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 Credit Availability: The lessor conducts a financial 

analysis of lessee focusing on cash flow generation 

and ability to service the lease payments (principal + 

interest + fees). The lessee is generally required to 

provide a down payment of the asset value (10-25%), 

and lease term must be for the major part of the economic 

life of the underlying asset. 

 

 Financial Lease payments: The lease payments reflect 

a rent (principal) payment plus interest and fees. 

Payments can be monthly or quarterly, and lease 

balance is reduced by the lessor with each payment 

by the lessee. At end of term and after nominal 

payment, legal ownership is also transferred to the 

lessee. 

 
 Secured Financing:  The financing is collateralized by 

the equipment under lease. If properly structured, the 

collateral will continually cover the outstanding amount 

of the financing and should be structured actually 

increase over time. 
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 Credit Information Systems: 

It is desirable for the lessor to know lessee’s historical 

payment performance, but it is not strictly necessary 

for the product. 

 

 
 Secured Transactions Law: 

It is desirable that a ST Law is in place, to help with 

enforcement in case of default, but it is not strictly 

necessary for the product. 

 

 
 Collateral Registry: 

Collateral Registry is required for financial leasing. 

Given that it is the lessee who has possession of the 

equipment, but it is the lessor who retains legal 

ownership, the collateral registry provides notice to 

third parties that the person in possession cannot 

dispose of the asset free of the lessor’s security interest. 

Financial leasing takes place in some jurisdictions that 

don’t have a Collateral Registry, creating secret liens 

accounted for in product pricing. 

 
 Extrajudicial Enforcement: 

Extrajudicial enforcement is necessary for financial 

leasing. However, given that leased assets are 

generally long-term durable goods, the product can 

be enforced upon, with price adjustments, via 

traditional court procedures. 

 

 
 Secondary Market: 

A financial lease is akin to an installment sale where, 

at end of term, the lessee generally keeps the asset. 

As a result, having a secondary market helps 

financial leasing in case of default and repossession, 

but it is not strictly necessary to implement the 

product. For cases of specialized equipment or non-

existence of a secondary market, the purchase 

agreement with the equipment vendor may rely on 

buy-back guarantees to reduce the risk of defaulted 

transactions. 

 

 
 Banking Regulation: 

Favorable banking regulation helps financial leasing if 

the value of the asset is recognized as valid for capital 

reserve requirements. However, it is not strictly 

necessary. If regulation is not favorable, financial 

leasing may exist with pricing adjustments. 


