LOAN OR LEASE?  –  BUYING A VEHICLE

Comparison of Financing Options

Vehicle Financing Options


No Discounts

· New $20,000 vehicle

· No special promotions applied to purchase

· Borrow 100% of money to purchase

Rate Discount on New Car

· New $20,000 vehicle
· Special low interest rate offered by dealer is chosen to borrow 100% of money to purchase vehicle
Price Discount on New Car

· New $20,000 vehicle
· Special refund or “rebate” offered by dealer is chosen to borrow 100% of money to purchase vehicle
· In this example, payments are based on the net amount after the rebate
· Be cautious of offers where payments are based on the gross “before” rebate amount
3 year Old Used Car

· Same $20,000 vehicle but 3 years old therefore depreciated 40% = $8,000

· Borrow 100% of money to purchase

· Assumes consumer can afford and chooses the higher “No Discount” payment which reduces time to pay off by 21 months

Lease

· New $20,000 vehicle
· Manufacturer pre-determines “residual value” of 51% = 49% depreciation rate
· Payments based on difference between new purchase price and residual value, this is what creates the lower payments
· Total Cost does not include potential excess kilometer charges, deposit fees or administration fees
· At end of lease term, must decide to re-lease, borrow, return vehicle or pay cash to payout residual value which adds to long term total cost
· In this example$10,200 potentially will be financed again therefore greatly increasing total interest cost
Buying a Vehicle
Comparison of Financing Options

	Option
	No Discounts
	Rate Discount on New Car
	Price Discount on New Car
	3 year old Used Car
	3 year old Used Car higher payment
	Lease

	New Cash Price
	$20,000
	$20,000
	$20,000
	$20,000
	$20,000
	$20,000

	Depreciation 

- 40%
	Nil
	Nil
	Nil
	$8,000
	$8,000
	Nil

	Residual Value 51%
	N/A
	N/A
	N/A
	N/A
	N/A
	$10,200

	Sales Tax (GST+PST)
	$3,000
	$3,000
	$3,000
	$1,800
	$1,800
	In payments

	Subtotal


	$23,000
	$23,000
	$13,800
	$13,800
	$13,800
	$20,000

	Rebate


	N/A
	N/A
	$4 000
	N/A
	N/A
	N/A

	Down Payment
	Nil
	Nil
	Nil
	Nil
	Nil
	Nil

	Loan/Lease Obtained
	$23,000
	$23,000
	$19,000
	$13,800
	$13,800
	$20,000

	Loan Term (months)
	48
	48
	48
	48
	27
	48

	Discount Interest Rate
	N/A
	0.9%
	N/A
	N/A
	N/A
	N/A

	Regular Interest Rate
	8.45%
	N/A
	8.45%
	8.45%
	8.45%
	7.8%

	Monthly Payment
	$566
	$488
	$467
	$339
	$566
	$347

	Cost of Borrowing
	$4,185
	$424
	$3,457
	$2,511
	$1,491
	$4,711

	Total Cost

Interest + Principle
	$27,185
	$23,424
	$22,457
	$16,311
	$15,291
	$16,687 + $10,200 x 15% tax = $28,417

	Savings over a “No discount” Purchase
	N/A
	$3,760
	$4,728
	$10,874
	$11,893
	-$1,232 (this costs more & still 

$10, 200 owing)
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