Troy’s Decision to Purchase or Lease Vehicles
The City of Troy is in need of 20 new vehicles for town employees.  Cate Bradley, the City finance director, is considering whether to purchase or lease vehicles.  To purchase the vehicles would cost $28,000 each at the beginning of year 1.  In addition, the purchased vehicles would require $500 per year of maintenance, performed at the end of each year.  At the end of the four years the cars could be sold for $14,000. Alternatively, Ms. Bradley could lease the vehicles for 4 years with a down payment of $1500 (paid at the beginning of year 1) and annual payments of $4800 payable at the beginning of each year. 

Calculate which method of financing the vehicles is least expensive assuming 5 percent interest.  How do the calculations change if the interest rate is 8 percent?  Be sure to show all calculations. 

