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Asset leasing


Traditional leases for cars and tractors etc. are a poor financial decision for the average farmer as the lease cost is much higher than buying an asset and using it for three to six years before replacement if under a traditional lease the selling firm makes a profit by:

· Selling the asset to a finance company at full retail (rather than at a discounted price 


    for a cash purchase).

· Purchasing the asset back off the finance company at the low residual value (40% of \

      retail purchase price) and on selling it to another party for a profit.


The combination of one or both of these factors, plus the interest and principal repaid on the finance company debt over the three years makes a traditional asset lease very expensive.


How you finance the asset purchase is up to you, not the selling firm. That is the finance can be through hire purchase, a bank or a lease. Leases are a good financial option if you can arrange for the cash price to be used for the sale to the finance company for the leasing contract and to retain the profit on any sale above residual value.

Comparison on purchase versus lease


Purchase of $93 000, 100 hp tractor, inflation in tractor prices 3% per year, used for 600 hours per year, resale value after three years $75 000, after six years $50 000, $7 000 deposit for purchase and lease, residual for lease set at likely sale value (profit on resale goes to lessee).

Purchase and keep for three years


Cost per year for purchase
$10 800


Cost per year for lease
$10 500

Purchase and keep for six years


Cost per year for purchase
$12 600


Cost per year for lease
$9 700

Reinvestment of surplus monies

If the trade in price for an existing tractor is used to invest in an appreciating asset e.g. livestock then benefits of a lease are more dramatic. For example: if the above is used the value of the trade in tractor is $30 000 and the livestock have a 20% return on capital which is deducted from the lease cost then purchase and keep asset for six years:


Cost per year
$11 000


Compared to lease cost per year
$4 200

Taxation implications


Check your lease carefully to ensure deductibility. A lease must avoid being a finance lease to ensure deductibility of lease costs. If one or more of the following clauses apply then the lease is a finance lease and is treated as an asset purchase for income tax:

· Ownership of the asset is transferred to the lessee at the end of the term.

· The lessee has the option to purchase the asset below market value.

· The lease term is far greater than 75% of the assets useful life (tractors 15 year life, 


    cars six year life).

Workshop summary

The standard advice that was commonly given to questions about leasing was “don’t lease” as the cost compared to buying was too high. Now some companies are offering better packages that make the option of leasing rather than buying more realistic.

For example, the tractor dealer sells a tractor to a finance company for the full price. The tractor is then leased to the farmer and over the three year period the finance company write the cost off to 45% of the purchase value. The finance company then sells the tractor back to the dealer for possibly 60 - 70% of the original value.

The difference between some lease agreements is what happens to the profit from the sale of the tractor. If this difference is then split between the finance company and the farmer then this improves the economics of leasing.

It is important to shop around when looking at different lease deals. Talk to others who are leasing machinery, talk to your accountant and to your banker. It is also important to not mention leasing to machinery dealers until your know what price you can purchase the machinery, this will hopefully reduce the cost of any leased machinery.

Points about leasing

· The lease term can’t be for longer than half the life of the item. For cars their life is regarded as six years, 15 years for tractors. Therefore most leases are 3-year terms.

· When looking at leasing land it is important to ensure you have a long tenure. You will not get a return over a 3-year period if you do a lot of development.

· If looking at lease to buy options on land you need to specify the purchase price at the beginning and if land values rise in this time you are in a good situation.

· As cow prices drop transfer cows to NSC to avoid paying tax on them. As cow prices rise then put then onto Herd Scheme and their increase in value will be tax deductible.

Discussion summary

· When looking at purchasing a tractor the cost of owning it will depend on the resale value of the tractor. However the resale value of the tractor may also affect the cost of leasing a tractor.
· Purchasing a second hand tractor doesn’t affect the cost of owning a tractor as much as it is first thought. The cost is very similar to a new tractor.
· Leasing cows - the value of the lease is critical, and the lower the better. When leasing cows it is ideal to build your stock numbers quickly so you don’t have to rely on leased cows. 
· When leasing cars the residual value is very important. This will determine whether or not you are making a good financial decision. 
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