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ECONOMIC BENEFITS OF
LEASE FINANCING

4

incentives for lease financing, and the costs of leasing from
a public policy perspective. It quantifies leasing as it relates

____‘ to other sources of business investment, offers a profile of
the equipment leasing industry and investigates leasing’s

contribution to business investment and employment.

f/l\?
! BY BRIMMER & COMPANY, INC.
¢ An executive summary of an indepth analysis of the
economic impact of the equipment leasing industry on
' the U.S. economy, the article reviews the economic

14 YIELD ANALYSIS
FOR LESSORS: A PRIMER

BY JAMES M. Joxnson, PH.D.

The article presents a number of the more frequently
encountered measures of yield. The notions of pretax

and after-tax yields, nominal and effective yields, return
on investment, internal rate of return, multiple investment
yields, and standard sinking fund yields are defined and
discussed. Example single investor and leveraged leases

are developed to demonstrate the calculation of the
various yield measures presented, and the similarity among
leveraged lease yields.




MODELING A LEVERAGED
LEASING COMPANY

BY THOMAS E. SCHRICKEL

The author describes how computerized modeling can
provide management of a leveraged leasing company with
a tool to forecast the size of net income for a wide range
of marketing strategies, employing a variety of volume
levels and transaction types. The article explains how such
modeling can be done, starting with tax modeling and its
determination of new business volume, and concludes
with financial statement modeling and capital structuring.

ADOPTING THE MARKETING CONCEPT: 38

THE KEY TO LESSOR SURVIVAL—AND PROSPERITY—IN THE 1980s

BY THOMAS C. WAJNERT

The article takes the position that the equipment leasing
industry has matured to a point where the old marketing
formulas no longer apply, and suggests re-evaluation of stra-
tegic positions based on an assessment of market needs,
competitive forces, technology, and financial objectives.

PROPOSALS FOR A UNIFORM 4.4
PERSONAL PROPERTY LEASING LAW:

A NONTECHNICAL SYNOPSIS

BY ALICIA NAVAR NoyoLa, Esg.

Because various laws may be applied to a leasing
transaction depending upon whether the transaction is
viewed as a true lease or simply as a financing, a uniform
personal property leasing law has been suggested to clarify
the treatment of lease transactions. The article discusses,

in a nontechnical manner, these varying laws and reviews

some proposals for a uniform code. . A— -







Senefits of

cing

The following article is the executive
summary of a study by Brimmer & Com-
pany, produced under the direction of
Andrew F. Brimmer, Ph.D. The study was
initiated to determine the economic cost
and benefits of guideline leasing in general
and its implementation in specific
industries. The relationship between leas-
ing, investment and employment was
included in the parameters of the study.

Because of the limited amount of
statistical data available in this area,
much of the basic information used in this
analysis was constructed from a variety of
sources. While @ major amount of informa-
tion was provided from studies and records
of the American Association of Equipment
Lessors and other industry sources, data
was also provided by the U.S. Department
of Commerce, the Federal Reserve Board,
a compilation of corporate annual reports,

and World Leasing Yearbook.
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Traditional guideline leasing con-
stitutes a major source of capital for
American industry. This method of
financing has helped to expand the
availability of funds—and to reduce the
cost of credit—to many segments of
American business which would other-
wise find it difficult to obtain the
equipment and facilities needed to
expand the supply of goods and ser-
vices on which the welfare of the
American public depends.

These general conclusions are
derived from a comprehensive assess-
ment of the roie which lease financing
plays in capital formation in the
United States. The study is based on a
newly collected body of statistical and
other information which made it possi-
ble to describe the pattern and
magnitude of lease financing in
American industry in recent vyears. It
was also possible to estimate the
number of additional jobs which leas-
ing heips to create through the financ-
ing of new investment in plant and
equipment.

Brimmer & Company is a diversified economic
and financial consulting firm, established in
1976 by Andrew F. Brimmer, a former member
of the Board of Gavernors of the Federal
Reserve System. The firm conducts research on
financial developments affecting financial
institutions, trends in economic activity and
interest rates in money and capital markets. It
has prodiwced a number of studies on employ-
ment, technology, economic growth and industry
structure and competition.
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Economic Incentives
for Lease Financing

The acquisition of capiral equip-
ment through leasing has expanded
substantially in recent years. This was
primarily a reflection of the increased
appreciation of the economic benefits
provided by this source of financing.
The tax incentives introduced in the
1950s and 1960s—designed o encour-
age investment spending-gave a strong
boost to leasing. The reason is straight-
forward: If a firm needing equipment
faces a tax situation which precludes its
taking advantage of accelerared depreci-
ation or the investment tax credit, it
can lease the equipment from another
company which can use the tax bene-
fits. The availability of tax benefits to
the leasing company enables the latter
to charge rents below the cost to the
user of purchasing the equipment.
Thus, leasing lowers the cost of capital
to many businesses while providing tax
benefits to lessors who bear the risk of
ownership.

Beyond tax incentives, however, a
number of other economic factors
make leasing an attractive financial
instrument for many companies. These
include the high cost of tying up cash
in equipment purchases that might be
better employed in other uses (such as
the provision for working capital) or to
acquire short-term financial assets.
Moreover, compared with the use of
bank loans to purchase equipment,
leasing requires a smaller down pay-
ment, and it typically involves fewer
restrictions, Many lease arrangements
also include maintenance and repair
services.

)



Costs of Leasing:
Public Policy Perspective

Table 1
The benefits of leasing (particularly
FINANCING BUSINESS INVESTMENT, 1980-1983 ' the tax savings) accrue primarily to the
{amounts in billions of doflars) lessor and lessee, the principal parties
to the transaction. The counterpart of
Category 1980 1981 1982 4983 F these private tax savings is the loss of
' tax revenue by the federal government.
Business Fixed : Thi:ls loss of tax revenue is roughly
Investment 2092 346.1 2476 3270 _ equivalent to expenditures of federal
Strucluses 1196 1207 1414 1302 funds, and they are computed and
Producers Durable accounted for as “tax expenditures.”
Equipment 198.6  216.4 206.2 1897.7 _ For instance, in fiscal year 1982, roral
- tax expenditures were calculated at
Selected Sources $253.5 billion. Of this amount, $198.4
of Funds _ billion were benefits to individuals, and
Equipment Leasing 435 55 576 612 the remaining $55.1 billion (21.8% of
Corporate Equilies 29 —115 o 8.5 the total) were benefits to corporations
Corporate Bonds 328 356 42.0 42.4 ' . )
: These benefits to business enter-
Commercial Mortgages 20.7 - 1.1 -08 6.9 . ) }
Commercial Bank Loans 28.3 42.8 387 — 7.4 prises represent a direct reflection of
_ the express intent of Congress to pro-
Sources of Funds as a : vide benefits and incentives—through
Percent of Business, : the tax code—for companies to under-
Fixed Investment take certain types of economic activity.
Equipment Leasing 14.1 16.1 16.6 18,7 The most important of these specific
Corporate Equities 42 -33 0.5 2.6 objectives is the stimulation of invest-
Corporate‘ Bonds 10.6 10.3 12.1 129 ment in new plant and equipment. The
Commem,‘al Mortgages 6.7 ~0.3 -0.2 2.1 tax benefits derived from leasing have
Commercial Bank Loans 95 124 111 —-2.2 b . ¢ .
een a major source of support for this
new investment.
F = Forecast ' For instance, in fiscal year 1982,
Source, Compred and calculated by Brunmer & Company Data onbusiness hixed invesimenl {from U 8 tax benefits associated Wit}‘l all lease
Deparlment ol Commerce. Burgau of Econamic Anglysis Data on sousces of lunds from the Board of \ financing are estimated at $67 billion.
Governors ol the Federa! Reserve System Data on equipmenl igasing caiculated by Bnmmer & Com- o . o
pany. based on the Amencan Associahon ol Equipment Lessors. Annual Survey of Accouniing and ) Th!S ﬁgure represented 3 ]- 4 /6 Of total

Buswmess Prachces 1980, 1981 1962 rax benefits generated by capital expen-
ditures. The leasing-related benefits
were divided into those associated with
traditional guideline leasing ($4.0
billion) and safe harbor leasing ($2.7
billion). Thus, despite che large but
transitory impact of safe harbor leasing,
the traditionally used guideline leasing
accounted for 60% of the tax benefits
derived from leasing. Consequently,
lease financing clearly has an impor-
tant-and growing—role in the promo-
tion of new capital investment. lts
share of tax benefits appeats to be an
accurate reflection of the contributions
this type of financing makes to total
investment expenditures.
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Lease Financing of

Business Investment Teble 2

Lease financing has expanded to
the point where it is the most impor- CAPITAL EXPENDITURES AND LEASE FINANCING
tanr single source of funds to support OF SELECTED TYPES OF EQUIPMENT, 1982
business expenditures for capital equip- {amcunts in billions of dollars)
ment. For example, as shown in Table
1, in 1982, spending on business fixed Capital Lease Financing
investment amounted to $347.6 billion. . Category Expenditures Amount percent of
This toral was divided into outlays for capital expenditure

structures ($141.4 billion) and pro-

ducers durable equipment ($206.2 Computers 340 >0 17

billion). In the same year, equipment Railroads - Ciass | 2.0 0.7 35.0

leasing is estimared at $57.6 billion. At Motor Vehicies 301 9.3 30.9

this level, lease financing was equal to :

16.6% of total business ?ixed invest- Arrcraft 40 '8 450

raent. It also represented 27.9% of Shipping? 3.1 0.7 22.6

outlays for producers durable Agricultural

equipment. Equipment? 13.3 0.7 53
Moreover, during the last few Equipment and

years, leasing has risen faster than total Faciities:

capital expenditures. Lease financing as State and Local

a proportion of the latter climbed from Governmenlst 14.6 2.0 13.7

14.1% in 1980, to 16.1% in 1981, and
to 16.6% last year. During 1983, the

fraction is projected to l’iSE fUl’thEL’ o ' Capilal ieases pius tax benelll lransiers
o Capital expendidures consist ol 1he value ol newly produced nonmililary vessels

18 G ¢ Farm gross capital expendilutes (512 b brion) plus new ieases ol equipment {30 7 billony 1981
These estimates suggest [hat leasing * Eshimated outiays for equipment {512 6 billion) plus new jeases {32 0 biton). 1981

is a more important source of funds to Source Estmates by Bummer & Company 3

meet business capital requirements than
either new equity issues, corporate
bonds, commercial bank loans, or
commercial mortgages. Leasing is at
least five times as important as new
equities or commercial mortgages and
nearly one and a half times as impor-
tant as corporate bonds and commer-
cial bank icans.

Lease Financing:
Industry Profile

While leasing finances about one-
sixth of business fixed investment
across American industry taken as a
whole, the proportion is much higher
for a number of important types of
equipment. The broad pattern and ex-
tent of reliance on leasing can be seen
in Table 2, which shows capital expen-
ditures and lease financing of selected
types of equipment in 1982,
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Table 3

LEASING AND EMPLOYMENT, 1981

New Jobs per Vatue of Leases Increase in

Industry 31.0 Biltion of on New Equipment Employment
investment {billions of
Spending doliars) (number)
Computers 43170 4.1 176,997

Office Machinery
and Equipment 41,080 3.1 127,348

Transportation
Equipment 20,542 15.0° 08127

Construclion
Machinery and
Equipment 25170 1.6 40,272

Production
Machinery and
Equipment 26.410 6.9 182.229

Nonproduction
Machinery and

Equipment 27.880 35 97.615

Agricultural

Equipment 24720 2.9 71,688

Medical

Equipment 33,430 2.0 66,860

Other Equipment 30.302 3.0 90,906
Total 27,602 421 1,162,042

Includes arcratl frecks, busimess avtomotbste lieets {100 more and shipbuilding basedon eslimites

by Bammer & Company

Sources Value ol new leases estimated by Bummer & Company Basic data lrom the Annual Survey of
Accountng and Busmness Practices Amencan Associalion of Equipment Lessats 19682 Increases in
employment calculated by Bnimmer & Company
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Capital expenditures for aircraft are
the most heavily dependent on lease
financing. In 1982, such expenditures
came to $4.0 billion, and leasing pro-
vided $1.8 billion: (45.0%) of this
amount. Second in line were railroads,
where $700 million in leasing
accounted for 35.0% of capital outlays.
Close behind were motor vehicles.
Businesses spent $30.1 billion for this
type of equipment, and $9.3 billion
(30.9%) was provided by leasing. In the
case of shipping, nearly one-quarter
{22.6%) of the value of newly produced
nonmilitary vehicles was covered by
leasing.

Capital outlays for computers
amounted ta $34.0 billion in 1982.
Leasing supplied $5.0 billion (14.7%) of
the required financing. Spending on
agricultural equipment came to $13.3
billion. However, lease financing has
not made much headway in this sector,
and it accounted for only 5.3% of total
capital expenditures.

While not directly comparable to
rraditional guideline leasing trans-
actions, lease-purchase financing of
equipment and facilities by state and
local governments has been increasing.
in 1982, this type of financing
amounted to $2.0 billion and repre-
sented [3.7% of the estimated $14.6
billion in outlays for equipment ac-
quired by these jurisdictions. The
volume of lease-purchasing of equip-
ment and facilities by state and local
governments has nearly tripled over the
last three years. This rapid growth has
been stimulated by the seriously
adverse economic and fiscal problems
faced by states and municipatlities.

Leasing, Investinent,
and Employment

Leasing makes a major contribution
to the creation of new jobs in che
American economy. This contribution
arises primarily through the support of
business spending on new plant and
equipment. Such outlays stimulate the
demand for capital goods and for a
variety of related products and services.
As output tises to meet these demands,
labor requirements increase, and new
jobs are created.
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The impact of lease financing on
new job creation is illustrated by the
statistics in Table 3. The first column
of figures indicates how much addi-
tional labor (input) is required to bring
forth a specified amount of production
(output). For the present analysis, it
was assumed that an additional expen-
diture of $1.0 billion was made on new
equipment in selected industries. For
example, a rise of $1.0 billion in
outlays for computer and equipment
increases toral employment by 43,170
persons over what the level otherwise
would have been. (This gain consists of
17,050 jobs in the computer industry
plus 26,120 jobs generated in related
supplier industries.) Surnmary estimates
of added employment per $1.0 billion
of new investment spending are also
shown for other industries.

The second column in Table 3
shows the value of leases on new equip-
ment in 1981, These amounts, when
multiplied by the number of extra jobs
in the first column, provide an estimate
of the increase in total employment
generared by the volume of lease financ-
ing of the types of equipment in-
dicated.

For example, lease financing of
computers and equipment is estimated
to have stimulated the creation of
about 177,000 new jobs in 1981.
Among the eight types of equipment
shown, the number of new jobs ranged
from just over 40,000 in construction
machinery and equipment to more
than 308,000 in transportation equip-
ment. In the aggregate, it is estimated
that the $42.1 billion of equipment
leasing shown in Table 3 stimulated the
creationn of more than 1,000,000 new
jobs in 1981.
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Concluding Observations

The results of this study lead to
several important conclusions: Tradi-
tional guideline leasing does derive a
part of its appeal to investors from the
federal income tax benefits associated
with the capital expenditures financed
under this type of arrangement. How-
ever, those benefits are an integral part
of the series of tax incentives which the
federal government has provided to
help achieve a variety of werthwhile
public purposes. And among the latter,
the stimulation of investment and the
creation of new jobs have been given
the highest priority on the agenda of
national economic policy.



