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LIFE EVENTS

BUYING A CAR

How Much Does a Car Cost?

Before considering the own/lease debate, we should look at the ongoing
costs of vehicle ownership which can be surprisingly high, regardless of the
type of vehicle. When considering buying a car, it is very important that
you incorporate reasonable estimates of these costs into your monthly
budget to determine if you can afford it. Here are some of the main costs
to consider:

® |ease or loan maintenance payments

® Insurance (this will be a reflection of your age, sex and driving record,
and premiums can differ dramatically — a licensed broker should be
approached)

® Gas

® Parking (rates can be very high in downtown areas)

® Maintenance (regular check-ups are recommended)

® Unforeseen expenses (auto repairs can be expensive but they do hap-

pen and you should make an allowance for them)

Leasing or Owning an Automobile?

This is a debate that has been going on for many years and there really is
no ‘correct' answer. It depends on your particular situation, circumstances,
and needs—as well as the details of a potential lease agreement. First, we
should consider the nature of each arrangement:

Buying a Car

Since most of us do not have the financial means to buy a car outright, it is
likely you will have to borrow money for a purchase. You can arrange a
loan through a bank or through the vehicle dealer or manufacturer. During
the term of the loan, the lender keeps ownership of the vehicle since it rep-
resents the collateral on their loan.
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Because cars are depreciating assets (their value decreases every year), there will always be a down payment re-
quired and you should expect to be able to put about 20% down. You will have to pay the loan off over the next 36
to 48 months, which will entail monthly payments of interest and principal. When the loan is paid off, you will own
the vehicle and can then decide to keep it or sell it.

Leasing a Car

A lease is essentially a long-term rental contract. For certain up-front fees and monthly payments over two or three
years, you are entitled to the use of a vehicle. During the lease term you are responsible for all the usual costs of
operation—the same as with a purchase. However, at the end of the lease term, the vehicle is returned to the leas-
ing company. On a monthly financing level, leases will be less expensive than a purchase since the leasing company
eventually gets the vehicle back with value, which they can then sell.

Leasing a car can initially appear to be more attractive than buying due to the lower monthly cost. Consider the fol-

lowing simplified example: /./ //’
Vehicle cost = $20,000 , ) U/

Term of financing = three years (36 months)
Interest rate = 6% per annum compounded and paid monthly
Down payment on purchase = $4,000

Expected value of the car in three years = $10,000

A

In this situation, the prospective buyer could get a loan to buy the vehicle, paying a monthly fee of $475. The
monthly lease cost, meanwhile, is approximately $300. It might seem like a dramatic difference but mathematically,
if the assumptions hold, the prospective buyer ends up in a roughly similar financial situation at the end of the three
-year period. That's because if he was to take out a loan and pay $175 more per month over three years, he would
own an asset worth $10,000 at the end of the term. If he chooses to take the lease, while his monthly payments are
lower, at the end of the term ownership of the vehicle remains with the leasing company.

In actual practice, the various features attached to leases and loans can make the decision seem quite complicated
and there may be situations where one option is somewhat better than the other. As the example illustrates,
though, the actual overall cost of the purchase or lease should not differ dramatically.

A very important aspect of the buy/lease decision is your own personal preferences and temperament. Some people
don't want any kind of debt. Some might be willing to deal with higher debt payments provided they own the car
once the debt is paid off. Others may not mind never actually owning the vehicle and are comfortable with making
monthly payments for the foreseeable future. As a general rule of thumb, people who like to drive a new car on an
ongoing basis will prefer a lease whereas those who plan to keep their vehicle for more than six or seven years
should probably purchase.
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