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BUY versus LEASE EXAMPLE
Example USA

INTRODUCTION

This example uses the “Buy Expenses Only Yearly” and “Lease Expenses Only Yearly” templates
Note: Buy versus lease decisions should always be made “After Tax” because of the different tax
treatments. The exception would be for non profit organizations where the buy versus lease

analysis would be done before tax.

VERIFYING YOUR ANALYSIS
You can compare your analysis against the two Investit Decisions Examples;

1. A1 Buy Example. Expenses Only Yearly Proj.
2. Al Lease Example. Expenses Only Yearly Proj.

Investit Templates ] hity Termplates ] hity Projects ] Investit Examples
Select Project to Open Description f
= Invest Decisions Yearly Projections | |nvest Decisions Yearly Projections section.

Customized Template Example
Invest Expenses Analysis Supplier A
Invest Expenses Analysis Supplier B
Projection Wizard Yearly Practice Set
= Invest Decisions Monthly Projections
Al Invest Rev & Exp Monthly Proj. Part A
Al Invest Rev & Exp Maonthly Proj. Part B
Projection Wizard Manthly Practice Set
= Replacement Decisions Yearly Projections
Keep Example with Revenue & Expenses
Replace Example with Revenue & Expenses
=l Owutsourcing Decisions Yearly Projections
A1 Make Example. Expenses Only Yearly Proj
Al Qutsource Example. Expenses Only Yearly Proj
=l Buyv Lease Decisions Yearly
A1 Buy Example. Expenses Only Yearly Proj .
A1 Lease Example. Expenses Only Yearly Proj <%
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EXAMPLE
An organization is evaluating whether they should buy or lease their new “Super X” high volume
color printer.

General Information
Analysis Period: 6 Years
Corporate Marginal Tax Rate (Including State Taxes): 35.00%
Discount Rate (Before Tax): 12.00%

BUY ANALYSIS

Project Info Folder
Project Name: Super X Printer. Buy Analysis
Project Description: Example
Analysis Period: 6 years

Investor Folder
Marginal Tax Rate: 35.00%
Discount Rate (Before Tax): 12.00%

Investment Folder
Description: Super X Printer
Amount: $250,000
Depreciation Method: Personal Property 200% DB
Recovery Period: 5.0 years

Working Capital Folder
Working Capital: None
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Expenses Folder
Service Contract: $3,000 per month for one year increasing at 3.00% per year compounded

Insurance: $5,000 per year increasing at 3.00% compounding

Financing Folder

Start Date: Year 1 January
Type: Standard Mortgage
Amount: $100,000

Time Period: 6 years

Interest Rate: 8.00% per year
Payments: Monthly
Compounding Period: Monthly

Salvage Value Folder
Disposition Costs

Selling Expenses: None

Removal Costs: None
Salvage Value:

Super X Printer: $75,000
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LEASE ANALYSIS

Project Info Folder
Project Name: Super X Printer Lease Analysis
Project Description: Example
Analysis Period: 6 years

Investor Folder
Marginal Tax Rate: 35.00%
Discount Rate (Before Tax): 12.00%

Investment Folder
Description: Investment (Down Payment)
Amount: $50,000
Depreciation Method: Personal Property 200% DB
Recovery Period: 5.0 years

Working Capital Folder
Working Capital: None

Expenses Folder
Leasing Cost: $4,300 per month for 6 years

Service Contract: $2,500 per month for one year, increasing at 3.00% compounding per
year

Financing Folder
No financing

Salvage Value Folder
Disposition Costs:
Removal Costs: None
Salvage Value:
Super X Printer: $0

Steps
Using the Buy and Lease Expenses Only Yearly projections templates;

1. Enter the Analysis for buying the “Super X" high volume color printer.

2. Enter the Analysis for leasing the “Super X” high volume color printer.

3. Use the “Project Comparison Report” or the “Incremental Cash Flow Report” to compare the
two options
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INSTRUCTIONS FOR ENTERING THE BUY ANALYSIS

Getting started
The first step is to open the Investit Decisions Template “Buy Expenses Only Yearly” as follows:

1. Open Investit Decisions.
2. Select the Investit Templates folder

Investit Templates hiy Templates ]

Select Template for Hew Project

Replace Revenue & Expenses Manthly
= Outsourcing Decisions Yearly Projections
Make Expenses Only Yearly
Make Revenue & Expenses Yearly
Qutsource Expenses Only Yearly
Cutsource Revenue & Expenses Yearly
[=] Outsourcing Decisions Monthly Projections -
Make Expenses Only Monthly
Make Revenue & Expenses Monthly
Qutsource Expenses COnly onthly
Qutsource Revenue & Expenses Monthly
=] Buy v Lease Decisions Yearly
Buy Expenses Only Yearly -
Buy Revenue & Expenses Yearly
Lease Expenses Only Yearly | &
Lease Revenue & Expenses Yearly
=l Buy v Lease Decisions Monthly
Buy Expenses Only Monthly
Buy Revenue & Expenses Maonthly
Lease Expenses Onlky Manthly
Lease Revenue & BExpenses Maonthly -

[ »

3. Select and open the Investit template “Buy Expenses Only Yearly”. The analysis period
dialog will open at this point.
4. Enter 6 years and click OK

1" Enter or change the Analysis Time Period

For how many yvears do you wish to anahze the project?

Analysis Time Period — Years

(8] cancel
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Entering the project data and information

Project Info Folder

Project Name: Super X Printer. Buy Analysis
Project Description: Example

Analysis Period: 6 years

Project YWiarking
Info. Imvestar Investment Capital
Report Headers
Project Mame |Super}{ Printer Buy Analysis l=— |
Project Description  |Example s |
Analysis Time Period
B Years Chanoe Analysis Time Period

Entry Information

Enter Revenue and Expenses Yeatly Change Entry Infarmation
Staring Date January Year 1

Investor Folder
Marginal Tax Rate: 35.00%
Discount Rate (Before Tax): 12.00%

The Investor folder should look like this;

Plrr'.::%ue _Et 1 Investor Investment 1

[ Turh off Tax Calculations
Tax Rate

Imvestor's Marginal Tax Rate lm
Capital Gain Tax Rate lm
Fecaptured Depreciation Tax Rate lm
Discount Rate or Desired Return on Investment

Befare Tax — 2. 00%
After Tax IW
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Investment Folder

Description: Super X Printer

Amount: $250,000

Depreciation Method: Personal Property 200% DB
Recovery Period: 5.0 years

Fill out the following entries into the Investment folder

FProject Working By
Investment .
Info. l Investar 1 Capital (Expenses)
Investments
- e Recovery
Description Ammount Year horth Depreciation Methodd )
Period [vrs]
Uper ¥ Printer s— el % 250,000| Year 1 7 |(Jan  ~||Personal Prop. 200% DB < || =——je 50

Working Capital Folder
Working Capital: None

Expenses Folder

Service Contract: $3,000 per month for one year increasing at 3.00% per year compounded
Insurance: $5,000 per year increasing at 3.00% compounding

Make the following changes to the Expenses folder

Project Imvestar Imvestment Wnrl{_ing 0
Infa. Capital (Expenses)
Buy (Expenses)
De=crigption Entry Choice iy Category Year 1 Jan...
Service Contract 4— F per Mo j — Cammaon j F0
_|Inzurance 4— § per %r *‘— j — COmmon j 0
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Setting up the Service Contract

1. Selectrow 1 ‘Service Contract’
2. Click on the Projection Wizard button and enter the following entries

Eﬁ Projection Wizard

Entry Information

Entry Choice:  § per do
Projection

Description:  Sermvice Contract

Time Period
Ertry Phelze! . Increase Starting T Yrs | Cont. Proj.
Erntry Using... Year End
e § 3000 Annual Compounding 7| =—)e300% vear1 <l WO|6 <]

T

-

v
+

1" Pro jection Description

Service Contract
Eritry Choice: F per Month
ear 1 F3,000 per Morth far 1 year
Campounding at 3.00% per year far next 5 years
ry
o Brint Repart Help
ews Projection Insert Frojection Delete Frojection

Delete All Projections

Frojection Description
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Setting up the Insurance

1. Selectrow 2 ‘Insurance’
2. Click on the Projection Wizard button and enter the following entries

Eﬁ Projection Wizard

Entry Information
Description:  Insurance

Entry Chaoice:  § per¥r

Projection
Time Period
Ent Project | Starting To v Cont. Proi
it Eritry Using... nerease Y ear End e i el
e 5 5,000| Annual Compounding 7| |=—)e 300%|Year1 <l W |6 <]
e -1
o u u u u [~ ]
1" Projection Description
nzLUrance
Ertry Choice: § per Year
ear 1 5,000 per Year
Compounding at 3.00% per vear for next 5 years
Fy
[0]%4 Print Report Helg
ey Projection Insert Frajection Delete Projection

Delete All Projections Projection Description
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Financing Folder

Start Date: Year 1 January
Type: Standard Mortgage
Amount: $100,000

Time Period: 6 years

Interest Rate: 8.00% per year
Payments: Monthly
Compounding Period: Monthly

Make the following entries into the Mortgage window

Mortgage

Mortgage Details

Analysis Period: Year 1 Jan to Year 6 Dec

Commencing  [vYear1 | honth |[January hd

|Standard Maortgage
Type

(7]

Armount I: $ 100,000 Interest Rate |Fixed hd

Desctiption |Super>( Printer Lot s—

Terms and Amortization Details

Mo of (Ealloon) Terms 15

[ Tirme Period [ Amaortization
Term Years fonths Years fonths omins!
Mo Interest Rate
1 — 0f  — 1) i 5 0100%

Mortgage Settings

Fayment Freguency |Mon1hl\,r

Additional Payments/iBorrowing [

(7]

Payment Rounded |Upm Mearest Cent

Compounding Frequency |M0nthlv

Make the entries and then click on the
Compute button

cancel Comments

10
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Salvage Value Folder
Disposition Costs

Selling Expenses: None
Removal Costs: None
Salvage Value:

Super X Printer: $75,000

Make the following entries into the Salvage Value folder

Yaorking By = . Salsage
Capital {Expenses) I Value
Disposition Costs
Descrigtion Eritry Chioice Expenze
elling Expenzes % of Salvage Value j 0.00%
Legal Fees % of Salvage Value ;I 0.00%
Remaoval Costs Amount = §0
|| Add || Insert || Delete || Miove
Sahrage Yalue
o - Capital Salvage
Bscription Investment alue
Super X Printer § 250,000 e § 75 000

SAVE YOUR PROJECT
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INSTRUCTIONS FOR ENTERING THE LEASE ANALYSIS

Getting started
The first step is to open the Investit Decisions Template “Lease Expenses Only Yearly” as
follows:

1. Open Investit Decisions.
2. Select the Investit Templates folder

Investit Templates hiy Templates ]

Select Template for Hew Project

Replace Revenue & Expenses Manthly
= Outsourcing Decisions Yearly Projections
Make Expenses Only Yearly
Make Revenue & Expenses Yearly
Qutsource Expenses Only Yearly
Cutsource Revenue & Expenses Yearly
[=] Outsourcing Decisions Monthly Projections -
Make Expenses Only Monthly
Make Revenue & Expenses Monthly
Qutsource Expenses COnly onthly
Qutsource Revenue & Expenses Monthly
=] Buy v Lease Decisions Yearly
Buy Expenses Only Yearly
Buy Revenue & Expenses Yearly
Leaze Expenses Only Yearly - | &
Lease Revenue & Expenses Yearly
=l Buy v Lease Decisions Monthly
Buy Expenses Only Monthly
Buy Revenue & Expenses Maonthly
Lease Expenses Onlky Manthly
Lease Revenue & BExpenses Maonthly -

[ »

3. Select and open the Investit template “Lease Expenses Only Yearly”. The analysis period
dialog will open at this point.
4. Enter 6 years and click OK

1" Enter or change the Analysis Time Period

For how many yvears do you wish to anahze the project?

Analysis Time Period — Years

(8] cancel
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Entering the project data and information

Project Info Folder

Project Name: Super X Printer Lease Analysis
Project Description: Example

Analysis Period: 6 years

Project YWiarking
Info. Imvestar Investment Capital
Report Headers
Project Mame |Super}{ Printer Buy Analysis l=— |
Project Description  |Exarnple +— |
Analysis Time Period
B Years Chanoe Analysis Time Period

Entry Information

Enter Revenue and Expenses Yeatly Change Entry Infarmation
Staring Date January Year 1

Investor Folder
Marginal Tax Rate: 35.00%
Discount Rate (Before Tax): 12.00%

The Investor folder should look like this;

Plrr'.::%ue _Et 1 Investor Investment 1

[ Turh off Tax Calculations
Tax Rate

Imvestor's Marginal Tax Rate lm
Capital Gain Tax Rate lm
Fecaptured Depreciation Tax Rate lm
Discount Rate or Desired Return on Investment

Befare Tax — 2. 00%
After Tax IW

13
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Investment Folder

Description: Investment (Down Payment)

Amount: $50,000

Depreciation Method: Personal Property 200% DB

Recovery Period: 5.0 years

Fill out the following entries into the Investment folder

Lease
(Expenses)

Depreciation Methiod

Financing

Recovery
Period [yrs]

| mestor | westment | Yorens
Investments
‘ Dezcription Arrount Year Motk
Investment [Doven Payment) *‘— —.' F 50,000 Year 1 ;l Jan ;l

Personal Prop. 200% DE < || =——je 50

Working Capital Folder

Working Capital: None

Expenses Folder

Leasing Cost: $4,300 per month for 6 years

Service Contract: $2,500 per month increasing at 3.00% compounding per year

Make the following changes to the Expenses folder

Project | i | tment Yarking Lease
Infa. e stor e simen Capital {Expenses)
Lease (Expenses)
Description Entry Chaice ity Category Year 1 Jan...
easing Cost § per Mo =l — |Common = §0
Service Contract i— F per Mo ;l — Common ;l F0

14
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Setting up the Leasing Cost

3. Selectrow 1 ‘Leasing Cost’
4. Click on the Projection Wizard button and enter the following entries

Fp rojection Wizard
Entry Information

Description:  Leasing Cost

Entry Choice: % per Mo

Projection
Titne Period
Eritty Project ) Increaze =tarting T Ytz | Cort. Proj.
Entry Uzing... Year End
w5 4 300( Constant (Fill Right) | Year1 | |

— (<

- u u u u -\
1" Projection Description
Leaszing Cost
Ertry Choice: § per Morth
ear 4,300 per Month for 1 vear
Constant per year far next 5 years
Qg Brint Repart Help |\
Mewy Frojection Insert Frajection Delete Projection

Delete All Projections

Projection Description

15
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Setting up the Service Contract

3. Select row  ‘Service Contract’
4. Click on the Projection Wizard button and enter the following entries

1y Projection Wizard
Entry Information
Description:  Semice Contract
Entry Chaoice:  § per Mo
Projection
Time FPeriod
Ent Project I Starting To ¢ Cort. Proi
= Entry Using... rerease Y ear End e - D
— 2 500| Annual Compounding 7| e—)e500% vear 1 || W (6
Fi= '\
1" Projection Description
mervice Contract
Ertry Choice: § per Morth
ear 2,500 per Month for 1 vear
Compounding at 3.00% per vear for next 5 years
F N
[0]%4 Print Report Help
ewy Frojection Insert Projection Lelete Projection
Delete All Projections Projection Description

Financing Folder
No financing
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Salvage Value Folder
Disposition Costs:
Removal Costs: None
Salvage Value:
Super X Printer: $0

No entries need to be made in the Salvage Value folder

SAVE YOUR PROJECT

17
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DECIDING BETEEN “BUY” OR “LEASE”

The Buy versus Lease choice should be always be made after tax because of the different tax
treatments for buying versus leasing.

To decide between the two options use;

a) The Project Comparison Report (After Tax) and
b) The Incremental Cash Flow Report (After Tax)

Project Comparison Report
Up to four projects can be compared side by side.

Step involved in selecting the projects for the Project Comparison Report.

1. Select the Project Comparison Report (After Tax) on the Reports menu

Beports  Tools Lilites |nvestit  Activation He
&5 Print Reports... CHi+R
Export Reports to Excel... Ctl+E
I Export Reports to PDF... Ctil+D

General Information Reports »

Expense Statement
Operating Cash Flow
Warking Capital

Met Cash Flow

Cash Flow an Disposition

- v v w ¥ v

Expense Calculations

Graphs ]

Input Data Summary
Projection Descriptions
Depreciation Schedules

-

Project Comparison Report Before Tax
Lease Analysis Comparison Report k4 After Tax

Incremental Cash Flow Report »

2. On the Project Comparison Report dialog click on the “Add” button to display the Report

Selection List. Select the Project and click ‘Ok”. Repeat the process to add another project as

shown below.

18
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Project Comparison Report

Selected Projects

The Multi-Project Comparison Report is generated from the selected projects.

Project Mame

Click on the "Add" button, select the
Project and click on the "OK" button

| Move Up | |ru1|:weD|:|wn |

Add...

Fermove ‘

I:Remmfe all

P[eviewRepnn| | Brint Bepart | |ExpnrttnExcel‘ |E}<pnrﬂnF’DF | |

Done |

Project Selection List

Select project

1 Buy Example. Expenses Only Yearly Praoj

.

Al Lease Example. Expenses Only Yearly Proj
Al Make Example. Expenses Only Yearly Proj =
A1 Outsource Example. Expenses Only Yearly Pr

3. The diagram below shows the selected projects to be displayed in the “Project Comparison

Report”

Project Comparison Report

Selected Projects

The Multi-Project Comparison Reportis generated from the selected projects.

Project Mame

A1 Buy Example. Expenses Only Yearly Proj.nnp 4‘—

A1 Lease Example. Expenses Only Yearly Proj.nnp 1‘—

To preview the comparison report
|

| Move Lp ‘ |ru1weD|:|wn |

Addl...

Femove

Rermaove all

P[eviewﬁepnn| | Print Report | |ExpnrttnExceI| |E}<pnr1tc|F'DF| |

Cone

19
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Project Comparison Report

Met Cash Flow|After Tax]

Tean

M B R =D

Total

Financial Return &fter Tax
Marginal Ta: Rala:
Irtermal Rale of Ratum [RR)
MIRE
Short temm financing rate
Shoet term reinvestment rate
Hel Fresant Yaue [NFY)
Annual Equevalency

Faybeck Pariod (Yewrs)
Discounted Pay Back Paiod [Yewrs)

Note

A1 Buy Example. Bxpengses Only

Project Companson Report (After Tax)

A1 Lease Examnple, Expenzes Onby

Yearky Proj e atly Froj
50,0007 {50,000
(27 .884) (43,540,
(18259 42,025
(30,7053 (50,568
(3BT (5252
(20,4007 B3.473)
2,189 (55.138)
(303,1865) (350,874
25.00% 3I5.00%
Hia M
WA B
=P (¥ 270538) &t 7.50% g ($ 283 875) 2 780%
(% 58,183) 2t 7.80% (% 62 109 2 7.80%
Hi&A a
MFA oA

Unable to calculate the IRR and MIRE because all the Cash Flows are negative.

Interpretation and decision using the “Comparison Report”

The “Buy” option is the best choice because the "Buy” option has the lowest Net Present Value
(NVP) at 7.80% after tax which is <$270,638> compared to <$288,875> for the Lease option.

20
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Incremental Cash Flow Report

When carrying out “Incremental Cash Flow Analysis” the largest investment goes first for the
Incremental Cash Flow Report. In this case it is the “Buy” option

Steps

Select the Incremental Cash Flow (After Tax) on the Report menu

Eeports  Tools  LHilites  |nvestit  Activation He
&% Print Reports... Chil+R
Export Reports to Excel... Ctri+E
Export Reports to PDF ... Ctrl+D

General Information Reports r

Expense Statement
Qperating Cash Flow
Waorking Capital

Met Cash Flow

Cash Flow on Disposition

- T v W w W

Expense Calculations

Graphs [

Input Data Summary
Projection Descriptions
Depreciation Schedules

Project Comparison Report }

Lease Analysis Comparison Report b
Incremental Cash Flow Report h[ Before Tax

Report Preferences... | | After Tax
Currency Conversion
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Enter the following;

Investor’'s Marginal Tax Rate: 35%

Discount Rate: 12.00%

Short Term Rates: Financing Rate 7.50%
Reinvestment Rate 2.50%

On the “Incremental Cash Flow Report” dialog click on the “Add” button to display the Report
Selection List. Select the “Buy Example” and click ‘Ok”. Repeat the process and select the “Lease
Example”. The “Buy Example” was selected because it involves the larger investment.

Incremental Cash Flow Repurt
Investor's Rates. Applied to all selected projects

Imvestor Short Term Rates (Before Tax)
Investor Marginal Tax Rate —*?DD_% Financing Rate —m@
Discount Rate (Before Tax) —;1?00_% Reinvestment Rate -p—zﬁil
Selected Projects

The Incremental Cash Flow Report is created by ‘Adding’ or 'Subtracting’ the cash flows for the selected
Projecis.

A Ald Subtract A
i Cash Flow Cash Flow _—————1

1) Click on the "Add" button to display the Project List
2) Select the "Buy Example” and click "OK"
3) Repeat the process and select the "Lease Example” L b

- = — | Project Selection List v

Select project

Erint Report -. [ 1 Buy Example. Expenses Only Yearly Proj <@
. boe Al Lease Example. Expenses Only Yearly Froj

A1 Make Example. Expenses Only Yearly Proj

Al Gutsource Example. Expenses Only Yearly Pr

22
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The selected projects for the Incremental Cash Flow Report are:

&

Incremental Cash Flow Report

Investor's Rates. Applied to all selected projects
Short Term Rates {Before Tax)

Investor
Investor Marginal Tax Rate 35.00%| Financing Rate 7.50%
Discount Rate (Befare Tax) 12.00%| Reinvestment Rate 2.50%

Selected Projects
The Incremental Cash Flow Report is created by ‘Adding’ or "Subtracting’the cash flows for the selectad

Projects.

e Ald Subtract A
st Cash Flow Cash Flow

A1 Buy Example. Expenses Only Yearly Proj.nnp + . Remove
A1 Lease Example. Expenses Only Yearly Proj.nng + . + o
Rermove all

The Net Cash Flow of the "Lease " option is subtracted
from the Net Cash Flow of the "Buy" option

| Mave g | | aneann|

P[eviewﬁepnrt| | Print Repaort | |E}<pnrttnExceI| |E}<pnr1tnF'DF| | Done

Click on the “Preview Report” button to display the “Incremental Cash Flow Report”

23
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Incremental Cash Flow Report (After Tax) Buy versus Lease

Incremental Cash Flow Report (After Tax)
Net Cash Flow{ After Tax] Incremental Cash Flow Buy Vs. Iease*
Incremental
Plus hli o= Met Cash Flaw
A4 Buy Example. Expenses A Lease Example. [After Ta)
Onby “early Proj Expernses Onby “rearhy Proj
“ear 0 (150,000) 50,0007 1m0
1 (27 561 49,5400 21,978
z (18255 (42,0257 28,771
3 [30.7059) 50,365 20,160
4 (33730 (52,834 14,102
] (40,1050 153,473 12,354
E 2,164 55,1350 57,301
Tatal (203 ,195) (359,874 55,679
After Tax Financd Return
Nargina T=x Rate: 2500 % 25.00% 2500%
Intema Raeof Ratum [IRR) LR M + 1305%
Met Present Wwalue [MPY] = 7.20% +($ 270 53E) + F 288,875) +$ 18,237
Mlodified Internal B ate of B eturn (MIRR) M, M FIT%
Shortterm financing rate - - -
Shortterm reinwvestment rate
Annual Equivaency = 7.80% % 521880 0% G208 F 3821
Fayvback Period MiA M i 501 years
Diszounted Pay Back Period & 7.80% MEA F S.480vears
Mite
Unable to calculate the IRR and MIRR because allthe Cash Flows are negative.

Interpretation and decision using the “Incremental

Cash Flow Report”

The Internal rate of Return (IRR) of “Buying” compared to “Leasing” is 13.05% after tax which
exceeds the minimum acceptable return (IRR) of 7.80% after tax

The “Buy” option is the best choice because the "Buy” option has the lowest Net Present Value

(NVP) at 7.80% after tax which is <$270,638> compared to <$288,875> for the Lease option.

Both the ‘Incremental Cash Flow” approach or choosing the option with the highest Net Present
Value (NPV) will result in the same choice when dealing with mutually exclusive investments.
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