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KEY NOTE 
LONG FUNDING LEASES 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Following the 2021 Budget’s generous first year 
allowance for Main Pool Plant at 130% and also a 

50% First Year Allowances for Special Rate Plant, the 
Government has announced an amendment that 
ensures property lessors are not prohibited by the 
general exclusion to claiming the relief when leasing 
plant and machinery (P&M). 

However, one area relating to Long Funding 
Leasing, originally introduced in the 2006 

Finance Act (FA06) can still prevent  a lessor claiming 
Capital Allowances on plant and machinery they 
own. 

This article will give an overview of the complex 
rules relating too long funding leases.  Further 

details, if needed can be found in the HMRC Capital 
Allowances Manuals at CA23800. 
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KEY POINTS 

What is the issue? 

Not considering the effect of 

the Long Funding Lease rules 

may mean the loss of the 

r i g h t t o c l a i m c a p i t a l 

allowances. 

 
Who does it affect? 

Anyone leasing plant and 

machinery. 

What does it mean for 

you? 
A loss in tax relief.
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OVERVIEW 
The change brought in by FA06 was to correct a 
long-standing distortion in the tax system which 
meant that those who acquired assets under certain 
kinds of leases were treated differently from those 
who financed their acquisitions with debt. 

Before FA06, this meant that it was the lessor and 
not the lessee that could satisfy the ownership 
condition and claim plant and machinery allowances 
(PMA), despite the lessee being responsible for the 
repair and maintenance. This contrasted with the 
tax treatment where a person borrows money and 
uses it to buy an asset rather than leasing it and in 
those circumstances, that person is the owner of the 
asset and can claim PMA. 

The long funding lease (LFL) legislation applies for 
both income and corporation tax purposes and is 
contained is in CAA01/S70A to 70YJ.  The basis of the 
long funding lease legislation allows the lessee 
under a long funding lease to claim Capital 
Allowances on a leased asset rather than the lessor 
provided that certain conditions are satisfied. 

The long funding lease legislation applies if: 

• a lease is finalised on or after 1 April 2006, or 

• the commencement of the term of a lease is 
on or after 1 April 2006, and 

• the lease is not an excepted lease. 

WHAT IS A LONG FUNDING LEASE 
A Funding Lease is a plant or machinery lease that 
satisfies at least one of these conditions:  

Finance lease test: if the lease would fall to be 
treated under GAAP as a finance lease or loan in the 
accounts of a party to the lease (or, in the case of a 
lessor, of any person connected with the lessor). 

Lease payments test: the net present value of 
the minimum lease payments is more than 80% of 
the fair value of the asset. 

Useful economic life test: the term of the lease 
is more than 65% of the remaining useful economic 
life of the plant & machinery. 

However, there are a few exceptions and exclusions 
to what is and isn’t a LFL. 

Exceptions 
Hire Purchase: if s67 of the Capital Allowances Act 
2001 (CAA 2001) applies, and the lease is a contract 
for hire purchase then the lease won’t be a LFL. 

Succession of Leases: if the lessor has leased the 
P&M under 1 or more leases, the terms of those 
other leases exceed 65% of the remaining useful 
economic life of the P&M and none of those earlier 
leases was a funding lease then it will not be a LFL. 

Transition rule: the plant had been leased for at 
least 10 years before 1 April 2006, and the lessor 
under the plant and machinery lease was also the 
lessor of the plant on the last day before 1 April 
2006 when the plant was leased, then the lease will 
not be a LFL. 

EXCLUSIONS 
A LFL will fall outside the rules if it is: 

• a short lease, 

• an excluded lease of background plant or 
machinery for a building 

• excluded under s70U because it is a lease of 
plant with land and the plant has a low 
percentage value. 

Short Leases 
A short lease, will not be a LFL.  For leases entered 
into after 1 January 2019, a short lease is a lease of 
up to and including 7 years.  Before this date, it is a 
lease of up to 5 years, with special provisions for 
leases between 5 and 7 years. 

Complex rules apply that are beyond the scope of 
this article for leases involving sale and leaseback 
arrangements or a lease and finance leaseback. 

Also anti-avoidance rules apply where arrangements 
exist for leasing the same asset under different 
leases. 

Background Plant and Machinery 
A lease will not be treated as a LFL if it is a “lease of 
background plant and machinery for a building”. 

The plant and machinery in a building is usually 
leased along with the building, and except for this 
exclusion any plant & machinery could fall foul of 
the LFL rules for leases exceeding 5 years and the 
lessor would not be able to claim P&M allowances.  
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Background Plant and Machinery (cont) 
Where this happens the part of the lease that relates 
to such assets is defined as an excluded lease. This 
means that the long funding lease legislation does 
not apply. The legislation calls these P&M assets 
background plant or machinery. 

The background plant or machinery for a building is 
plant or machinery: 

• affixed to or otherwise installed in land which 
includes a building, 

• of a type that might reasonably be expected to 
be installed in various types of building, and 

• whose sole or main purpose is to make the 
building usable. 

There are some exceptions to this, and the 
legislation calls them disqualifications. The 
legislation excluding background plant or machinery 
does not apply in the two cases below: 

The amounts payable under the mixed lease (that is, 
the lease of the building and the p & m) or any other 
arrangements vary or may be varied by reference to 
the value to the lessor of the PMAs on the 
background plant or machinery. 

The main purpose, or one of the main purposes, of 
the mixed lease is to stop the long funding lease 
legislation applying to the background plant or 
machinery so that the lessor gets PMA on it. 

Through Statutory Instruments, the Treasury office 
have made Orders describing the types of plant 
deemed to be background plant or machinery and 
the types of plant deemed not to be background 
plant or machinery (see boxes 1 and 2). 

Plant and Machinery - Low Percentage 
Value 
This applies where plant and machinery which is not 
background plant and machinery is affixed to land 
and is leased with the land under a mixed lease, a 
derived lease. 

The derived lease of the plant and machinery is an 
excluded lease if the aggregate market value of that 
plant or machinery and the market value of any 
other plant or machinery leased along with the land 
that is not background plant or machinery is less 
than: 

10% of the aggregate market value of all the 
background plant of machinery leased with the land, 
and 

5% of the market value of the land including 
buildings and fixtures. 

EFFECTS OF LFL RULES 
For leases that are not subject to LFL rules, the 
normal rules for claiming capital allowances apply. 

For leases, where the LFL rules apply a lessee may 
claim plant and machinery allowances if they carry 
on a qualifying activity and incur expenditure on the 
provision of plant or machinery for the purposes of 
the activity under the LFL. 

Plant and machinery used for the following purposes:

• Storing moving or displaying goods to be sold in 

the course of a trade

• Subjecting goods or materials to a process

• Storing goods or materials


• to be used in the making of other goods 

• which are to be subjected to a process

• which are yet to be delivered to any purchaser

• on their arrival in the UK from outside the UK


BOX 2: Assets Deemed Not To Be 

Background Plant & Machinery

Lighting installations

Telephone systems

AV systems

Data installations

Computer systems

Sanitary ware


Catering equipment

Fixed seating

Signs

PA systems

Intruder alarms

Surveillance systems


BOX 1: Assets Deemed To Be 

Background Plant & Machinery

And subject to box 2, heating, ac systems, hot water 
systems, electrical systems, mechanisms for opening 
& closing doors & windows, escalators & lifts
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EFFECTS OF LFL RULES (cont) 
The person is treated as owning the plant or 
machinery at any time when they are a lessee under 
the LFL, whether or not the lease is regarded as a 
long funding this from the lessor’s point of view.  

The lessee is treated as having incurred capital 
expenditure on the provision of the plant or 
machinery at the commencement of the term of the 
LFL. 

The amount of the expenditure that is treated as 
incurred depends on whether the lease is a long 
funding operating lease or a long funding finance 
lease.  Any LFL that is not a long funding finance 
lease is a long funding operation lease. 

Allowances For a Long Funding Operating 
Lease 
If the LFL is an operating lease the lessee’s capital 
expenditure is the market value of the asset at the 
later of: 

• the commencement of the term of lease, and 

• the date on which the asset is first brought into 
use by the lessee for the purposes of the 
qualifying activity.  

The market value is calculated by ignoring the lease. 

Here, there are no rules providing for additional 
capital allowances, if the lesser incurred further 
expenditure on the assets. 

Allowances For a Long Funding Finance 
Lease 
If the long funding lease is a finance lease the basic 
rule is that the lessee’s capital expenditure is the 
present value of the minimum lease payments at 
the appropriate date.  

The appropriate date being the later of: 

• the commencement of the term of the lease, and 

• the date on which the lessee first brings the asset 
into use for the purposes of the qualifying activity. 

The present value of the minimum lease payments 
at the appropriate date is the amount that would 
fall to be treated as the present value of the 
minimum lease payments in the lessee’s accounts at 
the appropriate date, assuming the accounts are 
prepared in accordance with generally accepted 
accounting practice. 

If a long funding lease is accounted for as a loan the 
lessee’s capital expenditure is calculated in the same 
way. 

There are further rules that apply where the lessor 
treats the long funding lease as a finance lease. 

If the lessor incurs expenditure on the asset after 
the long funding lease has been granted the present 
value of the lessee’s minimum lease payments may 
increase. In that case, the lessee is treated as 
incurring additional capital expenditure equal to the 
increase on the date on which the increase is first 
recognised in the lessee’s books or other financial 
records.
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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. 

CONCLUSION 
Whilst, here is no requirement for symmetry 
between lessor and lessee. 

The tests for a long funding lease are carried out 
independently by lessors and lessees. So a long 
funding lease for a lessor need not be a long 
funding lease for the corresponding lessee. 

So to prevent both parties claiming Capital 
Allowances, CAA2001 s70Q gives priority to the 
lessor, so if the lessor can claim Capital 
Allowances then the lessee cannot. 

Whilst LFL add another layer of complexity to 
leasing, the existence of background plant and 
machinery means it should have no impact on 
the majority of property leases. 

Landlords do, however, need to be careful 
where they are leasing property that contains 
assets that are not regarded as background 
plant or machinery, particularly properties 
where loose chattels are also leased along with 
the property, as this could significantly change 
the income that needs to be recognised for tax 
purposes or any deductions allowed against 
that income. 

For any lease of plant or machinery where 
Capital Allowances would normally be given 
(including plant or machinery that is leased with 
land), it is therefore necessary for the Landlord 
to now establish whether the lease is a Long 
Funding Lease.
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