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Answer
Arial Limited.
a)	The lease is a finance lease.
Arial Ltd is likely to own the machinery at the end of the lease because it can buy the machinery for £1,000, which is significantly lower than its expected market value of £10,000.
The lease is for substantially all of the life of the machine. 
The present value of the minimum lease payments of £49,500 is substantially all of the £50,000 value of the asset.

	b)	The lease is an operating lease.
 Arial Ltd is not likely to own the car at the end of the lease because the price at which it can buy the car is its market price. 
The lease is for 3 years, which is not substantially all of the 6 year useful economic life of the car. 
[bookmark: _GoBack]The present value of the minimum lease payments of £7,000 is not substantially all of the £12,000 value of the asset.

	c)	The lease is a finance lease.
The equipment is so specialised that major modifications would be needed for it to be used by anyone other than Arial Ltd.
The lease is for 10 years, which is substantially all of the 12 year useful economic life of the equipment. 
The present value of the minimum lease payments of £100,000 is all of the value of the equipment of £110,000. 
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