
MARKET REVIEW
Lease finance in Australia is a mature finance product, having
been offered as part of a portfolio of equipment financing tech-
niques for over 60 years. Leasing is also one of the few tax benefit
transfer mechanisms recognised within the Australian taxation
system. 

The predominant lessor groups are finance companies and
banks. Lessees include all private and public industry sectors with
around 10% of the economy’s capital equipment investment
financed by way of lease.

Up until 2000, the national income taxation system has been
relatively neutral as between the various equipment financing
options (lease, hire purchase and chattel mortgage), with each
product alternative able to compete on the basis of its appropri-
ateness and flexibility for the particular investment and client
need. 

From July 2000, the national consumption tax (GST) treated
the financing options differently; chattel mortgage as a financial
supply is input-taxed, leasing is fully taxable and hire purchase
could have been a mixture – from July 2012, hire purchase
became taxable. 

Against this background, a range of tax-based distortions can
affect the equipment financing choice decision and a regular
function of the Equipment Finance Division of the Australian
Finance Industry Association (AFIA) (formerly the Australian
Equipment Lessors Association – AELA) is to make industry rep-
resentations to State and
Commonwealth (national) level gov-
ernments to remove these.

The current market
Buttressed by two decades of fiscal
and structural reforms, the Australian
economy entered the 2007-09
Global Financial Crisis (GFC) or
Transatlantic Great Recession with
its national government having no
debt and a budget in surplus. As a
result, ably assisted by a robust bank-
ing/financial sector prudential
framework and a booming trade
exposure to China, India and the rest
of the developing world, as well as a
large fiscal stimulus, a recession was
avoided. 

The monetary policy response
to the GFC had seen the cash rate
reduced to 3% by April 2009. As the

crisis passed, the continuing rise in Australia’s Terms of Trade, high-
lighted substantial domestic supply constraints and Reserve Bank
concerns about inflation rising above its 2%–3% target range. As a
consequence, the Bank increased the official cash rate seven times
from 3% in October 2009 to 4.75% until November 2010. 

Subsequently demand had eased due to a slowing of eco-
nomic activity in China and patchy local economic news outside
of the mining sector coupled with a significant decline in con-
sumer sentiment and business confidence. Against this back-
ground monetary policy was eased in 12 steps reducing the cash
rate to 1.5% by August 2016 where it has remained to the present. 

At the time of writing (August 2017), inflation (+1.9%) was
below the target range, the unemployment rate (5.6%) and wages
growth (+1.9% pa) were relatively steady and real annual GDP
growth (+1.7%) was below trend. A new government that had
been elected in 2013 on a platform of fiscal repair and policy sta-
bility was re-elected in 2016; progress has however been slow.

Financial markets had gradually improved through 2009 and
2010, however beyond the government-guaranteed financial
institutions some dislocation continued, especially for financiers
formerly reliant on funding via asset-backed securitisation or
from now-exited overseas bank wholesale sources. 

A further factor was disintermediation by larger corporates
as the low interest rates and oversupply of funds allow them to go
directly to the market. Some further consolidation continued into
the current period with markets remaining competitive, if con-
centrated.

Table 1: Annual new business volumes
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After declining somewhat over 2013/14, new equipment
finance business strengthened in 2014/15 with this improvement
maintained in 2015/16 and again in 2016/17. AFIA estimates that
total new equipment finance in 2016/17 was A$39.5bn, up from
the previous year. Of this A$4.9bn was finance leases, A$2.3bn was
operating leases (including fleets), A$1.6bn was hire purchase and
A$30.7bn chattel mortgage/loan. 

Excluding the fleet leasing sector, 41% was for motor cars
and light commercials, 17.3% for trucks, trailers and buses, 3.4%
for aircraft and other transport equipment, 7.6% for agricultural
machinery, 4.6% for EDP and office machines, 3.3% for manufac-
turing equipment, 9.8% for mining and construction and 13.1%
for other items. The downward trend in net receivables has been
arrested and is now showing some growth. 

Players in the leasing market. In Australia the main providers
of lease finance were traditionally finance companies (including
bank-owned lenders, general financiers and captives) and banks.
Over the last decade nearly all the bank-owned finance compa-
nies have been brought into the parent. In the latest year there-
fore, the banks have been the predominant source of lease and
other equipment finance, although improved access to funding
has seen captives and independents improve their share.

Until 1985 the only detailed time series of new leasing sta-
tistics was for finance companies. From July 1991, an expanded
lease finance statistical series which included operating leases has
been available from the Australian Bureau of Statistics (ABS). This
development followed representations and resources from (then)
AELA. From 2000, however, industry funding was discontinued
in favour of data collected directly from members. This article
draws on this, in graph and tabular form as appropriate.

Lease industry representation. In Australia, finance compa-
nies pioneered leasing in the 1950s and today continue to write
a significant volume of new leasing. With lease finance account-
ing for over 30% of then financiers’ lending operations, what
was then their national industry association, the Australian
Finance Conference (AFC) had for many years fulfilled the role
of lessor industry association in terms of legislative and tax rep-
resentations. 

In the latter part of 1986, a series of meetings of lease market
participants led to the establishment of the Australian Equipment
Lessors Association (AELA).

More recently following a 2016 Strategic Review, AFC
members voted to change the name of the organisation to the
Australian Finance Industry Association (AFIA) and the members
of the various affiliated associations, including AELA, voted to
become divisions of the AFIA so as to more effectively harness
their numbers and role in the economy, to better advocate for
industry issues and concerns. Further detail, including a list of
AFIA members, is available through www.afia.asn.au. 

Historical perspective. While the concept of leasing plant
and machinery was not unknown pre-1950 in Australia, its rela-
tively large-scale use and acceptance is only a phenomenon of the
last 50 years. This larger scale use was pioneered by member com-
panies of the (then) AFC in the late-1950s and early-1960s. Since
that time most financial institutions have moved to include leasing
in their product range.

Lease finance utilisation rose strongly through the 1960s,
1970s and into the 1980s as the acceptance of the philosophy of
leasing broke down earlier attitudes against this non-equity form
of financing. In addition, from the early 1970s a more neutral tax
system allowed leasing to compete more equally with other
equipment financing techniques. 

The proportion of new private capital expenditure leased
peaked in 1989/90 at around 30%. It subsequently eased to below
20% in the recessionary early-1990s, due to a mix of taxation
changes and distortions, as well as business lack of confidence to
undertake additional financing. 

In the period to 2000, the ratio settled at around 25% reflect-
ing the absence of any major tax driver in that period. Since the
introduction of the GST however, the differing GST treatments
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have clouded current product comparisons and utilisation has
dropped back to under 15%. 

Lease and non-lease equipment finance together continue to
account for a significant percentage of equipment capital expen-
diture. These statistics and their pattern over time are clouded
somewhat by the impact of large leveraged lease transactions and
occasional private and public-sector sale-and-leasebacks and pri-
vatisations, by the volume of leases written for the public or gov-
ernment sector and by the treatment of operating leases.

In the early years most leases were motor vehicle-related and
even today around 50% of lease volumes are for motor cars,
trucks, vans, motor buses and coaches. Aircraft, ships and heavy
earthmoving vehicles comprise another sizeable end-use. 

From the mid-1980s operating leases developed in impor-
tance. Although no definitive statistics then existed, an (then)
AELA survey for the end of 1990 found that operating leases rep-
resented around 10% of respondents’ leases, particularly for motor
vehicles, computers and office machinery. The latest statistics show
operating leases (excluding motor fleet leases) accounting for
around 32% of the total leasing market financed by our members.

How the market functions. Generally speaking, leasing is
offered as part of a range of equipment finance products. This
allows its particular merits vis-à-vis other finance techniques to be
weighed and tailored to the customer’s particular needs, taxation
and financial position.

Applicants can usually choose between a number of sources
including financiers/lessors with whom they have an existing
relationship, those which may be offering leasing at the point of
sale and those independently operating in the market.
Sophisticated transaction packagers as well as lease brokers play
their respective roles in promoting the product.

In terms of general market functioning, leases are written for
most capital equipment items (provided they are used for com-
mercial purposes) and generally for periods ranging between two
and five years. Implicit rates are competitive and are usually fixed
for the period of the lease. 

Provided that the commercial use test is met and no contrary
law applies (e.g. for vehicles that exceed the luxury vehicle limit
threshold), lessees claim the full amount of the lease rentals as a
tax deduction; the lessor, as owner, claims the depreciation and
usually any investment incentives. The latter, as in the case of the
Investment Allowance, up until the 2009/10 Allowance, could
have been claimed by either the lessee or the lessor as appropriate. 

There can be no option during the lease contract to pur-
chase the leased goods at the end of the term. The lessee may
however re-lease the goods at the end or make an offer for them.

Law and regulation
This framework embraces taxation statutes at national and state
levels, contractual requirements and accounting standards.
Changes in all of these aspects (especially taxation) have an impact
on the utilisation of leasing.

Commonwealth taxation. As noted at the outset, leasing is
one of the few tax benefit transfer mechanisms recognised within
the Australian taxation system. By far the major statute affecting
leasing therefore is the Commonwealth (national) Income Tax

Assessment Act [ITAAct]. 
In summary, the Act provides for the business lessee to claim

tax deductions for the full amount of the lease rentals; this con-
trasts with other forms of commercial equipment finance (e.g.
hire-purchase, chattel mortgage) wherein deductions for depreci-
ation and interest charges are claimable. The Act generally pro-
vides for the lessor, as owner, to claim the depreciation for the
goods leased as an offset against rental income received.

The balance between leasing and other financing methods
(from the client’s point of view) therefore lies in the respective
cash repayment streams and the relative write-off period between
interest/depreciation on the one hand and lease rentals on the
other, as reflected in the client’s before and after-tax cashflows.

Because of its importance in the functioning of the economy,
the Australian taxation framework has been regularly reviewed.
The latest completed review (Australia’s Future Tax System
(AFTS)) was presented to the then government in 2011. The prior
decade saw a Task Force on Taxation (1997) culminate in the
reform of the nation’s indirect taxes via the introduction of a
Goods and Services Tax (GST) and a Review of Business Taxation
(RBT) from 1999 which attempted enduring simplification. 

The current government has also commenced reviews of
both the taxation and the financial systems. While the financial
system review culminated in a Report with a range of recom-
mendations that the government is implementing, the Tax
Review did not proceed beyond an initial consultation paper. 

An important role of bodies like AFIA is to provide
informed advice to government on the consequences of their
proposals and to assist members in their statutory interpretation
and compliance.

Leasing tax guidelines. While many sections of the tax law
deals with how leasing works in the context of the specific sec-
tion, no overarching section covers leasing itself. The Income Tax
Assessment Act therefore gives discretionary powers to the Tax
Commissioner to oversee leasing practices. 

The broad thrust of this oversight has been to ensure that
leases were not disguised purchase or conditional sale arrange-
ments. Should they have been they would take on the nature of a
capital transaction for the lessee. It is noted in passing that hire-
purchase contracts, because within the contract, title passes with
the last payment, have been ruled (IT 196) by the Tax Office to
be capital in nature (i.e. the hirer claims depreciation and interest
rather than the amount of the repayments). 

It is for this reason that for tax purposes, leases in Australia
cannot include an option to purchase. In 1998 a Court decision
in the Bellinz case cast doubt on the tax treatment of hire-pur-
chase transactions (compared to leases) but the facts of the case
and subsequent statute changes settled in favour of the status quo.

Over the years, Tax Office guidelines on leasing have devel-
oped along with the product and they find focus in a number of
rulings and are implicit in the operation of the lease market.

Care should be taken however in their interpretation as often
the guidelines have changed without particular parts of the rul-
ings being up-dated. IT 28, for example, was originally issued in
1960 and updated as TD 93/142 (and its’ supporting ATO ID
2002/1004). 
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Among other things it includes a schedule of acceptable
residual values (refer accompanying extract) and their mechanism
for calculation, which needs to be read in conjunction with 1962
Tax Office advice which allows the special circumstances of par-
ticular cases to be considered by lessors when formulating their
own scale of residual values. 

These should however bear reasonable comparison with the
schedule and not be commercially unrealistic or purely nominal.
Reference should also be made to any other relevant rulings or
statements.

IT 28 also included the guideline that the lessee could not
indemnify the lessor for any loss on sale. This was however over-
taken by a subsequent Tax Office statement withdrawing their
objection to such a condition, in recognition that it was necessary
to discourage abuse of the equipment in the possession of lessees.

The rather fragmented nature of these guidelines was a factor
which led the Tax Office to announce a review of them in
September 1990. To assist this process (then) AELA was asked to
prepare a draft “omnibus ruling” for the consideration of a
Working Group comprising the Tax Office, industry and profes-
sional bodies. This was prepared and made available in early 1991.
Subsequently, the Tax Office convened in November 1991 a dis-
cussion group concerned with the taxation of financial arrange-
ments (TOFA). 

As chattel leasing was not to be included in the then pro-
posed regime, AELA was pleased to participate in this process and
submitted that the “omnibus” ruling forum was the appropriate
place for developing the means of its exclusion from TOFA.

In June 1995, following the EPAC Private Infrastructure Task
Force Interim Report (which centred on the inflexibilities of the
regulations surrounding this area) as well as the need to define
leasing for the purposes of its exclusion from TOFA, the govern-
ment announced a joint Treasury/Tax Office review of leasing
arrangements. 

The objective of this review was to replace the current leas-
ing framework (based on Tax Office public and private rulings
and advices and passing regulatory references) with a comprehen-
sive legislative framework which does not “place unwarranted road
blocks in front of legitimate separations of economic from legal ownership
(including in relation to private sector participation in infrastructure provi-
sion) while also preventing unwarranted tax benefit transfers.” 

AELA made preliminary input to the review. It was however
then overtaken by the policy formation flowing from the 1999
Review of Business Taxation Report, which recommended that
leases, other than “routine” leases, be treated as sales-and-loans for
tax purposes. In the event this standard response to curbing real
and/or perceived concerns about leasing’s tax benefit transfer
capacity was not proceeded with, leaving the existing and evolv-
ing Commissioner’s Guidelines as the general tax framework for
leasing. 

The ITAAct also has a number of other sections affecting
leasing. For example, the 1979 Budget introduced an amendment
to ensure that “profits” made by the lessee on resale of a vehicle in
the event of purchase for the residual value would be taxable; pre-
viously such “profits” may not have been. 

The September 1999 changes also removed the long-stand-

ing “13-month rule” which had allowed up to 13 months’ worth
of deductions to be claimed in the relevant tax year; this was to
facilitate the Revenue neutrality requirement of the reduction in
the company tax rate.

Tax rates, depreciation, incentives and disincentives. Over
the years this basic tax treatment of leasing has not significantly
changed. What has changed however are the underlying rates of
tax, depreciation and investment (dis)incentives; these have in turn
affected the relative balance in the two (lessee/non-lessee) write-
off time-frames.

By way of background and current context, in terms of cor-
porate tax rate, in May 1988 this was reduced from 49% to 39%.
Subsequently in February 1993, it was decreased further to 33%.
From the 1995/96 year the rate was increased to 36%. Following
the 1999 Review, the company tax rate was dropped to 34% for
2000/01 and to 30% from July 1, 2001 to the present (though for
small business entities from FY2016/17 the rate is 27.5%).

The recent history of capital allowances (investment incen-
tives and depreciation), is as follows: in 1975/76 a “double” depre-
ciation acceleration (relative to the Tax Commissioner’s
long-standing safe harbour rates) measure was introduced; from
January 1976 this was replaced by a 40% General Investment
Allowance and from August 1980 a 20% depreciation acceleration
applied; in 1978 the Allowance dropped to 20% and in April 1981
both the Allowance and the acceleration dropped to 18%; in 1982
a simplified depreciation acceleration regime was introduced
which wrote off equipment over three or five years; as scheduled
the Investment Allowance phased-out on June 30, 1985; in May
1988 the pre-existing Commissioner’s depreciation rates were
restored with the prior acceleration increased from 18% to 20%.

In March 1991 an ‘effective life’ self-assessment regime with
a default seven-tier broad-banded safe harbour schedule was
introduced; in February 1992 the tiers were reduced to six; in
February 1993 a 10% Investment Allowance was introduced for
equipment items over A$3,000 (phasing-out June 1994); as with
the previous year’s 10% Development Allowance (for large-scale
projects of more than A$50m) the long-standing rule whereby
the lessor or lessee could apportion the claim were applied; in
March 1995 a 10% Drought Investment Allowance was intro-
duced to run for five years with a cap of A$5,000 per lessee tax-
payer per year; reflecting recognition of the benefits of leasing’s
tax benefit transfer capacity, the cap for lessors was A$5,000 per
item per year.

The August 1998 Tax Reform announcement which fore-
shadowed the introduction of a Goods and Services Tax (GST)
and a range of personal income tax changes, also set in train a
Review of Business Taxation which was set the task of reducing
the rate of company tax from the then rate of 36% to 30% on a
revenue-neutral basis. 

In the event, from September 1999 the acceleration implicit
in the then present six-tiers of the effective life schedule was abol-
ished and the pre-existing Commissioner’s schedule re-instated.
This largely funded the cost to revenue of the coincident drop in
the company tax rate. 

In addition, the Commissioner was encouraged to maintain
an on-going review of equipment effective life subject to the
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government’s ability to legislate ‘statutory caps’ if such
reviews/lengthenings of effective life created anomalies. In May
2006, the uplift factor for calculating diminishing value (DV)
depreciation from effective life prime cost (PC) was increased
from 150% to 200%.

As part of the economic stimulus response to the GFC, in
December 2008 a 10% Investment Allowance was announced to
apply to equipment acquisitions of over A$10,000 contracted for
before June 30, 2009. In February 2009, the Allowance was
increased to 30% and the threshold dropped to A$1,000 for small
businesses (turnover up to A$2m) and in May it was increased to
50% for small businesses provided the item was contracted for by
December 31, 2009 and installed ready for use by December 31,
2010. 

Unlike previous Allowance incentives and contrary to (then)
AELA representations to government, the deduction could only
be claimed by the lessor. More recently, from mid-2015 an imme-
diate write-off for equipment acquisitions up to A$20,000 cost
was implemented.

As for tax incentives, so too for tax disincentives. In 1979 a
Motor Vehicle Depreciation Limit was introduced to deter
“luxury” motor vehicle purchases by limiting the amount of
depreciation that could be claimed. Initially set at A$18,000 the
Limit has been indexed in line with the motor component of the
Consumer Price Index to now (as from FY 2017/18) stand at
A$65,094 ($75,526 for fuel-efficient vehicles). 

By limiting the depreciation claimed by the lessor, the disin-
centive worked to increase the rental paid by the lessee. As this
only worked where the lessor was in a taxable position to claim
depreciation within the Australian
tax system, the law was changed in
1996 to simply have such transac-
tions for “luxury” vehicles taxed as if
they were loans. 

The impact of all of these
depreciation and investment
(dis)incentive changes on leasing has
to be understood. Firstly, in terms of
their effect on the underlying eco-
nomics of asset acquisition/utilisa-
tion, then secondly on how they
operate, or are perceived to operate,
between the different financing
alternatives. 

Because leasing is effectively
after-tax (i.e. lease pricing models
incorporate any tax changes into the
amount of the lease rental), such
policy changes have an immediate
and obvious result. Other financing
alternatives, such as hire purchase or 
chattel mortgage, can seem to remain
unchanged because the after-tax
impact is in the customer’s books at a
later time when the tax return is
completed. 

This was obvious in September 1999, when the investment
effect of the company tax rate drop and the removal of acceler-
ated depreciation was immediately obvious in higher lease quotes.
It took longer for investors to assess the overall impact of the
policy change on financing the acquisition via non-lease financ-
ing alternatives. More recently, the 2007 Budget decision to cal-
culate the Diminishing Value depreciation rate at 200% of the
Prime Cost rate (up from 150%) was straight away reflected in
lower rentals. 

As can be seen from the foregoing potted history of depreci-
ation and other capital allowances, these can and do change fre-
quently in line with the government of the day’s policy intentions
for capital investment. Ordinarily, via tax benefit transfer, leasing
can almost immediately reflect, in the amount of the lease rental,
the latest policy intention. 

Since 2005 however, a major distortion has arisen caused by
the Tax Commissioner’s reassessment of the effective life of com-
mercial vehicles from 6.67 years to 12 years for light commercial
vehicles and to 15 years for trucks. As it is the Commissioner’s
assessment which underpins the IT 28 schedule of safe harbour
residual values (essentially 75% of effective life prime cost written
down value), overnight such residual values increased consider-
ably. 

Second-hand vehicle values did not of course similarly
move, with the result that it was uneconomic and imprudent to
write leases for these items. This despite the government enacting
statutory caps to remedy the re-assessment and increasing the
diminishing value/prime cost depreciation loading from 150% to
200% to ensure that depreciation deductions more closely reflect
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Table 2: Minimum residual value of plant and
machinery classified according to tax effective life
(percentage of original cost)

Lease term 5yrs 6.67yrs 8yrs 10yrs 13.33yrs 20yrs

1 year 60 63.75 65.63 67.5 68.5 70
2 years 45 52.50 56.25 60.0 62.5 65
3 years 30 41.25 46.88 52.5 55.0 60
4 years 14 30.00 37.50 45.0 50.0 55
5 years nil 18.75 28.13 37.5 45.0 50

Note: Extract of Income Tax Ruling IT28, originally issued July 6, 1960 and updated as TD 93/143.

This ruling formed part of lease tax guidelines. Noting the difficulty of prospective variation Ruling IT
174 of January 1981 indicated as follows:

“In relation to plant other than motor vehicles, it is felt that in the vast majority of cases, the present
guidelines are adequate. It is appreciated that, due to inflation, the market value of plant upon the
termination of lease may be in excess of the residual value calculated four years or more earlier in
accordance with the guidelines. But equally, it may be much less which is what is presently being
claimed in respect of, for example, much computer-oriented equipment. Consideration has been
given to the view that the residual value should represent a bona fide estimate of the market value
of the plant on the termination of the lease but this approach would immediately raise the problem
as to how the Taxation Office would estimate market value in several years’ time or check such an
estimate, particularly in relation to specialised plant. Reliance upon expert opinion (and in most
cases the lessees would be such experts) could put our administration of this area in a much worse
position than adherence to the guidelines would. It is confirmed, therefore, that the current
guidelines should continue to be applied in considering leasing transactions.”
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the asset’s decline in actual value. AFIA continues to seek resolu-
tion of this problem with the Commissioner. 

Cross-border, leveraged leasing and leasing to government
and other tax preferred entities. During the 1980s the packaging
and promotion of increasingly sophisticated leasing transactions,
especially in the leveraged lease area, prompted the national gov-
ernment to preserve its revenue base by restricting some tax
measures’ application to leasing.

Initially (December 1981) the Investment Allowance was
deemed not applicable in leveraged arrangements where a tax-
exempt statutory authority was the real end-user of plant.
Subsequently (June 1982) equity participants in leveraged leasing
and similar arrangements involving the use of overseas plant by
non-residents, sale-and-leaseback of existing plant already in use by
the lessee and plant leased to or in real end-use in tax exempt
public authorities, were denied all of the deductions attributable to
the ownership of the plant (including depreciation, interest and
Investment Allowance [where applicable]).

From May 1984, these restrictions were further extended to
cover all types of leasing finance to governments and tax-exempt
semi-government authorities. This was done by effectively requir-
ing the lessor to tax account for the transactions as if it were a
loan, thereby removing the claim against Commonwealth revenue
for depreciation of items which would not have arisen if ordinar-
ily acquired/financed by the lessee.

The financing “arrangements” to which these restrictions
(Part III Division 16D) applied include those which met any of
the following tests:
1. (a) where the end-user (or associate) indemnifies the owner

for the guaranteed residual value;
(b) where at the end of the arrangement all or part of the

property is transferred to the end-user (or associate);
(c) where the end-user (or associate) has the right to pur-

chase or require transfer of all or part of the property;
(d) where the arrangement period exceeds one year and the

end-user (or associate) is liable for repairs to all or part
of the property;

2. where the arrangement period is greater than or equal to
50% of the effective life of the property (for eligible real
property) or 75% of the effective life of the property (for eli-
gible property other than real property);

3. where the amounts of arrangement payments are greater
than 90% of the lesser of the property’s cost price or depre-
ciated value at the commencement of the arrangement.
These tests aim at identifying economic ownership. From

December 1984, the restrictions were also applied to arrange-
ments where use of the property is outside of Australia and is
wholly or partly for the purpose of producing exempt income.
Whereas the earlier (ITAAct section 51AD) restrictions on lever-
aged arrangements focused only on plant, the later amendments
refer to property, specifically including buildings.

In July 1983, the Australian Taxation Office issued a Ruling
(No. IT 2051), which set down guidelines for “acceptable” lever-
aged leases. Where a leveraged lease transaction had been struc-
tured strictly according to this Ruling and did not have other
unusual features it was not necessary to seek an expression of

opinion from the Taxation Office prior to the execution of the
transaction documents. 

The guidelines covered a range of leveraged lease features
such as lessor debt/equity ratio (20%), capitalisation of charges
(not allowed), residual value (fair estimate of market value at the
end of lease with some pro-rata flexibility). Subsequently, IT 2169
extended a number of the IT 2051 requirements to equity or
partnership leases.

In December 1986, public consideration was given to the
denial of tax deductions in Australia where the transaction is
obtaining tax deductions (“double dipping”) in other jurisdic-
tions. AELA, among other groups sought clarification of this sug-
gestion. In the event restrictions were only contemplated if there
was a negative effect on domestic taxation Revenue.

Unfortunately aspects of the ITAAct Division 16D defini-
tions as to what constituted a finance (as distinct from an operat-
ing) lease differed from the Accounting Standard with the result
that many operating leases could not be offered to government
authorities. Of particular concern was the requirement that where
the total rental payments under the arrangement (as distinct from
their present value) exceeded 90% of the cost price of the prop-
erty, the arrangement was a finance lease and therefore needed to
be treated as a loan. Over the years (then) AELA made several
submissions seeking that present value (as per the Standard) be
taken into account.

In August 2007, a new framework for the treatment of leas-
ing and similar arrangements with tax-exempt and tax preferred
entities was introduced to replace ITAAct Division 16D and
Section 51AD. 

The new Division 250 operates to deny capital allowances to
arrangements coming within its scope, taxing them instead on a
compounding accrual basis. It broadly applies to arrangements in
which the taxpayer does not have the ‘predominant economic
interest’ in the asset. 

Finance leases to such entities prima facie come within the new
Division because they contain a guaranteed residual value and
operating leases are prima facie caught if they are ‘effectively non-
cancellable’ or if the present value of the expected financial benefits
under the lease exceed 70% of the market value of the asset

However, both finance and operating leases are excluded if
any of the following applies: the lease does not exceed 12 months;
or the taxpayer (i.e. lessor) is a small business entity; or the finan-
cial benefits under the lease do not exceed A$5m. There is a fur-
ther exclusion for leases of non-real property, where certain
criteria are met.

In relation to public-sector leasing more generally, from the
1993-94 year, the previous Loan Council Global Limits for bor-
rowing were replaced by Loan Council Allocations, which
include operating leases as a memo item only where payments
under such leases have a net present value of more than A$5m;
leases with payments less than this are not included in Loan
Council coverage. 

In March 1994, Guidelines for Loan Council Coverage of
Infrastructure Projects with Private Sector Involvement were
issued. The risk-weighting approach involves estimating the
degree of public-sector risk exposure in an infrastructure project,
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and including that exposure in the particular jurisdiction’s Loan
Council Allocation.

With a range of privatisations involving assets of previously
tax-exempt entities entering the private sector, from August 1997
a number of technical amendments applied to limit the deprecia-
tion deductions that can be claimed by purchasers of such enti-
ties, to the higher of the asset’s notional written down value or its
undeducted pre-existing audited book value. 

The tax benefit transfer issue. Paradoxically the long history
and high utilisation of leasing in Australia has often led to a mis-
understanding of its attributes. The 1985 Government White
Paper on Tax Reform, for example, tended to characterise leasing
as merely a form of tax shelter.

The White Paper dealt with a whole range of taxation issues
including personal income, consumption, wealth and business
taxation, avoidance and evasion and an approach to reform. 

The relevant section on leasing in the Chapter on Tax
Shelters is as follows:

4.30 There has been considerable growth over the last decade
in the use of leasing, rather than loan finance, by businesses
and other entities to obtain capital equipment. Many of the
end-users of the equipment would not be able to absorb
immediately, if ever, the deductions relating to the plant (e.g.
depreciation and, where applicable, the investment
allowance) if they purchased it directly. On the other hand,
providers of lease finance (such as banks, finance companies)
are able, as lessors and owners of plant, to absorb the deduc-
tions, and tax savings can be made which are then shared
between lessor and lessee in their lease rental negotiations.
4.31 The consequential revenue losses to the
Commonwealth have increased considerably with the
growth in leasing practices. Measures have been taken to

deny those tax savings in major cases where their benefit
would be passed on to lessees which are already wholly tax-
exempt, namely governments and their tax-exempt authori-
ties, and non-residents not subject to Australian tax.
4.32 There are also tax savings for the parties and costs to the
revenue where the lessee is a taxable business which would
have been in a tax loss situation if it had purchased the
equipment. In these cases the revenue effect has to be
weighed against other issues, such as the appropriate relative
treatment of business in that position and those which can
fully absorb the deductions. Developments in this area are
being kept under examination.”
These comments, especially those in 4.32, raise the issue of

tax benefit transfer and the extent to which the policy framework
will allow financial product innovation as against restricting
financing forms to only those that have become standardised.

In this regard, leasing captures and crystallises taxation
deductions and incentives available within the system and within
government policy, focusing their effect on the area where it will
have the most impact: reduced cash flow to the lessee. When gov-
ernment and other inquiries urge action to develop “sunrise”
industries or to smooth the restructuring of other sectors or
industries, it is ironic that the financing technique best suited to
achieving both these objects (i.e. leasing), is inappropriately and
disparagingly described as a “tax shelter”.

A business just starting out, or one in the process of restruc-
turing, is unlikely to be generating current year taxable income.
In these circumstances tax deductions for depreciation or invest-
ment incentives do not achieve their desired policy effect – rather
they simply add to carry-forward losses. Through leasing, the
lessor can claim these deductions against its taxable income, crys-
tallise the benefit and pass on that benefit to the lessee in the form
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Table 3: New lending volume by product

Note: Totals may not add up due to rounding

Finance lease
A$4.9bn

Operating lease
A$2.5bn

CHP
A$2.4bn

Chattel/loan
A$28.4bn

Finance lease
A$4.9bn

Operating lease
A$2.3bn

CHP
A$1.6bn

Chattel/loan
A$30.7bn

2015–16
Total: A$38.1bn

2016–17
Total: A$39.5bn
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of the tangible incentive of reduced cash repayments.
Unfortunately, the aggregation of such deductions in the

books of a relatively few lessors can be misunderstood and can
result in the contemplation of restrictions. Such a view, by focus-
ing on only one side of the transaction, can ignore the essential
symmetry of taxation systems (i.e. if through a tax benefit transfer
the lessor’s taxable income is reduced, such reduction in a com-
petitive market flows on to lower rentals to the lessee which in
turn represent a reduced tax deduction).

This issue was brought into focus during 1988 in the context
of the government’s consideration of a ruling (IT 2512) on
Financing Unit Trusts. On December 20, 1988, the government
announced the result of its Review as follows: “This Review has
confirmed the need to act against tax effective financing. Tax effective
financing relies upon the ability to transfer, or share, tax benefits. The gov-
ernment considers that the broad scheme of the tax law requires that tax
losses be carried forward by the taxpayer who in substance incurs them
and that, in general, such losses should not be available for transfer to other
parties, including financiers. An exception, long accepted by revenue
authorities, has been in respect of genuine leasing transactions for plant
and equipment but the government believes that other forms of tax benefit
transfer should not be accepted.”

AELA (as it was then known) welcomed the decision in rela-
tion to leasing. At the same time, the government announced that
a consultative paper on the “economic issues and taxation law relating
to tax benefit transfer arrangements” would be prepared. To assist in
this process AELA commissioned the Bureau of Industry
Economics to research the issue. Their report, “Tax Losses and Tax
Benefit Transfer” was released early in 1991 and it found, among
other things, that leasing was an important means of overcoming
the distortions associated with tax loss carry-forward.

During 2006 a further draft of the TOFA rules was released.

AELA was concerned that contrary to the earlier established
policy position, chattel leasing was to be included as a financial
arrangement. By treating them as loans for tax purposes, the pro-
posals would have effectively removed the product’s tax benefit
transfer capacity. Several representations highlighting the conse-
quences of this move for lessees were made and AELA was
pleased that the 2007 Budget formally announced the exclusion
of leases from the TOFA regime.

With this tax benefit transfer ability, leasing is an essential
financing tool for a dynamic and competitive economy. If from
time-to-time a new application or financial product development
tests the legislative or taxation framework, this should be seen as a
healthy and necessary sign of an innovative financial system.

As can be seen from this, a major role of AELA (and now
AFIA) is to put the case for ensuring that particular legislative
responses do not unduly impair leasing’s tax benefit transfer
capacity, to the detriment of the economy’s production, invest-
ment and employment. This was especially the case in the need to
respond to the 1999 Review of Business Taxation proposed
device of treating all leases as sales-and-loans for tax purposes. 

While this might have solved the complexities and lack of a
cohesive and explicit tax regime for leasing, it would also have
removed its tax benefit transfer capacity. AELA (and now AFIA)
continues to argue strongly against such proposals. That said, the
macroeconomic (low inflation and interest rates) and fiscal (low
tax rates and capital allowances) conditions of the past two
decades, has meant that there are only minimal tax benefits inher-
ent in the system to transfer and price into the rental.

Goods and Services Tax (GST). Up until June 30, 2000, a
system of Wholesale Sales Taxes on particular items of equipment
operated with a range of tax rates and exemptions. From July 1,
2000, a uniform 10% Goods and Services Tax (GST) has applied. 
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Table 4: New lending by equipment type

Note: Totals may not add up due to rounding

Cars, 
light commercials
40.8%

Trucks, trailers, buses
16.7%

Aircraft
1.3%

Other transport
 equipment

1.8%

Agricultural
equipment

6.7%

EDP,
office machines

4.7%

Manufacturing
equipment

2.9%

Mining,
earth, cons.

11.0%

Other
14.0%

2015–16
Total: A$38.1bn

Cars, 
light commercials
41.0%

Trucks, trailers, buses
17.3%

Aircraft
1.5%

Other transport 
equipment

1.9%

Agricultural
equipment

7.6%

EDP,
office machines

4.6%

Manufacturing
equipment

3.3%

Mining,
earth, cons.

9.8%

Other
13.1%

2016–17
Total: A$39.5bn
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From a financier perspective, a key element of the GST
regime is the fact that “financial supplies” (e.g. chattel mortgages)
are exempt, which means that the lender is input-taxed (i.e. is
unable to claim back the GST components of its input costs)
resulting in the commercial customer paying unspecified higher
interest or fees which cannot be claimed back. 

Leases on the other hand are “taxable supplies” which mean
that business lessees claim the GST component of their rentals as
a reduction of their GST liability. Hire-purchase contracts could
have been a mix of taxable and financial supplies, depending on
whether or not the interest element is documented. However, this
was clarified in July 2012 when hire purchase became taxable as
explained further below. A range of other nuances, especially in
the transitional period when many existing leases were to attract
GST, but loans and hire purchases would not, saw a switch away
from leases. 

With the transitional impacts behind it, the market has now
to deal with the remaining perceived and actual GST conse-
quences for equipment financing. In relation to leasing, the chal-
lenge is to explain to clients that they recoup the GST on their
next monthly or quarterly return and that competing products
involve a higher price due to input-taxation. 

In relation to the non-lease finance products, (then) AELA
for several years lobbied the government to remove the GST dis-
tortion, which was moving “cash basis taxpayer” clients from hire
purchase into chattel mortgage, because the former are required
to claim back the GST over the life of the contract whereas the
latter claim it up front. 

We were therefore pleased that in the 2010 Budget, the gov-
ernment announced the removal of this distortion effective July
1, 2012; AELA also supported the decision to make hire purchase
fully “taxable” from the same date therefore removing the previ-
ous tension between the percentage of input tax credits claimed
by financiers and that asserted by the Taxation Office.

State and territories taxation. The second aspect of the leg-
islative context of leasing in Australia relates to state-based stamp
duties. These are forms of taxation at the state and territory gov-
ernment level. 

From the early 1970s each state government introduced
these tax levies in the range of 1.5%–2% of rentals (variously
defined) or 0.4% of principal for chattel mortgages. The primary
liability for these duties was on the lessor (or financier) but they
were generally passed on to the lessee (borrower), the impact
being to increase the cost of lease (or chattel mortgage) finance.

As these taxes had minimal uniformity or consistency of rate,
incidence, coverage, definition or territorial nexus across the eight
jurisdictions, they presented major operational and compliance
costs, as well as product distortions in their application or non-
application to other equipment financing products. For several
years (then) AELA made representations towards a taxation
regime which produces greater consistency and certainty, deliver-
ing substantial efficiencies to taxpayers and with harmonisation
and removal of current inequities seen as important micro-eco-
nomic reform. 

Much progress had been (gradually) made over the years
and, in the context of the 2005 Inter-Governmental Review fol-

lowing the 2000 introduction of the GST, (then) AELA supported
the abolition of all state taxes on equipment finance. This had
already occurred in all but one jurisdiction, and NSW finally
abolished that state’s duty on chattel mortgages effective July 1,
2016. AELA’s challenge over this period has been to ensure a
smooth transition with minimal operational or compliance com-
plications and distortions.

To conclude on taxation, there has been a major change in
both Commonwealth and State Tax philosophy towards self-
assessment backed-up by field audit. This has meant that equip-
ment financiers need to ensure the regular maintenance and
verification of their procedures and pricing to ensure compliance.

Other regulation. In relation to other regulation, specific
statute coverage of lease finance is limited to “consumer” leases
(that are not otherwise exempt) or “consumer” deemed credit sale
agreements where the consumer use of the goods is the dominant
purpose arising from National Consumer Credit Protection Act
(NCCPAct).

Other than the NCCPAct, the legal impact on a lease con-
tract arises from the common law or general legal principles (cor-
respondence with description, quiet enjoyment, fitness for
purpose) and from the Australian Consumer & Competition Act
(CCAct) Australian Consumer Law (ACL) provisions, in particu-
lar (currently for goods under A$40,000 and truck owner/drivers
– “consumer” guarantees apply and some liabilities where the
lessor is “linked” to the supplier). Also relevant are the Australian
Securities & Investment Commission (ASIC) Act provisions pro-
hibiting conduct in the provision of financial products which is
unconscionable, misleading or deceptive.

Generally speaking “consumer” reforms in Australia have
been introduced so as to avoid the more commercial areas such as
leasing, thereby allowing flexibility in contractual arrangements
within the Common Law and Trade Practices framework of pro-
tections. However, as a complex of State and Federal laws operate
with varying tests and exemptions it would be advisable to care-
fully explore the legal requirements for contracts before contem-
plating any involvement in the Australian market.

In addition, as with other areas of the law, the impact of
judgments in cases coming before the Courts in relation to con-
tract terms and practices needs to be closely monitored. In partic-
ular, cases that have placed restrictions on the amounts
recoverable from lessees by lessors where the lessees default in
their rental repayments and the lessors are forced to repossess the
leased goods. The doctrine of penalties, as recently extended in
the 2012 Andrews vs ANZ High Court decision, is a key element
of what is recoverable. 

Over the years there has been occasional consideration of
extending consumer type disclosure and other protection require-
ments to small business and farmer lessees and borrowers. This has
been strongly resisted by AELA (now AFIA) as counterproductive
to the better interest of these “new consumers,” not because of
the requirements themselves, but because of the operational
rigidities that they can imply impeding access or increasing the
cost of small business finance. 

The issue again arose during 2011/12 with the then govern-
ment considering inclusion of “small” businesses in the
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NCCPAct. Fortunately, this was rejected, particularly on the
response from the SME that it wanted improved access to finance,
not additional red tape. 

From July 1998 “commercial unconscionability” provisions
were included in the CCAct. The operation of these provisions
continues to be monitored, however to-date no instances of con-
cern have arisen in relation to leasing and equipment finance. In
the related area of ‘unfair contract terms’, in 2007 the
Productivity Commission recommended that the government
introduce such a regime for consumer transactions. 

When the draft legislation was introduced however, it
included “business-to-business” (B2B) transactions in its ambit. As
this would have increased the risk in lending to such businesses,
AELA lobbied that the law be confined to true “consumers” and
while we were pleased that this was the outcome, it was regret-
tably short-lived, with the new government as part of its Small
Business programme legislating a B2B regime for standard form
contracts which came into effect mid-November 2016. AELA, in
conjunction with ASIC, the corporate and financial sector regu-
lator, ran a detailed Workshop on this change and the necessary
process and review steps. 

A major part of the AELA (now AFIA) lobbying framework
deals with lender liability issues. These can include environmental
penalties and remediation statute impacts, security interests and
forfeiture, OH&S and product defect liability. 

Over recent years environmental laws when introduced have
included “passive financier” provisions which have assisted mem-
bers. This issue was to the fore in 2001 in relation to the
Commonwealth Damage by Aircraft Act, which placed strict and
unlimited liability on the “owners” of aircraft, as well as operators.
This created considerable concern post-September 11 when

insurance became unavailable. 
AELA made several representations on this and the govern-

ment amended the law to provide passive financier relief. Progress
has also been made on ensuring greater consideration for finan-
ciers’ interests when secured equipment is involved in some crim-
inal or civil breach. Personal property securities law and recent
reform proposals have also been a key area of focus for AELA
(now AFIA) (see section on ‘Securities issues’). 

Away from “black letter” law there has been an increasing
reference of complaints by small business to External Dispute
Resolution Schemes (EDRS) which might impact on equipment
finance. 

These began some 20 years ago as voluntary self-regulatory
codes for bank consumer customers and separately for those of
mortgage brokers. Subsequently the banks extended their Code
to cover “small business” customers based on the number of
employees (100 in the manufacturing sector, 20 elsewhere – not
necessarily small businesses). Any commercial uncertainty that this
extension created was then limited to the banks and their volun-
tary code. 

However, with the commencement of the NCCPAct mem-
bership of an EDRS for consumer credit lenders became com-
pulsory and care needed to be taken to assess the uncertainty
around commercial business written out of consumer credit fin-
anciers. More recently, an Australian Small Business & Family
Enterprise Ombudsman has been established by the government
with wide-ranging powers. 

Accounting for leases. A fourth aspect of the regulatory
framework derives from Accounting Standards and practices.
During the 1970s there was a trend in both management and tax
accounting for lease income to move to the finance or receivables
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Of the total new equipment finance in Australia in 2016/17, A$4.9bn was finance leases, A$2.3bn was operating leases, A$1.6bn was hire purchase and
A$30.7bn chattel mortgage/loan.
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method. From the late-1970s however the method of operation
of the various investment incentives and disincentives led to a
reappraisal of this trend by those lessors involved.

On July 31, 1986, the Australian Accounting Standard
Review Board approved (by way of release ASRB 1008) the
accounting bodies’ earlier (April 1984) decision to require lessees
to capitalise finance leases. 

The Australian approach (AAS-17) uses the US (FASB 13)
criteria as guidelines only, hinging the definition of a finance lease
and an operating lease on the notion of effective transfer from
lessor to lessee of substantially all of the risks and benefits incident
to the ownership of the leased property.

In 1992 the Australian Accounting Research Foundation
(AARF) released Statement of Accounting Concept (SAC) 4 as a
draft. AELA identified two major concerns: firstly, the mandatory
status of SACs; secondly, that SAC4 would have required operat-
ing leases to be recorded on the balance sheet of lessees. The
mandatory status of SACs was removed in December 1993, and
SAC4 was reissued in a modified form in April 1995. 

A major improvement in the revised SAC4 is the dropping
of the requirement that all leases (and other ‘equally proportion-
ately performed’ (executory) agreements) be required to be
recorded in financial statements. The Statement notes that while
some of these types of agreements would give rise to assets and
liabilities, substantial difficulties may impede their recognition as
such. 

The non-mandatory status of SACs means that they are now
largely a guide to the treatment of those matters which are not
the subject of an accounting standard.

In August 1997 ED82 was released for comment. It sought
to change AAS17 and ASRB 1008 to bring them into line with
International Accounting Standard (IAS17) by requiring greater
disclosures by lessors. In the main for non-leveraged transactions
these did not present a problem for Australian lessors. From 2005,
all Australian Accounting Standards have been brought into line
with those determined by the International Accounting Standards
Board (IASB).

In 1996 the Accounting Standards bodies in Australia, UK,
US, Canada and New Zealand (the G4+1) released a Discussion
Paper, which would have the effect of putting all material leases
(operating, finance and rentals) on the lessee’s balance sheet. 

This was subsequently taken up by the IASB and the US
Financial Accounting Standards Board (FASB) resulting in a range
of increasingly technical approaches. 

In 2007 the detailed evolving accounting theory route gave
way to a more pragmatic proposal to apply the existing finance
lease rules for lessees to operating leases, leaving the difficult con-
ceptual policy consideration until after the FASB/IASB conver-
gence. This subsequently unwound into the May 2013 Revised
Exposure Draft wherein the ‘right-of-use’ model still added com-
plications for lessors and lessees as well as the users of financial
statements. While convergence remained at the level of principle
there remained several operational differences between the two.
Australia is bound to the IASB outcomes.

AELA had over this lengthy period, liaised with other leasing
bodies internationally to ensure a consistent lessor perspective and

to enable the views of lessees on this important change were
effectively taken into account, as well as to rigorously test the
theory underpinning any move from the traditional “risk/reward”
approach.

The IASB’s IFRS 16 Leases was released in January 2016 and
was subsequently ratified by the Australian Accounting Standards
Board (as AASB 16) to apply to annual reporting periods begin-
ning on or after January 1, 2019. While there is convergence with
the US FASB equivalent, there are variations. 

With the AASB 16 requirements finalised, in April 2016
AELA, in conjunction with KPMG, ran a Workshop for lessors on
the new Standard’s impact; this was subsequently followed-up
with a detailed Commentary. AELA (now AFIA) remains open to
liaising with lessee groups to facilitate commencement of the new
regime.

Securities issues. Across the range of equipment finance
products, from rentals to chattel mortgages, financiers have differ-
ent security interests, registration requirements and realisation
options. For leases and hire-purchase contracts, the
lessor/financier is the equipment owner and in a range of default
situations can take possession of the item and sell it. 

Under the lease, the lessor is typically entitled to the full
amount of the rentals outstanding less a discount for receiving
those rentals earlier than contracted. By comparison, enforcement
of the hire purchase agreement will involve a rebate of the inter-
est/terms charges. 

Under either scenario, the calculations must not be able to
be characterised as a “penalty” at law. A further difference is that
the hirer must receive the benefit of any surplus after sale of the
asset and settlement of the account; the lessee on the other hand,
may not receive such benefit – under current low inflation, sur-
pluses are however rare.

For chattel mortgages, at general law, the respective parties’
rights will be determined by the terms of the contract. Generally
those terms will allow the mortgagee (financier) to take posses-
sion of the secured asset, sell it and proceed against the mortgagor
(borrower) for amounts that remain outstanding under the con-
tract, including any personal covenants or guarantees. 

For many years, AELA had worked with all governments to
harmonise the operation of the various registers of security inter-
ests, particularly for motor vehicles. This process came to fruition
on January 30, 2012 with the commencement of a national regis-
ter (the Personal Property Securities Register – PPSR) of all
security interests in all non-real property assets. Marred by initial
data migration issues, the new regime is slowly bedding down and
providing major operational benefits. 

Areas of concern remain, particularly in the context of sub-
leasing and AELA took these up in these up in Post-
Implementation (Whittaker) Review and is presently through
AFIA promoting industry recommendations to the government.

The principle of “seize or sue”, which requires the financier
to make an election between being satisfied through the taking of
possession or leaving the asset with the defaulting customer and
suing for the full amount, is not part of Australian debt recovery
jurisprudence. This enables much better credit risk assessment, to
the benefit of equipment finance availability and pricing.
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Operating leases. From the mid-1980s a development in the
lease market has been the offering of variously structured operat-
ing leases. These were in part a response to the Accounting for
Leases Standard (AAS17, ASRB-1008) which required lessees, for
corporate disclosure purposes, to capitalise their finance leases
onto their balance sheets. 

Operating lease commitments on the other hand were
expensed in the usual way and needed only to be disclosed by
way of footnote to the published accounts. As noted above, the
shift to the new lease accounting standard (AASB16; IASB16)
will impact this generally from January 1, 2019. 

Initially demand for the operating lease product was largely
limited to the larger corporates and companies with overseas,
especially US parents. More recently a wider spectrum of private
and public-sector lessees are preferring the product.

From a lessor viewpoint, for the lessor to retain the advan-
tages and disadvantages of economic ownership of the equipment
(as the Standard requires of an operating lease), it is necessary to
be confident that the value of the equipment when returned by
the lessee will achieve a resale price which is predictable. This
“product” risk is reduced where there is a sufficiently deep
second-hand market for the particular equipment to allow
reliance on reasonable estimates of sale values. 

Given the general lack of depth of Australian equipment
markets (compared, say to the US or Europe), operating leases to-
date have been largely limited to motor vehicles, computers and
multi-purpose industrial equipment (e.g. forklifts). 

As the same resale market questions will affect residual insur-
ance premiums, such insurance is unlikely to prove an economic
solution to the problem for specialised equipment. The recent
experience of minimal inflation adds a further risk element to this
area.

When this equipment resale value risk is added to the client
risk (i.e. will the lessee meet the commitments) and indeed the
manufacturer and goods risk (i.e. will the manufacturer/supplier
continue to provide servicing, will the goods prove reliable) it is
obvious that compared with a traditional finance lease, operating
leases are more complex. 

Any legislative or other regulatory measure which resulted in
a move to place operating leases out of balance with the market’s
capacity to cover underlying equipment risk will have prudential
consequences, as well as forcing that risk, currently implicit in a
finance lease, to be explicitly priced in the operating lease.
Nonetheless given current writing levels, it would appear that these
problems are being addressed and the product advanced, with a
number of lessors successfully specialising in the growing market.

In relation to taxation, operating leases and finance leases are
treated the same: rentals on leases used for business purposes are
fully deductible. From the lessee’s point of view the main differ-
ence between the two products is the lack of residual value
indemnity in an operating lease; operating leases may also be for
shorter periods and can embody more service elements.

Leasing outlook
The domestic economy had demonstrated sustained growth for
more than 20 years and has seemingly survived the GFC with

minimal immediate disruption. While some dislocation remains
particularly flowing from fiscal instability in the Eurozone and the
US, there is cautious optimism that a gradual return to trend will
prevail.

Against this demand and supply background, in terms of par-
ticular market segments, finance leases will continue to need to be
marketed taking into account the pricing impact of the GST-
input taxing of the non-lease product so that their significant if
“vanilla” market need is fulfilled.

Operating leases will continue to improve their specialised
market position, with vehicles, mobile manufacturing plant and
EDP/office machines, because of their reasonably deep second-
hand markets, continuing as the favoured product categories.
Non-lease equipment finance products will also continue to fill
their role, especially now that all of the state taxation distortions
have been removed.

Vendor leasing programmes will also continue to expand
against a background of the level of investment activity that
emerges. During 2016, the AELA (now AFIA Equipment Finance
Division) vendor lessor group was active in their areas of particu-
lar interest. Also active was the fleet lease/management area where
the Australian Fleet Lessors Association (AFLA) (now AFIA Fleet
Leasing & Rental Division) was particularly vocal in promoting
sensible used vehicle parallel import policies and more efficient
vehicle registration and securities outcomes.

In terms of the AFIA Equipment Finance Division calendar,
the Division currently meets three times per year: late March, late
July and late-October/early-November. Industry members from
overseas are welcome to attend, by prior arrangement with the
AFIA. The Annual Australian Lease and Equipment Finance
Conference is held in November in Sydney each year.

Leasing in all of its forms is a proven equipment financing
technique suitable to all stages of the economic cycle and we
expect that it will continue to be well-positioned to play its
important role in supporting and developing the Australian econ-
omy’s productive base in the year ahead.

Note:
For further details on the Australian leasing market visit our website
www.afia.asn.au (see the sections relating to the Equipment Finance Division).
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