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1.0 Introduction f-\

Whatis This e-Book all About?

s your end of lease management costing you money without
your knowledge? Could your end of lease agreement have
been negotiated more competitively?

The end of lease period is one of the most critical aspects of any lease agreement. It could
even be considered the make or break element of any lease, as typically this is where most
capital expenditure is lost or saved and is often where the most complications arise. Having a
competitively negotiated end of lease deal becomes invaluable in such instances.

In a standard lease, there are often limited options available to you. However, most lessors are
open to negotiation, so the most important thing is to plan in advance what you want to do with
the leased assets, understand your notice requirements and notify the lessor of your intentions in
plenty of time.

Pro-active lease management is vital here if you are going to enjoy the benefits of a competitive
leasing arrangement. There are numerous options available, depending on your negotiation, lease
type and the wording within your contract.

Within this e-Paper we look to explore the underlying elements and components of a end of
lease deal, what can be done to negotiate highly competitive terms and how to effectively plan in
advance with end of lease in mind.implemented solutions that enable simplified compliance and
ongoing reporting, whilst also improving governance and control over their leasing processes.
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Why is End of Lease Important?

The final stage in the lifecycle of any lease is its expiration at
the end of the lease term. More commonly known as the
“end of lease”, this is a critical period when a company needs
to decide what they want to do with the assets now that the
lease period is nearing termination.

The final stage in the lifecycle of any lease is its
expiration at the end of the lease term. More
commonly known as the “end of lease”, this is a
critical period when a company needs to decide
what they want to do with the assets now that the
lease period is nearing termination.

Lessees generally have a number of important
decisions to make based on the terms agreed
within the master agreement and lease schedule
at the lease inception. These end of lease terms
outline the obligations both the lessee and lessor
are expected to meet, such as the notice date
by which the lessee must notify the lessor of
their decision, the acceptable condition of the
assets upon their return and the cost of early
termination or renewal; among other

essential terms.

The end of a lease is one of the most critical
aspects of any competitively negotiated lease
agreement and is often where significant capital
expenditure is lost or saved by the lessee. Itis
also potentially the final opportunity for a lessor
to make additional revenue on an asset if the
lease is not being renewed. Ambiguously worded
clauses, failure to provide suitable notice and
lack of forethought can be costly and it is for
these reasons that the end of the lease needs to
be considered from the very start of the leasing
process. What's agreed within the boundaries of
the lease terms typically determines the fate of
the asset upon completion of the initial

lease period.

Every lease contract is unique and must be
examined on its own merits so it's important
that lessees take their time and plan in advance

what they intend to do with their assets before
the lease reaches termination.

Remember, any quick decisions made
at the beginning of a lease can have
unfavourable and costly implications at
its termination.

In a bid to improve clarity and comparability,
the new lease accounting standards require
organisations to capitalise their operating
leases and recognise the assets and liabilities
arising from all leases, with some exemptions
(e.g. leases less than twelve months and low
value assets).

In order to achieve the most optimal end of
lease scenario that suits your company and
requires no additional costs, it is vital that
the end of the lease is considered during
early negotiations. Companies must carefully
consider the options presented to them and
how their business priorities may develop
before finally agreeing to any end of lease
terms - opportunities for negotiation during
this stage of an agreement exist and should be
capitalised upon.

It's just as important to make considered
decisions with your potential end of lease
options in mind as it is to arrange the initial
terms for entering into a lease in the first
place. Moreover, by putting in extra ground
work at the beginning of discussions, costly
implications can be avoided when it comes to
the completion of a lease agreement.
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2.0 Typical End of Lease Options

There may be a number of different options available to
lessees when ending a lease. Ultimately, a lessee’s decision
will be reliant on the wording within the lease and the lease
type. However the common options are as follows:

Return the asset

This is the standard expectation of a lease

and, as the term “end of lease” suggests, the
simplest option is to simply return the assets to
the lessor and finish the lease with no further
commitments. This sounds easy to achieve, but
there are some potential complexities and costs.
In the ideal world, you will have looked after the
assets exactly in line with the lease terms and
they will be in perfect condition to return on the

final day so there won't be any additional charges.

This doesn't often happen.

Firstly, check your notice period stated in the
lease - this can be as little as one week or as
much as 12 months. Whatever is written in the
lease may be imposed by the lessor (however
unreasonable) and if the lessor really doesn't
want the asset back at all, they may take an
aggressive position on making you stick to it.

The second area of concern is return conditions:
the lease will contain details of the return
conditions as well as the obligations of the lessee
to look after the asset throughout the lease. If

a lessor has taken a competitive residual value
position in the asset, it is reasonable for them to
expect you to return the asset in good working
condition, on time and at the stated return
location so that they can re-sell or re-lease the
asset.

Flexibility is key and good communication with
the lessor is essential - a well worded contract
helps protect you at this point. It is not unusual,
especially with large vehicles, to see lessors
attempting to charge many thousands in return
charges. This is very useful additional income for

them and can help them turn a loss-making lease
into a profit-making opportunity.

It is difficult to re-negotiate existing obligations,
so make sure you consult the experts before
you write a lease to negotiate an agreement with
practical return conditions.

Asset refresh during the lease term
You may be very happy with the conditions

and processes of your lease and have built a
comfortable agreement with your lessor. The
only problem may be that the asset is too close
to the end of its economic life. Depending on
your lease type and lessor, you may have the
option to upgrade your equipment and replace
your current assets by starting a new lease
agreement at a fair market value rate. Very similar
to the way we upgrade our mobile phones, this
option allows the lessee to avoid technology
obsolescence by creating an easy way of keeping
your assets up to date; some versions of this may
even dispose of the current equipment for you,
saving you money and ensuring correct, ethical
disposal of the old assets.
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Continuation

You may find that when the lease term ends, you
want to keep the assets or are not in a position
to return them. Your best bet here is to ask for a
lease extension. The first thing to do is to open
discussions with lessors in plenty of time - check
the notice period and don't leave it until the last
minute.

Lease type and the contractual options will
dictate your strategy here: most finance leases
(but by no means all) will have pre-stated
extension options.

Choose the most suitable one for your
requirements and give plenty of notice to the
lessor. Even with pre-stated options, doing
nothing may lead to automatic continuation
of primary term rentals and can be needlessly
expensive.

Under an operating lease there are likely to be no
pre-stated secondary rentals and potentially no
options to extend at all. That doesn't mean you
are unable to extend, it just means you need to
be prepared for some negotiation with the lessor.
If this is the case, check the notice provisions

and make sure you're ahead of the game by
researching the fair market value of the asset.

Having established this value, start the
negotiations with the lessor. Decide the period
you want to extend the agreement for and
spread the market value of the asset, plus (+)
the expected residual value at the end of the
extension period, over (+) the extension period.
This should be the price you are prepared to pay
for any extension period.

Early Termination of the lease

The cost for any early termination will vary
depending on lease type, but essentially you will
need to pay to the lessor any remaining rentals
to the end of the lease term plus any “broken
funding” costs - which are typically not limited. As
the lessor is getting the asset back with a higher
economic life than initially expected, there should

be the chance for a discount, but these “rebates”
may or may not be forthcoming.

A standard lease will probably not allow its early
termination by the lessee for “convenience”, but

a well negotiated one will. Be sure to include
them in new contracts and if you would like to
challenge this provision for your existing leases,
be prepared for a debate - it's possible, but tough

Can | buy/sell the equipment at the
end of the lease?

Under a hire purchase (a.k.a lease purchase)
agreement you have the option to buy

(and therefore sell) the equipment once you
have made the final payment. Under most other
lease agreements, you will not have this option
as the lessor retains title to the asset. However,
in some finance leases (especially in the UK)
there should be a “sales agency” option written
into the agreement. This means that once you
have settled the lease, the lessee will have the
option to sell the asset as an agent of the lessor
and retain the vast majority (usually 95%+) of
the sale’s proceeds. In simple terms, the lessee
can sell the asset and keep most of the profit

- although the process and invoicing can be
somewhat complicated and usually a third party
company will need to be involved.

Again this is an area for the experts to help you
with due to the potential contractual and tax
issues associated with this approach. This should
be the price you are prepared to pay for any
extension period.
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3.0 The Potential Problems at the end of
Lease

Failure to Adhere to Return Conditions

Most of the time, ending the lease by returning the assets is a simple process:

Lease Ends
- No Further
Action

Give Notice
to Lessor in
Time

Identify
and Return
Assets

However, as we have already discussed, the lessee has as obligation to keep the leased assets in
good condition (fair wear and tear excepted) and if they are returned damaged or incomplete,
extra charges can be due. Return conditions often become a big area of friction between lessee
and lessor - a profit opportunity for lessors, but potential losses for lessees. Arguments are
common with vehicles and plant/machinery, which tend to be well used during their lease terms,
but problems also occur in other asset areas such as IT and office equipment.

The answer is simple, when you write a lease make sure you agree practical return conditions with
the lessor that you are likely to be able to achieve: engage with your operations team to make
sure they are aware and agree with the constraints. Agreeing to the return of an excavator after 5
years with no scratches, a tractor unit with brand new tyres or a PC with all original packaging and
manuals is either impractical or expensive so don't put yourself in that position.

Return conditions are difficult to negotiate properly, but can be the difference between a cost-
effective lease and an overly expensive one. Lessors are at risk of losing money on assets if they
are returned at an unsatisfactory standard that reduces their resale value. Although it is natural
for assets to depreciate, if you are at fault for damages, you will likely have to pay to resolve the
issues. This can become very expensive if the lessor takes an aggressive stance on how the return
conditions are interpreted. The high quality, “good-as-new” repairs that would help maximise the
assets' resale value and the lessor’s profit will be costly and if they hold you to blame, you would
be required to fund these repairs or enter a difficult appeals process.
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Limitations on Options

End of lease options are determined when you sign the original lease agreement at the beginning of
the process - once signed, they are difficult or expensive to re-negotiate so make sure you cover as
many eventualities as possible.

Think about what normally happens when you don't want your assets anymore. Is it difficult to find
them? Are they always damaged? Do they all get returned to one central place or various depots
around the country? Do they only get returned when they break down? Do vehicles overrun their
mileage or usage limitations?

Leases need to reflect your operational requirements so make sure you understand what they are
and try to include them in the agreement before you commit. Communication internally is key here - if
your lease is not realistic to how your company actually works, you cannot guarantee things will play
out as you hoped..

Missing or Forgotten Assets

Failing to return your asset on time may not cause as big an uproar from your lessor as you might
expect. In fact, some lessors will be more than happy to see an automatic extension. Companies
who lease a large amount of assets at a time are at risk of overlooking a lease’s end date, resulting
in further payments on an asset that has lost its economic value and should attract a reduced
rental, if it is still required. These extended terms can quickly prove very costly if not discovered
and managed properly.

Similarly, if you cannot find a particular asset, the lease will extend until it is returned. Missing
assets are not as rare an event as you would hope as many leased assets end up becoming part
of the office furniture. Things like desktop monitors, water coolers and even warehouse racking
could be financed with a lease, but are all of your staff aware of what needs to be given back? Old
telephones put away into storage or broken shelving that has been thrown away could actually be
under a lease agreement, which you will continue to pay for until returned or some other action is
taken.

The lease will contain a notice period - as little as a week or as much as 12 months. It will

also contain a provision that specifies what will happen if you fail to give notice. Typically, the
agreement will continue and rentals will carry on being charged at the full rate - this is usually not
a good option and will soon get very expensive.
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4.0 The Next Step - Conclusion Y

The underlying importance of adopting a pro-active approach
to end of lease planning and end of lease management
should not be underestimated.

Negotiating and understanding your obligations surrounding termination of a lease can be the
difference between a positive lease agreement and one that ends up costing your company much
more than anticipated.

The requisite to plan ahead and use foresight when arranging a lease agreement is extremely

vital, as is ensuring you give sufficient notice at the end of a lease. Developing a strong channel of
communication with the lessor, along with taking the time to negotiate constructive end of lease terms,
will all go a long way in ensuring a smooth/successful transition as a lease terminates.

No business likes unwanted costs or complications so by thinking ahead and anticipating how you
intend to use the asset and by engaging with the lease provider during the early stages of the process,
any unforeseen complications further down the line can be avoided.

Remember, if you do not pro-actively plan your end of lease terms early and
the lease is not competitively written or negotiated to meet your unique

requirements, it's more than likely that the lease terms within the agreement
will be heavily orientated in favour of the lessor.

So the next time you look to lease an asset, ensure you take the time to understand your own
requirements, negotiate favourable terms and include the most comprehensive lease
options possible
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8 Lease Management Software
- The Simple Solution

The easiest way to ensure a successful transition when
terminating, renewing or re-negotiating a lease is through
the use of lease management software.

There are a variety of useful functions and benefits to utilising tailored lease management
software, specifically for monitoring end of lease obligations and end dates. Applications of

this nature typically have powerful functionality and have been developed with end of lease in
mind. Whether it's through the use of intuitive audit trails or advantageous alerts, lessees are
always aware of their obligations, critical dates and renewal options at the click of a button. Such
technology puts lessees in the perfect position to make strategically informed decisions regarding
end of lease options well in advance of the actually due date; helping avoid any unwanted and
hefty charges for failing to uphold contractual obligations.

Innervision’s own lease portfolio management system contains specially developed end of lease
notifications and reporting capabilities. By utilising these features, our clients are able to collate
and analyse all of their important lease documentation, end of lease obligations and due dates in
order to comply with the contractual obligations agreed in the lease master agreement. This not
only adds convenience and accuracy to decision making, it also drastically increasing the speed
at which the relevant documentation can be located and acted upon. Some of the world's most
recognised brands rely on Innervision to stay on top of their end of lease responsibilities and
better manage their lease requirements.

A key concern amongst companies who lease on a broad scale is the potential difficulty in
collecting this information. With hundreds and thousands of assets on lease, spread across
different departments and depots, unless a company has a dedicated internal leasing process,
it can be problematic to locate the necessary documents containing the vital end of lease
information. Our solution helps to combat this issue by allowing our clients to store, manage,
search, track and export all their lease data in as much detail as they need.
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Thank You.

Due to the nature of the matters discussed in this
publication, the information contained within it

and any pages linked to it are clearly subject to
change, without warning. The Publisher will not be
responsible for any losses or damages of any kind
incurred by the reader whether directly or indirectly
arising from the use of the information found within
this document.

This publication is not intended for use as a source
of legal, business, accounting or financial advice and
has been prepared for general guidance only. Al
readers are advised to seek services of competent
professionals in the legal, business, accounting, and
finance fields. Absolutely no guarantees of income
are made. Any references to income are done solely
for the purpose of illustration and should not be
understood as typical results. The reader assumes
full responsibility for use of information contained
herein. The author and Publisher reserve the right
to make changes without notice.




IRIS Innervision is an international leader in
the provision of IFRS 16 and FASB ASC 842
Lease Accounting Software and Lease Portfolio
Management services to global
corporate lessees.

Our flagship solution, IRIS Lease Accounting
is a pioneering solution that supports both
standards, IFRS 16 & FASB ASC 842, as well
as existing IAS 17. The system allows users

to easily comply with the new standards as
the application allows them to centralise their
lease data and produce all the calculations,
disclosers and accounting reports required
for compliance.

Today, the IRIS lease accounting solution is
relied upon by over 180 global corporates,
many of which are listed on the FTSE and
other international stock markets. These
entities depend on IRIS Lease Accounting to
help ensure compliance with the new
accounting standards.

The solution is currently used in over 100
countries and houses in excess of 160,000
leases, with a combined value of over

€90 Billion.

For further information about IRIS
Innervision’s lease accounting solution
and leasing services,
visit

email




IRIS Software Group
Heathrow Approach
470 London Road
Slough

Berkshire

SL3 8QY

0344 815 5656
info-innervision@iris.co.uk
iris.co.uk
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