Adv. Managerial Finance

Week 5 Homework

19.2 Lease versus buy
Given the following information:

Equipment costs $200 tax rate 40% depreciation $100 / year
Leased on a 2-year lease payment $110 at beginning of each year bank charge 10% int.
Annual payments at end of each year equipment worth nothing after 2 years and
discarded
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; Net advantage to leasing (NAL)
2
5 PURCHASING
4 |Cost $200
5 |Salvage (Residual Value)
6 |Annual Maintenance
7 |Maintenance (Beginning -0/End of Year - 1)
& |Borrowing Rate 10%
5 Repayment (Yrs) 2
10 |Annual Repayment (No -0/ Yes - 1) 1
11 |Loan Payments (Beginning - 0 / End of Year - 1) 1
12 |Tax Rate 40%
13
14 |Year 0 1 2 3 4 5
15 | Depreciation S0 $100 $100
16 |Net Cash Flows
17
18
19 LEASING
20 |Lease Payments $110
21 |Lease Period 2
22 |Lease Payments (Beginning - 0/ End of Year - 1) 0
23
24 "
25 After-Tax Cost of Borrowing = 6.0%
26 Cost of Ownin
277 Year| 0 I 7 _? 7 I 3 4 5

28 |After-Tax Interest Payments (89) (89)
| payments | NAL | Leasor | ® [

After entering the information into the above excel sheet, | received the following answer to the
problems questions: Should Reynolds lease or buy the equipment?

57
c3 | NAL = Cost of Ownership - Cost of Leaging = l$1.6ﬂ}| KEY OUTRUT = BUY
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