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Introduction 
 
Capital Allowances are generally available to property investors on 
the plant and machinery within a purchased property and in some 
cases Capital Allowances will also be available in respect of the 
building itself, for example in the form of industrial building 
allowances.  As the value of Capital Allowances on a property 
acquisition may not be immediately apparent, they are often 
overlooked to the detriment of the property investor’s tax position. 
 
In addition to the complications of valuation, the property investor has to contend 
with complex rules that specify ownership of the Capital Allowances.  These rules 
do not follow property law and the unwary property investor can easily lose out if 
the correct advice is not obtained prior to the property’s acquisition. 
 
Plant and machinery allowances 
 
Capital Allowances are available for the plant and machinery fixtures within a 
building, including most of the building’s mechanical and electrical services, sanitary 
appliances, lifts and escalators.  Even some unlikely items such as partitions, door 
handles and carpets can qualify as plant or machinery. 
 
The property investor will only be entitled to Capital Allowances in respect of the 
plant and machinery within the building, if the qualifying interest in the plant and 
machinery is acquired.  The qualifying interest is generally the interest in the 
property held by the person who installed the plant and machinery, but there are 
various exceptions and this area of the legislation needs to be fully considered. 
 
The level of plant and machinery allowances available to the property investor will 
depend on whether any previous owner has claimed Capital Allowances and also 
whether the property investor, or any previous owner has entered into an election in 
accordance with the Capital Allowances Act 2001 (CAA 2001) Section 198.  If no 
election or previous claim exists, then the Capital Allowances will be based on an 
apportionment of the purchase price paid in accordance with CAA 2001,  
Section 562.  For the purposes of CAA 2001 the purchase price includes any Stamp 
Duty Land Tax paid by the buyer. 
 
The apportionment of the purchase price to plant and machinery fixtures can be 
significant and it is quite possible that the qualifying expenditure will exceed the 
original cost of the qualifying items.  HM Revenue & Customs, however, have 
specific guidelines as to how such an apportionment is made, as well as having their 
own view on what qualifies as plant and machinery.  It is important that claims for 
plant and machinery allowances take account of these factors to avoid significant 
later negotiations, revisions to the property investor’s tax return and any associated 
interest costs for unpaid tax. 
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Rate of allowances 
 
The rate at which the Capital Allowances can be 
claimed will depend on the category of qualifying 
expenditure. From April 2008, there are essentially 
three claim categories: 
 

1)  General plant - given at 20% per annum on a 
reducing balance. 

2)  Integral features and long life assets - given 
at 10% per annum on a reducing balance. 

3)  Enhanced Capital Allowances - given at 
100% in first year for specific energy efficient 
plant and machinery. 

 
Note: These enhanced allowances are not 
available for used plant and machinery. 

 
The chart below indicates the likely proportions of 
the purchase price for the qualifying plant and 
machinery categories, as well as the non-qualifying 
land and building elements, for the acquisition of a 
fully let air-conditioned medium rise office. 
 
 
 
 
 
 
 
 
 
 
 
 
 
The bar chart below that shows how the 
allowances will flow through to the property 
investor, based on a £10 million purchase, over an 
initial ten year period.  Allowances will continue to 
be available after this time. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

Industrial building allowances  
 
These allowances are given on the cost of 
qualifying industrial buildings and hotels.  They 
are, however, being gradually phased out and will 
be completely removed from April 2011.  Special 
rules apply for purchases after 21 March 2007. 
 
In order to claim industrial building allowances the 
property investor must acquire the relevant interest 
in the property, which will either be the interest that 
was held by the developer or a lesser interest (for 
leases of at least 50 years duration) that was 
subject to an election in accordance with CAA 
2001, Section 290. 
 
Sideways set off 
 
In the case of UK property companies, Capital 
Allowances that cannot be set off against the 
profits of the Schedule A business can be used to 
create a loss that is then set off against any profits 
of the company in the current or subsequent years 
in accordance with Income and Corporation Taxes 
Act 1988, Section 392A. 
 
In the case of income tax payers, Capital 
Allowances that cannot be set off against the 
profits of the property business can be used to 
create a loss that is then set off against any other 
chargeable income in the current year, or following 
year in accordance with Income Tax Act 2007, 
Section 120.  The property investor, therefore, can 
even set off a loss due to Capital Allowances 
against any other employment or investment 
income.  This is particularly attractive to syndicates 
of high net worth individuals. 
 
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. 
 


