest and 
most efficient equipment choices - and the cost 
differential of approved items compared with standard 
equipment has diminished over time. 

Seen against the growing tide of sentiment toward 
sustainability, achieving a higher Energy Performance 
Certificate (EPC) rating may be a valuable insurance 
when looking at future exit strategies.

It is to be hoped that as the pandemic fades, the 
government will look seriously at a new incentive to 
improve building performance, perhaps directly linked to 
the achievement of higher EPC ratings.

 

Leaner, fitter, and smarter 
The pandemic may become be a pivotal point for many 
businesses. Those now in very difficult trading situations 
will understandably want little change and no 
distractions regarding premises. Others may take the 
position that the past is gone and will not be coming 

back - and the way forward has to be different. 
Entrepreneurs may set out to prove to demonstrate the 
virtue of change demonstrated through flexibility and 
adaptability in their property assets.

  
Pre-planning tax relief 
Making best use of scarce capital means it is often 
beneficial to build Capital Allowances into early cost 
projections. With tax relief included in the options under 
consideration, the true bottom-line cost of alternative 
choices will become apparent. Identifying the potential 
tax savings can mean that the budget might be 
stretched to achieve a higher specification.


 

Summary 
- Internal changes to 
premises look unavoidable 
in the post-covid era - but 
could become an 
opportunity to create more 
flexible and productive 
workspaces.

- Intelligent use of tax relief 
will help cushion the impact 
of the cost, and stretch the 
budget.

- Choices such as movable 

partitions are tax-friendly and 
may become more commonplace in offices.

- Changes to building systems such as air-conditioning 
upgrades - may create the opportunity for improvements 
in energy performance which may help protect 
investment value.

  


About us 
Afilia Capital Allowances works collaboratively with its 
clients and with other property industry professionals to 
ensure that tax reliefs are optimised for commercial 
property expenditure, and where possible, a tax-friendly 
approach is adopted at the planning stage. This can be 
particularly relevant in joint ventures, or where cost 
contributions are in negotiation. All preliminary advice 
and guidance is provided at no cost and fees are 
typically on a performance basis.


Disclaimer: this article is not a substitute for professional 
advice 
 

Contact: 
David Rees BSc FRICS 
davidrees@afilia.co.uk 
07736 900172 
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