


¢ Anamount for insurance, if the lessee has agreed
to purchase insurance from the lessor.

¢ Theamount of an outstanding loan or lease
balance that the lessee owes on his or her trade-in
vehicle and that the lessor has agreed to pay off,
if the lessee has agreed to include this amount in
the gross capitalized cost.

¢ Other amounts that the lessee has agreed to, such
asthose that are listed under "ltemization of
Gross Capitalized Cost" in the sample lease at

page 15.

The gross capitalized cost of the leased vehicleis the
grand total of the agreed-upon value of the vehicle
and these other amounts when they are present in the
transaction. (See example, Chart 1(a), below.)
These other amounts are called amortized amounts,
because their cost is amortized over the life of the
lease (that is, the lessee pays for them over thelife of
the lease).

Capitalized cost reduction: A capitalized cost
reduction is a payment in the nature of a down-
payment. The capitalized cost reduction is an
amount, such as a cash downpayment, a net trade-in
allowance or arebate, that reduces the gross
capitalized cost.

Adjusted capitalized cost: The gross capitalized
cost minus the capitalized cost reduction equals the
adjusted capitalized cost. Chart 1(a) illustrates
how the adjusted capitalized cost is calculated:

Chart 1(a): Calculation of Grossand
Adjusted Capitalized Costs

Calculation of gross capitalized cost:

Agreed-upon value of vehicle: $20,000
+Amortized amounts:
Service contract: $ 750
Outstanding lease balance: +1,250
Total amortized amounts;  $ 2,000 + 2,000
= Gross capitalized cost: $22,000

Calculation of adjusted capitalized cost:

Gross capitalized cost: $22,000
- Capitalized cost reduction: - 1,000
= Adjusted capitalized cogt: $21,000
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Residual value: At the beginning of the lease, the
lessor predicts the value that the vehicle will have at
theend of thelease. Thisvalueis called the vehicle's
resdual value. Inour example, assume that the
lessor predicts the vehicles residual value after three
years will be $9,000.

Vehicle depreciation: A vehiclés depreciation is
the amount of value that the vehicle loses over a
period of time. At the beginning of the lease, the
lessor calculates the vehicl€'s depreciation over the
life of the lease by subtracting the vehicle's residual
value from the adjusted capitalized cost.

The calculation of depreciation looks like this:

Chart 1(b): Resdual Value and Depreciation
Adjusted capitalized cost:  $21,000
- Residual value: - 9,000
= Depreciation: $12,000

In our example, the $21,000 adjusted capitalized cost
includes $2,000 of amortized amounts (see Chart
1(a)). Therefore, the $12,000 depreciation amount
also includes the amortized amounts. Thelesseein
this example would be obligated to pay the lessor the
$12,000 in depreciation and amortized amounts,
together with a rent charge (see next section), over
thelife of thelease.

B.
How the Lessor Calculates
The Monthly L ease Payment

When you lease a vehicle, you pay the lessor for all
of the following:

C The vehicles depreciation over the life of the lease,
plus

¢ The amortized amounts that you have agreed to
include in the gross capitalized cost, such asthe
service contract and the outstanding lease balance in
Chart 1(a), plus

C A rent charge, which is an amount that the lessor
charges in addition to the depreciation and the
amortized amounts.

In our example, the total of depreciation and
amortized amounts is $12,000. Assume that the rent
chargeis $4,000. This means that you will pay the
lessor atotal of $16,000 for depreciation and the
amortized amounts, plus the rent charge, over the three-



year life of thelease. Thetotal of the depreciation,
amortized amounts and rent charge over the life of the
leaseis called thetotal of base monthly payments.

Thetotal of base monthly paymentsis calculated
likethis:

Chart 1(c): Total of Base Monthly Payments
Depreciation/amortized amts: $12,000

+ Rent charge: + 4,000
= Total monthly payments: $16,000 (excluding
sales/use tax)

In order to calculate the monthly payment amount on
aleased vehicle, the lessor takes thetotal of the
depreciation, the amortized amounts and the rent
charge and divides it by the number of monthsin the
lease. In our example, the calculation is shown in
Chart 1(d) in the right-hand column:

Chart 1(d): Monthly Payment
Total base monthly payments:  $16,000
+ 36 months: + 36
= Base monthly lease payment:  $ 444 (plus
sales/use tax)

The base monthly lease payment does not include
sales or usetax, but the lessor collects this tax each
month. Assuming alocal tax rate of 7.75 percent, your
total monthly payment in this example will be $478
($444 x .0775 = $34; $444 + 34 = 478).

Federal law now requires lessors to disclose the
calculation of the monthly payment amount using a
mathematical progression similar to Charts 1(a) - 1(d).?
Using our example, the monthly payment portion of the
federal modd lease form looks like this:

Federal Consumer Leasing Act Model Disclosure
[See pages 15-16 for the entirefederal model lease form]

Your monthly payment is determined as shown below:

Gross capitalized cost. The agreed upon value of the vehicle ($ 20,000 ) and any items you pay over the lease

term (such as service contracts, insurance, and any outstanding prior credit or leasebalance) . .................... $
Capitalized cost reduction. Theamount of any net trade-in allowance, rebate, noncash credit, or cash you pay

that reducesthegross capitalizedcost ...,
Adjusted capitalized cost. Theamount used in calculating your base monthly payment ........................ =
Residual value. Thevalue of the vehicle at the end of thelease used in calculating your base monthly payment ... ... -
Depreciation and any amortized amounts. The amount charged for the vehicle' s declinein value

through normal use and for other items paid over theleaseterm ... ... ...
Rent charge. Theamount charged in addition to the depreciation and any amortizedamounts . .. ................. +
Total of base monthly payments. The depreciation and any amortized amounts plustherent charge . ............. =
Leaseterm. Thenumber of monthsinyourlease....................
Basemonthly payment ....... ... ... i
Monthly salesfusetax ....... ...t

.................................... + 36

..................................... =$ 478

22,000

1, 000
21,000
9,000

=_ 12,000
4,000
16,000

= 444
t_ 34 0000
+ Total

C.
How the Lessor Applies Each
Monthly L ease Payment

Thetotal of the monthly payments in our example
(%$16,000) is composed of the depreciation amount and
the amortized amounts, plus therent charge. This
means that each monthly lease payment pays off some
of the depreciation/amortized amounts and some of the
rent charge until the total amount is paid off at the end
of thelease.

Thetotal amount of each monthly lease payment is
the same, but the lessor applies different portions of

each payment to (1) the rent charge and (2) the
depreciation/amortized amounts. The portion of each
monthly payment that the lessor credits to the rent
charge and to the deprecation/amortized amounts
depends on the number of monthly payments that have
been made. As each payment is made, the portion that
is applied to the rent charge decreases slightly and the
amount that is applied to the depreciation/amortized
amounts increases sightly. (See example, Chart 6,

page 14.)
You can see that the concept behind a leaseis very

different from the concept behind the purchase of a
vehicle that is financed by aloan (a "financed



purchase"). Under alease, the lessee pays for the
vehicle's depreciation for the term of the lease, together
with any amortized amounts, plus the rent charge.
Under afinanced purchase, the buyer pays for the
vehicle, by repaying the portion of the purchase price
that is financed, plusinterest. That iswhy monthly
lease payments often are lower than monthly loan
payments. However, unlike the lessee, the purchaser
will own the car when he or she has paid off the [oan.

D.
The Lessee's End-of-L ease Obligations

Today, most consumer vehicle leases are ™ closed-
end" leases.

In a closed-end lease, the lessee pays a fixed payment
for afixed number of months. At the end of the lease
term, when all of the payments have been made, the
lessee returns the vehicle to the lessor. The lessee
typically must pay the lessor a reasonable disposition
fee, but does not owe the lessor anything more unless
the vehicle has been damaged, has not been serviced or
cared for as required by the lease, or has been driven
more miles than allowed by the lease. Lessors
sometimes call closed-end leases "walk-away" |eases
for this reason.

Almost all consumer leases set limits on mileage and
vehicle wear and tear during thelife of thelease. Itis
important that you understand these limits before you
agree to lease a vehicle because charges for excess
mileage and wear and tear can increase your end-of-
term lease costs. Sometimes, these charges can be
quite high.

Thelessor's beginning-of-lease prediction of the
vehiclée's end-of-lease residual value assumes that the
vehicle will be returned in reasonably good condition
when the lease ends. The mileage and wear and tear
limits are built into the lease to help assure that the
lessor's prediction of the residual value (to the extent
that it is based on the condition of the vehicle) will be
fairly accurate at the end of the lease.

Most vehicle leases allow the vehicle to be driven
12,000-15,000 miles a year for each year of the lease.
However, some leases allow only 10,000 miles each
year. Most leases require the lessee to pay from $.08-
.15 for each extra mile, but some leases charge as high
as $.25-.30 per extramile.

Vehicle wear and tear standards can be quite stiff.
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For example, some current leases consider unmatched
tires and stains or worn areas in theinterior to be
excess wear and tear. (See pages 9-10 for more
examples.)

Additional Explanation:
" Closed-End" and " Open-End" Leases

In a closed-end lease, once the lessor has estimated
the vehicle's end-of-lease residual value, the lessor is
bound by that estimate. Even if the vehicle depreciates
more than expected during the life of the lease, the
lessor is bound by its original estimate of the vehicle's
residual value. Thus, thelessor is said to bear the risk
of the vehicle's depreciation in a closed-end lease.

" Open-end" vehicle leases were quite common until
the tax laws were changed several years ago. Under an
open-end lease, the lessor would estimate the vehicle's
end-of-lease residual value, but would not be bound by
that estimate. If the vehicle depreciated more than
expected during the life of the lease, the lessee would
owe the lessor the difference between the estimated
residual value and the vehicle's actual value at the end
of thelease. Thus, under an open-end lease, the lessee
would bear therisk of the vehicle's depreciation.
Generally at the end of an open-end lease, the lessee
could not be liable to the lessor for more than three
times the monthly payment amount, plus any damage,
excessive mileage, and missed payments.®

E.
SAMPLE LEASE FORM

Pages 15-16 provide a sample closed-end vehicle lease
contract that has been completed to show the following
transaction:*

Term of lease: 36 months

Agreed-upon value of vehicle $19,514
Gross capitalized cost of vehicle: $19,514
Capitalized cost reduction: $0

Residual value of vehicle: $9,013
Depreciation: $10,501

Rent charge: $3,544

Monthly payment: $390

Initial Payment: $1,165

<O O O OO O OO O




C Disposition fee: $250
This lease transaction is the example used in Part 11.

1.
SOME ADVANTAGESAND
DISADVANTAGES OF LEASING

Leasing has some features, such as lower monthly
payments, which many consumers consider to betrue
benefits. However, many consumers consider other
features of leasing, such as fees for early termination
and excess wear and tear, to be significant
disadvantages. Part Il discusses some of the
advantages and disadvantages of leasing.

A.
Advantages of Leasing

1. Upfront fees

The upfront fees under a lease usually are less than
in a purchase transaction.

At the beginning of a lease, you generally are
required to pay an "initial payment,” which may
include the first month's lease payment, a security
deposit equal to one or two months' payments, a lease
acquisition fee, and the costs of thetitle and thefirst
year's registration.

Some leases also require the lessee to pay a
capitalized cost reduction (see page 2). The capitalized
cost reduction may be as much as 10% or more of the
capitalized cost. Paying the capitalized cost reduction
and/or theinitial payment makes the monthly payments
lower than if one or both of these amounts were not
paid.

By contrast, in order to obtain aloan to purchase a
new vehicle, the purchaser may have to pay a down-
payment of up to 20% of thetotal of the purchase
price, the sales tax and thefirst year's registration.
However, in today's competitive market, some lenders
offer loans that require no downpayment, or a 10%
downpayment.

Some |eases today offer an attractive monthly
payment, but require an initial payment or capitalized
cost reduction that is nearly as large as a down-
payment in atypical purchase transaction. Making
such alarge upfront payment in a lease undercuts one
of the main arguments in favor of leasing.

2. Monthly payments
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Monthly payments under alease usually are less than
under aloan for the purchase of the same vehicle. This
is because a lessee pays for the vehiclés depreciation, a
rent charge and any amortized amounts (see page 2),
while a purchaser repays the entire amount borrowed to
purchase the vehicle, plus interest.

3. Salesand usetax

From a tax perspective, consumer lessees and
purchasers of vehicles now are on the same footing.
For years, one of the advantages of purchasing a
vehicle was that the consumer could deduct the interest
and taxes, but thisis no longer true.

4. Early purchase option

Until recently, California leases did not always allow
the lessee to purchase the leased vehicle before the end
of thelease. Leases which did allow early purchase
often required the lessee to pay an early termination fee
(see discussion, pages 6-8) in addition to the purchase
price. Californialaw now gives lessees theright to
purchase the leased vehicle or tradeit in before the end
of the lease, and sets a method for determining the
purchase price.® Chart 5 (page 13) shows a calculation
of an early purchase/ trade-in price under the new
California law.

5. End of lease

Under a closed-end lease (see page 4), you can return
the vehicle to the lessor upon making the final lease
payment, pay the reasonable disposition fee stated in
the lease and any charges for excess miles and wear
and tear, and walk away from the vehicle. Many
consumers consider this to be a major advantage of a
lease, because it avoids "the trade-in hassle" often
experienced by purchasers when they trade in their
vehicles.

However, recent articles point out that |essees often
disagree with the charges assessed by the lessor at the
end of the lease (for example, for excess wear and extra
miles), and may wind up negotiating with the lessor
over these amounts.® To many consumers, this may
offset any benefit of avoiding the trade-in hassle.

Some lessees, whose leases contain a purchase option,
consider it advantageous to be able to decide whether or
not to purchase the vehicle at the end of the lease, after
they have lived with the vehicle for several years. The
purchase option price may be the vehicle's residual



value, another price stated in the lease, or a price based
on the vehicle's end-of-lease Blue Book value (or the
value set by a similar readily-available publication),
plus a fee charged by the lessor.

At the end of the lease, if you have complied with all
of the lease terms, the security deposit that you paid at
the beginning of the lease will be returned to you, or
will be credited against amounts that you may owe for
excess miles and wear and tear. If you exercisea
purchase option, your security deposit will be credited
against the purchase price.

6. Warranty coverage

Today, consumer lessees of new motor vehicles
enjoy the same warranty and Lemon Law protections
as do purchasers.’

7. Intangible advantages

Some people simply prefer leasing over purchasing
for personal reasons. For example, some people like to
have a new car every two-three years, or may prefer to
always drive a car that is under factory warranty.
Some people like to have "the most car" possible for
the amount of monthly payment that they can make.
Some people want to avoid the "trade-in hassle.”
Leasing makes sense for these people, as long as they
drive an average amount of miles each year (for
example, 15,000 miles or less) and take good care of
ther cars.

B.
Some Disadvantages of L easing

1. Overall expense

A major disadvantage of leasing a vehicleis that the
overall cost often is more than purchasing the same
vehicle® Many automotive finance experts believe that
the cheapest way to pay for the use of a vehicleisto
buy the vehicle for cash and keep it for its useful life
(today, often 100,000 miles or more).® These experts
beieve that the next cheapest way is to make the
largest downpayment on the shortest-term loan that you
can afford and keep the vehicle for its useful life.

Not surprisingly, most consumers cannot pay cash
for avehicle, and many do not want to keep a vehicle
for 100,000 miles. For the average consumer,
purchasing a vehicle, sdling it after several years and
paying off the loan usually is cheaper than leasing the
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same vehicle and paying all the lease payments.*°
However, some automotive finance experts consider
that the costs of these two transactions are
"competitive."

2. Early termination fees

Probably the biggest disadvantage of leasing a vehicle
is the cost of terminating (ending) the lease early. An
"early termination fee" can be as high as several
thousand dollars.

Most consumers do not understand how large early
termination fees can be or their liability for these fees if
the lease ends early for almost any reason. If you are
thinking about leasing a vehicle, you need to understand
when early termination fees can be assessed and how
much they can be, even if you are certain that you will
keep the vehiclefor thelife of thelease. Your potential
liahility for early termination fees should be a major
consideration, since more than 50% of all consumer
leases in California are terminated early by the lessee or
the lessor.

You typically are required to pay an early termination
fee when your lease ends early for any reason,
including your defaulting or ending the lease
voluntarily. Also, you may be required to pay at least
part of the early termination feeif the vehicleis stolen
or damaged before the lease ends and is declared a total
loss by the insurer (see discussion of "GAP liahility,"

page9).

For the reasons explained in therest of this section,
early termination fees usually are very hefty. The new
federal regulations that govern consumer vehicle leases
emphasize this by requiring that the following notice be
placed in all vehicle leases:

"Early Termination. You [the lessee] may have to pay
a substantial chargeif you end this lease early. The
charge may be up to several thousand dallars. The
actual charge will depend on when the leaseis
terminated. The earlier you end the lease, the greater
this chargeis likey to be."**

a. Calculation of early termination fees

In calculating the terms of the lease and the lesseg's
obligations, the lessor assumes that the lease will
continue in effect for the entire lease period (for
example, 36 months). Theleaseis structured so that
you will pay the lessor all of the vehiclé€'s estimated
depreciation, the full rent charge and any amortized



amounts that you have agreed to (see pages 1-2) over
the period stated in thelease. If the lease ends early,
you will not have paid all of these amounts to the
lessor.

To compensate the lessor when the lease ends early,
California law allows the lessor to reguire you to pay a
portion of the adjusted capitalized cost as afee.’* You
must pay the lessor the vehicle's adjusted capitalized
cost (page 2), minus the sum of theL realized value of
the vehicle (often, the vehicles wholesale value) plus
all of the depreciation and amortized amounts accrued
through the date of early termination. Y ou also must
pay the lessor any ddinquent and unpaid payments and
areasonable disposition feg, if oneis stated in the
lease.

Chart 2 shows how the early termination feeis
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calculated. Chart 3 below gives examples of early
termination fees at 12 and 18 months for the lease
transaction described at |1.E. (pages 4-5) and the sample
lease at pages 15-16.

Chart 2: Calculation of Early Termination Fee

Adjusted capitalized cost

+Delinquent and unpaid payments (excluding excess
wear & mileage charges)

+ Reasonable disposition fee (if stated in lease)

- [All depreciation and amortized amounts accrued +
the realized value of the vehicle]

= Early termination fee

Chart 3: Examplesof Early Termination Fees

Adjusted
Month of || Capitalized | Depreciation  Realized Early Termination
L ease Cost Paid* + Value** Equals Fee
12 $19,515 | $3,963 + $12,260 = $16,223 $19,515 - 16,233 = $3,292
18 $19,515 | $6,007 + $11,365 = $17,372 | [[$19,515- 17,372 = $2,143
* Chart 6, page 14, explains how the depreciation amounts were cal cul ated.
** Realized value taken or derived from Edmund's Automobile Buyer's Guides (March, 1998).

Early termination is expensive. As shown by Chart
3, early termination is more expensive early in the lease
because the car depreciates morerapidly early in the
lease, and because you will have paid less of the
scheduled depreciation and amortized amounts. This
means that a smaller amount is subtracted from the
adjusted capitalized cost when the lessor calculates the
early termination fee.

Later in thelease, by contrast, you will have paid
more of the scheduled depreciation and amortized
amounts, and a larger amount therefore will be
subtracted from the adjusted capitalized cost when the
lessor calculates the early termination fee.

Y ou would be required to pay the early termination
feein Chart 3 in addition to the monthly lease payments
that you already have made. If you terminated the lease
after 18 months, for example, your total payments on

the $19,515 car would be $9,788™ -- and you would
not have the car.

In addition to the feesin Chart 3, you would also
have to pay a reasonable disposition fee if oneis stated
in the lease contract, plus any delinquent payments (but
not excess mileage and wear charges). If you have de-
faulted, you would also have to pay the lessor's
reasonable costs for repossessing, storing and
reconditioning the vehicle, if the lessor has paid these
costs.

Additional Explanations:

Determining the Vehicle's Realized Value at
Early Termination

California law provides that the vehicle's realized value
at early termination may be determined by one of the
following methods:




C By appraisal (at the lessee's dection and expense), or

C By the higher of the price paid for the vehicle at
disposition or any other amount established by the
lessor or the lease contract, or

By reference to a recognized used vehicle value
guide, such as the Kdley Blue Book Auto Market
Report. (Thelessor can usethis last method only if
the lessor intends to keep the vehicle or to leaseiit to
someone else.)

If the vehicleis atotal loss as aresult of theft or
damage, and if the lessee has insurance on it as
required in the lease, the realized value is the amount of
the deductible plus the insurance settlement proceeds
(or ahigher amount agreed to by the holder of the
contract).™

Effect of Higher Residual Value on
Early Termination Fee

A higher residual value has the effect of increasing
therent charge. This means that more of each monthly
payment goes to the rent charge and less goes to
depreciation than with a lower residual value. Asa
result, at early termination, the lessee will have paid
less depreciation and the early termination fee will be
higher. On the other hand, a higher residual value
lowers the monthly payment amount.

b. Lessor's notice: disposition of vehicle

In order to be entitled to any early termination fee,
the lessor must send the lessee a written notice
regarding disposition of the vehicle.

Often, the lessor sdls the vehicleto establish its
realized value (see Charts 2 and 3 above). Thelessor
must act in good faith and in a commercially reasonable
manner in connection with the disposition of the
vehicle™ Asageneral rule, the lesseeis not liable for
any early termination fee if the lessor has not complied
with these notice and good faith requirements.*

Additional Explanation:
Contents of L essor's Notice of Disposition

The lessor's written notice of disposition must be
given to the lessor at least 10 days before the lessor
disposes of the vehicle or determinesitsvalue. The

notice must do all of the following:

C ltemizethe lessee's early termination liability and
state the highest early termination fee for which the
lessee can be held liable.

Explain how the vehicl€'s realized value will be
determined, including by appraisal, wholesale value,
or the higher of the price paid upon disposition or
another amount established by the lessor or in the
lease contract.

Explain the lessee's right to have the vehicle
appraised (at the lessee's dection and expense) to set
its realized value, and the procedures for obtaining
an appraisal .’

These notice requirements do not apply when the
insurer declares the vehicle atotal loss as a result of
theft or damage and the lessee has insurance on the
vehicle as required by the lease.’®

c. Lessons for consumers

Many lessees do not understand how large the early
termination fee can be until they are faced with having
to pay it. Thereare several possible explanations for
this:

¢ Thelease contract language that explains early
termination fees usually is very complicated.

Some salespeople represent that it is easy to end the
lease early for any reason, and either do not mention
the early termination fee or represent that it is small.

Lessees, in their excitement about getting a new car,
simply don't care about potential early termination
liability.

In the past, some |lessees who were faced with large
and unexpected early termination fees tried to avoid
having to pay them by re-leasing or "subleasing” their
vehicles to someone else. Today, subleasing without
the consent of the lessor isillegal in California.’®

While early termination fees have taken many
consumers unawares, you can learn from their mistakes
and take precautions to reduce your risk of having to
pay such afee. For example:

C Beforeyou enter into alease, be certain that you will
keep the vehicle for the entire lease period.

C If you think that you may not keep, or be ableto
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keep, the vehicle for the entire lease period, choose a
shorter lease. Do not rely on theright to terminate
the lease early.

Be surethat you understand as much as you can
about your liability if the lease ends early for any
reason. Therewill always be charges in addition to
the "termination” or "disposition" fee stated in the
lease (typically, $200-250). If you do not
understand the lease provisions on early termination,
ask the dealer or lessor for written examples of the
early termination fees if you terminate the lease, for
example, after 12 and 24 months.

Although early termination is expensive, there are

occasions when a lessee has no choice but to end the
lease early (for example, because of significant loss of
income or unexpected major medical expenses).
Recognizing this, California law now gives the lessee
theright to terminate the lease at any time, subject to

payment of the early termination fee.®

Also, Californialaw now gives the lessee the right to

purchase the vehicle or trade it in before the lease ends.
To do so, the lessee must pay the difference between
the adjusted capitalized cost and the sum of all
depreciation and amortized amounts that have accrued,
plus any delinquent payments and a reasonable
purchase option fee (if oneis stated in thelease). (See

Chart 5, page 13, for an example.)*
3. "GAP" liability
If your leased vehicleis stolen or damaged before the

end of the lease, and is declared a total loss by the
insurance company, there may be a difference (a"gap")
between the fee on termination and the proceeds of your
insurance plus your deductible amount. Some leases
hold the lessee liable for the gap amount.

Chart 4 shows how gap liability is calculated on

early termination when the vehicle has been declared a
total loss by the insurance company.

+ Deinquent and unpaid payments (excluding excess

+ Reasonable disposition fee (if stated in lease)

Chart 4: Calculation of Gap Liability

Adjusted capitalized cost
wear & mileage charges)

[All depreciation and amortized amounts accrued
+ insurance proceeds + deductible amount]

= Gap amount owed

If your lease obligates you to pay the gap amount,
the lease must contain a statutorily-prescribed "GAP
liability notice" on the first page.?

Some lessors sdll "gap" protection coverage (often
called "guaranteed automobile protection coverage").
A lessee may purchase this coverage, for an additional
fee, to cover the lessee's potential gap liahility.

4. Insurance

Both lessees and purchasers are required to carry
insurance on their vehicles, but lessors typically require
higher minimum limits than lenders require.

Essentially, the lessor requires these higher limits so
that its asset (the leased vehicle) is protected.

5. Extramiles

L ease contracts set a mileage limitation for the life
of the lease -- typically 15,000 miles a year or 60,000
miles total. However, some leases set much lower
mileage limits -- as low as 10,000-12,000 miles a year.
If you drive the vehicle more than the total number of
miles allowed, you will have to pay for the extra miles.
The charge for extra miles may be $.08-.15 per mile,
and perhaps as high as $.25-.30 per mile.

If you drive the leased vehicle more than the total
number of miles allowed, the charge for excess mile-
age can substantially increase your end-of-lease costs.

Some |lease contracts allow the lessee to purchase
"extramiles' at the beginning of the lease for a set
amount. If you think it islikely that you will drive
more miles than are allowed by the lease, purchasing
extra miles at the beginning of the lease may be a good
idea. However, you should understand that if you do
not use the extra miles, you probably will not get a
refund for them.

6. Excesswear and tear

In addition to mileage limits, vehicle leases contain
wear and tear standards. These standards are de-
signed to minimize the amount of reconditioning that
the vehicle will need at the end of the lease before the
lessor can sdl or |ease the vehicle to someone € se.

Before you agree to lease a vehicle, you should
carefully check the wear and tear standards in the
proposed |ease contract. Sometimes, these standards
can be quite stiff. For example, some current leases



consider the following to be excess wear and tear:

¢

Unmatched tires, tires with less than 1/8 inch of
tread, or less than a full set of tires (including a
spare of the type originally supplied with the
vehicle).

Chipped glass or mismatched or miscolored paint.
Electrical or mechanical defects or malfunctions.
Burned out lights.

Missing trim.

Stains or worn areas in theinterior.
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Damage from equipment or signs removed from the
vehicle.

One lease requires that any replaced sheet metal be
original equipment manufacturer sheet metal, and that
all other repairs be made with original equipment
manufacturer parts or parts of equal quality.

If you return your leased vehicle at the end of the
lease, and if it does not meet the wear and tear
standards stated in the lease, you can expect the lessor
to charge you for the repairs to bring the vehicle up to
those standards. One leasing expert suggests that
consumers who are considering leasing should assume
(and factor into their decision) that they will be asked to
pay roughly twice the amount of their security deposit
to cover excess mileage and wear and tear charges at
the end of the lease.®*

7. No Equity

A key factor for many consumers in deciding
whether to lease a vehicleis that the lessee never has an
ownership interest in the vehicle unless he or she
purchasesit (for example, using an end-of-lease
purchase option).

In alease, the lessee's monthly payments only reduce
the total amount owed under the lease, and do not build
equity (ownership) in the vehicle. By contrast, ina
purchase transaction, the purchaser builds up equity in
the vehicle with each installment payment until he or
she owns the vehicle when the final installment is paid.
Moreover, the purchaser can pay off theloan at almost
any time, usually without a prepayment penalty and
perhaps with a refund of unearned finance charges, and
own the vehicle outright.
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8. Unfamiliar termsand concepts

Theterms, concepts and calculations in lease
transactions are more complex than in purchase
transactions, and the federal and California leasing
laws do not always aid consumers' understanding of
them.

Recent changes in federal and California law require
many more disclosures than under prior law. For
example, prior law generally did not require that the
vehicles "initial value' be disclosed; the law now
requires that the vehicle's agreed-upon value at the
beginning of the lease be disclosed as part of the gross
capitalized cost (see pages 2, 15).

Even so, many of the terms used in lease trans-
actions are different than those used in purchase
transactions. For example, the terms "purchase price’
and "downpayment" are not used in lease transactions.
This can be confusing to a person who is not familiar
with the concepts and language of leasing, and may
make negotiating favorable lease terms more difficult.
The changes in federal law have attempted to make
lease terminology more understandable. (See pages 15-
16 for a sample of the model federal lease form.)

One disclosure that the new laws do not requireis
the"leaserate’ or "money factor." The money factor,
asit iscommonly called, is a cost of financing the
transaction and is akin to interest paid on aloan

inafinanced purchase. Inaloan, theinterest rate
(called the "annual percentagerate" or the "APR") must
be disclosed. The money factor is used to calculate the
rent charge (typically, the lessor's profit) and the
lesseds liability if the lease ends early.

While lessors are not required to make this
disclosure, some lessors will tell you their money factor
if you ask while discussing proposed lease terms. The
money factor in a lease transaction typically is
expressed as a decimal fraction, rather than as the
familiar percentage rate in a purchase transaction. For
example, the money factor in the lease transaction
described at |.E. (pages 4-5) is .00345. Asagenera
(but not foolproof) rule of thumb, multiplying the lease
rate by 2400 gives you a rough equivalent of the
interest rate (here, .00345 x 2400 = 8.28 percent).®
Generally, the lower the money factor, the less the rent
charge will be.



Knowing the money factor can hep a person who is
trying to decide between leasing or purchasing a
vehicle, and can make comparing costs and terms
among lessors easier for a person who has decided to
lease avehicle. Knowing the money factor also can
help a lessee figure out his or her early termination
liahility under the lease (see pages 6-8).

1.
OVERVIEW OF
LESSEES LEGAL RIGHTS

Both California and federal law govern consumer
leases of motor vehiclesin this state.?®

Federal Regulation M?’ requires that the lessor
disclose most of the terms of the lease in the lease
contract, and prescribes the format for some of the key
disclosures.®

Regulation M also contains a modd lease contract
that most lessors follow. See pages 15-16 for a sample
of this contract that reflects the lease transaction
described at |.E. (pages 4-5).

Thelessor cannot require you to sign alease
contract if it has any blank spaces to befilledin® The
lease contract must be signed by both you and the
lessor, or the lessor's authorized representative®® The
lessor must give you an exact copy of the completed
lease contract when both you and the lessor have signed
it, and cannot deliver the vehicle to you until this has
been done.®* The lessor also should give you a copy of
any credit statement and any purchase order which you
have been required or requested to sign during the
contract negotiations.*

Contrary to most consumers' belief, thereis no
"cooling off" period or other cancellation period for
vehicleleases. However, alease can be canceed with
the lessor's agreement, or for legal cause, such as
fraud.*

If you pay part of the amount due at lease signing or
ddivery with a net trade-in allowance, the lease
contract must state a brief description of the trade-in
vehicle and its agreed-upon value. The sameistrueif
the lease's "Itemization of Gross Capitalized Cost"
includes any outstanding balance from a trade-in.*

If for some reason you or the lessor do not sign the
lease contract, the lessor generally must return to you
any prepayment that you have made.* Also, if your
credit application is not approved, you have the right to
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return the leased vehicle and to receive a refund of any
payments that you have made (unless the non-approval
results from an incomplete application, or from your
supplying incorrect information).*

Sometimes, alessee leaves his or her vehicle with the
lessor as a downpayment, but the lessor breaches the
lease and fails to return the lessegs vehicle. In this
situation, the lessee can recover from the lessor ether
the fair market value of the lessee's vehicle or its value
stated in the lease contract, whichever is greater. The
lessor must tender (offer) the lessee the appropriate
amount within five days after the breach.*

If the lessor wilfully fails to comply with any of the
required lease disclosures, the lessee can rescind
(cancel) the lease contract.®® If the lessor has made a
mistake in the lease contract, and if correcting the
mistake will increase the amount of the contract
balance, the lessee can rescind the lease, unless the
lessor waives (gives up) the collection of the increased
amount.*®

Instead of rescinding a contract that does not comply
with the lease disclosure requirements, the lessee can
bring a lawsuit to recover actual damages, statutory
damages, the costs of the action, and reasonable
attorney's fees as determined by the court. If the
lessor has violated the federal Consumer Leasing Act
or federal Regulation M, the lessee can bring a lawsuit
to recover actual damages, statutory damages, the costs
of the action and reasonable attorney's fees as
determined by the court.”* A lessee generally cannot
bring similar actions based on the same facts in both
federal and state courts.*

While lessees have these rights under thelaw, it is
best not to get into a situation where you will need to
rely on them. Beforeyou sign a lease contract, be sure
that:

¢ The agreed-upon terms of the transaction are stated
accuratdy in the lease contract;

¢ All the spaces in the lease contract that apply to your
transaction have been filled in;

¢ You agreewith and understand all of your
obligations under the lease contract (for example,
early termination liability and excess wear standards
and mileage limitations); and

C A brief description of your trade-in vehicle, its
agreed-upon value, and any outstanding loan or lease



balance are stated accuratdy in the lease contract (if
you are trading in your present vehicle).

Get copies of any credit statement or purchase order
that has been filled out during the negotiations. Be sure
that you get an exact copy of the lease contract which
has been signed by all parties, and do not accept
ddivery of the mator vehicle until you have received
such a copy.

V.
OTHER RESOURCES ON
CONSUMER VEHICLE LEASES

Keysto Vehicle Leasing: A Consumer's Guide, Federal
Reserve Board, www.bog.frb.fed.us, or request this
title ($.50 cost) from Consumer Information Center,
Department 304E, Pueblo, CO 81009

Auto Leasing Supplement, LA Times, Feb. 16, 1998

Should You Lease Your Next Car? Consumer Reports,
Dec., 1997

"Consumer Leasing Act" in Truth in Lending National
Consumer Law Center, Boston (3rd ed. 1995 and 1997
Cumulative Supplement)
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Official Saff Commentary on Regulation M, Federal
Reserve Board, 12 Code of Federal Regulations Part
213, Supp. 1.

*kkk*k

Prepared by: John C. Lamb, Senior Staff Counsd,
Legal Services Unit, October, 1998

NOTICE: We attempt to make our Legal Guides
accurate as of the date of publication, but they are
only guidelines and not definitive statements of the
law. Questions about the law's application to
particular cases should bedirected to a specialist.

This document is available on the Internet. Seethe
Department of Consumer Affairs homepage at
www.dca.ca.gov.

This document may be copied if al of the following
conditions are met: the meaning of the copied text is
not changed; credit is given to the Department of
Consumer Affairs; and all copies are distributed free of
charge.



ENDNOTES

1. See"Should You Lease Your Next Car?' Consumer Reports,
December 1997 (cost comparisons for leasing and purchasing 25
popular vehicles).

2. 12 Code of Federal Regulations Section 213.4(f).

3. California Civil Code Section 2988(b); 12 Code of Federal
Regulations Section 213.4(m)(2).

4. Derived from "Lease or buy" table of comparisons in "Should
You Lease Your Next Car?' Consumer Reports, December 1997.
Assumptions: Example excludes sales tax and registration fees.
Monthly payment amount is rounded. Initial lease payment
includes no capitalized cost reduction. Lease allows 15,000 miles
per year. Residual value estimated at 44.21%.

5. California Civil Code section 2987(f). This section sets the
maximum selling price of the leased vehicle at early
purchase/trade-in (excluding taxes and other charges incidental to
thesale). Payment of this price relieves the lessee of any further
liability under the lease contract. (See example, Chart 5, page
13)

6. For example, "Money Talk," Los Angeles Times, March 2,
1997; "Should You Lease Your Next Car?' Consumer Reports,
December 1997.

7. SeeCalifornia Civil Code section 1795.4.

8. "Auto Leasing: Islt Good for Consumers?' in At Home With
Consumers, Direct Selling Education Foundation, December,
1996.

9. For example, "Should You Lease Your Next Car?' Consumer
Reports, December 1997. One expert points out, that with the
expected life of vehicles today, a consumer could purchase the
vehicle, pay off the loan at the end of three, four or even five
years, and be able to drive the vehicle for several more years
without making monthly payments. ("Auto Leasing: Is It Good
for Consumers?' in At Home With Consumers, Direct Selling
Education Foundation, December, 1996.)

10. See"Should You Lease Your Next Car?' Consumer Reports,
December 1997.

11. 12 Code of Federal Regulations Section 213.4(g)(2).
Emphasisin original.
12. California Civil Code Section 2987.

13. You would have made 18 payments at $390 = $7,020. You
would pay this plus the early termination fee of $2,143. You
would have already paid a $375 lease acquisition fee and you
would be required to pay a $250 end of leasefee. Thetotal is
$9,788. Your $400 security deposit would be credited against
this amount. (California Civil Code Section 2987(€).)

14. California Civil Code Section 2987(c)

15. California Civil Code Section 2987(d)(1).
16. California Civil Code Section 2987(d)(3).
17. California Civil Code Section 2987(d).
18. California Civil Code Section 2987(d)(4).
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19. California Penal Code Sections 570-573, Civil Code Section
33435.

20. California Civil Code Section 2987(a).

21. See Endnote 5.

22. California Civil Code Section 2985.8(j). See page 15 for the
text of the"GAP liability notice."

23. "Auto Leasing: Is It Good for Consumers?' in At Home With
Consumers, Direct Selling Education Foundation, December,
1996.

24. "Should You Lease Your Next Car?' Consumer Reports,
December 1997.

25. Because of the manner in which other components of the
lease may be calculated, the percentage may not necessarily
measure the overall cost of financing the lease. (See 12 Code of
Federal Regulations Section 213.4(s); 61 Federal Register 52246,
52254-52255 (Oct. 7, 1996).)

26. California Vehicle Leasing Act, Civil Code sections 2985.7
to 2990; federal Consumer Leasing Act, 15 United States Code,
sections 1667 to 1667¢e; Consumer Leasing Act regulations, 12
Code of Federal Regulations Part 213 ("Regulation M"). These
laws cover leases of vehicles with terms of more than four months
for personal, family or household purposes. Federal law does not
cover leases where the total contractual obligation is more than
$25,000.

27. 12 Code of Federal Regulations Part 213 ("Regulation M").
28. 12 Code of Federal Regulations sections 213.3, 213.4.

29. California Civil Code section 2985.8(d).

30. California Civil Code section 2985.8(g).

31. California Civil Code sections 2985.8(g),(h).

32. California Civil Code section 2986.4.

33. California Civil Code section 2985.8(€).

34. California Civil Code section 2985.8(c)(4); see 15 United
States Code section 1667a(2), 12 Code of Federal Regulations
section 213.4(b).

35. California Civil Code section 2986.13(a).

36. California Civil Code section 2985.8(f).

37. California Civil Code section 2986.13(b).

38. California Civil Code section 2988.7.

39. California Civil Code section 2988.7.

40. California Civil Code section 2988.5. See this section for
limitations and exceptions (for example, certain errors may be
correctable and certain bona fide errors may not giveriseto
liability).

41. 15 United States Code section 1640(a). See this section for
limitations and exceptions (for example, certain errors may be
correctable and certain bona fide errors may not giveriseto
liability).

42. Cadlifornia Civil Code section 2989.

Chart 5: Example of Calculation of Early Purchase/Trade-in Price
Early purchase/trade-in at month 12 of lease transaction described at |.E. (pages 4-5) and in sample lease (pages 15-16)

Depreciation amounts accrued through month 12 (taken from Chart 6, page 14):

$ 324.01 (mo. 1 depreciation)
+ 325.14 (mo. 2 depreciation)
+ 326.26 (mo.3 depreciation)

+ 328.51 (mo. 5 depreciation)
+ 329.65 (mo. 6 depreciation)
+ 330.78 (mo. 7 depreciation)

+333.07 (mo. 9 depreciation)
+ 334.22 (mo. 10 depreciation)
+ 335.37 (mo. 11 depreciation)
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+ 327.38 (Mo.4 depreciation)  + 331.96 (mo. 8 depreciation) + 336.53 (mo.12 depreciation)

Total depreciation accrued: $3,962.88

Early pyrchase/trade-in price: $19,515adjusted capitalized cost
- 3,963 total depreciation accrued
$15,552

+ delinquent and unpaid payments
+ reasonable purchase option fee
Total price (plus applicable taxes and incidental charges)
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Federal Consumer Leasing Act Disclosures (M odified for California)
Closed-End Vehicle Lease Contract*

Date
L essor (s) L essee(s)
Description of Leased Property
Year Make M odel Body Style Vehicle | D#
1997 Taurus
Y ou have traded in today the following Vehicle:
Year Make Modd
Gross Agreed Upon Value of Trade-In Vehicle $
Amount Due at M onthly Payments Other Charges (not part of your Total of Payments
L ease Signing or monthly payment) (The amount you will have paid by
Delivery Your first monthly payment of $ 390 is Disposition fee (if you do not the end of the lease)
dueon _1st. , followedby 35 purchasethevehicle) $ _250
(Itemized paymentsof $390  dueonthe _1st. of acquisition fee 375
below)** each month. Thetotal of your monthly Total $ _625 $14,670
payment $ 14,045.
$1,165
**|temization of Amount Dueat L ease Signing or Delivery
Amount Due At Lease Signing or Delivery: How the Amount Due at L ease Signing or Delivery will be
paid:

Capitalized cost reduction $ Net trade-in allowance $

First monthly payment 390 Rebates and noncash credits

Refundable security deposit 400 Amount to be paid in cash 1,165

Titlefees

Registration fees

Acquisition fee 375

Total $ _ 1,165 Total $_ 1,165

Your monthly payment isdetermined as shown below:

Gross capitalized cost. The agreed upon value of the vehicle ($ 19,514 ) and any items you pay over the lease

term (such as service contracts, insurance, and any outstanding prior credit or leasebalance) . ..................... $ 19514
Capitalized cost reduction. Theamount of any net trade-in allowance, rebate, noncash credit, or cash you pay

that reduces the gross Capitalized COSE . .. ... o - 0
Adjusted capitalized cost. The amount used in calculating your base monthly payment ........................ =_ 19514
Residual value. Thevalue of the vehicle at the end of the lease used in calculating your base monthly payment ... ... - 9,013
Depreciation and any amortized amounts. Theamount charged for the vehicle s declinein value

through normal use and for other items paid over theleaseterm ... i s =__ 10,501
Rent charge. Theamount charged in addition to the depreciation and any amortizedamounts . ................... + 3,544
Total of base monthly payments. The depreciation and any amortized amounts plustherentcharge .............. =__ 14,045
Leaseterm. Thenumber of monthSinyour [€8se . . . ... ..o o e + 36
Base moNnthly Payment . ... = 390
MONthlY SAIEFUSEEAX . . . oottt e e et e e e e e + 30
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, +

Total MONthly PaYMENt . . ... e e e e e e = 420

Itemization of Gross Capitalized Cost

Itemization of Gross Capitalized Cost
You will pay for the following items over the Lease Term, as part of your Monthly Payment:

a Agreed UponValueof the VEhiCle . ... oo $
D T aXES . o +
c. Initial Title Licenseand RegiStration FEES ... ... i e +
d. Aggregate Amount for Service Contracts, including Optional Mechanical Breakdown Protection and

MaiNtENANCE AGIEEMENTE . . . .\ttt ettt ettt e e et e ettt e e e e e e e e e +
e Aggregate Amount for Credit Life and/or Disability Insurance Premiums . ... ... +
f. Guaranteed AUtOMODIIE PrOtECHION . . . ... o e e e +
g. Outstanding Prior Credit Or LEBSEBAlANCE . ... ..ot e e +
h. Document Preparation Fee (NOt a GOVErnMENt FEE) . ... ..ottt e +
| +
Jo Gross Capitalizetd COSt . ...ttt et =

Early Termination. You may haveto pay a substantial chargeif you end thislease early. The charge may be up to several thousand
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Excessive Wear and Use. You may be charged for excessive wear based on our standards for normal use [and for mileagein excess
of miles per year at therate of per milg].

Purchase Option at End of L ease Term. [You have an option to purchase the vehicle at the end of theleasetermfor $ [anda
purchase option feeof $ .] ['You do not have an option to purchase the vehicle at the end of the lease term.]

Other Important Terms. Seeyour lease documents for additional information on early termination, purchase options and maintenance
responsibilities, warranties, late and default charges, insurance, and any security interest, if applicable.

Official Feesand Taxes. Thetotal amount you will pay for official and license fees, registration, title, and taxes over the term of your lease,
whether included with your monthly payments or assessed otherwise: $ .

Insurance. The following types and amounts of insurance will be acquired in connection with this lease:

We (lessor) will provide the insurance coverage quoted above for atotal premium cost of $
You (lessee) agreeto provide insurance coverage in the amount and types indicated above.

Standardsfor Wear and Use. Thefollowing standards are applicable for determining unreasonable or excess wear and use of the leased vehicle:

Maintenance.
[You areresponsible for the following maintenance and servicing of the leased vehicle:

[We are responsible for the following maintenance and servicing of the leased vehicle]

Warranties. Theleased vehicleis subject to the following express warranties:

Early Termination and Default. (a) You may terminate this lease at any time.

The chargefor such early terminationis:

(b) We may terminate this lease before the end of the lease term under the following conditions:

Upon such termination we shall be entitled to the following charge(s) for:

(c) If you disagree with the realized value we assign to the vehicle, you may obtain, at your own expense, from an independent third party
agreeable to both of us, a professional appraisal of the value of the leased vehicle. The appraised value shall then be used as therealized valuein
determining the amount you owe for early termination.

Late Payments. Thechargefor late paymentsis:

Option to Purchase Leased Property Prior to the End of the Lease. You have an option to purchase the leased vehicle prior to the end of the
term. Thepricewill be[$ ] [the method of determining the price].

Notice: You havetheright toreturn the vehicle, and receive a refund of any payments madeif the credit application isnot approved,
unless non-approval resultsfrom an incomplete application or from incorrect information provided by you.

Notice: (1) Do not sign thislease beforeyou read it or if it containsany blank spacesto befilled in: (2) You are entitled to a completely
filled in copy of thislease: (3) Warning ----- Unlessachargeisincluded in thisleasefor public liability or property damage insurance,
payment for that coverageisnot provided by thislease.

L essee’s Signature Date L essor’s Signature Date



