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THE ImMpaCT OF TEFRA
ON LEASING TRANSACTIONS

BY JAMES M. Jounson, Pu.D.

TEFRA permits equipment owners to elect one of two [TC/depreciation
options for tax purposes—each inferior to the package available under
ERTA. This article examines the extent of TEFRA’s inferiority by
estimating the percentage increase in lessee rents necessary to “pass
through” the tax benefit reduction. The article also establishes optimum
- TEFRA elections for three and five-year propetty.

12 IN SEARCH OF TAX LIABILITY

BY VINCENT CANNALIATO, JR.

The article outlines the reasons for the diminishing availability of tax
base for lease transactions including its most likely ramifications.
Describing some of the more common reactions to the lack of equity, the

article outlines a series of long-range solutions to this major leasing
industry problem.

16 LEASING BROKERS
& THE SECURITIES LAWS

BY MicHAEL Downey Rick, Eso.

Certain interests in equipment lease transactions may be construed as
“securities” under federal securities laws, which would subject these
interests and the lease brokers who handle them to federal regulation.
The arricle examines the determining factors, finding that registration of
lease brokers as broker/dealers under the Securities Exchange Act of
1934 preferable to possible exposure to noncompliance.




LEASING COMPANY VALUATION:

SETTING A PRICE FOR MERGER, ACQUISITION, OR DIVESTITURE

BY DanieL E. HErFERNAN, Sr.

Due to tax law changes and the continued growth of financial services
companies in recent years, an increasing number of leasing companies
are being purchased and sold. Given this trend, the purpose of this
article is to describe a technique useful in valuing leasing firms. In
addition, the article provides the reader with some insight into the
observed differences between a public market valuation and a private
market valuation. In this context, price premiums and discounts are
discussed as the end result of the valuation process.

THE ENFORCEABILITY OF LEVERAGED LEASE

INncOME TAX INDEMNITIES IN BANKRUPTCY
Y TeED W. HaRrRris, Eso.

The article examines the enforceability of tax indemnity agreements in
lessee bankruptcy proceedings under the Bankruptcy Reform Act of
1978. After describing a typical leveraged lease transaction, the author
presents an overview of the provisions of the 1978 Act and discusses
specific planning that a lessor should consider, focusing on practical
alternatives at the time of bankruptcy.

MANAGING A DIVERSIFIED PORTFOLIO

BY S. RONALD STONE

Examining management components to handle a diverse lease/finance
portfolio, the article considers defining a market, prioritizing efforts,
organization, sales and credit strategies, staff specialists and the controls
necessary to a successful management technique.
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The author is Associate Professor of Finance at
Bentiey College, in Waltham, a suburb of Bost

Prior to Bentley, he was @ member of the finance
faculey at Notre Dame University, In addition to

publishing over two dozen articles and books on

business and finance, Johnson has acted as a con-

steltant to a number of business and professional
organizadons, including the American Associatio
of Equipment Lessors, and has conducted many
conferences on finance and leasing.

Introduction

The Tax Equity and Fiscal
Responsibility Act of 1982 (TEFRA)
reduced the tax benefits available to
equipment owners relative to those which
existed under the Economic Recovery
Tax Act of 1981 (ERTA). As a conse-

quence, it would be expected that leasing
transactions governed by TEFRA would
result in lower lessor yields, higher lessee

rents, or both, than experienced under

by James M. Johnson, Ph.D.

ERTA. The purpose of this article is to
estimate the magnitude of TEFRA’s
adverse impact on leasing transactions.
To accomplish this, the investment tax
credit {ITC)/ depreciation elections
TEFRA. permits is discussed and com-
pared to the provisions which existed
under ERTA. Since TEFRA permits two
options, rules for optimum elections

on.

n

under TEFRA are constructed. This then
permits estimates to be developed con-
cerning the relative impace of TEFRA on
lessee rents {(with the assumption that
lessors pass on this unilateral cost increase
rather than suffer a reduction in yield).
To develop these “TEFRA disadvantage
estimates,” numerous illustrative lease
transactions are analyzed. By evaluating
rent increases necessary for lessors to earn
the same vield before and after TEFRA
for transactions with differing terms, tax
rates, in-service dates, residual values, and
yield requirements, ar: understanding of
the overall magnitude of TEFRA’s impact
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upon the equipment leasing industry is
shown. The final section of the paper
presents a summary and conclusions.

ITC/Depreciation
Elections under

ERTA and TEFRA

ERTA introduced a new and highly
simplified method of depreciation
dubbed the Accelerated Cost Recovery
System (ACRS). Under ACRS, assets
subject ro depreciation are classified as
three, five, ten or 15-year property and

depreciated over that respective number
of years for tax purposes. As part of the
simplification process, 100% of an asset’s
cost may be depreciated; the requirement
to depreciate down to a “reasonable” sal-
vage value was eliminated. Depreciation
deductions for each year are also easily
determined by multiplying the asset’s
cost by percentages set forth in the Act.
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The rules governing [TC were also
simplified under ERTA. Property qualify-
ing for ITC earns a credit eqqual to 6% of
asset cost in the case of three-year
property, and a 10% credit for all other
qualifying property. In addition, ERTA
eliminated a taxpayer’s ability to elect a
longer depreciable life to earn more [TC
{and conversely).! Under the new sys-
tems (ERTA and TEFRA), ITC is deter-
mined solely by the classification life of
an asset—regardless of the tax depre-
ciation life chosen.

Faced with an awesome deficit, Con-
gress approved TEFRA and therein
reduced the ACRS/ITC benefit package
available to asset owners. Owners
placing assets into service may continue
to earn the same amounts of [TC avail-
able under ERTA, or may continue to
depreciate 100% of an asset’s cost, but
not both. TEFRA forces asset owners to
give up some [TC or some depreciation,
whichever is preferred.

The options available under TEFRA
are twofold, and vary for assets of differ-
ent life classifications. Three-year prop-
erty may continue to earn 6% [TC, but

ais requires the asset’s depreciable basis

to be reduced from 100% to 97% {(define
this as the 6/97 option). Alternatively,
three-year property may earn 4% [TC
and be 100% depreciated (the 4/100
option). Five-year or greater property
may earnn 10% [TC by reducing the
depreciable basis to 95% (10/95 option),
ot earn 8% ITC and depreciate 100%
(8/100 option).?

Clearly, TEFRA offers an inferior
mix of [TC/ACRS depreciation to that
available under ERTA. However, since
TEFRA offers two options, the optimal
election must be determined prior to
making a legitimate TEFRA/ERTA

comparison.

Optimal ITC/ACRS
Elections under TEFRA

Three-Year Property

In the case of three-year property,
determining the better election—6/97 or
47100, is a simple matter. The top half of
Table 1 indicates the ITC and ACRS
rax benefits earned under each option
for a $100,000 asset, assuming an owner

Table 1
S
. ?;’OHT?A;-:FE Té( BENEFITS RELATING TO @
’ D FIVE-YEAR PROPERTY e
Property TEFRA T
! ax ®
@ (lass Election Benefit 46% Taxsgzacket
. %, 54% @
-Ve,
, S 6/97 Aggs $ 8000 $6000 36000 @
’ 44620 48500 52380 o
total $50.620  $54,500 358,380
o Fvear o0 aoCs 84000 54000 §a0gp ©
° t 46,000 50,000 54000 e
otal $50,000  $54,000  $58.000 ®
° ,
5-yea
o Ve 10/95 Aggs $10,000  $10,000  $10.000 ©
e | 43700 47500 51300 e
otal $63,700  $57.500 %1300
. ' <]
5-
o 5Vear  B/i00 A!CTg $ 8000 § 8000 $8000 °
° tOHs 46000 50000 54000 ©
a 54,000
° $58,000 362,000 ¢
o
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in 46%, 50% and 54% tax brackets (50%
and 54% represent illustrative composite
rates for businesses subject to significant
state and local taxes). For the 6/97 and
4/100 opticns, I[TC would be $6,000 and
$4,000, respectively. The tax cash value
of all ACRS deductions under the 6/97
option is determined by multiplying the
asset’s cost by 97% times the tax rate.
For example, a 46% taxpayer’s ACRS
value is $100,000x .97 x.46 =$44,620;
this is the tax bill reduction which the
owner will realize over the depreciable
jife of the asset. All other ACRS values
in Table 1 are computed in the same

fashion.

When the total (ITC and ACRS}
tax benefits of the two options for three-
year ptoperty are compared, it is seen
that the 6/97 option “wins” in the case
of all three tax brackets shown (produces
a larger rotal quanticy of cash benefits,
regardless of the owner’s tax bracket). If
an asset owner is a “‘current taxpavyer,”
meaning tax benefits are used to reduce
its tax bill as rapidly as they are earned,
the ITC will be used during the first year
the asset is in service. This means a cur-
rent taxpayer will be cash ahead in year
one by electing the 6/97 option (more
1TC). But since total benefits are also
greater under 6/97, the owner will be
cash ahead? during the entire three-year
tax benefit earning period: 6/97 provides
more benefits up front and more beneits
in total. Not surprisingly, the 6/97
option remains superior even if the
owner is not a current taxpayer. Sup-

pose, for example, that the business
owner placing an asset into service is
carrying tax operating losses forward,
and estimates it will not exhaust these
losses for three years. In such a case, all
benefits under either option would be
forecast to be utilized totally in year
three. If this is the case, 6/97 still wins,
since it will provide more total benefits
at the tdme they can be used. In short,
regardless of an asset owner's tax bracket
or tax status {current or deferred), the
6/97 election will ahways be the better
choice.

Five-Year Property

The optimal election relative to five-
year property is not as clear. Inspection
of the bottom half of Table 1 reveals



TAX BENEFT.

that the 8/100 election will produce
greater total benefits for each tax bracket
shown. However, the 10/95 option will
provide more cash early {in year one)
due to greater [ITC—provided the owner
is a current taxpayer. Determination of
the better option for five-year property
will thus require a more refined analysis.
Conceptually, the better option
would simply be that which produces
the higher present value of benefits. The
probiem is that the present values will be
influenced by the owner’s tax rate,
whether it is a current or deferred user of
tax benefits, which quarter of the vear
the asset is placed in service, and the
discount rate used. This last factor—the
discount rate—should reflect the ownex's
required rate of return on investment or
its opportunity cost of capital (the terms
here will be used interchangeably), and
may differ from owner to owner. To
make the analysis manageable, then,
indifference discount rates {IDR) will be
developed. IDRs will indicate the
required return a business must have

S
PROPERTY oF FIVE-YEAR

Table 2

By YEAR

8/100 £y £

which would cause it to be economically
indifferent between the two options. A
business may then maximize the present
value of tax benefits by basing the
election on whether its required return is
greater or less than the IDR.

The following assumptions will be
made in determining optimal elections
for five-year property: {1) the asset will
cast $100,000; {2) the asset owner makes
quarterly tax payments; (3) the asset
OWNET is a current-year tax estimator
{makes quarterly tax payments based
upon its projected tax bill for the current
vear; and (4) the asset will rernain in
service for at least five years.

The data in Tabie Z defines the tax
benefits derived fram the $100,00C prop-
erty by vear, benefit type, tax bracket,
and election option. The values in the
top third of the table, for example,
define the tax benefits for a 46%
taxpayer. The year one ACRS value of
$6,555 represents the cash value of first-
vear depreciation computed: $100,000%
15x%.95x.46. Le,, the asset's cost is
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multiplied by the first-year ACRS
percentage of 15%, and then multiplied
by 95% to reflect the required TEFRA
adiustment for the 10/95 election. The

@ | product of these first three terms yields a

year one depreciation tax deduction of
$14,250; the deduction times the tax-
payer’s rate of 46% yields tax savings of
$6,555. Other values in Table 2 are
computed in similar fashion. The last
column in the table shows the tax cash
flow difference between the two options,
with 87100 benefits being deducted from
10/95 benefits.

The information in the last column
of Table 2 provides the basis for com-
puting IDRs between the two TEFRA
options. Consider first a current 46%
taxpayer which places the $100,000 asset
in service at the beginning of the first
quarter of a rax vear (prior to its first
quarterly tax filing for that year). In this
instance, the net cash flow advantage or
disadvantage of 10/95 relative to 8/100
for each quarter over the five-year tax
life will be one-fourth of the annual
values shown. Thus, 10/95 has a net tax
cash flow advantage of $413.75 for
quarters one through four ($1,655/4); a
disadvantage of $126.50 for quarters five
through eight ($506/4); and a disadvan-
tage of $120.75 for quarters nine through
twenty. If these tax cash flow differences
are now discounted at a rate which
causes them to collectively equal zero,
their IDR will have been determined
which will permit any business to then
determine which option would be more
profitable. The IDR for this example is
6.9%. This means that under the cir-
cumstances described, a taxpayer with a
required after-tax return on investment
in excess of 6.9% will derive a higher
present value of benefits by electing the
10/95 option. Alternatively, if the
owner’s required return is less than 6.9%
(unlikely) it will be more profitable to
elect the 8/100 option.

Table 3 gives the IDRs for taxpayers
in various tax brackets, for current tax-
payers by the quarter in which the asset
is placed in service, and for deferred tax-
payers which expect to become current
taxpavers in one or twa years. In all
cases, the IDRs shown are nominal
annual rates, meaning that the quarterly
indifference rate was calculated and then
multiplied by four. Effective annual rates

SPRING 1983



may be computed by adding cne to the
decimal equivalent of the quarterly rate,
raising the sum to the fourth power, and
subtracting one from the resule {the 6.9%
nominal rate translates into an effective
rate of 7.1%, for example).*

IDRs for the case of a current tax-
payer placing the asset in service during
the second, third, or fourth quarters
were computed by dividing first-year
cash flow values from Table 2 by three,
two and one, respectively; cash flow
differences for all subsequent periods
were identical to the first quarter in-
service case. (The assumption here is
that if the asser is placed in service
during quarters one, two, three or four,
the first-year cash flow difference will be
uniformly recognized in four, three, two
and one quarterly tax payments respec-
tively). The two sets of deferred taxpayer
analyses indicate that tax benefits
commence in quarter five or nine. The
quarter five commencement means the
taxpayer is presently carrying losses
forward and does naot expect to use tax
benefits created by the new investment
until next year, IDRs for this case were
determined by adding together benefits
for years one and two, and recognizing
one-fourth of them during each of the
four quarters in year two. [DRs for the
ninth-quarter deferral were derermined

Tabie 3

penefils
Commence
Taxpayer in Quarter

Siatus

deferred 9

*Ciect 1095 1 alter-iax ety
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by adding cash flows for years one
through three together and recognizing
one-fourth of them during each of the
quarters in year three.

The IDRs in Table 3 indicate that
the 87100 option becomes relatively
more attractive (or less unattractive) as a
business becomes less able to use tax
benefits efficiently; e.g., a 46% taxpayer
would generally find the 10/95 oprion
more attractive if benefits are used as
earned, but would find the 8/100 optien
more profitable if it was estimated that
new benefits could not be used for two
years. [t may alsc be noted from Table 3
that the 8/10C option becomes relatively
more attractive as the raxpayer’s effective
tax bracket increases. Suppose an owner
has a required return of 15%. If the busi-
ness is a 46% taxpavyer, it should elect
the 10/95 oprion if benefits are used as
earned, or if it expects to be a current
taxpayer within the next year. If the
business faces a 50% composite rate, it
should elect the 10/95 option only if it is
a current taxpayer. If the effective tax
rate is 54%, then the 8/100 option will
be more profitable in all cases.

In sum, a singular rule for making
optimum five-year property elections
under TEFRA dces not exist; the prefer-
able choice will depend upon the tax-
payer’s required return on investment,

50%

288
739

20.2

120 7

26.1

100

1ect Bi
the anpropriate (DR clienwise =
e
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the taxpayet’s effective tax bracket, when
the asset is placed in service during the
year, and whether the business is a cur-
rent or deferred user of newly created
tax benefits.

TEFRA’s Impact upon
Rent Requirements

Ie is difficuit to make a categorical .
statement relative to the impact TEFRA
should exhibit upon rents paid by lessees
due to the rremendous diversity of
leasing transactions; it would be
irnpossible to present one definitive
“plain vanille” financing and make
general inferences based upon that one
finding. Accordingly, thirty-two simu-
lated lease financings are presented in
this section which should permit a feel
for the range of impacts to be discerned.
Examples will be provided for three and
five-year property, two terms for each,
first and fourth quarter commencements,
46% and 54% tax rates, residual values
from 10% to 30% of equipment cast,
and nominal annual pricing vields of
12% and 16%.

In ali cases, the following will be
assumed: (1) the owner/lessor is a cur-
rent taxpayer; (2) the owner is a current-
year tax estimator making quarterly tax
payments; (3) the asser is placed in
service either at the beginning of the first
or fourth quarter of the vear; (4) the
residual value is realized at termination
and taxes thereon paid immediately;

{5) the lessor is either a 46% or 54%
composite taxpayer; (6) all rents are
received and taxes paid on a quarterly
basts; and (7) the lessor prices to earn an
internal rate of return of either 3% or
4% per quarter (12% or 16% nominal
annual yield, respectively) on total
capital invested.

To illustrate exactly how the values
in Tables 4 and 5 were developed, con-
sider the first lease shown in Table 4.
Suppose the asset underlying this lease is
three-year property; has a cost of
$100,000; lease term is three years
{twelve quarters); the lessor is a 46% tax-
paver; the asset s placed in service at the
beginning of the first quarter of the year;
a residual value of $30,000 (30% of
equipment cost) is expected to be realized
at the end of quarter twelve; rents and

-1
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' 1: TEFRA RENT INCREASES
. REQUIRED FOR ®
© THREE-YEAR PROPERTY °
° TEFRA %
Rent @
° Increase ®
r
© Tax {ease In . 6’,97unde 100 o
Yield Rate Term  Service Residua
. / @
® 30% 2.5% 4.1%
12% 46% 3 81 23 o
. / @
° 30 3.3 46
" > ’ 81 39 53 ©
: I
30 2.2 .
. ° * ° 821 2.6 43 @
e 28 a1 @
30 . .
oo > ’ 81 3.2 46 @
. ]
3.7
Q1 20 2.2
° * ° Q4 2.6 4.1 @
@
2.9 4.1 @
5 o 20 .
e > Q4 3.4 4.7 ®
e
12 3.3 &
5 Q1 20
® e * Q4 23 3.8 o
: a7
1 20 25 ®
16 54 5 Q 37
° Q4 29 R
. =)
e a,
Average increase of pptir{xum methdod 2.8% 4.9% ®
® Average increase of inferior metho o
. e
@

taxes wilt be paid quarterly; and the
lessor prices the lease to earn a quarterly
return of 3% {12% nominal annual yield)
on total capiral invested.

Under ERTA, the quarterly rent
which must be charged in this example
would be determined as foltows:

(1) Compute the present value of
depreciation tax savings. Depreciation
would be 25%, 38% and 37% of
equipment cost in years one through
three respectively, and thus $6,250,
$9,500, and $9,250 on a quarterly basis
during vears one through three, Tax
savings would be 46% of these amounts;
thus, the cash value of depreciation
deductions would be $2,875 in quarters

one through four, $4,370 in quarters five

through eight and $4,255 in quarters

nine through 12. The present value of all

depreciation tax savings, discounting at
the quarterly rate of 3% would be
$37,604.49. (2) Compute the present
value of ITC. ITC will be used to reduce
the lessor’s tax bill during the first year.
Since the asset is in service during the
first part of quarter one, savings of
$1,500 will be realized in quarters one
through four (for a total of $6,000, or
the allowabie 6% of equipment cost).
The present value of ITC, discounted at
3% per quarter is $5,575.63. (3) Compute
the present value of the residual. It is
assumed that a residual of $30,000 will
be realized ar the end of quarter 1Z;
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since the asset will be fully depreciated,
the after-tax value of the residual at that
time will be $16,200 ($30,000 x {1-.46)).
The present value of the residual will be
$11,362.35. (4) Determine the amount to
be recovered through lease payments.
The lessor invests $100,000 at the outset,
but derives the benefits of ownership
specified in parts (1)-(3) above. Thus, the
present value of the rent stream must
enahle the lessor to recover his invest-
ment of $100,000 less the present value
of benefits computed above., The present
value of depreciation tax savings, ITC
and resicual represent total benefits of
$54,542.49; accordingly, the rent stream
required will have an after-tax present
value of $45,457.51 ($100,000 -
$54,542.49). (5) Determine the quarterly
rent required. Rent will be received at
the end of quarters one through 12, and
will be reduced by tax payments
thereon. The cash value of each rent
payment is thus RENT x .54. Since rent
payments wili be level over the term, an
annuity factor may be applied; the after-
tax present value of the rent stream will
be RENT x .54 x 9.654. Setting the
value of rents equal the net costs to be
recovered permits the quarterly rent to
be computed: RENT = $45,457.51/.54
% 9.954; RENT = $8,456.96 per gquarter.

Since the 6/97 electivn has been
shown to be preferable for three-year
property, the rent requirement with an
optimal TEFRA election may now be
determined. Under 6/97, ITC wilt be the
same as under ERTA,; however, the
value of depreciation is reduced by 3%.
The present value of depreciation tax
savings determined under ERTA above
was $37,604.49. Thus 3% of this total
depreciation benefit is $1,128.13 and
becomes an addirional cost to recover,
since it is fost under TEFRA. Adding
this incremental cost to the net cost to
recover value of $45,457.51 computed in
{4) above vields a net cost to be
recovered under TEFRA of $46,585.64.
Rent under TEFRA for the same financ-
ing may now be determined: RENT =

$46,585.64/.54 » 9.954; RENT =
$8,606.84 per quarter, or 2.5% more
than required under ERTA to achieve
the same yield. Alf other values in
Tables 4 and 5 are determined in the
same manner.
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Table 4 presents the rent increases
required under each TEFRA election for
16 simulated lease financings for three-
year property. Yield in Table 4 means
nominal annual yield; all simulated
financings were solved using either 3%
or 4% quarterly values, which translate
into 12% or 16% nominal annual yields.
The tax rate column refers to the tax
bracket of the lessor, and the lease term
defines the number of years the lease will

run {although all values are determined
on a quarterly basis). The in-service
column indicates whether the asset was
placed in service at the beginning of the
first (1) or fourth quarter {(Q4). The

residual column indicates the expected
liquidation value of the asset at the end
of the lease term, expressed as a percent-
age of the equipment’s cost. The last two
columins indicate the percentage rent
increase necessary under each of the two
TEFRA options for the lessor to main-
tain yield, and thus reflect the magni-
tude of TEFRA's adverse impact upon
lessee renits, Table 5 presents the same
type of information for 16 simulated
lease financings involving five-year
property.
The data in Tables 4 and 5 indicate

that lessors making optimum ITC/
ACRS elections under TEFRA will be

Table 5 -
@
TEFRA RENT INCREASES &
® REQUIRED FOR °
° FIVE-YEAR PROPERTY .
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required to raise their rents by an
average of 2.8% and 3.6% for three and
five-year property, respectively.

Summary and Conclusions

The purpose of this article has been
to develop estimates of the adverse
impact TEFRA should be expected to
have on lessee rents. Care was exercised
to make the analysis as realistic as
possible, recognizing that it is extremely
difficulr to characterize a “typical” lease.
In order to make the analysis as precise
as possible, rules for making optimum
elections under TEFRA were developed
prior to making a comparison between

ERTA and TEFRA.

It was shown that virtually any busi-

ness will always be better served by
electing the 6/97 option for three-year
property. For five-year property, the
important parameters were identified
which should enable lessors to make
optimum elections there as well.

Table 3 displays indifference dis-

count rates for five-year property appli-
cable to lessors which are current or
deferred taxpayers, and are in the 46%,
50% or 54% composite tax bracket. To
use the table, a lessor may identify his
rax status and tax rate, and would more
profitably elect the 10/95 oprion if his
after-tax return on investment is greater
than the IDR shown. If the lessor’s
return: on capital is less than the
applicable IDR, it will be more profitable
to elect the 8/100 option.

The last section attempred to esti-

mate the magnitude of TEFRA's injury
to the leasing community. A review of
the 32 simulated leasing transactions
shown in Tables 4 and 5 suggests thar
TEFRA will cause lessees to suffer rent
increases on equipment placed in service
ranging from about 2.3% on three-year
propetty to 3.6% on five-year property.



FOOTNOTES

L

For an analysis of how optimum tax
life elections were made pre-ERTA,
see references 2 and 3.

. Technically, TEFRA states that elec-

tion to retain maximum ITC requires
the asset’s depreciable basis to be
reduced by 50 percent of the credit
taken. Alternatively, an election to
retain maximurn (100 percent) depre-
ciable basis allows ITC of 4% on
three-year property and 8% on other
qualifying property (expressed as a
percent of asset cost) to be earned.

Cash ahead in the sense that the
cumulative cash flow advantage of
6/97 over 4/100 persists for all
periods.

Nominal rates do not reflect the rein-
vestment of funds within a given
year. Effective rates, on the other
hand, reflect an ability to reinvest
cash as it is received.
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