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ACCOUNTI NG AND REPORTI NG FOR LEASES
AND | NSTALLMENT PURCHASE CONTRACTS

"That all nen are by nature equally free and i ndependent
.wWith the nmeans of acquiring and possessing property...."

--George Mason
Virginia Bill of Rights (June 12, 1776)

| NTRODUCT| ON

This chapter outlines the accounting procedures for the
recording and reporting of |eases and for the recording of
instal |l ment purchase contracts. These procedures are in
general conformance with the Financial Accounting Standards
Board (FASB) Statenment No. 13, Accounting for Leases, issued
in 1976 by the Financial Accounting Standards Board (FASB).
The Governnent Accounting Standards Board (GASB) requires
adherence to FASB pronouncenents issued before 1989.

REQUI REMENT

Leases shoul d be recorded so that expenditures and future
commtnments for | eases can be reported at fiscal year-end.
Assets and liabilities for capital |eases defined in this
chapter nust be recorded accordingly at the end of each
fiscal year.

I nstal | ment purchases should be handled in essentially the
same manner as capital leases if they fit the definition of
capital |leases. Oherw se, they should be handl ed as
operating | eases.

As indicated in Business and Finance Bulletin BUS-43, Part
6, section Il1.B., approval is required by the External
Finance Ofice for the interest factor of all |eases over
$50, 000 and by the Vice President - Financial Mnagenent
for leases with a total cost exceedi ng $1, 000, 000.

Section VI below details the procedures for capitalization
from unexpended pl ant funds and current funds.

6/ 30/ 04 TL 92
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Bar gai n Purchase Option

A | ease provision allowing the | essee, at its option,
to purchase the | eased property for a price which is
sufficiently | ower than the expected fair value of the

property.
Econom c Life

The estimated remai ni ng period during which the
property is expected to be of econom c use by one or
nore users, with normal repairs and mai ntenance, for
the purpose that it was intended at the inception of
t he | ease.

| nstal | ment Purchase Contract

A witten contract, executed by the University (buyer)
and anot her party (seller), containing all the terns
and conditions for the acquisition of personal or real
property by nmeans of schedul ed install nent paynments of
specific ambunts of noney during the life of the
contract. Title either (a) remains with the seller
until the total contract anmount has been paid, but the
University has the right to use and take possession of
the property during the life of the contract, or (b) is
conditionally transferred to the University, subject to
paynment in full, acconpanied with a Uniform Conmerci al
Code (UCC) filing.

I nstal | ment purchases neeting the definition of a
capital lease (refer to section IV below nust follow
the accounting procedures as outlined in section VI.A
bel ow. Installnment purchases not neeting the criteria
for a capital lease are to be treated as operating

| eases. However, with the approval of the canpus
controller, aliability may be established for

i nstal | ment purchases under $100, 000 for capital
assets; accounting procedures for capital |eases would
t hen be foll owed.

Lease Contract Wth Purchase Option

A witten contract, executed by the University (I|essee)
and anot her party (lessor), containing the essenti al
terns and conditions for the use or possession of
personal or real property by the University, in
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I11. DEFINITIONS (Cont'd.)

exchange for schedul ed paynents of specific anounts of
noney during the termof the contract. The |essee has
the option to purchase the property either during the
life of the lease or at its expiration. Al or a
portion of the | ease paynents may apply toward the

pur chase of the property, as provided in the contract.
Title remains with the | essor until the purchase option
i s exercised.

. Renot e Conti ngency

A fiscal funding clause, commonly found in a | ease
agreenent, provides that the |l ease is cancelable if the
funding authority does not appropriate the funds
necessary for the University to fulfill its obligations
under the | ease agreenent.

(This clause is not a factor because in nost University
| eases funding will be provided; therefore, the

Uni versity shall not use the fiscal funding clause as
justification to treat a capital |ease as an operating
| ease. See FASB Technical Bulletin No. 79-10.)

. Strai ght Lease or Rental Contract

A witten contract, executed by the University (Il essee)
and anot her party (lessor), containing the essenti al
ternms and conditions for the use or possession of
personal or real property by the University, in
exchange for schedul ed paynments of specific anounts of
noney during the life of the contract. At the end of
the contract, the property is returned to the lessor in
a condition and at a place as agreed to by the parti es.
Title remains with the | essor.

V. CAPI TAL LEASE

A REQUI RED ELEMENTS I N A CAPI TAL LEASE

A capital |ease nmust contain the follow ng el enents:
(see Exhibit A for the Diagram for Required El enents of
a Capital Lease)

1) The | eased asset is a capital asset and has a

current market value (current cash purchase price)
of $100, 000 or nore; and

6/ 30/ 04 TL 92
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2) The | ease is non-cancel able; a | ease is considered
non-cancel able if it ceases to be in force:

e Only upon the occurrence of sone renote
conti ngency;

e Only with the perm ssion of the |essor;

e Only if the |l essee enters into a new |l ease with
t he sane | essor; or

e Only upon paynment by the | essee of a penalty in
an anmount such that continuation of the |ease
appears, as at inception, reasonably assured;
and

3) The | ease neets one or nore of the follow ng four
criteria:

e the | ease transfers ownership of the property
to the University by the end of the | ease term

e the | ease contains a bargain purchase option
(all leases with a bargain purchase option for
hospital, auxiliary, or service enterprises,
where there is a |ikelihood that the option
wi || be exercised, should be considered as
capital |eases);

e the lease is equal to 75% or nore of the
estimated economc life of the | eased property
(if the beginning of the |lease termfalls
within the last 25%of the total estimated
economc life of the | eased property, including
earlier years of use, this criterion shall not
be used for purposes of classifying the |ease);
or

e the present value of rental or other m ni num
| ease paynents equals or exceeds 90% of the
fair value of the | eased property |ess any
investnment tax credit retained by the | essor.

SPECI FI C CONSI DERATI ONS
The four criteria under section IV.A 3. above require
eval uation of the property, lease term rent and rights

to acquire the property, if any. 1In particular, the
90% test in section IV.A. 3. is of concern in | eases
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V. CAPI TAL LEASE
B.  SPECI FI C CONSI DERATI ONS (Cont' d.)

with longer terns and/or high rents. This test
requires that the total rent payable over the |ease
term be discounted to the present value and be | ess
t han 90% of the property’'s fair market value or be
considered a capital lease. In performng this
cal cul ation, the follow ng considerations apply:

1. Lease Term

Options to extend the | ease may be considered part
of the lease term if the rental for those options
is potentially less than the market rent. For
exanple, if, on the date of the extension, the
rent is substantially |ower than the fair market
rent, or the option is so favorable that its
exercise is assured, then the option nust be
included in the | ease termdi scounted for the

eval uati on.

2. Rent al

Al'l paynents that the tenant is obligated to nake,
or can be required to nmake, in connection with the
| eased property nust be included as rental. This
i ncludes the paynents for tenant inprovenments nade
by the | andl ord, but excludes "executory" costs,
such as insurance, maintenance, and taxes. For
exanple, up front cash paynents or additional rent
to anortize tenant inprovenents woul d be incl uded.
However, operating expense paynents including the
conponent of rent attributable to operating
expenses in a gross |l ease would not be included
(1.e., base year operating expenses plus pass

t hrough expenses).

3. Di scount Rate

In virtually all cases, the applicable interest
rate will be the tenant’s incremental borrow ng
rate, e.g. the rate at which The Regents’ nost
recent bond pool was sold or the rate of a rel ated
i ndex.

In order to avoi d debt by accident, any |ease that may
nmeet the criteria for a capital |ease nust be

t horoughly exam ned in |ight of the above
considerations and, if appropriate, the structure of

6/ 30/ 04 TL 92



ACCOUNTI NG AND REPORTI NG FOR LEASES
AND | NSTALLMENT PURCHASE CONTRACTS
L-217-11

ACCOUNTI NG MANUAL Page 7

the arrangenent nodified to qualify for operating | ease
treatment. Real property |eases should be capitalized
if they contain the above el enents. The applicability
of the accounting rules in this area can be conpl ex.

As needed, canpuses may consult with either Financial
Managenent or the Real Estate Services Goup at the
Ofice of the President. Utimtely, the University's
accounting staff make the determ nation of whether to
characterize and record a University | ease as a capital
rather than an operating | ease. The outside auditors
may review the basis for these determ nations.

OPERATI NG LEASE

Any | ease not neeting the capital lease criteriais

A

TL 92

considered to be an operating | ease.

SCHEDULED RENT | NCREASE ADJUSTMENT

1) In FASB Statenent No. 13, paragraph 15, the
following definition is provided with regard to
the recording of operating |eases:

Normal Iy, rental on an operating | ease shall be
charged to expense over the lease termas it
beconmes payable. If rental paynents are not nade
on a straight-line basis, rental expense
neverthel ess shall be recognized on a straight-
line basis. |If another systematic and rational
basis is nore representative of the tinme pattern
in which the use benefit is derived fromthe

| eased property, such a basis shall be used.
Systematic and rational |ease increases include:

. I ncreases over the termthat are intended to
cover econom c factors such as property val ue
appreciation or increases due to inflation,
and

. Lease paynents which increase with increased
avai lability of the property to the | essee.

2) Al'l operating | eases that have an average annual
expendi ture of $500,000 or nore must be revi ened
by the canpus accounting office to determne if
the | ease paynent requirenments are artificially
| ower in sonme periods; if so, adjustnents using
one of the foll ow ng woul d be required:

. A straight line basis over the | ease term or
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V. OPERATI NG LEASE

A
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SCHEDULED RENT | NCREASE ADJUSTMENT (Cont’d.)

. The estimated fair value of the rental. The
inmplicit financing should be accounted for
using the interest method. That is, interest
shoul d be cal cul ated for each period based on
t he outstandi ng accrued | ease payable. This
should result in a constant rate of interest
over the | ease term

The canpus accounting office should establish a
bal ance sheet account in the prepaynent or
l[iability section in Current Funds if an
adjustnent is required. Each year the canpus nust
adj ust the bal ance sheet account so that by the
time the | ease term nates the balance wll be
zero.

The accounting would be as foll ows:

Dr. Expenditure Account X= XXXXKK- XXXXXK- X- XXXX
Cr. Liability Account X- L1IXXXX
or
Dr. Prepaid Account X- L1IXXXX
Cr. Expenditure Account XK= XHXKXKK- XHXXXK- K= XXXX

Usual ly | eases of this magnitude would only
pertain to | eases of real estate. An exanple
woul d be a ten-year real estate |lease with the
first year free. 1In this instance, if the average
annual cost is $500,000 or nore, the first year
woul d require a debit to the expenditure account
and a credit to a liability account. This
liability account would be anortized (debited)
over the nine year life with the actual expense as
t he paynents are made. Adjustnents are not

requi red when the increase is based on a cost of
[iving index.

LEASES FOR LAND

If land is the sole itemof property |eased, the

Uni versity nust account for it as an operating | ease.
If there is a transfer of ownership at the end of the
| ease agreenent or the | ease contains a bargain
purchase option, the University nust account for it as
a capital lease. Qher criteria that may qualify a

| ease as a capital |ease do not apply to |l and | eases.
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VI .  ACCOUNTI NG PROCEDURES
A CAPI TAL LEASE
Al'l | eases neeting the capital |ease criteria nust be
capitalized. The capitalized value should be the
equi val ent of the cash purchase price as of the
inception date of the |ease; interest or other
financing costs nmust not be included. The capital
| eases can be capitalized either through Unexpended
Plant funds or Current funds. Unless indicated as a
Budget Journal, all journal entries in the follow ng
exanpl es are financial:
1. Capitalization Through Unexpended Pl ant Funds
a. Initial Entries
1) Budgetary Entry
To record the appropriated funds for
capital |ease:
Unexpended Pl ant
Dr. Capital Lease Plant Reserve
X- 1015XX- 015XX
Cr. Capital Lease Purchase
X- OXXXXX- 015XX- 9
2) To record the capital |ease purchase:
Unexpended Pl ant
Dr. Capital Lease Purchase
X- OXXXXX- 015XX- X- XXXX
(Sub 1 or 3, object
code = CAAN or 9000)
Cr. Capital Lease Plant Reserve
X- 1015XX- 015XX- 1560
b. Year-end Capitalization Entries
The paynent of the capital |ease installnents
during the year creates an equity in the
property. The capitalization entries are as
fol |l ows:
1) To reverse the Budgetary entry (Section
VI.A 1.a.1) above):
TL 92 6/ 30/ 04
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VI, ACCOUNTI NG PROCEDURES

A
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CAPI TAL LEASE _
Capitalization through Unexpended Pl ant Funds

Year-end Capitalization Entries (Cont'd.)

2)

3)

Budgetary Entry

Unexpended Pl ant
Dr. Capital Lease Purchase
X- 9XXXXX- 015XX- 9
Cr. Capital Lease Plant Reserve
X-1015XX- 015XX

To cl ose expenditures and fund bal ance
(Section VI.A 1. a.2) above):

Unexpended Pl ant
Dr. Capital Lease Plant Reserve

X- 1015XX- 015XX- 1560
Cr. Capital Lease Purchase

X- OXXXXXK- 015 XX X- XXXX

To capitalize the value of the asset
resulting fromthe capital |ease:

| nvestnent in Plant
Dr. Equi pment (or Buildings and
Structures .) X-1018XX- XXXXX( - CAAN)
Cr. Investnent in Plant
X- 10199 X- XXXXX- 3XXX

Capitalization Transaction Codes Tabl e:
Capitalization-Real Estate-Canpus 3670
Capitalization-Real Estate-Med Cir 3770
Capitalization-Building & Struct-Canpus 3671
Capitalization-Building & Struct-Med Cir 3771
Capitalization-Fi xed Equi pnent - Canpus 3672
Capitalization-Fi xed Equi prent-Med Cir 3772
Capitalization-CGeneral Inprovent-Canpus 3673
Capitalization-CGeneral Inprovent-Md Cr 3773

Capitalization- Software>10M Canpus 3674
Capitalization-Software>10M Med Ctr 3774
Capi tal i zat i on- Sof t war e<10M Canpus 3675
Capitalization-Software<l0M Med Ctr 3775
Capi tal i zati on- Equi prrent - Canpus 3676
Capitalization-Equi pnment-Med Cir 3776
Capi talization-Library Material & Coll 3677

Capitalization-Library Rare Books & Coll 3678
Capitalization-Intangible Assets-Canmpus 3680
Capitalization-Intangi ble Assets-Md Ctr 3780
Capi talization-Infrastructure-Canpus 3681
Capitalization-Infrastructure-Med Ctr 3781
Capitalization-Special Collectns-Canmpus 3682
Capitalization-Special Collectns-Med Ctr 3782
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4) To record the capital lease liability at

the capitalized value of the asset:

| nvest nent in Pl ant
| nvest nent in Pl ant

X-10199X- XXXXX- 3685

Dr.
Cr. Capital Lease Liability
X- 1019XX- XXXXX

For this transaction, the transaction
code 3XXX under section VI.A 1.b.3)

Capitalization Transaction Codes Tabl e
will net to zero with transacti on code
3685 under VI.A 1.b.4) above. Since the
pl ant expenditure has been reversed in
Unexpended Pl ant Funds (see VI.A 1.b.2)

above), the canpus will not use the

transaction code 3610 for these entries.

Capitalizati on Through Current Funds

a.

To capitalize the value of the asset
resulting fromthe capital |ease:

| nvest nent in Plant
Dr. Equi pment (or Buildings and

Structures.) X- 1018XX- XXXXX( - CAAN)
Cr. Investment in Plant X-10199X- XXXXX- 3XXX
Capitalization Transaction Codes Tabl e:
Capitalization-Real Estate-Canpus 3070
Capitalization-Real Estate-Med Ctr 3170
Capi talization-Building & Structure-Canpus 3071
Capitalization-Building & Structure-Med Cr 3171
Capitalization-Fi xed Equi prent - Canpus 3072
Capitalization-Fi xed Equi pment-Med Ctr 3172
Capitalization-CGeneral |nprovenent-Canpus 3073
Capitalization-CGeneral |nprovenent-Med Cir 3173
Capi talization-Software>10m Canpus 3074
Capitalization-Software>10m Med Ctr 3174
Capi talization-Software<l10m Canpus 3075
Capitalization-Software<l0mMed Cr 3175
Capi talization- Equi pnent - Canpus 3076
Capitalization-Equi pnment-Med Ctr 3176
Capitalization-Library Material & Coll 3077
Capitalization-Library Rare Books & Col | 3078
Capitalization-Intangi bl e Assets- Canpus 3080
Capi talization-Intangi bl e Assets-Med Cir 3180
Capitalization-Infrastructure-Canpus 3081
Capitalization-Infrastructure-Med Ctr 3181
Capitalization-Special Collectns-Canpus 3082
Capitalization-Special Collectns-Md Ctr 3182

6/ 30/ 04
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VI.  ACCOUNTI NG PROCEDURES
A CAPI TAL LEASE
2. Capitalization through Current Funds (Cont'd.)

b. To record the capital lease liability at the
capitalized value of the asset:

| nvest nent in Pl ant
Dr . | nvest nent in Pl ant X-10199X- XXXXX- 3085
Cr. Capital lease liability X- 1019 XX- XXXXX

For this transaction, the transaction code
3XXX under section VI.A 2.a. Capitalization
Transacti on Codes Table above wll net to
zero with transacti on code 3085 under section
VI.A 2.b. above. Since there has been no
expenditure recorded in Current Funds, there
will be no elimnation of current fund
expenditure to transaction code 0560 for this
transacti on.

3. Year - End Entri es

The follow ng year-end entries apply to all capital
| eases (Section VI.A 1. and 2. above):

a. During the fiscal year the | ease paynents
will be recorded as current fund
expenditures. (Qbject code 5600 or 5700
shoul d be used for paynments under capital
| eases; as an option, object code 9070 or
9970 with sub 4 nay be used. Use object
codes 5600 and 9070 for all paynments except
t hose for conputer equi pnent; use object
codes 5700 and 9970 for paynents related to
comput er equi pnent .)

I n accordance with Fiscal C osing Procedures,
t hese expenses will be reclassified to a fund
bal ance transfer to Retirenent of

| ndebt edness. The princi pal and interest
charges may be done in sunmary. |If the
expenses are in Current Funds, the transfer
to Retirement of Indebtedness woul d be
recorded as follows:

Current Fund
Dr. Unexpended Bal ances

X- 119XX0- XXXXX- 0544
Cr. Expenditure Account

X= XXXXXK- XXXKXK- X- XXXX

6/ 30/ 04 TL 92
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Retirenent of | ndebtedness
Dr. Retirenment of |ndebtedness
Fund- Pri nci pal X-1017XX- XXXXX- 21 XX
Dr. Retirenment of |ndebtedness
Fund- | nt er est X- 1017 XX- XKXXXX- 22 XX
Cr. Retirenment of I|ndebtedness
Fund X- 1017 XX- XXXXX- 3045
Princi pal Repaynent Transaction Codes Tabl e:
Aux. Ent. — Repaynent of Princi pal 2120
Med. Cir. - Repaynent of Principal 2150
O her - Repaynent of Principal 2180
I nterest Transaction Codes Tabl e:
Aux. Ent. — Paynent of interest 2220
Med. Ctr. - Paynent of interest 2250
Q her - Paynent of interest 2280

TL 92

Transacti on codes of 0544 and 3045 need to
of fset each ot her between Current Fund and
Reti rement of | ndebtedness funds.

| f the expenses are in Renewal s and
Repl acenents, the transfer to Retirenent of
| ndebt edness woul d be as foll ows:

Renewal s and Repl acenents
Dr. Unexpended Bal ance

X-119710- XXXXX- 3400
Cr. Expenditure Account

XK= XRXXXK- XXXXK- XK= XXXX

Retirement of | ndebtedness
Dr . Retirement of | ndebtedness

Fund- Pri nci pal X-1017XX- XXXXX- 21 XX
Dr. Retirenent of | ndebtedness

Fund- | nt er est X-10217XX- XXXXX- 22 XX
Cr. Retirement of | ndebtedness

Fund X-1017XX- XXXXX- 3400

(See Principal Repaynment Transaction Codes
Tabl e above.)

Transacti on code 3400 needs to be offset
bet ween Retirenment of | ndebtedness and
Renewal s and Repl acenents.

To recogni ze the liability reduction
resulting fromcapital |ease paynents nade
during the year, exclusive of interest
expense:

6/ 30/ 04
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VI.  ACCOUNTI NG PROCEDURES
A CAPI TAL LEASE
3. Year - End Entries (Cont'd.)

| nvest nent in Pl ant
Dr. Capital Lease Liability X-1019XX-XXXXX
Cr. Investnent in Plant X-10199X- XXXXX- 35XX

Reduction of Liability Transaction Codes Tabl e:
Aux. Ent. - Repaynent of Princi pal 3524
Med. Ctr. - Repaynent of Principal 3529
O her - Repaynent of Principal 3536

The amounts in codes 35XX shoul d equal the
anmounts in the principal repaynent
transaction codes 21X0 in Retirenent of

| ndebt edness.

B. OPERATI NG LEASE

For straight |eases or rental contracts, charge
departnmental supplies and expense; for rental of space,
use object code 5100; for equi pnent-other, use object
code 5300; and for conputer equi pnment, use object code
5400. For | eases of conputer equi pnment with purchase
options, charge departnental supplies and expense; for
equi pnent - ot her, use object codes 5310 and 9060; and
for conputer equipnent, use object codes 5410 and 9960.

Use the object code 9400 (with sub 4) to denote rental
al l owance credits. This object code is used to record
any rental allowance credits which may be received when
a purchase option is exercised. If a purchase option is
exercised, the canpus wll record the foll ow ng
entries:

1) To record the purchase option paynent and rental
al l omwance credits if any:

Current Fund
Dr. Expenditure Account (gross of purchase option
paynent and rental allowance credits)
X XXXXXK- XXXXX- X- 5XXX
Cr. Expenditure Account (rental allowance credits)
K= XXXXXK- XXXXX- X- 94 XX
Cr. Cash X- XXXXXX
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2) To capitalize the purchase option paynment, net of
rental allowance credits, for the asset:

| nvest nent in Plant

Dr. Equi pnment (or Buildings and Structures)
X-1018XX- XXXXX( - CAAN)

Cr. | nvest nent in Plant X- 10199X- XXXXX- 3XXX

(see Capitalization Transacti on Codes Tabl e under
section VI.A 2.a. above.)

3) To elimnate capitalized expenditures from current
funds at year end:

Current Fund
Dr. Unexpended Bal ance X- 119XXX- XXXXX- 0560
Cr. Expenditure Account X- XHXXXXK- XXXXX- X- 9981

For this transaction, the transaction code 0560
wi |l correspond to transacti on code 3XXX under
section VI.B.2. above.

OBJECT CODES AND CORPORATE FI NANCI AL SYSTEM

Many of the object codes nentioned in this chapter (5310,
5320, 5410, 5420, 9060, 9065, 9070, 9960, 9965, and 9970) are
optional codes and are not used for consolidation purposes at
the O fice of the President. The canpus may use these codes
for local information but nust convert themto match the
codes listed in Accounting Manual chapter A-115-2 (5300,

5400, 5600, 5700, and 9000) before transmtting associ ated
data to the Corporate Financial System (CFS). The canpus nmay
al so use other codes (not nmentioned in this chapter) for

| ocal purposes but nust convert themto the codes listed in
Accounting Manual chapter A-115-2. The codes listed in A-115-

2 are the only acceptable codes. |[|f the above nentioned
codes are used to process and transmt financial data to CFS
wi t hout conversion, an error nmessage will appear. The Ofice

of the President policy is to keep the list of object codes
on CFSto a mninmumwhile providing the desired information.
If nore detailed information is needed at the CFS | evel,

t hese and other codes will be added to the A-115-2 chapter.

REFI NANCI NG OF EQUI PMENT

There is no change in the equi pnment inventory system

acqui sition code when equi pnent is refinanced. \Wen equi pnent,
whi ch was previously purchased by the canpus and entered into

t he equi pnent inventory systemwth the acquisition code "31"

(purchase order), is later used as collateral for a | ease, the
acqui sition code shoul d not be changed.
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| X. RESPONSI BI LI TI ES

The Canpus Controllers have overall responsibility for
ensuring the necessary accounting entries are nmade in
accordance with this Accounting Manual chapter and for
submtting the conpleted Report on Leases to the Corporate
Accounting O fice in accordance wth the Fiscal C osing

I nstructions. Sone of the |ease information may require
coordi nation with the purchasi ng departnent.

X. REFERENCES

Accounting Manual chapter

A-115-2  Accounting Codes: General Ledger

A-115-3  Accounting Codes: Transaction Codes for Fund
Bal ances Accounts

P-415-3 | nvestnent in Plant — Capitalization and
Elimnation in Current Funds

P-415-8 Pl ant Accounting: Unexpended Pl ant Funds

Busi ness and Fi nance Bulletin:
BUS- 29 Managenent and Control of University
Equi pnent
BUS- 43 Mat eri el Managenent

Byl aws and Standing Orders of The Regents: Bylaw 21.3 and
standi ng Order 100. 4.

Director Donald L. Alter, Menorandumto Accounting O ficers
on Accounting for Leases, February 8, 1988.

Director Donald L. Alter, Menorandumto Accounting O ficers
on Revisions to Accounting Manual chapter L-217-11, My 19,
1992.

Hi storical note: Oiginal Accounting Manual first issued 8/1/80;
first revision 3/1/84, second revision 8/1/91. Current revisions
12/ 1/92 and 6/ 30/04; anal yst--Hel ena Leung.
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EXHBIT A DI AGRAM FOR REQUI RED ELEMENTS OF A CAPI TAL LEASE

Lease Agreement

lYes

Is this a capital asset
and Current market

value $100,000 or
more?
0
lYes
Is this non-cancelable?
No

l Yes

Is the lease = or >
75% of the Is present value of

e e e Do I iy CEETES
p! p puon: life of the lease of fair value?
No No property? No No
lYes T
Yes Yes Yes
Capital Lease +—

End.
TL 92 6/ 30/ 04



