


































easing is a contract between an owner of an Lasset (lessor) and the user of the asset 
(lessee), whereby the lessor gives an asset 

to the lessee to use for a speci�c period and in 
return the lessee pays speci�ed amounts (rentals) 
for the usage of the asset during the duration of the 
lease. Leasing in effect separates the legal 
ownership of an asset from its economic use. It is a 
creative �nancing instrument for the acquisition of 
assets - machinery, vehicles, etc. Leasing �nances 
the acquisition of assets rather than direct capital. 
�e lessor retains ownership of the asset so that it 
never becomes the property of the lessee or any 
other related third party during the tenor of the 
lease.

Le s sor s  (bank s ,  �nance house s ,  leas ing 
companies, etc.) purchase the asset, usually as 
selected by the lessee, providing the equipment to 
businesses for a set period. For the duration of the 
lease, the lessee makes periodic payments and at 
the end depending on the arrangement, the lessee 
may own the asset. 

Leasing is based on the proposition that pro�t is 
earned through the use of assets rather than their 
ownership, it focuses on the lessee's ability to 
generate cash �ow to service the lease payment. 
�is is why leasing is particularly advantageous to 
the MSMEs that do not usually have a lengthy 
credit history or signi�cant asset base for 
collateral and therefore not surprising to be 
regarded as the last resort to MSMEs. 

�ere are two main types of lease contracts, and it 
is important to understand the difference 
between them because they frequently have a 
major effect on accounting treatments, legal rights 
and the price of rentals.  �e two types are:

Finance Lease - Here, the intention is to own the 
asset at the end of the lease period. �e lessor will 
act as a �nancier of the asset. Ordinarily, the lessee 
will specify the equipment needed, and get an 
invoice from the seller. �e lessor is interested in 
the equipment as its legally owned asset, to which 
it has recourse if the lessee fails to pay his rentals. 
�e lessor will raise the money, accept the invoice 
from the supplier and pay accordingly. Over the 
primary term, the rentals cover the full cost of the 
equipment, plus the lessor's targeted pro�t, and 
eventually, the asset is owned by the lessee if all 
the terms of the lease have been met.

Operating Lease - Here, the primary intention is 
usage. �e lessor purchases the equipment, and 
leases it out to the lessee, but at a rate and term 
which does not cover the equipment cost, and 
pro�t of the lessor. To fully amortise and write 
down the equipment on the books, further lease 
terms have to be wri�en; it may only be necessary 
to write one secondary term, or many terms may 
be wri�en. Vehicles are frequently leased under 
operating leases. �e lessor relies on its expertise 
to re-market the asset a�er the primary term. 

�e Basic Concept of Leasing
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