Leasing v.s. purchasing computer equipment

By Roland Gesthuizen, Learning Technologies Coordinator

The Issue

The rate of technology change is increasing, with an emphasis on client/server technology, faster system development, and shorter equipment life cycles. The past seven years has seen up to three different generations of computer hardware used by administration and students. This created a problem with the learning technology budget as the school sought new ways to accommodate technological change.

Outright purchased equipment could be made within the existing school budget or from their savings and reserves. With an operating lease, the school obtained the use of the technology and equipment and the vendor retained ownership. Leasing is a feasible, cost-effective alternative to purchasing equipment, particularly in the areas of desktop computers, laptops and photocopiers.

A comparison of different options

The decision on whether to lease or purchase equipment was made by examining the school learning technology management processes, learning technology needs and the different lease and purchase options. 

If done in the right way for the right reasons, leasing can be an efficient and cost-effective alternative to purchasing. If handled incorrectly, leasing can be more expensive and harder to manage than an outright purchase. The comparison included factors such as the total cost of equipment acquisition, asset management, support, staffing and disposal.

	Reasons to Lease
	Reasons not to Lease

	· Help smooth budget spikes with the flexibility of spreading out payments

· Facilitate rapid technology deployment and standardisation efforts

· Staff time spent maintaining different systems and machines can be reduced.

· Hardware replacement every three years according to industry life cycles

· Provides for an effective disposal strategy for used equipment 

· There is a business need for quick adoption of new technologies
	· Lack of an in-house asset management system

· Concerns with committing to one technology vendor for 3 years

· Lack of contract management skills 

· Inability to strictly adhere to contract length, terms, and conditions 

· Lack of a strong architectural plan for technology


The cost savings are not always obvious

Cost savings from are not allays apparent when simply comparing the price of the lease to the price of the equipment. The savings and efficiencies that come from improvements in the computer hardware life cycle management process are dependent upon the situation at each school. Schools must also consider the cost of maintaining the hardware, the availability of staff expertise (for problem solving, development, and management), and the value of the equipment at the end of its useful life cycle.

In some cases, purchasing will provide greater functionality and efficiency to the users, while in other situations, leasing may allow some schools to leverage their information resources budgets more effectively with particular savings in regard to staffing and asset disposal, where the costs are not always obvious.

The decision over whether to lease or purchase technology must be made according to how the equipment will be used by the school.

Learning technologies require a permanent funding stream

Leasing helps to convert a capital expense to an operating expense. (like phone charges)

They are categories tied to your institutional budget practices and culture. Leasing can play an important role in facilitating and/or changing current practices. 

Computers are a recurring expense that requires a permanent funding stream. 

How you classify those expenses for accounting purposes is less important than making sure that the funding is available on an annual basis to replace a percentage of your inventory. Leasing is simply a method of imposing a discipline on providing that funding stream. 

Redeployment of support staff

Equipment lease arrangements that include maintenance contract save money as support staff can be redeployed. It may not usually lead to staff reductions, but rather redeployment of staff. 

Unless we think PCs are going to soon come off our desks, then we must learn to treat the cost of the computer as just another low-cost business machine. The real cost is in the support anyway. For example, A significant proportion of our home telephone bill goes towards leasing the telephone handset. If a PC costs $700 a year over three years, compare that to the cost of the networking, software, and tech support needed to keep it being a useful tool.

New technology can be introduced every three years

PCs are just another cost of doing business, like having a desk, a chair, a desk lamp, a phone "instrument," a file cabinet, and bookshelves. The school administration should plan on funding such equipment routinely for a long time to come.

Purchasing hardware may hinder the school’s ability to take advantage of technological advances when the technology becomes available. It may commit the school to expensive and labour intensive upgrades of equipment that may become quickly obsolete and unable to meet the school needs.

Purchasing different batches and levels of equipment and operating software may require more staff time to be spent working through repairs than on projects, requires greater knowledge amongst staff and students, and may decrease the ability of students to exchange information.

Equipment disposal can be time-consuming and costly. 

Up-front costs may have adverse impact on school budgets. To establish at the one time, three computer labs of 26 computers at $1750, will require a single $150,000 outlay. 

Capital-intensive expenditures for IT with decreasing life cycles. 
Little or no hardware maintenance required by support staff

Software can be pre-installed and configured by vendor

Support staff can concentrate on service delivery and support apart from maintaining existing equipment. Experience shows that when new technology is made available to staff and students, it unleashes a pent-up demand for support services and requests for assistance in applying the new versions of software that will operate on the new hardware technology.

Consistent annualized costs (Accountants certainly like this.)

No need to staff or organise a disposal plan for 40 (one third of our inventory) obsolete computers each year

Easier to inventory track for computer

Can organise overlap for change out old for new

Support staff are only needed during the overlap period to to unpack, pack equipment and move data.

Leasing companies have to pay off their inventory at least as fast as we (the institutions) do. We do not tend to use computer equipment after three years when it has little residual value.

Leasing companies have to make money on their investment. 

Migrating from one machine to another is costly. The actual effort to move data is one factor; the learning curve for the new system another; and the software that used to work on the old one but won't on the new one is a third. Not something we want to be doing for every new release of something. Leasing won't decrease this cost, and could increase it if people are required to migrate before they have any real need to.

On balance, I believe we can run as cheaply if we lease all our main computer equipment. if we look at a three year outright purchase cycle. It is difficult to convince some administration staff that computer hardware is essentially a supplies and services expense. Leasing moves the expense from "capital" to supplies and services, and may be the only way to sell a reasonable replacement cycle.

4) The rapid pace of technological change: With new products entering the market on six to nine month cycles, institutions with universal access strategies are better able to keep pace. Lease arrangements, for example, may allow computers to be replaced annually or bi-annually.

Lease/Purchase Options

In order to take advantage of the latest technological advances in personal computing and to lower barriers to acquiring computer access, participating vendors should provide a convenient cost effective and flexible process for students, faculty, and staff to upgrade, replace, or return their personal computer at fair market value. Easy-payment plans and the like are desired.

Update/Renewal Options - Product Life Cycle

The University is diverse in its course offering and administrative needs. Several schools may elect to keep their students and faculty current due to the rapid change in technology. A process should be in place to refresh the technology with a “fair market value” trade-in. For those individuals that lease personal computers, they may request annual or semi-annual technology updates before the end of the lease term and without adjustments in the monthly lease. A formal refresh program should be in place that allows the customer the newest model, as an extension to the existing least agreement, negotiated and determined by the individual client.

With colleges and universities already facing enormous financial pressures, strategies such as universal access to a networked computer must make good financial sense. Expenditures that do not contribute directly to the learning productivity of students--and their ability to gain the knowledge to succeed in a competitive world economy--will be difficult to justify to either policymakers or students. The costs for universal access must be borne jointly by the student and the institution. Financing issues raised by institutions with existing universal access policies include the means by which a student possesses a computer (loan, lease, purchase, etc.), the decision to assess a technology fee or build the cost into a tuition increase, financial aid issues, and funding the network infrastructure necessary to support universal access. 

In implementing a universal access strategy, institutions must decide whether to slowly phase-in the policy or adopt it in one step for all students. Decisions must be made on whether to adopt a single model of machine for all students, allow differences among departments/disciplines, or to allow the student to decide what kind of computer to purchase. There are advantages and disadvantages associated with each decision. 
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