




Leasing

TWO PARTIES:

1. LESSOR

· WHO GIVES AN ASSET ON LEASE

· LEASE RENT IS AN INCOME

· DEPRECIATION BENEFIT IS AVAILABE

2. lESSEE

· WHO TAKES AN ASSET ON LEASE

· LEASE RENT IS ATAX DEDUCTIBLE EXPENSE

· NO DEPRECIATION BENEFIT IS AVAILBALE

SOME MORE POINTS:
1. EITHR TO TAKE ON LEASE OR BUY

2. SELECT THE OPTION WHICH IS BEST IN TERMS OF COST I.E., SELECT THE OPTION WHERE THE COST IS LEAST 

3. COMMON EXPENDITURE IS REQUIRED TO BE ELIMATED

4. MOST IMPORTANT POINT IS THE “RATE”. WHICH RATE IS TO BE CONSIDERED? THIS IS TO BE CONSIDERED EITHER FROM VIEW POINT OF LESSOR OR LESSEE. WE NEED TO SEE WHO ARE WE? LESSOR OR LESSEE. ACCORDINGLY WE NEED TO TAKE RATE. NOW FOR LESSE IT IS AFTER TAX COST OF DEBT. FOR LESSOR IT CAN BE RQUIRED RATE OF RETURN OR IT MAY BE COST OF CAPITAL (WHICH RATE IS TO TAKE DEPENDS UPON CASE GIVEN).
STEPS TO SOLVE EXAMPLES OF LEASING:
1. LEASE option :


tOTAL COST = LEASE RENT (1- tAX RATE) * pvt(%, n Years)
2. Buy option :

now make following calculations:

· depreciatioN (either on slm or wdv)

· make a table showing total amount of repaymnet of loan (this is applicable only when loan is taken out)

· in case of borrowing of loan, there are two types :

I. where the instalment amount itself includes the amount of princial and interest.


Herewe need to find out what is EMI (Equated  


amount of instalments).



Equated amount of 

Cost



monthly instalment =   __________________________








PVAF (%, N yEARS)

II. where the instalment amount does not include any amount of interest.

· make a table showing total cost under buy option.

nOW FOLLOWING ARE GIVEN FOR BETTER UNDERSTANDING AND EASE OF USE. 
1, cALCULATION OF DEPRECIATION:

slm mETHOD = COST * dEPRECITIATION RATE

aMOUNT WILL BE SAME DURING LIFE OF ASSET
wdv mETHOD 

dEPRECIATION = cOST * DEPRECIATION rATE (FOR FIRST YEAR)

IN 2ND YEAR  = DEPRECIATION OF FIRST YEAR * (100- DEP. RATE OF 



FIRST YEAR)

IN 3RD YEAR
= DEPREIATIONOF SECOND YEAR * (100- DEP RATE OF 



FIRST YEAR). 

FOR EXAMPLE =

COST IS RS. 100000

RATE OF DEP IS 25%

THEN AS PER WDV METHOD IT WILL BE:
1ST YEAR = 100000*25% = 25000

2ND YEAR = 25000 *75% = 18750

3RD YEAR = 18750* 75% =
14063(R0UNDED OFF).
a.CALCULATION OF TABLE FOR DISBUIRSING LOAN WHERE EQI IS THERE
	sR NO
	pRIN. O/S (BEGINNING)
	INTEREST
	INSTALMENT
	PRIN.
	PRIN O/S (closing/end)

	1
	
	
	
	
	

	2
	
	
	
	
	

	3
	
	
	
	
	


with the help of above TABLE WE are able to know what TOTAL CASH OUTFOLW IS and what TOTAL AMOUNT OF INTEREST IS.

after preparing above we will prepare below TABLE:
	Sr No
	Instalment
	int.cost
	dep.
	tax saving
	cash out flow
	pvf @ * %
	PV of Cash outflow

	1
	
	
	
	
	
	
	

	2
	
	
	
	
	
	
	

	3
	
	
	
	
	
	
	

	4
	
	
	
	
	
	
	

	
	Savl value
	
	
	
	
	
	

	
	tax saving on loss
	
	
	
	
	
	

	
	Pv of cash outflow
	
	
	
	
	
	xxxxxxxx***


now compare the *** figure with total lease rent amount. select the option where the cost is less.

B.CALCULATION OF TABLE FOR DISBUIRSING LOAN WHERE amount does not include amout of interest.

make following table:
	sr no
	pri. o/s (beg)
	prin.

paid
	int. paid
	depre.
	tax saving
	cash out folw
	pvf@ *%
	PV of Cash outflow

	1
	
	
	
	
	
	
	
	

	2
	
	
	
	
	
	
	
	

	3
	
	
	
	
	
	
	
	

	4
	
	
	
	
	
	
	
	

	Salv val.
	
	
	
	
	
	
	
	

	profit/

(Loss)

on sale
	
	
	
	
	
	
	
	

	pv of cash outflow
	
	
	
	
	
	
	
	xxxxxx***


now compare the *** figure with total lease rent amount. select the option where the cost is less.

type of LEASES:
1. Equated annual plan

2. stepped up plan

3. ballon plan

4. deferred plan

1st METHOD:

equated annual plan 

Total rent = lease rent / pvaf(%, n ).
EXAMPLE:

	Lease to be amortized in 5 Yrs.

	 
	 

	Investment Outlay
	Rs. 500 Lacs

	Tax Rate
	Say, it is 20%

	Scrap Value 
	Say, it is 0

	 
	 

	Year
	PV Factor @ 20%

	1
	0.833

	2
	0.694

	3
	0.579

	4
	0.482

	5
	0.402

	Total i.e., PVAF
	2.991

	Investment Outlay
	500.000

	EAI
	167.190


2nd METHOD:

table:

	Year
	lease rent
	pvf@ %
	total cf

	1
	X
	
	……….x

	2
	(1.1) * x
	
	……….x

	3
	(1.1)2 *x
	
	……….x

	4
	(1.1)3 * x
	
	……….x

	total
	
	
	………….x


Now total = …………….x



total

so, x = -------------------------




Total CF

Example:
	Lease to be amortiesed in 5 Yrs.

	 
	 
	 
	 

	 
	Investment Outlay
	Rs. 500 Lacs
	 

	 
	Pre Tax Rate
	Say, it is 20%
	 

	 
	Scrap Value 
	Say, it is 0
	 

	 
	Increase P.A.
	15%
	 

	 
	Assumed lease rent for first year be "X"
	 
	 

	Year
	PV Factor @ 20%
	Lease Rent
	PV Rs.

	1
	0.833
	X
	0.833X

	2
	0.694
	1.15X
	0.799X

	3
	0.579
	1.323X
	0.765X

	4
	0.482
	1.521X
	0.733X

	5
	0.402
	1.749X
	0.703X

	Total i.e., PVAF
	 
	 
	3.833X

	Investment Outlay
	500.000
	 
	 

	 
	 
	 
	 

	Now we have  3.833X=500
	 
	 

	X =
	500/3.833
	 
	 

	 
	130.4461258
	 
	 


Now we can calculate rent for subsequent years.
3rd method:

table:

	Year
	lease rent
	pvf@ %
	total cf

	1
	……….
	……..
	……….

	2
	x
	……..
	……….x

	total
	
	
	……+…….x


Now

total = ……….+………x

so, …….x = total - …………



BALANCE

so now x = -----------------



……………

4TH METHOD:

	Year
	lease rent
	pvf@ %
	total cf

	3
	X
	……..
	……….X

	4
	X
	……..
	……….x

	5
	X
	……..
	……….x

	tOTAL
	
	
	…………X


NOW,

TOTAL =……..X


TOTAL


SO, X= ----------


……….

example:

	Lease to be amortiesed in 5 Yrs.

	 
	 
	 
	 

	Investment Outlay
	Rs. 500 Lacs
	 
	 

	Scrap Value 
	Say, it is 0
	 
	 

	Deferred for 
	2 Years
	 
	 

	 
	 
	 
	 

	Year
	PV Factor @ 20%
	Lease Rent
	Total 

	1
	0.833
	0
	0

	2
	0.694
	0
	0

	3
	0.579
	X
	0.579X

	4
	0.482
	X
	0.482X

	5
	0.402
	X
	0.402X

	Total 
	2.991
	 
	1.463X

	 
	 
	 
	 

	So now we have 500 = 1.463X
	 
	 
	 

	X =
	500/1.463
	 
	 

	 
	341.7634997
	 
	 


