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Merchant Banking is a recent development in Nigeria. So, also is
equipment lease - Financing, a Function that is performed by most
of these Merchant Banks. Equipment leasing is a mesns by which one
party allows another the wse and possession of an asset (the
equipment on lease) for a period of time, on the payment of
specific rentals over the period of the agreement.

In Nigeria today, leasing has assumed the most veritable means of
corporate Financing by most industries due to high premium on
capital and huge cost cut-lay for capital egquipment acgquisition.
As a non-conventional, way of creating funds for capital asset
acquisition, equipment lease financing spread across the different
sectors of the economy, mainly manufacturing, agrioultural,
constrction and transportation industries. Also, equipment lesse
financing tends to analyse the lessor-lease relationship in respect
to the type of contractual agreement they entered. Tax aspects,
econcmic and accomnting procedures of both lessor and lessees are
analysed.

The leasing industry in Nigeria has a strong prospect for growth.
Therefore, to integrate series of economic reforms and to
consolidate further and other govermment policies on industrial
development, our industries should be committed to lease financing
as an altermative means of capital asset acquisition.
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1.1 INTROIRICTION

The saearch for alternative source of finance az a result of the limitations by
the planhers of the Nigerian economy has finally fooused on Equipment-lease
Financing, as an important socurce of finance which hitherto has not been
effectively tapped. Leasing is today probably the fastest growing avenue of
capital financing in Nigeria. More and more corporate bodies are turning to

leasing organizations for this custom-packaged alternative source of financing,

Equipmentlease financing can be zaid to be a technigue of acquiring asset for
the purpose of nmning a buziness by a f£irm without incuring direct initial
cash outflow before acquiring the asset. Rather the cost will be paid through
instalmental payments (rentals). Leasing can formally be defined as a contract
between a lesaor and a lessee, glving the leases possession and right 1o the
use of a specific capital asset owned by the lessor for an agreed rental
rayment oveyr an agreed period of  time. Fast growing, profitable companies
often find that it iz swarter to pay for equipment as they uze it, instead of
paying in advance for the use b buying the equipment with caszh. The
increasing popularity that lease financing received iz mostly attributable to

the advantages it offers compared to conventional syvatem of financing.



In sourcing funds required for financing the setbing w of an  Industry,
eineszemen =nd women, entreprencars and  industrialists, treditionally uase
losns (long and short term) and bank overdrafts, The consequence of this
practice 1is that before the investment starts meking returns, the Bank officer
will come knocking requesting for the liguldation of the overdrafts =nd before
you. know 1t a BRecelver will be sprointed, This is becanse in the process of
obtainlng the loan/overdrafts the whole factory agset. mast have heen pledaed
ag collstersal wunder a debenture. It has alao been found that term loans and
overdrafts have not been of partionlsr assistance W the egtablishment =nd
growth of industries.

Therafore, cnce lease financing iz selected as the bpreferred financing
technique, the manager should be alert to factors that will ensure that the

financing iz plamned, negotiated and executed to the best advantage of the

business.

Leazing is usually financed bty institutions auch as  investwent companies,
Development Banks, Merchant Banks and recently Commercial Banlks., Out of all
the above-mentioned institutions, Merchant Banks are the dorminant lessors due

to their wholesale nature and corporate focus on industries.

Roads Nigeria Ltd was the first customer in Nigeria to be granted squipment on

lease, in order to carry out its construction busineas by NAL Merchant Bank.



On a global scale, it is interesting to krow that South Kores, which iz fast
becoming an  industrial nation, about B80% of the machines used by their
Industries are acqguired on lease basis.  This same instraent of project
finsneing iz what has been effectively utilised in the United States of

America, Japan snd most of the industrialised countries.

Therefore, since the main thrust of Nigerian's economic development progravee
ig industrial development, 1t is believed that if our industrialist take full
advantage of the benefiis of lensing, the nations dresm of becoming A member
of industrialised nations of the world would be realised within the shortest

poasible time.

1.2 STATEMENT OF THE PROBLEM

Industrialisation is the effective weapon for the foundation of sound economic
development in  less developed countries, as such various governments encourage
the establishment of great number of industries. These industries are

financed through various alternative forms among which iz "leasing”.

With the series of economic changes in Nigeria, especially during the
Structural Adjustment Programme, purchases of imported machinery and equipment
become difficult, therely malking equipment-lease financing a favourable option

to acquire these assets.



Howeyer, = nasher of constraintse  in lease finsnoe s oan altemat.iﬁre form of
financing attracts meny publications hy different personalities inciuding bank
executives, government officials amd Private individual bousinesswen. These

problems inchade -

1. The conztant review of monetary policy and the inflational trend of the
economy due to the fall in the value of the naira which affects the ease of

securing funds under lease arrangement.

2. The lack of awareness among potential investors (industiralist} on the

whole concept of leasing and the benefits derive there of,

3. The constant review of credit policy guidelines by the Central Bank of

Nigeria serves as a serious draw-back to lease transaction.

4. Bovere ligquidity constraints and zecarcity of foreign exchange affects the

ability of Merchant Banks to honour the growing number of applicants.
5. 'The sectional discrimination of leases affects the distribution of
eguipments on lease to different sectors of the economy and further

oreates pending applicants.

These and other related problems are what this study aim to analyse.



1.3 OBRJECTIVE OF THE STUDY

The study will throw more light and examine the magnitude to which Merchant
Banks, particularly International Merchant Bank Fleo are engaged in equipment

leaze financing in Nigeria.

Therefore, the specific objective of this study are:-

1. To create awarensss among potential investors (lessees) and lessors on the

whole roncept. of leasing and the benefits derivable thereof.

2. To evaluate leasing as a non-conventional means of asset acquizition,
bearing in mind lessee - lessor relationship in terms of the attractivess

of the transaction.

3. To examine the conduct of International Merchant Bank Ple in relation to

aquipment lease financing.

4. To identify the conztraints faced by Merchant Banks in equipment lease

financing and the possible seolutions.

5. To examine leasing as a sophisticated financing tool and altemative to

buying.
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1.4 ZCOPE AND SIGNIFICANCE OF THE STUDY
This study coverz the concept of leasing which reveals different forms of
lease financing between lessor and lessee. The study will also consider the

following types of lemge arrengetent:

1. Finmnce lease or full pay out lesse,

&t

Operating lesse
3. Consortium lease
4, Leverage] lesse

5., Bales-Aid isesing

However, the acope of the study is specifically on the unique function of
equipment leasze financing by Merchant Banks in general and International

Marchant Bank in particular as a case study.

ne of the principal functicnz of a financial manager include among others
realising sacurces of wcapital asset acguisition and the possible alternatives
open to the isiness. Leaszing beling one of the options of assets acquisition
through contractual agreement between lessors and lessees has a significant
role to play. It is therefore hoped that the study will assist in improving
the understanding of contractual relationship within the legal and financial

capacity of leasars and lessees.
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In sddition, the conceprt of equipment lease finencing 1s new in  Nigeria,
fundamentally therefore, this study will improve the swarensss of both leszors
and lezsees on  leage finaneing. The study will salse expose the risk
rinlmization tendency to both lessors snd lessees, which fandementslly dictate

the mamer of lesse srrangement right from its inception.

Finally, the stady definitely is importsmt +to the Bankers, Business
organization =and to individual investors who may be interested in scauiring
asaets through lease arrangement at the advantage of their respective

husineszses or to act as lessors in the case of Bankers.

1.5 TPROBLEMS AND LIMITATIONS OF THE STUDY

No research work of this nature can be successfully completed without some
limitations. The major limitation of the study was the cost invioved and time
congtraints, as most of the data used were obtained in Legos. This iz hecause
the Eaiprent Leasing Associstion of Nigeris do not have A branch in  Kaduns.
Alzc most of the reguired data on leasing from International Merchsnct barnk

{NIg.) Plc have to be obtained from Lagos, the Head (ffice.

Human error snd sentiments were other considered limitetions of this stody;
becanse information obtained and series of disoussions I had with people are
gources of dats used, as such there is possiblity of hamen errcr of commission

or omlesicon.
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Despite a1l these oonstraints, 9uite a lot has been done on the study, which
will clearly improve our understanding on the role of Merchant Banks in
relation to lease-financing. It 1= &also hoped that the study will further

serve as a basis for subsequent work on the topic or other related syens,

1.6 HYPOTHESIS
The hypothesis gquestions to be asked and tested are:

1. That Merchant Banks assumes a pivotal function all aimed at among others,

achieving economic atabilization.

2. That equipment lease financing provides one of the cheapest means of

acquiring capital assets for industries.

3. That Merchant Banks are dorminant lessors,

4. International Merchant Bank Plc (IMB) iz one of leading merchant Banks in

equipment, lease financing in Nigeria.

5. That equipment. lease financing is necessary for the accelerated industrial

development of Nigeria.

€. That most potential lessees are not aware of the benefits derived from

equipment lease financing.
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T. That government policies and regulations encoursge equipment leage

finsmeing as & mesns of capital Rsset scauisition.

1.7 OPERATIONAL DEFINITIOND

Merchant Banks: A Merchant Benk is a wholesale bank licensed under the
Banking Act, 1969 (Amended 1988) that engage in medium and long term activites
such ag acceptances, loans and advances, deposits, equipment leasing, foreign
exchange 3services, project financing, issuing house services, investment and

financial advisory services and so on.

Lease: This is a means by which a firm can  acquire the economic use of an

anzet for a stated period of time.
Leages: A psraon or firm to whom assetz i3 laased.

Lessor: A person or firm that leases the asset i.e., he i3 the owner of the

azzet on leasze,

RBentala: This is a periodic payment by which a lessee obtains possession of

the leazed asset.,

Advance  Pavments: e or more of the lease payments that are required to be

paid to the lessor at the beginning of the lease term.
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At Rizk: Being exposed to potential loss,

Collateral: Collateral wunder A lense iz the eqndpment which iz lensed,

Broker: A company or person whoe arranges lease transactlon between lesgeas

and lessors

Conditional BSale: A transaction for purchase of an asset in which the user,
for Federal income tax purposes is treated as the owmer of the equipment at

the outzet of the transaction.

Finance Iease: A financing device whereby a user can acquire use of an asset
for moat of its useful life. Generally, a finance lease is non—ooncelliable
during the term of the leaze; rentals are net to the lessor; and the user iz

responsible for the maintenance, taxes and insurance.

Inception: The begimming of the leasza term.

Operating [ease: A contract under which the asset is not wholly amortized

during the non—concellable period of the lesse i.e. the asaet iz leased to the

lessee at a rate which deoes not cover cost and profit to the lessor,
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Conzortiun Lense: For assets requiring very high capital outlay or where =a
lessor wishes to share the risk with others, two or more parties may come

together to jointly lease an asset on a joint venture.

Crosa-border [easing: This is a type of leasing arrangement where the lessor

and the lessee are in different geopolitical entities.

Leveraged [easing: A situation whereby a third party finances, usually, most
of the cost of asset purchased by the lessor, with the lessor providing only a
minimal portion of the coost. The lessor’'s retim is leveraged by the funds
provided.

Beaidual Value: The value, either actual or expected, of leased equipment at
the end, or termination of the lease.

Refundable Security Deposit: An amount paid by the lessee to the lessor as
security for fulfillment of all obligations outlined in the lease agreement,
which is subsequently retumed to the lessee once all obligations have been
satisfied. Security deposits are typically refunded at the end of the Ilease

term.

Pavment. In  Advance: A payment streem in which each lease payment is due at"’
the beginning of each period during the lease.
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Present Value: The dizcounted value of a payment or stream of payments to be
received in the future, taking into consideration a specific interest or
discount rate. Represents a series of future cashflows expressed in today’'s

Naira.

Pricing: Structuring a lease transaction to arrive at the periodic rental
amount to charge a leasee, A leszor mast factor in many pricing variables
which may innlude lease term, lessor targeted yield, security deposits,

residual value and tax benefits.

Maturity: The end of the lease term, assuming that all of the obligations

contained in the lease agreement have been made.

Wet Leaze: This is a lease arrangement in which the leased asset or equipment
come with the perscnnel or crew to operate the equipment e.g. leasing of

Alrcrafts.

Pay-off: When the lessee purchases the leased asset from the lessor pricr to

the end of the leased term.

Sale and leased Rack: A transaction in which an investor purchases assets
from the owner and then leased such assets back to the same person. The
lessee gets the =zale price (and can return it to hia capital) and continue to

enjoy the use of the assets.
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Srecial Puarpose Rouipment: Eqguipment which is anigue snd has no value except

53 hwk o =yvone other than the orlginal user,

Useful Life: The period of time during which an asset will have economic

value and be asesble,  Sometimes called the economic life of the asset,

1.8 FELAN OF THE STUDY

The project iz organiszed in five chapters. The first chapter iz the
introductory part, while chapter twoe reviewa literature on equipment lease
financing with particular attention onh the whole coneept of leasing, how it is
generally practized by Merchant Banks in Nigeria, the advantagesz leasing
offera as compared to other forms of financing and the legal/resulatory

environment of lease finanecing businesx in Nigeria. ¥

Chapter three presents the background of the study, the varicous methods of
data collection used for the study and the methoda of data analysis. The
background of the study considered are historical perspective of Merchant
RBanks and equipment lease financing, Merchant Eanks performence in  equipment
lease financing and the Bquipment Leasing Association of Nigeria (HLAN}. The
fourth chapter iz the presentation and analysis of data coolleected during the
course of the research, lemssing as practised and carried out by Internaticnal

Marchant Bank Ple (IMB) will be intensively discuss.



- 14 -

Finally, chapter five which is the concluding chapter makez a srmmary of the
varions ohepters outlined sbove, It =mlzo comes out with conclusiom =nd,
recormercstlon on how eguipment lease financing con be effectively carried ont

by Merchent Benks in Nigeria.



Baker snd Hayes (1946) defined equipment leasing as follows: "A lease by
definition is a contract between a lessor and a lessee, giving the lessee
possession and right to the use of a gpecific capital asset owned by the

legsor for an agreed rental payment over an agreed period of time”.

However, the lessee incures several obligations for the usage of the leased
asset., These obligations include periodic lease payments, usually monthly or
quaterly. The lease contract also specifies who is to maintain the asset,
The Ilessor pays for the maintenance, repairs, taxes, and insurance under the

maintenance lease, whereas the lessee pays these cost under a net lease,

The United Kingdom Equipment Leasing Association defined equipment leasing as
"a contract between a lessor and leszee for the hire of & specific asset
selected from a manufacturer or vendor of such assets by the lessee. The
leasor retains ownership of the asset. The lessee has possession and use of

assat, on payment. of specifiesd rentals over a period”,

From the above definition therefore, it is clear that the lessor retains
ownership of the specific asset which is  the subject matter of the lease,
whereas the lesses holds possession and use of the assets during the

contracted period of the lease, Thas, it is this separation of ownership and
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uge that i= the central focus of the concept of equipeent leasing as
distinguished from all other payment by instalment forms of transaction. Also
over the specified period of time of a lease contract, the lesses 1s obliged
to pay specific rentals for the possession and use of the equipments,
non-payment  of which way jeopardise his right to the possession and use of the

equipments,

The lease contract also typically specifies some kind of option to the lease
at expiration., The option might be to renew the lease for another lease

period, or to purchase the asset on expiration of the Ilease usually by

aurrendering the security deposit.

A lease will nommally be tailor-made to suit the requirements of both the

leasee and lessor in respect. of the particular asset being leased.

The following are characteristics commonly found in a lease agreement: Richard

Brealey (1988).

(A) Rentals payable for the use of leased assets are paid in equal amountse
and at equal intervals usually in advance. However, flexibility can be
provided allowing variations in amounts paid or the timing of rentals to meet
the special requiremsnts of the lessee. Somethimes certain advance payments

are required at the start of the lease,
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{B) Bince the asset iz chosen by the lesse, the lessor does not, in the

agresnment, take any responsibility for its suitebility or condition.

(C) It is a condition of most leases that the lessee 1s responsible for
arranging  insurance, This will usually cover not only fire, theft and dsmsge
to the asset ltself, but also injury to third partiss and other risks., The
lessee would normally be responsible for dellvery, installation, malntensnce

arel repairs.

(D} At the termination of a lease, thwe lessee often has the option of either
gselling the equipment as Agent of the lessor, entering into an agreement for
an additional lease period at even lower rates or purchasing the eaquipment. by

surrandering the security deposit.

(E)Y There is usually a sale agreement between the lessor and the vendor of
the equipment to be leased to the lessee, This agreement usually warrants
that the equipment is free from defects and that the zeller will have
facilities to repair the equipment from time to time. There is also usuzlly a
provision for the seller to repurchase the asset in the svent, that the lease

agreement 15 determined as a result of default by the lessea,
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TYPES OF FQUIPMENTS ON LEASE
The equipment leasing association of Nigeria (ELAN) annual report of 1992
volume ii has identified as follows: [ease financing can be provided for a
wide variety of equipments such as:
i. Computers and peripherals
ii. Fleet of Vehicles, Aircraft, Boats, Ships and Trawlers
iii. Medical and laboratory equipment
iv. Telecommunication equipment
v. HWater drilling rigs
vi. Capital squipment for industries
vii. Agricultural equipment and machinery
viii. Quarrying and mining equipment.
ix. Survering and precision equipment, generators

x. Printing equipment

THE LEASE PROCESS

The lease process is similar from company to company, vet dus to a company =
organisational structure, mode of operation and market niche, situations may
exist within an organisation that will alter or eliminate the need for some of
the steps being presented. Chief Oladele Olashore - Chairman [ead Merchant

Bank Nigeria [Limited has identified the following steps:
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THE. LESSER
The leasing process beginz with the lessee, who is  interested in acquiring a
piece of equipment. At this poiht the lessee will have gone through a
two-part process, The first is a capital budgeting analysis to see if  the

benefits are sufficient enough to justify the costz of the acquisition.

After deciding whether or not {to acquire the new equipment, the lessee must
then decide on a means of financing the acquisition. QOtherwise Ikmowm as the
lease verasus buy  decizion. However, the sophistication and degree to which
thess steps are carried out will depend on the aize of the lessee and/or
transaction. For instance, a amall business would mozt likely not perform a
formal capital budgeting analysiz, whereas a large firm would be more likely

to do s0.

nce the lessse has decided to leaze, it may solicit isase proposzala from
vartious lessors. Often ftimes a request for propeosals is sent out to  lessors
outlining the general needs of the lessee, such as squipment specifications,

term, end of lease options and so forth.

THE LESSOR

The lessors or leasing companies may generate new lease basiness in one of two
genaral  ways. e 1s where the lessor has its own lease corigination
capabilities {i.e "salez force") and two is where the lesscr acquirez a lease
from a lease origination. The second is referred to as a lease acquisition.
Some companies however, may do both., Here, we will assume that the leasing

company originates its owm transaction.
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nee & lessor locates a potential lessee the lessor’s marketing representative
will gather the relevant informeation from the lesses, The marketing
representative will structure and price the lease. A residual specialist, in
tarn, should be aotive in assisting the pricing department in determining the
residual valvue to uze in marketing. The marketing representative then
prepares & comuitieent letter or proposal, as to rate sand term, subject o

credlt spproval by the lessor.

At thiz point, the next few steps shift to the lezssee. The lessee will
compare the proposala  that it has received, as well as considering both
quantitative and qualitative coriteria such as lessor experience and financial
strength. Then the lessee selects a lessoy. (Some lezsees may forego the bid

process and do business with only one, or a limited number of lessors).

Typically, the lessor will not begin  the oredit approval process until the
lessee has accepted the general terms of the lessor’s proposal. However, in
some  Cases, a lesses’s oredit may be pre-approved, due to the size, stability
andd lezsor knowledge of the lessee or because a master lease agreement with
the leassor iz already in place. During the credit process the laasor will

require the lessee to submit appropriate financial data.

Once  the lesaee’s credit has been approved the lease ia ready for
documentation. Although varving somewhat between lease ocompanies, the
documents required to evidence the lesase transaction will generally include
the lease agreement, an assignment to the lessor of the lessee’s original

purchaze order.
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If a comnitment letter has not yet been signed meny lessors will have  thelyr
merketing representative prepare one whille the finad doovments are being put
togethey. Once the final documents are prepared, and signed by both partlies,
the lessor then procures the equipment, generally using borrowed funds to psy
the manufacturer. As soon as the eaguipwent is delivered and found in
acceptable condition, the lessee sians the Certificate of Delivery =nd

Acceptance,

The lessor’s operations or lease Adminiatration group will then make certain
that the leaze iz accounted for properly, that acourate billings are zent to
the lessee, lease pavments are received, insurance is maintained and taxes
paid. Occasiconally, the collections functions will be neccessary to follow-up

on a slow or non-paying lessee,

During the lease term the lessee’s responsibilities will include the timley
remittance of payment, although the lesses may also be required to maintain

the eguipment, pay licences or taxes and provide insurance for the equipment.

At the a=nd of the lease terms, assuming a parchase option existe in the lease
agreement, the purchase option amount must be determined. The purchaze option
amount iz normally communicated to the lessea well in advance of the lease

termination, so that a timely transfer of owmership can ocour.
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If the lessee decided not to purchase or renew the lease the lessee mst
commmicate ite intent 1o the lessor within a specified period of time., Sowe
lease agreements state that the lease will be autamatically extended at the
original lease rate if the Ilessese fails to commanicate its intent to the
lesssor within the prescribed time frame. The marketing group then  remarkets
the equipment. These eforts include selling the equipment or leasing to & new
legsee, Once the lease term has ended and the equipment is disposed off, the

lease process is coanplete.

As was described earlier, the lease process may vary based on lessor, product,
ticket size, atc. In a money-over-money lease., For instance, the process is
mich the same, however, certain steps may not be necessary. Since residual
pricing and disposal of the equipment will not be an issue (because the
equipment is usually owned by the lessee at the end of the lease), the

remarketing group may not be included.

The broker, by definition, will not become the ultimate lessor in the lease.
Instead, a broker acquires a lease transaction from a lease originator and
then eventually sells it to a third party, knowm as an equity investor, in
return  for a fee. The broker can either acquire the lease or be the lease

originator - Oladele Olashore (1988),
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When scquiring a transaction the broker may get involved in the lease =t any
point during the lease process.  Throughemt the process the broker will be

actively working to secure the debt funding for the transaction.

ELEMENTS OF A LEASE

The elements of the lease agreement. are linked to three distinct phases of the
lease. As mentioned earlier, the exact elements contain in any lease
agreement. will differ from lease to lease., A guid to leaze financing by Hayes,

R.S has identified the following phases:-

FHASE I - INCEPTION OF THE LEASE
The lessor pays for the equipment. and any additional transaction costs, while
collecting from the lesses any required advance payments, upfront fees, or

security deposits.

PHASE II - DURATION OF THE LEASE

During this phase the leasor receivea payments from the lessee,

FHASE 111 - LEASE TERMINATION
Reaidual wvalue, which is what the lessor expecta to receive from the disposal
of the squipment. at the end of the lsase term, either through sale or a new

lease, is the key consideration in this phase.
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In =addition, the wvalue from tzx benefits, maintenance contracts or insurance

premiums should also be considered throughout the leage.,

Twr key elements Of 3 lease that deserve further disoussion are poyments and
rezidual. Becmuase of the various payment srrangerents available, leaging 15 a
veyy flexible finscing tool that can meet the needs of everv lescee,
Althongh menthly ayments zsre most common it is not umsaal o et wupe

gquarterly, seml-snraal or snoaal payments,

These payments can elther be in advance or in arresrs. The term paynents in
advance refer to a peyment stream in which the lease payment is dae at the
beginning of each periced durdng the leasze, Payments in arrears refer toon
stream in which esch lesase payment is due st the end of each perdod during the
lease. To satisfy & lessee’s cash flow constraints, leases wmay be written
which call for eaual or level payments each pericd, or for payments that wvary

in amcunt over time, such ms step-ap, step-down and skipred-payiment leases.

Bter—up  leazes consist of incressing lemse payments  during the lease term
while a step-down leagse consists of decreaszing or declining leaze payments

over the term of the lease,

A skipped-payment lease, on the other hand, iz one in which payments are
required cnly during those husiness periods when the lessee’™s cash flow can

handle the lease payments.
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Residual wvalue and lease payments both represent inflow to the lesszor,
therefore, the higher the assumed rezidual value, the less the lessor needs to

charge in the form of lease payments.

With regard to the residusl and the end of the lease term, the leszee
typically has three options (1) the option to puarchase the equiprent (2) the
option To renew the lesge or (3) the optlon 1o returm the emipment to the

lessor.

Purchase option <an be either at the equipment’z fair market value or at a
bargain price. Also, the reazidual value in a lease ocan be either aguaranteed
or unguaranteed. When residual wvalue are unguaranteed, the lessor takes on
the rizk that the equipment may or may not be worth its expected wvalue at the
end of the lease term. A Jessor can reduce this exposure by insuring or
cbtaining a guarantee of the residual value. However, most purchase options

iz by surrendering the secuirty deposit to the lessor.

Lease renewal options generally state the additional time period beyond the
expiration of the initial lease term, and the renewal payment amounts. The
lessee is wsually the one to declde whether or not to exercise the purchaze or

renewal options.,

However, the lessee can always retuwrn the equipment if a purchasze or renewal
cption 1is not exercized. If the lease was written as a close-end lease, the
lesses must return the equipment to the lessor unlezs a subsequent agreement

for renewal or purchases is reached.



_26...
There will also be situations when a lease does not reach matarity or when a
change to the original lease agreerent takes place due to the lessee’s
decision to either pay the lease off, temminate the lease or upgrade the

equiiptnent..

When a lessee purchases the equipment before the end of the lease term it is
known as a payoff. When the lessee vetinms the leased equipment prior to the
end of the lease term it is referred tWw as an early termination. If the
lessee wants to either increase the capacity or improve the efficiency of

leased equipment., the leass would opt for an equipment upgrade.

WHAT MAKES A LEASE A LEASE
It is important to recognise that while two parties may have labeled an
agreement a  lease, it may or may not be a lease from a tax or a financial

reporting view point.

According to Modigliani and Miller (19682):- The issue of "at risk" iz a major
criterion used for detemining whether a Iease is a tax lease or a non-tax
lease. If the lease is a tax lease (i.e. the lessor is at risk), the lessor
will receive the tax benefits of ownership and the lessee would be entitled
to deduct. the lease payments. If the lessor is to be considered at risk, a
tax lease should not contain a bargain parchase option or specify a lessee
guaranteed residual value, among other complexities., Either of these two

events remove all the residual risk from the lessor.
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In those cases where the leage conditions fail to meet the criteria for a tax
lease, the transaction is determined not to be a tax lease and is referred to
as a money-over-money lease. The transaction is nothlng more than a
conditional sales contract in the guise of a lease; where the lesses is
bearing the risks of ownership and will be entitled to the tax benefits, such

as depreciation.

The financial reporting criteria as to how a lease agreement iz classified are
determined by the HNlgerian Accounting OStandards Board (NASB). The NAGSE
classification of a lease hinges upon whether the contract points a purchase
of equipment, or to usage only. If, according to the NASE creteria, of which
there are four basic tests, the intent of the parties is to characterise a
purchase of equipment in the guise of a lease, it is called a capital or
finance lease. If the intent of the agreement is for usage only it is called

an operating lease.

Risk and intent are major factors in determining if a lease is a lease for tax

and financial reporting purposes.

TYPES OF LEASING ORGANIZATIONS

Independent, or third-party leasing companies represent a very large part of
leasing industry. These companies are independent of any one manufacturer.
They generally purchase equipment from various manufacturers and then lease
the aquipment to the end-user or lessee, although some may deal exclusively

with the product of one manufacturer.
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Financial institutions included in leasing, such as henks, and finance
conpenies are mlso considered independert leasors.  Many of these flnsncial
institution lessors not only provide lease finsncing to lessees, but funding

tc other leaszing companies as well.

According to J Van Horne (1863) :-" A captive, or two party lessor, is crested
when a manufacturer decides to set up its own leasing company to finsnce its
products.  The menufacturer realizes that by providing lesse Tfinsncing it can
increase the sales of its products over the level of s=sles utilizing

traditional finsncing”.

Another key playver in the leasing industry is the lease broker. The loase
broker, or packager, may fund the interested lessee, arrange for the equipment
with the manufacturer, secure financing for the lessor to use in jpurchasing
the leamed equipment, locate the ultimate lessor in the lease tranmsaction, or
provide a combination of these services. The lease broker typically doez not

retain the leasze transaction for its own account.

Equipment 1lease financing fall into twn gensral categories: finance leaze and

operating lease. Statement of accounting standard on leases march 1892



- 29.
FINANCE LEASE
The finance (or capital or full pay-out, as it is sometimes called) lease is
cne  in which the lessor yecovers through the lease payments, all cost inourred
in the lease plus an acceptable rate of return without any reliance upon a
future residual wvalue. From these perspective a finance lease is an agresment
which has characteristics of a purchase -agreement. A finance lease is a lease
that conveys the following:
(1) actual owmership,
(i1} potential ownership through a bargain purchase option;
(iiil) or effective ownmership through any means, such as an unduly long lease

term in which asszset exhaustion occurs in the hand of the user.

From the above definition, a finance lease anables the lessee make a series of
fixed financial obligations (rentalz) as consideration for his use of the
equipment spread over & period of time equal in proportion to the economic
life of the equipment. Alsc, lease coontract is non-cancelable during the
cbligatory period, i.e. the lessee is irrevocably obligated to make lease

payments until the expiration of the lease.

QPERATING LEASHE

(perating leazes are those which have the characteristicas of a pure usage
agreement. The: obligation to pay under an operating lease does not appear on
the lesses s balance sheet, hence_,, tha term off balance sheet financing. In
other words it iz a contract under which the asset is not usually amortized

during the non-cancellable period of the lease.
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The legssor purchages the equipment snd lesses 1t out to the lesses at at a
rate which does not cover cost and profit to the leszor. This should be of
particular interest to those who regquire equipment to carry out specific

contracts.

An operating lease ocontract is not subject to the non-cancelability condition
and it iz cancellable with due notice. Also, coperating leagse is a relatively
short-term in length (usually shorter than the economic life of the asset) and

without the lessee having to pay for the entire capital cost of the assets,

- SES
In order for the lessor to claim the tax benefits of osmership, which is what
acoure in & tax lease, the lesaor has to teke on the riskz of owing the
equipment as well. For example, if the lessee 15 permitted to purchase the
equipment for one Naira, or automatically becomes the owmer of the equipment
at the end of the term, the lease would most likely not to be a tax lease

because the lessor does not have any residual risk.

The Jeaze rentals charged in a tax leaze are impacted by the tax benefits
claimed by the lessor. Because of the tax benefits, the lease payments can be
lower than ovh a corresponding loan. This is not always ac, however, in a
amall ticket market, for example, tax benefits may be used to increase the

lessor’s yield, rather than to reduce payments.
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If a leage fails to weet the coriteria of & tax lease, then it will be
congidered a nontax lease or a conditicnal sales contrect. In & non-tax
lenze, the lessee 1is, or will beconme, the owmer of the equipment and is
therefore at risk and entitled to all the benefits associated with owning the
equipment, HNon-tax  leases, which are conditional sales contracts in the guise

of lease, are often referred to as money-over-money leases,

In & wmoney-over-money lesge the lessor geekzs after a "apread”, or the
difference between the interest rate at which the lessor borrows, and the rate
of return in the lease. For esxample, 1f the lezsor borrows firds ot 18%, and
has a rate of return in the leage of 21%, the spread would ke 3%, Leszes nay
prefer nmoney-over-money leases instead of conditional sales contracts heceuse
the leagse nature of the transaction allows them to avoid the rigors of the

ceapital budgeting process.

LEYERAGED LEASE

In a leveraged Iease, the lesszor borrows a significant amcount of non-recourse
money by assigning, or discounting the lease payment stream to the lender in
returm for upfront cash. This cash amount represents the amount of the loan

and is equal to the present value of the future lease payments,
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Non-recourse means that the lender is looking to the credit worthiness of the
lessee snd the value of the eguirment for payment, not to the lessor. In
fact, the lessee will generally make lease payments directly to the lender in
a leversged lesmse, The ssslgnrent or discounting of lease pryments represents
a funding technigue used by s large segment of the leasing Indastry. The
lessor will have +to pat equity (eash and/or recourse borrowings) into the
transaction in the amount of the difference between the cost of the sgoiprent
and the debt. In an assignment, the debt iz equal to the present value of the

assigned lease payments.

In a single~investor lease the cash paid represents a lessor’'s equity as well
as pooled funds which have been borrowed from a variety of sources, normally
on a recourse basiz., Reoourse means that the lessor iz fully at risk for any

borrowed funds.

BUNDLED LEASE

A bhundled, or full-service lease Is one that includes many additional services
such as maintenance, insurance, and taxes. Theses are paid for by the lessor
and the coat of them i1is tuild into the lease payments., If, however, the
legzsee mist zeprately zeek out and pay for maintenance, insurance, and taxes,

then the lease is said to be net of these services, hence a net lease.
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a )

A master lease is a lease line of credit which allows a lessee to add
equipment under the same basic lease terms and conditions as originally agreed
to, without having to renegotiate a new lease contract., This agreement iz for
a stated period of time, typically one year, and reflects a maximam amount
that can be used during this time frame. The lease rate in a master lease may
either be fixed at the time of the agreement or it may be determined when the
squipment is delivered, in order to reflect current market conditions. The

characteristics of master leases will be different in each situation.

DIRECT LEASE

This represents a straight forward lease contract between a lessor and a
leszee where the equipment tenor and rent are covered uander a lease agreemant
for the obligatory period of the lease. It is an agresment by which the
lesses acguire the uze of asset usuwally directly from the manufacturer. IEM

for example leases computers, and Xerox leases copliers to their clients.

CONGORTIUM LEASE

oymdicated or consortium leazing is where a group of firms arrange the deal
(Just 1like In a 1oan syndication), may be because the item involved is very
expensive and requiring a huge financial outlay. A member of the leasing
consortium or an outside party would hold the agency to be formed by the
interlessors agreement. and executes the joint leaze agresment on behalf of the

Joint lesszors,
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CROSS-BORDER LEASE
This 1is another type of lease arrangement where the lessor and the lessee are
in different geopclitical entities. Although there are no  restrictions
precluding the Nigerian lessors from claiming capital allowancez on A
arosas-border  transaction, but such transactions are subject to Exchange

control approvals.

SALE AND LEASK-RACK

A sale and lease-back is an arrangement whereby a firm sells an item it owns,
heeds, and then lease it back. [t i3 a form of tfransaction that converts
fixed aszeta owned by a company inte cash., T1 pays the rentals from business
proceeds while using the money relaized from the sale for other purposes.
This however enables the lessor (instead of the leszes) realize any rezidual

value the asset might have at the end of the lease period.

As liquidity is very important for most companies, sale-leagse-back can help
firma enhance thely liquidity through:
{1} providing an immediate source of cash;
(11) consolidating old loans with an extended repayment term which may alsc
be impacted by residual value; and
{iii) flexible lease structuring option which allow a leszsee to better manage

its cash proaiticon.
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2.3 CAPITAL ASCET ACQUISITION AND LEASE FINANCING DECISION
IMB s Bronchure on equipment Iease financing (1988) mentioned that:
The decigsion to acaulre a capltal asset commences with & felt need for the use
of an asset which may be neccessitated by the need to:-

i. Increased installed capacity

i1, Add on new production lines

111, Upsrade on existing lines etc.

The financing method available to the compeny are on or off-balance sheet such
as:-
i. Cash purchase
ii. Term leoan financing
iii. Operating lease

iy, Financial lease,

The financing method decision normally take the following factors into
consideration:

1. Cost minimization

ii. Cashflow convinience

iii. Legal and other constraints.
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Decision to scguire or not to acquire an aszet iz considered wunder capitsal
budgeting. {hder a cost/benefit analysis, to acquire an asset, the benefits
from investing in the assset mast exceed the cost, Cost will normally include:-
1. Initial cash outlay to acqguire the asset,
ii. Other costs i.e. labour, materials, disposal costs, tax liabilities and

variable overheads.

While benefits will include:-
1. Incresse in revenue
11, Cost minltlzstion

i1i, Tax savings - Investment allowances and capital allowances

WHY LEASING
Within the past decade leasing has mushroomed into a multimillion naira
Industry. Thaere are five major reasons, or categories of reasons, why lessces
lease equipment. The five reasons are:-
i. Bconomic or financial
ii. Financial reporting
iii. Income taxes
iv. Technoleogical

v. Flexibility.
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ECONOMIC OR_FINANCIAL
The economic attributes of a lease are conziderable. The monthly rentals in
the lease can e quite low when compared to the loan payments levied by a

bank, due primarily to the impact of the residual value in a leasze,

The tax benefits agenerated in the transaction will influence the lease
payments as well., The lessor can lower the lease payments wihen receiving
value from tax benefits, although, as was mentioned earlier, the lessor may

uge tax benefits to incorease its yield.

Ionger lease terms also help to lower the lessee’s lease payments, The
repayment of the equipment cost is spread ocut over more periods so less

payment needs to be charged each period to recover the entire cost.

Lleasing also requires little, if any, upfront cash outlays. Most leazses
require Jjust one payment upfront versus the normal dosm payment requirements
on an  instalment loan. The combination of upfront and lower subsequent

paynents helps €0 preserve working capital.

Additiemally, leasing provides firfms with another source of financing, thus

allowing them to diverzify their funding sources.
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FINANCTAL REPORTING

Entities are conztantly striving to have their financial statements look as
gtrong and healthy as possible to thelr shareholders and lenders. When a
company purchases eguipment and finances it with a loan, an asset, az well as
the corresponding liability appears on the balance sheet. 1f, however, the
company chooses leasing, and that lease is classified as an operating lease,
then no asset or liability would appear. Hence, the term opesrating lease has

become synopymous with off-balance sheet financing.

Off-balance sheet financing is sought after for a variety of reasonzs: to keep
debt off the balance sheet, to lmprove the financial ratios of a company, and
to potentially enhance the company = ability to borrow in the future. It is
also conceivable that in the early years of the lease the operating leaze will
improve the company s reported earnings when compared to a finance lease or

purchase.,

INCOME TAXES

The value of tax benefits to the lessor can influence the leaze payment
charged to the lessee. A built-in reciprocity exists in tax leasing, in that
the lesacr - owner in a tax l=ase receives the tax benefits given up by the
lessee user and, in tum, may pass those benefits on to the lesses in the form
of & lower lease payment. The lessee also receives a tax benefit since the

lease payments are fully deductable.,
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TECHNOLOGICAL
In today s rapidly changing environment there iz always the risk that high
technology egquipment., swh as  computers, will become obsolete. Indeed, the
rigk of technological cobsolense is one of the primary reasons for leasing.
Leasing can help lessees transfer the risk of owing equipment which iz no

longer technologically useful.

This transfer of risk can be accomplished in several ways. The most cbwvious
would be for a leszee fo enter into a short term lease agreement., thereby
requiring the lessor to assume the technelogical risk through residual wvalue,
If the equipment i3 still useful at the end of the leaze term, the lessee
could then renew the lease. If the equipment becomes obsclete during the
lease term, the lessor may replace it with newer technology through what is

knowm as a takeout, or an equipment upgrade,

In a takecut, the lesszor, through its access to the secondary market, will
find a8 new bhome for the original equipent because equipiment that iz cbaclete
to one entity is not necessarily obsolete to another. For new and untried
technology many lessees prefer leasing the equipment on a  short term or

experimental use basisx,
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FLEXIBILITY
A company may 3imply need the use, not the ownership, of a piece of
equipment.. [easing can help a company avoid many of the headaches associated
with equipment owmership. For instance, leasing can transfer the burden of
disposing of the equipment to the leasor, who typically has betier access to

the used equipment market.

The lessee can alzo contract with the lessor to take care of other aspects of
ownership such as insurance, maintenance and property tax by bundling these
costs  into the lease payment. many lessees appreciats this one-stop shopping

aspect. of leasing.

LEASING VERSUS TRADITIONAL FINANCING

Over the years, both debt and equity financing have been broadly used by

companies seeking new capital goods/equipment. Both of these methods derserve

serious consideration when an equipment need arises. Here, are some of the
advantages leasing offered many progressive companies as compared to both debt
and equity financing:-

1. Leasing usually gives a cheaper rate. This is particularly true in the
case of a company that cannot take advantage of such tax benefits as
capital allowances and investment allowances. Lessor can purchase the
equipment.,, claim the tax benefits, and pass the savings along to the

lessee via low lease rates,
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Leasing is a new source of funds. It spares the vse of other coredit
gourcees, both public and private placement. [t congerves existing lines

af oredit for other purposzes end Allows full uze of horrowing capacity.

Public disclosure of financial informatlon is not regquired when you make a
leaze Arrsngement. It would be required in a prospectus for a piblic
offering of debt or equity. Leasing therefore is sometimes described as

aff-balance sheet financing,

Leasing avoids the dilution of ownership that iz inevitable with the sale

of securities to raize capital.

Most leases provide 100% financing. Sometimes not even a deposit or dowm

rayment. dips into capital.

Lease payments can be flexible., They can be structured to coincide with
aarnings generated from the equipment used, or they can follow the pattern

of a seasonal business,

Leazing can allow longer terms than other finacing methods. Amortizaticn

af eqtiipment cost can be spread over a longer period.

Depending on a loan agreement, leasing may sometimes be excluded from debt

in computing ratios and limitationz under existing borrowing agreements.
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LEASING VS CASH PURCHASING
The situation in every company is different, so it is impossible to meke hard
and fast rules about when to lease and when to do cash purchaze. Below are
some of the advantages offered by leasing as compared to cash purchasing:

1. Ileasing conserves capital.

2. In the case of an unplanned or unexpected equipment need, leasing offers an
attractive alternative especially to the company that tries to "budget”

capital goods expenditures.

3. Leazse payments can provide a cashflow superior to that of a purchaser over

the early years of the equipment’s 1ife.

4. Leasing offers exclusive tax advantages. rentals may be fully deductable
operating expenzes. Thuzs, a NOOO a month rental, for a company in a 45%
tax bracket, would mean a net cash cutlay of N275 a month. Rental deduction
way be superiror to or timed better than depreciation deductions when the

lease iz shorter than the depreciable life of the equipment.

5. Leasing is an effective hedge against inflation. If inflation continues,
thiz means you will be paying lesa for equipment today and will be making
lease payments with tomorrow’s inflated naira, the net is a positive effect

on cash flow.
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8. Lessing ocmn help s conpesny fingd a pradent way arcund budget limitstions.
And because rentals payments are operating expenses, they may have no

effect at all on capital expenditare budgets,

7. Leasing is a helpful tool in a back-to-back financing. Coste are essy o
forecast and acoount for. The user Eknows how long he will have the
equlmment and exactly what he will pay for it. This cmn be measured very

closely against the revenue expected from the equipment.

8. Heavy depreciation deductions and interest expenzse for purchased sguipment
can impair a compeny s book incote or reported sammings. During the early
vaears, a iefsgse permits a regular rental expense. Thiz results in & mindipom

impairment of book income.

Finally, it must be noted that, leasing does not necessarily work for every
company . Leasing iz not good medicine for a a sick company. The whole idea
of leasing is to enable an efficient company to effectively use conserved
capital. It would b coined that: it is an attempt to build the beat out of a

good environment., it is not meant to make a good cut of a bad zacens.

Therefore, the guestions a smart financial executive should ask himeelf are:
i. Will I be able to efffectively and efficiently utilized saved capital?

If you cannot convience yourself of the ability to use the capital saved
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to work for grenter profit and mslte more money, leasing is not for you.
1i. Will the level of inflation be higher next year snd in the nesr future?

If you believe prices are going to come tumbling dowm, you might just as

well pay for capital equipieent now. Bub know that continued inflation

makes it a good idea to defer ss mach pavments sz possible and poy later

with cheaper Nalra.

2.4 ACCOUNTING FOR LEASES AND COMPUTATION OF LEASE RENTAID

The moccanting trestwent of lesses, reflect the commerloal substance of the
lease 1.e. whether it 1z an operating lesse or s finance lease. noe  we  are
able to understend and appreciate the distinction, it will becowe essier to
understand the acoomnting entries. It is therefore of utmost importent st
this Jjunchare that we again define the two wain trypes of leases, The
staterent of acconting stendsrd on lesses as isswed Dy the  Nigerdsn

acoounting standard oard has categorised lesses into two broad oategories:

a} Operating lesse

by Finence or Capltal lease

a. QPERATING LEADE
Thia iz the one in which the lessor retains all the risks, obiligations and
rewards of ownership. In this instance, the lessor is primarily concerned in

aperating an azzet in order to malke profit from it
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He iz usually responsible for the maintenance and insursnce of the lensed
azzets while the lesase term covers only a part of the santleipated uzeful l1lfe
of the asset =20 that the lessor does not amoytlise the asget Tully in his books
during the lease tenn, In esgsence, operating lesses are often relstively
short term sgreements with the sawee asset bedng lemsed  in sueceszsion 1o

different. lesses.

B. FEINANCE OR CAPITAL LEAGE

This is a direct opposite of the technical operating leazse 1.e., the risk, such
as idle capacity, technical obsclese and the rewards of ownership (i.e. use of
aaset, gain in realisable value) are transferred to¢ the lessee. Usually the
agreement. is non-cancellable without a major penanlty being paid by the lessee
and the lesses also has the option to bhuy the aszet for a2 nominal amount upon

the expiration of the leasze temm.

In broad terms, the accounting treatment in respect of leases should be
considered in terms of:-
a) Accounting by the lesaors

b)Y Accoumting by the lessees,

However, for our purposs, we shall dwell mainly on the accounting treatment in
the books of the lessors, to enable us appreciate the entries that will be

made in the books of the Banks/Financial inatitutions providing the lease,



ACCOUNTING FOLICY: Assets leased under operating lease should be treated as
fixed assets and depreciated over their sstimated useful lives based on the
depreciation policy for that class of asset. The annual depreciation charge
should be taken to the profit and loss  account., The Rental income from
leases, exclusive of charges for such services as insurance and maintenance

should be recognised on straight line basis over the period of the lease.

This is debited with the cost (i.e full cash wvalue) of the leased asset
acquired. The contra entry is of course a credit to the vendor (seller’s)
Account,.  Where there are several classes of lease assets, the global (total)
cost. of the assets will be reflectad in the leasing (fixed) Asset Account in
the general ledger. However, each of these assets/class of assets must have a
subsidiary ledger maintained for each cuastomer and schedule of lease assets,
so that the total for all the subsidiary ledger/schedule must agree with the
bulk sum in the general ledger.
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2. ( INT ~ SING ASS
These arve of two classes viz:
{#) DREPRECIATION (LFASING ASDETS) ACCOUNT
This is an expense account which 18 a charge (debit)} to the profit snd losg
pocount, reflecting the depreciation chrage for sll classes of lessing msset

for the control period.

(by CUMULATIVE DEFRECIATION (LEASING ASSET)

Thiz 1is = provision (balance sheet) accomnmt and ig the contra to  the
depreciation experise account in the profit and loss account. The account must
always be in credit and the halance on the sccount mst be supported by &
schedule which will show the cumlative depreciation for esch asset/clasz of

assets,

3. LEAGE REPAYMENT SCHEDULE

For every lease that is booked, the total rentala payment due iz analysed as
to the total instalments due, the due dates, security deposit due, (where
applicable, and strictly in finance leases) the with-holding tax component of
the payment schedule, The schedule is of critical importance as it provides a

bazis for generating entries on the dates when the rentals income are due.

Once there iz a change in  inter=2st rate, a new pavment schedule will be
prepared to reflect the total rentals due, dus dates et azx per the new
calculation for the remaining period of the leasa. The schedule is alsc used

to advise clients in advance of the due period.
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The lease lncome receivable account 1s used to captire the rental income duae,
on due dates (there entries are based on the figure in the leage repsyment
schedale)., This 18 to say that on due date, each lesse 1 recognised. az &

debbor 1o the bank.

In order to appreciate the completeness of the entries to be passed, the
following accounta are explained together; ON DUE dates of lease payment:
DR -~ Iwase Incom= Receivable Account {Balance Sheet}

CR -~ Leaze Income Account (Profit and Loss)

Being rental income dus for period (either monthly or aquarterly) on the
aszat(s) lease. The =ubzidiary ledges (i.e for each customer} is updated

imeediately to reflect the amount due.

ON PAYMENT of due rentals (if there are no interest penalties);

DR - Cash/Fank/Clinet’s Account (as case may be, i.e. if payment is by cheque
or direct debit to current account).

DR - Tax Frepared Account (for any with-holding tax netted of gross rentals
due}.

CR - Lease Income Receivable Account - For the gross rental income.

However, it should be noted that:-
{a) The with-holding tax paid by the ¢lient on behalf of the lessor must be
supported by original copy of the receipt issued by the Inland Revenue zo

az to emable set off by the leasor against the tax llability due, .
.l



- 49 -
(b) All other thing=s being equal, the balance on the lease income receivable

nocount, should be nil at the end of each month/gearter.

Interest Acoranals Acoount - Leases
Interest Suspense Acoount - Lemnses

= L —_

Most lease agreements make provisions for penalty on late lease rental

payrents. The normelly range between 1 1o 2 per cernt above the lessor™s prime

lending rate on the rental instelment due, if payment iz not made within a

specified prericd of time, say 14 days. The following entries are passed:

DR - Interest Accruals Account - Leases

CE - Interest Suspense Accoant - Leases, for outstanding interest penalties
on rental peyments. For entries will be raised elther st the end of a
contrel period (guarterly/wmonthly) or when paymernt is made on the due

aumn hut the interest (penalty) has not been farwarded.

Once payment on the interest penalty is made the following entries should he
passed:

Dk -~ Bank/Cash/Customer Account (as case may be).

CR - Interest Accrual Account to reflect the settlement of outstanding

iiability.
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[ease Interest Susupense Account
Interest Income Account - (Others.
To refleot the realisation of the previous amount suspended on the

interest income account.

B.  ACCOUNTING FOR FINANCE LEASE
GENERAL COMMENT'S -

1. (&)

(b)

In a finance Jeaze the asset is not Jjust rented, but purchased cver the
period of the agreement. This may include payment. of a residual value
at the end of the lease period. In effect, the aszet acquired in a
finance leaze should be capitalised in the balance shaet of the leasee
while the depreciation and attributable finance charges should be
debited to the profit and loss account.

If this iz not done, the capital employed and actual and contingent
liability of the lessee will be understated. Morecver, inter firm

compariscon will e difficult to make.

The capitalised value of the asset in the balance sheet of the lessee
should be the lower of the fair value of an asset and the present value
{using discount tables or programmable calculators e.g. HPI1Z2C) of the
minimim lease payments. In other words, it will be the cash price of

the asset.
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(c) The asset (i.e. capitalised value) should be depreciated over the
period of expected use, consistent with the lesszece’s depreciatlon,

polioy for the class of the assets,

2. In the book™s of the leszor, the trestment 1 however different.. The
diferences are:

(a) The leaze will be recorded NOT as a property, plant or equipment but as a
receivahle. This 1z because "the zubstance of a finance lsase contract
is the provizion of a secured loan”. "lease rentalz therefore are partiy
a repayment of principal and partly a finance charge to reimburse the

lesscr for his investment and sevices™.

{b) The receivable amount will be equal to the net investment of the lessor in
the 1ease., Thiz will normally be "the total future minimum lease
payments less finance charges allocated to future periods. At the
beginning of the leaze, thiz is normally equal to the cost of the

eguipment 1.e. only the capital amount’.

() Alzc at the begimming of the lease, the lessor will state in his account:
1. the gross investient in the lease (i.e the capital/loan amount) and
the;

ii. Unearned finance income (deferred interest income) from the lease.

The unearned finance income will be deferred and allocated to income over the

life of the lease.



Dare s in operating lesse

2. LEASE DEBTORS ACCOUNT
Thiz is debited with the tofal rentals due from the lessee, (i.e the oapital
lecan amount and the unearmmed finance income from the lease). This groas
financial obligation from the lessee is stated therein at, the inception of the
leaze. The contya entries ave:

i. a credit to lease interest suspense account

ii. a credit to vendor {(sellers account)/or customers account or bank,

depending on whether an immediate purchase of the asset ia being made, or

it is a sale and lease back transaction etc,

3. LEAGE INTEREST SUSFENGE ACCOUNT

This iz maintained to capture the attributable finance charges due from the
lesses,

NOTE

The net investment of the lesscor in the lease at any point in time iz arrived
at by deducting the outstanding balance on the lease interest suspense account

from the balance on the lease Debtors Account.
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4, GRECE > [

Thizs 12 credited with the amount paid towards securing the residual value of
the asset at the expiration of the lease. It may be interest bearing or

non-inteyvest bearing depending on the way the lease iz structured.

SNCOME RECOGNITION

There are several methods of recognizing the income from a finance lease,
However. it is important to note that every rental payment in a finance lease
is made up of two components:

{a) An interest charge on finance provided by the lessor. Thiza proportion of

interaat is oredited to the profit and loss account.

(b} A repayment. of part of the capital (loan) oost of the aszet. This i=

credited to the lessee’s account to reduce the ocutstandins liahility.

The proportion of rental repayment that is accounted for sither as interest or
principal repayment iz derived hy for uszing either of these methods:
(a) The level spread method i.e. the finance (interest) incoms are assumed to

accrue aevenly throughout the period of the lease.

{b) Actuarial method - thizs assumes that the interest earmed iz the implicit
interest rate of the laase multiplied by the cutstanding capital amount of
the leass. The interest amount reduces on the payment of each rental hut
it will be highest at the commencement of the lease. (The easiest way to

make the calculation iz by using a programmable caloulation such as HF12C)
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(c) Sam of the diglts wethod - Thiz is clogely spproximates to (b) abouve but
the caleulation is not based on the interest factor bat based on the =un
of digita in the total instalmental payments,. For example, if there sre 3
instalmental payments, the zum of the digits will be 8, 1.e. (1+2+3)
ingtalments)., The interest (rate) applicable in each of the instalments

are a3 follows:

11

i) Payment of 1zt instalment 3/6 x Rental payment

" 2nd " 2/6 x " "

H

! Y 3rd ) 1/6 = " "
As a recap, the accounting entries will be
1. ON DISBURSEMENT
DR ~ Lease Debtors Account
CR -~ Cash/Vendor/Client’s Account (az caze may be i.e whether it is a
payment to the vendor (seller) or a sale and lease back), for the
loan/capital amount of the lease,
DR - Lease Debtors Account
R - Lease Interest Suspense Account for the unearned lease finance income

due from the lease.

It should be noted that the repayment schedule is prepared at the inception a=

described previously.
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RENTAL PAYMENTS (If payment is made on dae date)
DE - Cash/Lesses s Bank Account (depending on the mode of payment).
CR - Lease Debtors Account
CR - Security Deposit Account
Belng & reduction of total ocutstanding llahility t.o the Bank, AND redse n

separate journal:

DR - lLesge Interest Saspense Acoouant
CR - Leage Income Accot (P & L)
(It should be noted thet the repayient schedule is also updated imeediately

az to the interest component and principsal components of the repayment).

LATE RENTAL PAYMENTS

Hosmever, rental payments may not be made on due dates and it iz necessary  to

capture the income due from the lessee at the period. The following approach

is suggested:

Raise a journal;

DR

CR

- Lease Interest Receivable Account (A Suspense Account).

- Lease Income Account (P & L) being recognition of lease interest income
due.
(It should be noted that the leszee’s cutstanding liability to the bank

iz reflected on the balance of the lease Debtors Account).
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Once payrent is made;
DE - Lesze Interest Susupense Account
CR - Lease Interest Receivable Account
being realisation of lezsse interest income previously suspended, AND;
DR - Cash/lLessee’s Bank Account (dspending on the mode of payment).
CE - Lease Debtors Account,

Being reduction in outstanding liability on payment of overdue rental.

4.  INTEREST RATE CHANGES
During the tenor of a lease facility it sometimez happen that the implicit
interest. rate used in calculating the lease rental payments, changes because

of increase or decrease in the lessor’'s base interest rate.

What this implies is that the outstanding balance in the lemase debtors account
will have to reflect the new indebtedness to the bank. In effect, it is only
the finance charge portion of the total liability of the lessee that will
chang= while the principal portion outztanding will represent the basiz of

calculating the new rental payment.

The approach iz as follows:
(a) Calculate the new rental payments due and prepare a new repayment

schedule,



(b)

9.
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Reverse the existing balance on the lease interest suspense Accoat, i.e,
DR ~ Lease Interest Suspense Account |
CR - Lease Debtors Account.
Being reversal of expected lease interest income due to changez (increase/
decreaze in intereat rate).
AND SIMULTANEQUSLY
DR - Lease Debtors Account.
CR - Lease Interest Suapense Account.
Being recalculation of expected lease interest income resulting from

interest rate adjustment.

BES

In a finance leaze, provision should be made for outstanding interest income,

whose likelihood of payment is desmed remote, as follows:

(a)

{b)

DR - Bad Debt Expense (Leases) Account

CR - Bad Debt Froviszion (lease) Account

Being provision for lease interest income.

When the rental payments are considered irrecoverable then-

DR - Bad Debts provision {lease) Accounts

CR - Lease Interest Receivable Account

Being write-cff of previous lease interest inocurred previcusly taken ‘r‘

profit.



— 58 -
The capital portion of the lease account should be sccounted for through
a Reprocession Account azs follows:
DE - Lesase Interest Duspense Account
CR - Lesse Debtors Account
Being write-back of balance on the lease interest auspense acoeount to
lease debtors account.
DR - Repossession Account
CR - Lease Debtors Account
Being outstanding capital cost of leased equipment now recovered.
The present practices are summarised below:
1. DISBURSEMENT
On disbursement. of the leasing facility, the following entries are passzed:
DR - Iease Assets Account
CR - Vendor Account/Client Account (as the case may be) being cash/
payment on acquizition of leasing asset. (subsidiary ledges are
opened/updated) for each client/new leasze. The balance on the
leasing asset - General Ledger Account must agree with the control
totals for the subsidiary ledgers and also the table az per the

schedule of leasing assets.

2. DEFRECIATION OF LBADE ASSETS

Azzets acquired for the purpose of lease are depreciated over the shorter of
the lease period or the normal depreciation pericd for that class of assets Dby
the bank. The depreciation of leasing assets is accounted for like that of

any other asset through the profit and loss account for each month i.e.
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DE - Depreciation {(Expense) Account - Profit & Loss

CR - Cumilative Deprecistion - Leasing Assets (Balance Sheet Account),

Leaze Assets are stated st the lower of cost or net realisable value, Any
diminutien In the wvalue of leazed ssset helow the cost of the assets are
reflected by revaluing the assets to show the (new) net realissble value.  The
difference between the oarrying amount and the net realissple value, (i

lower) are written off to the profit and loss account.

3. LEASE BENTAL PATMENT

On the due dates (az per repayment schedule) of the lease payments:

PR - [Leaze Income Receivable Account.

CR - Lease Income Account

Being rental income due for period (either monthly/quarterly) on the assets

leased.

The subsidiary Iledgers - immediately for each client/lease assets. The total

balance on the lease income recelvable account must agree with the general

Jedger balance for control purposes,

BOTE:

1. Any penalty payment(s) should be credited to the Repossession Accoamt.

2. The value at which the equipment iz brought into the bookz is the balance
on the loan amount i.e. the bank s net investment in the lease at that
date.

3. Subsequent disposal for cash should be reflected through the reposzeaszion
account, the net losa/gain on sale of repossessaed equipment credited to the

profit and loss account.
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The &bove entries are maintained both for individual clients and oontrol
accoant are alsc madntained for mll clienmts so that the balaneoe of  the general

ledger scooant will e the same ms the total for the control accounts.

— - CTRY

The approsch dezcribed sabove both for opereting and finance lesse represent
auranerized/simplified recuirsgents of the Accounting Stenderd Beoard (DAS  II),
the British statement of Standerd Accounting Practice (S5AP) 24 on lesses and

Hire parchase trangactions.

However, although most banks and financial institutions in Nigeria undertake
finance lease, but these are accounted for in their bocks as if they are
operating leases. In essence, what we are saying is that:

a} The leasing assets are reflected in their balance sheets as fixed assets

and depreciated accordingly.

b} Lease income (gross lease rentals) is only stated in the books as at when
due and no obligations for future rentals are disclosed in thelr financial

atatements.
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On payment of the due rentals (1f there are no interest penalties):
DR - Cash/Bank/Client’s Account (as case way be, 1.e. If payment iz by cheque
oy direct debit to ocurrent mccount).

DR ~ Tax pre-paid Accoant (for any withholding tax netted off gross rentals
e} .

CR - Security Deposit Account {for security deposit portion of the total
amount received).

CR - Iease Income Receivable Account - for the gross rental income.

4, JALE OF LEADES AGDETS

At. the expiration of the leaze, the lease agreements normally provide that the
lessee has the first option to buy the asset at a specified percentage. 'The
purchase ¢onsideration iz normally the security deposit which should now

approximate the purchase consideration.

The following accounting entrxiss are passed on  the dispozal of the leased

aszets:
DR - Security Deposit Account
CR - Lease Assets Disposal Account

Being transfer of purchase consideration from the security deposit account on
the expiration of the lease term.

DR - [ease Aszets Disposal Account

DR - Cumilative Depreciation - lease Assets

CR - Lease Assets Account

CR - Leaze Aszets Dizposals Accoount
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Being trensfer of the ocost snd cumlative deprecistion on lesse azets to the
disposal acoomnt on the expiration of the lease sgzet to the leszes, The:
difference on the account usually a credit balance, iz written to the profit

and loss account as profit/loss on disposal of lease asget,

5. . ~ Loy rpag

For non-performing leases i.e, where lease rental payments are in  arrears and
the chances or repayment are doubtful; the following accounting entries are
suggested:
a) DR - Bad Debts - Expense (Leages) Account

CR - Bad Debts Provision (Lease)} Account.

On provision for possible non-payment of the lease amcunt.

b} When the rental payment are considered irrevocable then;
DR - Bad Debls provision (lease) Accounts
CR - Leaze Income Receivable Account.
However, where no proviszion has previously been made the entries will be;
DR ~ Bad Debts Expense Accounts (leaszes)

CR - Leaze Income Receivable Account,

COMPUTATION OF LEADE RENTALS
Conmputation of lease rentals ahould be by the - i the following fomular:-
IMEB Bronchure on leases {1982).
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LEGEND

Bv

R

1

Prevent Value = amount of lease facility

11

Number of periods (periodic rentals in lease term)

[ s
i

Interest rate per periad

Rental amount

]
1"

FORMULAF,
i. DPMT = Pv/a

ii. Where rentals are payable in arrears.

( 1
ax= { (1+in_ ]
i

iii. Where rentals are pavable in advance.

(1 )
1 - ( (I+i)n—x )
a = . + x
i
and X = the number of rentals payable in advance.

Thiz formulae assumes that after payment of the advance rental or
rentals, the first of the remalning rentals is paid at the beginmning

of the second period.
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Fv = PFuture Value

n = Number of poriods (periodic rentals) in lease term.
i = Interest rate per pericd

v = Discount factor

Pv® = Present value of the future value after n periods.

FORMULAE
[
(1+1)P
ii. P = Fyx VR = Py

(1+i)h

d

Where Py = the present value of the lease facility.
NORMINAL. YERQUS EFFECTIVE YIELDS

leage yields are usually quoted on  an annual nominal bhasis, which does not
capture the compounding effect of reinvested cashflows i.e. the ocompound

interest.,

To convert a nominal yield to an annusl effective yield the following
procedures should be followed:

a)., Use the compound interest formular.



( } nj
( (1 ) )
{ { na ) )
{ 1+ )
( - )
{ 106 )
i = Amual nominsl interest rate
na = Conpomnding pertads per dey
nj = Compounding pericods under consideration

quarterly effective = 3, semi armual effective = 6,

annmaal - 0 ve = 12,

The formular first converts the anmnual nominal rate to the periodic nominal
rate corresponding with the compounding period {(typically monthly). The
preriodic nominal rate i= then converted into decimal form by dividing by 100.
The mumber "1" iz added =solely as a mathematical convention. Raising the
periodic nominal rate (in decimal form) by an expomential power reflecting the
number of compounding pericds under consideration will vield the appropriate

effective rate.

2.5 TAXATION TREATMENT FOR [EFASES AND ADVANTAGES

The Federal Board of Inland Revenue (FBIR) has come up with a criteria for
determing who recelves tax Dbenefits, The isaue of "at-risk” is the major
criterion for determing whether the iessor is “at-risk” or not and will
receive the tax benefits of ownership and the lessee will be entitled to
deduct the leass payments or rentals as & husiness expense. For taxation

purposes therefore, mozt leazs payment are recorded &as an expanse.
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However, in casez where the lease condition fail to meet the (FBIR) oriteris
for tax-lease transaction is determined not to be a ftax-lemse pat A
money-over-noney  lease, which is more or lezs an instslment sale contesot in
the galse of & lease. In these case the lesses 1s Dearing the risks of
ovnership and 1is entitled to the tax benefits such az deprecistion, Mt is not
entitled to deduct the entire lease peyments as 1t does in o teax-lease,  If
the lessor besrs the rilsk of ownership, the lesxge 1 termed a tax-lemse swd
mizt claim tax benefits of cwnership. A tax lease mast not contain a bareain

parchase option or specify a lesses guaranteed residual value.

RS
The concept of capital allowances iz to aliow for the recovery of the coat and
possibly the replacement of assets uged in generating the income of a trade or

usiness.

Under general account practice, income camnot be said to be determined without
a provizion for the value of the capital asset consumed in producing the
income.  Through provision for depreciation, the accountant systematically
charged the cost of a fixed asset against periodic income over the eatimated
useful 1life of +the asset. The amount charged each year depends on
manadenant” s estimate of the fixed asset’'s uwseful life, depreciation methed,
fixed asset cost and the eatimated scrap value. Although, by experience,
industries tend to accept a standard life span for certain classes of assets,

depreciation charges on like azzets vary among companies.
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In order o irpoze zsome wniformity, depreciation charse iz disallowed for tex
parposes sndd In ite place 8 uwniform  "sovernment  depreciation” or ecapital

allowanne is granted,

Capital allowances in Nigeria are based on historical cost of the assessment
year to which they relate. They do not have anything to do with asset
replacament or the so called real economic depreciation. It ia normally
granted on depreciable tangible assets. Thus, assets that camnmot  suffer wear,
tear or obsolense and intangible assets do not qualify for capital
allovwances. The rates are determined by Government and may have no real

relevance 1o the existing economic environment,

) _ . . n
A company may be granted capital allowances in any year of asseasment only
upon a written claim or if the board considers it reasonable and just 4w do
so. The company i3 however expected to prove:

{a) the owmership of the asset;

{(b) that the asset is in use in a trade or business;

{c)} the axpenditurse thereon is incurred wholly, exclusively necessarily and

reasonably for the purpose of the trade.
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The Industrial Inspectorate Act, HNo. 53 of 1870 makes it mendstory for &
copeny to sutmit its capital expenditure plan to the Inspectorate Division of
the Federal MInistry of Industries for all planned capital expenditure
esxceading N20,000.00, The certificate of sacosptance normelly lasued by the
Inspectorate Division 1is accepted by the Federal Board of Inland Reverme as

proof of ownership and value.

To qualify for capital allowances, the asset must be put in wuse in =a .tr.ade
recognised by the tax Acts. For instance an individual camnot claim capital
allowances on his private motor car used in travelling to his place of
employment because he is not carrying on a trade recognised by the Tax Acts.
On the same premise, companies camnot claim capital allowance on  assets used
in respect of non-trading activities. The expenditure will still be required
to pass the teat of WHOLLY, EXCLUSIVELY, NECESSARILY AND REASONAELY used for
trade or business. Where an asset 1is used for both personal and business
purposes, the tax Acts provide for granting proporticnate alleowance, A part
cwner in any qualifving asset may also claim proportionate capital allowance.

A claiment need not be a Nlgerian company.

AGSETS TO WHICH CAPITAL ALLOMANCE AEFLY
The Tax Acts define the assets which qualify for capital allowance. The broad
classifications are as follows:

- Building

-~ Industrial Building
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Mining

Plant

Manufacturing Industrial Plants
Construction Flants

Public Transportation Motor Vehicles
Ranching and Plantation

Flantation Egquipment

Research and Development

Motor vehicles

Agricultural Plant

Heusing Estate

Furniture Fittings
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{2} Where the latier period in () above is part of the cesszation pericd, the

gap 18 deemed part of the earlier pericd.

TYPES OF ALLOWANCES

The allowances and charges available are as follows:-

Where a company has incurred qualifying expenditure wholly and exclusively for
the parpozes of its trade or huziness in respect of any asset during i+ ' s
period for a wvear of assessment, it will be entitled to claim "initial
allowanee” in the basis pericod for the year of assessment in which the aszset

wa- T tused for the purpose of its trade or business.

If either the vendor or the buyer of the asset has control over the other, or
both of them are subject to the control of some other person, the board would
determine the amount of initial allowance which is just and reascnable in  the
circumstances.  However, this muat not exceed the amount which would normally
have been allowed. Thi 77 wvces i3 not available on bulldings  acquired

from persons that previously used them in a trade or business.
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ANNUAL ALLOWANCE
In its basiz period for a year of assessment, when a company owning an asset
haz incurred in respect thereof qualifving expenditure wholly or exclusively
for the purpose of its trade or huziness, whether or not an initial allowancs
has been claimed, the company is entitled to an annual allowance on  such

expenditure,

ndey CITA 1979, annual allowance is claimed on the residue of the
expenditure, whilst under the Finance (Miscellanecus Taxation Frovisionsa}
Decree of 1985, it is claimed on a straight line basis after deducting initial

allowance.

Where the basis period for any year of assessnent iz less than one vear {(i.e.
12 months), the anmual allowance is reduced proporticnately. To qualify for

. capital allowances, the asset must be in use at the end of the basis pericd.

INVESTMENT ALLOWANCE

The Finance (Miscellaneous Taxation Provisionz) Decree of 1985 provides that
where a company has incurred expenditurs on plant and equipment used in
agricultural production other than 1n marketing and processing, such company
shall be allowed an investment allowance of 10% of the expenditure incurred.
This investment allowance has been extended to new production machinery by the

1980 hudget statement.
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~ o
This will arise where there iz a disposal of asszet. Wheres a company owng an
asset, on which it haz incurred qualifyving expenditure and then disposes of
the asset, for an amount lower than the residue of the expenditure, a

balancing allowance 1is  given. The asset iz zaid to be diaposed of if any of

the following events occur:

{a} In respect of building and civil strutures of a permanent nature,
- if the relevant interets therein is scld, or
- in the case of a concession, when the concession comes to an end, or,
- in the cazse of a lease, when it comes to &n end;
- if the building, structure or works are demolished or cease altogether

to be used for the purposes of the trade or business.

(MY In respect of plant, machinery or fixturea, if they are 2014, dizcarded

or cease altogether to be used for the purposes of the trade or business.

The value of an - at disposal is the net proceed of the sale of the asszet
or of the relevant interest therein. If the asset is disposed other then by
sale, value is taken t¢ be the open market value of the aszet less the
expenses of sale, and where insurance compensation is pald, the net proceed by
such money or compensations will be deemed to be the net proceeds. Where an
asset on which qualifying expendtiure has been incurred iz disposed of

together with any other aaset, an apportionment will be made.
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If an asset is dispesed of in clrecumstances wherein the owrer continies to
remain the owmer of the asset, he is deemed to have bought the asset for a
price equal to the residue of the qualifying expendlture at the disposal date
plus the amount of the balancing charge or less the amount of the halancing
allowance. The qualifving expenditure pricor to the disposzal will be left out
of the bocks.

These are charged made on the disposal of the asset or the relevant interest
therein on which qualifying expenditure has been incurred for a price higher
than the residue.

It would have been inconceivable that a lessor or a lease would qualify to |
claim capital allowances on leased assets through the teats disoussed above if

there are no statutory provisions to that effect.

At present, leasing is treated cursorily in our tax statutes. The oompany’s
Income Tax Act, 1979 as amended, the only satatute dealing with leasing,
_ provides that:
1. “Where a company owning any asaet:-
(a) has incurred capital expenditure in respect thereof for the purposes
of leasing that asset for use wholly, necessarily and reasonably for
the purpozes of a trade or buziness carried on or about to be

carried on by a person and
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(b) leases the asset to such person; and

(c) during the whole or part of the term of the lease, the asset is used

wholly and exclusively by such persons in such trade or business.

The provision of this schedule shall apply, with such necessarily
modifications as the board way direct, as though such expenditure were
incurred wholly, exclusively, necessarily and reasonably for the parposes of a
trade or business carried on by the owner from the date when such expenditare
was  incarred and as  though the ouner were using the asset for the purpose of
such last mentioned trade or business in the way in which and for the purpose
of periods during which the asset is in fact in the first-mentioned trade or
business.

2. For the purposes of this paragraph, "in relation to the trade or bhusiness
which an owyner is to be treated carrying on, hi= basia pericd for any year of
assessment. shall be taken to be the yvear immediately preceeding that year of

assement.” .

Finally, we may ask, who qualifies to claim capital allowance; the lessor or
the lessee? The Act envisions the owmer of the asset meeting laid dowm
eriteria; ipso facts, the lessee i3 ruled out here, as under the general

provisions, to make claims for capital allowances.
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The Act however makes the qualifying of capital allowance on lease assets the
arbitrary privilege of the Federal Board of Inland Revenue who is empowered to
grant. the allowance based on the provisions of the law with such necessary
modifications as it may, in its almighty whims, direct. This way not cover
the Board s arbitrary powers to grant capital allowances to the lessee because
he is not the dejure "owner” by whatever stretch of imagination the word
"owmer” may be coneelved. A lesses under a finance lease may be an owner in
substance, &t least by sccounting standards. However, it is doubtful whether
this generally accepted accounting practice can overrule the strict provision
of the Act. Be that as it may, the Act fully covers the bosrd in rejecting

the claims of a lessor under its "necessary modifications”.

Frior to the issue of Intermational Acconting Standard on  leasing, the board
only recognized the lessor for the capital allowance claim. This earlier
posture has since changed. It 12 now common request from the board that
persons making capital allowance claims on leased assets supply the underlying

lease agreement for sorutiny.

The Act also makes it a precondition that the lessee must use the equipment
for the purposes of a trade or husiness carried on or about to be carried on.
The Act defines trade or business aa one whose pointa are asseasable under the

Act.
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Thas, on strict : tw the ACt, assets leased to corporations and
persons not carrying on s trade or a trade whose profit iz not aszessable
under  the Act carnmot qualify for capital allowances. The fact that the profit
would have been assessable had it not been exempted, iz 2 mere after thought.
The board hag continved to grant capital allowences to owners of assets leased
o some companies and organlsstions which do not coeyy on a qualifying trade.

The grant is of course a privilege as agalnst a right.

The clalmants nay not have any enforceable rights against the board should the

privilege he withdrasm,

Syndicated leases are adeguately provided for through the proration of capital
allowances. The bhoard however Insists on treating synducated leases aa joint

ventures,

Crogs-border leasing may creats problems for the Nigerian corporate lessors as
the lesaese’s profits do not fall under assessable profits under Nigerian
laws. It may be, however, that the board will treat the cases on their own
merit whenever the situations arise. An offshore lessor will not encounter

this type of problem.



= OF ¢ o
Initial Annual
Qualifvipe Capltal Expenditure Allowance Allowsnce
(1) Fumitare and fittings 15% 10%
(11) Besenrch sand developent 25% 12 1/2%
{iii) Hotor vehicle 25% 20%

Ir 1989, the initial allowsnces wers cheanged zg follows:

Expenditure In respect of: Rate per cent
Bullding Bxpenditare &
Industrial Ballding Expenditure 15
Mining Expenditure 20
Plant. Expenditure (excluding furniture) 20
Manmafacturing Industrial Plant Expenditure 25
Conatrwetion Flant Expenditurs {(excluding .
furniture arel fittings) 25
Public Transportation Motor Vehicle Expenditure 30
Ranching snd Plantation BExpenditure 30
FPlanting Fauipment Expendlture 20
Research sand Development Rxpenditure 2b
Motor Vehicle Expenditure 25
dgrioultural plant Expenditure 25
Houzing Estate Eupenditure 20
Furniture =and Fittings Expenditure 15

The latest amendment 12 silent on the strmal allowencez. It i therefore szafe
to assume that they will qualify for the same armial allowances obtainable

before,



REGTRICTION

The amount of capital allowances to be deducted from assessable income in any
year of asseeement shall not exceed 75% of such assesable income in the case
of a tax payer engaged in the manufacture of any product, and 66 2/3% in  the

case of any other uainess.

The restriction above does not apply where the tax payer is in the agro-allied

industry.

Agro-allied industry is defined as one which:

- astablishes or manages a plantation for the production of rubbers, oil palm,

cocoa, coffee, tea and similar arops.

- cultivates or produces cereal crops, tubers, fruits of all kinds, ste.

- eatablishes or manages animal husbendry, i.e. poultry, piggery, cattle

rearing, fish farming.

- engages in food production.

This restriction on capital allowance for manmfacturing companies was repealed

by the 1990 budget statement.
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From legal polot of wiew, Willlam D (1978) obgerve) that lesse flaanciyg oo
be divided Into three major categories namsly;

1. Sale znd lesse bk of real property

2, Chattel leases intended ws setrity sgresment

3. True leases of personal property.

According to Prealy and Youne (192831

"The: First category involven gisning an agreemcnl between lessor and lesces
veal property ouch as Mullding., land or even part, of the hdldings, While
thee  saacad cutegay dneoempuises leasing of practical egaipeent suok oas
asiperafi, ocamputers obe. A lastly, third oxtegory invelves iesses of

persunal property” .

Laws, devrees, Aot and gutldlines are nommally enforeed to direst the othic of
leazing business, which the mles fundamentally will be accepted e.g. 2ll
long term  leasss mist be in writing. Unfortumately laws in Nigerla are silsng
in moaT aspecta of lease operaticn, as =uch many ndividuals ave ecalling the
attention of the @2wermmsnt 1 that. affect. Condified law on leasing in

Nigepia almeild Be aatablished to aveld gray areny in 1ease transaction.

Homever, sowe important legal aspects of lease financing nesd o e evalusted

aa follosss:
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LEZSEE OBLIGATION TO PAY RENTALS

Lease contracts always contain an express promise knmown as a convenant which
bended the lesaee tO make a series of payments in specified amount at &
specified interval for s period of times, In the absence of this convenant,
the implied obligation atipulates that rentals should be paid to the twwne of

reasonable amount and this is payable at the end of the term.

Any breach of contract by the lessee, will entitled the lesaor to decline the
leaze at the expiration of the agreement and will give him right to  _-in

possession of the property for breach of any of the convenants.

TERMINATION OF THE LESSER'S ORLIGATION ON RENTAL PATMENT

The implied condition to pay reasonable rental by a lessee cease to exist,
when the lease hold is +tranafered by agreement. This is when the lessee
aszigns & lease that does not contain an express agreement to pay rental, the
inplied condition to pay reasonable rental passes t0 the assignee. Thi= is
not. true where the lease contains an express agreement of the lease to pay

rental.

Inder an express convenant o pay rental the lessee remains liable deapite the
fact that he has assigned the lease-hold to another leszses unless the lessor

releazes him from the obligation.



Richard and Myers (1981) reported that mwost leases contain clauses covering
the fortuitous destruction of the premises. A typical clause provides that,
on damage by fire or other fortultous canse, the lessor will repalr and
restore, and that if the premises are wholly unusuable the lessee s obligation
to pay rental will be suspended until the premises are restored, tut that if
the lessor decides to demolish and reconstruct the premises, the lease will

terminate.

THE OBLIGATION TO _REPAIR AND RESTORE

The lessee is under no duty to make any repairs to the property, unless the
leaze expressly provides. Also the lessee is not obliged to repair or restore

substantial or extraordinary damage occuring with fault or to repair damage

caused by ordinary wear and tear,

A lease for a definite term expires at the end of the term by virtine of itz

owm limitation. Most lease financing agreements are for a definite term.
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THE _INDUSTRIAL INSPECTORATE DECREE 53 OF 1970

Prior to the establishment of the Industrial Inspectorate Department within
the Federal Ministry of Industries, Govertment sppointed some Inspection
Agenta: the 5 G &8, Collet Brett and MEE-IND Assoclates to inspect and issue
valuation certificate for Nigerian imports which confirm the actual values
that qualified for forelgn exchange repayment. In the bid to indigenize this
process, government csncelled thelr sppointment in 1868 and in 1570
promlgated Decree 53 of 1370, This decree is clited as the supplenent of

official gazette Nol 57 Vol. 8T of 22/10/70,

The duties of the department are stated in the decree az followa: "It shall be
the duty of the Department generally to carry out investigations into any
proposed, new and existing undertaking involving any proposed capital
expenditure and in particular for the purpose of determining the investment
valuation of the undertaking, that is:-

a) The actual . (whether foreign or local) employed or proposed to be

employed in the undertaking.

b) The actual valuation of bullding, plants and other machinery employed or

proposed to be employved in the undertaking and any addition theretn”™.
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“The industrial Inspectorate  Department  shall #lso obtsin necessary
information on economic trends In the country and for the purgose, the
Departwent shall:i-
a) prepare and keep records of matters relating to any undertaking

investigated by it;

) prepare and keep records of all industrial plants and equipment. in the
country, their value and the value of similar plants and equipment in

cther countries.

From the duties prescribed by the Decree the objectives can be summarised as

follows:-

a) only the actual values of capital undertakings are recorded to prevent
iliegal repatriation of funds under cover of repayrent for imported

capital goods.

b} prevention of falsification of tax claims on capital expenditure hy

companies,

<) the planning of economic development in the country based on factual

information and actual and up-to-~date data.
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In accordance with section 3(1) of Decress 53 of 1870 establishing the

Departient, "any person proposing

a) to start & new undertsking inveliving the expenditure of not less than

N2g, 000,00 or

b)Y to incur additional capital expenditure of ncot less than N20,000.00 in
respect, of an existing undertaking shall give to the Director, notice of

intention in the form specified in schedule T of the Decree: (i.e Form I1).

The purchase of equipment for leasing as per the definition of the Decree iz &
form of capital undertaking. The lessor who engages in this undertaking
involving equipment of value not less than N20,000.00 should therefors notify
the Director, Industrial Inspectorate Department by filing the prescribed Form

I before the lease agreepment in structured with the particular lesses,

failure to notify the Director is an infringement of section 3(1) of th decree
1 as per section 3(4) of the same decres attracts a pensalty of N1,000.00 on

each count.
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3 OF & 1
Whern the particular lease transaction has been fully executed, returns on the
actual capital expenditure incurred should be rendered using the Depeytments”

Froject Completicon Forms and the Returns Sammary Form,

The relevant documents that should eccompany the returns are given as follows: -
a) (% S z o
i) Parchage Involce,
i1y All shipping documents in - of imported assets,
iii} Ewvidence of payment for the agsets.

ivy Lease Agreement.

b) QAT AN —RACK -
i} Parchage or Commercial invoi. o+ the assets
1i) All shipping docwrents from the lessee to establizh the First Cost
of the aszets,
111} Lesse Agreement.
iv) Sale Agreement.

v) Evidence of payment for the assets.
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c) & SATED SES
i) The Lease Agreement which spells cut the respective contributions
of the participating lessors,
ii) Descriptions with values of the assets belonging to the respective
participating lessors.
111) The other documents listed in {a) or (b) above depending on which

type of lease is applicable,

THE TMPLICATION OF THE INDUSTRIAL INSPECTORATE DECREE

After satisfactory investigation of the returns has been carried out by the
Department,, the Certificate of Acceptance that will be isasued i=s meant for the
asaets that have been put into use. The ownership of the assets on  leasze
rests with the lessor and hence it i3 the lessor that is entitlked to the

capital allowance.
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3.1 HISTORICAL DEVELOPMENT OF MERCHANT BANICS IN NIGERIA

Merchent Banking 13 a relatively new line of buginess in  the Nigerianm
Flnancial System. It =11 began in 1961 with the establistment of Prdllip HiLL
(Nig) Limited which later merged with the Nigerlzn Acceptances Limlted (now
NAL Merchent. Bank) in 1962,

Prior to the merger in 1369 however, the two firms engaged in identical set of

activities which included:

a) Financing of commadity exports by granting credits to the marketing Boards;
b) acceptance of depozits from institutions;

2) provision of lecans and advances;

d) lending money to businessmen and businesses;

e) provision of issuing house services.

The two inatitutions resolved to merge since they engaged in the same field of
busineas and as a result of the fact that there was apparently no encugh
asiness for both 1o engage in. The merger was even facilitated Ly the fact

that the two firms were of British origin and ownership.
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The NAL Merchant Bank Litd remained the only licensed merchent bank operating
in the coantry wntil later in 18973, The UDT Bank (Nigeria) Ltd was born oot
of the reconstruction of the United Dominion Subsidiary of UDT International,
which in tan was a whelly owmed subsidlary of United Dominion Trust Ltd.
Before Augast 1873, the UNited Dominlon Corporation (Nigeris) Limited which
was incorporated in 1960 was engaged in hire parchase business in Nigeris.
The rearee of the Bank was changed in 1377 to Nigerian Merchent Benk [Ltd (now

Migerisn Merchmnt Bank Flc).

The year 1974 witnessed the establishment of two additional merchant banks of
which International Merchant Bank (TMB) Plc (then named First National Bank of
Chicago) was one., The other cne waz ICON Ltd (Merchant Bankers). By 1875 the
number of merchant banks in operation had increased to six. Merchant banks
operating in the comtry as at end of 1891 numbered 54 with over 100
branches. Merchant bhanking 1s commerce or trade oriented, a fact which i=
reflected in their location in major commerical centres. Those that have
branch offices usually site them in 5tate capitals in order to capture

business opportunities in certain regions of the country.

Merchant banking business in Nigeria was very s until the Nlgerian
Enterprises Promotion Decrees was promulgated. The oil boom of mid T70'a  and
the Third National Development Plan (1975 - 1980} which was launched in the
euphoria of the oil hoom altered considerably the Nigerian banking szcene and

gave tremedous impetus to merchant banking.
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Also, the chawing struture of the econony towards incressed industrialization
which requires the type of servioes that merchant banks provide, such as
wholesale banking, mediom and long-term financing, debt factoring, egquipment
leasing =tc. The avallability of such services has becuee more desirvable in
the wake of the indigenisation policy of the government under which Nigerisans
come to acquire certain business enterprises hitherto owned and managsd by

expertiates,

3.2 HISTORICAL PERSPECTIVE OF FOUIFMENT LEASING IN NIGERIA

[easing which has only recently assumed a critical role in the financing of
capital asset acquisition and hence industrial development in  Nigeria
commenced in its modern form in the United States of America in the early

1950s and the rest of the world theresafter,

The historical development of equipment leasing in Nigeria has a positive
correlation with that of Merchant Banking. This is because Merchant banks do
not. only take the credit for introducing leasing into the country but also

remain the dominant egquipment lessors to date.

Leasing in Nigeria dates back to the early 1960s when some British fims wrote
cross-bomder leases for some of their subsidiaries operating in the country.
This mode of Ileasing became illegal and ceased with the introduction of
exchange control regulations and laws during the Nigeria Civil War. The focus

was thus aoriented to developing indigenous leasing transactions.
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Benthworth Finance Conpany (now BFN) and Nigerian Acceptances LImited (now NAL
Merchant Bank) conaumated the first local leasipng deals in Nigeria.

The growth of the Nigerian leasing industry had been more or less gradusl
throughout the 1970a and early 18803, The slow growth pace is evidenced by
the fact that total volums of equipment leases written in the country remained
far below the NI0OO Million mark until 1984. The aggregate volume of leases at
oost, was NZ& Million in 1981, increased to N61 Million in 1982 and N75 Million
in 1983. Among others, unawareness and the attendant non-apprecistion of the
merits of equipmwent leasing largerly accounted for the slow pace in the growth

of the industry in Nigeria.

The formation of Equipment [easing Asscciation of Nligeria (ELAN) in JUne 1583
represented a comer stone in the development of equipment leasing in Nigeria
as the existence of the body has fuelled the growth and development of the
industry.



Even though leasing has only recently assumed A critical role in the (inancing
of capital asset acquisition and hence industrial development in Nigeria. The
nistorical developent of equipwent lessing in Nigeria has 5 positive
correlation with that of Merchant Banking This is becsuse Merchant Benks do
not. only take the credit for introducing leasing into the country tut also
remain the dorminant equipment lessors to date.  Also, the growth of equipment
lease financing has been influenced by the increase in number of lessors in
the country, who are predominantly Merchant Banks. The number of lessors who
are mwenbers of ELAN has incressed Troawn 22 meabers in 1988 to 102 wembers as at

the end of December, 1993 Comprising of Commercial Banks, Finance Hooses,

Leasing Companies and Merchant Banks who are the dorminant lessors.

Marmfacturing , 352,319 | 468,308 | 32.92%
Transport. | 77,611 | 242,769 | 212.80%
Agriculture P 17,381 43,130 | 148, 14%
Services | 148,195 | 45,367 | (69.39%)
Government. | 26,375 | B,837 | (B67.25%)
Uthers I 32,967 . B7.597 1 165, 79%

(3 L . 654,838 | 892,808 : 38.34%

Source: 1992 Anmaal Reports and Acenmts, Equipment Leasing Association of

Nigeria (ELAN).
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LEASED ASCETS ACQUIRED DURING THE YEAR! 1391 | 1992 % INCREASE/(DECREASE)
ASSET l ' "
Plant/Machinery y 394,547, 487,313] 23.51%
Cars 1 357,885 78,733} (50.14%)
Commercial Vehicles y 15,780 205,048 170.58%
Computers and office equipent } 89731 706! (92.47%)
Ships/Aircraft Y 2,775 85,502! 2,981.15%
¢ alas ] items 14, : 204!
TOTAL .. 854,838, 892,806, @ 36.34%

Source: 1992 Anrmal Reports and Accounts, Equipment Leasing Association of

Higeria (ELAN).

From Table 3.38 it can be seen that the total lease volume of Merchant Fanks
in Nigeria has increased from a figure of N645M in 1991 to NBGZM in 1992 i.e.
by 36.34%. Also, manufacturing sector has benefitted the most enjoying 53.80%
(i.= NABEM) of the total leased assets acquired in 1992, Also betws=n 1991
and 1962 the total leased asset acquired for the manufacturing has increase by

32.92%.

From Table 3.3B it can be seen that lease financing of plant and machinery,
the engine of industrial production bhas been on the rise over the vears and
enjoys 60.25% (i.e. NI94M) of the total leased assets acquired in 1981 and
54.58% (1.e. N48TM) of the total leased assets acquired in 1982, Also between
1991 and 1992 the lease financing of plant and machinery has  increased 1w

23.51%.



~ 83 -
Finally, it has shown that despite the oredit policy of the Federal Government
and lack of professional experts who will - - v the activities of hoth
leszors and lessees, Merchsnt Banks have prove to be the dorminant lesgors

both in nmuber and nalra amount invested for lesse financing,
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3.4 BEQUIPMENT LEASING ASSOCTATION OF NIGERIA (ELAN)
The Equipment Leasing Association of Nigeria (ELAN) was formed on the 29th
June, 1983 by the then six merchant Banks operating in the countyy, with ite
secretariat at the National Engineering Centre, 4th Fleor, 1, Enginesring

Close, Off Tdowu Taylor Street., Victoria [sland., Lagos.

The six founding memebrs include: -

a) International Merchant Bank LImited

b) Continental Merchant Bank Limited

<) ICON Limited (Merchant Bankers)

d) NAL Merchant Bank Limited

e) Nigeria Merchant Bank Llmited

f) Nigerian-American Merchant Bank Limited

Apart. from the promotion and protection of the Interest of members, the
Assoclation saw, among other things, the need to establish a formal fornm to
discuss idess and current developments in the leasing industry as their

leasing activities =xpanded.

Over the vears the list of membership has grown spontaneously. It has growm
from six at its inception in 1583 to thirty-five as at end of 1989 and has
continued to grow. The phenomenal growth in membership has also meant an

unprecedented growth in the volume of leasing business.



The objectives of ELAN include:

&2

N

To promote and protect the interest of members of the association in the

exercias of theiyr usiness as equipment leassors.

Ta promote honourable pratice in the conduct. of their business by members

of the association.

To affiliate with and procure the affiliation of financial and kindersd
institntions and bodies within the Federal Republic of Nigeria or

=]l sewhere.,

Acting as an organ of commmication for and to represent members of the
Association in all or any of their relationships with govermment
departments, local and othe=r public authorities, Trade Association, The
Press, radio and televiaion, and any other bodiea or organisations and w
afford facilitises for conferring with and making known the views of members
of the aszociation in regard of actual or proposal legislation or any other

mattars directly or indirectly affecting business interest.

To disseminate information, data and statistic among members of the
association and to print, publish, issue and circulate papers, periodicals,
bocks, circulars and other literary matters and to promote and organise
meetings, confersnces, lectumes and other activities auch as may seem to

the association condusive to the attainment of any of its objectives,
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6. To do all such other things as are incidental or condusive to the

attainment of the above objectives or any of them.

In pursuing its objectives and intended growth for the future, ELAN plans the
following on-going activites:

1. Developent of lease legislation

2. Development of Docueentation for leasse transactions.
3. Seminars and training workshops.
4. Puhlic education on leasing matters,

£n

. Puablieation of a Newsletter

6. Representing ELAN at local snd intermaticnal activites.

International Merchant Bank Fic is chosen as the object of the study, as such
the inputs into this ressavch work are collectad principally through wwo main
solurces namely;

1. Primary sources

2. Secondary sources

!.  FRIMARY SOURCES:
The primary data are those data that are originated by the researcher for the
pupose of the investigation at hand. The main instruments used for the

primary souree of data collection were as follows:
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A.  THE CONTEXT ANALYSIS METHOD
This invoives an analysia of documentad records of transactions, established
policies and striet rniles and guidelines desiegned by the Bank. These recorids
are kept. in the documentray section of the bank’s library, oredit files,
businesa development. files and some are in the form of video cassettes. This

allowed the author to collect first hand information required.

#.  THE INTERVIEW METHOD

This is a verbal discussion the author held with some senior executives of
International Merchant Rank FPlc and officials of other Merchant Banks who ave
involved in packaging equipment lease finances. Alsc, frineds and classmates

working in other banks were not left out in the discussions.

©.  SECONDARY SOURCES
The secondarv data are atatistics not gathered for the imeediate atudy at hand

but. for some other purposes,

There are two types of secondary data. They are  internal secondary data and

extarmal secondary data.,

Internal data are those found within the organisation for which the research

ia being done, while external data are thoase obtained from ocutside sources.
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The secondary data for this rezesych were extracted from various textbooks,
msine=s  joumals, magazines and  Newspapers, Central Bank of Nigeria
publications (such as  the Ballion, BEeonomic and Financial Review), CODN
guidelines to banks, International Merchant Bank Ple publications and Annual
Reports, Seminar papers, write ups by  individaal, Jjourmnal from Equipwent
Leasing Association of Nigeria (ELAN) and MBA projects on related areas of
atudy .

4.6 METHOD OF DATA ANALYSIS

The data collectsd are arranged, measured and caloulated in such a way to show
the general concept of equipment lease finnacing and how it is practized
generally in Nigeria by Merchant Banks and Intemational Merchant Bank Ple in

particular, which ia the cass study of the write-up.



IME CORFORATE PROFILE

Intemational Merchant Bank Flc (IMB) is among the oldest leading merchant
banks in Nigeria. With over twenty years of experience in merchant banking,
it has grown to becoms a major foree in the provision of excellent banking and
other financial servies to customers through a network of five branches

locatad in key commercial centres of the country.

The bank commenced operations as a 100% fully owned subsidiary of the First
National Bank of Chicago (FNHC) in 1974 when it was incorporated as First
National Bank of Chicago HNigeria Limited, FNBEC was at the time, one of the
top ten wholesale banks in the United States of America, with offices locatsd

in major money centres of the world.

In line with the prevailing policy at the time, FNEG, in 1976 relinquished 60%
of its ownership in the bank to the Federal government with whom it becams
Joint  venture partners Accordingly., the bank changed its nams to
Intermmational Merchant Bank of Nigeria Limited with technical management
servies provided by FNEC under the terma of an agreement. that expired in
1982, This arrangemsnt bheld until 1991 when FNBC divested its shares through
a sale of its equity holding. The bank became a publie limited company (FLO)

in 1892 and currvently has 10% of its shares in the hands of its emplovees.
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IMB has grown tremendously over the years jn all the key indices for measuring
bank competivenesa Fron a ataff astrength of 15 in 1874 «hen it opened 1its
offices at 205t Gregory s Road in Scouth-West Jkoyi, the bank has in its
employment. today more than 400 people distributed across the comntry in its
offices located in Lagos, Aba, Kano, FPort Harcourt, Kadma and Aboja.
Acknomledge for its experience in the provision of the full range of merchsnt
banking services the hank has over the years, developed some of the best
banker= in the industry as evidenced by the more than 20 CEO's fumished to
the 1lndustry =0 Tar The depth of the skill base in the bank remains &

distinguishing hallmark that competitors acknowledge readily.

In 1982, barely eight years after incorporation, IMB Emerged as the leading
mwerchant  Bank  in the ocouantry in terme of assets, profitability and
innovativeness, Since then the Benk has been growing from strength to
strength, Presently the bank has a total assets of N2.179 billion as at 31st
December, 1933 and a pald up share capital of N87.0 million as at the sae

date.

IME has been keenly invalyexi in the growth and  development of the banking
industry. The bank participates actively in the provision of the much needed
product and management skills to other banks. For instance, it has techunical
managemEnt services  agre=ments  with  some  banks and other financial
institutions to provide them with technical knowhow and expertise. This
requires a level of commitnent and responsibility that only banks of IMB =

stature and maturity can undertaks.
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With its ocorporate headquarters located at No.l Akin Adesola Street in

Victoria Island Lagos, its unique building strategically located by the
Atlantic Ocesn, is a major architectural landwark of corporate  [Lagos. This
sare  thoughtfulness regarding form and function is also evident in the choics

of branch locations throughout the country.

The bank will continue to pursue those strategies identified as relevant for
ite continuing competitiveness and lesdership in the industry. Thege

astrategies will drive its future growth and consolidation.

IMB LEASING UNIT

From the early days »f leasing in Nigeria, Intemational merchant. Bank Fle
(IMB) has remained at the forefront, providing excellent leasing services to
numerous customers with over 19 years of experience in the leasing business
and its  leadership position in the industry, the bank is well equipped to meet

the needs for small or large asset acquisition today and in the future,

IME leasing unit consiats of a crop of seasoned and well trained professionals
versed in the intricacies of packaging a lease facility and dedicated to ever
improving servicss to its customers. At IMB, leases are design to fit the

pecitl iar needs of each customar.

IME pioneered the ayndicated lease in the market and were the first bank to
take advantage of the NERFUND financing scheme, the facility was structured as
a leass. This way, the Hank has been breaking the grounds in bringing

up-to-date leasing services tw i customers, striving to carry on

tradition on unrivallaed excellence for which IMB i3 known. m‘ e
- S e (TN l‘\
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The Bank offers direct lease facilities which enables ite oustomers prooure
throuzgh thelr needed capital equlpient which they use, even though ownership
resides with the Bank. Also, & report released by the Eauipment lezsing
Association of Nigeria has indicates that IMB were first in terms of rental
income received in 1988, This is a clesr testimony of the aquality of lesse
portfolic =nd the bank coredit onlture which process premivia on guality of

leasas as opposed Lo valume.

IMB s services also covers refinancing opticns for assets already procured by
its customers to release funds for working capital that would otherwize have

been trapped in assets,

Finally, IMB's portfolio is diverse including mobile, specialised  and
conventional equipment such ag aircerafts, trawlers, motor vehicles, computers
and its peripherals, industrial machines and other equipment which the

custopers regquire financing for. As at 31zt [ecember, 1993 the Bank has a

total equipment on leaze volume of N220.4 million.
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SOME OF THE LEASING FACILITIES GRANTED BY IMB (NIGERIA) PILC

NO.  COMPANY NAME

n

-~ O

[ax]

10.
11.

13.
14.

15.
16.
17,

18.

Cotton Gimning Ltd
Leventis Technicsl Ltd
Mandilas Nigeria Ltd
SCOA Nigeris Ltd
Seven-up Limdted
Premier Plant Limited
President Ind. Limited
Tower Allumimivm Limited
United Spinning Limited
Westminister Dredging Ltd
Zenith Plastic Limitved
W.W. Whyte Limited

Horizen Fibres Limited

Chemical and Allied Products

Limited (CAFL)

HFE Limited

Citraco Limited
Exquisite Ind Limited

Kene Paper Mill Limited

FACILITY AMOUNT
(N"000)

:“.inmary Flant, 13,281
Vehicles/Generator 5,988
Vehicles 30,527
Vehicles 35,200
Vehicles/Tracks 24,000
Trucks 10,000
Flant/Machines 13,000
Plant/Machines 1,709
Plant,/Machines 15,000
Vehicles 7,500
Vehicles/Generator 4,300
Tankers/Vehicles/Equipment. 11,100
Plant/Machines 6,000
Comguters 1,892
Vehicles 15,000
Plant 10,000
Vehicles 8,136
Print, 13,331
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NO.  COMPANY NAME TYEE OF EQUTPMENT FACILITY AMOUNT
19. Upright Technical Ltd Vehicles 3,500
20. Aloon Nigeria Ltd Vehicles 2,500
21. Cijo Nigeria Limited Vehicles 1,059
22. East Atlantic Ltd Vehicles 1,371
23. Mighty Transport Ltd Vehicles 3,700
24. Nigeris Engr. Works Ltd Generator/Vehicles 1,000
25, RVEG (Eagle) Plant 9,180
26.  Gongoni Co. Ltd Machines 2,000

SOURCE:  International Merchant Bank (Nig) PLC equipment leasing

port.folio report,, March 1994

TABLE 4.1A
| TOTAL ASSETS | VALUE OF BGUIPMENT ON | LEASED ASSETS AS A %
EAR i (N000) i LEASE (N'000) L OF TOTAL ASSETS
1986 | 947,153 : 19,016 ! 2. 01%
1987 | 1,792,339 | 75,936 : 4.24%
1988 | 1,854,222 ! 118,736 : 6. 40%
1989 | 1,953,986 | 127,949 : 6.56%
1990 | 2,212,286 | 189,418 : B.56%
1991 | 1,968,641 : 174,622 : 8.87%
1992 | 2,169,081 : 137,493 : B.34%
1993 | 2,179,688 | 220,441 : 10. 1%

s | | e —————— e e, 1) ey o S | P — -

SJource:  Documented Records on leasing obtained from International

Merchant Pank Ple (IMB),



TABLE 4.1B

TOTAL LOANS AND | VALUE OF BQUTFMENT ON |LEASED ASGETS AS A % OF
JYEAR . ADVANCES (N° U_QL!_.__ LEASE (N700Q)  TOTAL LOAND AND ADVANCES

1966 | o 19,016 ; 4.70%
1967 614,919 ! 75,936 : 12.36%
1988 | 643,009 | 118,735 : 18, 46%
1989 686,231 : 127, 949 : 18.65%
1990 ! 752,723 | 189,418 : 26.16%
1991 520,517 | 174,622 : 33, 56%
1992 | 383, 371 : 197, 493 : 36 86%
1993 ! 476,855 | 220,441 : 46.23%

Source:  Doctimented Revords on leasing obtained from Intemmational

Merchant. Bank Fle (IMB).

From Table 4.1A it can be clearly seen that IMB's Iease] assets as a % of
total assets have been rising steadily through the yvears. From 2.01% of total
assets in 1986 to 10.11% of total asssts in 1999 representing a wvalue of

equipment. on lease of N220.4 million as at 31lst December, 1993,

Also, from Table 4.1B it has shown that IMB's leassd assets as a % of total
loans and advances has also bteen rising steadily through the years. From
4.70% of total lcans and advances in 1988 w 46.23% of total loans and
advances in 1993 i.&, occupving NZ20.4 million of the total loans and advances

volume of N467 .5 milliom as at 3Alst December, 1993,
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The tremendouns growth of squipment lease transaction of the Pank especially
from 1986 to 1993 is associated with its commitments to businese in  providing
capital resources across various sectors of the econony through leasing

arrangenents.

4.1.1 EQUIPMENT LEASING - POLICY ISSUES

PURFOSE

Ie=ases are booked by lessors for three primary reasons:
1. to acquire high quality risk assets:

Z. to iIncrease return on assets (ROA) and

3. to aid tax planning and management.

QUALIFYING ASSETS
i) The asset must be an earming asset for the lessee.
ii) The equipment. must have a market value that is greater than the book
value at any point during the life of the l=ase,
ii1) Efforts should be made to lease only moveable equiptent which can be
used by a broad base of companies, Specialised equipment. should not be
leazed except whers an altemative source of repayment. is asaured which

is not dependent upon the use of the leased eqguipment.,

PURCHASE FRICE
i) New Equipment. should not be greatsr than Cost Insurance and Freight
mosts plus import duty paid. These are to be verified through the Eills

of Entry and Treasury Recsiprs for duty paid or dus.
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Where equipment. 1s purchased from & local dealer, the parchase price
mist not e greatey then the general market price, This is w 0=

verified by contacting competitive sources.

ii) In & sale-and-lease back arrangement, the parchase price should be no
more than 85 per cent of the fair market price of the asset.
In & sale-and-lease back arrangement the lease is conditional upon the
issurance of a Certificate of Acceptance by the Federal Ministry of
Industries., The lessee will give sn undertaking that in the event of =
certificate being issued for a lower value than the sale price, the
leszee will reduce the lease throough a reimbursement of the difference.
The amxint so paid will be aspplied to the lease as rentals in an

inverse owier of maturities.

RESIDUAL VALUE

The residual value should be the lower of:

a) the tax-written-dowm value at the end of the lease; and

b) an estimated market. value of the equipment at the end of the lease;

) amaamt 20 agresl between the lesses and the bank.

PRICING
i) The interest rate uzed in the calculation of rentals is the price that

is gquoted to the leszes and statad in the offer letter,

ii) The yvield on a lease must not be less than the Bank's projected after
tax returm on shareholders funds (ROI) for the year. The Rank's

projectad ROT will be determined during the budgeting process,
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1i1) Rental 18 & function of the interest rate and the expected yileld.
Whenever the prime rate of the lessor is changed, the interest rate and

therefore the lease rentals are to be recaloulated.
iv) RENTALS will be paid MONTHLY or QUARTERLY in advance or arrears.

EENALTY INTEREST
Interest on past due rentals will be caloulated from the due date at the rate

of 3 per cent per annum above the lessor’'s prime rate.

A lease may not be arranged for any asset covered by a debenture or charge

held either by the leasor or any other lender.

The following reports should be prepared:
a) Outstanding leases Report
Period: Monthly - as at end of =ach month.
Contents:
i) Lesses
ii) Original leases Amount
iii) Commercement Date
iv) Maturity Date
v) Oatstandings
This report will e distributed to:
i) Departmental Heads
ii} loan Review and Audit / 'Wi‘_‘
(& 3%

O BELLG s y
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b) Past Due Rentals Report
Period: Monthly - as at end of months.
Contenta:
i) Legsee
ii) Oabstanding on lease
iil) Amount past due
iv) Last rentasl received
This report will be distributed o
1) Departiental Heads

1i) Losn Beview and Avdit

FILES
Every lessee must have a Credit file in Credit Administration which should
contain:
iy Copy of Commitment

ii) Copy of Lease Agreement

iii) Copy of Title of Equipment

iv) Copy of Tnsurance Policy

v} Copy of Maintenance Agreement

vi) (ther relevant Documents

There are various types of Jeasing transactionsz, Imt we - restrict

ourselves to the two principal types.
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These are finance and operating lesses

IAS 17 defines a finanos lesss as a lease under which "the lessor transfers to
the lessee substantially all the risks and rewawds incident to ownership of an

asset., Title may or may not ~ventually be transferred”,

In this type of leasing arrangement., rentals payable during the lease period,
which is non-cancellable, are sufficient to cover the initial cost of capital
o the lessor and in addition, provide a preasonable return on  investwent of
such  funds . n the other hand, sn operating lease is a lease other than 4
finance lease. Hence, in an operating lease transaction all the riske sand
rewards incident to ownership are not necessarily transferred by the lessor to
the lesses. Generally, an operating lease is for a short term, the lessor is
at liberty to take possession of  the leased equipment and lease to someone
else if he so desires. Tt is especially the case with the leasing of motor

venicles, computers, genersting sets and most othey moveable assets.

Having thi=s distinction at the back of our minds, we now concentrate on oredit

issues inberent in a finance lease and the analysis thereof:

1. PRELIMINARY ENQUIRIES

The marketing for a finance lease transaction can commence from various
sources:

(a) The lessor can approach the potential lessee for a leasing relationship by

direct marketing of lessor s services.
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(b) It may be the other way roand whereby the lesses makes the initial

contact,,

Enquiries may be obtained from suppliers of the equipment, hences the word

"sales aid” leasing.

d) Other third parties = g. financial oonaultants, rokers eto.  From the
time the lessor obtains an enquiry for a leasing facility, he (lesasor or
account, officer) wants to ensure that the lessee meets the basic criteria
and general credit policy of his organisation. These may be in the form
of satisfying such criteria as:

(i) his peason for wanting to lease an equipment.. is it for expansion

prposes?  Ia it as a way to raise working capital? ete,

(ii) the cost of equipment.. Some lessors may not, be interested in
leasing an equipment which cost below certain amount of money

because of the low returns.

(11i) the expertise or otherwise of the prospective lessee in the use of

that equipment.

(iv) the ability of the potential lessee to meet rental pavments in

view of his tract record =.g. profit in prior years.

(v) may be advisable to try other sources of financing if not

qualified for leasing.
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As mach as this list is not exhaustive, it is after the lessee has satiafisd

theese basic criteria that the scoount officer can now  request for additional

information. These information may include but not limited to the following:

(i)

(i1)

(iii)

(iv)

(v)

(vi)

(vii)

(viii)

A formal letter of spplication for the facility specifically stating

the amount regquestsd Tor,

Copy of Certificate of Incorporation,

Copy of Memorandum and Articles of Asscciation.

Audited Acooumnts for at least the past three years,

Cash flow projections to cover the tenor of the lease facility.

Brief write-up on the shareholders, directors and top mansgemwent of

the company.

Brief description of the nature of business to include the industry

trend and company s market shares, sowrves of raw materials,

manuifacturing process, major suppliers and/or customers,

Current invoice to support the cost of equipment to be leased.
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(ix) Detailed technical specifications of the equipment including vear of
mapufacture, make, model, serial mmber, engine and chassis numters
=to. Mozt of these information may be found in the feasibility study

nf a start-up project.

(x) As mnst lessees tre=at. leasing transaction as off balance sheet items
in their auditsd reports, it may be necessary to request for all
existing hanking relationshipa of the potential leases, including
lease cbligation=, it any. This information is subject to verification
by way of credit checks and/or informal inquiries fyom your colleagues
in the other banks. Any reluctance on the part of the prospective
lessee to provide such information should make you start getting

worried about his credit worthiness,

(x1) A wvisit to the factory and/or office premises of the prospective
lessee may give a first-hand impression of his operations, its staff

and general surroomdings .

It should be atwious to you if what. vou see will makes him qualify for the size

of oparationa and cost of equipnent he intends to lease from you.

It after most if not all the above have been met that the account officer may
procesd  on the analysis of the lease proposal. With the information provided,
the acooiint officer wants to be satisfied with the following, which are not

necessarily in order of praference:



(&)

(b)

()
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The reason for the leasing request mist be clearly understood and
acceptable to the account officer. e alao should b= satisified ss w

whether leasing will adequately meet such prospective lessee’s needs.

A pruspective lessee mst have a proven tract recol, It is reasonshble
to assuee that a company that has performed creditably well in the past
will continue to do 20 in the future, all things being equal. Henee the
need for andited report for st lesast the past three years, An equipment
can be leased for a start-up project if the promoters can demonstrate

previous experience in the samwe business operation.

The price of equipment which iz the subject of the transaction mast be
suitable to the account officer in terms of:

(1) Type - whether moveable or immovable, new or used.

{(ii) Use - since the repayment is from cash flow generated from the use
of equipment., the scccount officer must be satisfied that the
equipment will be pat to use so as to produce adequate incowes.
What, ia the use of leasing ten Feugeot cars at. N150,000.00 each to
a company for the use of its executive when they are producing at

less than 10% of capacity utilisation with very high overhead?



(iii)

(iv)
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Location - accessiblility to the location of a leased equipment is
essential for frequent checks and claim of title to ouwnership when

and if the peed ariszes,

Maintenance and Servicing - in view of the fact that the lessor is
not. in the Musiness of operating the plece of =quipment, the

account officer mist be satisfied that the prospective lessee can
maintain the equipment and had made provision for adequate supply

of essential spare parts.

A visit to the premises as earlier mentioned i=s also to ascertain

how equipped the workshop is and the calibre of maintenance staff.

Generally speaking, the lessee and not the lessor identifies the
equipment to be leased. The suitability of the equipment to the
prospective [eszes’s need is his primary responsibility and he may
be asked to execute a delivery and acceptable certificate to
ascertain that the squipment was received in good and working
condition at the time of delivery. Gowetines, the lessor may want
to make an independent enquiry to ascertain the suitability of the
equipment. This iz especially 80 when the lesses iz proposing to
acquire an equipment with new technological devises with

substantial improvement over the old ne he i3 used to,



(d)

(f)

(g)
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The Memorandum and Articles of Association of the prospective lessee is
required to ascertain that the use to which the egquipment is to be put is
rermitted by miles governing the objects of the company. In other words,
the company must be able to enter into a leasing transaction and such
authority may need to be granted in a formnl Board Resolution with mandate
given o authorized clgnatoriss to exesute the lesse agreement on behalf

of the company .

Copies of the Certificate of Incorporation is to verify the time and for

how long th company has commenced operation.

It is very essential that adequate information on the shareholders and top
management. is obained to ascertain their capability and level of
expertise in such line of business. This information will include their
age, qualification, positions within the organisation, reponsibilities

and relevant experience.

As earlier mentioned, brief description of the nature of business should
include the following:

i) Industry trend and company 2 market share thereof.
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1i) Sowrces of raw materials - locally sourced or highly dependent on

importation of raw materials

In view of the recrat scarcity of foreimn exchange, what ingect.
will this have on cahslow?

Any plans to intergrate hackusrd (n the future?

Any suitable anbstitote available locally?

Any goverrgent ban on importad raw materials & g, wheat, malt et

1ii) PBrief description of the mamfacturing process will help account

officer appreciate the pature of usiness and educate managensnt.,

iv) Information on the major suppliers and/or oustomers will help

acoount officer determine the marketability of the company s

products and what the futures holds for such products in Line with

current tastes and preferences, consumer s parchasing power and

likely government regulations that may affect the products,

EINANCIAL ANALYSIS

(ne of the moat critical aspect of the credit analysis of a lsased

proposal, as in other credit facilities, ia the evaluation of the audited

report of the prospective lessee. The audited report mist be as current

as possible. It is also necessary to examine the managemsnt account up

to the last quartsy of the date of its evaluation.
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The acoount officer mist be satisfied with the extermmal auditors and the
axdit report should be unqualifisd,. Any reservation expressed oy the
external auditors should be taken very seriously to ensure that it does
not. adversely affect the statns of the report. The copy of audited
accounts mast be signed by the external suditors and the divectors of the
progpective lesse+ o ascertain that it is sooeptable to both parties.
Genarally, in most banks, the financial data of a company i3 rearssnged
and samarised in what is called & spread sheet.  Information contained
in a spread sneet varies from one institution to another. However, s
typical spread shes=t should describe the company™s performance in light of
such broad headlines as:

1. Revenue and profitability

-

o, Liguidity and asset efficiency

a3

Capitalisation and Leverage.

CASH FLOW PROJECTIONS

An equipment leasiing facillity is basically a cash flow loan. rental
payments are expected 1o be made oat of future sarmings generated from
the ns= of the squipment teing leased. The prospective lessee should be
able to prepare a cash flow projection to cover all least the tenor of

the lease facility. Such projections must be reascnable and achievable.
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(k)

(1)
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It. ia an acceptablie fact of life that there is no business without its owm
inh=rent rizks however rosy the cash flow may lock. It is therefore the
duty of the account officer to identify those risks, that are foresesable,
He is also expected to analyse hoow those identifiable risks can be

mitigated in view of the prevailing circumstances.

CREDIT CHECK

A coredit check or reference iz any information you can obtain from any
reliable source to ascertain the integrity of the lessee and his ability
to service previcus financial obligations. The longsr the relationship of
the prozspective lessee and the provider of the reference, the more
reliable such reference.  Any information in the newspaper or on TV may be

useful , among others.

GUT FEELING

After a carveful review of all the points highlighted above, it is
suggested that the account officer takes a deep breath and ask himself
this guestion - Ik T really believe in the lesasd"s ability to service
this lease obligations after all said and done? I[f you suddenly skip a
heart beat. or experience an unexpected coold sweat all over yoar bhody, may
be your gut feesling disagress with your assessment. of the prospective
lessee,  Alwavs remember that the relationship is non-cancellable, for a
considerable length of time and your rental payments depend entirely on

his ability to put that equipment to the beat uze,



Yor have to belisve in hisz projdect, © _ : Poreditewe:

you finnaly recormend such to the menagement for spproval

Also, the account - : I remember that his own coredibiliity and even
carestr is at stake. All the best as him commit part of the shareholder z fund
toa - - - “wtionsghip that e ig convine ™ 1 he rewarding to sll

conoernsd .

1.2 . i 4 =
Leased equipment should be inspected semi-annually for "A" rate credits and

quarterly for lower grade credits.

Frequency of inspection shall be  dependent . type of assets. Ly

dispozsable items =should be inspected more freguently,

Lessee should i © iex] of inspection plan i.e. -

1. The date and time of the inspection

2. M- 7 7 Al to inspect the assets.
QBJECTIVES OF FERIODIC INSPECTICRND
1. To physicalls - -0t the state of each egquipwent.

2. To enaure that the make, models, chasis and engine number: (for vehicles
ar’ o rating sets) and any otl- - - fication numbers or marks on the

leased equipment conforms with . = sale and lease agreements.
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To ensure that the Iessor’s identification tags are displayed on the

eqipment in acoordance with the provision of the leased sgreewsnt.

To physically inspect the state of repair oy disrepair of the equipment

as tiv= case may be.

To physically oant the number of equipment available for inspection and

=nsure that it tallies with the lessor’s record.

To ensure that the insurance premium are paid by the 1essee on the leased

asset and the oaurrent insurance cartificate obtained,

To enaurs that the lesses fully comply with the maintenance agreement on

the equipment as regards maintenance payvients,

To confirm that where the equipment is affixed to any land or building, it
will be possible to remove the =quipment without material damage to the
equipment., the land or boilding.

To confirm that the lesses has not altered or permit the alteration of the

equii pment..

To confirm that the lessee is not violating any other conditions as

contained in the lease agreement relating to the use of the equipment.
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Merchant bhanking is a prominent feature in attaining the industyial
develapment aspiration of any country of the world, 30. also, is eguipment
leasing, a function that is perfomed by most of these Merchant Banks. The
growth of sgquipment lease-financing in Nigeria is largely influenced by the
affective performance of Merchant banks in providing medium and long term

finances to a large number of industries in the country.

Today, leasing has besn embraced as a most varitable means of corporate
financing in the face of aubsvantial cost outlay on capital equipments and
stringent mammer that restriet imports, all breaght. about by the poor state  of
the Nation's economy. Equipment. leasing has thua brought relief to firms who
are strapped of capital to invest in capital projects. Merchant Banks are
therefor= seen as the provider of medium, Ilong-t=rm and permanent capital

which is very crucial to the industrialization of the Nigerian economy
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Alss, the following factors have been identified as the main

grovath of leasing tusiness in Nigevis:

In addition,

Abolition of import licencing screme.

Slgnificant naira depreciation.

Favourable government. policy on import substitution.
Escalating cost of equiptesnt.

Liguidity squesze

Foreign exchange scarcities,

Investment allowance on sgrion] taral eulpoesnt.
Increasing awarensss of the mwerits of lessing products.
Handsome capital allowance availsble for lessors.,
No extra or additiona: collatersal is required.
Easiar doomumentation process.,

Leasing represents a good hedge against inflation.
icker write-off of an equipwent.,

militating against the growth of leasing industry in Nigeria:

reascns  for  ihe

the following factors were also identified to be the main reazons

Difficulties lessors encounter in providing certificate of scceptances

agspecially for consortium or syndicated leases.
Lack of relevant legislations to gulde practitioners i.e.
law.

Dearth of expertise in the industry.

absence of leasing

Limited awareness of the benefits and offerings of the products.

Non-und formity in the practice of leasing

Dearth of relevant local literature on equipment leasing,
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International Merchant bank Flo has in 1982 emerged the leading Merchant bank
in the country in terms of assets, profitability and innovativeness. Since
then the Bank contribation to the econony hes been  tremendions especially in
the leasing industry. In 1383 the Bank was rated first in terms of rental
iocowe received in that vear, Tt has since then rewain one of the doninact
lessors in the country. In 1993, the bank has 46.23% of lus wotal assets

invested in equipment leasing.

Also, leasing activities in the cauntry has  shown that mpanufacturing
industries are the dorminant lesses among various sectors of the econoy as
they accounted for over 53% and 52% in 1991 and 1992 respectively of the total
leased assets by Merchant banks,  Plant/machinery, the engine of industrial
production, has received high preference over the years as against other
assets acquired by Merchant Banks due to the crucial role they play in the

Nigeria economy.

The formation of the Equipment. [easing Association of Nigeria (ELAN) in 1983
has represented a comerstone in the development of equipment l=azing in
Nigeria as the existence of the bady has fuelled the prowth and development of
the industry.



)
-
L

Finally, it 1is pertinent, however, to note that aowe of the above listed
constraints notably those relating to relevant  legislation, availability of
literature and expertize in the indastry as well as  lease educmtion are
currently being tacked by ELAN. Remarkable progress has been made in the area
of creating awareness of the benefite and offerings of Tessing as s Tliosncing
altermmative. It is envissged that with the current vigour and tempo of
pursuit hy ELAN most of the above oconstraints listed earlier on will be
eliminated in the nearest future ad this pave way for farther development and
growth in the industry.

5.0 CONCLUSION

There is a growing optimism that equipment 1ea2ing has very Weight prospects
in the economy in the forsseesble future, Considering the huge market which
Nigeria represents in  the sub-saharan African, manufacturing companies in the
oomtry have comp=lling motivation to continue to  inerease their productive

capacities to meet the ever increasing demand for their variousz products.

Furthemmore, given ths ocurrent poor state of the economy and the attendant
harsh economic realities, leazing represents the most. reliable financing
option in the advancement of the Nigerian sconomy. It is quite obvionz that

leasing is a potent tool for rapid industrizalization.
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This t.}'xué:ht is buttressed by the opening paragraph of the 1387 World lessing
Yearbook which states thas: "The developwent of manufacturing mnd service
industries lIn developed and less developed countriss alike owe mich to the
lease financing technique and it is the development of flexible leasing
technique which will be the key o futire growth”. Thizs statement which
reflacts the responses to s worldwide survey on the lmpact of leasing siows
that the favourable role thia financing cmn play in the developent of

Nligerian economy can hardly be over--mphasised,

5.3  RECOMMENDATIONS

In order to ensure further growth and development of the young industey, |
would like to make the following recomendations as follows:

1. Ernactment or formalation of precise regulations conceming uniform

aceounting and taxation policies on 1e=asing.

g

Formulation of clear out policies by Federal Inland Revenue Board and
streaml ining procedures for the procurepent of Certificate of Acceptances
for claiming capital allowances on l=ased assets (be it lease syndication
of disorete equipment or jointly owmed assets, leverage lease or direcot

lease)

3. Continuation of ELAN s effective and intensive lease education and
information programmss and to open teanches in all the 30 States of the
Federation who will be reaponzsible to organise seminars at local levels,

a0 that the publie becoms nors enlightensd to the l=ass finance businesa.
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Enforcdment of legislation that wonld permit uniform tresteent of leasing
and disclosure requirements by both lessors and lessees in order to
ciwiste any Licidence of maltiple lessors for one and the same equipment

especially in a sale anl Iease back arrangement.

Prevelence of healthy competition in the industry particulsrly with the
rapidly incressing mamber of new srntrants arising from the eergencs of

new harks .

Merchant, banks shaild not. discriminate ammg the lesases so that not only
the giant miltinationals benefits tat also the locally small-scale
husinezses ~riild also benefit.

Merchant. hanks should try as much as possible to transact leasing Bisiness
with the eénd nser of the egiipment, =ince the asset being financed ia

primarily the: security.

lastly, now that. the costs of equipment, bave more than quadrupled in the
recent. years, high capital intensive assets such as Aircrafts, Ship and
the likes can hardly be sufficiently and adequately funded by one lessor
single-tand=ily, Considering that lease financing has been the key tw the
development. of manufactiring and other industrial aectors, it is now
necesaary for grovup lessors to lease such big ticket assets if we mist
ensure continued developpment. of cr economy in this era of sconomic

hardship.
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Az a result of the silence of the Federal Inland Revenue Board
e Tack of coherent policy on the issue of joint interests in leased
assete mostlessors shy away fron lease sywlicstion excspt thwse that would
permit cawnership of discorets equipment.,. To date Intermational Merchant
Bank Plc (IMB) iz the only lessor that has peosived forwal approval from
the Federal Ministry of Industries and the Federal Inland Revenue Poard
for the lease it syndicatad for United Zpluners and in which lessors hed

Jjoint ownership interests.
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