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Lease ys. Loan

LEASE - GOOD

No down payment with an option 1o buy equipment at the
nd of the lease

ILca.sﬂ:I equipment is enough to secune a lease transaction

W hen lease payments are current, the lessor can not disnupt
the lessoe’s we of the aquipment or demund payment

Lease usually requires only the first payment, which is
uch lower than a down payment

quipment obsolescence is transferred to the lessors with no

I
thgaﬂnn to you at the end of the lease

T'rue Lease can be claimed a5 a tax deduction, while taking
advantage of shonter depreciation sehadules

Iperating -leased assets are expensed and do not show on
he balance sheet, which can improve financials

Lease vs. Cash
TR

using it and in possession of the asset

Lease transfers tracking of the equipment to the lendor

In many cases, interest, taxes and insurance is managed
y the lessor

Risk of obsolescence is responsibility of lender

Leasing allows for casier upgrades and additions 1o the
e x isting equipment, usually under the same lerms

Leased assets are expensed and do not appear on your
halnee sheet, which can improve finoanclals

Leasdng has a much lower impact on cash flow

LOAN - NOT GOOD |

Requires a 1 0%-20% down payment and finance the
TEM MR ing amount

Bomower usually pledges other assets for collateral |

[Must maintain cenain financial mtios or business profits
to continue o use the equipment or lender has the nght ©
demand total payment

A higher down payment with a loan payment ol the end

You bear all the risks of equipment devaluation because
{of new technology

A portion of the loan payment as interest and for
|depreciation can be deducted only

Accounting standands required owned equipment 1o
appear as an asset with a corresponding liability on the
balance sheet

CASHL - NOT GOOD

You are responsible for the aquipment for as long as your I

ﬁcsj‘mm—lhlc for the entire life of the equipment

Responsible for tmeking the equipment through the entire
life cycle

[All costs are tracked by you

Lessor beurs the entire risk of devaluation and must be
(accounted for

Lessor must manage the disposal or selling of the outdated
eqquipment

Lessor must manage assets on their books with a

(eorrespond ing Hability on the halance sheet

'llu}-imr equipment has a much greater | mpact on cash flow-

use your cash for operati ng capital

Always consult your Tax Advisor for final Accounting and Depreciation benefits.
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JIYPES OF LEASES & TERMINOLOGY:

Capital Lease / Finance Lease / 1 Buyout May also be refemed to as a nominal or ($1) dollar-buyout lease. These
leases share the advantage of fixed monthly payments but with the guaranieed option to purchase the equipment for a
nominal price at the conclusion af the lease. With this type of lease there is no uncertainty about the value of the
equipment at the conclusion of the lease as the buyout terms are generally a part of the initial agreement.

= Finance type lease may not qualify under LIRS, regulations for deductibility.

- The lessee is considered the owner of the equipment (unlike an FMV lease) and maintains full contmol of the residual
varlue,

= The lessee can depreciate the equipment.

- Lessees records the equipment as an asset and the lease payments as liahilities on their balance sheas,

Troe Lense or Operating Lense - Also known as fair market value leases, The most notable feature of this type off
lease is that its structure does not contemplate a full payout of the cost of the equipment as is the case in a "Finance™
type lease. Two of the comman tests are:

= The term of the lease is generally not greater than 75% ol the equipment’s anticipated uscful life,

- The present value of the lease payments should not exeeed 90% of the fair market value of the equipment using the
lessee's incremaental cost of barrowing, A significant benefit is that the manthly payments are also less than on a finance
type lense (above ] or even a bank loan. Typically the lessee cither retums the equipment at the conclusion of the lease
or may be granted the opportumity to purchase the equipment from the lessor for "the fair market value.” Payments
under this kind of lease stracture are treated (by the LR.S.) as rental payments and therefore ane 10076 tax deductible
operting expenses. Also, as rental payments, neither the asset nor its comesponding liability need to appear on the
compamy’s balance sheet, The lessor retains the right 1o depreciate the equipment, End of lease features;

= The lessee may have 1o option to contimue renting the equipment
- The lessee may have the option to “re-lease” the equipment

The "ILUT." Option Lense (Purchase Upon Termination) - This end-o-lease option establishes a mandatory
purchase price, usually expressed as a percentage, e.g. "n 10% Put.” This is a technique for lowering the lease payments
during the lease term without creating an unknown end-of-lease sk for either the lessor or the lessee, As with our
programs lease payments ane fixed,

TRAC Lense - A TRAC lease is a special type of true lease that is genemlly used for "over-the-raad” vehicles like
trucks, tmetors and trailers, Special provisions of the LR.S. code allow for pre-determined residual values (as opposed
1o "future, fir market valucs) to be negotiated in advanoe while mamtaining the “full deductibility” of a truc lease. This
type of lease s generally less expensive then other leases or conventional bank fnancing. The lessor would retain ihe
rights to any depreciation

Acceptance ("Delivery & Aceeptance™) - The lessee’s acknowledgement that the equipment 1o be leased as has been
recelved and isin satisfactory condition. For the lessee's protection, fands will not be released to your vendor until
American Specialty Capital Equipment has received your written "delivery and acceptance” form and been able to
reconfinn same by telephone,

Advance Lease Payments - Most leases call for a speci fic number of lease payments in advance, | -2 payments is g
typianl requirement. The total number of pay ments during the lease are reduced by the advance payments. { Bank
financing typically require much larger "down payments,” typically 10-25% of the purchase price to close the loan
along with "arigination” and other fees.



AccuBrass.c

"Application Only" Program - A streamlined credit application and review procedure that only requines the
submission of a single page application with basic information about the business’ principals, hank mnd tmde
reflerences. This type of program does pot require financial stalements, tax retums, business plans or other more
detailed disclosures,

Deferred Payment Lease - The initial lease payments are defiered 60, 90 or | 20 days 1o accommodate cash
flow/capital budgeting requiremenis.

End of Lease Options - What happens 1o the equipment after all payments have been made, Typical aptions are the $1
Buyout, FMV, PUT, equipment return, continued leasing and maore,

Fair Market Value (FMV) Lease - Provides greater flexibi lity and lower monthly payments than the Finanoe Lease
format, Key benefits include a number pre-set end-of-lease options;

= Return the equipment with no Rarther obli gation, or

- Purchase the equipment for its fair market value, or

- Re-lense the equipment for l1s Fair market value, or

- Continue leasing on a month-to-month hasis

- The FMV lease may also qualify as a ax deductible apermting ox penses.

Finance Lease (81 Buyout, Capital Lease or Bargain Purchase Lease) - These 4 terms deseribe leases that combine
lower, fixed monthly payments with the guamnteed-in-advance night to purchase the equipment at the conclusion of the
lease term at a pre-determined price. These leases generally do not qualify as deductible operating expense and must be
amartized and depreciated. There are, however, same significant other tax benefits under LR.S. section 179, that may
be available to your business.

Insurance - Because leased equipment is technically owned by the lessor until the satisficiory conclusion of the lease
term, {proof of) all risk/casualty insumnee will be required showing the lessor as a "named insured.”

Lessee - The entity that is leasing the equipment from its owner, the lessor.
Lessor - The owner of the equipment to whom lease payments are made,

Master Lease, One lease (and one eredit approval) - For several pieces of equipment punchased at dif ferent times
from ane or mare vendors, Once you have been approved American Specialty Equipment Capital only requires brief
addendums and equipment schedules for each new batch of equipment.

Off-Balance Sheet Financing - Financing that does not add debt to a company's balmnee sheet, This can be extremely
important to companies with bank and'or other lender-imposed key operating mtio requiremenis. Under a true lease for
example, the lessee docs not show the leased equipment as an asset {the lessee does not own the equipment, nar does
the lease structure contemplale ownership ), nor therefore, is the lessee requined report the corresponding long term
limbility, Sec the "True Lease” definition in this section or the "Lease Types page for additional related discussions,

Operating Lease - Any lease that is not a capital or finance lease. See FMV lease (above)

Purchase Option - Se¢ "End of Lease Options”

PUT Option (Purchase Upon Termination) - A specialized option, that can be offered in conjunction with an FMV
lense that requires o purchase of the equipment o the conclusion of the lease a1 a lixed-in-advance percentage of the
original purchase price (eg. 10%%).
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Rate Factor - Once the equipment cost has been determined, the actual monthly lease payment (before tax and one-
time fees) can be computed by multiplying "the factor” {usually expressed as a 5-digit, decimal number) by the
equipment’s cost,

Revourse (or "veador recoune™) - Generall y applies to the funding sowrce {lessar's) right to require the mmufacture
or distributor take back and/or take responsibility for re-marketing equipment that is not paid for as a result of defauli
by their customen(s), the lessee, Note: American Specialty Equipment Capital does not require recourse” agreaments
with its vendors,

Residual Value - The remaining (market) value of the equipment at the end of the lease term

Sale Lease Back - A technigue for re<capturing cash previously expended on equipment by selling that equipment to
ASEC who in turn leases that same equipment back to the company over a period of 12 10 &0 {or more) months.
Equipment may be subject 1o an independent valuation appraisal prior o funding.

Seasonally Adjusted Leasve Payments - Lease payments that are "adjusted” 10 accommodate o businesses cash flow
scasonality, Pay ments are set lower for the businesses "slower™ ar "off-sason” months and set slightly higher during
months of the business’ tmditionally stronger cash flow. e g. payments might be lower initially to allow a company starnt
gencmiing,

Security Deposit - An amount paid at the beginning of the lease that is held by the lessor uniil the satisfactory payment
ofall amounts due under the lease terms, at which time the security deposit amount is retumed to the lessee,

Skip Payment Leases - The lessee selects a series of months in which no-payments will be due

Step Payment Lease - Lease payments are stepped up (or down) to accommodate the lessee’s anticipated cash flow
pasitern as the company beging 10 see its reum fFom the scquired equipment, . ¢4 payments might be lower initially 1o
allow a company start generating,

TRAC Lease, ( Terminal Rentaol Adjustment Clawse) - Many of the benefits of a true lease, but designed specifically
for over-he-rond vehicles like trucks, tmctors & tmilers, Special provisions of the tax code allow Rir pre-determined
end-of-lease valuations {unlike a true or FMV lease). Genemlly the most aggressive pricing for vehicles. Lessee bears
some risk iU the equipment does not bring the anticipated resale value al lease end. May include FMV or continued
rental options,

True Lease (Tax or Operating Lease) - A true lease, by definition, does not call for the full payout of the equipment
cost during the lease tlerm, nor does a true lease contemplate a transfier of thle following the conclusion of the lense,
The lessee is only “paying for the equipment during a portion of that equipment’s uscful life. Hence the lease payments
are offen treated as 1007 1ax deductible opemting expenses, The lease gencrall y does not appear on the balance sheet
as a business asset or as o business Hability, This type of lease also offers the lowest payments for a given tem, A true
lease may (but does not have 10) include an FMV { Bir market value) option which allows ihe lessee to purchase (ke
full ownership of) the equipment for its legitimate Fair market value at the time the lease terminates,

Working Capital - In {hasic) accounting/financial térms working capital is defined as cument assets-current Habilithes,
It Is one measure of a business’ “ready cash,” Leasing conserves working capital by allowing a business (o better match
{time) its expenses for the acquisition of equipment to the revenue generated by that that equipment generates,



