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Enhance Your Bond Financing Strategy 
with Equipment Financing

Strategic Financing Solutions

When financing projects, it is crucial for campus leaders 
to evaluate a variety of strategic solutions to help reduce 
costs and save time. Leveraging the most effective financial 
solution allows schools to complete critical projects that 
need to be done today within budget constraints. While 
many schools utilize bond financing for long-term projects, 
equipment financing can be a compelling solution to 
complement bonds for short-term projects.

Matching Useful Life with Financial Solution

Many schools across the country use bond financing to 
fund long-term capital projects. It is especially attractive 
for buildings because of the low fixed interest rates over 
a typical 10-year to 30-year term and financing helps 
schools balance budgets by spreading payments out over 
the long term. On average, large structure renovations 
and expansions have a long useful life so the length of the 
financing term is appropriate. 

While bond financing is an effective solution for long-term 
projects, equipment financing is an attractive option for 
projects with a shorter useful life. Equipment financing is 
intended for assets with a useful life of 3 to 10 years such as 
technology, fitness, lab, medical and networking equipment 
as shown in Figure 1. 

For short-term projects, schools can strategically fund 
equipment with a lease that is closely aligned with the useful 
life and with the same low—if not lower—all-in rates as the 
bond market. Schools can take advantage of low fixed rates 
without the issuance burdens or fees typical of bond debt.  

In addition, leases are only collateralized by the equipment 
being financed so projects do not come with blanket liens or 
debt covenants that restrict a school’s budget flexibility. Each 
project can be customized for term length and structure with 
a lead time measured in days, not months or years, which is 
typical for bond financing. 
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Support your bond financing strategy by utilizing 
equipment financing for short-term projects to       
reduce interest expense and save time. 
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Comparing Interest Costs

Consider the lab equipment acquisition example for a 
school’s new science center in Figure 2. The school 
compared a 20-year bond for $5 million with a fixed interest 
rate of 3 percent to a 5-year equipment financing agreement 
for the same amount with a rate of 4 percent.

Challenge:

After the construction for the science center was complete, 
the school was faced with the obstacle of furnishing the 
building with lab equipment. The school needed a financing 
solution with a low interest rate and a term that aligned with 
the useful life of the equipment. 

Solution:

In order to determine the best financial solution to meet its 
needs, First American helped the school calculate interest 
costs of both bond and equipment financing. Despite the 
equipment financing agreement’s higher interest rate of 4 
percent, the total interest cost was less than one-third of 
the total interest cost for the bond, which was more than 
$1.6 million. Due to the shorter term, the school had the 
opportunity to save more than $1 million in interest costs 
with equipment financing.

In addition to the interest rate savings, the lease term 
aligned with the useful life of the lab and medical materials. 
With First American’s lab equipment renewal program, the 
school was given the opportunity to return the old equipment 
after 5 years and lease new equipment. The school 
benefited from not having to resell the obsolete materials, 
which saved a significant amount of time for the staff.

Results:

By comparing interest costs of bond financing and 
equipment financing with the useful life of the lab and 
medical materials, the school was able to implement a 
lab equipment renewal program that saved resources 
and facilitated growth. The cutting-edge lab technology in 
the science center helped retain students and increase 
enrollment.

Equipment financing for short-term assets is an effective 
way for schools to increase flexibility in budgets and save 
time with a simple financing process. Complementing     
long-term bond financing with short-term equipment 
financing can help schools furnish new buildings and 
expansions with the latest equipment students need.
 

$180,000

$150,000

$120,000

$90,000

$60,000

$30,000

21 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

YEARS

Useful Life of Equipment

Bond Financing Interest Cost

Equipment Financing Interest Cost

Interest Costs: Bond vs. Equipment Financing

Figure 2


