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1 Introduction

This manual sets out the tax treatment applicable to corporate trading lessors of
short-term assets (being machinery or plant) where an election has been made
under section 80A of the Taxes Consolidation Act 1997.

Absent section 80A, in the case of short-term wasting assets a timing mismatch
arises. This is because the lease payments are received over a short period (e.g. 3
years) while capital allowances (where available) are given over an 8 year period.
This will generally “front-load’ the tax payments on the lease, giving rise to losses in
later periods. The situation is evened out on calculation of a balancing allowance?
when the asset is disposed of?.

Section 80A provides that a corporate trading lessor may elect to compute its Case |
rental income from short-term leased assets in a manner more consistent with
accounting rules than existing tax rules, subject to certain conditions being met.

2 Application to “Relevant Short-Term Leases”

Where a corporate trading lessor makes an election for section 80A to apply to its
“relevant short-term leases”, subsection (2)(a) provides that rather than claiming
capital allowances, the rental income from all such leases will be computed using
accounting principles from that accounting period on (as the election is irrevocable).

For the section to apply neither the lease term, nor the predictable useful life of the
underlying asset can exceed 8 years. The predictable useful life of an asset is the
estimated useful life of that asset at the inception of a lease to which this section
applies (having regard to the purpose for which it was acquired), assuming normal
usage of the asset.

Such an election should result generally in the “interest/financing element” of the
lease income per the accounts being treated as the Case | income of the lease for tax
purposes. Over the life of the lease, the total profits assessable should broadly
equate to what would have been taxable had gross rent less allowances been
assessed instead.

Treatment under section 80A only applies to those leased assets that were acquired
in or after the accounting period the company first elected into the subsection (2)
regime (as the definition of relevant a short-term asset provides that that asset must
be purchased in the year the election is made or any year thereafter). That is, any
assets which were purchased by the company prior to the period the election was

1 Assuming the asset depreciated in value. If the asset has appreciated in value, a balancing charge
and CGT may apply.

2 While this balancing allowance cannot be carried back against the higher profits in the prior years, it
will be available to offset against the profits on other assets leased as part of the trade, such that
section 80A is effectively an administrative simplification.
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made must continue to be taxed under the normal lease taxation rules, even where
they become subject to a new-term lease after the election3.

Example

Computer Co. DAC provides bulk orders of office computers, peripherals (e.g. printers) and
support services to its client base through finance leases. The company has thousands of
computers and peripherals on lease at any time.

As such assets have a useful life of less than 8 years, Computer Co. finds it needs to claim a
lot of balancing allowances in any year and wishes to simplify its operations going forward.

In 2025, Computer Co. DAC decides to make an election for section 80A to apply from tax
year 2025 thereafter in its 2025 tax return.

Once the election is made Computer Co. is required to calculate its trading income from
short-term leases of plant and machinery purchased* from 2025 onwards in accordance with
accounting standards.

Where an election is made by a company in respect of its relevant short-term leases,
subsection 80A(2)(b) removes the lessor’s entitlement to claim capital allowances in
respect of the assets to which those leases apply.

Where section 299 applies® to a lease, relief under section 80A is not available and
the provisions of section 299 should be applied instead.

3 Application to Certain Operating Leases

For periods ending on or after 1 January 2015, subsection (2A) provides that, where
an election is made, corporate lessors with operating leases of short-life assets can
also apply accounting principles when calculating taxable profits from trading leases.

Similar to a subsection (2) election, a subsection (2A) election applies to leases of
machinery and plant assets where neither the predictable useful life, nor the lease
term, exceeds 8 years. Where a subsection (2A) election is made, paragraph (h)®
allows the lessor to calculate the wear and tear allowance on those short-life leased
assets by reference to the depreciation charged, in the accounting period, to the
income statement in accordance with generally accepted accounting principles.

3 Refer to TDM 04-06-04 for further information.

4 Where expenditure is incurred on an asset in the period prior to the purchase being included,
section 80A computational rules will not apply to that asset.

5 Refer to TDM 09-02-08 for details on when section 299(1) applies.

6 Paragraphs (b) to (g) set out the mechanics of the election for operating leases in the period 2010 to
2014 and are now largely obsolete.
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As the amount remains a wear and tear allowance, the provisions of the Tax Acts in
relation to the making of allowances (e.g. the provisions relating to balancing events)
generally continue to apply.

The manner in which gross lease rental income itself is to be calculated by the
trading company remains unchanged - ordinary lease taxation principles will
continue to apply’.

The treatment provided for in subsection (2A) only applies in respect of those in-
scope leased assets that were acquired in the accounting period in which the
company elected into the subsection (2A) regime, or any period thereafter. The
capital allowances of any assets purchased by the company in periods prior to the
election period must continue to be calculated in the ordinary manner, even where
the assets become subject to a new-term lease after the election.

4 Interaction with Sections 403 and 404

Income to which section 80A applies cannot be relieved by ringfenced leasing
allowances® within the meaning of section 403 and 404.

5 Duration of Election

Once a section 80A(2) or 80(2A) election is made by a company, that election cannot
be rescinded.

7 Refer to TDM 04-06-04 for further information.
8 Refer to TDM 12-04-02 for more detail.
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