
KEY PERSPECTIVES 

Capital Allowances, Refurbishments, Dilapidations and 

Service Charges 

When considering refurbishing a property and how to fund it, the tax implications 

should be investigated thoroughly by property investors and owners.  For a property 

investor or owner, property refurbishments offer plenty of scope to claim tax 

deductions.  As well as the far wider definition of plant and machinery for Capital 

Allowances in the case of refurbishments than other types of property expenditure, 

there is also the possibility to claim a full deduction in the year of expenditure for 

repairs and maintenance. 


However, careful consideration must be given to certain points of the tax legislation 

when analysing refurbishment expenditure.  For example, there are certain 

circumstances where a genuine repair must be treated as capital expenditure. 

“It is 

important to 

plan capital 

expenditure 

and seek 

advice.” 

LOIS STIRLING
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Service Charges


Firstly, considering refurbishments where the cost 

will be recouped via a service charges.  On the 

surface, this funding mechanism seems fairly 

straightforward.  However, there are underlying tax 

issues that the parties must be aware of, relating to  

the payment and receipt of service charges.  In 

most instances, a service charge paid by the 

tenant will be viewed as a legitimate revenue 

expense, however, this is not always the case for 

the landlord. 


The landlord’s tax treatment of the receipt of service charge will be dictated by the specific 

clauses within the lease, and whether the payment received is perceived to be capital or revenue 

in nature. What many assume is that capital allowances or a revenue deduction cannot be made, 

where the cost has been met by a tenant, this is not the case.  A revenue deduction or capital 

allowances can be made, irrespective of the fact that the relevant cost has been met by the 

tenant.  However, it is important to note that although the landlord is deemed to have received 

income from the service charge paid to them, this does not necessarily mean that the resulting 

expenditure covered by the service charge will be allowed as a revenue deduction from taxable 

income.  The works carried out by the landlord need to be separately analysed and assigned 

accordingly.  The resulting tax deduction available to the landlord will be determined by whether 

the expenditure incurred is deemed to be capital or revenue in nature. The final tax treatment 

hinging on the evidence provided by the landlord in each case.


Although the landlord is able to claim capital allowances on the expenditure, the tax incurred on 

the service charge receipts will be suffered in the year that the income is received.  However, 

unless the allowances fall to be relieved in the year of expenditure as with the Annual Investment 

Allowance (AIA), or the expenditure qualifies for Enhanced Capital Allowances (ECA) or Business 

Premises Renovation Allowances (BPRA) the capital allowances may not be fully available in the 

year of expenditure. 




Dilapidations 

Where an outgoing tenant has failed to maintain a property such 

that they cannot hand it back at the end of the lease in the same 

condition that they entered it, they may instead, make  a 

dilapidations payment to the landlord to cover the costs of the 

reinstatement works for which, they are liable for under their lease.  


The tax treatment of this payment, by a tenant to the landlord for 

dilapidations, will depend on the exact circumstances in each 

case.  There are basically three options with a dilapidations 

payment that depend on, what the landlord does with the property 

at the end of the lease.  
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Firstly, if the landlord keeps the building, a dilapidations payment will 

be viewed as a sum received by the landlord as compensation for the 

deficit between the rent that they can expect to receive for the 

premises in its current condition and the current market rent.  The 

dilapidations receipt will therefore be taxed as income. 


Secondly, if the landlord either sells the property or occupies it 

themselves at the end of the lease, the dilapidation payment received 

from the out going tenant will be treated as capital.  In the case of a 

sale, the dilapidations payment will be added to the sale price of the 

building and Capital Gains Tax (CGT) will be payable on the whole 

amount.  In the case of a landlord occupying the building, the 

dilapidations receipt will be treated as a “partial disposal” and 

chargeable to Capital Gains Tax (CGT).


The final option is that the out going tenant makes a payment to the 

landlord towards the cost of carrying out the repairs, to restore the 

property to it’s original condition.  In this case, the dilapidation 

payment is netted off against the landlord’s repair costs and 

allowances claimed against the net amount.


Our Service 

We offer a no obligation review of completed or potential schemes in 

order to determine whether a viable claim for property tax reliefs can 

be claimed. Our fee structure is tailored to take account of the tax 

status of the individual or business and is designed to add value to 

your business. 


If you would like further information on this topic or any other capital 

allowances issues, please contact Lois or Alan.   Alternatively, you can 

email us at info@cavettaconsulting.com.
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Key Contacts 

Scotland (East) 

Lois Stirling 

0131 610 0056 

lois.stirling@cavettaconsulting.com 

Scotland (West) 

Alan Cadden 

041 432 0056 

alan.cadden@cavettaconsulting.com

This briefing is intended to provide an 

introductory outline to certain aspects 

of the UK Capital Allowances regime. 

It should not be used instead of 

obtaining proper professional advice.  

The outline is for guidance only and is 

not an appropriate basis for decision-

making.
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