AFZA-PWBC-LS                                                                                        4 August 2002

MEMORANDUM FOR IBO-Contracting, AFZA-IBO-CC, Attn: Gloria Carr, Fort  

Bragg, NC

SUBJECT:  Lease versus Purchase Analysis to Provide Latrines for Fort Bragg, NC

1.  The Present Value cost to the Government for the lease of latrines at Fort Bragg for a base and 4 option years (5 years) is estimated at $1,749,062.80 (see spreadsheet).  This estimated cost is based on market surveys with local area latrine service providers for the lease of 1000 latrines.  A present value interest factor of 4.5% was used in the present value calculations as specified in OMB Circular A94, appendix C for this fiscal year.  Executory Costs estimated in the lease estimate for Operations and Maintenance services account for $1,164,489.32 of the total cost.  

2.  The Present Value cost to the Government for the purchase of latrines at Fort Bragg for the same time period is estimated at $1,866,332.66.  This estimated cost is based on the purchase of 1000 latrine units at a unit price of $627 each and associated equipment (vehicles) and Operations and Maintenance costs.

3.  The low technological level involved in the furnishing of latrines rules out any consideration for any potential obsolescence.  Price factors would therefore be the primary drivers in the decision to lease or purchase latrines.  

4.  Funding – Capital versus Operating Lease:  OMA dollars can be used to lease equipment under operating leases for uses other than as long-term assets; however, leasing under capital leases requires OPA dollar funding.  A capital lease is defined as a lease that meets one or more of the following criteria:  1.  Ownership is effectively transferred from the lessor to the lessee.  2.  The lessee can purchase the item at less than its true market value when the lease expires.  3.  The lease runs for a period greater than or equal to 75% of the asset’s useful life.  or  4.  The present value of the sum of the lease payments (excluding that portion representing executory costs, such as insurance, maintenance and taxes) is at least 90% of the purchase price of the item.  In purely lease situations with no ownership transfer only factors 3 and 4 require evaluation to determine funding type.  The estimated economic life of the latrines is 10 years.  Our 5 year lease period equals 50% of the asset’s useful life. (OPA funding not required for item 3)  Also, after extracting estimated Executory Costs (Operations and Maintenance costs) the Present Value of the sum of the lease payments is 31.3% of the purchase price of the latrines.  (OPA funding not required for item 4)  Consequently, OMA funds are acceptable for leasing the latrines in question. 

5.  Conclusion:  The primary factor of cost appears to weigh in favor of leasing the latrines in this analysis.  A savings of $117,269.86 is estimated if the latrines are leased instead of purchased.  Also, no additional costs associated with the disposal of the used 

latrines and maintenance vehicles would be expended.  This appears to be an operating lease allowing the use of OMA funding.  
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