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More equipment is financed today by leases than by bank loans, private equity or any other method
of asset financing. Leasing is a versatile financial instrument which allows for almost any asset that can
be purchased to also be leased.
Financial decision-makers are recognizing that earnings are derived from the use of an asset and not
from the actual ownership of that asset. Capital is a valuable commodity and often the benefit from
investing into one’s own working capital or a class of asset that appreciates derives an exceeding return
than the effective cost of leasing.
Hence the cliché that was coined “buy what appreciates and lease what depreciates”

According to The International Accounting Standards Board, approximately 80% of all
American companies including the Fortune 500 currently use leasing each year
to acquire in excess of US$300Bill capital equipment.

Benefits
PRODUCTIVITY - Boost productivity & competitiveness by adopting leading technology
LIQUIDITY - Free cash for working capital & business growth by spreading payments & NIL Deposits
CAPITAL PRESERVATION - Maximise return & avoid opportunity cost of sinking capital into depreciating 		
				assets
SAVINGS - Leverage vendor discounts, tax deduction, inflation hedge & NIL fees
GEARING - Improve gearing and return on capital by off-balance sheet funding
CONVENIENCE - Save time & reduce admin through professional, personal and managed lease plans.
		

Includes funding of intangibles such as software, reticulation & labour

FLEXIBILITY - Tailor payments to suit asset life-cycle, budgets, cash flows & accounting treatment
RISK REDUCTION - Mitigate obsolescence risk & vulnerability to single credit-line
PEACE OF MIND - Transparency in NIL Fees, NIL Escalations, NPV settlements & NO Evergreens
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Typical assets leased:
•
•
•
•

computers
office automation
telephony systems
point of sale systems

•
•
•
•

surveillance
access control
security systems
satellites

•
•
•
•

motor fleets
generators
heavy duty equipment
renewable energy

GENUITY includes funding of software, labour, reticulation and other
intangible costs as one of its differentiators

Banks

Cash

Leasing vs. Cash and Traditional Bank Finance (HP)
Far too often, one sees organisations purchasing the required equipment for cash and subsequently
experiencing liquidity constraints. Tying up capital into depreciating equipment assets can lead to an
inability to fund their actual working capital or business growth. Businesses are sometimes profitable when forced to file for liquidation as a result of poor cash flow management.
An organisation should earn a higher return on the cash they would have spent on equipment when
that same after-tax cash is re-invested in the core operation. The effective return on working capital should
outweigh the effective cost of the lease making the acquisition of the equipment by way of leasing a
positive NPV project.
Banks offer instalment sale agreements & finance leases that are traditionally geared to the wheels
business and not the technology market. Bank funding typically taps your existing credit line (marked
for working capital) which in-turn can hamstring your ability to grow operations. In taking an asset view,
banks look to secure their lending (margining the loan-to-value with deposits etc.) and generally don’t
have an appetite to fund intangibles costs such as software, reticulation, labour & installation.
Banks normally charge fees separate to the prime rate which include initiation, document, service and
collection fees to boost their non-interest income. As commercial institutions, Banks are heavily regulated
thus would battle to offer the commensurate lease structuring and service as well as the flexibility in
upgrade, settlement and end-of lease procedures.
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Background
A lease is a contract between two parties being the lessor (“the owner or rentor”) and the lessee (“the
user or hirer”), whereby the lessor permits the lessee the right of exclusive use of an asset in exchange for
the commitment to service a series of lease payments over the term of the lease.
At the end of the initial lease term, the lessee may have the option to renew or extend the lease, buy the
equipment (for a nominal or residual value) known as a “bargain purchase option”, or to terminate the
agreement and return the equipment. This end-of-lease procedure is important to determine the nature of
the lease for tax purposes as well as the disclosure of the lease for financial accounting purposes.
The International Accounting Standards Board issued a new accounting Standard IFRS 16. It replaces
lease accounting requirements introduced more than 30 years ago and companies have until the end of
2018 to comply. The new standard aims to improve transparency and comparability between companies by making it easier for investors and other stakeholders to get an accurate picture of a company’s
lease assets and liabilities; particularly those in the airline, retail and transport sectors. Interpretation of the
old accounting standard IAS17 led to inconsistent distinction between ‘finance leases’ (reported on the
balance sheet) and ‘operating leases’ (disclosed as notes to the financials). Listed companies are estimated
to have around US$3.3trill in lease commitments of which 85 per cent do not currently appear on their
balance sheets. IFRS for SME’s is not affected by IFRS16 and Low-ticket items (below $5000 materiality) such as ICT or office equipment are exempted from the scope (i.e. do not have to be capitalised).
It is common practice for vehicles and office equipment to include service, maintenance and/or insurance,
known as “full-maintenance leases”. Alternatively, where the lessee is responsible for such expenses, the
lease is known as a “net lease”. Residual value-based leasing products have become more popular,
particularly in the motor-industry, driven by increased competition and requirements to maintain the old
accounting classification. Normally, in order for the lessor to enter into a RV-based lease, due to the
unknown risk in calculating the recoupment value of the asset on maturity of the lease, there will either be
a secondary sale or lease program in place, or a manufacturer buy-back scheme, or insurance taken out to
guarantee the RV. “Sale and leasebacks” involve the transfer of risk of an existing fleet with the option of
renting the vehicles back to the customer. This can provide for an injection of cash and better fleet
management.
Leases are flexible instruments of finance as they may be tailor-made for the client in terms of: the
variable duration of the lease, allowing for lower initial lease payments with an annual escalation, no or
partial deposit, monthly or quarterly frequency of payments, variable or fixed payments, and even
incorporating a “residual value” to lower repayments etc.
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