Lease versus Purchase Analysis.

  General:  As directed by Federal Acquisition Regulation 7.401(a), “Agencies should consider whether to lease or purchase equipment based on a case-by-case evaluation of comparative costs and other factors.”  The following factors are the minimum that should be considered:

(1) Estimated length of the period the equipment is to be used and the extent of use within that period.

(2) Financial and operating advantages of alternative types and makes of equipment.

(3) Cumulative rental payments for the estimated 
period of use.

(4) Net purchase price.

(5) Transportation and installation costs.

(6) Maintenance and other service costs.

(7) Potential obsolescence of the equipment because of imminent technological improvements.

The following additional factors should be considered, as appropriate, depending on the type, cost, complexity, and estimated period of use of the equipment:

(1) Availability of purchase options.

(2) Potential for use of the equipment by other agencies after its use by the acquiring agency is ended.

(3) Trade-in or salvage value.

(4) Imputed interest.

(5) Availability of a servicing capability, especially for highly complex equipment; e.g., can the equipment be serviced by the Government or other sources if it is purchased?

  Acquisition Methods.
Purchase method.
Generally, the purchase method is appropriate if the equipment will be used beyond the point in time when cumulative leasing costs exceed the purchase costs.

Lease method.
The lease method is appropriate if it is to the Government's advantage under the circumstances. The lease method may also serve as an interim measure when the circumstances --

(i) Require immediate use of equipment to meet program or system goals; but
(ii) Do not currently support acquisition by purchase.

  Funding:  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.

  Present Value Inflation Factor:  A Present Value Inflation Factor (PVIF) should be used to calculate a present value lease cost estimate for each of the option year cost estimates.  Also residual value on the Purchase side of the equation should be to Present Value dollars.  PVIF rates are given in OMB Circular A94, Appendix C and are available from this office.  

