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4. Availability of raw material- '
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5. Availability of the product- A.dec151on o buy may be takep, i the
product is easily available in the market and vice-versa. .

6. Technology- A decision to make the product can be taken only if the

technology for manufacturing is easily available at reasonable terms.
Il. REPAIR / RENEWAL OR REPLACEMENT OF AN ASSETS

The old and worn out assets reed to be either repaired / re_newed Or replaced 3
reqular intervals. Sometimes, even a good machlr)e requires  upgradation o
replacement so as to compete in the market. The main tax _consmlieratlon in these
cases shall be whether the assessee, while computing his business income, shall be
allowed deduction on account of such expenditure or not.

Repairs / Renewal- Deduction for expenditure on repairs / renewal will be
allowed as revenue expenditure in computation of business income as under -

If the building is a rented building, any expenditure on repairs shall be allowed
as deduction. On the other hand, if the building is owned, only current repairs shall be
allowed as deduction.

As regards plant & machinery, only current repairs shall be allowed as
deduction.

Replacement of assets- If the assets has to be replaced, the expenditure
incurred on replacement shall be capital expenditure and the assessee shall only be
entitled to depreciation on such assets and as such, the entire expenditure cannot be
claimed as deduction which was allowed in case of repairs. The capital expenditure
incurred on construction of super structure on rented building is also eligible for
depreciation under section 32.

lll. LEASE OR BUY DECISIONS

In recent years, leasing has become a popular source of financing in Indi2
From the lessees point of view, leasing has the attraction of eliminating immediate ¢&
outﬂow and the lease rentals can be claimed as admissible expenditure against ¢
business income. On the other hand, buying has the advantages of depreciai®"
allowance and interest on borrowed capital is tax-deductible. Thus, an evaluation®
the two altemativgs is to be made in order to take a decision. ’
The gllowmg factors affect the decision of owning or l;easing : in
urchasing cost : Cost of purchasing an assets is not deductl lff

computing taxable profits g ; _ ides,
increases the cash oElﬂow. paealte I e capital expenditure. By

g:istt of leasing, that is, lease rent is deductible in computing taxabl® ppoﬁ!i :
IS revenue expenditure. Besides, it reduces cash outflow. r
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Obsolescence risk : Purchasing an assets bears the obsolescence risk. If
the assets becomes obsolete earlier than its expected working life, it has to
be replaced and will increase cash outflow. Leasing avoids risk of
obsolescence. If assets becomes obsolete, it may be replaced by new assets.

Depll;eciable assets : Where an asset is entitled to depreciation, it may be
purc ased. _Depreciation is an admissible deduction in computing taxable
profits. It will reduce tax incidence.

If the assets is taken on lease, no depreciation is allowed as the assets is
not Owr.led by the assessee. However, in the case of low rate depreciable
-assets: l‘lke residential building with 5% rate of depreciation, leasing my be
beneficial to avoid huge investment in building.

Non-depreciable assets : |easing may be preferred in the case of non-

depreciable assets to reduce cash outflow and to reduce incidence of tax.

Special tax benefits : Tax benefits under Sec. 80IB is available it at least

80% of plant and machinery have been taken on lease no deduction is

available under Sec. 80IA. However, if the undertaking is entitled to tax

holiday benefit under Secs. 10A or 10B, leasing may be preferred as the
entire profits would be exempt for 10 assessment years.

Gestation period : Where gestation period is sufficiently long, say 5 or 6

years, leasing may be preferred. Special tax benefits, available on

ownership basis, may not be of any help as there would be no profits
during gestation period.

Fund position :

(a) Where the funds are sufficient, a decision to buy through own funds
may be taken.

(b) Where own funds are not sufficient, but loan can be taken at
reasonable interest rate, a decision to buy through loan fund or
through hire purchase / instalment system may be taken.

(c) Where own funds are not sufficient and loan also cannot be arranged
at reasonable interest rate, a decision in favour of the lease may be
taken.

Residual value : Res.idu.al value of an assets belongs to the owner. A

higher residual value will title the balance in favour of owning an assets.

Future returns : Where future returns (after tax) are low, the decision to

buy the assets through own funds may be taken. This will overcome the

likely difficulties to be faced in making payments of lease-rent / interest
payment / loan repayment etc. as the case may be.
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