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In the past six months, Lease Here, Pay Here has jumped to the forefront of 
dealer conversation, promising improved cash flows through deferred sales 
tax and deferred federal tax. While many dealers rushed to jump on the leasing 
bandwagon, few stopped to consider the implications that leasing would have 
on the accounting of their business.

Firstly, lets define a few leasing basics. There are two types of leases for 
accounting purposes. An operating lease is generally a short term lease that 
is treated similarly to a rental operation, in which the inventory remains on 
your books as an asset and you simply collect rental income each month. 

Accounting for Lease Here, Pay Here
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The latest Buy Here, Pay Here industry benchmarks are now available 
at www.sgcaccounting.com. The financial benchmarks are compiled 
by our firm for NABD from a database of more than 500 operators 
nationwide. These benchmarks also include operating information 
supplied by NCM Twenty Groups and portfolio performance metrics 
supplied by Subprime Analytics. Following are some highlights of these 
benchmarks:

continued on page 2...

continued on page 3...

Since 1985, our firm has provided 
public accounting services to a 
variety of industries across the nation. 
Our professional services extend 
beyond public accounting, to include, 
auditing, tax return preparation & 
compliance, financial institution due-
diligence, business planning, mergers 
& acquisitions, and litigation support. 
We specialize in providing services to 
the subprime industry, with a special 
emphasis on used car operations; 
serving auto dealers and their related 

finance companies nationwide.

To learn more about Shilson, Goldberg, 
Cheung & Associates, LLP, please visit 

us at 
www.sgcaccounting.com. 

at
The 3rd Annual

NABD
Underwriting

&
Collections
Conference

Nov 8-10, 2009
Hilton Houston North

Booth # 19

Visit Us at

Fall 2009



Comments or questions? 
Want an email subscription of this newsletter?

Send an email to debra@sgcaccounting.com

Interested in comparing your financial results with these benchmarks? Contact us at 713.290.8171 to find 
out how we can assist you!
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A capital lease, on the other hand, is generally a longer term lease that is 
treated similarly to a Buy Here, Pay Here sale, in which the inventory’s sold 
off the books and a lease receivable is established for the balance due from 
the customer. 

Does it matter which type of lease I do? Well, if you need a bank loan, then 
yes it does. Very few banks have lines of credit specifically for Lease Here, Pay 
Here operations, but because a capital lease is treated very similarly to a Buy 
Here, Pay Here sale, bankers are often able to retrofit Buy Here, Pay Here lines 
of credit to support capital leases. 

While capital leasing may be the answer to your banking woes, capital leases 
do have draw backs. Capital leases do not have the same favorable federal 
tax treatment that operating leases enjoy and there are certain legal issues 
related to capital leases. Capital leases can appear very similar to a sale; a 
sale is subject to Regulation Z disclosures, however, which lease contracts 
are not. If a court finds your lease is too similar to a sale, you could end up in 
a lot of legal trouble because you did not make the required Regulation Z 
disclosures. But with careful planning there may be middle ground between 
legal and accounting considerations.

Accounting rules and legal rules are not the same; therefore, it is possible 
to structure a lease such that your attorney can feel comfortable the lease 
will not be construed as a sale and at the same time meet the accounting 
requirements for capital lease treatment. Accounting for leases is governed 
by FAS No. 13, which states that if a lease meets any one of the following four 
criteria, it may be treated like a capital lease:

1)	 The lessor transfers ownership of the asset to the lessee at the end of 
the lease term. 

2)	 A bargain purchase option is given to the lessee. This is an option that 
allows the lessee, upon termination of the lease, to purchase the leased 
asset at a price significantly lower than the expected fair market value of the 
asset. 

3)	 The life of the lease is equal to or greater than 75% of the economic life 
of the asset. 

4)	 The present value of the minimum lease payments (MLP) is equal to or 
greater than 90% of the fair market value of leased property. 

Rule 4 effectively states that if the present value of the customer’s lease payments exceed 90% of the value of the vehicle, 
the lease is a capital lease. While most dealers will try and collect the most money possible during the lease, state laws 
regarding lease residuals and interest rates will ultimately determine whether or not you can meet the 90% rule.

Leasing may be the future in certain states, but until lines of credit become available for operating leases, dealers will 
continually have to jump through hoops to make leasing work in the Buy Here, Pay Here environment.


