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Exploring micro-leasing services
for poor people’s enterprlses

General
principles
of leasing

intermediate technology consultants
Basic Principles of leasing

» User (Lessee) pays regular amount to
equipment owner (lessor)

* Use is separate from ownership

» User generates extra income with little
capital outlay

* Owner receives income while retaining
ownership

» Leasing is rare in developing countri
fi ig
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Leasing Operation

 Lessor, lessee
and equipment -

supplier are the - ﬁ.ml
main parties in e

a lease

* Terminology includes:
Assets, lease term, lease
payment, end of lease
option
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Types of leasing

Financial lease - long term
(aircraft)

Operational lease - short
term (car rental)

Sale and lease back - long
term to free up working
capital

Hire - purchase - consumer
items (fridges)
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Advantages of leasing

Enables users to gain extra income before large capital
outlay in buying equipment needed

Few collateral requirements

Evaluation based on future business plan, not past
performance

Tax incentives
100% finance keeps working capital in the business
Low risk of fund diversion

JtC
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Demands of Leasing

* New systems needed
* Staff training required

* Medium term debt (2-3 years)
needed to finance any scheme
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Demands of Leasing

Legal and taxation issues
need investigation and
clarification

Market for leasing products
including existence of
equipment market
Technical and after-sales
support
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Limits to Leasing

» Tax advantages
sometimes limited

¢ Difficult in more
remote areas

* Working capital
constraints of
businesses can affect
repayments
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Marketing a lease product

Market research

Understanding the
client

Understanding the
equipment / market

Reaching clients
Partnerships
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Risks of leasing

* Lease portfolio risk

* Residual value risk

» Maintenance and repair risk
* Cost of capital risk

* Currency risk

* Dispute and litigation risk

* Changes in tax regulation
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Other leasing issues

Legal and Regulatory Environment
Leasing Accounting
Performance monitoring
Taxation issues
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Further information

* Contact Louis Othieno at Development Outcomes,
Vision Plaza, 2nd Floor Suite 37 Mombasa Road. 020 828679 / 80

* Leasing In Kenya handbook and Master lease
template available - http://www.itcltd.com/microleasing/
* Leasing handbook available from ILO -

http://www.ilo.org/public/english/employment/finance/leasing.htm
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Leveraged Leasing

A Business Model for Extending
the Leasing Market to Small &
Microenterprises

Mike Albu
November 2003

PRACTICAL ANSWERS
TO POVERTY

Why Leasing for Small Business?

» Assessment of ability to repay based on productive
use of asset, rather than previous credit history

» Leasing reduces risks to entrepreneur by spreading
costs of investment over time

» Leasing reduces risks to financier because ownership
of asset retained

Tax advantages & incentives for investment can be
extended to non-tax paying businesses

PRACTICAL ANSWERS
TO POVERTY

Productive Asset Financing

Development/ Commercial
Banks Banks

Large
Corporations

Medium-
sized

Business E

& s

M
Small
Business

~ Informal
icroenterprise,

Challenges of Leasing to Smaller Enterprises

1. Reduce cost of administering & monitoring large
number of small value lease contracts

2. Supplement the security created for lessors by
their ownership of assets

3. Broker reliable appraisals of the market for the
products and services of lessees’

4. Broker reliable assessments of the commercial
value and technical choices of leased assets
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Principles of Leveraged Leasing

“Leveraged leasing” targets those industries where many
small enterprises (LESSEES) transact regularly with a
large corporation (LEVERAGING COMPANY)...

¢ as input suppliers for the larger company, or

o as retailers / distributors of their products

a. The lessees and leveraging company agree to buy & sell a
sufficient quantity of goods or services to at least cover the
value of lease payments

b. The leveraging company undertakes to monitor the
lessees, deduct and assign lease instalments directly
to the lessor from the payments for goods / services

/
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Business Model for Leveraged Microleasing
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Advantages of Leveraged Leasing

1. Willingness of a leveraging company to incur extra
administrative costs, helps confirm the long-run viability of
lessees’ businesses

2. Subsuming administration of lease instalments within the
leveraging company’s own financial systems significantly
reduces the lessor’s overhead costs

3. The leveraging company is in a privileged position to monitor
the performance of leases, since it will become aware of
problems in output long before default occurs

4. In the event of lessee default, the lessor has a call not only on
the leased asset, but also on any outstanding payments
owed to the lessee
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Brokering Role in Leveraged Leasing

» Provide institutions venturing into micro-leasing with advice
about the market for leasing productive capital

« ldentify specific industries where potential for small-enterprise
growth and the opportunities for use of leveraged finance are
strongest.

» Conduct technical assessments of the most sought after capital
items to identify sources of reliable and technologically
appropriate equipment.

A micro-leasing brokerage business should be able to generate
revenue from selling these services to lessors and
leveraging companies
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Indicative Sectors for Microleasing

Small Productive Capital | Leveraging
SECTOR Enterprises Required Companies

Repair Shops . "
VEHICLE T Vehicle Maintenance .

(within Petrol " Petroleum Companies
MAINTENANCE Stations) Equipment

Cultivators, Sprayers, Export Buyers /
HORTICULTURE | Vegetable Growers Chillers Supermarkets
RURAL ROAD Road Maintenance -
MAINTENANCE Contractors Graders, Compactors Local Authorities
. Dental Equipment,

Dental surgeries, . -

HEALTH CARE | Diagnostic labs Diagnostic Lab Hospitals

Morgues

Equipment
Morgue Equipment

FISH EXPORT

Fishermen

Boats, Cool Boxes,
Landing Jetties,

Fish Export Traders

Juice / Pulp Extractors

FRUIT " Fruit juice processing
PROCESSING Fruit Growers Eair;ge, Transport companies e.g. Delmonte
DAIRY Dairy Farmers Milk Chillers, Transport Medium & large-scale

Equipment, Hay Balers

dairies e.g. Brookside






