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Culpeper County, Virginia


Procurement Department
101 S. West Street, Suite 300
Culpeper, Virginia 22701
County School Bus Lease vs Buy Comparison Analysis

INTRODUCTION

The Culpeper County School system currently has a student body of 7,787 as of October 31 2008.  Enrollment includes the Culpeper County High School, Middle School, and five elementary schools.  It is estimated that the County School System is providing transportation for 4,900 students during normal operations.  Projected student enrollment over the next 5 years is at a 4 % growth.

The County residents hold the County School Administration responsible for the safety of their children during school hours and busing commutes to and from school property. Similar to other county school systems one of the major concerns is the expenditure of new school buses to comply with state regulation (Part V. Minimum standards for school buses in Virginia. Article 1. General Requirements).

Recognizing the importance of safety and cost, the Culpeper County Administrator requested a study for the options of school bus leasing. Therefore, a study of leasing school buses was conducted. This report summarizes the findings of that study. 

BACKGROUND

The present County owned school bus inventory consists of 94 buses ranging in model years 1991 – 2007 with a projected additional 5 new buses per year. The average cost of a new 64-passenger bus is $52,000.

The States recommended life cycle for school buses is 12 years; Culpeper County Schools recommendation is a 16-17 year life cycle.  As school buses approach their full service life, the school could incur excessive repair and maintenance expenses.  Although there have not been many major repairs the repair cost to date is $684,412 for all 94 buses within the past 17 years.  Exhibit A. breaks down the inventory of buses, original cost, repair cost, number of buses bought each year, and years of service.

LEASING

Leasing finance programs can provide a specific budget incentive for schools needing school buses at affordable terms.  A leasing program can be designed to meet any schools specific needs including long or short-team leasing programs.  A long-term multi-year program provides mechanism to add, delete, or exchange school buses as the County’s student population changes. Once the lease expires the most common choices are:

1. Return the bus and select a new bus with similar payment. 

2. Re-Lease the remaining Lease balance for the same or lower payment until it is paid in full. 

3. Pay-off the pre-determined remaining balance and "own it". 

4. Return the Bus. 

Lease vs. Buy
	LEASE
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	BUY

	Ownership
	
	Ownership

	LEASING: The school does not own the bus, and must return it at the end of the lease unless the school chooses to buy it.
	
	BUYING: The school owns the bus and gets to keep it at the end of the financing term.

	Up-front costs
	
	Up-front costs

	LEASING: Up-front costs may include the first month's payment, a refundable security deposit, a capitalized cost reduction, registration and other fees, and charges.
	
	BUYING: Up-front costs include the cash price or a down payment, registration and other fees, and charges.

	Monthly payments
	
	Monthly payments

	LEASING: Monthly lease payments are usually lower than monthly loan payments Fees include buses depreciation during the lease term, plus interest.
	
	BUYING: Monthly loan payments are usually higher than monthly lease payments mainly for the entire purchase price of the bus, plus interest and other finance charges, and fees.

	Early termination
	
	Early termination

	LEASING: The school will be responsible for any early termination charges if lease is terminated early.
	
	BUYING: The school is responsible for any pay-off amount if loan is terminated early.

	Bus return
	
	Bus Liquidation

	LEASING: Return the bus at lease end, pay any end-of-lease costs, and “walk away.”
	
	BUYING: Sell or trade the bus. 

	Future value
	
	Future value

	LEASING: Risk of the future market value of the bus.
	
	BUYING: Risk of the bus’s market value when trading or selling.

	Mileage
	
	Mileage

	LEASING: Limited mileage driven on bus.  Higher charges for exceeding mileage once the bus is retuned.
	
	BUYING: Unlimited mileage

	Excess wear
	
	Excess wear

	LEASING: Limited wear to the bus during the lease term. 
	
	BUYING: No limited wear to the bus

	End of term
	
	End of term

	LEASING: Finance the purchase of the existing bus, or lease another vehicle.
	
	BUYING: Ownership


SUMMARY

Leasing is simply an alternate means of financing County school buses at a reasonable cost and a low interest rate. When leasing school buses, the County schools retain ownership. During the contract period fixed payments are made and the buses are returned on a future date that is stated in the agreement.
Equity payments are invested in the future unencumbered ownership of the asset.  Lease payments are only for the value of the school bus use during the lease. [image: image3.png]



Some schools within the state of Virginia have been attracted to school bus leasing due to budgetary constraints allowing schools to obtain more school buses with smaller investment.

Lease terms can vary from short to long-term. The principal factors affecting the payment are the length of the lease, and the number of miles driven during the lease.

Schools utilizing leasing options can allow for a careful cash conservation and financial planning.  Requiring smaller initial capital outlay freeing up school capital for other purposes.

PAGE  
1

