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Property depreciation refers to the ability for taxpayers to claim a deduction for the decline in value (e.g. due to wear and tear) of the cost of capital assets used in gaining assessable income.[footnoteRef:1] [1:  See “Guide to Depreciating Assets 2016”, published by the Australian Tax Office.] 

There are two types of depreciation a property owner can claim: 
1. Capital works allowance; and
2. Plant and equipment.

Capital works allowance 
Capital works allowance are income tax deductions a person may claim for building and construction costs, the costs associated with any alterations or capital improvements to the surrounding property. 
An owner of a commercial property (i.e. a building intended to be used for non-residential purposes) may claim capital works deduction if the construction for the building commenced after 19 July 1982. 
The rate of depreciation also depends on when construction commenced: 
1. If construction commenced between 19 July 1982 and 21 August 1984, depreciation may be claimed at 2.5% per year over a 40 year period. 
2. Between 22 August 1984 and 15 September 1987, depreciation can be claimed at 4% across a 25 year period. 
3. After 15 September 1987, the rate of reduction is again 2.5% over a 40 year period. 
Capital works allowance a commercial property owner may be entitled to claim include brickwork, gyprock, tiling, floors, carpentry, handrails, waterproofing, doors, windows, painting, excavation and rendering. 

Plant and equipment 
As the name suggests, plant and equipment deductions relate to the depreciation of ‘plant and equipment’, i.e. removable fixtures and fittings. Each type of plant and equipment has an “effective life”, i.e. the length of time the plant or equipment can be used for taxation purposes. The effective life of plant and equipment and the deductions available on that item across its effective life are set by the Australian Tax Office (ATO). 
Things that a commercial property owner may be able to claim for plant and equipment include air conditioning units, lifts, security systems, carpets, CCTV equipment, smoke detectors, any freestanding furniture supplied, hot water systems, any kitchen equipment supplied in the premises, including dishwasher, microwave ovens, television sets, exhaust fans, blinds and curtains.

How to work out depreciation
Depreciation can be worked out using two methods: 
1. Prime cost method;
2. Diminishing value method.
The diminishing value method assumes that the decline in value is a constant percentage of the base value of the property, and produces a large amount of depreciation in the earlier years, and progressively smaller amount of depreciation towards the latter part of the property’s effective life. 
The prime cost method assumes that the depreciating asset decreases its value by a constant amount over its effective life, and produces consistent depreciation across the life of the property. 
To work out which method to use, and how to calculate depreciation in accordance with either method, please consult your quantity surveyor and accountant. 

Major differences between commercial and residential property depreciation 
1. You may claim depreciation even if you occupy your own commercial property
If you are using a commercial property you own for your business, you may be able to claim deductions on the depreciation as it is not regarded as your principal place of residence. 
A typical arrangement is to purchase the commercial property through a superannuation fund, company or trust and lease it to the owner in a different capacity. In that case, the owner may be able to occupy the premises and claim property depreciation at the same time. However, it is important to note that ownership structure and leasing arrangements will have an impact on the marginal tax rate that is applied, so it is important to consult your accountant or advisor before making a decision. 

2. Effective life may differ for non-residential properties
The ATO publishes an annual tax ruling on the effective life of depreciating assets.[footnoteRef:2] It is important to note that in some cases, the effective life of an item differs depending on the industry. For example, carpets have an effective life of 10 years in a residential property, however in a non-residential property, they have an effective life of 8 years, taking into account the fact that flooring in commercial properties may be subject to more wear and tear and should therefore be depreciated at a higher rate.  [2:  See the latest version at TR 2016/1 – Income Tax: effective life of depreciating assets.] 


3. Commercial tenants may also claim depreciation 
The ATO allows for tenants to claim some depreciation for any fit-out they made to the premises from the commencement of their lease. This may include things like desks, shelving, carpets, firefighting equipment or extra security systems. 
If these fit-out items are removed at the end of the lease, the tenants may be eligible to claim the remaining depreciation value of the assets (sometimes referred to as ‘scrapping’). 

Record-keeping 
In claiming depreciation as a tax payer, you must keep certain records relating to the depreciating assets, including the cost of the asset, the adjustable value at the beginning and end of every income year, the date you start holding the asset, the date you dispose of the asset, as well as details of how you worked out the value of the asset. This information may be in the form of receipts and a report from a quantity surveyor. Failure to keep proper records may attract penalties from the ATO.
