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INTRODUCTION 
Vehicle leasing offers several benefits over purchasing cars outright. 
Unfortunately, many leasing companies treat leasing as a one-size-fits-all 
financing option. But because a standard package might not meet your 
unique needs, knowing how experienced lessees negotiate customized 
leasing structures will help you make the deal that’s best for you.    

A good leasing company will take time to learn a customer’s objectives 
before structuring a financing package. For example, is a consumer more 
interested in a low monthly payment or having a manageable end-of-lease 
buyout? Does a fleet manager require a high-mileage lease to avoid costly 
excessive mileage charges? Does an asset-intensive company need terms 
that match its vehicle rotation schedule? Only by answering those and other 
questions can a lease be properly customized.

In this eBook, we look at several ways to customize a vehicle lease while 
examining the intricacies of each. Ask your leasing company which of the 
options are best for your situation. 

A good leasing company will take time to learn your 
objectives before structuring a financing package.



 LEASE CUSTOMIZATION: IT’S 
ALL ABOUT RESIDUAL VALUES 
Customizing a vehicle lease comes down to two 
primary questions: is your leasing company 
willing to structure a deal that meets your 
specific needs and, if so, how much extra should 
you expect to pay for that flexibility? To answer 
those questions, leasing companies use the 
vehicle’s projected residual value as a guide. 

A good way to explain the residual value concept 
is to compare leasing to conventional installment 
loan borrowing. While both leasing and 
borrowing are methods for financing vehicles, 
they differ by what is actually being financed.

When borrowing money to acquire a vehicle, 
customers are financing final ownership of the 
vehicle. Put another way, purchasing finances 
the vehicle’s total retail price. Leasing, on the 
other hand, involves financing just the 
depreciated value of the vehicle—the difference 
between the vehicle’s full retail price and its 
projected value at the end of the lease term.1 

Consider a simple example of a car retailing for 
$30,000 and financed over four years. A car 
purchaser would pay the entire retail price plus 
interest in 48 monthly installments. After four 
years, the buyer would own the car outright. 

Alternatively, to calculate the amount financed 
with a lease, a leasing company would first 
determine how much the car should depreciate 
in four years through normal use. The customer 
would finance the difference between the car’s 
$30,000 list price and its projected resale—or 
depreciated—value after four years. 

If the vehicle in our example were projected to 
have a $10,000 residual value at lease end, 
monthly lease payments would be based on 
financing $20,000 over 48 months. At lease end, 
the leasing company would expect to make up 
the $10,000 difference between the original retail 
price and the financed amount by selling the 
returned vehicle at market value.



 

Of course, that example is for a very simplified lease. But 
leasing options influence a vehicle’s residual value and, thus, 
the amount being financed. 

For instance, a car leased using a mileage allowance of 
12,000 miles per year would have a higher projected residual 
value than one leased allowing 15,000 miles per year. Not 
surprisingly, the higher financed amount results in larger 
monthly payments.

In short, a leasing company’s flexibility in customizing a lease
—and the company’s price for doing so—depends on its 
ability to accurately project a residual value for which it can 
sell the vehicle when the lease expires.

Accordingly, the more experience a leasing company has, the 
more likely it is to offer customized leasing structures.     

Leasing Terminology
Lessee: The party who leases the 
vehicle (i.e., a consumer, a business 
owner). 

Lessor: The company that leases the 
vehicle to you—often a leasing 
company, a bank, or an automotive 
manufacturer’s finance division. 

Residual Value: The projected 
amount that a vehicle will be worth 
at the end of a lease. Higher residual 
values result in lower monthly 
payments. 

Mileage Allowance: The total 
number of vehicle miles allowed 
over a lease’s term. Usually expressed 
as an annual limit (i.e., 12,000 miles 
per year).

Loans finance a vehicle’s final ownership, whereas leases 
finance the customer’s expected use of the vehicle.  



 

1. CHOOSE THE STRUCTURE 
Commercial leases can be structured as either closed-ended or 
open-ended. The difference has to do with who has responsibility 
for the vehicle’s residual value at the end of the lease.

In a closed-end lease, the leasing company—or lessor—sets the 
residual value and assumes the risk that the vehicle will be worth 
that full amount at lease end. Also called “walk-away” leases, 
closed-end leases allow customers to turn in a vehicle at lease end 
and walk away from any obligation concerning the car’s resale 
value.2

Many customers like the end-of-lease predictability that closed-end 
structures provide. But lessors typically charge more for closed-
end leases by building their risk costs into monthly payment 
amounts, and by adding fees for exceeding mileage limits or 
putting excessive wear-and-tear on a vehicle. 

With open-end leases, a customer gains the ability to set the 
vehicle’s residual value. Of course, that means the customer is 
also responsible for making certain the car’s lease-end market 
value is equal to or greater than the residual value.3

Which structure is 
right for you depends 
largely on how you use 
your vehicles.



 

Structure: Where risk comes into play
Consider the earlier example of a car retailing for $30,000 with a 
traditional residual value of $10,000. Let’s say the customer, 
looking for a lower monthly payment amount, choses an open-end 
lease and sets the residual value at $14,000. Instead of financing 
$20,000 for 48 months, the customer is now financing just $16,000 
over the same period. 

When the customer returns the car at lease end, the leasing 
company will sell the vehicle. If proceeds from the sale are less 
than the residual value, the customer must pay the leasing 
company the difference. 

Despite the possibility of added lease-end costs, many customers 
prefer open-end leases because they are only paying for their 
actual use of the vehicle. There are no excessive mileage or wear-
and-tear fees to worry about—only the agreed-upon residual value. 

Which structure is right for you depends largely on your vehicle 
usage. If you drive limited miles and keep your vehicles in good 
repair, closed-end leases are a good option. However, if your 
company leases trucks or vans that get heavy usage and constant 
wear-and-tear, open-end leases would be a better choice.



 

2. DETERMINE THE TERM 
Typical vehicle leases commonly have terms ranging anywhere from twenty-four to 48 months. But 
customers oftentimes need vehicles for shorter periods. Rental companies charge high daily rates and 
usage fees, which can make renting a prohibitively expensive option. Short-term leasing offers lower 
overall costs than renting, while providing greater flexibility.4

Some short-term leases have lengths as low as a few months. However, because new cars can lose 
up to 19 percent of their market value in the first year, most leasing companies insist on a minimum 
twelve-month term as a way to limit depreciation’s effect on the vehicle’s residual value.5

For companies, short-term leases offer the ability to adjust fleet sizes to meet seasonal peaks in their 
businesses while avoiding paying for underutilized vehicles.

In some cases, a company might want a longer than normal lease term. While long-term leases 
generally have lower monthly payments, businesses run the risk that greater wear and tear or out-of-
warranty repairs will result in higher-than-expected end-of-lease expenses.



 

3. 
GET 
THE 
BEST 
LEASE 
RATE

Vehicle leasing is similar to purchasing using borrowed money 
in that both acquisition methods involve finance charges. For 
conventional car loans, finance charges are calculated using 
an interest rate, whereas leasing uses a lease rate—also 
known as a money factor.6

Lease rates are expressed as small decimal numbers, such 
as .00220. A lease rate can be equated to an annual 
percentage rate by multiplying it by 2400. In this example, a 
lease rate of .00220 is equivalent to a 5.28 APR.

Lease rates can vary among lessors and regions, and they 
tend to move up and down in line with loan interest rates. And, 
just as with loan rates, customers with good credit worthiness 
typically receive more favorable leasing rates. 

Other ways to qualify for a lower lease rate include making a 
lease cap cost reduction payment (similar in concept to a 
down payment), choosing a prepaid lease payment option, or 
making a refundable security deposit.

Of course, the money factor is not the only number that 
determines your overall lease cost. Be sure to negotiate for a 
lower vehicle sale price, and consider a higher lease-end 
residual value.



 4. NEGOTIATE THE          
MILEAGE ALLOWANCE 

Most closed-end leases are structured with 
mileage limits, normally 10,000 to 12,000 miles 
per year. Exceeding those allowances can 
subject high-mileage drivers to end-of-term 
penalties ranging from $0.10 to $0.12 per 
additional mile. For that reason, conventional 
wisdom suggests that high-mileage drivers are 
better off purchasing vehicles rather than 
leasing them. 

But many leasing companies offer high-mileage 
leases with allowances as high as 30,000 miles 
per year. And while increasing the number of 
allowable miles will likely result in higher 
monthly payments, the option can still make 
leasing a lower-cost alternative to purchasing.7

Lessors factor allowable miles into determining 
a leased vehicle’s residual value.8 Of course, 
total mileage affects a car’s resale value and, 
thus, pushes down the residual value. As a 

result, high-mileage lessees finance greater 
amounts over a lease’s term, resulting in higher 
payments. To make financial sense, a high-
mileage lease’s overall cost-per-mile should be 
comparable to that in a standard lease.

The challenge with negotiating a high-mileage 
lease is determining the appropriate mileage 
allowance. Set the number too low and you 
could still end up paying overage penalties at 
lease end. Choose a number too high and you’ll 
essentially overpay for the miles you actually 
use. Work with an experienced leasing 
professional to determine your best structure.

The goal when negotiating high-
mileage leases is finding the right 
mileage allowance for the way 
you drive. 



 

There are two types of businesses that offer vehicle lease financing. 
Captive leasing companies are associated with specific automotive 
manufactures and only finance that company’s vehicles. Independent 
leasing companies handle car financing for all brands and models. 
Which option is right for you depends on your leasing objectives.

Captive leasing companies account for nearly 80 percent of new-
car leases. It’s common for a captive lessor to offer special pricing on 
a particular car model—usually a model the manufacturer needs to 
move off its dealer’s lots.9 Deals are typically packaged with 
predetermined term lengths, payment amounts, down payments, 
security deposits, and mileage allowances, enabling captives to push 
sales of certain models while controlling when turned-in vehicles will 
hit the used-car market.

Captive leases provide the buy-here-finance-here convenience many 
consumers prefer; the auto dealer’s finance staff deals directly with 
the leasing company, and all consumers have to do is sign the 
paperwork. However, captive lease structures tend to favor the 
objectives of the lessor, rather than the customer. 

5. CHOOSE THE LESSOR                                
THAT’S BEST FOR YOU 



 

For their part, independent leasing companies are able to finance any car from any 
dealer or manufacturer.10 And, unlike captive leasing companies, independents do not 
predetermine a leased vehicle’s retail price, giving consumers the freedom to negotiate 
a selling price before applying for a lease. What’s more, independents are usually more 
flexible when it comes to customizing term lengths, allowable miles, and other options.  

If you’re looking for the simplicity a one-stop vehicle acquisition experience offers, a 
captive lease is probably right for you. But if you want the flexibility to structure a lease 
on your own terms, seek out an independent leasing company.

Captive leasing companies provide one-stop convenience, 
but independent companies offer greater flexibility on vehicle 
selection and lease structure. 



 6. PLAN FOR THE END 
One of the many benefits to vehicle leasing is the flexibility it affords when the lease term ends. A 
lessee has several choices when a lease expires, including purchasing the vehicle, returning the car 
and leasing a new one, extending the lease, or turning in the car and walking away.11 Of course, you 
could wait until the lease ends to choose an option. But there’s a good chance you might save money 
by making that decision when negotiating the original lease terms.

Many lessors charge a vehicle disposition fee when consumers return a vehicle at lease end. 
Disposition fees can range from $200 to $500. Some captive leasing companies will offer to waive the 
fee if you lease another car with them. But it’s better to negotiate this fee—or, better yet, its waiver—
before signing the lease contract.  

When accepting a returned vehicle, leasing companies will inspect the car for any excessive wear and 
tear that could lower its resale value. In addition to high-mileage fees, lessors will assess penalties to 
cover repairing dents, deep scratches, threadbare tires, torn upholstery, chipped windshields, or any 
other damages that would lower the car’s market value. 

Make certain your contract allows the option for you to pay for making any necessary vehicle repairs, 
rather than requiring that you pay standard fees. You might also consider purchasing insurance that 
covers repairing excessive damage—and including the premiums in your monthly lease payments.

And, of course, remember your option to purchase the vehicle for its residual value. Depending on the 
cost to make necessary repairs, buying the car at lease end might be the lowest-cost approach.
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Shaker Auto Lease has been providing 
outstanding customer service since 1963. 
Our clients take comfort knowing they're 
working with a time-tested leader in the 
leasing industry, where their business is 

always handled professionally. 

shakerautolease.com


