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A Case of Financial Distress of Leasing Company:
A Financial and Accounting Analysis of P Leasing Company
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Abstrac

P Leasing Company was a steady growing company with positive net income in most
years since 1985 when it was established. However, it suddenly experienced a
minus net income of 6.8 billion won in 1996. The reason of its deficit was known to
be the financial distress of its two major leasing contracts. The total amount of two
contracts was 58 billion won witch is about 8% of total amount of its leasing
contracts. In this paper, we analyse how the disability of lease payments from the
two leasing contracts influence P Leasing Company’s financial stability, growth
opportunity, and profitability. In addition, by performing ROI analyse, we point out
the financial reasons of P Leasing Company’s deficit in 1996. We hope our case
analysis to help students understand the cash flow of leasing companies. The P
Leasing Company case also illustrates the fact that bad leasing contracts would
seriously affect the profitability of leasing companies as bad loans would seriously
do the profitability of commercial banks.
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