
a. 1) Lessor – is the party who owns rights to the asset, in this case Consolidated Leasing is the lessor. 
Lessee – is the party that rents the asset for his/her use.
2) 1. Financial leases are quasi, long-term lease agreements. The most significant element of a financial lease arrangement is a condition in which the lessor agrees to pass rights to the asset at the end of the lease term for a set fee.
2. Operating Leases -an operating lease varies from a financial lease in almost every aspect. Under this leasing agreement, the lessee has only a certain right to use the asset. The lessor is responsible for the asset's maintenance and upkeep.
3. Sale and lease back-It is a form of financing lease. An asset is sold to a third party (the buyer), who then leases it back to the seller in return for lease rentals. The properties, on the other hand, are not actually transferred under this agreement; rather, they are exchanged by documents. This is just a paper exchange.

4. Leveraged leasing- Aside from the lessor and lessee, a third party is involved in a leveraged leasing agreement. The lender collects a percentage of the asset's sale price (say, 80%) from a foreign entity, the trustee, with the asset serving as leverage.
5. Direct leasing direct leasing is when a business purchases the ownership of the asset from the manufacturer directly. The owner however still maintains ownership of the leased asset. 
b) Lease payments and depreciation of the asset are tax deductible 
4) Initially, leasing was not reported on a company's balance sheet; instead, it was noted in the footnotes that the business had rented out an asset. Any lease, besides Operating Leases, should be included on the balance sheet after the Financial Accounting Standards Board released Statement 13. The present value of anticipated payments is treated as a liability, while an asset's value is recorded as a fixed asset.

5) Operating Leases do not have any effect on the on the firm’s capital structure the other leases however, increase the firm’s fixed assets which alternatively reduces the company’s debt to asset ratio.

b. (1) 

Owning the equipment:
Cost of the equipment = $1,000,000
Depreciation Schedule:
	Year
	1
	2
	3
	4

	Depreciation Rate
	33.33%
	44.45%
	14.81%
	7.41%

	Depreciation Expense
	$ 333,300.00
	$ 444,500.00
	$ 148,100.00
	$ 74,100.00

	Depreciation Tax Shield
	$   83,325.00
	$ 111,125.00
	$   37,025.00
	$ 18,525.00



Tax shield = depreciation expense x tax rate
Annual Maintenance = $20,000
After Tax Maintenance cost = 20,000 x (1 - tax rate) = 20,000 x (1 - 0.25) = $15,000
Salvage Value = $200,000
= 200,000 x (1 - 0.25) = $150,000
Interest rate = 10%
 After tax interest rate = 10 x (1 - 0.25) = 7.5%
Cash Flows: 
(Outflows are positive, inflows are negative)
	Year
	0
	1
	2
	3
	4

	After Tax Maintenance Cost
	$150,000.00
	$150,000.00
	$150,000.00
	$150,000.00
	$150,000.00

	Depreciation Tax Shield
	
	-$83,325.00
	-$111,125.00
	-$37,025.00
	-$18,525.00

	Equipment cost
	$1,000,000.00
	
	
	
	

	After Tax Salvage Value
	
	
	
	
	-$150,000.00

	Net Cash Flow
	$1,150,000.00
	$66,675.00
	$38,875.00
	$112,975.00
	-$18,525.00

	Present Value of Cash Flow
	$1,150,000.00
	$62,023.26
	$33,639.81
	$90,940.42
	-$13,871.53



NPV of owning = Sum of PV of cash flows = $1,332,731.95
(2) The discount rate used is the after tax interest rate = 7.5%

c)  
Annual lease cost = $260,000
after tax lease cost = 260,000 x (1 - 0.25) = $195,000
PV of annuity due = P x (1 + r) x [1 - (1 + r)-n] / r
PV = 195,000 x (1 + 0.075) x [1 - (1 + r)-4] / 0.075
 = $702,102.52
D) BAL = PV of Owning - PV of Leasing = 1,332,731.95 - 702,102.52 = $620,629.43
Leasing is the equipment is less costly than owning it therefore they should lease.
e) At the end of the contract, the company will receive no payment in exchange for the asset, implying there would be no funds available to pay off the equipment's debt. The organization would be fortunate if the residual value was $400,000, but there is no means of knowing or planning for such a large return. The company will have to come up with a premium to incorporate this risk in the present value estimate.
F) The place of the lessor is nearly equal to that of the lessee, but in reverse. If the lessor needs to know if leasing the equipment is a smart idea, they should insert their data into a timeline similar to the one used to determine the current prices for the lessee location. If consolidated leasing the equipment allows them to make more profits, they can do so.






