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Lease-Here, Profit Here 
By Randall McCathren

What is lease-here, pay-here? Essentially, it’s an alternative to the buy-here, pay-here and rent-to-

own models. However, there are several major differences and a number of advantages — and 

some disadvantages — for dealers.

LHPH has often been dismissed as too complex for dealers who are accustomed to new-car sales or 

BHPH. Before you decide whether or not LHPH will work for you and your dealership, let’s break 

down the basics of such a program and discuss the potential benefits and inherent risks.

Lease-here, pay-here advantages

The biggest attraction to LHPH is the elimination of the upfront sales tax. While the accounting, 

regulatory and federal taxation differences between LHPH and BHPH programs are identical in all 

states, there are sales tax and licensing differences dependent upon state rules. Understanding the 

leasing sales tax rules in your jurisdiction is the first step.

LHPH also can increase profitability. If you’re collecting the same payment amount for the same 

term amortizing only to residual value, the result is a much higher rate and rental income. When 

added to the tax savings previously discussed and profits generated from trade-ins, you have the 

potential for a more profitable business that is easier to sustain through weak demand periods.

That being said, here are the four primary advantages that LHPH holds over BHPH:

1. Elimination of initial sales tax: In all but 17 states, a LHPH transaction is not subject to the initial 

sales tax that would be applied to a BHPH transaction. The buyer’s initial cash payment can be 

retained as a security deposit rather than being paid to the state. For dealers, that means increased 

cash flow, greater liquidity and reduced borrowing costs.

2. Deferred federal and state income tax liabilities: In a BHPH conditional sale, there is a significant 

“gain on sale” when the vehicle is sold for an amount that is (typically) 50 to 100 percent greater 

than the dealer’s tax basis in the vehicle. To reduce the federal and state tax liabilities assessed on 

this gain, the retail installment sales contract is typically sold to a related finance company (RFC) at 

a discount. However, there is still upfront net profit that’s subject to federal and state taxation. With 

LHPH, there is no gain on the sale, because there is no sale! That eliminates the need to move the 

lease to an RFC in order to book a separate “loss on the sale of the lease.” Since the leased vehicle 

can be depreciated on an accelerated basis, the transaction starts with a tax loss from the 

accelerated depreciation, in effect, creating a tax shelter for the dealership.

3. Reduced federal and state regulatory requirements: Experienced BHPH dealers know that 

compliance is never a sure thing. Regulation Z and the various state regulations impose a highly 

technical set of requirements. Attorneys are quick to jump on minor technical errors and the courts 

and regulatory agencies continue to evolve new interpretations of these requirements. On the other 

hand, LHPH transactions are guided by the much less-onerous Regulation M. Only a handful of 

states (most notably, California and New York) have state consumer leasing acts that impose added 

requirements. With no “lease rate” disclosure required (or permitted), not only is customer 

resistance to the lease rate avoided, there are no usury limits or calculation idiosyncrasies to worry 

about.
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