


THE MAKING OF A HIDDEN MARKUP

1. Carla Carbuyer decides to
purchase an SUV from a dealership,
Markup Motors, for $25,000.

2. Carla Carbuyer opts to finance the
SUYV through Markup Motors who
then contacts a lender to review
Carla’s loan application.

3. Based on Carla’s credit history,
the lender tells the dealer it will
provide a 72-month loan at 7.55%.
"This lender approved interest rate
is known as the Buy Rate.

4. Without telling Carla, Markup Motors
increases the interest rate by

an additional 6.3%.

5. Then Markup Motors tells Carla that
13.85% (Buy Rate + the dealer
markup) 1s the best interest rate she
can receive.

Markup Motors never tells Carla that
she actually qualifies for a much lower
interest rate. And Carla never learns
of the hidden markup that ultimately
will cost her an additional $5,780.11 in
finance charges.

6. Markup Motors receives 70-75% of the
hidden markup as a kickback from
the lender. So, this scheme results in
$4,046.08 to $4,335.08 of pure profit
for Markup Motors.

Extra Cost To Consumer: $5,780.11

WHO DOES THIS HAPPEN TO¢?

Unfortunately, it happens to everyone.
National studies have found about one in
four consumers who get loans through a
vehicle dealer are victims of this discrimina-
tory pricing scheme (Consumer Federation of
America). One in four consumers? If this has-
n’t happened to you, then it has happened to
your family or friends.

Additionally, minorities and women have
been disproportionately impacted by this
practice. For example, a recent study from
the Consumer Federation of America points
out that African Americans and Latinos are
more likely to be assessed a dealer markup
and the markups are, on average, /igher than
those faced by other consumers with similar
credit histories.

CONSUMER TIPS FOR FINANCING YOUR VEHICLE PURCHASE

QH&S the Time to Shop for the Lowest
Finance Source before you Shop for a
Vehicle
You should get financing quotes from your

local bank, credit union, and even Internet-

based lenders. By obtaining your credit
reports and shopping for the lowest financ-
ing sources, you can protect yourself from
being charged an unreasonable and unnec-
essarily high interest rate.

E\Umm_ﬁ. Arranged Financing — Get the
"Buy Rate"
When a dealer arranges financing, the
interest rate will often include hidden
markups that are not based on your credit-
worthiness.

Some dealers will never disclose the low-
est rate for which you qualify, known as
the Buy Rate, or the amount of money
the dealership is making for arranging
financing. Ask the dealership to dis-
close to you, in writing, both the Buy
Rate and the Yield Spread Premium
(this is the terminology dealers use to
describe the amount of the dealer
markup).

&Qoaﬁmg Available Rates
You should compare the dealer-quoted
interest rate with financing quotes from
your local banks, credit unions, and the
Internet, and choose the lowest annual
percentage rate.

Buying A Home Vs. Buying A Vehicle

Cars and houses are often the two biggest purchases
consumers make that involve financing. Many peo-
ple use a mortgage broker when they purchase a
home, as opposed to going directly to a lender.
Similarly, in auto transactions, the car dealership

often arranges financing, just like a mortgage broker.

Federal LLaw requires mortgage brokers to disclose
to home buyers how much the mortgage broker is
being compensated for providing the service of
arranging credit.

Car buyers should know the amount an auto dealer-
ship 1s charging for arranging credit, the same way
that home buyers receive this information about the
real costs of financing.
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