
Benefits of Various Methods of Equipment Acquisition
Operating Lease:

Advantages:

1. Allows for equipment acquisition when no Capital Budget is available.

2. Eliminates used equipment disposal problems for the user

3. Allows obtaining efficient, cost-saving equipment that cannot be purchased with fixed operating budgets

4. It is easier to obtain an approval for equipment lease rather than a capital expenditure

5. Leasing can free working capital for other investments, while not affecting the customer’s borrowing power or credit line

6. Lease payments may provide a tax deductible business expense, reducing tax liabilities

7. Gives opportunity to reduce operating expenses by replacing over-aged equipment without a large capital outlay, the establishment of realistic replacement schedules, and standardization

8. Leasing simplifies budgeting, bookkeeping, and accounting by greatly reducing paperwork and administrative requirements.

$ 1.00 Purchase Option (Financing):

1. Same great advantage as the operating lease – limited cash outlay.

2. Provides the depreciation and tax benefits of a cash purchase.

Short Term Rental:


Advantages:

Many of the same advantages of a lease program and with the following distinguishing characteristics:

3. Flexible contract periods – from 6 to 12 months

4. Rental can include maintenance provisions

5. Provides inexpensive means to try out a new piece of equipment, without long-term commitment.


Disadvantage:

Economic benefits diminish as the rental period extends.

Cash Purchase:

Advantages:

1. Normally lowest cost method of acquiring equipment when funds are available

2. Service fees, finance charges, and interest expense are eliminated for buyer

3. Customer ownership is immediate, and the customer shows equipment cost on the balance sheet subject to depreciation methods used.

Disadvantages:

1. Working capital (cash), which could be used elsewhere, is reduced

2. Outright purchase converts a liquid asset (cash) into a fixed asset (equipment), thus weakening the customer’s “current” ratio.

