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Earm'Machinery Leasing:' Evaluation and Impliéations’for Measurement of Farm
Financial Structure. ‘ ' '

David A. Lins, Economic Research Service, University of Illinois

Farm machinery leasing is analyzed with respect to costs and returns, cash
-flows, and risk. Under certain conditions a lease may be mutually advan-
_tageous to the lessor and lessee. Failure to measure the extent of farm
machinery leasing has led to distortions in measures of farm financial

structure. ' ' : '



L Leasing Farm Machlnery' Lvaluation and Impllcatlons

o

for Measuring Farm Flnancial Structure=’

bdfiotfoduqeiooev

Should ope-lease‘or oufchaseéﬁ fhis-question hes-beenfa continuing
concern of fafdeope;a;ors feeed\with deeisions ofbeequisition and control
of ‘farm hechinery;g/'dTheuexietenee:ofdtheeleaee vefsus‘purchese oPEion
_vhas fostered studies; (Hopkln, Schwart W111ett and Penland), which employ
:the concept of thevtlme value of money to. a1d in ‘the. d601810n process.ﬂ How-
evef, these studies have focueedxooly on the decision faced by the farm
ioperator, the potentlal 1essee. | ' | |

» On ‘the other sxde Qf thevc01n,:mach1nery dealers add f1nanc131 1d—
_stltutlons ere codderned abodtvthevrelatlve advantage'of 1easesiversus
- ;outfight’éalee in the case‘of dealere eﬁdkleaSes versus loads'in the case
ofvfiﬁancial'iﬁstitutionsib Studles by (Strauss) and (Golden’and Parrlsh)
'have focused on proper evaluatlon of loan versus lease 0pt10ns for commer-
- cial banks. ,These’studies have focused only on-the decisions of the lessor.
_fhe‘majof purpose of this paper is to egplorezthe.lease yerSusdpurehese'
:iéoption ndt“ohly from the‘point of view ofethe_leseee, but also from the

1

o:lpoint_of view of the lessor. The goal is to determine under what condi-

. litions a lease may Beimutually advantageous to both parties} A secondary

.purposeAisvtovexﬁlore“thelimplicaeions of,farﬁ mechinéry“leasihg 6n measute4x

meﬁt»ofrfarm financial structure. R v o R ﬂf.;-.f‘
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- T s . Investment Altcrnatives .

are twééléése options,that»méy ékist,f0r'farmiméchin¢ry, the

the financial lease. An operating lease for farm

tract jin which the lease period is relatively short
nts are based upon a set charge per hour, week, month,

f»;gvi characteristics of an operating lease is that the equipment

'l’different”operators} The financial ‘lease for farm

long- term contract in which the lessee acquires sole use

return for lease payments. Typically the lessee pays

~-for costi ance and insurance on the equipment. Thus the financial

Liease i

maintaiBSﬂtitlé»vtc5the equipment as well as to the right to charge depre-

ciation on the equipment.

Evaluating the Potential for a Mutually Advantageous Lease

' There are numerdus items to consider in evaluating a lease versus pur-

chase option. To stav within the confines of time available, discussion will

be restricted Zo the evaluation of a financial lease versus a credit fin-

_anced " -purchase opt Even within these narrowed confines there are many

‘criteria-of evaluatign. But in the case of comparing a financial lease to a

‘éredit Financed purchase.most of the discussion focuses .on the degree of
risk for both- parties, the nature of the cash flows, and the costs and re-

" turns evaluated on a.net present value or internal rate of return basis.

"One can best address the cost and returns question by means of ‘a specific

se@xample. Assume a f£3rm operator .wants to acquire the use of a $20,000

f£2rm machis

o

piece o

_with’a,useful_life of 7 years and an estimated sal- .

c . -

a

~Assume also that he can purchase the equipment. with

.wage valuc of $2,880

2

bank, or alternatively the bank will purchase the




;3 -
: equipment’and provide it to him under‘a‘financial"lease,' The two options are
" summarized 'below:

thion A -~ Credlt Flnanced Purchase

‘<l;f Cost of the equlpment - $20 000
2. Requared_down.payment -= 25%
3«bnlnterest on‘bcrrowed funds 1is IOi,and.the loan‘is fOr's.yéars
h»4.f Equal annual amortlzatlon payments of- $4 732 areyrequ1red at the.
| end of each cf the next 4 years ‘ :_ e j .'v“_'";. e '}xf

thlon B ~- F1nanc1a1 Lease

:1; Cost of the equlpment -- $20 000
‘l 2;‘:Seven annual lease payments of $3 200 are to be made and are.r

‘pre_pard,e,ach ‘year.é'/v_ - e . |
‘n3;J-Lesseeaacquires-no reSidnal rights in“the eanlpment, i.e.'
h salvage value of the‘equlpment belongs to the lessor.::‘” : "ii\b R

b, Investment credlt and deprec1at10n tax deductlons accrue. to

the‘lesSor. |

.LIncbme and Cost Considerationsg | - -’h e
Table~l‘0ut1ines the'cash flonS‘for'the bank ander the~loan option‘and :

'-under two potentlal tax rates faced by a bank The net after tax. cash flows
-:on‘the loan are $1 225 and: $817 under a 22 percent and 48 percent tax

bracket respectlvely; Dlscountlng these cash flows to zero glves an 1nter- i'
‘inal rate of return on the loan of 3.12 percent 1f the bank pays taxes in
!
‘;the 22 percent tax bracket, and 2. 08 percent if the bank pays taxes 1n the
48 percent tax bracket. | |

‘Table 2 outllnes the cash flows for the farm operator under the loan

bf;option._ Agaln the analysis is done for two different tax rates, 22 percent -

. ]jﬁﬂd.48 percenttvfusingvthe 22 percent,tag’rate”the_net after_tax,cash_outflow SR




 Table 1. Bank Income Analysis' Loan‘(:_ |
' . $15 000 Loan @ 10% Interest.-bv G
"nf_:'ivj}fv : 22% Tax Rate B ‘ '

R‘Interest and
..Other Expenses

- ;  Net After
v ,Fat 673 o

‘Taxable After )
~ Tax Cash Flow

Income. Tax’

7Interest Inc0me :

. Year Cash Flow . at 10%

LW RO |

¢1’5,7‘"

TOTAL

4,732
4,732

4,732

0

$15,000 . m
4,732 - . .$1,500 - -
1,177
821
o 430. -

-0

‘.

‘ ff $a3900j,bv

7060
o493

258

0

- $ soog,
471

C 328
172
e

$132
104

72

38

-$15,000
3,700

3,922

4,167

4,436

$ 3,928

143,928

$346

$1,225

f’Internal Rate of Return

3,lzzaf’ B

:v_ .t_$2;357

$1,571

48% Tax Rate e

"Interest and

. Interest Income  Other Expenses - ;'Tagableﬁffﬁ  Net After

~ Year ‘Cash Flow .&,

at 10%

_at eua/

- Income Tax

" Tax Cash Flow

PWN = O

5-7‘

TOTAL

 -$15,000
132

4,732

4,732
4,732

. $1,500 . -

‘,”1,177A7:{

- 821 .
430

% 9000
o060
o493

o258
S

8§ 600

4288
o471
328
o2

226

1572iml5
ojzrn.e

-$15,000

3,544

“f’3 800

-0

$ 3,928 -

'$3\928»'

; .$2’357 -

©$1,571

$754

$ 817

;.Internal Rate of Return

o

2. oéb/

R“a/ Interest and other expenses are computed at 6% of the loan balance outstandlng

_This represents ‘the costs pald by the bank for depOSltS as well as the other costs -

: :f Of serv1c1ng the loan. .

"‘b/ The 1nterna1 rate of return is that annual rate of dlscount whlch w111 make net

:rjf ater tax cash flows equal zero,

o on 1ts 1nvestment in the loan..ﬂ

It represents the net margln earned by the bank

4,082
4, 391: JURTS
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"TehleMZQx Eggﬁ;operater Cost Qnaiysie;;‘Loanf'

' ',ef;$15,000 Loan at - 10% Interest
. ‘f; 22% Tax Rate

; Deprec1at10n17v
Sum-of Years .-

o Net: After
: . T vt -,Salvage . Investment Reduction Tax Cash -
:,Year“ . Cash,Flow Dlolts ’erest Value(Sale) Credit " in Taxes Outflow

. § 5,000 ¢ N ’ K S - - - §s, 000‘ '
4,732 $ 5 000 - $1,500 : - 81,400 $2,830 - 1,902
Y 732 4,280 1 w77 o ... . 1,200 - 3,531
- 4 732“ “,:f%2;860 o ) 430*\‘ ) 'e'i'eﬁg e;v‘. 'F: 5v . 724 . 4,008 o
0 2,140 0 '-‘,,'-“j;,n TR ¥ & N Y & N
: o 1,420 - 0 Ll 312 - =312
0 7200 00 _- $2 000 R .”-‘n-f;  '-282 o =1,718

e N D W N S ]

; msrAL | $z3 928 $20, 0007";" $3;923 . §2,000 $1 400 B $6, 2241‘ $15,704

%15,704
$13,861 .
$12,373.,_

Pres ent value of net after-tax cash flow at:, 'OZ opportunlty cost
' e : 0 10%. opportunlty cost
'»',20% opportunltyncost‘

ﬂ It W

48% Tax Rate

Deprec1at10n : v_”. f‘ ‘t:v._,’”;f"v o ~ - Net After
D " Sum-of-Years = Salvage = Investment Reductlon Tax Cash
TYear Cash Flow Dlglts Intetestﬁ» Valug(Sale) . Credit ___in Taxes Outflow o

$ 5,000 B A §s, 000

- 4,732 $ 5 0001"_:,»$31;500~f:' o 81,4000 $ 4, 520;. o212
47n9‘,-4mmg"_hnif B I ‘26wj_'LH3<
4,732 3,580 ... . 821 B R SR _' 2,112 = 2,620
- 4,732 2,860 . - 430 . 1,579 . 3,153
0. 2,100 0 0 o 1,027 0 -1,0270

] oo 1L,4200 o 00 T 682 - -682
o ... 720 ... .0 . $2,000 . -6l4  -1,386

snc\m.mwwu-u’:»

»
Q.
<l

A
£

t-(

$23 928 - $20,000 . $3~928'"' - $2 000 4$1u400‘f 1$11,925  $10,003

"$10,003
$ 9,326
$ 8,652

Le esept value of net after tax cash outflow at: - O% opportunlty cost
: : Lo . : 10% opportunity cost .
209 opportunity cost

e h~

= " = L
L . -
B -



'fopportunr ;o

. bracket,

s $15 705~- The present value of that cash outflow ranges from $15 704

“under a O eercent opportunity cost of capital to $12 373 under a 20 percent

If the farm operator is in the 48 percent tax

:gcash.outflow-is $10,003, The\presént

! “M»vaiue}ef ;%'; ;Iowvlsfreducedgto $8,6§27uﬁderfa320~perCént¢Qpportunity~

L Flous o

- o..eost. of itaigf“;
.4 finape

;vments”of”$3i§00“Wit’ﬂ

o fihegghestfon we' w1sh to address here 1s under what condltlons, 1f any,

S mlghtvbe mutuallyaadvantageous. Table 3 Outllnes the cash

£ r,a f1nanc1a1 lease which requlres 7 annual 1ease pay—

&/

cach” lease payment prepald - The net after tax cash

iffflow'for~th banx 1n the 22 percent tax bracket is $1 713 " The rnternal S
”y¢rate ef retern for these cash flows is 2 90 percent ThuS-for-bank in theﬁ'ol

22 percent’tax bracket the 1nterna1 rate of return would be 0 22 percentage

s 1o wer under the f1nanc1a1 lease Speclfled than under the 1oan. For

b;n the &o percent tax bracket the net after tax cash flow 1s $1 609

V'J;and the.antsrnal rate of return is 3 13 percent. For thlS case the f1n~'

. .ane al lease would result in a net return 1 05 percentage p01nts hlgher than"fr

R

“ﬂ,“the loana',ff“Jvf, ’ii”l'f *;”ﬂﬁrffivf

cf“rtunity coBt.

;;bxaaker tne}f anci

- Table 4 ou llnes the farm operator cost analysrs for the 1ease alter~

ﬂlhnatlve; For a- ~arm‘nﬁerator 1n the 22 percent tax bracket the net after{
bf.tax cash outflow is $17 472 $1 768 larger than for the loan. However,fif .A
’k[:one accOunts fOr the*time value of money, the 1ease is. $152 better at a 10
Qlwpercest snportunaty'cnst of cap1ta1 and $1 068 better ata 20 percent oppor-;h”

tnnlty best of ,capltare If the farm 0perator 1s in the 48 percent tax ,

ease is: better only at the 20 percent level of oppor-,fft'




Table 3. Bank Income,Analysis:thease

K Tai RateZZZZ

o Interest and Deprecxatlon" j 1 S S ‘;:.. S '.mNet After
B Cash ~ Other ,';é) Sum-of-Years Salvage Investment Taxable . Tax Cash '~
" Year . Flow ?“;Expensesw@ﬁ%— Digits _ Value  Credit _  Income _Tax Flow

-$20 000 - ‘ S L T .. - - -$16,800
3,200 S S T - , L o
3,200 - - $1,008 » $ 5 000 . $1,400  -$2,808  -$2,018 . 4,210
3;2000 876 | 4,280 0 . . -1,956 =430 2,754

3,200 . 737 3,580 N ~1,117 =246 2,709
13,200 ©..589 .. ..2,860 G e w249 -55 - 2,666 -

- 3,200 4433 2,140 SR S 627 - 138 2,629

©3,200 266 - 14200 - S 1,514 333 2,601

0. 90 - 720 . $2,000 - 4,390 966" 944

TOTAL § 2,400 __ $3,999 - $20,000 __ $2,000 __ §1,400 § 401 -$1.312 S 1,713
Internal Rate of Return:. 2.907% T : - . - v :

\lmul-t-\t»to)-t _

Tax Rate 48% . ::X.ﬂ' B f. o

Interest and Deprec1at10n_ ' o '_b o AeA : o Net After
.- " .Cash Other _ a/ Sum-of-Years = Salvage Investment. Taxable o ' - Tax.Cash -
Year Flow Expenses-@6%f -Digits‘ Value °~ Credit Income Tax Flow

»-$2o 000 AR .~';-ﬂ{;*.; T —$lo 800,,
3 200 - $1,008 . $5,000 . $1,400  -$2,808 -$2,748*, _' 4, 940,g.
3,200“ ' 876 .~ 4,280 - oo =1,956 =939 3,263
3,200 - 737 ', 3,580 S o -1,117 0 =536 2,999
3,200 589 2,860 o =249 -120 2,731

3,200 433 o200 T 627 0 301 - 2,466
3,200 . 266 1,420 o 1,514 727 . 2,207

0o 90 7200 $2,000 4,390 2,107 - =197

"TOTAL $ 2, 400 $3, 999V' .$20,000  $2,000 $1,400 - § 401 -$1,208 : .$fl,609
. Internal Rate of ‘Return: 3 137b7 - : . . R

\:c~uve~oyh:>u_'

:“a/ Interest and other expenses are computed at 6% of the funds the bank has 1nvested in

the leased machlnery. At any p01nt in time this can be calculated as: In1t1al

investment + 1nterest and other expenses less - lease payments received. ‘ o

,ib/ The internal rate of return is that annual rate of dlsc0unt which w1ll make net after

- tax cash flows equal. zero. It represents the net maxgln earned by ‘the- bank on 1t s

: investment in the leased machlne."
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ig,TabIé:A:':Farmloﬁerator Qbst Aﬁaiysiszl_Léése

| Tax Rate 22%

S R R A “Tax Deductlble e Redutfion‘  Net After Tax
- Year “Cash Flow. .= Expense :‘ﬁﬂ _in Taxes ___Cash_ Out Flow L

$3 200 S T $32my'*
03,200 $ 3, 200 e $ 704 S 2,496
. 3,200 3,200 o 04, L 2,496
G+ 93,200 - - 93,2000 .;;704_ T 2,496
3,200 - .7 3,200 o orea 2,496
93,200 3,200 . .. . 22704 - 2,496
3,200 .- 3,200 o704 2,496
0 - ~.3,200 06 e =704

NOUVPWR O

 TOTAL $22,400 . .$22,400 ' $4,928 o $17,472 -

i{ Present Valde*ofunét after-tax flow at: 0% opportunlty cost = $17,472
G S - - 10% opportunity. cost = $13,709
ZOA opportunlty cost $11,303‘

ll w ‘II

Tax Rate 48%,

o e o : , - Tax: Deductlble o EReductlon - vNet After Tax = . -
’}.Year o ‘Cash Flow - . Expense - oinTaxes - "Cash Qut Flow

$ s, 200“‘ S : ,{’},_,  R s 3 200»‘_;f
03,2000 %3, 200 R $ 1,53 . . 1,664
af 3,200 J.A~.<3 200~ 1,536 - .. 1,664
3,200 - . 3,200 ~=;"5.;11>L;£1 53 1,664
©3,2000 - - .. 3,200 1,53 . 1,664
3,200 03,2000 1,536 1,664

SCNouRWN RO

0 TOTAL . $22,400 $22 00 $10,752 o $1L,648

rilPrésént.value of net after tax flow at: % opportunlty cost :
o ' VT - 10% opportunity cost
20% Opportunlty cost

n u
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Jf Table 5 summarizes the financial outcomes of the lease vérsus purchase

‘hoption forvalternativc tas rates and opportunity costs of capltal Clearly,
the lease may be mutually advantageous when the bank is in: the 48 percent tax17
'-:bracke zand the farmer is in a low tax bracket and has a hlgh opportunxty
: cost of capital The 1mplicat10ns are that f1nancxa1 leases are more likely
v_to be offered by "large" banks than "small" banks because the 1arge banks j
’f,would be more llkely to be in the 48 percent tax bracket, L1kew1se, fln-f
anc1a1 leases are more llkely to be accepted by a farm operator whose 0pera-
. stlon 1s”grow1ng rapldly and whose Opportunlty cost of cap1ta1 is hlgh |
;’uhhﬁél | It should be recognlzed that the f1nanc1a1 outcomes prev1ously dlS-?
i';cussed are strongly 1nf1uenced by the lease payment seleeted £or the.analysis,}‘d,:'
v'x;,The lease c0u1d be made more (1ess) advantageous to the’bankf(farm operator).f
'f{:by.rar31ng the annual lease payments. In practlce, tax advantages galned by ‘:vo

”“»habthe lessor a e not often passed on to the ‘lessee in the form of lower lease

'f;ﬁf? payments. However, cooperatlve agencles,QSuch as’ Productlon Credlt
H:,AAssoc1at10ns, c0u1d be expected to pass potent1a1 tax advantages to thelrf,'"

’member borrowersvln the form of 1owervlease payments."

~ Cash. Fl"ows'-: -

In comparlng the cash flows for the farm operator, the loan alternatlve
':l_requlres relatlvely greater cash outlays at the start of the 1nvestment

S vperlod, Consequently, the lease alternatlve could prov1de a more de31rab1e_

. cash flow 51tuat10n, espec1ally to young operators or others faclng a tlght

:::_cash Posltlon. However much of the potent1a1 cash flow advantage of thebjy

Tv:"léaseicagld%be °ffset bY-avloan'whlch%mQre aCQurat?lYttred;loan P?lments'tOEjhj
-;the useful 11fe of the eqUipmenc, , - L L , )

For the bank the cash flows for either the lease or’ loan -are a constant

- stream, but the loan alternative results in a recapture of the 1nvestment ‘

Jf"much more rapidly.ruhl;”:“
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Table 5: Summary of Internal Rates of Return and Net After Tax Cash Flows
for Alternative Tax Rates and Opportunity Costs, .

Tax Rate R
S 22% | 487,
__Participant Loan 1. Lease _Loan | Lease
Bank{ | (pefcent) .
_Internal Rate of Réturﬁ' 3.12 2.90 - o2.08 3.3
Farmer;. | | | |
. Net After Ta# Cash butflow v (Dollars)
6péoftunity Cost =.‘OZ 15,704‘ 17,472 10,063 11,648
Oppéftunity CostAu'lozf 13,861 | 13,?09 | 9,326 9,659
ot = 12,373 11,305 8,652 8,305

' Opportunity Cost = 20%
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~ An important concern'fbr“the;bank”isuthe‘“multiplier effect"»of'their..

~11nvestmeﬁts;_ Investments, either through loans or leases, create economic

activity in the community and this in turn can lead to greater deposit growth"ff

- anﬁj urther expansxon.' The question is whether the’"multlpllerweffeet" is

"'s-the same for the lease as for the loan.: Inltlally, both the lease and loanv

g generate the same: level of econ0m1c act1v1ty, since they both result in the

vfpurchase of the,machine. “But the loan 1nvestment is recaptured more rapldly
?and addlt;onal lendlng could result in greater "multlpller effect" because‘
'liof the more raprd turnover of 1nvestment funds on the part of ‘the bank
'hfﬁowever, the "multlpllerleffect“ ‘would depend upon what farm operators do ’

vﬁf:w1th the dlfference ln-amounts_repard tomthe banhrunder“the 1ease versugpghe]fa,

“ﬁ~10an.'

H"'RlSk

RlSk faced by the farm operator is changed in several resPects under

'aipthevleaSe. ,First there-is-a.risk thatrthe financial 1easevm1ght be con-

sidered a conditional sales contract by the Internal Revenue Service.éjﬁ
,Such‘a“rulfng would-cause'the transactiOn to 'be consideredha credit financed*

ﬁ'purchase thereby negatlng the. potent1a1 cost advantages of the lease. Sécond,‘o"

the rlsk assoc1ated w1th salvage value is altered By nature of the amount .
‘of lease payments, the operator is 1n effect guaranteed a set salvage value.,

Thus the rlsk of a hlgher or lower salvage value than 1n1t1ally ant1c1pated -

is shlfted to the lender.b Thlrd for farm Operators w1th cash flow problems

the cash flow pattern offered by the 1ease may reduce the rlsk of default.

l.lFourth the lease. could reduce flex1b111ty for . the farm ‘operator because the
-loanvis ofﬁa'shorterldunatron and,prepayment of 'the 10an°w1thout;penalty_j'

 may exist, - :;fif. T i:, R E U A
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Risk is also altered for the bank A financial lease could alter risk.

‘ﬁf;for the bank because a lease payment obligation does not have the same'f

'priorlty that debt has in a bankruptcy case., Another risk alluded to

"earlier is: the rlsk assoc1ated with estlmatlng salvage value, a rlsk the"

bhbank undertakes., In addltlon the bank would need to be concerned w1th

'.j sPeCLfylng condltlons of maintenance, partlcuarly near the terminatlon date‘
3,:of the lease.v Unless spec1f1ed in the lease, the lessee has little 1ncent1ve’

':jfto undertake normal malntenance and repalr near the end of the lease perlod

x lee the farm operatox, the bank also faces the rlsk of the contract belng

l

]

”'f cons1dered a condltlonal sales contract. -To effectlvely analyze a lease
e verSus loan optlon both the 1essor and 1essee must con31der cost and 1ncome

”3Qf=Values,fcash flowsvand“thebdegreehoryrisk»invdlved.‘»H'

“fimplicaﬁions forfMeasuringﬂFarm FinancialﬁStructure ‘

| f;What is the overall 1mportance of farm machlnery lea51ng? Evidence to

ﬁfanswer thlS questlon is fragmentary. (Barry and Sutton) found that, for a ‘,f.
'°7ffsamp1e of machlnery dealers in Texas,’over 45 percent offered operatlng and/

'Qf-or flnanc1a1 lease alternatlves., They also found that "lease purchase ,A

methodsaof financing“ accOunted»fordclose,tox3 percentaof all machlnery sales.

“. A study by'(BarlasS).Oanorthern Illinois extension specialists found‘that'65 a ,'kf
jfvpercent of'the‘resbondénts'indicatedftraCtors were being leased in their

"-jareas;

Fragmentary ev1dence 1s of 11m1ted value in assess1ng the overall im- .

pact of farm machlnery 1ea31ng on flnan01a1 structure of the farm sector. ;

Recognltlon of thlS potentlally 1mportant 30urce of equlty capltal in agrl-

"culture 1s now needed

The Census of Agrlculture for 1974 asks "What is the estlmated market '

uhid’ value of all machlnery, equipment, and lmplements usually kept on this
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place and used for the farm or ranch business?" Thus Census estimates of

the value of farm machinery include the value of all farm machinery loceted

'Qon.farms including'any which is controlled by an opereting or financial

»lease. Thus dlstlnctlons between owned machlnery and leased machlnery

are not. avallable through Census of Agrlculture data.

The,lack of information on the ‘extent of farm machinery leasing

-creates problems in macro analyses of farm flnanc1a1 structure.f Estimates

- of operator equlty capltal being used in farmlncr operatlons are dlstorted

. In addltlon, studles Wthh relate either the value of machlnery stocks or

Acapital'purchases to_operator debt and/or”financialvassets are distorted.

- These distortions arise_beeause'leasedtmachinery is not a part of the stocks

- of capital owned by operators nor is it considered a capital purchase by

o de¢1ine>of,machinery leasing.

”'Aférm“operators, Unless changesiare made to our data system, these distor-

~ tions will grow or decline in direct correspondence with the gromth or

4
-/
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This:work has‘inspired‘iﬁ part by somewhat similar efforts of Charles

ﬂBenﬁett of the"Federal Intermediate Credit Bank of St. Louié.,

Another alternative is custom hiring the services to be performed, but

that altcrnatlve is not dlscussed here.

The payment of $3,200 represents an annual payment equal to 16 0 percent

'.of the or1g1na1 cost of the equipment.

The analy31s in Table 3 is set up such that the first payment is made at
the 1nit1at10n of the lease, and the second payment at the start of the

second year, etc. However, except for computing taxable income, figures

in Tables 3. and. 4 are calculated such that theleecond payment is dis-

i counted at the end of year one rather than at the end of year two.

Iax~regulatieﬁs regarding financial 1easing are quite cemplex} A good

- discussion is available in various Internal Revenue Service publications.
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