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Briefing Note  :   Leasing ICT Equipment (Schools) – General Information for Consideration

1.
Background Information – ICT Equipment and Costs in Schools

Schools face the need to have a policy for sustaining ICT equipment levels in the future. Some schools are looking to a rolling programme of replacement whilst in other schools leasing is used as a means of achieving this same goal.

Schools vary in their estimates of the costs needed to maintain suitable and sufficient levels of ICT equipment, however, funds estimated by primary schools to maintain/increase those levels are often lower than the costs.

It appears that an ongoing cost in the region of £35 to £50 per pupil per year is not an unreasonable estimate to maintain ICT equipment* and support (this figure could increase to £200 per pupil per year in some special schools)

Both LEAs and schools are better equipped now in some respects to address sustainability, but neither LEAs nor schools have well known or well used mechanisms available to them which can help them look at sustainability from a financial modelling point of view. 

Source : Evaluation of Management and Procurement in the Pathfinder LEAs - A report to the DfES by Don Passey, February 2003
*   this figure is inclusive of all associated costs, i.e. ‘total cost of ownership (TCO)’ 
    (see section on TCO for further details).

    As the proportion of TCO specifically associated with purchase costs is c. 35%, this 

    equates to c. £12 per pupil per year – for a primary school with a roll of 200 pupils,   

    this means an annual figure of c. £2,400 being set aside to replace ICT equipment, 

    however and whenever that is spent.

2.
What are the models for purchasing ICT ?

There are a number of methods by which schools can acquire ICT equipment and services. Each method has advantages and disadvantages, and each places different burdens and responsibilities on schools.

At one end of the spectrum, frequent one-off purchases from a variety of suppliers offers flexibility but can place large demands on management and technical support within schools. At the other end of the scale, a complete managed service offers a more strategic approach and reduces the burden on schools, but can involve a long-term commitment to a particular supplier and/or technological approach.
Outright purchase

Under this model, a school purchases equipment outright, when needs dictate and finances permit. This means that a school can build up its ICT provision gradually, tailoring facilities to meet changing requirements. However, particular circumstances are required for this model to be effective. 
These include:
· ready availability of technical expertise within the school, to take responsibility for specifying, purchasing and installing equipment and software 

· a commitment to standardising equipment and facilities 

· a long-term strategic framework for ICT development 

· a strong working relationship with the school’s ICT support provider. 

Even if these conditions are in place, this approach can have a number of disadvantages:

· The true costs of ICT are often hidden, which makes financial planning difficult. 

· Funding has to be secured and agreed for each purchase, which may lead to uncertainty, irregular progress and potential after-sales problems. 

· When resources become obsolete, sustainability is difficult.
Leasing

Under this model, a school enters into a contractual arrangement with a company which is governed by an agreed schedule of payments over the lifetime of the arrangement. Ownership of equipment normally resides with the leasing company rather than the school. There are two kinds of leasing arrangement.

Lease hire or operational leases help spread the capital and, often, insurance and maintenance costs of ICT equipment. There is a minimum period - usually one year - for the lease, at the end of which the school has a choice of extension or termination.

Open or exchange hire is a more complex form of lease hire, whereby after an agreed period (generally two to three years) schools can upgrade to newer equipment by trading in hardware and extending the period of the lease. Although open hire has the advantage of building in renewal and replacement, institutions are tied to one supplier for an extended period, during which the technology may change significantly and alternative offers may become more attractive.

Lease purchase or finance leases involve borrowing money over a number of years with a possible option of outright ownership of the equipment at the end of the period.

While it is not legally possible for schools directly to own the equipment at the end of lease terms, in practice many companies allow schools to keep the equipment for a nominal fee. However, as lease purchase contracts vary, it is vital to ensure that any arrangement conforms with the law.

Managed services

Managed services is a broad term with a variety of definitions. Generally, a supplier undertakes to manage and support a customer’s ICT facilities. The arrangement is governed by a contract that includes a service level agreement. The service may also encompass the provision of equipment and software, as well as other services such as internet access and training. Such arrangements can be very helpful, particularly where the level of technical expertise and the availability of support within the school are limited. 
The managed services approach has a number of advantages:
· It offers a simple route to an efficiently managed ICT solution. 

· It enables schools to schedule regular, predictable payments. 

· It offers the security of contractually guaranteed service levels. 

· It frees schools from the burden of technical concerns.

While managed services can provide a more strategic approach and reduce the burden on the school, they normally involve a long-term commitment to a particular supplier and/or technological approach. They can help to simplify and streamline ICT procurement and management, but schools need to specify their requirements carefully when entering into such arrangements.
Source : http://www.ictadvice.org.uk/index.php?section=ap&rid=423&catcode=as_pur_02
3.
Total Cost of Ownership

The Total Cost of Ownership (TCO) of a school's ICT equipment is the sum of all the costs associated with the purchase, implementation, operation and maintenance of that equipment. Some of these costs can be easily quantified while others, although significant, are much more difficult to identify and quantify.

The concept of TCO is familiar from everyday life. For example, when buying a car, we are used to budgeting for all associated direct and indirect costs over and above the initial purchase price, including vehicle tax, insurance, fuel costs, servicing and maintenance. In the same way, there are long-term costs associated with running and maintaining ICT equipment in schools.

Capital expenditure on ICT in schools represents only a small part of the ongoing costs of incorporating technology into education. Decisions made today with regard to technology, management, curriculum, policy making, ICT training and support, will have a direct influence on the costs a school will incur tomorrow.

Understanding the relationship between these decisions and future costs is becoming increasingly important. Senior managers in schools are aware of the need to plan effectively and ensure that ICT provision is sustainable in the long term.

Considering the issues of TCO can:
· enable schools to see the value of collaborative approaches with the LEA or other schools 

· help schools identify strategic investments that will form part of a wider school improvement programme 

· help schools to develop an appropriate budgeting profile over time by developing an understanding of how investment in equipment impacts on recurrent spend and staff time in future years 

· allow an assessment of the current position of a school as a benchmark comparison against others. 

Schools should note that the older equipment becomes, the more maintenance it is likely to require.
How to establish TCO for ICT equipment

An accurate assessment of the TCO for ICT equipment is a complex and time-consuming exercise, and no clear models have yet been established in the UK, although Becta is currently working with the National Association of Advisors for Computers in Education (NAACE) on this area. However, studies of TCO in the private sector in the US and UK have provided figures that enable schools to calculate an approximation of expected costs. These figures provide an indication of the potential TCO and can be used as a basis for future financial planning to ensure sustainability. 

The diagram below is based on the results of these studies and illustrates that roughly a third of the TCO of ICT equipment is taken up by the initial purchase price of hardware and cabling, a third is made up of the cost of software and related resources, and the final third is accounted for by support and training costs.
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Planning for TCO

The following guidelines will facilitate the calculation of TCO:

· Accept that there are hidden costs and budget for them. 

· Build a model that lists the ICT costs that should be included and recorded. 

· Put in place the processes and systems to capture and record data on all relevant costs. 

· Record the data and use the results for future planning. 

· Review the content of the model from time to time to ensure that only relevant data is being recorded. 

· Compare your model with those of other colleagues who are modelling TCO differently - this benchmarking process might suggest possible improvements to your own approach
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