Leasing 
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	1
	Welcome. 
If new people are within the cluster it may be worthwhile spending some time introducing yourself and discussing what your role in school is. Times are average and some slides may take longer or shorter to discuss.
This session is about Leasing.  Slides without notes may be talked through. 
	2 mins

	2
	Reminder slide about the procurement cycle.
	1 min

	3
	Content – what we will cover in this session:
· Definitions of a lease
· What is leasing?
· Accounting standards for leasing
· Leasing concerns
· Operating V finance lease
· Objectives of a lease procurement (Stage 1, 2 and 3)
· Multi-Functional Devices (MFDs)- 
· purchase
· rental
· operating lease
· framework agreement
· Roll over leases
· 3rd party finance
· 6 S’s to success
· The WEEE Directive
· Good practice



	2 mins

	4
	
Legal definition of a lease. [image: ]
	

	1 min

	5
	 [image: ]
A simpler definition of a lease!
Legal document  - a lease is legally binding
Easier?? Must be. Nobody asks for help when entering into leases although they should. They ask for help to get OUT of them! Make sure your school knows the termination terms before entering and understands the total cost of the agreement being signed up to. Especially when prior to academy conversion.
Agreement – If it is an agreement why are so many unfair? An agreement assumes both parties understand what they are agreeing to. Do we have many problems because schools genuinely don’t understand what they are signing or are they being mis-sold or is there misrepresentation? A little of both I would suspect. These leases are well sold with plausible demos by well-seasoned salesmen.
Signature – Ensure the person with delegated authority actually signs the agreement and understands the costs and that a copy of the signed agreement is retained.
Before the next slide ask the group what they think correct and effective leasing allows? 

	2 mins
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Did the group come up with some of these answers or more?
	2 mins
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All schools are required to follow the requirements of the EFA Financial Handbook when considering leasing as an option.
	1 min
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This advice is taken from real life examples.
Ultra Vires – literal translation is “beyond ones power or authority. There have been cases in the media where schools didn’t seek the appropriate authority to borrow.  It is extremely difficult – virtually impossible to unwind or get out of a contract where suppliers offered cash back often termed “marketing support” which results in the lease being converted into a finance lease (a loan). It can be very costly for the school.
Watch out for ‘free’ numbers of copies may be getting a good deal, but the advantage of such arrangements to suppliers is that it makes it hard to compare quotes easily.
Compare schools costs against similar sized schools; what machines have the group got and what is the need not want? Could the leverage of a group requirement generate a better deal? Look at RM1599 framework – it’s been sourced centrally and all the hard work has been done for you. In any event always benchmark against public sector frameworks including RM1599 (CCS/YPO/espo).
Printing to photocopiers is generally far more cost effective than printing to desktop printers, as ink cartridges are very expensive.
 
Larger schools, if not already, should consider getting their supplier to audit their site to determine where prints are going, and set up rules to only allow colour prints by certain users/to certain machines etc. The supplier may be able to demonstrate which desktop printers are actually surplus to requirements.
	5 mins
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	1 min
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The delegates may want to print and use.
	1 min
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	1 min

	12-14
	The next 3 slides show 2 examples for determining the route a school may want to follow for planning the renewal  of a contract for MFDs.
	6 mins
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	1 min
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	1 min
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	1 min
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	1 min
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Ask if any school have a compliant deal as good as or better that they would share with the group. 
In the framework all the hard work has been done for you.  There are different lots (options) depending on the size of school. Lot 1 is particularly suitable for primary schools.  
	3 mins
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Ask the group if anyone has heard this term? Talk through the following advice but be clear that it is to be avoided at all costs and schools should seek legal advice if they believe they may have a roll over lease.

Has anyone heard of the first bullet or declined a suppliers offer?  Additional softwares will have a value and may be claimed by a supplier incidentally – they may not tell you up front.

Roll over leasing occurs when a school signs a lease for a certain duration e.g. 5 years, but decides to replace equipment before the contract expires. If this happens after say 3 years, the school will have 2 years of costs added (or rolled) onto the new lease. Similar to compound interest. This can be very expensive over the length of the new contract, has resulted in some schools paying 5 times more than  originally anticipated.
Schools should always stick to the original contract length wherever they can. With most operating leases bought through framework agreements, the supplier is liable for repairing or replacing the equipment for the length of the lease. With the CCS framework  RM1599 the suppliers aren’t allowed to offer finance leases.
Terminating a current agreement There will be a cost which the supplier will ADD to the cost of the new contract. The amount which the supplier will calculate will be carried forward from a previous lease (i.e. rolling over) and added to the value of the new equipment. This will multiply by several times the amount a school owes on ONE photocopier.
The Finance and Leasing Association offers membership for suppliers by subscription. Those members are governed by certain codes of conduct. Schools can print a copy off for your own use at www.fla.org.uk. This website is also useful for identifying whether suppliers are valid members as the membership directory is also available to all on this site.

Schools should also be aware of  ‘evergreen contracts’ – similar to a rollover contract. This can mean that every time a school gets a new machine, the contract is automatically extended by a number of years. This makes it very hard for a school to get out of a contract.  Or alternatively the contract has no end date an evergreen clause, or evergreen lease, as the word implies, signifies a contract that goes on forever!

Schools should note that you cannot finance the same machine twice and suppliers may try to find a work around.

	5 mins
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If the CCS framework is used for example  the lease element is included in that so no need to go to a third party for the finance.  No third party finance is allowed through RM1599.
	2 mins
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This area can be a  minefield – in some ways similar to Photocopiers…
Walk through the slide. 
There is a standard practice to be aware of:
· the calls and line rental are a separate agreement to the leasing of the system. It is often anniversary led, the suppliers small print will state when- e.g. three months notice – however it will only stop on the anniversary notice of signature date.

Public Sector Buying Organisations and the Crown Commercial Service (CCS) offer frameworks  for access to networks and traditional telecommunications services, including PSN compliant services.

	1 min
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Schools should be careful of any agreement called an ‘evergreen contract’. This means that every time a school gets a new machine, the contract is automatically extended by a number of years. This makes it very hard for a school to get out of a contract.

	1 min
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	2 mins
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	2 mins
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The Waste Electrical and Electronic Equipment Directive (WEEE Directive) put a responsibility on schools to to ensure that final disposal of all waste electronic and electrical equipment is responsible and traceable. Does the group know what items WEEE encompasses? e..g. items with a plug or battery. Schools should have a policy in place when initially purchasing electronic equipment and when disposing. A public sector deal will have this covered. 
	2 mins
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	1 min 
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	1 min
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A reminder of what we have covered. Agreeing verbally as well as in writing can be construed as a contract (covered in detail in Module 8) as you have trusted the supplier in what he is telling you. 

	1 min

	30
	Train the Train Modules
What shall we do next?
	3 mins 

	31 
	Questions
· How the group will put into practice what they have heard?

	5 mins


56 minute session  
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Definition of a lease

Written or implied contract by which an owner
(the lessor) of a specific asset (such as a
parcel of land, building, equipment, or
‘machinery) grants a second party (the lessee)
the right to its exclusive possession and use
for a specific period and under specified
return for specified periodic

or lease payments. - Business
Directory.com
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Our Definition of a lease

« Legal Document:

+ Easier to get into then out of.
- Agreement:

« Signature is required.

Schools should not expecta leasi

company to be aware that
schools are unable to enter into a

ance lease
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Whatis leasing?

« Itis an agreement whereby the leasing company retains ownership
of the asset yet allows organisations to use itfor the duration of the
lease:

+ Leasing enables schools to keep hold of existing funds which could
perhaps be better spent elsewhere .g. to meet growing ICT
demands, leasing may allow a school to upgrade to the latest
technology at less cost than if you were to purchase equipment
outright:

« Leasing is only one financial option so considering all routes to
market makes good sense.
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Accounting standards for leasing

+ Statement of Standard Accounting Practice 21 (SSAP 21);

+ Foraleaseto qualifyas operating,the present value of the rental
payments must amount to less than 30% of the original costof the asset;

+ Thismeans that the minimum residual value for an asset must be about
13% for a 3 year lease or about 14%fora 5 year lease;

+ schools cannot borrow~ a finance lease is borrowing;

* Afinance lease must appear on the LA or Trusts balance sheet;

+ Schools mustnot have title transfer or the rightto sale proceeds;

+ IAS1T - an agreement whereby the lessor conveys tothe lessee in return
fora payment or series of payments the right to use an asset for an agreed
period of time” (Paragraph 4of 145 17)
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Leasing concerns

+ Beware of supplier introduced leases on assets which depreciate fast
and ars dificul o retum a fnance lease 1s kel to be offsred. This 15
o T Camprant i s

+ Schools should be concered about:

— Uncompstitverates
Finance esses

Onerousor blankdocumentation

Finance linked to supply - forcsdrafiesn

Rolloverlesses

« Always look to break down
~ Supplycost
. Finance costs
. Maintenanes and senvice coss

- Operating leases can be ananged for most assets
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Operating V ance Lease

Operating Lease:
‘ownership remains with the leasing company which s responsible
for the depreciation risk and disposal ©

« Allthe School does is pay the rental on a straight line basis over the
Tease term:

« Not full market value of machine costs or whole cost should not
exceed 90% value of the equipment.

+ Financial risk remains with leasing company;

Finance Lease:

+ the leasing company owns until fully repaid then ownership transfers
tothe scrbol o  rea °

+ Financial risk remains with the schools;

This is a Loan andis notallowed unless approvedby EFA. Schools shouid not
Pt Sangcompany o b avale that SchonlS 3 uRabiS o Sri o 3
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Objectives of alease procurement

To achieve:
+ Maximum benefit for best value:
« Asharing of the risk:

+ An opportunity for collaboration
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Multi-functional devices (MFDs)

MFD's or Photacopiers can prove a complex and costly
purchase for schools i it goes wrong. Consider the options
available:

- Purchase

- Rental

- Operating lease

+ Public sector framework agreement

Department —1=1
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MFD purchase

- Advantages
- no contractual issues:
~there is one simple costto compare:

+ However a school will need to have enough money to buy the
machine, which may be several thousand pounds:

+ Additionally the school will need to agree a maintenance contract
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MFD - rental

+ Aschool pays a certain amount a month for a machine

+Is not tied into a contract (apart from giing a notice period of a few
months)

« Note: this option is usually only available with old machines that
have very litle resale value
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MFD’s — Operating lease

+ Advantages - a school agrees to rent the machine for a period of
time e.g. 3 years:

+ Most common type of amrangement - the school gets use of an asset
for most of its useful ffe without having to find the capital cost
upfront;

+ Usually the lease will include maintenance, as responsibilty of the
machine remains the property of the supplier:

+ Rentals charged to revenue on a straight line basis over the term of
the lease.
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MFD’s framework agreement

+ Compliantly tendered:

« Provides complete transparency - pricing, terms and pre-defined
senice levels:

« Excellent savings on lease costs, per-page rates, fixed price:
+ Choice of mano or colour output:
« Extensive range of machines:
+ e.g Crown Commercial Senice RM1599
- Lot 1 Xerox
- Colour 1.99p=£0 0199
1000 copies for £19.90 . .

- B/W0.199 =£0.00199
1000 copies for £1.99
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Roll over leases

+ ASchool with existing photocopiers is approached by the supplierto
renew the contract to save money and they Il add latest softwiare free of
charge. Sound familiar?

+ Finance company may change: interest rates certainly will

+ Aschool could have a sum outstanding from a previous roll and added
tothe value of their (used/seniced) copiervalued at whatever a
‘supplier indicates. This could be more than when it was brand new!

« Now the school owes considerably more on ane copier than before they
signed the agreement. Money for nothing for the suppl

Finance and Leasing Association wy fla org uk
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3rd party finance

« Ifleased, a 3% party finance company may be used to fund the iitial
purchase of the equipment (which remains property of the supplier
inan operating lease):

« IFthisis used, then the school should pay the 3¢ party directly so as
to ensure the photocopier supplier does not miss payments, which
could later become the liabilty of the school i the supplier goes
bankrupt;

« This has caused schools problems in the past because the 3¢ party
has been supplying a finance lease.
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Telephone Systems

+ Lease payment for old system

+ Maintenance charge for old
system

« Lease payment for new system

+ Maintenance payment for new
system

+ Lease payment for UPS / Gas
surge protection

« Maintenance payment for
UPS/Gas surge protection

« Annual surge protection
charge
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Some Don'ts

+ Don't lease from Suppliers;

+ Don't let outsourcing partners add finance without the School's prior
permission and proving VFM;

+ Don't sign an evergreen contract
+ Don't assume that money costs the same from all sources;

+ Don'tlet suppliers dictate how you procure finance:

+ Don'tlet poor asset management determine your funding choices
+ “Weve always done itthis way”, is not an answerll
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Some Do’s

The 31's:

+ Invesfigate—to find out what you needto know

+ Interrogate—to find out what you wantto know

« Initate — when you have to know andnobody is helping!

* Knowyour financial regulations and procurement policy —do you have an
approving oficer?

= Obsenve andidenify areasthat can be improved:

* Deyelop something better andintroduce sublly- infroduce good practice
andreifforce e messags wih posiive news stories through varous
Metnods .o, newslstier.

* Question RRP— Photocopiers shouldnever be boughtat their
fecommendedreiailprice 729 is common place-©.0.4 210,000
machine could actually silfor 2,500 or less.
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6 S’s to Leasing Succes:

« Source  -is a public sector deal available for what you are looking
for and extend search if necessary:
« Select - Choose the supplier you want to go vith after gettin
oo e o Ll g
costs!
Submit - for approval from your designated offcer;
Satisfy - Ensure you comply with your finance regulations:

Sign - Only after you have approval and keep a copy!
Success - If you follow All of the above then you can celebrate
your success
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The WEEE Directive

+ The European Waste from Electrical and Electronic Equipment
Directive:

+ Introduced to reduce the amount of WEEE going to landfil. It
requires that all manufacturers and producers take responsibilty for
what happens to their products at the end of their working lives:

+ How does it apply to schools?
- Retum of leased assets

- Know your return terms and conditions. One of the main
reasons to use a public sector deal
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Good practice and top tips
- Know the asset's working life;
 Be realistic about how much it will be used:
- Consider other options as well as leasing;
- Never extend a lease, see it through:
- Pay annually rather than quarterly if you can;
- Leave sufficient time to procure a replacement.
W
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What can you do to help?

«Promote Best Practice

«Introduce and raise awareness of safeguarding processes

« Provide help and guidance

- Share good news stories and celebrate each success

- Eradicate roll over leases and inappropriate leases in our schools
«The future starts here and we can make a real differencell
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Caveat Emptor

“LET THE BUYER BEWARE”

‘The law will see your school as having
accessto professional senices -

therefore you cannot claim you didn't
know





