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FITTING OUT AND REFURBISHMENTS BY
PROPERTY OCCUPIERS

Introduction

Property occupiers (tenants) are able to claim Capital Allowances on
works carried out to the building that houses their business even
though, under property law, they may not own the items that they
have installed. Fitting out and refurbishment works are likely to result
in a high proportion of expenditure that will qualify for Capital
Allowances as plant and machinery. Furthermore, tenants may also
be able to obtain tax deductions for expenditure that is incurred on
the building itself, rather than on plant and machinery. If the landlord
makes a contribution to the tenant’s works, then it must be taken into
account when calculating the Capital Allowances available to the
tenant. These issues are among the many complexities that the
tenant has to deal with in order to maximise the tax deductions for
property expenditure.

Plant and machinery

There is no definition of plant and machinery within the Capital Allowances legislation
and whilst the Capital Allowances Act 2001 (CAA 2001) sets out what does not qualify, it
is left to case law to provide the rules for deciding whether something is, or is not plant.
The courts have identified the ‘premises test’ and the ‘business use test’ as the
mechanism for achieving a logical and consistent approach to the meaning of plant for
Capital Allowances. Without going into the detail of these tests, it is enough to realise
that a high proportion of the property expenditure incurred by a tenant will qualify for
Capital Allowances, because most of the non qualifying building components would have
been provided by the landlord.

As the fitting out or refurbishment works are carried out to an existing building, any works
that are incidental to the installation of plant and machinery will qualify as part of that
plant and machinery in accordance with CAA 2001, Section 25. It is not, however, a
straight forward matter to identify incidental works and without a detailed project
analysis, there is a danger that qualifying expenditure may be overlooked.

Rate of allowances

The rate at which the plant and machinery 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
fitting out or refurbishment project carried out

by a tenant to represent 75% or more 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.

The chart below indicates the likely level of plant and
machinery in total and for each category of qualifying
expenditure on the fitting out of a new retail outlet.

The bar chart below that shows how the allowances will
flow through to the tenant over an initial ten year period.
Allowances will continue to flow after this time.

Industrial building allowances

These allowances are available until April 2011 for fitting
out and refurbishment expenditure on qualifying industrial
buildings and hotels. Refer to ‘Property owner -
Construct’ section of the website for more information.
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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. If the expenditure involves
any element of alteration or improvement, then it is
capital, rather than revenue in nature, except where the
improvement is the result of replacing an item with the
modern equivalent.

Tenant’s works required by terms of lease

Where a tenant is required to carry out works to a
property under the terms of the lease and those works
increase the value of the property, the tenant is deemed
to have paid a premium equal to the increase in value of
the property, due to those works in accordance with the
Income and Corporation Taxes Act 1988 (ICTA 88)
Section 34(2). In such cases the tenant will be entitled to
a tax deduction for the premium spread over the length of
the lease in accordance with ICTA 88, Section 87(2).
This will apply to capital expenditure for which the tenant
is unable to claim Capital Allowances.

The calculation of the deemed premium will involve
reference to market values for rental levels and
capitalisation rates (yields). Where market comparisons
are difficult to come by, then replacement costs can be
used to cross-check the valuation. The key to the
valuation will be the terms of the lease and the nature of
the works covered by the lease obligations. It is possible
that certain works may have only a negligible value, due
to the length of time that will elapse before any increase in
value is enjoyed by the landlord and also the effect of
depreciation on the works concerned. Alternatively, it is
not difficult to envisage situations where the tenant’s
works could significantly add to the value of the landlord’s

property.
Utilisation of Capital Allowances

In accordance with CAA 2001, Section 2, Capital
Allowances are given as an expense of the relevant
business and if there is insufficient profits, then they can
be carried forward or used to create a loss. Further
information on the utilisation of Capital Allowances is set
out in the ‘Property Owner - Construct’ section of the
website.

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.



