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By immediately making all purchases and contracts entered into for construction subject to a flat 4% 
building allowance – significant savings will be made and incentives to buy new property will 
increase. 

 
 
  Current Building Depreciation Regime 

Year Built  Original Construction Cost  Purchased   Residual Building Allowance  

1988  $100,000  2013  15 Yrs  @ 2.5%  = $37,500 

1990  $100,000  2013  17 Yrs  @ 2.5%  = $42,500 

1995  $125,000  2013  22 Yrs  @ 2.5%  = $82,500 

2005  $200,000  2013  32 Yrs  @ 2.5%  = $160,000 

2013  $250,000*  2013  40 Yrs  @ 2.5%  = $250,000 

*First year deduction based on  $250,000  = $6,250  (New property only) 

Proposed Building Depreciation Regime 

Year Built  Original Construction Cost  Purchased   Residual Building Allowance  

1988  $100,000  2013  0 Yrs  @ 4%  = $0 

1990  $100,000  2013  2 Yrs  @ 4%  = $8,000 

1995  $125,000  2013  7 Yrs  @ 4%  = $35,000 

2005  $200,000  2013  17 Yrs  @ 4%  = $136,000 

2013  $250,000*  2013  25 Yrs  @ 4%  = $250,000 

*First year deduction based  $250,000  = $10,000  (New property only) 
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As can been seen above significant savings for the government will made and increase the 
deductions for newly built construction. 

The amount of the overall claim on a property would still be the same and only a timing difference 
on the deductions going forward would occur. 

Under the capital gain regime any building depreciation allowances that are claimed are clawed back 
upon the sale of the property. 

Observations 

 

i. A policy move towards basing the building allowance on the effective life of the 
structure could have the same impact as our recommended approach.  
This approach will have far greater practical challenges, as noted in the working paper. 
 

ii. A move to 25 year effective life of property would more accurately reflect lifespan of 
certain items currently under the building allowance regime. For instance, kitchen 
cupboards, shower screens and down lights are considered to last 40 years.   
 

iii. The Ralph Review highlighted that the current law is complex, with varying dates for 
varying buildings and varying rates applicable. Our recommendation overcomes this 
complexity. 

 
iv. The Ralph Review, on advice from the property sector, noted that commercial buildings 

may depreciate faster than the current 40 year write‐off. Our recommendation improves 
this situation. 

 
v. The Ralph Review highlighted that bringing buildings into an effective life regime would 

be costly exercise.  The review further highlighted that subjecting buildings to the 
normal depreciation provisions will mean a separate valuation of the land and building.   

 
The Ralph Report was written prior to the Global Financial Crisis (GFC). The GFC 
experience brought home the reality that land values wildly fluctuate.  
 

vi. The original construction always remains the same. 
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19 September 2012 

 

 

 
Business Tax Working Group 
C/- Washington Brown  
 
Via email: info@washingtonbrown.com.au  
 
 
Dear Sir/Madam, 

 

 
Building Depreciation Allowances 
 

CBRE Residential Projects is a national business specialising in the sales and marketing of Residential 
Projects, with offices in Sydney, Melbourne, Perth, Brisbane and the Gold Coast. The business 
provides specialist services for developers, including site identification, high and best use studies, 
market research and strategic sales and marketing campaigns.  
 
When CBRE launches a project to the market a critical part of our strategy is to target property 
investors. 
 
Property investors, accountant and financial planners carry out financial due diligence on the 
investment prior to commitment. 
 
Never has there been time a where pre-sales have been a more critical part of a project getting off 
the ground. 
 
Building depreciation allowances are a vital part of this equation. CBRE does not launch a project 
without having an estimate of these allowances in order to assist achieving the pre-sale requirement 
that a funder may insist upon. 
 
Without the financial benefits on depreciation, property investment would be much less appealing 
resulting in less new development. We feel it is critical that the existing benefits remain in place if 
new housing supply is to be encouraged. 
 

 
Yours faithfully 
 
 
 
 
David Milton 
Managing Director, CBRE Residential Projects 

CBRE (RP) Pty Ltd 

ABN 92 127 174 207 

 

Suite 1403, Level 14, 100 Pacific Hwy 

North Sydney  NSW  2060 

 

T  61 2 8969 8500 

F  61 2 8969 8599 

 

www.cbre.com.au 

mailto:info@washingtonbrown.com.au
http://www.cbre.com/



