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Your Small-Town Doctor of Financial Planning Says:
Need a New Car? Compare Leasing to Buying

You may have noticed that the average price for new vehicles has jumped considerably in recent years.
So, it’s never been more important to shop carefully. In some situations, you may want to consider when
leasing a vehicle may be more affordable option than buying. Here is a brief description of the
advantages for each option.

Advantages of buying a vehicle:

e You own it (at least once any loan is paid off). This allows you to modify, customize, or sell it at
your discretion. When you purchase a vehicle, you may trade it in for a new vehicle. When you
trade in your car, the dealer determines its value based on the market and then deducts that
amount from the purchase price of the new vehicle.

e You don’t have to worry about mileage limits with a purchase. On the other hand, with a lease,
mileage limits typically range from 12,000 to 15,000 miles a year. By owning the vehicle, you can
drive as much as you want without incurring extra leasing fees. Just keep in mind, the higher the
miles, the lower the trade in value.

e You don’t have to worry about having to pay the leasing company for excessive wear and tear on
the car, or those nasty scratches and dents. If you own the vehicle, you can decide for yourself
whether to pay for cosmetic damage, or just let it slide.

e The longer you keep the car, the more you save versus a lease (depending on maintenance and
repair costs).

Advantages of leasing a car:

e Your monthly lease payments may be lower than loan payments. With a lease payment, you are
generally only paying for the car’s depreciation during the term of the loan, not for its full value.
These lower monthly payments may make it more affordable to acquire a higher-end vehicle
that could be too expensive for you if you bought it outright.

e Leases generally run about 2-4 years. Thus, leasing makes it easier to drive a new car every few
years with the latest features and technology, and less wear and tear on it than an aging vehicle.

e Most leased cars are covered by the manufacturer’s warranty for the duration of the lease. This
helps reduce repair and maintenance costs. In addition, you will not keep a leased car long
enough to have to pay the greater repair bills that are often needed with an aging car.

e |f you lease for business use, you may be able to deduct the lease payments as a business
expense.



In summary, in what situations should you consider leasing versus buying? The answer is “it depends”.
Leasing may be the way to go If you prefer driving a new car every few years, would like to drive a
higher-end model you may not be able to afford to buy, want to minimize monthly payments (assuming
you would take out a loan if you purchased the car), and generally don’t accumulate more miles on a car
than the annual mileage limits in the lease. Buying may be the best option if you have a long commute to
work, plan to keep the vehicle for a long time (historically more cost efficient), and prefer the feeling of
ownership.

In any event, whether buying or leasing, shop wisely, negotiate, and carefully compare the short term
and long-term costs of each option.
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