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CLAIMING CAPITAL ALLOWANCES ON
TENANT'S FIXTURES

Introduction

A purchaser of a commercial property can usually claim
Capital Allowances in respect of the plant and machinery
fixtures within the property, such as lifts, air conditioning
installation and electrical systems. These fixtures may have
been installed by the developer or a subsequent owner of
the property. Quite often, however, there will be fixtures
within a property that have been installed by a tenant. In
such cases, the question as to whether Capital Allowances
are available in respect of tenants’ fixtures will be of obvious
interest to the new owner of the property.

Qualifying expenditure

In order for a taxpayer to claim plant and machinery allowances, the
taxpayer must firstly have incurred qualifying expenditure. Qualifying
expenditure can be incurred when a property is developed, purchased,
refurbished, or where the taxpayer makes a contribution to another
person’s expenditure. In the case of the purchase of a property, the
qualifying expenditure will be established by apportioning the price paid
for the property in accordance with the Capital Allowances Act 2001
(CAA 2001), Section 562.

For such an apportionment to be acceptable to HM Revenue & Customs,
it should usually be carried out using a formula method that utilises
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price to all types of tenants’ fixtures. In the case of certain fixtures
installed by a tenant, such as an air conditioning system for example,
there is no doubt that the addition has a value to a subsequent purchaser
of the property. In the case of fixtures which are very specific to the trade
of an outgoing tenant, such as business signage or display lighting, it is
highly questionable as to whether such fixtures are of any value to the
new property owner. Trade fixtures that are very specific to the trade
being carried on by the current or previous occupier are unlikely to be of
any use to a subsequent occupier and are, therefore, likely to be stripped
out, or just left redundant.



Ownership of tenant’s fixtures

After the purchaser has decided whether or not
qualifying expenditure has been incurred on any
tenants’ fixtures that have been added to the property,
there is then the issue of ownership of those fixtures. It
should be noted that ownership of tenants’ fixtures, for
Capital Allowances purposes, does not follow the Law
of Property, but instead is based on the rules set out in
Chapter 14 of CAA 2001.

In accordance with Section 176, the person who is
entitled to Capital Allowances in respect to the plant
and machinery fixtures is the person who has incurred
capital expenditure on the property interest to which the
Capital Allowances attach. Usually, the interest to which
the Capital Allowances attach will be the interest in land
originally held by the developer, or whoever installed
the fixtures into the property. If two persons have
different interests in the property and both could lay
claim to have incurred capital expenditure on the
fixtures, the Capital Allowances are claimable by the
person holding the lesser interest. Plant and machinery
fixtures installed by a tenant will be treated as owned by
the tenant for Capital Allowances purposes, even
though the fixtures may have become part of the
landlord’s property under Property Law.

Notwithstanding the above, the fixtures will only be
treated as owned by the tenant if the tenant makes a
Capital Allowances claim in respect of the expenditure
incurred on the fixtures. If the tenant does not make a
claim, perhaps because the tenant is a charity or local
authority, then the purchaser of the property will have a
right to the Capital Allowances in accordance with
Section 181. This only applies where the fixtures were
part of the property at the time of acquisition and the
purchaser can support the contention that part of the
price paid for the property should be apportioned to the
fixtures.

Disposal event and disposal value

A purchaser of a vacant property would have acquired
all the fixtures that remain in the property at the date of
acquisition. This could well include fixtures that have
been installed by a tenant. In the case of tenants’
fixtures that have a value, the purchaser could clearly
assert that part of the purchase price should be
apportioned to the fixtures. The purchaser, however,
must not overlook the fact that a disposal event is likely
to have occurred when the tenant vacated the property.

Claiming Capital Allowances on tenants’ fixtures - 2

Disposal events for fixtures are set out at Section 196
and include the ‘permanent discontinuance of the
qualifying activity followed by the permanent loss of the
fixture’. This would almost certainly apply where a
tenant has vacated the property at the end of a lease,
or as a consequence of forfeiture of the lease. It would
also arise if the tenant assigns the lease. As a result of
the disposal event, the tenant will be required to bring a
disposal value into account for the fixtures in the year of
disposal. Unless the tenant has received compensation
from the landlord for abandoning the fixtures, the
disposal value will be nil.

When Capital Allowances have been claimed on a
fixture, a subsequent owner of the fixture is restricted
to the disposal value brought into account by the
previous owner in accordance with Section 185. If the
tenant has brought into account a disposal value of nil,
the landlord will not be able to claim Capital
Allowances. This is despite the fact that the landlord
owns the tenant’s fixtures in accordance with Section
176 and has incurred capital expenditure in
accordance with Section 562.

Summary

Sometimes the fixtures legislation can give rise to
peculiar situations for Capital Allowances. For
example, the purchaser of an air conditioned building
might assume the right to claim Capital Allowances on
the air conditioning plant. If the air conditioning has
been installed by a tenant, then the purchaser will not
have an entitlement to the Capital Allowances. Even if
the property is acquired with vacant possession, a
previous claim by a tenant would effectively deny the
purchaser any allowances. It is, therefore, easy to see
how dangerous it could be to make assumptions about
the entitlement to Capital Allowances on fixtures.

It is essential that taxpayers correctly apply the fixtures
legislation when making a claim for Capital Allowances
on a property acquisition. This not only involves an
understanding of the legislation, but also necessitates
detailed knowledge of the fixtures within the property.

For further advice concerning any of the issues raised
in this briefing, please contact one of our key
individuals detailed overpage, or alternatively call our
helpline on 0800 526262. Information on other
property tax related topics can also be found on our
website at http://bankingtaxfinance.davislangdon.com.
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Whilst every effort has been made to ensure accuracy at time of publication, dated September 2010, information contained in this document may not be comprehensive or reflect individual circumstances or

may be subject to subsequent revision and legislative changes. Recipients should therefore not act on any information without seeking professional advice.



