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Leasing a car has become increasingly
popular as an alternative to buying and
financing. Many car dealers heavily
advertise and promote leases. Unfortu-
nately, vehicle leasing can be very con-
fusing and as a result has the potential for
consumer abuse. In order to make a wise
decision about leasing it is important that
you understand the differences between
buying and leasing, the pros and cons of
leasing, the language of leasing and other
important facts.
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LEASING VS. BUYING

One reason why leasing is so confusing is

that while it may seem similar to buying

and financing a car, it is a very different
type of transaction. Some of the basic
differences include the following:

¥ When you purchase and finance a car,
you are the owner; the bank holds the
title until you pay off the loan. Ina
lease, the dealer actually sells the car
to the bank and you lease it from the
bank.

I When you purchase and finance a car,
you are paying the full price of the car;
in other words, the sum of your down
payment, trade-in and monthly pay-
ments equals the purchase price. Ina
lease, you are only paying for that
portion of the value of the car that you
are actually using.

¥ When you purchase and finance a car,
you own it free and clear once you
have made all your payments to the
bank. In a lease, you return the car to
the bank at the end of the lease term.

PROS AND CONS OF LEASING

Leasing has a number of advantages over

buying, including:

T lower monthly payments;

T minimal or no down payment in many
cases;

I noresale hassles; in most leases, if
there is no excess damage or mile-
age, you walk away at the end of the
lease (although in most leases you
have the option to purchase the
vehicle at the end of the lease);

F with most leases being two to four
years in length, you will most likely be
covered by a warranty during most if
not all of the lease period.

But there are also disadvantages, including:

T leasing is usually more expensive,
because you are using the car in its
first few years while it is depreciating
the most;

T you build no equity in the vehicle; at
the end of the lease you have no
trade-in to apply as a down payment
on your next vehicle;

T you will be charged up to 15 cents per
mile for every mile over the number of
miles—usually 12,000 to 15,000 per
year—stated in your lease agreement;
(You can negotiate a higher limit, but
that will increase the cost of the lease.)

¥ you may be charged for “excess
wear” at the end of the lease; this
includes such damage as scratches
and dents on the exterior and holes or
tears in the upholstery;

T if you turn the vehicle in before you
have made all your payments, you may
end up paying a substantial penalty;
leasing is not like renting a car.

SHOULD YOU LEASE YOUR
NEXT CAR OR TRUCK?

In general, leasing makes most sense for

those consumers who:

¥ don’t have enough cash for a down
payment;

r need to keep their monthly payments
to a minimum;

¥ want to drive a new car every two to
four years without the hassle of selling
or trading a used car; or

T canclaim lease payments as an
income-tax deduction for a business
use of the vehicle.

Leasing makes the least sense for con-

sumers who:

r wish to build equity in their vehicle;

r want to spend as little as possible on
acar,;

I put high mileage on their cars; or

Fr are not careful about maintaining the
appearance of their cars.
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THE LANGUAGE OF LEASING

If you’re considering leasing, you need to
know the terms used in a lease transac-
tion. They are very different from the
terms used in a sale, which is one reason
why leasing can be so confusing.

Capitalized cost is the price on which
the lease is based. It is the price the
bank or finance company pays the dealer,
plus extras such as service contracts and
insurance. You should be aware that this
figure is negotiable, just as the price of a
car you are buying is negotiable. The
lower the capitalized cost, the lower your
monthly payments and the lower the
overall cost of the lease.

Capitalized cost reduction is the same
as a down payment. It will also include
any credit you may receive for a trade-in.

Adjusted capitalized cost is the capital-
ized cost minus the capitalized cost
reduction (or—more simply—purchase
price minus down payment or trade-in).

Residual Value is what the lease company
projects the vehicle will be worth at the
end of the lease. It is also the price you
will pay if you choose to purchase the
vehicle at lease end. The higher the
residual value, the lower your monthly
payments will be. As a general rule, cars
that don’t depreciate greatly in their first
few years will have a higher residual value.

Money Factor (also known as the /ease
rate) is similar to the interest rate on a car
loan. It is a source of confusion for '
consumers, because it appears as a much
lower rate. To compare it to an interest
rate, you have to multiply it by 2400 (for
example, a money factor of .00310 is the
same as an interest rate of 7.4%)).

Gap insurance. If the vehicle you are
leasing is stolen or totaled in an accident,
there may be a “gap” between what your
insurance company will pay and what you
still owe. Gap insurance pays the differ-
ence for you.

HOW TO GET THE BEST
LEASE DEAL

If you plan to own a new car every two to
four years, the cost of leasing and buying
may be comparable - if you are savvy and
patient. Here are some tips that may help
you get the best deal possible:



