EVALUATION OF LEASE TO DETERMINE 

ACCOUNTING TREATMENT – NON-REAL PROPERTY - 6/18/05

LEASE or PR NUMBER: ______________________LOCATION (City /State):__________________  

Check only one:   

1.  Pre-lease Evaluation_____ Lease Inception Evaluation___ Modification that changes the term, payment of base minimum lease payments, or expands the scope of the lease:___ Retroactive Evaluation of Existing Lease_______ 

2.  Lease is for:  Fill in description of Asset(s):  ________________________________ 

NOTE: No-cost leases DO NOT require the evaluation of lease form to be completed.  If the Lease is for zero dollars (no cost) – STOP and DO NOT PROCEED ANY FURTHER.   
General Instructions:  This form is intended for evaluating leases of personal property assets (e.g. furniture, equipment, etc.) to determine how they should be recorded in the financial system.  A lease evaluation is required on all cost leases regardless of how they are processed in PRISM/DELPHI CO’s must be aware that capital leases are NOT to be entered into unless the requisitioning entity certifies that they have scored the lease IAW OBM Circular A-11 requirements.   Personal property leases that are determined to be operating lease are normally paid via invoice in Accounts payable.  However, personal property leases that are classified as capital leases must be established on the DELPHI Fixed Asset lease payment system and meet criteria outlined in the PRISM Business Process Solution: CAPTIAL LEASES 

CO shall follow the instructions to complete the questions in Sections 1, 2 and 3 consecutively.     When evaluating modifications to leases, the evaluation will be based on the net change in rent/period cause by the modification. If the lease is for more than one asset, the rent should be prorated among the assets for evaluation purposes.  See Instructions for further details.   

Section 1.   Test for Leases automatically classified as Operating Leases   

Answer “Yes” or “No” to Each Question in Section 1.  Any “Yes” response below indicates that the lease is automatically considered an operating lease.  Complete all questions.  
1a) Yes ___ No ___ Are the aggregate base lease payments of each item (total rent minus operating costs) over the entire lease term, including options, less than $25,000?  Operating costs are payments for identifiable operating expenses that would be paid by the Government as owner, such as utilities, maintenance, insurance, usage over and above charges.  If leasing multiple assets (such as furniture), base this decision on the aggregate base lease payments for any one piece.  If the lease payments for each individual piece does not exceed $25,000, it is automatically an operating lease (See instructions). 

1b) Yes ___ No ___ Is the Lease with other federal agency (including GSA)?  

1c) Yes____ No___ Is the Lease term two years or less, including options, without ownership transfer or bargain purchase option?  
If any of the Questions (1a-c) above are marked “Yes”, then this lease is automatically considered an operating lease.  Do not fill out Section 2, or Section 3.  Sign, Date and File this document in the lease file for the life of the lease.  If all responses to 1a-1c are marked “No”, proceed to fill out section 2.  

Section 2.  Test for Leases Automatically Classified as Capital Leases  

Answer the questions either Yes or No.  Any “Yes” response below indicates the lease is automatically considered a capital lease.  

2a) Yes ___ No ___ Does the lease transfer ownership (title) to the Government by the end of, or shortly after the lease term.  Note: An option to purchase the property does not constitute ownership transfer, since an option must be exercised in order to be effective.   A Lease-to-Buy lease that do not meet criteria for an automatic operating lease (previous test), where aggregate base rent exceeds $25,000 for one or more asset, is considered a capital lease.  If some assets on a multiple asset lease are determined to be capital, the like capital assets can be done on one PO, and a separate PO will need to be done for the remaining operating lease assets (with rent prorated between the two POs – see instructions for details.  

2b) Yes ___ No ___ Does the lease contain a bargain purchase option?  Note: A bargain purchase option is a provision to purchase the leased property for a price that is lower than the expected fair market value of the property at the date the option can be exercised.      

After completing section 2, proceed to Section 3.  
Section 3.  LEASE DETAILS and ECONOMIC LIFE TEST

If answers to all questions in Section 1 are “No”  & any question in Section 2 is “Yes” then fill in data fields 3a-g.  If answers to all questions in Section 1 are “No” and all questions in Section 2 are “No” then fill in data fields 3a-j.  Note: FMV and Economic life data is still required for leases that test as automatic capital leases.  

LEASE DETAILS (Required to apply Economic Life and Capital Lease tests) 

3a) Payment Frequency _____ (M= monthly, Q = Quarterly, S=Semi-annual, A=Annual) Note:  Once payment frequency is selected for the lease, the terms in 3b through 3d require that they be stated in number of payment periods.  For example if you have an annual pay lease for 5 years, you have 5 payment periods, but if the lease pays monthly, you have 60 payment periods.   

3b) Term of the Lease (Including any options) in # of payment periods _______________   

3c) Full Rent per Payment Period (includes service costs paid to Lessor) $______________
3d) Net Rent per Payment Period (Full Rent minus any service  (operating costs) $ _________

3e) Fair Market Value (FMV) of asset being leased   $_____________
3f) Total Estimated Economic Life of Asset being leased in number of payment periods: ___________  (Office Furniture - 7 yrs., Duplicating Machines - 13 yrs., ADP Equipment – 5 yrs.  See Accounting Capitalization Desk Guide for other assets life.)  

3g) Remaining Estimated Economic Life of Asset being leased in payment periods __________Total Estimated Economic life minus the asset’s age at the start of the lease.  (Note:  the remaining economic life should at least be for the term of the lease being executed).

ECONOMIC LIFE TEST 

Answer the question either Yes or No.  Any “Yes” response below indicates the lease is automatically considered a capital lease (Use worksheet below if necessary).  

3h) Yes ___ No ___ Is the lease term, including options, greater than 75% of the estimated remaining economic life of the leased asset? *

*This rule does not apply if the lease starts in the last quarter of the total economic life of the asset under lease.  If the lease starts in the last quarter of the total economic life, then check “No”.


3i) SUMMARY: Check Which Statement Applies (Pick only 1)

__ Lease is automatically classified as Capital Lease (A “Yes” Response in Section 2, or question 3h)*

__ Lease requires Capital Lease Test. (“No” Response in Sections 1, 2, & 3h)*.

* NOTE:   If a determination is made that this lease is a capital lease, then the lease award must be made on a PRISM purchase order, and the award identifier must be an  “L” in the document number, and the lease must be established on the Fixed Asset lease payment schedule per the requirements of PRISM Business Process Solution: CAPTIAL LEASES
CO shall submit completed form the servicing Accounting Office for further processing.  

Prepared by: _________________________

________________ 
 Contracting Officer 


Date

ACCOUNTING SECTION - Lease/PR Number____________________

Section 4.  Actions to be performed in Accounting.  General Instructions to Accounting Technician: 

1. Automatic Operating Leases – Processed by invoice through Accounts Payable module.  If the lease is determined to be an automatic operating lease then the AP technician shall utilize the information from the award document to establish the lease in Accounts Payable module, either on recurring invoice template, or accounting regions practice for auto-pays, .  No Action is required in the fixed asset lease module.  
2. Automatic Capital Leases – Goes through Fixed Asset module.  If the lease meets the criteria for an automatic capital lease (A “Yes” response in Section 2 or 3h), the Accounting tech will input the information provided in Section 3 (Lease details) and shall utilize the NET Rent per Payment Period, and shall override the determination, if necessary, to establish the Capital Lease amortization schedule in the FA module.    

3. Lease Requires Capital Lease Test. Requires initial entry of lease details and schedule in FA Lease Payment schedule to run capital vs. operating lease test.  The lease neither tested as an automatic operating or automatic capital lease, so requires that all Section 3 information be entered in Lease Details, and the Capital lease Test be applied.    The Accounting Tech shall perform initial test with Full Rent per Payment Period, and then recalculate using Net Rent Per Payment Period, IF they get a an initial “Capital ” outcome. NOTE: If a lease is determined to be operating, the lease details or payment schedule should NOT be saved in FA.

4. In All Cases other than #1 above, The Accounting Tech should then sign and return a copy of the last page of the form – for insertion in the lease file.

5. Pre-lease evaluations and retroactive evaluations of existing leases:  If the CO is requesting a pre-lease evaluation, or a retroactive evaluation of an existing lease, it is important that the Accounting tech NOT save the lease details and payment schedule after making the determination. 

6. Evaluations of modifications to existing leases.  Modifications to existing leases that extend the term of the lease beyond the original term (including options) or add to the amount of property under lease require a separate evaluation form that is based on the net increase.    

Capital Lease Determination Test: 

Yes   No (“Yes” response indicates capital lease)

_____ The net present value of the minimum lease payments (base costs), excluding operating costs (service costs), equals or exceeds 90% of the fair market value of the leased property.  (Calculated by DELPHI FA System after input of lease details).  

· If “Yes” – Capital Lease, based on Full rent, recalculate based on Net Rent and if still “Yes” the Accounting Technician will notify the CO of Capital Lease determination, and send the Capital Lease Amortization Schedule to the CO and Requisitioner to establish the requisition into proper Capital Lease format.  

· If “No” – Operating Lease, the Accounting Technician will notify the CO of Operating lease determination and provide a signed copy of this completed form back to the CO for lease file, together with a copy of the Operating lease payment schedule (so the CO can validate that the payment schedule is established as intended). 

I certify that the above test is complete, and that the payment schedule has been established in FA. 

Processed by: ____________________________________

__________
                       Accounting Technician                                                       Date

FORM INSTRUCTIONS - General

1. CO fills out Header and Sections 1 – 3 as required.  If section 1 has a “yes” entry, sign, date and file this document in the lease file – since the lease is automatically considered an operating lease.  Personal property operating lease payments are normally established in Accounts Payable (AP).  In other cases complete sections 2 and or 3 , sign, date and submit the evaluation form to servicing Accounting office for further action.   

2. Accounting enters lease details data into FA system and performs calculations when required, completes set up of a capital lease (if so determined), signs and returns copy of this form together with a copy of the lease payment schedule to the CO.  If the lease is determined to be an operating lease, the accounting tech signs and returns the form to the CO, and then refers the package to AP for set up of lease payments in AP. NOTE:  When a pre-lease evaluation or retroactive evaluation of an existing lease is requested – it’s important that the accounting tech NOT save the lease details/payment schedule. 

Form Header Information:

Lease Number or PR Number:  FAA Lease contract number or PR number (if pre-lease) 

City/State:  Fill in City/State where lease is located

1. Type of Evaluation:  Check which type of evaluation this is.  

a. A CO should conduct pre-lease evaluations on potential leases the CO suspects may meet the criteria to be classified as capital leases.  This allows the CO to ensure that budget requirement of OMB Circular A-11 are met before the lease is consummated.  

b. Lease inception evaluation is done at the start of a new lease, before the lease is signed.  

c. Modification evaluation is done when there is a contractual modification during the lease term – where the amount of the asset ( under lease or lease term, including options, increases.  This form is not required for modifications that change rent due to operating cost changes, taxes and other modifications that do not increase the net rent, or amount of assets under lease.  It is important to base the evaluation of the increase in rent and/or period on the net increase starting from the time of the modification award to the end of the lease including options. 

d. Retroactive evaluations of existing leases are done occasionally when there a need to re-evaluate the lease is requested  (like per an audit). 

2. Lease is For:  Fill in the description of the asset(s).  If you are leasing more than one asset (such as furniture), break out the number of assets – ex. 25 chairs, 25 workstations, and 1 conference table).

SECTION 1 – Test for Leases classified automatically as Operating Leases. 

The purpose of this section is to identify those leases that qualify as operating leases by OMB criteria or policy.  This screening allows those leases that are obviously operating lease to be designated without the need to determine FMV or sending the lease to accounting for a capital lease test.  It is significant to note that leases with other federal agencies are automatically considered operating leases.  Complete all questions, even if you answer one “yes”.  More than one “yes” answer is possible. 

1a.  Aggregate Base Lease Payments (total rent minus operating costs) is less than $25,000.  Example:   A Lease for one asset for 5 years that we pay $6,000 per year on, of which $1005 covers identifiable operating costs.   Net Rent = $4,995 per year.  Multiply $4,995 times the number of years to arrive at aggregate lease payments.  $4,995 per yr. x 5 yrs = $24,975. So, answer is “Yes”.   

If leasing multiple assets, base this decision on the aggregate base lease payments for any one asset.  Prorate rent by the ratio of the individual asset value/price to the total value of assets acquired by the lease if rent is not broken out by asset.  If the aggregate lease payment for each individual asset does not exceed $25,000 it is automatically an operating lease.  NOTE: If one or more asset is greater than $25,000 – then the remainder of the evaluation shall be performed on the assets that exceed $25,000 in aggregate rent. Break out the assets with aggregate rent under $25,00 onto one evaluation form, and the assets with rent $25,000 or more aggregate rent on another evaluation form.  The values applied in Section 2 and 3 should be for those assets over $25,000 only The assets under $25,000 in aggregate rent would be considered automatic operating leases for evaluation purposes.  If the assets over $25,000 are determined to be a capital lease, then separate POs would be required for the operating lease assets and capital lease assets.  

Example:  If you have a furniture lease for 5 years at  $50,000 per year, and one of those assets is a special custom conference room table that is $6,000 per year in rent, and everything else is 80 works stations that are less than $25,000 in aggregate rent over the life of the lease ($44,000 per year / 80 workstations = $550 per workstation per year x 5 years = $2750 aggregate rent per workstation).  Since the aggregate rent for the conference table is $30,000 (5 Yr. x $6,000 per year = $30,000), parts 2 & 3 would be done on the conference table.  Reason – the other assets are under $25,000 and would be considered an automatic operating lease.  A separate evaluation form would be filled out for the 80 workstations, to demonstrate that those assets were considered to be operating. CO would continue the original evaluation form for the $30,000 asset– and would  base all answers/decisions on the net aggregate rent of $30,000 for that asset.  Question 1a would be marked “No”, and CO would proceed to work through rest of sections 1-3. If the asset is determined to be a capital lease, it must be  set up on a separate PO from the operating lease assets.  If the asset is determined to be operating, then both the assets over $25,000 and under $25,000 can be incorporated on the original non-real property award.     

1b.  Leases with other federal agencies, including GSA, are automatically considered operating leases. 

1c.  Short Term Leases. It is FAA’s policy that short-term non-real property leases (2 years or less) shall be classified automatically as operating leases, due to the low probability of being classified as capital. 

If any one or more answer in questions 1a – c is “Yes” skip sections 2 & 3, sign, date and file this form in the lease file – NOTE: when CO send lease package to Accounting to set up payments, they must notify the Accounting tech that the lease was classified as an automatic operating lease. If all answers are “No”, proceed to Section 2.  

SECTION 2 - TEST for Leases automatically considered to be Capital Leases. 

Leases that contain provisions that transfer ownership at or near the end of the lease, or allow the government a right to purchase the property at less than FMV are considered capital leases.  Lease-to-Own, or Lease-to-Buy leases are automatically considered capital leases, unless the aggregate minimum rent is less than $25,000.  

2a.  Test for Ownership transfer – This applies if there is a provision in the lease for the FAA to have ownership at the end of lease term.   A “Yes” indicates a capital lease. 

2b.  Test for Bargain purchase Option.  NOTE: Applies only if there is an option to purchase at less than FMV.  It is very important to distinguish a purchase option from a bargain purchase option.  An option to purchase at FMV, or first right of refusal, DOES NOT constitute a bargain purchase option.  This should be determined using the projected FMV of the item at the end of the lease period.

SECTION 3 - LEASE Details and Economic Life Test

The purpose of this section is for the CO to provide the information necessary for Accounting Office to perform the capitalization test on personal property leases.   

3a. Payment Frequency and Payment period: M= monthly, Q = Quarterly, S=Semi-annual, A=Annual.  This also establishes payment period for the lease.  All answers in 3b –d and f- g must be answered in payment periods. Payment periods per year for each type:  M = 12, Q = 4, S = 2, A = 1.   

3b.  Lease Term: State lease term in number of payment periods, including any option periods. 

3c.  Full Rent per Payment Period:  Enter the amount of Rent to be paid per payment period, including any operating costs included in the amount to be paid. 

3d.  Net Rent per Payment Period:  Calculate the NET rent per payment period, after excluding any executory costs (operating costs, including utilities, services, taxes and separate amortized build-out/improvement costs*). 

3e.  Determining Fair Market Value (FMV).  CO must estimate the FMV of the personal property asset(s) under lease if the lease is not classified as an automatic operating lease.  The CO should determine estimated FMV of the asset under lease when performing their market survey – since market data is usually the most reliable indicator of assets value.      

3f.  Determine Total Estimated Economic Life of Asset being leased in number of payment periods: ____________ (See FAA Accounting Capitalization Desk Guide for guidance on total economic life. Common economic lives:  Office Furniture - 7 yrs., Duplicating Machines - 13 yrs., ADP Equipment – 5 yrs)

3g.   Determine Remaining Estimated Economic Life of Asset being leased in payment periods (N/A for automatic operating leases): __________Generally assumed to be Total Estimated Economic life minus the asset’s age at the start of the lease.  (Note:  However, The remaining economic life should at least be for the term of the lease being executed).

3h.  Economic Life Test – A lease is considered capital lease, if the term of the lease exceeds 75% of the remaining economic life.  A Notable exception is if the lease occurs in the last quarter of the total economic life, then the 75% rule does NOT apply – which means the lease is considered an operating lease. An optional work sheet is provided on the form.

3i) Review answers in Sections 2 – 3 and check which box applies.  This helps summarize to the Accounting Tech what needs to be done in Section 4.

Sign and date the form and send to your servicing Accounting Office.   

SPECIAL SITUATIONS

Lease Purchases (Lease-to-Own, Lease-to-Buy), and separately amortized improvement costs.  Any rent to own lease is considered a lease purchase, unless the lease meets one of the criteria in Section 1.  Therefore, if the aggregate minimum rent payments are less than $25,000 (per asset in the case of multiple personal property assets acquired by lease), the costs would just be included in the operating lease rent.  If the assets are greater than $25,000, then the rent to own lease would be treated as a capital lease (A rent to own will test as a “Yes” in Section 2 a – ownership test). 

Separately Amortized Upgrades (Paid in installment payments).  If new improvements or upgrades are made to a leased asset, they should be evaluated separately from the original lease (as a stand alone asset). However, if a CO negotiates to amortize cost improvements over a period (normally shorter than the full lease term) at a specified interest rate – then that amortization should be treated like a lease–purchase of that improvement even if the FAA never owns the improvement.  Exception would be if the net increase in aggregate rent over the period of the lease from date of modification to end of the lease is less than $25,000 – then the costs will be treated as operating and incorporated in the rent.  If the net aggregate rent is greater than $25,000 and the amortization of the lease improvement is treated as a capital lease and treated separately from the regular lease regardless of classification.    This means that the amortization of the improvement must be captured on a separate DO against external contract that lists the Lease PO number in the External contract number field, due to current functionality (Only the last line on a Lease can be used to pay rent – multiple lines that use the Fixed Asset Lease payment schedule are not possible at this time).  The CO must ensure the Accounting tech is notified of the actual interest rate used for amortization, since the amortization schedule will require the actual interest rate, rather than the treasury rate normally used.   A separate lease evaluation form should be done for the improvement amortization and the amortized leasehold improvement shall be treated as an automatic capital lease.

Example: FAA leases a road-grader – that is classified as an operating lease at $12,000 per year for five years.  In year 2, the FAA decides we need to install a winter package on the grader to improve performance, and the cost is $20,000.  The field office asks the CO to amortize this over the remaining three years of the lease, so the CO negotiates to get the improvement added at $627. per month amortized at 8% interest (The $20,000 cost amortized over 36mo @ 8 % interest yields $627. 00  per month increase .  The aggregate rent is $22,572 ($627 per mo. for 36 months =$22,572).  So, the net increase would be evaluated on the form as being under $25,000 – being classified as an operating lease.  This improvement could be added to the existing lease PO. However, if the cost was $30,000, using the same term and interest – would be $33,843 in aggregate rent.  Since this is over $25,000 the other tests must be applied.  If ownership transfers to the government, it would be classified as a capital lease (meets ownership transfer test in 2a) and would have to be carried on a separate PO. If the improvement is determined to be operating, it still could be carried on the original Award as a modification.   

SECTION 4 Accounting Section

The Accounting technician shall follow the instructions in Section 4 to make lease determinations as necessary for the type of evaluation required.  Recommendations for following type of evaluations on Personal Property or Equipment Leases (NOTE: A separate form is used for Real Property Leases):          

1. Pre-lease Evaluation:  Do not save lease details or payment schedule, as this is an early evaluation of a lease that could be a capital lease. It is standard practice for CO’s to request early evaluations of leases. 

2.  Lease Inception Evaluation:  Follow normal process for evaluating a new non-real property lease. If a lease is determined to be operating, the lease details are not saved in FA and the lease payments are established in Accounts Payable.  If the lease is determined to be Capital lease, the Accounting tech must provide a copy of capital lease amortization schedule to CO, together with the final determination so proper changes to the award set up can be made.   

3. Modification:  Accounting tech must be careful to run any capitalization test on the Net increase in rent over the net increase in term.  For this test lease inception is the date of the modification, not original start-date.  

4. Retroactive evaluation of Existing Lease:  Do not save lease details payment schedule, as this a requested check of an existing lease in DELPHI.  

5. Lease Purchase/Amortized Upgrades over $25,000 in aggregate rent over life of lease:  Accounting tech should receive a separate evaluation form for the amortized upgrade and it should be awarded on a separate DO against external contract, if determined to be a capital lease.  

After performing the capitalization test, and printing out the capital lease amortization schedule (For positive capital lease determinations and lease purchases), sign and return the evaluation form to the CO  - together with a copy of the lease amortization schedule (if it’s a capital lease)..  For Pre-lease evaluations, and Retroactive evaluations of existing leases, it is not necessary to send a copy of payment schedule, or to save the Lease details. 



Optional Worksheet for QUESTION  3h                


ECONOMIC LIFE DETERMINATION WORKSHEET





Use this worksheet only if the term of the lease begins within the first 75% of the total economic life of the asset  If the term of the lease begins in the last 25% of the total economic life, STOP!  DO NOT use this worksheet; mark the question as “No” .  





1) Economic life of asset See Capitalization Desk Guide (Check name) AKA Blue Book for economic life                                   





……………………………………                                                  ….__________





2) Current age asset  (Use “0” for new assets…………………..__________





3) Remaining Economic Life (subtract answer in 2 from 1 above)………...__________


(Note:  If result is less than 25% of total economic life – STOP – as the lease is in the last quarter of the total economic life and the answer is “No”- so STOP and mark questions 3h “No”)


4) 75% of answer in 3………………………………………………………__________





5) Term of lease, including all options                ………………………….___________





6) Is answer in 5 greater than 4? 	


(   Yes.  Mark question 3h “Yes”


	(   No.  Mark question 3h “No”
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