Open-End Leasing, the Alternative in the Leasing Market



Focus on
Open-End Leasing

There have never been as many possibilities to manage vehi-
cle fleets. Only a fraction of these possibilities are being used,
though. One of the new interesting options in fleet financing, for
example, is open-end leasing.

Taking a closer look at the open-end principle is worthwhile,
because it offers not just general savings potential. With open-
end leasing you can get rid of annoying or harmful limitations.
For instance, of some unplanned extra charges at the end of the
contract term, complex agreements, rigid parameters in leasing
contracts, or unnecessary margins. Find out more about this on
the following pages.
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This white paper
explains to you what
open-end leasing is
and how especially
functional fleets can
profit from it.




What is the challenge

in classic

closed-end leasing?

Classic closed-end leasing seems to be the
perfect solution: choose the contract term and
mileage, done! It looks reasonable and clearly
regulated. Especially during the tendering
process, people often only focus on the most
inexpensive leasing rate. But the devil is in the
details, more precisely: in the contracts. What
looks like a bargain in the beginning can

end up being quite expensive. After all, a car
can rarely be used exactly as planned. As a
result, closed-end leasing may result in costs
which are not always recognizable in contract
clauses at first glance: every kilometer driven

Why closed-end leasing often costs

you more than originally planned

A Hidden costs

Apparent
cost

The leasing rate in closed-
end leasing looks cheaper

>

costs more. But every kilometer you drive less
does not cost correspondingly less. Kilome-
ters are compensated at a lower rate and are
moreover capped. Added to this are added
reduced value payments for damages.

All this can add up until the original calculation
no longer applies. Many fleet managers sim-
ply take that as a given as something without
alternative. But there is an alternative: open-
end leasing

Real cost

Return damage

Tacit extension
Contract adjustment
Early return

Reduced market value

Closed-end leasing may be more
expensive due to hidden costs




What is open-end leasing?

Open-end leasing* is open leasing with 2. During the contract term, open-end
flexible contracts. This results in advantages leasing offers reliably consistent monthly
during the different phases of the vehicle’s payments where all benefits are clear-
business cycle: ly defined. The term already becomes
flexible after just three months — after that
1. Aflexible contract is concluded. Instead period, the contract may be terminated at
of often nontransparent “calculations,” any time by paying off the remaining debt.
a repayment plan with maximum trans-
parency is agreed upon. Since not every 3. After the end of the term we do not issue
car is used in the same way, an optimized, a reduced value invoice as it does not
individual financing contract is set up for reflect the loss in value. The vehicle is sold,
each vehicle. and the difference between the remaining
debt and the sale value belongs to the
customer.

*In this white paper, open-end leasing is defined as a
flexible full amortization contract; the terms of our product
FlexLease apply.

In 2017 Holman Fleet rede-

fined open-end leasing in

Germany with its product
Advantages of the open-end FlexLease.

leasing product FlexLease in the
vehicle’s life cycle

At the conclusion of
the contract:

Flexible full amortization
financing contract (like
lease purchase)

2. During the contract
term:

3. After the end of

Fixed amortization the term:

schedule for maximum v/ Consistent monthly
transparency payments

Accordingly, the
Individual financing v/ May be canceled at any difference between
agreement per vehicle time after 3 months, full the sale proceeds
flexibility and the remaining
debt belongs to you



Sample calculation

But what does “flexible contract agreement” mean in concrete
terms? Let’s take a look at the following sample calculation:

A van can be leased over 72 Holman FlexLease — example of an early sale of Van 1,
months, for instance. The term 72 months, leasing rate EUR 303, EUR 72 credit
advantage: low rates. But when
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Holman FlexLease — example of an early sale of Van 2, Another option: The customer
term 48 months, EUR 441 leasing rate, EUR 7,130 credit signs a contract for 48 months
and therefore pays higher
Customer decides monthly rates, but accordingly
W spontaneously to sell . .
© v receives higher sale proceeds
i in return.
= Sale of the car without early
repayment charges
© v For both decisions applies:
= Sale profit Open-end leasing may be
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Closed-end- vs.

open-end leasing —
what's the difference?

To better understand open-end leasing and thus our product
FlexLease, a direct quick comparison of the contract clauses is
worthwhile. We will explain the differences in detail on the following

pages.

Closed-end leasing

Fixed.

Recalculation of the
rate may increase
margin.

Charing for damage
and reduced values
at end of contract term

Increases the lessor’s
remarketing profit

Remarketing profit
remains with lessor

*of the relevant fleet market

Contract term &
kilometers driven

&

Adjustment
of contract

Contract
billing

Tacit
extension

Remarketing
profit

Open-end FlexLease

of vehicles*
in the U.S. follow
this principle

Flexible
after 3 months

No adjustment
necessary

Transparent
calculation of
remaining debt

Increases your
remarketing profit

Remarketing profit
after deduction of re-
maining debt belongs
100% to customer




In this way you avoid financial
disadvantages on account of
early cancellation of the contract

Open-end leasing becomes flexible after just rigid fleet management. Yet flexible man-
three months and is redeemable at any time agement is much more efficient and should
thereafter. This is not possible in closed-end not be prevented — as most of us have found
leasing. If, as in our example, the 48-month out since the exceptional year 2020 at the
contract term is reduced to 24 months, can- latest. Go ahead and free your fleet from
cellation charges may apply. This adds up in contract term restrictions and drive your ve-
case of a large fleet — and it is conducive to hicle as long as your company needs it.

Cancellation Cancellation charges

A4

12 months 36 months 48 months

Basis of calculation

+— q
open-end leasing

v

Basis of calculation closed-end leasing

A




How to get
the residual value margin

Closed-end leasing

Closed-end lessors use a pro-

jected reS|dL{qI value to calcu- Remarketing

late the leasing rate. However, fit of .
“projected” does not neces- profito the qusmg
sarily mean “actual.” Calcu- company

lated over the total fleet size,
vehicles often have a higher
market value and therefore
are typically sold for a higher
amount than the calculated
residual value on which the
leasing contract is based. Itis
the lessor that benefits from
the profit, not the customer.

Market value .

Residual value (calculated)

Open-end leasing

This is different in open-end
leasing. Here the actual sales
proceeds apply. And they are
100% yours! This gives you more
financial freedom for your fleet.

The profit remains
with the customer.




How to decrease
the reduced market value

Usually people say: All's well that ends well. contention between lessee and lessor. Even
This does not always apply to leasing. Often experts can have differing opinions about

the vehicle is classified as inferior by the lessor this.”* Here, too, the open-end solution Flex-
and the customer must compensate for these Lease from Holman offers a fair arrangement:
reduced values. The problem in assessing re- In traditional leasing contracts, lessors often
duced values of vehicles is fittingly described charge flat fees for certain types of damage
by ADAC, the German AAA: “According to the which do not reflect the actual cost of remov-
leasing terms the lessee must pay for the al or reduced value. This is not the case with
reduced value of the car when it is excessively FlexLease. Free your fleet from nontransparent
worn. Problem: There are no objective criteria damage settlements.

for defining excessive wear and tear. Con-
sequently, the determination of the reduced
value is one of the most frequent bones of

*https://www.adac.de/rund-ums-fahrzeug/auto-kaufen-verkaufen/
finanzierung-leasing/fahrzeugrueckgabe/

Open-end leasing

The car is sold
at market value.

A bizarre real-life example:

VW Passat, 59 months, 239,500 km,
retail value €6,000 - to have to pay
€1,656.30 for reduced value?

Minderwert




How to benefit

from a tacit extension

of contract

When the manufacturer experiences delivery
problems or in the event of other adversities,
returning vehicles on time becomes difficult.
As a result, contracts often must be tacitly
extended. In concrete terms, this means: The
cars simply keep driving and the leasing fee
continues to be paid.

However, since a vehicle depreciates quick-
ly at the beginning of a contract and then

Closed-end leasing

Monthly

leasing rate

i —
M Residual value developmﬁ

ever more slowly as it ages, this results in
over-amortization if payments remain con-
stant, because in closed-end leasing, the
assumed residual value is not adjusted to
the new reality. This means: With each extra
installment paid, the customer pays for the
vehicle disproportionately to the actual de-
preciation. In the end, the lessor rakes in the
resulting profit.

Excess amortization
translates into a profit

Open-end leasing

In open-end leasing, the
payments are deducted in full
from the remaining debt. This
increases the sale proceeds,

which belong to the customer.

for the lessor




Why open contracts

pay off

Do you already know how much your vehicle
will drive when you sign the contract? Or how
long you will need it? Probably not.

Nonetheless, with closed-end leasing you
must commit to how and how long you are
going to use a vehicle. You probably know
what's going to happen: due to the econom-
ic situation, cars are needed for shorter or
longer periods than contractually stipulated.
Or your fleet must quickly build up or reduce
its capacity. While it is often possible with
closed-end leasing to adjust the contract
and thus save money, you do have to pay for

Comparison

Additional cost with closed-end and
open-end contracts after contract
adjustment

Closed-end contract
Adjustment to the new
kilometers driven brings
savings

3

100,000 km
Start contract

75,000 km
(adjusted)

Open-end contract
corresponds to

closed-end contract
for 75,000 km

the adjustment. Compared to a contract that
would have offered the new terms right from
the start, this frequently still costs considerably
more.

In open-end leasing this problem does not
exist. You do not have to adjust the term of
the contract. You simply drive the way that's
best for your business, and at the end of the
contract term you always receive the actual
market value when the car is sold. In this way
you free your fleet from constraints.

In open-end leasing you only
decide on the repayment
period. Afterwards you drive as

much or as little as possible.
When the vehicle is sold later,
the actual market value is
always achieved.

Open-end contract




Open-end leasing is a flexible and transparent
form of leasing. Even if closed-end leasing

can frequently offer lower rates at first glance,
there is the danger of ultimately paying
considerably more.

The advantages of open-end leasing as with
our product FlexLease consist in the freedom
you get in running your business and the mon-

ey you can save in managing your fleet. Hence
our expert advice: Free your fleet. We will be
pleased to help you calculate the advantag-
es of FlexLease for your fleet. Even if FlexLease
should not be the optimum solution, we will
find the right financing option for you. You can
rely onit.



the best solut|on for its customers. st % R i :

As a German subsidiary of a third-generation-family business with:a 100- yédr his—
tory, we are not only professionals but also good partners and experlenced eXperts
whose heart is in the right place. The more than two million vehicles we handle
speak to the success of this mentality and make us the worlds Iargest famlly-run
leasing and fleet mcnqgement service provider. ‘

DO YOU STILLHAVE QUESTIONS“’ -‘ Sl
WE ARE HERE FOR YOU.

marketing@holmanfleet.de X
https://www.holmanfleet.de/kontakt : RN
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