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LONG LIFE ASSETS WITHIN INDUSTRIAL
BUILDINGS

The issue

If plant or machinery is a long life asset, then the rate of
capital allowances will be 10% per annum (8% from April
2012) on a reducing balance basis. Other types of plant and
machinery attract much higher rates of capital allowances.
Whilst there are exclusions from long life asset treatment for
plant and machinery situated within most types of
commercial buildings, no such exclusion exists for plant or
machinery situated within industrial buildings.

It is tempting to dismiss the above issue as irrelevant following the
introduction of the rules for integral features because any plant and
machinery that is an integral feature will also only attract a 10% writing
down allowance (8% from April 2012), irrespective of the type of building
in which it is situated. An integral feature can attract a 100% first year
allowance (FYA) under Section 39 of the Capital Allowances Act 2001
(CAA 2001) as either energy efficient or environmentally beneficial plant
or machinery. On the other hand, no FYA is available for long life assets
in accordance with CAA 2001, Section 46.

Whilst integral features can attract allowances of 100%, relief for long life
assets will always be at the much lower rate. In addition, integral features
are limited to those assets listed at Section 33A of CAA 2001, but the
definition of long life assets is much wider and also more complicated.
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machinery with an expected useful life when new of at least 25 years.
The main exceptions from long life asset treatment for plant and
machinery within buildings are as follows:

1. Plant or machinery which is a fixture in, or is provided for use in, any
building used wholly or mainly as a dwelling house, hotel, office, retail
shop or showroom, or for purposes ancillary to the use of any of these
buildings (Section 93).

2. Total expenditure on long life assets not exceeding £100,000 in any
12 month period. This limit is divided by the number of associates in
the case of companies. For partnerships, the limit generally applies to
the partnership as a whole, rather than the individual partners
(Section 97).

Whilst the application of the exemption at 2) above for the monetary limit
will be based on fact, the application of the exemption at 1) above could
be subject to case law interpretation.



Case law

One could be forgiven for thinking that, as industrial
building allowances (IBAs) will be abolished with effect
from April 2011, the definition of an industrial building
will not be relevant for capital allowances after that
date.

Case law will still be crucial to the application of the
exemption from long life asset treatment for plant and
machinery within certain buildings. This is because any
building that previously failed to qualify for IBAs
because its use was ancillary to that of a retail shop
will also be an excluded building for the purposes of
Section 93.

The principal case involved with the issue of whether
the use of a building is or is not ancillary to a retail
shop for the purpose of claiming IBAs is Maco Door
and Window Hardware (UK) limited -v- HMRC (2008).
In this case the House of Lords held that a warehouse
used for the storage and distribution of goods to
wholesalers and retailers did not qualify for IBAs as its
use was ancillary to a retail operation.

Examples of where this issue could be
relevant

In order to appreciate the necessity of correctly
identifying the rate of capital allowances applicable to
plant and machinery within a warehouse, distribution
centre, or any other type of industrial building, consider
the following two examples.

EXAMPLE A - Energy efficient plant with a life of at
least 25 years is installed within an industrial building.
The plant is included on the technology list for the
purpose of qualifying for enhanced capital allowances
(ECAS). The plant will not qualify for ECAs if it fails to
be treated as a long life asset. Following the dicta of
the Maco case, the use of the industrial building is
established as ancillary to that of a retail shop. The
energy efficient plant, therefore, qualifies for 100%
FYA, rather than 10% writing down allowances.

EXAMPLE B - A set of dock levellers is installed within
an industrial building. The plant is not an integral
feature, but has an expected useful economic life of at
least 25 years. It is established that the use of the
industrial building is ancillary to a retail shop. The
plant, therefore, attracts writing down allowances at
20% per annum (18% from April 2012), instead of the
lower rate for a long life asset.
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Conclusions and recommendations

If an item of plant or machinery is classified as a long
life asset, the rate of capital allowances is always the
lowest rate applicable for plant and machinery and first
year allowances are never available. The taxpayer will
not benefit from higher capital allowances for
expenditure incurred on energy efficient or
environmentally beneficial plant or machinery if the
equipment falls to be treated as a long life asset.
Incorrectly classifying an item of plant or machinery will
result in an overpayment or underpayment of tax.

It is not always obvious when an item of plant and
machinery should be treated as a long life asset. Whilst
any expenditure on an asset that is within the monetary
limit of £100,000 cannot be expenditure on a long life
asset, the situation will not always be that clear cut.
When the expenditure on an asset exceeds this limit it
will be necessary to consider not only the life
expectancy of the asset, but the situation of the asset
as well. The exact same asset may be a long life asset
in one situation, but not in another. Specialist advice
should be sought when dealing with this complicated
area of tax law.

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 November 2010, information contained in this document may not be comprehensive or reflect individual circumstances or
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may be subject to subsequent revision and legislative changes. Recipients should therefore not act on any information without seeking professional advice.



