Information related to the second exam for Accounting 352, Fall Semester, 2005
The following information forms the basis for questions on the second exam.  You may wish to analyze the information prior to the exam.  If you choose to do so, please submit your analysis with your exam papers.  

The actual questions for this case will be given in the exam. 

TechGrow, Inc.:  Possible Acquisition of Equipment

TechGrow, Inc. a rapidly growing high tech company was founded four years ago.  Most of its growth was financed through debt; consequently, TechGrow, Inc. has a very high debt to equity ratio. A further consequence of the aggressive expansion is that the company needs to acquire new equipment.  TechGrow, Inc. has determined that equipment manufactured by Alana, Inc., will best suit its needs.  

Alana has offered to sell the equipment to TechGrow, Inc. for $420,000.  Alternatively, it has offered to lease the equipment to TechGrow, Inc. under one of the two following options: 





Option A

Option B

Lease term


5 years


5 years

Annual lease payments
$ 83,634

$83,234

Residual value 

not guaranteed

guaranteed

Under either option the equipment reverts back to Alana, unless TechGrow, Inc. wishes to purchase it at that time for $45,000.

You have determined the following additional information:

1. TechGrow, Inc. could finance the purchase through a loan with First Interstate Bank at 4%.  First Interstate would require 5 payments (including both principal and interest) 

2. If the equipment is leased, TechGrow, Inc. would be responsible for all “executory” costs

3. The equipment cost $360,000 to manufacture and has an expected economic life of seven years. At the end of the lease term it is expected to have a fair market value of $45,000. 
4. Alana faces financial pressures and is concerned about its reported earnings.  While Alana is willing to supply the equipment through a leasing transaction, it prefers a sale or a sales type lease. 

5. Alana has proposed another possibility:  Alana would sell the equipment to LeaseCo for $420,000.  LeaseCo could then lease the equipment to D

6. All payments will be made at the end of the year. 

