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Update

Summary
Until 1 April 2013 all expenditure on ships was excluded from 

the first year capital allowances (FYA) regime. The exclusion for 

ships was removed in Budget 2013, with the result that FYAs 

are available from 1 April 2013 for expenditure on ships which 

qualify for FYAs under general rules. This regime applies to very 

restricted categories of expenditure including plant and 

machinery, as defined. Therefore this is only likely to apply to 

expenditure on certain types of environmentally friendly items of 

plant and machinery.

First year allowances
The 100% FYAs replace the usual writing-down allowances at 

18% and 8% which apply once businesses have used up their 

annual investment allowance (AIA). The AIA limit is currently 

£500,000 but is reducing to £200,000 from 1 January 2016.

Where the company makes losses, it may surrender all or part  

of those losses (to the extent that they result from FYAs) in 

return for a cash payment from HMRC (a ‘tax credit’) equal 

to19% of the amount surrendered. The amount that may be 

claimed is limited to the company’s total PAYE and national 

insurance payments for the year in which the claim is made  

or, if greater, £250,000.

Ships used for leasing
However, expenditure on assets acquired for leasing does not 

qualify for FYAs. This applies even where the asset is leased to 

another company in the same group. ‘Leasing’ for this purpose 

includes the letting of a ship on charter. However this exclusion 

does not apply where a service is provided which involves the 

use of an asset. HMRC accepts that the supply of plant or 

machinery with an operator, by a business, is the provision of a 

service rather than leasing. Therefore it appears likely HMRC will 

accept that a ship being time chartered out is not used for 

First year allowances for 
environmentally beneficial  
plant and machinery in ships

leasing for this purpose. However, FYAs will not be available 

where the ship is being bareboat chartered out. Advice should 

however be obtained.

Energy-saving plant or machinery
To qualify under this category the expenditure must be on plant 

and machinery of a type specified in the ‘Energy Technology 

Criteria List’ issued by the Department of Energy and Climate 

Change (DECC), and must meet the energy-saving criteria 

specified in that list for plant or machinery of the type concerned. 

These conditions must be met either when the expenditure is 

incurred or when the contract for the provision of the plant and 

machinery concerned is entered into.

In addition, the plant or machinery must be unused and not 

second-hand.

The Energy Technology Criteria List is 188 pages long and is 

updated annually. The main categories are:

• air-to-air energy recovery devices;

• automatic monitoring and targeting (AMT) equipment;

• boiler equipment;

• combined heat and power technology;

• compressed air equipment;

• heat pumps;

• heating, ventilation and air conditioning (HVAC) equipment;

• high speed hand air dryers;

• lighting;

• motors and drives;

• pipework insulation;

• radiant and warm air heaters;

• refrigeration equipment;

• solar thermal systems;

• uninterruptible power supplies;

• waste heat to electricity conversion equipment.
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In addition, the specific item of plant and machinery must 

appear on the Energy Technology Product List maintained by the 

DECC, which lists items within each category by reference to 

manufacturer, product and model name or number.

The requirement to appear on the Energy Technology Product 

List does not apply in the case of combined heat and power 

technology, component-based fixed AMT systems, lighting or 

pipework insulation, but in the case of the first two of those 

items it is replaced by a requirement for the specific plant and 

machinery to be covered by a certificate of energy efficiency 

issued by the DECC in England, or equivalent bodies in other 

parts of the UK. This must certify that the relevant energy-saving 

criteria are met either by particular plant or machinery or by 

plant or machinery that is constructed to a particular design.

The remaining two items (i.e. lighting and pipework insulation) 

are not included on the Energy Technology Product List because 

it is impractical to list all possible product variations. It is 

therefore necessary for purchasers to seek confirmation from 

the installer that the requirements of the Energy Technology 

Criteria List are met.

Where the expenditure that qualifies relates only to certain 

components of the plant or machinery in question there are, in 

some cases, limits on the amount that can be apportioned to 

those components, and these are set out in the Energy 

Technology Product List.

Water-efficient plant and machinery
Virtually identical provisions apply to classes of technology  

that appear on the Water Technology Criteria List issued by  

the Department of the Environment, Food and Rural Affairs 

(DEFRA), and which meet the environmental criteria specified  

in that list for plant and machinery of the type concerned.  

In the case of water-efficient items, however, there is an 

exclusion for long-life expenditure; i.e. expenditure with an 

expected useful economic life of 25 years or more.

The main categories are:

• cleaning-in-place equipment;

• efficient showers;

• efficient taps;

• efficient toilets;

• efficient washing machines;

• flow controllers;

• greywater recovery and reuse equipment

• leakage detection equipment;

• meters and monitoring equipment;

• rainwater harvesting equipment;

• small scale slurry and sludge dewatering equipment;

• vehicle wash water reclaim units;

• water-efficient industrial cleaning equipment;

• water management equipment for mechanical seals;

• water reuse equipment.

In addition, the specific item of plant and machinery must 

appear on the Water Technology Product List maintained by 

DEFRA. There are no exceptions to this requirement, as there 

are in the case of the Energy Technology Product List.  

However, there is an additional requirement for a certificate  

of environmental benefit for certain items within the category  

of water reuse systems.

Other exclusions
There are a number of other exclusions from the FYA rules,  

for example, where plant or machinery is acquired from a 

connected person, where there is a sale and leaseback 

transaction, or where the sole or main benefit of the transaction 

is the claiming of a plant and machinery allowance.

What should shipping companies do?
Companies that are buying ships should now consider asking 

shipbuilders to use qualifying energy-saving or water-efficient 

plant and machinery wherever possible, subject to commercial 

and technical constraints. They should also ask shipbuilders to 

obtain, and transmit to them, the necessary documentation to 

establish that the requirements for qualification have been met.

If the contract for supply of the item is entered into, and the 

expenditure incurred, before the date that a product is added  

to the Energy Technology Product List or Water Technology 

Product List, it will not qualify for 100% FYAs. If the purchaser 

believes that a product it is about to acquire may be eligible to 

“It is therefore necessary for purchasers 
to seek confirmation from the installer 
that the requirements of the Energy 
Technology Criteria List are met.”
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be added to the list it should encourage the manufacturer to 

make the necessary application in good time, and delay the 

contract or the incurring of the expenditure until the product is 

approved, where this is possible.

Manufacturers can make an application by means of an online 

process. For the Energy Technology Product List an application 

made by the middle of a month can usually be approved in time 

for the product to be added on the 1st of the following month. 

For the Water Technology Product List an application takes 

around eight weeks.

In addition, a manufacturer may make an application to have an 

additional technology area included in the Energy Technology 

Criteria List or the Water Technology Criteria List, but this 

involves a longer process and the list is only updated annually.

If it appears that FYAs can be claimed, the company should 

consider the above exclusions from the rules. For example, a ship 

that is bareboat chartered out to a group company may be 

excluded from these rules, whereas a ship that is operated by the 

owning company or time chartered out might not be excluded.
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