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PROBLEMS AND PROSPECTS OF LEASING INDUSTRY IN INDIA

Industrial equipment leasing boom has befun in the mid 1950s
and experienced its most rapid growth during 1960s. when leasing
entered almost all the areas. Today in the West=2rn countries
the use of equipment from satellites to the hos-cital beds is
cbtained through leasin;f)Leasing companies have grown from a few
lessors, twenty years ago, to thousands of public, private and
bank subsidiary leasing companies, today. Leasinc expanded intol
areas nhamely aircraffs, autos, computers, communicstion equipment,
earth . moving equipment, furnishings, industrial eguipment,
industrial machinery, medical equipment, office equipment,

railroad cars, trucks, etc.

In the last 4 to 5 vears, leasing has come i a big way to
India. Thie is evidenced by the mushroom growts of leasing
companies as well as volume of business in the last 4 years. It
is estimated that fhere are about 400 odd small ant big companies
on register but only one-fifth of these are actively engaged in
the business. . A large number of companiese 1including public
cector companies are loekirng for leasing as a mes~= of financing

for ongoing capital expenditure.

CONCEFT AND CLASSIFICATION OF LEASE

Leasing ie defined as an activity where the cwner of the
asset (lessor) gives the asset to another party (lessee) for his
use Tfor a specified period of time for financial consideration.
Another explanation of 1leasing is given by Eqgu:pment Leasing

Association (ELA) Uk: "A contract between a lessocr and lessee for



the hire of a specific asse% selected from the manufacturer or
vendor of such asset by the lessee. The lessor retains the
ownerzhip of the asset. The lessee has the possession and use of
the asset on payment of spercified rentals aover a period of time.™
All equipment leases have been categorised as either finance

-

leases or operating leaces.

(2)
A finmance leacse is defined by Richard, F. Vancil as "“a

contract under which a lessez agrees to make a series of paymén#s
to a lessor which, in totai. exceeds the purchase price of the
equipment acgquired. Typically, payments under a financial lease
are spread over a period cf time equal to the major pcrtibn of
the useful life of the eguipment. During this initial terms of a
lease, contract 1s non-csngellable by either party i.s&. the

lessee is irrevocably committed to continue leasing the

eguipment.”

Operating lease, on tte other hand, has been defined as all
other leasing contractes ard, tvpically is cancellable by the
lessee upon giving due neotice of cancellation to the lessor.
Operating leases, therefores, do not involve any fired future
commitment by the lessee anc in this respect, are similar to most

tvpne of business expenditures.

A financial lease a= the name implies ics pfimavily a device
focr permittinog the acquicsition of a piece of egquipment without
paying immediately cash for :t. The chief purpose of an operating
lease is to permit the lessesz to use a piece of eguipment without

running the riskes of pwnershrip., Obeclescenc, one of the major-

]



ownership risks, 1is borne by the lescee under a fi—ancial lease;

it ic shifted to the lessor under an operating leacse.

Again the finance jease can be sub-divicsd into (&)
leveraged lea=e (b)) sale and lease back (c: crossbovrder

(international) lease and (d) foreign tc foreign lease.

In. a leveraged lease, there are three parvt:zs involved,
les=or (leasing company), lessee (user of the egu:pment), and
financiers; leasing company contribute by way of eguity capital
viz. fipancial institution and or banks tinance =v way of term

loans towardes the purchase of an asset tc be. leasec.

In a sale and leacse back artrangement, a corIany owning a
particular ssset/block of assets selle to a lessirz company and
the commany agets back the same on iease from the leasing company.
By this type of lease transactions, the company iz able to free
ite investments blocked on these accets and very wsil used the

funds =o released for other purposes.
) P

In & crosshorder {international! leacses. the parties
involved in the leasing transactions are lnczted ir two different
natione i.e. the manmufacturer/supplier is i one country and the
lessor and lessee in  anocther country. In trHis Ccase, the

transac*tion takes place between two countries.

in the case of foreign to foreign leases, thz three parties
viz. the manufacturer/suplier, lecz=or and lessse are located in
threse different countries. No two parties are lczated in same

nation. This tvpe of leases are taken uo by the lezzing companies



in the USA and the UK. This type of lease has not been vyet

undertaken by Indian leasing companies.

STRUCTURE OF LEASING INDUSTRY

In India., the present structure of leasing industry cansists
of (a) independent leasing companies, such aé Firet Leasing
Company of India, Z0th century Corporation Ltd, Grover Leasing
Ltd. . (b) finance and investment companies viz. Sundaram Finance
Ltd., Motor and General Finance itd., Nagarjuna Finance Ltd.,
etc, (c? subsidiariés of manufacéuring companies viz. Associated
Industries and Leasing Ltd., Afhck Leasing Finance Ltd, Tata
Industries Ltd., Krest Development -and lLeasing Ltd. (d) All
India Financial Institutioﬁs such as Industrial Development Bank
of Iﬁd}a (IDEI) Industrial Credit and .Investment Corporatimn of
'India Ltd (ICIC1), Industrial Finance Corporation of India (IFZ1),
Industrial Reconstruction Corporation of India (IRCI} and same
state level industrial development corporations such az Gtate
Inﬂustrial and Investment Corporation of Mahérashtra (SICOMY,
Gujarat Industr;al Investment Corporation (BIIC) and also fe)
subsidiaries of commercial banks such az SEI Capital Mariets
Ltd., Canbank Financial Services Ltd., BOE Fiscal Services Ltd.,
FMNE Capital Services Ltd., and BCOI Financial Séﬂvices Lt
Each constituent of leasing industry is making itz contributions
without harming the interests of otner lessors. Leasing concept
has received wide recognition and acceptance by all guarters of.
the economy. Demand for leasing continues to grow rapidly and

there exists bright scope for all tvpes of lessors. Financ:ial



experts predict that in coming years lease financing will become

the mainstay for financing fixed assets for all sec-tors.

According to the FReport of Equipment Leasing fssociation,

India (ELAl), Madras, the leased assets owned by Inc:ian leasing
industries at cost Rs. 730 crores is divided as follow=: Re. 485

crores the member companies of Equipment Leasing Asscciation (ELA)
Fs. 150 crores public sector companies and FRs. 95 c-ores other
private sector companies as on 21.03,.1988. The leazsd assets of
ELAI member companies represented by plant and machirsry &7 per
cent (Rs. 325 crores), vehicles 10 per cent {(Re. & crares},
earth moving equipment 8 per cent’ {Re. 37 crores’, office
equipment & per cent (Rs. 2& crores) computers S percent {(Rs. 24
crores) furniture 2 per cent (Rs. 12 Crores) and other type of

assets = per cent (Rs. 10 crores:. . -

Leasing has great prospects in India in view o¥ the fact
that barely less than one per cent of industrial investment is =0

far financed through leasing whereas nearly 40 percent (nearly

20 billion? of industrial invectment 1ie financed through
leasing in the USA, and 30 per cent in UK, and 10 cer cent  in

(3
Japan (computers accounted far 40 per cent). Leasinc s bound to

remain an alternative cource of finance toc cater to tr2 needs  of

industriai and business houses all over the world.

FPROBLEMS

The phenomenal growth of lease financing antd ~i1te acceptance
as a method of acauiring use of assets has, however, ralsed some

controversial problems. Increasing attentien, therefcre, needs to



be given to the probiems of leasing companies in India. The main

praoblem=s are as follows:

i. Rescurce crunch

. Inadeqguate tayx benefits and additiocnal tax burdens

2. MNon—-availability ot concessional sales tau

4, Rigid procedure of import leasing

5. tack of proper and integrated accounting standards

b. Lack pof legislation

7. Lack of expertise in the management of leasing campghiés

RESOURCE CRUNCH

The sources of finance available to leasing companies are
equity share capital, debentures, term loans from financial
institutions &and short term lpans from banks, public deposits,

inter corporate deposits and internzl accrusalis.

Share Capital: Most of the leasing comnpanies 1in Indiz had

mokilised esubstantial funds in the form of equity during the
period 1984 angd 1989 where there was & boom i the capital
market. It i= ohzerved Ffrom the financial statements of the
leasing companies that there iz much of varistion between one
company to another with respect of amount of share capital. The
present mament., the investors lost the confidence in the leasing
companies about fts pEﬁférmsn:E and prospects. The present state
of leasing company shares is in very poor condition: these shares
are quoted at an extremely low price, eucgpt in the case of &
dosen ot s@ COompanies. This ie because of erosicn of confidence

of investors. Therefore, 1t it a major problem to the leasing



companies to raise equity in the prevailing conditions.

Debentures: The second source of finance would be debentures.

During 1984 and 1985 some of zound and big integrated finance
companies bhad raised the funds by way of convertible and non
convertible debentures. The present tim is not an opportune‘for
leasing companies, to issue the debentures eventhough the capital
market cqnditibna are good. Resides, there is no fair market for
non - convertible debentufes anty these should be secured by

immovable properties and the leasing companies do not have the

[

adequate immovable properties to create charge against ﬁhese
debentures.
Similarly, it is not possible for the leasing companies to

issue either'fQIly convertible or partly convertible debentures
because these are closely linked with the worth and movement of
equity shares in- the market. Thus unless and until the primary
and secoﬁdary cehare market for leasing companies develaops, the

question of igsuing of these inztruments would not arise.

Bank Loans: The majior source for big group of companies is the

bank finance by way of short term and medium term lozang, bill
rediscounting and cash credits. An analveis ©f the &0 companies’
balance <sheets made by the author, indicates that 90 per cent of
companies availed the bank lpans more thar & times to their net
owned funds (NOF). But now the ﬁanke are allowed to sanction the
loans by way of cash credit or term loans not more than I times
of thei+r networth.
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tly there was an announcement of the guidelines by the
(4) .

ant of India, &egarding the norms for bank lending to

mpanies. These guidelines are guite comprehensive. The

elements of the guidelines are &as follows:

The facilities will be in the form of cash credit

advances.

Maximum bank finance will be limited to three (3} times

ta net owned funds (NOF) with overall ceiling of all
kirde of borrowings being limited to 10 times net owned

funds.

For each of the transaction fidanced by bank, the
mas: i mum amount of withdrawn will be restricted to 75

per cent of the asset co=t at the time of acquisition.

The drawing power (DF) under the 1limits will be
determined every month for all transactions by the bank
based on the following formula which determines the

putstanding credit.

drawing power formula has been defined as:

Lease rentale receivable
over S years ) « 75 per cent of the
e cost of leased asset.

Total lease rentals for
the entire period

rentals fallen due but rat collected should be

hile computing ocutstanding lease rentals.



The bank  finance to the 1leasing companies has following
restrictionss

1) Finance will not be avai:able from banks for lease over

a period of S years (&0 months) even though leasing

companies may enter into such leases.

ii} Financing will be availacle neither for "sale and lease

back arrangemsntse” nor fo- "second hand assets’.

In addition to that, reﬁorting requirements have been
stipulated which involve monthi, drawing power statement,
quarterly statement and annual statament. Therefore, the leasing
companies will not get more tham tr-se times of their NOF and the
drawing power only for five years =entals even thouoh leases may
be more than five vears and restricting financing on second hand
assets and sale and lease back leas=s, even though companies are
doing these kinde of busineze. Fc- smaller and. medium companies
it will be difficult to raise ernouc- funde by way of bank loans.
REI haeg provided a two vear peripd ~1thin whizh the borrowings of

leasing companies have to bring dow- to three times of the NOF.

Fublic Depeocsitse Ferhaps, the moc=t important source of finance

for a leas:ng company is public de-z-sits. Theze public deposits
have been accepted by almost all leasing companies more than S
times of their net owned funds, rarszing from & toc Ié& months. The

public depocsites are the significant source of finance especially

to all South India based leasing ccocroanies.



Borrowing by way of public deposits for é short period
ranges & to X6 monttes. Out of total deposzits, 50 to 75 per cert
of deposits are either one year deposits or two yeare deposite.
Leasing companies followed suicidal pelicy of borrowing short
term source such as public deposits and bank Tfinance ard

=
investing in the five year leases. Recently RE;J)has issuet
guldelines regarding restriction on acceptance or renewal of
deposits by eguipment leasing companies on and from 1.4.198%,

No  equipment leasing company shall accept or renew any depes:t

whether accepted before or after 1.4.1989. -
(i) which is repayable on demand or on notice

(ii) unless such deposit is repavable after a perind ct
more than twenty four months from the ° date c*

acceptance or renewal cof such deposit.

Agair  this minimum period of two vears will create a bi

[ &

problem to leasing companies. Only aoed and big companies can

borrow by way of dencsites and for others 1t will be difficult -

raise the public deposits,

A=  regards inter corporate deposits, only a few companies
have borrowed by way of corporate deposits. An analysis of &0
leasing companies’ balance sheets made by the author, reveals thaq
only 135 per cent of total compariez used this as a source cf

finance.
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A majority of leasing companies have been floated in India

during the 1980s, These should have raised equity capital through

crublic subscription and pramaters’ contribution. In contrast,
these companies followed sucidial policy of borrowing short-
Term public deposits (6 months - 3 vyeatre) at the ceiling rate of

Z per cent per annum and deploying on long-term ( 5 years to 8

e+

rears) commitments. To a large number of leasing companie=, the
rajor soutrce of finénce is public deposits ‘and shart—-term bank
torrowings under credit authorisation scheme (CAS). Therefore,
Ttere is a mismatch between sources and uses of funds of leasing
ccmpanies. This has happened so because leasing companies are
permitted to borrow public depbsits and‘ boﬂréwed funds at ten
zimes to their networth. The main problem is the ability to raise
rEsources  on continuous basis which is becoming increasingly

cifficult to new as well as existing companies due to erosion of

confidence of investors, lenders and reluctance of commercial
tanks and financial institutions to lend tc the leasing
tompanies, Most of the companies do not know how to manage

tm=2ir business hence, profitability is eroding share prices

“2 crashing, and investors euphoria wearing ocut. Als=o, majority

g

c° the leasing companiez resort to balance csheet cosmetice
TI show rosy picture and distribute dividends cut  of capital
from very first vear of operation. But  this  ie  nnot usually

mathed up by sound fimancial planning  and manazement. In most
' (&1}

£zzes 1t amounts  to window dressing of accounts. Therefore, the

f.-ds available are not sufficient to enable the companies to

e zand theivr busine=ss.

11



INADEQUATE TAX BENFITS

Unfortunately the Tau benefits which leasing companies
enjoy in developed céuntrzes are not available to the Indian
leasing companies. The ta tenefits such as the ones arising
aut of depreciation, invesiment deposit scheme etc., are not
inducive to the growth and Fromotion of leasing companies. The
efficial depreciation rates orovided under Incgme Tax Act, 1961
differ from the deprecistion rates provided under Indian
Companies Act, 1954, Besideg, the depreciation provided under
the Income Taxl Act, 1961 are much higher than the. normal
depreciation provided durin: primary lease period.. Thus there.is
a2 mismatch between legal cepreciable life of an agset  under

Income Tax Act 1941 and I-dian Companies Act 19546, during the

primary lease term.

Beszides, investment All-owance (U/8 Z2A) was abolished from 1
April 1987 and in its place zn Investment Deposit Scheme (u/s 3I2
AB}) has been introduced. Under thie scheme, the amount of

-

deduction is limited toc 20 z=p cent of the profit of eligible

[ 8]

business or profession a=  rz»- audited accounts. Howevet, this

schems’ excludes certain c TEgories of  leasing.

In addition to the szeve, the Finance Act, 1987 has
introduced Section 115 J o+ Income Tax Act, 1%9&1 i.e. a mimimum
Tax of I0 per cent of the t--i profits of a companv and leasing
cqmpanies have now become withirm the orbit of this new tay
provision. This has alsc ied to some uneasiness  amonyg the

leazing companiez in particular,

12



SALES TAX PROBLEM

Leasing companies are also facingrthe problsm of sales tax.
The 46th amendment to Indian Congtitution, which came into fpree
from February 1983, has empowered the =state gevernments to
levy sales tax on the transfer of rights or to use of any goods
for valuable consideration. As a result, the lezal position of
finance lease is that it is a " demand =cale " under the Sales
Tax Act. The governments of Andhra Pradesh, FEihar, Gujarat,
Haryanea, karnataka, kerala, Maharashtra, Madhya Fradesh, Oriscsa,
Tamil Nadu, West Bengal have already amended their Sales,Tax Acts
in accordance with the 44th amendment to. Constitution. Hence, the
leasing companies are reqguired to pay sales tax a2t higher rates
at multi pointse on a transaction as leasing corzanies ‘are not
being allipwed to use °"C° forms. This makes fimally leasing
correspondingly motre expensive on the cost of the asset acquired
under leasing finance becomes enhanced to the extert of salez taw
paid by the leasing companies. This is bound tz cripple the

infant leasing industry.

In view of thgs sales tax, itris escsential t-at the Central
Government should take immediate steps to formulats guidelines in
order to ensure unifeorm lecieslation amongst varic.os states. It
would be reasonable to have a uniform salés tan act regarding
leasing industry in erder to bring in uniformity in Etg content
and scope. Fresently leasing companies are not permitted to use
"C" forms. The facility of using form 'C’ should be extended to

leasing companies.



RIGID PROCEDURE FOR IMPORT LEASING

In India, leasing industry has high potential in areas like
import leasing. Recently, a few leaszing companies enterel the
.arena af imﬁcrt leasing. The government has laid down a lengthy
and cumbersome procedure to comply with for leasing of irsorted
equipment. Only a few celected lessors are permitted to do the
import leasing business, thoee lesscrs who have a minimum amount
of Re. 1l crore az paid %p capitel and reserves and whose sharecs
are listed in cne of the recognised stock exchanges are allﬁwed
to do import leasing. Therefore, leasing éf imported ecuipment

restricted to meagre part of the industry.

ACCOUNTING FROBLEM

As regards the accounting standard., there ic no  uriform
method for the lessors and lessees tc be followed &y them.
lLessees are showing neither in  their balance cheets zhout
the leased asse=ts in the asséts side nor in the liabilities side
about their future rentals obligation. Therefore, the lease

trarsaction seemz to be an off-bsizrnce—cheet transactionin India.

Similarly, legsors are also not treating the leas=  rontals
to be received as recéivables in  their bslance shes=x, In
contracst, lessors are showing leased assets a8 owned asssts in
their balance sheets, even though thev lose the poscassion

of azeet by making finance lease.

The periodical lease rental paymente are shown in the oeofit

and loss statement as a revenue expenses which ie allowsd as

14



chargeable expense without making any classifirations of revenue
expenditure and capital expenditure. +he lessors are also
showing all the rental income as revenue and crediting to their
profit and loss statement, without breaking into return, interest
and principal. This is happening because of the non—consistency
between legal possession and economic possession of acssete

leased. Lessor is the de jure owner and lessee is the de facto

owner pn the substance of finance lease.

The first flaw 1ie reporting the lease income in  the
financial statements. It is evident from the examination of books
that the asccounting practices of wvaricus leasing companies have
been far from uniform and consistent. The leacsing companies
are not amortising the value of the asset during the primary
lease period (pericod in which leasing companies recovered more
than 90 per cent of the asset cost). Instead of amortising the
full eqguipment cost, leasing companies are debitting a meagre
ﬁawt of the cost by way of straight line deprecization in  the
booke of accounts. These depreciation ratec are too low than the
rate of income recogrnition during the primary lease period. it
means that the total cost of the asset is recove-ing within 3
veare and $ years in some casec, whereas the depreciation is
showing for more. than B years and in some cases for- an indefinite
period, eventhough there would not be any income through the
aeset, Hence, in such a case, the basic accourting concept. of
matching the cost and revenue is totallv ignored.

The second flaw would be regarding showing of the assets in

the finmancial =statements. Different leasing companies arsg

»



adopting wvariety of methods and there is no cnnsistency-in the
presentation éccaunts. Dnl?ﬁ a few companies are showing
separately as owned assets and leased assets under the head of
fixed assets. Majority of companies are also not making the
classification of leased assets in the same manner as the other®
owned fixed asets. In this respect, an interesting point can be
noted that the method of providing depreciation is also different
from that of owned assets. tLeasing companries are following
wiritten down value method of depreciation for owned ascets
(meagre part of assets) and straight line methad for leased

assets (significant portion of assets).

In this respect, the Imnstitute of Chartered Accountants of
India (ICAIL), a premier professional accounting body, has now
7} .

come out with a guidance note on accounting for leases, as an
interim measure, is an improvement cver the existing free—for-all

* -

{practice). Now auditors of leasing companies will be required
to comment on thz extent to which the accounting policies conform
to the guidanze note and the tmpact c©f non conformance on
profitability. This note applies to all leazes written after ist

april 198%. The other imcortant elements in the note aré as

followes:

1. The azsets leased out should be shown under Fixed Assets
separately as assets on lease and claseified in the same

: . L4

marnner as gther fived acsets. {It may be caused for

inconvenience to some of the leasing companies who are not

presently classifying).

16



A matching annual chatrge tepresenting the difference from

the lease rentals and finance income is to be debited to the

prcfit and loss account. This annual charge will consist of

the minimum statutory-deptreciation as per the Companies Act

anc lease equalisation charge where the lease charge is in

of the gaid depreciation. If the depreciation is

eniess

hig-er than the lease charge, then a lgase equalisation

creZit would arise.- The debit or credit to lease

eguzlisation account is represented by correspanding entries

to

app=ar  in

cur-ent acsets as the.case may

leez== term the lease terminal

lease terminal agreement account which the balance

the balance sheet under current

will
liabilities or
be. In the last year of the

account will be shown as a

dez.ction from the book value of the asset.

The

all the

This will cause leasing companies

leasing companies will be

vnrealiesd/unrelisable lease rentals

may be rz chances of recovering soms

companies should feollow accrual

recent amendment to the Companies Act, 1954 ensures that

system of accounting.

unnecessary hardship. The

required to treat

as income, even though there

rentals. Thie will not show

the true profitability of leasing companiecs.

AncTer recommendation is also made regarding charcing of
rentale to the profit and loss account on an accrued basis over
the lesz=e term with a separaté disclosure thereof. The
recommernzations clearly bring out the economic substance and
financis: reality. However, again there is disagreement in the

17



treatment of depreciation, allowances, poscsessions of assets
under Income Tax Act, 1961, and Indian Companies Act, 1956,
Therefare there is strong discontentment among the parties
regarding the accounting treatments ir their financial

statementcs.
LEGISLATION PROBLEM

In fact, the only legal reference availacle to lessoré and
lessees is the Hire Purchase Act, 1972 which was subsequently
withdrawn in 1273. Another Act which is  ava:lable for them is
sectians 105 to 117 of Transfer of Froperty Act, which deals
with only immovable properties. Even tu&ay iessars and lescees
are following these acts in addition to the sections 126 to 180
of the Indian Contract Act 1872. Henhce, it is ochvious that-there
is neither a comprehensive and detailed leasing law nar
governments policy ta guide the leasing bus:me=s so far. Now it
is the right time for the Central Government to make efforts to

pazs  an act known asz YIndian Lease Act". to cover leasing

business.

MANAGEMENT FROELEM

Some of the leasing companies do not ik~=w how to manage
their leacing, buciness without knowing & large number of
entrepreneurs have entered the leazing fray. tznagement of these
leasing companies raquiwe'a different orientarion as cnﬁpared

with manmagement of other manufacturing anc trading companies.

The majority of boards of leasing companizs are dominated by

18
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retired bank chairmen, managing directors, or managers. Tre
obje&t of promoters in including such popular figures is =0
attract instantaneous response to public  issues, whereas, tre
retired executives are finding these offers as retirement

(8
benefits. Can we hope that these boards will p#nvide due care a-d

proper direction to the companies?
COMPETITION

Private- Sector leasing companies are facing cut throst
competition from the public sector leasing companies like SRI Eaé,
Canbank, IFCI and ICICI. These are at a privileged position Ty
way of gettiné funds at cheaper cost than the small private sector
companies. These public cector companies already have good <ie
ups  withk biue—chip and big companies and can have better .terrs
and conditions tharn the private csecior companies. GbBesides,

competition existe sven among the private sector companies.
FROSPECTS

Despite & number of problems, leasing business has 1tsg c«n

[in

1

growth potential and preospects. Eguipment lessing 1s & rEW
device which goes a long way in provicing the necessary resDUrcsEs
for maintaining the tempc of industris: growth. Thus leazing ras
acquired a specisl importance in economics of the develop:ing
countries particula~ly for small anc medium scaile iﬁdustries.
Capital farmation through leasing can help growth with minir.m

L]
“investment by the corporate enterprices.

1]
i
et

Leazing has great potential in Tndia in view of the 7
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that barely lesz than cone per cent of total industrial investment
ie =0 far financed through leasing compared to ICG—4¢ per cent
capital inveafment through leasing in the developed countries
like the USA, the UK, and 10 to 20 per cent Australia, Canada

Japan etc.

The well managed and large resourceful leasing companies are
geing to see the better days with good profitability during the
next few years. The leasing business centinues to grow and

flourish and the consumers, i.e. lpssees (different segments of

market) are growing in number and size. Even 'Gvercrowding . and
fierce competition exist, these will be temporary. The leasing
concept has received wide propagation and actceptance. Demand for

leasing business continues tc grow at a faster rate and there is

adequate space for all.

Financial institutions are armed with much cheapers and
comparatively wvast funds in their hance for deployment in
leasing. These bodies can therefore functions as catalysts  for
market Vgrowth for leasing and their operations set the face for
financing ratesz ard therefore influences profitability levels in
the busine=ss. Several financiel bodies ares Joining the bandwagon
notably subsidiaries of banks ot with banks taking esubstantial
amount cof leaszinag from public sector units such as  ONGC,  Ailr
india, Indian éirlines, Shipping Corporaticn, HMT, SAIL, BHEL,
BEL., Vavdut, Cwpal Indie Ltd, etc., and service oriented sectors
like fransportation, communication depts. and professions such as
medical,consultancy, engineering etc. Leasing companies not anly

useful to big and medium industries but alsc these opened a new
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window for financing +to small and non-priority compan.ss,
professionals and consumers. lleasing companies have started
making their contribution te the growth of consumer goads

industries also.

L=2asing campaniss entetring the business as a limitad
company do  not reguire to get industrial licence or any aotta=e
licencsa. All that needesd iz an approval of the Controller af
Capital Issu=ss (CCID if a public issues is %0 be made. 350
leasing companies could be promoted very qguickly and sirze
there is= no acquisition of lamd, building, machinery or any

zuch s=sort. Besides, the cost of ocperations i1s alsoc wvery 2w

compared to manufacturing industries.

FRecant studies of the Reserve Bank of Indiz (RBI)} -ave
indirectly confirmed that there is vast scope for investment in
the private =zector, Mbst of financial institutiomns have, at 2ne
time or other, faced resource constraints. Term lencing
institutions have felt that with limited resources, at tFair
disposal all borrowers cannot be satisfied. There is a shariage
of lovanable funds and there appzars to be a big gap between *ha
demand and supply of the funds required by the private borrosars
for their expansion, replacement, modernisation, diversification
etec. Thus, assuming leasing industry would be able to fetch one
fourth of share in industrial investment in the near future. it
would‘ mean a business of KRs. 1000 crores per annum, Trese
indicate that leasing bhas vast scope for doing business in India.

Leasing is a service to the Indian industry as it provides



funds and also‘taps the capital market. Leasing supplement the
govetrnment’'s developmental plans by supplyvying the needful
equipment to the industfy. what industry needs is full support,
cooperation and encouragement from the government and a regulatory
framework to control its musrroom growth irregularities,'

and tregulate 1its healthy growth.
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