	FINANCIAL LEASE
	OPERATING LEASE



	Transfers all risks & rewards of ownership from Lessor → to → Lessee.


	Any lease that is not a finance lease!

	RISKS:
· Lessee charges P&L with Depreciation
· Asset breaks down – Lessee’s problem

· Market for goods disappears – Lessee’s problem again
· Lessee pays for repairs, maintenance, insurance.

	RISKS:
· Lessor charges depreciation to P&L

· Lessor must ensure asset in working order

· Lessor repairs, maintains, insures

	REWARDS:
· Uninterrupted use of asset

· Can keep asset for “peppercorn” (nominal) rental after primary period foe the secondary period, for as long as the asset lasts 

Potentially the lessee is behaving like the owner
	REWARDS:
· Lease rental income

	                                   DIFFERENCES



	· One lease usually

· Lease long – term –substantial proportion of asset’s life

· Lessor not concerned with value asset at the end of lease i.e. bank
	· Several losses

· Lease short – term a few months?

· Lessor is concerned with value of asset – wants to lease to another; then another, etc

	TREATMENT

FL                                                                                            OP

	· LESSEE capitalises leased asset as Fixed Asset in B/S (and as obligation to pay future rentals) at CASH PRICE (or P.V of payments), depreciate it etc

· LIABILITY IN B/S SPLIT BETWEEN; (CR>1YR, CR<1YR)

· LESSOR only shows Debtor for Capital sum

	· LESSOR carries fixed asset in its Balance Sheet

· LESSEE shows any amount accrued but unpaid as Creditor

	 SUBSTANCE OVER FORM concept. Whoever uses the asset treats it as if it owns it irrespective of whether it has been fully paid for or not (also Statement of Principles covers concept)


