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Net present value of rent payable over term of lease
3 - The net present value (v) of the rent payable over the term of a lease is calculated by applying the formula:

Where —

ri is the rent payable (see paragraphs 4 and 5) in year i,
i is the first, second, third, etc year of the term,
n is the term of the lease (see paragraphs 6 and 7), and
T is the temporal discount rate (see paragraph 8).
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The formula for how to work out the NPV is shown below in the Example. 

The net present value of the rental over this period is calculated as follows

Year 1 NPV =  £4,000     = £3,864.73

           (1+0.035)

Year 2 NPV =            £5,000               = £4,667.55

            (1+0.035) x (1+0.035)

Year 3 NPV =                       £6,000                        = £5,411.66

            (1+0.035) x (1+0.035) x (1+0.035)

Year 4 NPV =                                £7,000                               = £6,100.10

           (1+0.035) x (1+0.035) x (1+0.035) x (1+0.035)

Year 5 NPV =                                         £8,000______________    = £6,735.79

            (1+0.035) x (1+0.035) x (1+0.035) x (1+0.035) x  
(1+0.035)

The net present value is therefore the sum of the calculated 
values, that is, £26,779.83, rather than the £28,000 actually 
due. As NPV is below the threshold no tax is due



Example - 6 1/2 Year Lease NPV Calculation

Start Date: 01/01/2008 Rent 20,000.00£    

End Date of term: 30/06/2014

Term of lease: 6.5

Year 1 £20,000
Year 2 £20,000
Year 3 £20,000
Year 4 £20,000
Year 5 £20,000
Year 6 £20,000
Final Year (part year) £9,917 (£20000 * 181/365)

Hence the NPV calculation is:

Year 1 £20,000 = £19,324
1.035

Year 2 £20,000 = £18,670
(1.035)  X  (1.035)

Year 3 £20,000 = £18,039
(1.035)  x  (1.035)   x (1.035)  

Year 4 £20,000 = £17,429
(1.035)   x   (1.035)   x (1.035)  x    (1.035)

Year 5 £20,000 = £16,839
(1.035)   X   (1.035)   x (1.035)   x (1.035)   x   (1.035)

Year 6 £20,000 = £16,270
(1.035)  x (1.035)  x  (1.035)  x (1.035)  x  (1.035) x  (1.035)

nal Part Year £9,917 = £7,795
(1.035)  x  (1.035)  x (1.035)  x (1.035)  x  (1.035) x  (1.035)

NPV = £114,365.00
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