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where;
discount rate (weighted cost of capital)
percent funds used from equity
return on equity
percent funds used from debt

interest rate on debt
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r = after tax discount rate
| = before tax discount rate
MTE = marginal tax rate
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Talble 2. Characteristics of Lease, Custaosn Hire, Puschase or BEent Cgaiomns,
Characteristics Leagoo Clustoryy Hire et

Losts

Dot Payvmment/Depaosat

Labsor T
FuelChl g
Melmirmtenancs : i
hlajor Repairs AW arraniy
Insurance
Flomesimge
FPropery Taxes WA apyplies

WesSmaller A es/Larger
N
N
N
W arrarty
N
v
A il applies

6
ki

22222 Z T+

locome Tax Deduciions
Depraciation Daduction
Sectron 179 Expensing
Interest Daductiorn
Wanable Cost Deduction
Lease Payvment Dreduction
Foent Payrsent Daduection
Custorm Fee Dedection

Lriher

Lomg Tern Agreatrsent & i ™
Control Belost [Le=ast [ Ervuited
Aovailalkility Fesdily For typreal operations Larrvited
Fisk ol CHhaolescarncs Limmatesd Tl Pl o

W oimdicates yes or in the case of costs that are the responsibility of the facon eanager.

M oirdicates no or in the case of cosis that are not the responsibvility of the famnm maracer.,




Capital outlay Renal 4 Control over

required for Cash flow SpeiFsan use and

investmant requirements maintenance Income tax Operating timeliness Risk of
Method osts deductions labor of operation obsolescence
Ownership: Full cost Supplied by Full control Full risk

farm operator

Cash Full cash cost  Operating costs Depreciation,
purchase operating costs

Credit purchase

Down payrment

Operating cosls

Depreciation,

plus loan operating costs,
payments interest
Custom hire Mo investment  Custorn hire cost No cost Custom charges Supplied by  Limited control No risk
capital required custom over timeliness
operator and use
Short-term Mo investment  Operating costs  Limited cost  Rental fees Supplied by Limited control No rigk
rental capital required plus rental fees  depending on farm operator over timeliness
agreement and use
Lease: Mo investment  Operating costs  Full eost Supplied by Full control
capital required plus lease farm operator

Operating lease

Finance lease

payments

Lease payments,
operating costs

Depreciation,
interest
operating costs

Low risk

Full rigk
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Deductlon Effect = (Deposit/Length of Lease in Years) * Marginal Tax Rate
(MTR)
O d s s
Lease Payment Deduction Effect = Lease Payments * MTR
Gldla ) dny jaalia 4dy A
After Tax Variable Costs = Variable Costs * (1 - MTR)
cldla ) any culi 4doj:
After Tax Fixed Costs = Fixed Costs * (1 - MTR)
S E 5 S S
Custom Hire Fee Deduction Effect = Custom Hire Fees * MTR
skl &5 s
Rental Fee Deduction Effect = Rental Fees * MTR
ANl E 5 S :
Depreciation Deduction Effect = Depreciation * MTR
o o S Al
Interest Deduction Effect = Interest Payment * MTR
A5 g Ady SA;
Balancing Charge = (Salvage Value - Book Value) * (MTR - S
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Aftet Tax Taxes, Insurance, and Housing Costs EEE
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Adter Tax Cash Flow
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Rent Fayments

Rent Fayment Deduction Effect

Adter Tax Vanable Costs

Afler Tax Taxes, Insurance, and Housing Costs
After Tax Cash Flow




Purchase
|

own Payment
0an Payment

Depreciation Deduction Effec
nferest Deduction Effect

After Tax Varable Cost

Atter Tax Taxes, Insurance, and Housing Costs
Salvage Value

Balancing Charge (Depreciation Recapture)
Atter Tax Cash Flow
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Table 3. NPV of Cashflows Calculations for Leace Custom Hire Rent and Purchase,

Lease

N el

Depaosit {
i

Deposit or
Lepse
Pavrietil

50,040
523,152.00
523,152.00
523,152.00
523,152.00
523,152.00

Deposit
Drecuction
Effct

S0.00
50,00
$0.00
$0.00
0,00

Leasa
Payment
Deduction
Effact

Adier Tax
Wariabie
[ 05l

After Tax

Taxes, Insurance

k I-:':usin-E-

Adter Tax
Cashiflow

58.103.20
$8,103.20
$8,103.20
$8,103.20
58,103.20

521,885 .66
$3,107.94
53,345 4]
33,611.00
$3.892.18

-+

50.00
5000
S0.00
S0.00
$0.00

E

5000
523,152,
S17T 08 46
£18, 156,74
518,398.21
518,659 80
(%4, 211.02)

SH2.960 02

Cigstom Fee
Payment

Custom Fee
Dreduction
Effect

Adfler Tax
Cashflow

LI SN T UL A [

517.815.00
518,349 45
518,899,593
51946693
520,050.94

-+

$6,235.25
5642231
5661498
56,813.43
$7.017.83

004
511,579.75
511,927.14
512,284.56
£12,653.51
£13,033.11
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Fent
Paviment

Feant Feg
Drecuction
Effect

Afier Tax
Warighle
T

Adler Tax
Taxes, Insurance
Flonsinge

After Tax
Cashilow

521,600,040
522 248.04
52201544
523,602,940
24.310.99
0.0

57.560.00
§7.786.80
58,020.40
$8.261.02
38,508.85

52,834.00
$2,919.02
53,006.59
$3,096.79
33, 189.69
+

50,00
50,00
50.00
50.00
S0.00

521,600.04
517 522 (W)
518,047 66
S18, 580 .04
519 046,76
(35,319, 15)

A

D

Payment or

Loan
Payiment

Diepreciation

DCrechuction
Efect

Intepast
Deduction

Adier Tax
Variahle

Costs

Adber Tax

Taxes,

Insurance

Housing

Salvage
Value

Balancing
Charpe

Afer Tax
Cashflow

519.331.00
§31.5458.06
531.548.06
531,548.06
531.548.06
531.5458.06

+

35,247 .9
§9.373.70
57,364.70
$6,002.50
$6,002.50

#4.075.60
£3,403.35
$2,666.24
51,858.00

597176

$2 BR9.66
$3,107.04
$3,349.41
$3,611.00
$3,802.18

1
-

S0.00
L0000
S 00
0,00
0.0

§77.638.00

56,951.20
+

Pressgt Valus ==

$19.331.00
§25.114.22
521,878.94
$24,866.52
$27,298.55

(542,220.82)

573308 24
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A sunmiEreary oF the resulis of the analbesis s presented in Table 4. The coluamen labseledd et
Proscrst Cost 15 the presaent valuee of the total afier tax costs owver thve period of ansbysis for aosch ogteoas,
This excampde mwhcates that coesstorm hire is the beast costlhy, folloswsed bor the parcismse allermative, rent
altermative, and lesse altemmmtive. The secornd columen reponts the asmnuealized costs, These vahaes
reparesernt the avernoe cost incurred in emch year OF the amalysies (yemrs of maachinery services) wiinch is
aedqual o thee MNet Present Cost. Thes s an averace anmvoal cost adjposted for elee times valiss OF rieoesesy
The anmvomizaed vaboe is caloulated msinge equatioss § 55
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