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CAPITAL ALLOWANCES FOR PROPERTY
REFUBISHMENTS

Introduction

Property refurbishments offer the property investor plenty of scope to
claim tax deductions. Not only is the definition of plant and machinery
for Capital Allowances far wider in the case of refurbishments than other
types of property expenditure, there is usually an opportunity to claim a
full deduction in the year of expenditure for repairs and maintenance.
There are, however, some surprising aspects to the tax legislation that
must be given careful consideration when analysing refurbishment
expenditure. For example, there are circumstances where a genuine
repair must be treated as capital expenditure, as well as completely
different timing rules for claiming tax deductions for revenue expenditure,
as compared to claiming Capital Allowances.

Plant and machinery

In accordance with the Capital Allowances Act 2001 (CAA 2001), Section 25, expenditure
incurred on work that is incidental to the installation of plant and machinery is treated as part
of the cost of the qualifying plant and machinery for Capital Allowances. For example, the
cost of a lift shaft would not normally qualify for Capital Allowances. If, however, a lift is
installed into an existing building, then the cost of providing a lift shaft would be incidental to
the lift installation, as would all the other incidental works. It is easy to see, therefore, that
when a considerable amount of plant and machinery is being installed into a building, such as
the case with a comprehensive office refurbishment, a significant level of expenditure could
qualify for Capital Allowances as incidental works.

The identification of incidental works is far from straight forward. Without knowing why certain
works are carried out, it is impossible to establish whether or not the works are incidental to
the installation of plant and machinery. A comprehensive analysis of project expenditure for a
refurbishment, therefore, can only be done in an effective manner in conjunction with a review
of the ‘before’ and ‘after’ project drawings, together with input from the project’s construction
consultants.

Rate of allowances

The rate at which the Capital Allowances can be claimed will depend on the category of
qualifying expenditure. Basically, there are three categories:

1) General plant - 20% per annum on a reducing balance basis.
2) Integral features and long life assets - 10% per annum on a reducing balance basis.

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



It is quite normal for qualifying plant and machinery within a
refurbishment project to exceed 50% of the overall cost. In
addition to Capital Allowances, any expenditure incurred on
repairs and maintenance can be deducted in full as a
revenue cost in the year it is incurred. When expenditure is
incurred on existing integral features, such as air-conditioning
systems, electrical installations or lifts, there could, however,
be confusion as to whether the expenditure has to be
classified as capital or revenue.

Replacement of integral features

Irrespective of whether the expenditure incurred on integral
features is revenue in nature (i.e. a genuine repair, rather
than an improvement), CAA 2001, Section 33B requires the
property investor to treat the expenditure as capital in nature,
if the expenditure incurred within a 12 month period
represents over 50% of the replacement cost of the integral
feature. If Section 33B applies, then the property investor will
be entitled to Capital Allowances at the rate of 10% per
annum on a reducing balance basis, rather than a 100%
deduction as a revenue expense.

The property investor will, therefore, be required to assess the
current replacement cost of integral features whenever a
property refurbishment is planned in order to assess whether
the expenditure to be incurred on integral features should be
treated as revenue or capital for tax purposes. In addition,
the programme of expenditure will also need to be considered
and there could be tax planning opportunities if there is
sufficient flexibility as to when the costs are incurred.

Revenue deductions

Expenditure on repairs and maintenance can be deducted in
full for tax purposes in the year that it is incurred. The
identification of repairs and maintenance is not always easy
and there has been numerous cases setting out the tests that
must be considered. Generally, if the expenditure involves
any element of alteration or improvement, then it is capital,
rather than revenue in nature.

In addition to the complication of categorising the
refurbishment expenditure, the property investor

should also be aware that there are different timing rules for
the tax deduction for revenue expenditure, as compared to
Capital Allowances. The tax deductions for revenue
expenditure will follow the accountancy rules for accruals,
whereas the timing of expenditure for Capital Allowances is
set out at CAA 2001, Section 5.

The following chart indicates the likely level of plant and
machinery in total and for each category of qualifying
expenditure for a comprehensive office refurbishment.
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The bar chart below that shows how the allowances will flow
through to the property investor over an initial ten year
period. Allowances will continue to flow after this time.

Long funding leases

If any of the plant and machinery within a property is treated
as leased on a long funding lease, then the property investor
will be denied Capital Allowances by CAA 2001, Section 34A.
Refer to ‘Property Investor - Construct’ section of the website
for more information.

Sideways set off

Unutilised Capital Allowances can be set off against the
property investor’'s other income. Refer to ‘Property Investor
- Construct’ section of the website for more information.

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 June 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.



