CHAPTER NINE

TheWhedsof Life

Automobile sales, leases and repairs
BUYING A NEW CAR, TRUCK OR VAN: The thought might excite you, or it might make
you anxious. But no matter how you fed about it, the bottom line is that you are about to part
with a subgtantial amount of hard-earned dollars for something that is going to be around for a

while

BUYING A NEW CAR

Aswith any other big-ticket item, it'simportant to do your homework in advance -- before
hitting the showroom. Decide what kind of vehicle you need, and how much you can afford to
gpend. Think about Sze: do you need abig family car, or will asporty little coupe do the trick?
How much head and leg room do you need? What safety features are important to you -- anti-
lock brakes, sde-air bags? (Check with your insurance agent to find out what discounts youll
get with these fegtures. In some cases, such as car darms, the insurance savings may make it
much eadier to afford the option.) Think about other options: do you care if you have power
everything, or do you mind cranking open the windows yourself? Do you prefer cloth, vinyl, or
leather seats? Are other features important to you? And what is aredlistic budget for you?

After you've analyzed your needs and your finances, you' re ready to begin looking.
Before you start pounding the pavement, first check out some of the consumer-oriented
publications that have information on cog, reliability, comfort factors, and other festures of
many cars. Books and magazinesinclude, anong many others, Consumer's Guide,

Consumer's Report, and The Car Book. Many of these publications can be tremendoudy



helpful to you in the negotiating process (see “Negotiating Tips When Buying” on page XXX).
Your locdl library and bookstores should have many of these references. Then, asyou zero in
on amodd or models, or even amake, talk to people you know and try to find out what kinds

of experiences they've had with particular cars and dederships.

Advertising and Sales Practices
Advertisng for motor vehiclesis largdy regulated by statute, and regulaions vary from date to
gate. In some places, ads must sate the number in stock of vehicles advertised. Other items
that may be required in the ad include price, deder and factory-installed options and warranty
terms. In addition, if the vehicleis"on sae" the ad should State the date the sale ends. Be on the
dert for scams. The bait and switch ad scam -- where the deder is advertising a vehicle that the
dedler does not intend to el -- is particularly important to watch for. (We discussed this
technique earlier, in chapter 5.) Also, if the deder knows important facts about the vehicle, but
falsto reveal them, the law may consder that as a deceptive act that could enable you to cancd
the ded and even recover damages in court under consumer fraud laws. “ Clearing up” the

missing facts after the sale does not erase the dedler's deceaitful act.

Negotiating Tips When Buying
Do you like to negotiate and try to get the best possible price? Buying a car usudly gives you
plenty of opportunity to test your bargaining skills. A recent study by the American Bar
Foundation found that the price of carsthat are exactly the same can easily vary by $1,000 or
more. A lot of that depends on the bargaining skills and tenacity of the buyer.

Unfortunately, lots of usdon't like to haggle. And even if you do, sdespeople a the car
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deder doit dl thetime and are usudly very good & it.

Experts recommend that you do some hard figuring before you even step into the
showroom. How much can you afford for adown payment? For monthly payments? It may
even help to shop for aloan before you shop for a car, so you know exactly what aloan for X
dollarswill cogt. Then try to get the car you want for that price.

Go in armed with information. There are books, magazines, and a burgeoning number of
Internet websites that will tell you exactly what adealer pays at that time for acertain modd,
and each possible option. Some of them will even calculate what afair priceis, given how much
the deder pays. Thisinformation gives you a solid base from which to negotiate (far better than
looking at the sticker price and asking them to cut off 5% or some other arbitrary figure). Make
the dedler aware that you know how much the car and the options cost them. (Y ou'll probably
find that many options are marked up way more than the car itself.) Let them know too that
you're comparison shopping and will be getting prices from at least three deders. To makethe
comparisons smpler, keep your trade-in separate from buying the new car. Don't even mention
your trade-in possibility until you've settled on a price for the new car and options.

Sound like alot of hasde and work? Y ou can avoid the whole problem by ether going
for a"one-price” model or going to adealer that promises not to dicker. Or you can use one of
the auto quotation services that you'l find advertised on the Internet, or in car books and
magazines. These sarvices say that they can get you very low prices because they work with
extensve networks of dealers. For afee, they'll get price quotes for you from avariety of
deders, letting you compare and make your choice in privacy--and with the time to make a

smart choice.



The New Car Contract

A new car contract must be in writing, according to the present statute of frauds section of the
Uniform Commercid Code (UCC), in effect in every state but Louisana If the dedership has
not signed the purchase agreement, you may not be able to enforce the contract.

The sdles contract should

describe the car and include the vehicle identification number (VIN), which you can find

it on the driver's Sde of the dashboard near the windshield;

state whether the car is new, used, or has had a previous life as a demongtrator, rental car

or taxicab, aswel asthe year (i.e., 1996, 1997 -- it could be "new" but be a previous

modd year);

include price terms congstent with your ord agreement, and details on any trade-in you will

supply, including mileage and the dollar amount credited;

include a cancdllation provision that enables you to get your deposit back if certain

conditions occur, such asthe car not being delivered by a certain date; thisis required by

the law of many dates,

date the warranty terms very clearly;

include financing terms that Sate price, deposit, trade-in dlowance, annua percentage rate

of finance charge (APR), monthly payments (including any taxes) and length of term.

By the way, dont let the deder take back your solid negotiating gainsin last-minute

add-ons. For example, virtudly no new car needs rustproofing; in fact, it voids most
manufecturers  rust warranties. Is an dlarm necessary or even useful where you live? Don't get

oneif it isn't. Credit insurance is an expendve way to guarantee that your family will be able to



pay off the loan in the event of your deeth. Paying off your debts is one of the reasons to buy
regular term or whole lifeinsurance, and it” s much chegper per insured dollar than the credit
insurance offered by finance companies. Remember that ultimately dmost anything can be made
to sound chegp if you divideits cost by 12, 24, 36, 48, or 60 (the number of months in your
finance contract). But you could turn around after dl those little add-ons and find yoursdlf
paying twenty or fifty dollars more a month than you thought for items that are overpriced to
begin with and usudly available dsawhere chegper.

If the dedler presents you with a computer-printed form that hastermsin it you don' t
agree with, don' t be shy to make the dedler go back and run off another one. Be sure that
credit insurance is not included if you don't want it. (If you aready have life and disability
insurance, you probably don't need it.) Also watch out for “destination charges’ and the
notorious “dealer prep.” These are just price add-ons, especialy the latter. Y ou don't have to
pay them, and you should be able to negotiate them away or a least down.

Your old Edsdl will dmost certainly be accepted in trade for credit toward the purchase.
Experts recommend separating the new car negotiations from a possible trade-in (see
negotiating tips), but if you do mix them try to get the highest price possible on your trade-in
while negotiating hard on the new car. Go in familiar with the blue book vaue of your car. (The
blue book is available on line, a most public libraries, and at banks and other lending
indtitutions) Given your knowledge of its condition, mileage, etc., push hard for at least the blue
book value. Make sure your trade-in cannot be decreased when the car is delivered.

Better yet, negotiate a provision that enables you to pay cash or the trade-in for adown
payment, then try to sl the car on your own. The dedler isinterested in the “turnaround”-- the
profit that can be made in seling the car. Someone who redly wants the Edsdl for persond use

is probably willing to pay more than the dedler, snce the same car will -- because of the



“turnaround” caculus -- cost moreiif it is bought from the dedler. Y our only problem thenis
timing everything (and getting aride to the dedership!).

The last gep in the ded will be Sgning the purchase agreement. Be very careful a this
dtage. By sgning it, you become obligated to the dedler to buy the car specified, with the
features specified, according to the termsyou ve negotiated. Before you sign the purchase
agreement, make sure you understand and accept dl the contract terms. Thisisimportant
because not reading it won't get you off the hook -- you'll probably have to abide by the
conditions of the contract you have signed even if you have not read it. Read the contract
carefully. Ask questions. Cross out blank spaces to avoid any additions after you Sign. M ake
surethat all thedealer'soral promises made during negotiations appear in the
contract. Do not Sgn until the contract satisfies you.

Who should sign it for the other side? Either an authorized salesperson or a supervisor,
the manager or the owner. If for some reason the person is not authorized, the contract might
not be enforceable, and the dedership might refuse to ddiver the car you thought you had
bought at the price you thought you had negotiated. A new car is a huge purchase. With that
much money at stake, you should be sure that you've met the manager or owner, and that the
person sgning the contract is authorized to Sgn.

If you cancel the sdles contract after Signing, what happens to your deposit depends on
the stage of the transaction and on the contract terms you signed. The earlier in the ded, the
more likely the dedler will refund your deposit and the less likely you will be sued. Some states
entitle you to arefund if, for example, you decide to cancel before the dedler representative
sgnsthe contract. If you need financing, be sure that the purchase agreement states that you can

get arefund if you cannot get financing, despite your best efforts.

Dealer Financing Versus Other Options



Most people don' t have enough cash to buy anew or late-modd used car, and need financing.
Banks, credit unions, finance companies, and car dedersare dl potential funding sources.
Interest rates will vary among these options, though some experts think you'll generdly do better
at abank or credit union than at the dedler.

Shop around for the best dedl by comparing the various terms and annual per centage
rates (APR s). The APR isthe unit price for credit that takes into account dl the finance costs
of the loan. The APR is expressed as ayearly rate. It may depend partidly on your credit
history. It pays to shop around. Some observers believe the lowest rates are often available
from credit unions, especidly for used cars.

The creditor (the person or indtitution who provides the money for the car) must inform
you, prior to your being bound to particular financing, of:

the annual percentage rate (this must be congpicuous, for example, printed in red or in much
larger type than the rest of the document);

the balance on which the creditor computes the finance charge;

the dollar amount of the finance charge (this also must be conspicuous);

the amount to be financed (the amount of credit);

the totd dollar amount that will be paid (credit obtained plus finance charge); and

the number, amount, and due dates of payments.

The annua percentage rate enables you to comparison shop for credit. Don't make the
migtake of automaticaly going for the arrangement that gives you the lowest monthly payment,
gnceit could cost you more in the long run, as explained below. A good example of usng APR
to find the best dedl is provided by shopping for financing for a car. Suppose that you're buying
a$5,000 used car, putting $1,000 down and planning to borrow $4,000. How might you use

the credit terms disclosed to select the best credit contract? Before you sign aloan, the lender



must show you the amount financed ($4,000), length of 1oan, monthly payment, tota finance
charge and the APR.

Compare these four possible credit arrangements*:

APR Length Monthly Totd Finance Totd Amount Pad
of Loan Payment Charge
Lender A 11% 3years $131 $714 $4,714
Lender B 11% 4 years $103 $962 $4,962
Lender C 12% 4 vyears $105 $1,056 $5,056
Lender D 12% 2years $188 $512 $4,512

*Please note that these figures are correct even though the arithmetic appears to work out
dightly different in some cases. Lenders frequently round off monthly payments to the neaerest
dallar, and adjust the find payment to make up the difference.

Which |oan offers the best terms? The answer depends partly on what you need.
The two chegpest |oans (that is, those with the lowest APRs) are those offered by lenders A
and B. You will pay ahigher tota finance charge to Lender B because you are using borrowed
funds for four yearsinstead of three years. However, if you only have room enough for $105 a
month for car payments in your budget, and you can't find an APR less than 11%, you might
have to take the longer term from lender B. Y ou will cut your monthly payments from $131 to
$103, but you will have 12 more of them and wind up paying dmost $250 more in finance
charges.

Y ou may not be able to shop for credit effectively if you merdy compare the APRs.



The benefits of alow rate may have to be compared with those of a rebate--you cannot have
both. The less credit you need, the better dedl taking the rebate may be.
For example, amgor automobile manufacturer recently offered consumers a choice

of a cash rebate of $1,500 or 5.8 percent financing for four years on certain models. Assume

that the car that you would like to buy under this offer costs $16,000, and that you have $2,000

for adown payment. Y ou have the following choices:
1. Finance through the dedler. A $2,000 down payment, if required, would leave $14,000 to be financed over
four years at 5.8 percent. Monthly payments would be $327.51.
2. Finance through a bank, credit union or other lender. With the $1,500 cash rebate and your $2,000, you
have $3,500 to apply to the purchase price of $16,000. This leaves $12,500 to borrow ($16,000 -$3,500 *
$12,500). If you can borrow $12,500 for four yearsat 11.17 percent, you will find that your monthly payments
are $324.10. Thisisthe better dedl.

Or let's say your car dedler is pushing "incentive financing," by offering a 4.9 percent rate, while your credit
union may be charging 12 percent on new car loans. In such cases, you need to find how much the deder would
charge for the car if you pad cash. By holding congtant the down payment and the length of the loan from the
dedler or credit union, you can see which arrangement would cost lessin finance charges and be better for your
particular Stuation. In essence, you make dl the terms of the two credit arrangements the same, except for
finance charges and monthly payment. Then favor the ded that gives you the lowest monthly payment for the

same length loan.

The Paper Chase
Oneway buying acar differs from buying aloaf of bread isthat the buyer virtudly never walksin with a
checkbook and drives off with the car -- epecidly where financing is involved. Part of the reason is thet, even if

the car doesn' t have to be ordered for you, the dealer usudly handles the paper work with your state’ s motor



vehicle adminigration that makes it possible for you to hold title -- legd ownership -- of the car. (Thisisone
area of the law where possession is much less than nine-tenths of the law, because the technicdl title
requirements are legdly critical.)

Deders are entitled to charge afair fee for running down your paperwork, but keep an eye on these
numbers -- getting you a registration and plates shouldn' t be a profit center for them. (Though use this
opportunity to have them order duplicates of the registration, as needed for your family, in states that issue
them.)

Wheat if something happens to the car between the time you make your deposit and the time the dedler
ddiversit? The answer depends on who has the risk of loss. Usudly, unless there is an agreement to the
contrary, the party who possesses the vehicle bears the risk and is more likely to have insurance againg the loss.
Under the UCC, if the sdller isamerchant (for example, acar dedler), the risk of 1oss passes to buyers only
when they recaive the car. If the sdler isnot amerchant, asin aprivate sde of aused car, the risk passesto the
buyer on "tender of delivery’ -- when the sdller actudly triesto ddliver the car, or makes the vehicle available

for a pick-up arranged by a contract.

Repossession
You may losetitleif you fail to make your payments as they become due. The creditor is then permitted to
repossess your car. When you buy acar on credit, you usualy give the creditor rightsin your property (the car)
that are superior to the rights of your other creditors. Thisis known as alien. When you buy the vehicle on
credit, you Sgn a security agreement, which gives the creditor asecurity interest in your car (the collaterd).
These liens are filed with the sate, usudly by noting the lender's interest on thetitle certificate. If you don't pay,
the creditor may try to get the car back and apply its value toward your debt. That isrepossession.

The only limitation on arepossession is that the vehicle must be taken without “breaching the peace,” i.e,

without violence or a significant potentiad for violence. The repossessor can, however, essentialy bresk in to the
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car or tow it away. In many states, the creditor does not have to sue the debtor, or even notify the debtor of the
default before reclaming the vehicle.

If your car is repossessed, you have one chance to redeem yoursdlf -- or, more specificaly, to redeem the
property beforeit is sold to someone ese. To do so, you normally must pay the entire balance due, plus any
repossession costs and other reasonable charges. Thisis because of the contract's acceler ation clause. This
forces you, the debtor, to pay the entire outstanding debt, not just the amount of overdue payments. Some
dates, however, have lawsthat dlow you to "reingate’ the contract by making up missed payments. But in most
cases, once a default and repossession have occurred, it is unlikely that you will have enough money to pay the
entire balance, even if you don't have to pay interest for the period after the car was repossessed. Redemption
rarely takes place.

If you do not redeem the car, the creditor may keep the car to satisfy the debt fully (unless you have paid at
least 60% of the purchase price). The law refersto thisas strict foreclosure. Thereis no duty to return excess
vaue over the amount owed in a drict foreclosure. Y ou must, however, be provided notice of a proposa to
grictly foreclose and may object to it. Creditors seldom use the option of strict foreclosure, because deders
want to sell, not keep, cars.

More likely, the creditor will sdll the car to satisfy the debt. If the profits from the sale are not enough to pay
expenses and satidfy the debt, you would be ligble for the difference. The only limitation placed on the creditor is
that the sdle be "commercialy reasonable.” In some cases, that may mean first getting court permission to hold a
sde. The sdle may be public or private. The creditor must, however, give you reasonable notice of the time and
manner of the sde. If it isapublic sde, you have theright to take part (bid on the car). If the sale produces too
much money, the creditor must pass some of it dong to you. For example, if the amount of debt and expenses
totals $5,000, and the creditor gets $5,600 from the sale of the car, the balance of $600 is due to you and the

UCC obligesthe creditor to refund the money to you.
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BUYING OR SELLING A USED CAR
In recent years, the used-car business has boomed, partly because consumers may resist the high prices of new
cars, partly because the popularity of leasing has resulted in many clean, late-modd cars on the used car
market. The businessis changing too, with superstores promising low prices, no-haggle shopping, and good
warranties on late modd cars. Some auto brokerage services, including some that are on-line and available
through the Internet or acommercid service such as Compuserve0, advertise that they'll get you low, no-haggle
prices on used as well asnew cars.

Legdly, buying and sdlling a used car has some unique fegtures, but it is Smilar to buying anew car. The
advertisng rules are largely the same, so you must till beware of bait and switch ads that 1ook too good to be
true. And you have to keep in mind, always, that unlike most auto dedlerships, a private sdller (the source of
most used car sdes) is not concerned about a commercid reputation. The private seller might leave town with
your money and never be seen again -- epecidly if you' re the one looking.

Still, some experts believe you may be better off buying from a private sdller, as dluded to in the discusson
on trade-ins above. A private sdler may give a more accurate description of the car's faults based on persona
knowledge, and you may get alower price from aprivate sdller. (They’re not in the car business, after dl, and
indeed are seldom looking for profit on the “turnaround” but rather need to raise cash for something new.)
Private sdllers, however, sddom give warranties, which deders sometimes offer. Also, some states have
regulations governing used car sdes that may apply only to deders.

Y ou have to handle your own paperwork with a private sdller. If you are paying more than $500, you
should have a written contract. An ord contract to sell acar for over $500 may not be enforcegble. Even under
$500, it is dways best to put the contract in writing if you are not going to conclude the dedl immediatdy with a
Bill of Sdle. Many dtates require you to present a Bill of Sdeto register your car. A Bill of Sdle dso may serve
asareceipt. The Bill of Sde should contain the: date of the sale; year, make, and modd of the car; Vehicle

Identification Number (VIN); odometer reading; a statement of the car's condition; amount paid for the car, and
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merchantability has been extended to repair work. Findly, many states require repair
shops to post price lists conspicuoudy.

If you think arepair shop has intentionally chesated you, or made unauthorized
repairs, you should notify your Sate attorney generd's office and cal your lawyer to
discuss possible legd action. Keep in mind that for many mechanics -- and the only
ones you should ded with! -- their business depends on a good reputation, which they
will take care to maintain. So you may wish to try to adjust the matter with them before
you complain to your state attorney generd's office, or the local branch of the Better
Business Bureau, or even to the Chamber of Commerce.

If you do not get satisfaction, you may wish to sueif, for example, the shop made
unneeded repairs or reindaled the origind part rather than a replacement. If the shop
tried its best to correct the fault by fixing something that was broken, though not the
problem's ultimate cause, you should pay the shop. After dl, the repair shop did fix one

of your car's problems. It is not, however, a complete guarantor of your car’ s hedth.

TheMechanic'sLien

In mogt states the shop obtains a mechanic's lien on your car, which helps the shop
secure payment for the work done. For example, if you have authorized extensve
work, but decide that the car isn't worth that much after the shop completes the work
and refuse to pay for completed repairs, the shop may keep your car. The car's actua
vaue, and the actua cost of the repairs, do not matter. If you abandon your car in this
manner, the shop may ultimately sdl your car so that it can recover as much of the cost
of repairs as possble. But note that in states that require written estimates and repair

authorization, the mechanic's lien does not attach if the repair shop has not complied
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with these requirements. In such states, you are entitled to ask a court to order the car
returned to you.

Click hereto go to Chapter 10
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