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Introduction  
 
This paper is intended as a brief guide for those faced with 
analysing expenditure incurred on plant or machinery in 
stage payments, to an equipment lessor or finance provider. 
 
For Capital Allowances, consider the following: 
 

(1)  Has capital expenditure been incurred? 

(2)  Is the taxpayer treated as owner of the equipment 
under Capital Allowances Act 2001 (CAA 2001)? 

 
Both hire purchase agreements and finance leases involve the lessee 
incurring capital expenditure, but operating leases do not.  You can be 
sure that you are dealing with either a hire purchase agreement or a 
finance lease if the lessee has an option to purchase the equipment at 
the end of the lease at below market value.  If the option can only be 
exercised at market value then you are dealing with an operating lease 
and Capital Allowances are not relevant because there is no capital 
expenditure. 
 
If there is no option to purchase then it may still be a finance lease, but it 
is unlikely to be a hire purchase agreement unless ownership passes 
automatically to the lessee at the end of the lease.  It could be a finance 
lease if the total rentals over the initial lease period represent at least 
90% of the value of the equipment.  If in any doubt then refer initially to 
HM Revenue & Customs (HMRC) manuals at BLM 15510. 
 
Whether you are dealing with a hire purchase agreement or a finance 
lease is crucial to the consideration of Capital Allowances, as clarified 
below.  A potential area of confusion arises in respect of fixtures.  This 
paper, therefore, considers HP agreements and finance leases in the 
context of both chattels and fixtures. 
 
Chattels 
 
Chattels are moveable, or are fixed only in a way which is necessary for 
their use without them intended to be permanently fixed, i.e a washing 
machine that is plumbed in is a chattel. 
 
There is no real difference between a hire purchase agreement and a 
finance lease, apart from the fact that the lessee gets the Capital 
Allowances in the case of a hire purchase agreement, but the lessor gets 
the Capital Allowances in the case of a finance lease (see note 2 overleaf). 
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The lessor and lessee will, therefore, decide who should benefit from the 
Capital Allowances and that will dictate whether the arrangement is a hire 
purchase agreement or a finance lease. 
 
A lessee will only claim Capital Allowances in a hire purchase agreement.  
In accordance with CAA 2001, Section 67, all the capitalised expenditure 
(excluding interest treated as a revenue expense - see note 1 below) can 
be claimed in full when the equipment is brought into use.  If the claimant is 
capitalising interest, all the expenditure is treated as capital for Capital 
Allowances (see note 2 below). 
 
Fixtures 
 
A fixture is clarified in HMRC’s manuals at CA26025.  Capital Allowances 
on fixtures can be available to the lessee for either a hire purchase 
agreement or a finance lease. 
 
In the case of a hire purchase agreement, Section 67 is not applicable.  
Allowances will be available in accordance with Section 176, but only as 
the capital expenditure is incurred in accordance with Section 5.  You will, 
therefore, need to deduct the interest payments on a year by year basis 
and this could mean that the capital expenditure is not claimed evenly over 
the lease period, depending on how the interest is apportioned.  See 
HMRC manual at BLM15515 and BLM15520. 
 
In the case of a finance lease, the lessor will only be able to claim 
allowances if the lessor and lessee have elected in accordance with Section 
177.  As for chattels, it will be a matter of deciding what has been agreed 
between the parties, to see whether the lessee can claim allowances.  For 
fixtures, irrespective of whether the equipment is being acquired under a 
hire purchase agreement or a finance lease, the lessee will be entitled to the 
Capital Allowances as long as there is no election under Section 177. 
 
In the case of a finance lease without a Section 177 election, the claim for 
allowances by the lessee will be made under Section 176 and the timing of 
the expenditure will be in accordance with Section 5.  The claim is only 
based on capital expenditure and therefore, interest payments should be 
excluded (see note 1 below). 
 
Notes: 

(1)  It is important to check how the expenditure is or will be treated in 
the accounts.  The Capital Allowances claim should be based on the 
expenditure that is capitalised in the accounts.  If the claim is not 
being made under Section 67, it will also be necessary to check how 
the interest is being apportioned over the lease period in order that 
the correct capital expenditure is claimed on a year by year basis. 

(2)  For the sake of simplicity, these notes assume that the length of 
finance lease is no more than five years.  If the term is over five 
years, then consideration may need to be given to whether the 
finance lease is a long funding finance lease.  The same 
consideration will apply for hire purchase agreements unless the 
claim can be made under Section 67. 

 
For further advice concerning any of the issues raised in this briefing, please 
contact one of our key individuals detailed overpage, or alternatively call our 
helpline on 0800 526262. Information on other property tax related topics can 
also be found on our website at http://bankingtaxfinance.davislangdon.com. 
 


