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ConnectCode’s Financial Modeling Templates

Have you thought about how many times you use or reuse your financial models? Everyday, day
after day, model after model and project after project. We definitely have. That is why we build all
our financial templates to be reusable, customizable and easy to understand. We also test our
templates with different scenarios vigorously, so that you know you can be assured of their
accuracy and quality and that you can save significant amount of time by reusing them. We have
also provided comprehensive documentation on the templates so that you do not need to guess or
figure out how we implemented the models.

All our template models are only in black and white color. We believe this is how a professional
financial template should look like and also that this is the easiest way for you to understand and
use the templates. All the input fields are marked with the ‘*’ symbol for you to identify them
easily.

Whether you are a financial analyst, investment banker or accounting personnel. Or whether you
are a student aspiring to join the finance world or an entrepreneur needing to understand finance,
we hope that you will find this package useful as we have spent our best effort and a lot of time in
developing them.
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1. Lease or Buy

1.1 Background

A company will periodically need to make decisions on the purchase of machineries and
equipments for the production of the goods and services that it sells. When making some of these
decisions, leasing is always an important factor to consider. To the company, it is the use of these
machineries or equipments that are important, not the ownership. Thus cost is the main
consideration whether to purchase or to lease the machineries and equipments.

A lease is an agreement made between the owner (lessor) and the user (lessee) of an asset. The
agreement allows the lessee the right to use the equipment by making periodic payments to the
lessor. The lessee will typically only consider leasing if the total amount of the lease is less than
the amount required to purchase the asset. The question to ask is of course, how will the lessor be
able to gain from such a lease? The answer lies is in the amount of tax reduction call a tax shield
that a company will be able to claim.

A tax shield is defined as the reduction in income taxes when a company claims an allowable
deduction from taxable income. An example of an allowable deduction is the interest that a
company pays on the debt it has taken. The interest can be used to reduce the taxable income.
Another example of a tax shield is depreciation. If a lessor is able to use depreciation and interest
tax shields that cannot be used by a lessse, then the lessor will be able to offer a low lease
payment that reflects the tax shields while still making a profit.

1.2 Net Advantage to Leasing

Net advantage to leasing is defined as the net present value of entering into a lease instead of
borrowing money to buy the asset. If the net advantage to leasing is a positive value, it suggests
that a company should enter into a lease instead of buying.
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2. Net Avantage to Leasing spreadsheet

This spreadsheet helps companies make the decision whether to buy or lease an asset through the
calculation of Net Advantage to Leasing.

C

Lease
payments™®
50.00
-54,500.00
-54,500.00
-54,500.00
-54,500.00
-54,500.00
50.00
20.00

2.1 Inputs

A B
1
2
3
4 Tax rate*
5 Loansinterest rate®
6 Aftertaxinterest rate
7 MetPresent Value
8
9
10 Cost of
11 Year asset®
12 0 520,000.00
13 1 50,00
14 2 50,00
15 3 50,00
la 4 50,00
17 5 50,00
13 @ 50,00
19 7 50,00
e Tax rate - The company tax rate.
.
.
.

(]

Aftertax
Lease
payments
50.00
-52,970.00
-52,970.00
-52,970.00
-52,970.00
-52,970.00
50.00
50.00

E F

Net advantage to leasing (Lease vs Buy)

Lost

depreciation  Total cash Present

tax shield® flow
50,00 520,000.00
-51,360.00 -54,330.00
-51,360.00 -54,330.00
-51,360.00 -54,330.00
-51,360.00 -54,330.00
-51,360.00 -54,330.00
50.00 50.00
50.00 50.00

Loans interest rate - The interest rate for taking a loan to purchase the asset.
Cost of asset - The amount required to purchase the asset.
Lease payments - Lease payments before tax. As lease payments are tax deductible, the
lease payments after tax will be calculated by the spreadsheet automatically.

value

34.00%
5.50%
3.63%

5521.59

520,000.00
-54,178.33
-54,031.97
-53,890.73
-53,754.45
-53,622.93

50.00

50.00

e Lost depreciation tax shield - If a company choose to purchase an asset, the depreciation
is tax deductible. Choosing to lease an asset will result in the lost of depreciation tax
shield. This column allows you to enter the lost in depreciation tax shield.

2.2 Conclusion

If the Net Present Value is a positive number, it is more beneficial to lease than to buy the asset.
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