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Leases
Part A
[bookmark: _GoBack]	Capital leases and operating leases compare and contrast in the following aspects; both of the leases give the lessee the right to own an item within a stipulated timeline. In contrast, the ownership of capital leases is transferrable to the lessee on expiry, unlike operating leases. Also, capital leases are more flexible since they allow for bargain-purchase that enables the lessee to obtain the item at lower market price, unlike operating leases. Besides, the period for lease equates or is more than 75% the economic life of the item for capital leases, unlike operating leases which are less than 75% (Diffen, 2014). Lastly, operating leases requires the lessee to make rental payments and ownership remains with the lessor while capital leases are like loans since the lessee acquires full ownership.
	The pros and cons of operating and capital leases include: the payment of operating leases are deducted as taxes together with operational expenses. Also, accounting is simple since they are off the balance sheet. There flexibility enables constant replacement of equipment. The asset gives higher profit margins. They are disadvantageous since the lessor retains full ownership. Capital leases have quicker expense recognition. Interest on the asset is included on the operational expenses (Koening, 2017). They are disadvantageous since the lessee incurs expenditures on maintenance and repairs. The lessee has to keep financial statements since it is on the balance sheet.
	Operating leases are less risky than capital leases since they usually are on a short-term basis and the lessor incurs losses of maintenance, repairs, and depreciation.

Part B
	Leasing offers the following benefits compared to buying an asset: firstly, leasing enables the lessee to incur the less initial expense and minimal down payments unlike buying where the buyer has to pay the whole amount. Secondly, the overall cost of an item is reduced since they tax deductible treated as expenses of the business (Nolo, 2019). For instance, buying an item at $4000 on 36- month lease means that you would pay $111 on a monthly basis. The lessor gives a small or no down payment so to encourage you to monthly payments. Thirdly, leases offer flexible payment options convenient to the lessee unlike purchasing assets on loans. Negative credit ratings do apply on most leases. Fourthly, leasing allows the lessee to keep the asset for a short time and returns to the lessor unlike buying that necessitates the buyer to resell when he/she no longer needs the asset. Lastly, in case the asset becomes obsolete, the lessee can pass the burden to the lessor when the stipulated lease period expires. Lessees take advantage of leases to improve their business operations using advanced technology using equipment that is prone to rapid outdating. For instance, when I lease a car worth $20,000 and its value depreciates to $16000 during the lease period. At the end of the lease period, I will have to pay to pay less the amount the car has depreciated with (4000).
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