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Introduction 
 
Expenditure on repairs and maintenance to a property, whether 
for a trade or a property business, is fully deductible for tax in the 
year it is incurred.  This is because the computation of profit for a 
trade or property business follows generally accepted 
accountancy practice or international accounting standards.  
Therefore, as a property repair is an expense of the business, it is 
fully allowable for tax.  In the case of repairs that are carried out to 
a property soon after it has been acquired, there is sometimes a 
temptation to treat some repair expenditure as capital, rather than 
revenue.  The reason for this approach is because the recently 
acquired property has not been used in the business for any 
length of time.  As we will see below, however, the length of 
ownership has no relevance to whether or not the repair 
expenditure is tax deductible. 
 
What is a repair? 
 
Firstly, it is perhaps worthwhile considering what we mean by a repair for tax 
purposes.  A repair will only be fully tax deductible in the year of expenditure if it 
is revenue in nature, rather than capital.  Repair expenditure will be revenue in 
nature, provided it is not one of the following: 
 
�  The replacement of the entirety. 
�  An alteration or improvement. 
�  Replacement of an integral feature under Capital Allowances Act 2001, 

Section 33B. 
�  Part of the cost of acquiring an asset. 
 
The replacement of the entirety 
 
The courts have used the concept of the ‘entirety’ to distinguish revenue repairs 
from capital expenditure.  If the entity is replaced, then the expenditure is capital.  
In the case of repairs to a business premises, whether by the owner or the 
occupier, the entirety will normally be the premises themselves, rather than an 
element of the premises.  For example, if the roof is replaced (not involving an 
improvement - see overleaf), then it will normally be treated as a repair to the 
premises, rather than the replacement of the entirety.  The entirety in this case 
would be the premises and not the roof.  Case law dealing with this issue shows, 
however, that care must be taken when the replacement could be viewed as the 
entirety.  For example, the replacement of an adjacent garage to a building would 
most likely be viewed as capital expenditure on the basis that the garage, rather 
than the premises is the entirety. 
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An alteration or improvement 
 
If the asset is altered or improved, rather than simply 
repaired, then all the cost of the work is capital expenditure.  
No revenue deduction is available for any part of the 
expenditure.  For example, if instead of replacing the old roof 
of a building with an equivalent new roof, the roof space is 
converted into a mansard with roof-lights, the new roof would 
be an alteration and therefore, capital expenditure. 
Likewise, replacement of a quarry tile floor is likely to be a 
repair, but replacement with marble tiles would represent an 
improvement. 
 
The repairs that may have been made unnecessary by the 
alteration or improvement works are referred to as ‘notional 
repairs’.  Notional repairs are not allowed as revenue 
expenditure.  If, therefore, the works involve alterations or 
improvements, then all the expenditure is capital in nature. 
 
Whether the asset has been repaired or improved is a 
question of fact and degree.  A small element of 
improvement can be treated as incidental to the repair.  In 
addition, a repair or replacement of a part of the asset using 
a modern equivalent can still be revenue expenditure, even 
though there may be an element of improvement.  For 
example, replacing single glazed windows with double 
glazed units of the same size and quality is normally treated 
as a repair because the old technology is now redundant.  
On the other hand, if an electrical system was replaced with 
a new system of greater capacity to serve additional 
equipment, then the new system would be an improvement, 
rather than just a modern equivalent. 
 
Replacement of an integral feature 

 
The definition of an integral feature is set out at Capital 
Allowances Act 2001, Section 33A.  In accordance with 
Section 33B, if the work to an integral feature costs over 
50% of the total replacement cost of the integral feature, 
then the work is treated as capital in nature.  The 50% limit is 
measured over a twelve month period.  If the work, 
therefore, is carried out in stages, but over a twelve month 
period the total expenditure on the integral feature exceeds 
the 50% limit, then all the expenditure is capital. 
 
Part of the cost of acquiring an asset 
 
Where an asset is acquired in a state where it cannot 
immediately be put to use, but needs to have work carried 
out to it before it can be used, then it is highly likely that the 
price paid for the asset reflected the cost of the works that 
were necessary in restoring the asset.  Where, therefore, an 
investment property is acquired in such a dilapidated state  
that it could not be let to tenants without essential repairs, 
then the cost of those repairs will be treated as capital, 
rather than revenue expenditure.  The cost of the repairs is 
considered to be part of the capital cost of acquiring the 
property, together with the purchase price that would have 
reflected the cost of the works that were needed before the 
property could be let. 
 
 
 
 

On the other hand, if repairs are carried out to a property 
soon after acquisition, but the condition of the property was 
such that it could have been let out without the repairs (albeit 
at a potentially lower rent), then the cost of the repairs may 
well be revenue in nature and a full tax deduction in the year 
of expenditure could be claimed.  Whether or not the price 
paid for the property was suppressed because of essential 
repairs is obviously a grey area, as one would expect a 
newer property to command a higher purchase price.  
Unless the property could not be used, then subject to the 
other considerations mentioned above, the repair works 
should be allowable. 
 
The advice of HM Revenue & Customs  

 
HM Revenue & Customs state in their Business Income 
Manual that the fact that the repairs were needed when the 
asset was acquired does not, of itself, mean that the cost of 
the repair is disallowable.  In addition, the HM Revenue & 
Customs manual (paragraph number BIM46906) offers the 
following advice: 
 
Pointers to the expense being just a repair and allowable as 
a deduction include: 
 
�  the repairs are just part of the routine normal 

maintenance cycles; or  
�  the price paid was not affected by the condition of 

the asset; or  
�  the price was adjusted, but only to reflect where the 

asset was in the routine maintenance cycle.   
�  the asset could be used in the longer term in the 

business without being repaired.   
 
Pointers to the expense being part of the cost of acquiring 
the asset and not allowable as a deduction include: 
 
�  the asset could not be used in the business without 

being repaired; or  
�  the asset could only be used in the short term and 

its long term use was dependent upon the repairs 
being carried out; or  

�  the purchase price of the asset was substantially 
reduced because the asset needed repairing. 

 
Summary 
 
From the above we can see that there are several 
considerations to take into account when deciding whether 
repairs carried out soon after the acquisition of a property will 
be allowable as a revenue expense.  The fact, however, that 
the property has not been used in the owner’s business when 
the repair works are carried out does not mean that a revenue 
deduction is not available.  As the correct identification of 
allowable repairs will provide valuable tax savings, this aspect 
of property taxation should be given careful consideration by 
all property investors and their advisers. 
 
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.

 


