
Upcoming increase in the Annual Investment 
Allowance (AIA)

It was announced in the recent Budget that there was to be a temporary change in the limit of AIA to 
£1,000,000 for a two year period commencing 1 January 2019.

So what is the effect if your year-end does not coincide with the change?

If your year-end is not 31 December an apportionment is required.

Example 1

A company makes up its accounts to 30 June each year. It will have a total available AIA for the year ending 30 June 2019 
of £600,000; £100,000 for the 6 months to 31 December 2018 plus £500,000 for the 6 months to 30 June 2019.

However, due to transitional rules, timing is important – eligibility for the AIA depends on when expenditure is incurred.  
The maximum AIA for expenditure incurred in the period from 1 July to 31 December 2018 will be the current limit of 
£200,000. If this is fully used it will reduce the allowance available for expenditure between 1 January and 30 June 2019  
to £400,000.

Consideration of timing of expenditure is therefore needed. If the company has already spent £200,000 on qualifying  
plant since its accounting period commenced on 1 July 2018 it may be prudent for capital allowances purposes to  
defer any further expenditure until after 31 December 2018 as this would enable 100% relief on additional spend of  
up to £400,000 to be obtained.
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How purchases qualify and the difference with Hire Purchase (HP)

There is no requirement to have the asset in use at the year end to qualify for Capital Allowances unless the asset is 
purchased on HP.

Where an item purchased on HP has not been brought into use by the year end Capital Allowances will only be available on 
the capital payments made under the contract before the year end. The remaining expenditure will get Capital Allowances 
when the asset is fully brought into use. This can work to the business’ advantage as the AIA is increasing.

Example 2

A farmer with a 31 December year end buys an item of machinery out of season for a discount. He decides to fund the 
purchase through HP. The cost of the item is £500,000 and he pays a £100,000 deposit in November 2018. The item is 
not brought into use until March 2019.

In the 2018 year Capital Allowances are available on the expenditure of £100,000 plus the capital costs of the first 
month’s HP payment.

In 2019 he can claim AIA on the balance of the expenditure, thus benefiting from two years’ AIA allowances because the 
inability to claim AIA on the entire cost in 2018 means that the £1,000,000 AIA allowance for 2019 can be accessed to 
allow the balance of the expenditure to be claimed.

How can we help?

Our experts at Smailes Goldie would be delighted to give you further guidance on the above. If you are considering a significant 
capital investment or simply wish to make the most of the available allowances please contact us.

Registered to carry on audit work in the UK and Ireland and regulated for a range of investment 
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