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ToBuy or Lease Motor Vehicles?
By Marie Swift and Mary Gibson, CFP®

Helping your clients sort through the maze of options can make you a hero.

Getting a new vehicle can be one of the most emotional financial decisions thereis.
Status, lifestyle, self-indulgence al play a part in new-car emotions. We see ourselves
cruising down the highway and parking it in the driveway for the neighborsto see. In
fact, anew car may be one of the best new toys we give ourselves. We revel in the new-
car smell and leather seats or sound system. We enjoy showing it off to friends and
family.

Finding, researching and test-driving, are all part of the fun of getting a new motor
vehicle. For most people, however, the fun ends when it comes time to negotiate a deal
and decide how to pay for the car. Automobile shoppers generally feel a sense of dread
when approached by awell-trained salesman at a dealership. It may feel abit like atough
game of chess as we sort through the choices and financing the vehicle can seem likea

trap.

Seasoned financia advisors will tell you it’s not uncommon to receive client phone calls
asking whether they should buy or lease a car. Helping your clients sort through the maze
of options can make you a hero. With the proper guidance, your clients can move through
the difficult decisionsand refocus on the fun feelings that accompany getting a new
vehicle.

KEY QUESTIONSTO ASK

If your clients are considering alease, remind them to read the agreement carefully. They
need to understand all its conditions and be prepared to meet them. They also need to be
realistic about their driving habits.

Ask the following questions, al of which relate to the most common terms, and offer the
accompanying advice. If your client answers yesto all of these questions, leasing a new
vehicleis certainly an option. However, answering no to more than of two of these
guestions most likely means that your client should plan on purchasing their next car.

1. Do you plan on driving this car for less than the term of thelease? Getting tired of
your car and turning it in before the lease ends will cost you money. Also, it never
makes sense to enter into a lease that lasts longer than the warranty on the vehicle.

2. Isdriving the perfect car more important to you than ownership of acar? Leasing

acar means never owning acar. At the end of the lease term you may have the
option of purchasing the car but it rarely makes financial senseto do so.
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3.

Do you drive less than 12,000 to 15,000 miles per year? Most vehicle |eases set
annual mileage limitations in thisrange. Fairly stiff per-mile charges will be
assessed at the end of the lease for any overages, this can substantially add to the
cost of the lease. However, this can be a negotiable condition and it might make
sense to pay abit more to increase the mileage limit in the beginning. It is
important to understand your mileage needs.

Will you be content to make no changes or modifications to this vehicle in any
way? The auto you lease is the auto the leasing company wants returned. Stiff
penalties will be assessed for any changes or modifications made to the car. Get
the options and features you want in the beginning.

Are you okay having a constant, ongoing lease payment? While your monthly
lease payments will stop at theend of the lease term, you will need to decide if
you want to keep the car or turn it in and lease or buy another car. Whichever you
decide todo, you will likely have another monthly payment. Because the
backend purchase price (called the residual value) is negotiated at the beginning
of the lease, if you really love this make and model, you are usually better off
turning in the car and looking for asimilar used car where you can negotiate a
new price.

Do you take really good care of your cars? Aside from what the leasing company
terms "normal wear and tear," be aware that any damage to the vehicle will
produce additional feesthat must be paid at the end of the lease. When you own
your own car you can choose whether or not you want to pay for cosmetic
damage.

If you realize the car you've chosen isn't really right for you, are you willing to
keep it, to term, anyway? Y ou will be forced to either pay the return feesor live
with a car you really don't like. Remember, you are not allowed to modify leased
vehicles.

Will your lifestyle and family remain the same (without any changes such as a
new child) in the next two to three years? Y ou should anticipate any changes that
will occur in your lifestyle or family during the term of your lease and purchase a
vehicle that will meet the needs of those changes. While a two-door sports car
may fit your lifestyle needs today, it may not be suitable transport for your new
baby.

Will the car be primarily used for business? If the |ease payments qualify asa
business expense, this strengthens the case for leasing a vehicle.

Page 2 of 5



Research Magazine
Focus on Financial Planning
Publication Date: January 2005

Feature

Leasing a Vehicle

Buying and Financing

Down payment

None or small

Usually required; the morethat's
paid up front, the smaller the
monthly payment

Monthly payments | Continuous, usually lessthan for | End when the loan is paid off
buying
Vehicle Not allowed Y ou can do what you want,
modification when you want
Mileage limits Usually 12,000 to 15,000 Unlimited
miles/year
Wear and tear If in excess of contract limits, No limits

penalties dueat end of lease

Early termination

Fees and penalties apply

There usually are no prepayment
penalties

End of term Lease again, or purchase the Payments stop
currently leased vehicle;
payments continue
Ownership None Ownership equity builds with

each payment; vehicleis owned
at the end of the financing period

NEGOTIATING THE BEST PRICE

One of the most commonly used selling points for leases is that, because of the smaller
payments, you might be able to get into a car that you might not othewise be ableto
afford. What a great salestool. Talk about pushing emotional financial buttons.
Unfortunately, thisis often the only thing clients consider when entering into alease. As
atrusted advisor, you can help your clients realize that there's alot more to this decision

than how much the monthly payment is going to be.

Remind your clientsthat, when they are in the showroom, absolutely no talk of how the
vehicle will be paid for should enter into the conversation until after the priceis
negotiated. There's acommon misconception that |eased vehides are always priced at
MSRP. Nothing is farther from the truth. The dea ership sells cars and acts only as an
agent for the leasing company. Once the lease contract is signed, the dealership sellsthe
car to the leasing company. Therefore, your client should negotiate the best possible deal
for the car, al the while sidestepping constant questions from the salesperson about how
the care will be financed. Only when thereis a firm price should buying or leasing be

discussed. A lower price for the car will lead to lower |ease payments.

Page 3 of 5



Research Magazine
Focus on Financial Planning
Publication Date: January 2005

Thisrequires that your client do alittle research on car prices before they start
negotiating. Have them check Web sites such as www.Cars.com, www.Edmonds.com,
www.CarTrackers.com and www.KBB.com (Kelly Blue Book) to look up vehicle prices
with specific options.

Because new cars with the same options can be found at multiple dealerships, it paysto
shop around for the best lease deals. Credit Unions often offer superior leasing rates
when compared with deal erships. When comparing multiple lease offers, it paysto
understand the basic language of leasing avehicle. Thiswill simplify making apples-to-
apples comparisons. Y ou can find leasing glossaries at www.Edmunds.com and

www.L easeGuide.com.

OTHER CONSIDERATIONS

While loan payments are made up of principa and interest, lease payments are made up
of adepreciation charge, sales tax (where applicable) and a finance charge. The
depreciation charge returns to the leasing company the lost value of a vehicle during the
lease and the finance charge is comparabl e to the interest on aloan. The lease finance
charge is defined as the money factor. To calculate the money factor into amore easily
understood interest rate, multiply the finance charge by 24. If the money factor is not
close to ther interest rate on a comparable new car, it is a point of negotiation and should
be written into the lease contract.

Money Factor Table
Money Factor x 24 = |Interest Rate
.002084 X 24 = 5%
.002292 X 24 = 55%
.0025 X 24 = &%
.002709 X 24 =  65%
.002917 X 24 = 1%
.003125 X 24 =  715%
.003334 X 24 = 8%
.003542 X 24 = 8.5%
.00375 X 24 = 9%
.003959 X 24 = 95%
004167 X 24 = 10%

Another main consideration your clients should be aware of when entering into aleaseis
Gap Insurance. In the event of an accident that totals a car, this insurance closes the gap
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between what an insurance company iswilling to pay for the vehicle and what the
residual value (as stated in the lease contract) actually is. For example, after an accident
your client receives $20,000 from the insurance company, but the residual value for the
vehicleis $24,000. Without gap insurance your client would need to pay $4000 out-of -
pocket.

One important itemto have your clients negotiate into their lease Terms for returning a
vehiclethat turns out to be alemon. Because “ lemon laws’ vary from state to state, a
leased vehicle may not be covered. It isimportant for clients to be proactivein this area.

Finally, the federal tax break on hybrid gas-electric models changes from atax deduction
to atax credit January 1, 2006. The tax credit, which can range from $2,000 to $3,000,
has complex rules which addressnot only which make and model you buy but when you
buy it and how many other hybrids the dealer has sold. Clients subject to AMT do not
qualify. With gasoline prices high and environmental concerns on therise, purchasing a
hybrid may be an attractive option for those who qualify

Leasing is considerably more complex than purchasing the vehicle. The contracts need to
be scrutinized carefully. In addition, your client’s lifestyle, personality and financial
situation need to be assessed to determineif leasing or buying is a better deal. All of this,
plus doing a basic dollars-to-dollars comparison on the total cost of leasing or buying —
including theinsurance costs, which are often higher for leased vehicles — should be
undertaken before making afinal decision on whether to lease or buy the vehicle.

Marie Swift is President of Impact Communications, Inc.
(www.impactcommunications.org), a full-service marketing communications firm
serving independent advisors nationwide. Mary Lacey Gibson, CFP®,

(www.MaryL aceyGibson.com) is a business coach, who specializesin helping
independent financial advisers meet their own planning and devel opment needs. Sheis
also afee-only financial planner. For additional financia planning tips and related

information, read Just Give Me the Answer$: Expert Advisors Address Y our Most
Pressing Financial Questions by Sheryl Garrett, CFP®, with Marie Swift and the Garrett

Planning Network (www.garrettplanningnetwork.com). Mary Gibson was also a
contributor to this book.
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