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Intermediate, majors
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[bookmark: _z303f3j43dqf]Length of Time/Staging
Two class sessions of 75 minutes, with a day or a weekend in between for groups to gather and analyze data, is recommended.
[bookmark: _pxjzbthui131]Abstract
The problem focuses on whether leasing or buying an asset is less expensive. The problem provides a setting in which students will be able to apply concepts such as discounting, NPV, capital budgeting, etc., learned earlier in a typical corporate finance course. The problem provides material that could make individual groups to propose different solutions based on the publicly available information they access. In spite of these differences, the problem has enough structure for coordinated classroom discussion to enable each group to learn from the analyses of other groups.
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[bookmark: _1umnobtgalmq]Format of Delivery
Class time: One week of class time—about two and a half hours. Two class sessions of 75 minutes, with a day or a weekend in between for groups to gather and analyze data, is recommended. 
Group size: three to five students 
Sequence: Part one can be done in the first part of session one. 
Part two can be done in the later part of session one and in session two.
[bookmark: _n3y8nwy61v6l]Student Learning Objectives
1. Identify the alternatives.
2. Estimate the relevant cash flows from leasing and debt financing and compute their present values.
3. Concepts applied in the problem from previous courses: discounting, incremental cash flows, tax-adjusted cost of debt, depreciation and interest on debt and their tax benefits, and capital budgeting.
4. Concepts to learn from doing the problem: Why should leasing be compared with purchasing with debt? What are the possible non-financial and qualitative factors that may be relevant in the decision making process?
[bookmark: _3lm7j3qzpj1a]Student Resources
The following list is an example. Students may identify other sources of information. These sources could change from time to time.
1. Leasing 
Car dealerships, car companies (Example: www.honda.com for Honda) 
2. Information on car loans 
Websites of banks, credit unions, and other financial institutions making auto loans 
(Example: www.bankofamerica.com for Bank of America) 
3. Information on car prices 
Websites of auto dealers www.kbb.com; www.edmunds.com 
4. Income tax tables: www.IRS.gov 
5. Any standard, intermediate undergraduate text or introductory graduate text on corporate finance (example: 1. Ross, Westerfield, Jaffe, 2. Brealey, Myers, and Allen) 
6. Some blogs on leasing automobiles 
a. Car lease payment formula. How lease payments are calculated (standard method): www.leaseguide.com/lease08.htm 
b. Business automobiles. Lease vs. buy: www.henssler.com/on-the-radio/2006/4/28/business-automobileslease-vs-buy.html  
c. Standard mileage or actual expense?: www.smbiz.com/sbfaq024.html 
d. How to lease a car, SmartMoney.com: www.SmartMoney.com/spend/autos/how-to-lease-a-car-1304841443503/?link=SM_mostemailed  
e. Auto leasing: The art of the deal: www.leaseguide.com 
[bookmark: _kirkxf54yqyh]Instructor Resources
1. Graduate level textbooks or intermediate undergraduate level textbooks on corporate finance.
2. Material available on the web.
[bookmark: _ryscifhiv2w9]Author's Teaching Notes
I wrote ''To Lease or Buy?'' to provide a setting that could help students learn the issues involved in leasing versus purchasing decisions. The problem requires identifying the relevant cash flows for the two alternatives and finding their present value using the appropriate discount rate. Information on car price, interest rates on loans, and income tax rates can be easily obtained on the internet at no cost. Unlike case studies, Problem Based Learning is based on and is enriched by students' involvement in gathering the needed information. However, for classroom use, it is very difficult for students to collect information on capital leases. By asking students to figure out the minimum lease payment (from the point of view of the lessor—here, the auto dealership) the problem meets the requirements of a standard lease versus purchase problem of a capital lease. Results of the analyses by students could vary depending on the data they choose to use. However, the problem provides enough information to enforce structure so that all students can learn from classroom discussions.
The problem requires students to determine whether Jim Morris should buy or lease a car. The problem allows some choice regarding the car and flexibility in price.
Generally, the asset to be leased is assumed to be held for its entire economic life. After-tax cash outflows for leasing and buying alternatives are then estimated and their present values are computed. As the life of the asset for both alternatives is the same, the present values obtained are comparable. When a car is leased, however, the time period of a lease does not match with the time period of owning it. The lease period is usually shorter than when the car is owned.
It is often suggested that, if one desires to keep a car for a short time, leasing could be a cheaper alternative. From a financial perspective, it is worth determining the present value of costs of the two alternatives. However, as the time-periods of the two alternatives are generally different, the present values of costs are not directly comparable. Some students may note that a similar problem arises in capital budgeting when mutually exclusive projects with unequal lives are to be compared. A popular technique (recommended in finance textbooks) for solving the problem of projects with unequal lives is to replicate the projects so that the projects have the same life. In the present leasing problem, that technique could be applied to compare the present value of the cash flows of the leasing and buying alternatives.
[bookmark: _2fpna54vyx5e]Assessment Strategies
Problems on leasing can be given on exams. The length and details may be considerably lessened. Further, all the required data for the quantitative analysis must be provided.
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