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Healthcare Alert

EQUIPMENT FINANCING

ALTERNATIVES

ISSUES FACED WHEN PROCURING EQUIPMENT FOR YOUR PRACTICE

Just as you see yourself clear of
the equipment selection process
your vendor asks, “will that be
cash, check or charge?” You will
answer, more times than not,
“charge” and so the financing
alternatives (bank loan or lease)
are presented, only to confuse you
more.

Generally, there are two leasing
alternatives. A capital lease is one
method to purchase equipment
and in most respects is the same
as a bank loan. A capital lease
may contain a bargain purchase
option (an amount less than 10%
of the capital cost of the equip-
ment), usually at the end of the
lease term. Through a capital
lease the lessee (“purchaser”) will
be able to deduct the equipment’s
purchase price systematically
over a period of time in the form
of depreciation.

A lease that does not contain a
bargain purchase option, but in-
stead offers the purchase of the
equipment at its then fair market
value, is typically an operating
lease. These financing arrange-
ments do not transfer title and the
lessee deducts the payments as
they are made to the lessor.

Under either financing arrange-
ment the lessee may be asked to
provide personal and/or corporate
guarantees. Joint and several or
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cross collateralization offer the
financing company the most secu-
rity, therefore they often offer
lower interest rates as a result. If
the guarantees are limited or
eliminated this typically puts up-
ward pressure on the interest rate
and will result in an increased
monthly payment.

In circumstances where the capi-
tal project has significant costs,
the repayment schedule may pro-
vide for adjustable payments
which can be in the form of skip
payments, interest only payments
or a stated sum.

These are just some of the basic
issues faced when procuring
equipment for your practice. Let
our firm assist you with your con-
cerns. Please contact us today.
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