PURPOSE:


This procedure establishes the methodology for obtaining and controlling operating lease agreements for property other than real property as defined in the Code of Federal Regulations (18 CFR 101, General Instructions 19). 





PROCEDURE:





  I.	OVERVIEW


A lease should be considered only when: 


Funds to purchase are not available; 


Equipment has a very short life; 


Equipment is experiencing very rapid technological change; or


Equipment cannot be acquired by any other means.





 II.	USER DEPARTMENT


The first step in obtaining a lease agreement is for the user to perform a lease-versus-buy study.  The study should compare the economics of both methods considering such factors as depreciation, cost of money, owner maintenance expense, and salvage or property disposal value.  Other factors to be examined are time-versus-cost considerations, socio-political implications, and any other intangible determinations that may affect the decision. 


Depending on the nature and dollar value of the lease being considered, it may be desirable for the user department to hold meetings with Supply Chain Management, Rates and Regulatory Matters, and Corporate Accounting to obtain assistance in making the lease-versus-buy analysis. 


When the results of the study clearly establish that a lease agreement is the preferred method of procurement and that business decision has been approved by the affected functional Vice President, a purchase requisition will be prepared in accordance with Management Procedure 310-001.  A copy of the lease-versus-buy study will accompany the requisition.





III.	SUPPLY CHAIN MANAGEMENT


A.	Upon receipt of a requisition approved in accordance with Management Procedure      310-002, Supply Chain Management will solicit bids from the appropriate sources and proceed with procurement process.


B.	A lease agreement is normally prepared by the lessor on his form and contains the terms and conditions favorable to his position.  The text of the lease agreement in its final form is negotiated by Supply Chain Management.  After approval and execution by the appropriate Company officer, a purchase order is issued and the signed agreement is distributed.  The original copy is filed in Supply Chain Management.


C.	The purchase order will identify the payment terms of the lease agreement, including: 


 Payment schedule;


Duration of payments;  and 


Date initial payment is due.





 IV.	CANCELLATION OR TERMINATION


During the period of the lease agreement, it may be necessary to cancel or terminate the agreement.  Depending on the terms of the agreement, the first step is to establish the amount of the liability to be incurred by the Company as a result of cancellation.  When this is determined, a trade-off study will point to the appropriate option:  continue the lease, buy out at the lessor's quoted price, or negotiate a settlement with the lessor.  During the period, there must be close coordination between the user department, Supply Chain Management, and Accounts Payable.





  V.	RESPONSIBILITY


The Manager of Supply Chain Management is responsible for implementing and ensuring compliance with these procedures. 











	_____________________________


	Vice President, CFO and Comptroller
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