FALL 2007 CONFERENCE

LEASING VS. OWNING

Lease- The right to use someone else’s property; renting.

Lease-purchase – Making installment payments towards eventual ownership.

Lease with Option to Buy – Focus on the option.  If the option is a bargain, then the transaction is accounted for similar to a capital lease.  If the option is at fair value, then the transaction is accounted for an operating lease.

Purchase – Self explanatory.

ITEMS TO CONSIDER:

Items that have a longer useful life seem to favor owning.  Items that have a short useful life may be better off leasing.  How long do you plan on retaining the item in question??

Leasing simplifies disposal.  Surplus property laws do not apply because you do not own the asset.

Equity becomes an issue with larger assets.  If your entity leases 5 buses for a number of years, a point is reached where it is hard to come up with the cash to do a purchase if the numbers favor a purchase on a particular year.

Cash availability is a factor.  Can we even afford to purchase the asset.

Contracts must be analyzed so that maintenance, supplies, warranty and other outlying factors are properly considered.   Are we comparing apples to apples??

The residual value of items that you own is a critical figure when comparing owning to leasing.

The time use of money (interest factor) must be considered when comparing owning to leasing.

ACCOUNTING ENTRIES:  (The fun part)

See Interpretation #14 in the School Accounting Manual.

Operating Lease Vs. Capital Lease

Capital leases exist if ANY of the following conditions are met.

a. The lease transfers ownership of the property to the lessee by the end of the 

lease term.

b. The lease contains a bargain purchase option.

c. The lease term is equal to 75% or more of the estimated economic life of the 

leased property.  

d. The sum of the principal lease payments equal 90% of the fair value of the asset.

Once it has been determined that a capital lease exists, then the following entries would be required:

1. Equipment


Investment in General Capital Assets
To capitalize the purchase.

2. Expenditure


Other financing source

To record the expenditure and borrowing.

3. Amount to be provided


Other Long Term Debt

To record the debt

4. Expenditure (Debt Service)


Cash

To record the periodic cash payments in the future.
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