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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the HMRC’s discussion document on “Lease accounting changes: tax 
response”, published on 9 August 2016. 

 
1.2. AAT is the UK’s leading qualification and membership body for accounting staff. 

AAT awards around 90% of all vocational accounting qualifications in the UK. Of AAT’s 
130,000+ members and students in the UK, two-thirds work in businesses or 
accountancy practices. As a result, thousands of accounting technicians are routinely 
involved in preparing the information on leases that is needed for the completion of 
accounting statements and tax returns. Accounting technicians have a particularly 
important role in reporting the use of leases by small and medium-sized businesses 
(SMEs).   

 
1.3. AAT leads the development of practical financial skills. In conjunction with AAT’s 

500 approved training providers, the next generation of accounting staff who will need to 
learn and follow the new accounting model for leases and the new leasing tax rules will 
be developed.  

 
1.4. AAT is customer focused, we collaborate, we care about what we do and how we 

do it. For all these reasons, AAT wants to help ensure the new arrangements for lease 
accounting and taxation will work for businesses that employ accounting technicians. 
The new arrangements should promote business investment, avoid unnecessary cost 
and bureaucracy (particularly for SMEs), and be straightforward enough to allow new 
entrants to the accounting profession to develop the skills employers will need to account 
for their leases.  

 
 
2. Executive summary  

 
2.1. Any changes to lease taxation should be designed to help the 95% of users of 

leasing that are smaller businesses. The changes are being driven by new accounting 
rules that are relevant to large companies, but they will impact all taxpaying businesses, 
the vast majority of which are SMEs.  

  
2.2. Leasing has been identified as one of the most complex areas of taxation (3.3, 

below), and this is an opportunity to address that problem. There are at least eight 
different ways in which leases are taxed, compared to one for when a business 
purchases an asset.  

 
2.3. There are important economic benefits of lessors being eligible for tax allowances 

for relevant lease agreements. Options that remove this eligibility could harm business 
investment and growth as the majority of SMEs do not have taxable profit against which 
to offset allowances.  

  
2.4. Instead of keeping today’s taxation system, or following IFRS 16, there is a ‘third 

way’. AAT has suggested the outline of an additional option that could simplify the 
current tax system and work effectively for companies using either IFRS 16 or UK 
accounting standards.   
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3. AAT response to the discussion document  
 

3.1. The following paragraphs outline AAT’s response to the points and options in the 
discussion paper.  

 
INTRODUCTION & CRITERIA FOR CHANGE 
 
Discussion Point: Do you think the criteria in 1.11 are the right criteria to use and 
are there any other criteria that the government should take into account? 

 
3.2. AAT believes the key criteria for the basis for any review of lease taxation rules should 

be the needs of small and medium-sized businesses (SMEs). At least 95% of businesses 
that lease equipment in the UK are SMEs.      

 
3.3. The existing tax rules for leases are too complicated for many SMEs. The Office of Tax 

Simplification’s (OTS) Tax Complexity Index, published in June 2015, ranked leasing of 
plant and machinery as the highest of 107 different areas of the tax system for impact of 
complexity. 

  
3.4. The OTS’s Index result follows in part from the number of different tax arrangements that 

exist for leasing of plant and machinery. There is one tax treatment for an owned asset. 
For leasing by companies there are at least eight possible tax treatments, which 
inevitably can lead to confusion and uncertainty:   

 
• Short-term operating lease 
• Short-term finance lease without bargain purchase option 
• Short-term finance lease with bargain purchase option 
• Short-term hire purchase 
• Short-term business cars operating lease 
• Long-funding operating lease 
• Long-funding finance lase 
• Long-funding business cars operating lease. 

 
3.5. AAT therefore supports a fundamental review and simplification of lease taxation. 

Solving the “IFRS 16 problem” should not be the starting point. It should, instead, be one 
criteria for an overall simplification of lease taxation. 

 
OPTION 1 - STATUS QUO 
 
Option 1, unlike the other options, involves capital allowances still being available 
to lessors, except under long funding leases. What merits are there in maintaining 
this current approach to the allocation of capital allowances? 
 

3.6. There is an important economic and policy benefit in lessors being eligible for capital 
allowances. Many SMEs are unable to benefit directly from capital allowances. If the 
lessor can use them, at least part of the value will be passed through to the lessee 
through lower pricing. This promotes additional investment.  

  
3.7. There are 3.7 million companies in the UK 1but only 1.1 million corporation taxpayers2. It 

follows that the majority of SMEs could face a higher cost of investment if lessors lose 
eligibility for capital allowances. Around 80% of companies say they invest in new assets 
to increase their productivity and efficiency, and around 60% invest to provide capacity 
for growth3.  

 
 
 

                                                      
1 Companies Register of activities 2015-16, August 2016 
2 Numbers of taxpayers and registered traders, April 2016  
3 Financing for Assets, EEF & Lombard, 2012 
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Is the current system of lease taxation well enough understood to override issues 
around complexity? 

 
3.8. No, it is too complicated. Please see points 3.2 to 3.5.  

 
OPTION 2 - ACCOUNTS BASED REGIME 
 
An accounts based regime would replace for all lease assets current access to 
capital allowances with accounting depreciation. What impact would this have on 
financing decisions and on the availability of finance?  
 

3.9. This would appear to result in lessors being ineligible to claim capital allowances. Please 
see 3.6 and 3.7. 
 
There may be circumstances where the tax treatment will need to depart form the 
accounting treatment to prevent abuses. How much of a burden would this 
present? 

 
3.10. The priority should be to find a simple and logical way of taxing leases. This should 

reduce the potential for abuses and, in turn, any burdens for tax payers.  
 

What are the relative merits and disadvantages of this option compared to the 
existing regime? 

 
3.11. In principle it makes sense to align accounting and tax reporting as this should reduce 

the work involved in preparing accounts and tax returns. Unfortunately, this appears to 
make it costlier for many SMEs to invest.  

 
OPTION 3 - ACCOUNTS BASED REGIME WITH LEASING ALLOWANCE 
 
If a leasing allowance were considered, would this have an impact on financing 
decisions? 
 

3.12. Yes, please see the answers provided at 3.6 and 3.7 above. 
 
Would claiming the leasing allowance present any particular difficulties? 

 
3.13. Yes. For the vast majority of companies that will not use IFRS 16, it appears they will 

have to prepare figures using IFRS 16 solely for the purpose of completing their tax 
returns.  
 

3.14. The discussion document suggests at 4.16 that online calculators would make this a 
straightforward task. That might be the case if the lessee has all necessary data 
electronically available but very often this is not the case in an SME. Even when the data 
is available, IFRS 16 requires preparers to make a number of judgements about their 
leases that could not be automated.  

 
Should a leasing allowance be available where assets of low value are leased and 
no right of use asset is recorded by the lessee? 

 
3.15. No. Whether a lease is excluded from accounts because it is immaterial, or because 

under IFRS 16 the small asset ‘exemption’ has been used, the cost of the lease will then 
be expensed for accounting. It seems appropriate to follow this approach for tax 
purposes rather than calculate the leasing allowance.  
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What do you consider are the advantages and disadvantages of the accounts 
based with leasing allowance option compared to maintaining the existing scheme 
of legislation (Option 1)? 

 
3.16. In principle it makes sense to align accounting and tax reporting. In this case, doing so 

could introduce new complexities and seems likely to make it harder for many SMEs to 
invest. 

  
OPTION 4 - ACCOUNTS BASED WITH CAPITAL ALLOWANCES 
 
If capital allowances were made available to the lessee based on the right of use 
asset would this have an effect on a decision to buy or to lease an asset? 
 

3.17. Please see the answers provided at 3.6 and 3.7 above.  
 
If capital allowances were to be made available to lessees should this extend to 
cover arrangements were no right of use asset is recorded by the lessee? 

 
3.18. AAT understands that this question refers to leases of less than 12 months. It would 

seem simplest for the tax to follow the accounting by allowing the cost of the lease to be 
expensed. Allowances would not then be available.  

 
Should capital allowances be available where assets of low value are leased and 
no right of use asset is recorded by the lessee? 

 
3.19. Please see the answer provided at 3.14 above. 

 
What do you consider are the advantages and disadvantages of the accounts 
based capital allowances option compared to maintaining the existing scheme of 
legislation (Option 1)? 

 
3.20. Please see the answer provided at 3.13 above. 

 
DISCUSSION POINTS - GENERAL 
 
HMRC would like to explore the comparative effect that each of these options 
might have on:  

• Investment in plant and machinery 
• The future of the leasing industry 
• The costs of lease finance 
• The choice of asset finance 
• The administrative burdens imposed by the tax system 

 
3.21. All four options seem likely to have disadvantages for SMEs. They reduce the availability 

of tax allowances for investment (Options 2 to 4) and/or they impose additional 
administrative burdens (Options 1, 3, and 4).  
 
Would giving lessees access to elements that affect the timing of relief give rise to 
new avoidance risks, if so what and how to you consider these issues might be 
addressed? 

 
3.22. The priority should be to find a simple and logical way of taxing leases. Avoidance risks 

can then be considered around this. This approach was also suggested earlier in 
paragraph 3.10 above. 
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HMRC acknowledge that these options are not exhaustive and would be pleased to 
consider other possible approaches to the taxation of leasing that are suggested. 

 
3.23. AAT believes it is logical and useful to maintain a distinction between two types of leases 

in the tax system: one that is essentially the financing of a purchase; and one where the 
lessor is retaining real risk concerning the value of the asset.  

  
3.24. There is a case for retaining the existing operating lease and finance lease distinction. 

HMRC noted in its response to the IASB’s Exposure Draft in 20134: “…this distinction is 
a long-standing one, embedded in many business practices, and is well understood and 
generally well applied across the broad base of UK business.”   

  
3.25. We recognise it is difficult to plan changes to the tax system without knowing whether, or 

how, the Financial Reporting Council (FRC) will incorporate the Right of Use model into 
UK accounting standards. If the FRC does eventually remove the distinction between 
operating and finance leases, then it could be burdensome on companies to have to 
prepare figures using that distinction only for tax purposes.  

  
3.26. To minimise that extra burden, AAT recommends simplifying the distinction between two 

types of leases. A financing lease would be where at the end of a lease agreement the 
lessee can retain use of the asset at nominal or no charge. All other leases would be 
treated as today’s operating leases, with the lessor being eligible for allowances.  

  
 

4. About AAT 
 

4.1. AAT is a professional accountancy body with approximately 50,000 full and fellow 
members and 80,000 student and affiliate members worldwide. Of the full and fellow 
members, there are over 4,200 licensed accountants who provide accountancy and 
taxation services to individuals, not-for-profit organisations and the full range of business 
types. 

 
4.2. AAT is a registered charity whose objectives are to advance public education and 

promote the study of the practice, theory and techniques of accountancy and the 
prevention of crime and promotion of the sound administration of the law. 

 
 

5. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact Aleem Islan, AAT Technical Consultation Manager, at: 

 
E-mail: consultation@aat.org.uk   Telephone: 020 7397 3088  

 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  

 
 

                                                      
4 HMRC Comment Letter Exposure Draft: ED 20136/6 Leases, 13 September 2013 
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