


A L A S K A  S T A T E  L E G I S L A T U R E

REPRESENTATIVE LES GARA

HB 383: R egulating U nfair A uto D ealer P ractices 
Sponsor S tatem ent

House Bill 383 clarifies existing law to protect Alaskan consumers from unfair practices by motor 
vehicle dealers. The bill provides fuil, honest disciosure to car buyers who are sometimes misled into paying 
additional interest and “fees.” The first provision of the bill closes a loophole that exists in current law, which 
allows car dealerships to charge documentation or “doc” fees on top of the negotiated sales price, These fees 
are not fees paid to any state agency, but rather fees charged to cover certain dealership costs unrelated to the 
sale of the car such as rent or utility bills.

A loophole exists in AS 45.25.440 that allows dealers to add these “doc fees” back into the sales price 
if the negotiated price is less than the advertised price. HB 383 requires that if a dealer is going to charge 
“doc fees,” they must be included in the advertised or negotiated price. The consumer will be aware that the 
negotiated price is the final price they will be required to pay.

The second provision of HB 383 limits the practice by car dealers of charging a “dealer reserve." This 
issue was brought to light by an article in the Anchorage Daily News this summer. A dealer reserve is a 
percentage of the finance charge that will be received by the car dealership instead of by the bank or lender.
For example, a bank may tell the dealership that the lowest interest rate a buyer qualifies for is 4%. The 
dealership may then charge the buyer 5%, taking 1% for themselves. Under current law, dealers are not 
required to disclose this information to the buyer.

The bill also addresses the practice many car dealers currently engage in of charging consumers a 
hidden “dealer reserve” fee. This issue was brought to the public attention in the newspaper last fall when a 
woman sued Lithia of Anchorage for failing to tell her they were receiving a portior i f  the interest rate she 
was offered on a loan. (http://www.adn.com/news/alaska7v-printer/story/706S773p-697049Sc htmO

The buyer, an Anchorage woman, was offered 3 interest rates by the dealership when purchasing a 
used Toyota Tacoma, the lowest of which was 5.95%. She later discovered that the bank, Denali Alaskan 
Federal Credit Union, had offered a 4.5% interest rate to the dealer. The dealership received the additional 
percentage, taking over $800 without the buyer’s knowledge.

HB 383 would require that if a dealer is receiving a dealer reserve, it must be explicitly stated in a 
separate portion of the agreement. It must also state how much the dealer is receiving arid how much is the 
actual bank interest rate. The buyer would have to separately sign this portion of the agreement.

Dealers believe that padding the interest rate to make a profit is part of the business. We believe that 
Alaskan consumers deserve to be fully informed of where their money is going. They should not be misled 
into believing that the interest rate they’ve agreed to is the interest rate the bank has offered when that is not 
the case.
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A L A S K A  S T A T E  L E G I S L A T U R E

REPRESENTATIVE LES GARA

HB 383: Regulating Unfair Auto Dealer Practices 
Sectional Analysis

Section 1.

Legislative Intent -  states that intent is to clarify existing law regarding disclosures by car 
dealers.

Section 2.

Clarifies law to state that fees and costs not paid to a state agency may not be charged 
unless included in advertised or negotiated price.

Section 3.

Requires that if  a dealer is charging a “dealer reserve” fee, it must be disclosed and the 
consumer must agree to it by signing a separate statement.
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A L A S K A  S T A T E  L E G I S L A T U R E

REPRESENTATIVE LES GARA

April 7, 2006

IIB 383 -  Transparency in Car Pricing

Dear Colleagues:

I am writing to give you some information on HB 383, which requires better disclosure of car dealer 
fees. The bill seeks to make the sales transaction more transparent, and, contrary to some suggestions by 
those who've lobbied against the bill, does not dictate what price a dealer may charge.

Attached are two recent newspaper articles on the bill, a letter o f support from AARP, and a letter 
we recently received from an Anchorage consumer. House Bill 383 has two parts:

1. Disclosing C ar Dealer Loan "Reserve Fees" to a C onsum er. Some car dealers appropriately 
offer financing to consumers, but list the name o f the bank offering the loan and the interest rate in a 
manner that suggests the rate is what the bank is charging. That can be misleading. In some cases, car 
dealers increase the rate and keep a portion. HB 383 says that if  the rate the bank charges is less than 
what is stated in the contract, the fact that the dealer is keeping a portion should be disclosed to the 
consumer. The bill allows the dealer to keep any portion of the loan the dealer and bank wish, but simply 
requires disclosure to the consumer.

2. T ransparency & Dealer "Docum entation Fees". Some car dealers add an additional S i50 - 
$299 to a car price after it's been negotiated. They call the additional fee a "Doc Fee." Some consumers 
arc misled to believe this is a required government fee or that it is a non-negotiabl: part o f the price. The 
fee is pure dealer profit and overhead for the minor cost o f the sales paperwork. Rep. Gatto is quoted on 
this issue, based on his personal experience, in the attached March 2006 news article.

HB383 says if a car dealer wants to charge $6,200 for a car, they can offer to sell it for S6.200. They 
can't offer to sell it for $5,999, and then add on the "doe fee" on top o f that price and pressure consumers 
to pay it. A dealer will still be able to add required governmental fees on to the negotiated price

In the end, car dealers will still be allowed to charge whatever they wish for a car. HB 383 requires 
more fair disclosure and negotiating practices to protect consumers. Please let me know if you have any 
questions. I'd certainly appreciate your support on this legislation, and appreciate all the support we’ve 
received to date.

Sincerely

Les
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B u y e r  s u e s  d e a l e r  o v e r  f i n a n c e  c h a r g e s
Dealership offered woman higher loan rate, kept part as profit
B y  PAULA D O B BY N  
A n c h o r a g e  D a i ly  N ew s
(Published: October 9, 2005)

E rica H o b s o n  b o u g h t  h e r  d r e a m  p ic k u p  t r u c k  a t  t h e  r ig h t  p r ic e .  O r  s o  s h e  
t h o u g h t .

B u t  t h e  A n c h o r a g e  w o m a n  is in c o u r t  n ow ,  t r y in g  to  e nd  a  p ra c t ic e  t h a t  
t h e  C o n s u m e r  F e d e r a t i o n  o f  A m e r ic a  e s t im a t e s  c o s t s  c a r  buyens  
n a t i o n w id e  h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  in e x t r a  f in a n c e  c o s t s .  H o b s o n 's  
e x p e r i e n c e  is a c a u t i o n a r y  t a l e  f o r  a n y o n e  p la n n in g  to  bu y  a c a r .

H o b s o n ,  2 7 ,  s p o t t e d  a s h in y  T o y o t a  T a c o m a  p ic kup  in a M id town 
A n c h o r a g e  d e a le r ' s  l e t  d u r in g  h e r  lunch h o u r .  L a t e r  t h a t  d a y  in J u n e  2 0 0 4 ,  
s h e  t e s t - d r o v e  th e  u s e d  s i l v e r - c o l o r e d  t r u c k ,  m a d e  a d ow n  p a y m e n t ,  
s ig n e d  lo a n  p a p e r s  f o r  $ 2 3 , 7 9 7  a n d  d r o v e  t h e  v e h ic le  h o m e .

" I  w a s  r e a l l y  e x c i t e d , "  H o b s o n  r e c a l l e d .  " I  t h o u g h t ,  'I' l l h a v e  th is  T o y o t a  
f o r  th e  n e x t  1 5  y e a r s . '  "

H e r  e la t i o n  t u r n e d  t o  d i s b e l i e f  w h e n  H o b s o n ' s  b r o t h e r  in sp e c ted  th e  2 0 0 3  t r u c k  a  w e e k  la te r .  T he  p r o f e s s i o n a l  
a u t o  p a in t e r  n o t ic e d  t e l l - t a l e  s ig n s  th a t  t h e  t r u c k  had  b e en  w re c k e d :  He n o t ic e d  it h a d  b e en  re p a in t e d  a n d  
p a r t s  h a d  b e e n  re p la c e d .

H o b s o n ,  a  p a r a l e g a l ,  is s u ing  th e  d e a le r ,  L ith ia  o f  A n c h o ra g e ,  f o r  t r ip le  d a m a g e s ,  w h ich  h e r  a t t o r n e y  
e s t im a t e d  a t  $ 9 9 , 2 6 5 . 6 8 .

L ith ia 's  a t t o r n e y ,  J u n e  R o h l f ,  w o u ld  n o t  c o m m e n t ,  s a y in g  th e  c o m p a n y  d o e s  n o t  d i s c u s s  p end ing  l i t ig a t ion . I n  
c o u r t  f i l in g s ,  L ith ia  a c k n o w le d g e d  s e l l in g  H o b s o n  a v e h ic le  th a t  h ad  s u s t a i n e d  d a m a g e  w i th o u t  r e v e a l in g  t h a t  
t o  h e r .  B u t  t h e  c o m p a n y  did n o t  e n g a g e  In d e c e p t iv e  p ra c t ic e s  o r  in te n d  to  m is le a d  H o b s o n  a b o u t  th e  c a r , 
R o h l f  s a id  in c o u H  p a p e r s .

T h e  law su i t  h a s  e v o l v e d  f r o m  a c a s e  a b o u t  f a i lu r e  to  d is c lo s e  d a m a g e  to  a v e h ic le  to  o n e  th a t  t a k e s  on  a 
w id e s p r e a d  b u t  li t t le  k n o w n  a s p e c t  o f  c*' t o  f in an c in g . H o b s o n  c la im s  th a t  L ith ia d e c e iv e d  h e r  a b o u t  th e  lo a n  
in t e r e s t  r a t e  f o r  w h ich  s h e  q u a l i f i e d ,  ra i s in g  h e r  m o n th ly  lo a n  p a y m e n t s  a n d  g iv in g  L ith ia  a s e c r e t  e x t r a  
p a y m e n t .

I f  H o b s o n  w in s ,  s h e  h o p e s  h e r  c a s e  will e n d  in A la s k a  a  p ra c t ic e  a m o n g  c a r  d e a l e r s  a n d  b a n k s  c a l le d  " d e a le r  
r e s e r v e . "  I t ' s  a p ra c t ic e  t h a t  c a n  a d d  h u n d r e d s ,  o r  t h o u s a n d s ,  o f  d o l l a r s  ii. h id d e n  c o s t s  to  c a r  b u y e r s .

"Y ou  g o  in to  t h e s e  d e a le r s h ip s  th in k in g  y o u  c an  t r u s t  th a t  w h a t  t h e y  r e p r e s e n t  to  y o u  is a c c u ra te .  W h i le  y o u  
m ig h t  e x p e c t  to  d ic k e r ,  y o u  c o m e  to  f ind o u t  t h a t  th e  s y s t e m  is d e s ig n e d  to  t a k e  a d v a n t a g e  o f  y o u  a n y  w a y  it 
c a n , "  H o b s o n  s a id  r e c e n t ly .

D e a l e r s  s a y  th e r e ' s  n o th in g  i l le g a l  a b o u t  p a d d in g  a l i t t le  e x t r a  o n  to  th e  i n t e r e s t  r a t e .  I t ' s  a w ay  o f  
c o m p e n s a t i n g  t h e m s e l v e s  f o r  a r r a n g in g  th e  f in a n c in g ,  s a v in g  p e o p le  t im e  a n d  s o m e t im e s  s e cu r in g  th e  
c u s t o m e r  a  b e t t e r  r a t e  th a n  t h e y  c o u ld  h a v e  g o t t e n  on  th e i r  ow n .

C o n r . jm e r  in t e r e s t  g r o u p s  l ike  Pub l ic  C i t i z e n  s a y  h o g w a sh .
http://www.adn.cor 'news/alaska/v-printer/story/7065773p-6970498c.html 10/11/2005
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Erica Hobson's lawsuit against Lithia 
of Anchorage began after her 

brother noticed signs that her truck 
had been wrecked before, a fact that 
wasn't made known to her. (Photo 
by BILL ROTH /  Anchorage Daily 

News)
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'Car-dealer fraud is plaguing our i ntry. The tactics being used are so i  chat even informed consumers 
who do their homework are being taken for hundreds, and often thousands, of dollars," said Public Citizen 
when it Issued a 2003 report titled "Rip-off Nation: Auto Dealers' Swindling of America."

T H E  D E A L

H o b s o n  s a y s  h e r  e x p e r i e n c e  h a s  t a u g h t  h e r  t h a t  f in a n c in g  t e rm s  o n  c a r  l o a n s  a r e  j u s t  a s  n e g o t i a b le  a s  th e  
s a le s  p r ic e ,  a n d  t h a t  b y  g e t t in g  b u y e r s  t o  a c c e p t  h ig h e r  I n t e r e s t  r a t e s  d e a l e r s  c a n  b o o s t  t h e i r  p ro f i t s .

B u t  t h a t  k n o w le d g e  c a m e  p a in fu l l y .

L ith ia q u o t e d  H o b s o n  t h r e e  d i f f e r e n t  I n t e r e s t  r a t e s  b e f o r e  s h e  a g r e e d  t o  a c c e p t  t h e  l o w e s t  o n e  o f f e r e d :  5 . 9 5  
p e rc e n t .

T h e  lo a n  c a m e  f r o m  D e n a l i  A la s k a n  F e d e r a l  C re d i t  U n io n .

B u t  5 . 9 5  p e r c e n t  w a s n ' t  t h e  l o w e s t  in t e r e s t  r a t e  t h a t  D e n a l i  s a id  H o b s o n  q u a l i f i e d  f o r .  D e n a l i  q u o t e d  t o  L ith ia 
a r a t e  o f  4 . 5  p e r c e n t ,  a c c o rd in g  to  c o u r t  f i l in g s .

"A t n o  t im e  d id  L ith ia a d v i s e  p l a in t i f f  t h a t  D e n a l i  h a d  o f f e r e d  a 4 . 5  p e r c e n t  in t e r e s t  r a t e  o n  th e  lo a n ,  o r  t h a t  
L ith ia w a s  g o in g  t o  o r  d id  In c r e a s e  th e  l o a n  In t e r e s t  r a te  a n  a d d i t i o n a l  1 . 4 5  p e r c e n t  in o r d e r  to  e a r n  a 'd e a le r  
r e s e r v e '  p a y m e n t  f r o m  D e n a l i , "  H o b s o n ' s  a t t o r n e y s  sa id  in c o u r t  p a p e r s .

B y  s ig n in g  u p  f o r  t h e  5 . 9 5  p e r c e n t  i n t e r e s t  r a t e ,  H o b s o n  in e f f e c t  a g r e e d  t o  p a y  a n  e x t r a  $ 1 , 1 0 0  o v e r  t h e  l i fe
o f  h e r  s i x - y e a r  lo a n .

D e n a l i  pa id  L ith ia  $ 8 3 6 . 6 4  f o r  s ig n in g  u p  H o b s o n  a t  th e  h ig h e r  I n t e r e s t  r a t e ,  a c c o rd in g  to  p a p e rw o r k
H o b s o n ' s  l a w y e r s  a c q u i r e d  t h r o u g h  le g a l  d i s c o v e r y .

I n  h e r  a n s w e r  to  H o b s o n 's  c o m p la in t ,  R o h l f  d e f e n d e d  th e  p ra c t ic e  o f  d e a l e r  r e s e r v e s .

"M an y  c o u r t s  t h a t  h a v e  c o n s id e r e d  th is  i s s u e  a g r e e  th a t  t h e r e  is n o th in g  i l l e g a l ,  d e c e p t i v e  o r  u n fa i r  a b o u t  
'd e a le r  r e s e r v e '  p ra c t ic e s ,  a n d  t h a t  t h e r e  is n o  o b l ig a t i o n  to  d i s c lo s e  t h e  i n f o rm a t i o n  to  c u s t o m e r s , "  R o h l f  
w r o t e  in c o u r t  p a p e r s .

A ll f in a n c ia l  in s t i tu t i o n s  t h a t  w o r k  w ith  c a r  d e a le r s h ip s  u s e  d e a l e r  r e s e r v e s ,  s a id  D e n a l i  A la s k a n  s p o k e s m a n  
K e i th  F e r n a n d e z  o n  F r id a y .

W h i le  p e o p le  c a n  g e n e r a l l y  g e t  b e t t e r  r a t e s  i f  t h e y  c o m a  in to  a b r a n c h  a n d  a r r a n g e  f in a n c in g  t h e m s e lv e s ,
D e n a l i  A la s k a n  " d o e s  v iew  in d i re c t  l e n d in g  a s  a  s e r v i c e  to  m e m b e r s  w h o  d o n ' t  w a n t  to  ru n  back  a n d  fo r t h  
b e tw e e n  th e  in s t i tu t i o n  a n d  a d e a l e r  to  b u y  a c a r , "  F e r n a n d e z  s a id .

S e v e r a l  s p o k e s p e r s o n s  f o r  A la s k a  b a n k s  a n d  c r e d i t  u n io n s  sa id  t h e i r  b u s in e s s e s  no  lo n g e r  e n g a g e  in d e a l e r  
r e s e r v e s  o r  n e v e r  d id .

T H E  W A Y  I T  W O R K S

L a w y e r s  a n d  c o n s u m e r  a d v o c a t e s  w h o  h a v e  s tu d ie d  a u t o - l e n d in g  p r a c t i c e s  s a y  th e  d e a l e r  r e s e r v e  f o rm u la  is 
f a i r l y  s t a n d a r d  a n d  g o e s  s o m e th in g  l ike  th is :

C a r  d e a le r s  a n d  l e n d e r s  f o rm  a l l i a n c e s .  T h e  b a n k  o r  c re d i t  u n io n  a g r e e s  t o  b u y  c a r  l o a n s  f r o m  th e  d e a l e r  a t  a 
r a n g e  o f  i n t e r e s t  r a t e s  b a s e d  o n  th e  p u r c h a s e r ' s  c r e d i tw o r t h in e s s .  T he  lo w e s t  o n e  th e  c a r  b u y e r  q u a l i f ie s  f o r  
is c a l le d  th e  " b u y  r a t e . "

I f  t h e  lo a n  is m a d e  a t  th e  b u y  r a t e ,  t h e  d e a l e r  d o e s n ' t  g e t  a n y  c o m m is s i o n .
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However, if the dealer gets the pu .aser to accept a higher Interest ra ti, ..ie difference between the buy 
rate and the agreed-on rate is called the spread premium. This premium — which critics call a klcxback and 
others call a reserve — is usually split between the car dealer and the lender. Usually the dealer gets a bigger 
sllrp, according to consumer advocates.

Dealers rarely disclose this arrangement because they are not required to do so, critics say.

"These hidden finance kickbacks typically add at least $1,000 to the cost of an auto loan, and are costing 
consumers as much as one billion dollars annually," Stephen Brobeck, executive director of the Consumer 
Federation of America, said last year when his organization issued a report on the subject.

I S  I T  F A I R ?

D e a le r s  g e n e r a l l y  s a y  th e  r e s e r v e s  t h e y  r e c e i v e  a r e  p a y m e n t  f o r  a u s e fu l  s e r v i c e  t h e y  p r o v id e  t o  c u s t o m e r s .  
T h e y  s a v e  p e o p le  t h e  h a s s le  o f  f in d in g  t h e i r  ow n  f in a n c in g .  T h e y  c o m p le t e  a lo t  o f  p a p e rw o r k  s o  a l l  p e o p le  
h a v e  to  d o  is s ig n  o n  t h e  b o t t o m  l in e .

B e c a u s e  o f  t h e i r  r e la t i o n s h ip s  w ith  l e n d e r s ,  d e a l e r s  a l s o  s a y  t h e y  c a n  o f t e n  g e t  l o a n s  f o r  p e o p le  w h o  
o t h e rw i s e  w o u ld n ' t  q u a l i f y ,  o r  t h e y  c a n  g e t  t h e m  b e t t e r  in t e r e s t  r a t e s .

"A lo t  o f  t im e s  it's n o t  a b ad  th in g  b e c a u s e  w ith  o u r  b u y in g  p o w e r  w e  c a n  o f t e n  g e t  a  c h e a p e r  in t e r e s t  r a t e , "  
sa id  C a lv in  W o r t h i n g t o n  J r .  o f  W o r t h in g t o n  F o rd ,  a la r g e  a u t o  d e a l e r  in A n c h o r a g e .  "W e  o f t e n  k n o w  a b o u t  
b a n k  s p e c i a l s  t h a t  a r e  p u b l i s h e d  o n l y  t o  d e a l e r s  a n d  a r e  n o t  m a d e  k n o w n  to  t h e  g e n e r a l  p u b l ic . "

B u t  d e a l e r s  c l e a r l y  f e e l  u n d e r  a t t a c k  b y  r e c e n t  h ig h -p r o f i l e  m e d ia  c o v e r a g e  a b o u t  d e a l e r  r e s e r v e s ,  n a m e ly  
" 6 0  M in u te s "  a n d  "D a t e l i n e "  p ie c e s .

" D e a l e r  f in a n c in g  is g e t t in g  a b a d  r a p .  A r e c e n t  w a v e  o f  n e g a t i v e  m e d ia  r e p o r t s  h a s  fo c u s e d  a t t e n t i o n  o n  
v o c a l  c r i t ic s  o f  d e a l e r  m a r k u p s  w h o  h a v e  c a l le d  f o r  le g is la t io n  t h a t  w o u ld  im p o s e  e i t h e r  a  f la t  f e e  o r  a c a p  o n  
d e a l e r  c o m p e n s a t i o n  f o r  o b ta in in g  c r e d i t  f o r  c a r  b u y e r s , "  sa id  C h a r l e y  S m i t h ,  c h a i rm a n  o f  th e  N a t io n a l  
A u t o m o b i l e  D e a l e r s  A s s o c ia t i o n ,  in a s p e e c h  la s t  y e a r .

S m i t h  s a id  d e a l e r s  s h o u ld n ' t  h id e  u n d e r  t h e i r  d e s k s  bu t r e s p o n d  by e d u c a t in g  p e o p le  a b o u t  a u t o  f in a n c in g ,  h e  
s a id .  T h e  a s s o c i a t i o n ' s  b o a r d  v o t e d  to  s u p p o r t  d is c lo s in g  to  c u s t o m e r s  th a t  t h e  f in a n c e  r a t e  is n e g o t i a b le  a n d  
th a t  t h e  d e a i e r  m a y  r e t a in  p a r t  o f  th e  f i n a n c e  c h a rg e s  a s  c o m p e n s a t i o n  f o r  h e lp in g  th e  b u y e r  s e c u r e  a  lo a n .

S E E K I N G  R E L I E F

C o n s u m e r  e d u c a t i o n  b y  a u t o  d e a l e r s  is f in e ,  b u t  H o b s o n  w an t s  r e l i e f  f o r  w h a t  s h e  w e n t  t h r o u g h .

S h e  c o n t i n u e s  to  d r i v e  a p ic k u p  th a t  w a s  w re c k e d  a n d  w o r r i e s  a b o u t  h e r  s a f e t y  if s h e  g e t s  in to  a  e ras . I f  s h e  
t r ie d  to  s e l l  it a n d  p r o p e r l y  d i s c lo s e d  t h e  p r e v i o u s  d a m a g e ,  H o b s o n  e s t im a t e s  s h e  c o u ld  g e t  b a r e ly  h a l f  o f  
w h a t  s h e  p a id  f o r  it.

B e s id e s  g e t t in g  h e r  m o n e y  b a c k  a n d  p o s s i b l y  d a m a g e s ,  H ob s r   ̂ r e a l l y  w a n t s  o t h e r  p e o p le  to a v o id  h e r  
e x p e r i e n c e .

O n e  o f  h e r  a t t o r n e y s ,  C h r i s  B a ta i l l e ,  s a id  A la s k a ' s  c o n s u m e r  p ro t e c t i o n  law  is s t r o n g  an d  th a t  b o d e s  w e l l  f o r  
h is  c l ie n t .

"O u r  u n d e r s t a n d in g  o f  t h e  law  is t h a t  b u s in e s s e s  s h o u ld n ' t  e n g a g e  in p ra c t ic e s  t h a t  m is le a d  c o n s u m e r s , "
B a t a i l le  s a id .

L ith ia 's  a t t o r n e y  s a id  in c o u r t  p a p e r s  t h a t  n o th in g  m is le a d in g  t o o k  p la c e  an d  t h a t  H o b s o n  w a s  n o t  r e q u i r e d  to  
a c c e p t  th e  5 . 9 5  p e r c e n t  in t e r e s t  r a t e  i f s h e  d id n ' t  w a n t  to.

http://www.adn.com/news/alaska/v-printer/story/7065773p-6970498c.html 10/11/2005

http://www.adn.com/news/alaska/v-printer/story/7065773p-6970498c.html
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Trial is scheduled  for Nov. 28. (
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■ LEGISLATURE: Oft-hidden charges 
would have to be shown to buyers.

By PA'JLA DOBBYN
Anchorage Dally Newt J

A bill that would beef up disclosure of the Mid­
den fee« and extra costs car dealers often charge 
has passed two committees In the Alaska Legis­
lature.

Auto salesmen are fighting the legislation, ssy- 
ing it unfairly singles them out. _______  -

House BUI 383, sponsored by 
A n c h o ra g e  Dem jcratic Reps.
L e s  G a ra , B e r ta  C a rd  ie r  and
" ie x  G ru e n b e rg  a n d  I I ’.p. L ob  | 9 A J | ;
Lynn, R -A nchu rage , woulA c lo se  f ‘
a lo o p h o le  th a t  a llow s a le rs  f i a

to  ad d  a -‘d o c u m e n ta tio n  fee"
to th e  p r ic e  o f a  car. T h ey  could
still collect the discretionary
fee, but it would have to be part Cara
of the negotiated price and not
tacked on later.

“ Doc fees are simply additional iroflt for car 
dealers, but many consumers are m gled into be­
lieving they are mandated governin ' it fpes," said 
Gara.

The bill, supported by the Alaska Attorney 
General’;! Office, would also make salesmen dis­
close a cor jhon but little-known practice called 
“ dealer reserve'’ that consumer groups say costs

‘1&V* ' * —  —
S e t Page F-4, DISCLOSURE

Continued from  F -l 
Americans huridreds of millions 
of dollars in unnecessary fees 
e ery year.

Dealer reserve Is the prof­
it some car dealers keep af­
ter getting customers to accept 
a Higher interest rate on their 
loan than what a bank,,w< eking, 
with tho dealership, woitld offer 
the buyer.

Often dealers don’t disclose 
this arrangement to the custom­
er, according to the bill sponsors 
and the Consumer Federation of 
Anv-rica. As a r e s u l ^ i f  buyej^. 
pays more money over the life 
of the loan and the dealer gets a 
payment from the bank.

It’s standard ii.dustry prac­
tice, car dealers say. They view 
it as compensation for the con­
venience they offer clients by ar­
ranging financing.

“It’s one-stop snopping," said 
Jim Arpino, general manager of 
Affordable Used Cars in Fair­
banks.

“A lot of times a ci stoni­
er doesn’t want to go al, across 
town” to shop for loans, Arpi­
no said.

The payment also compen­
sates for they risk they take by 
assisting people with poor cred­
it, dealers say.

“There are a lot of people

: B i l l  a d d r e s s e s  l o o p h o l e
that we will fight to get financ­
ing for so they can get a car,” 
said Caroline Allen, business 
development director for Auto 
Service Co., a Fairbanks deal 
ership.

That*8 fine, the sponsors say. 
Ju st be upfront and disclose to 
the consumer what you’re do­
ing. 

Hep.tep. Car? Gatto, R-Palmer, 
likes the bill. Fro'n personal ex­
perience, he thinks it's neces­
sary.

Gatto bought a new Subaru 
^Fbpester in 2004 and paid about 
'$200 in doc fees. He didn’t  real­
ize until he heard testimony in 
the House State Affairs Com- 
ir ttee on HB 383 last week 
that the fee was a dealer add­
on. The dealer he bought the 
Subaru from toid him it was a 
required fee and there was no 
way around i t  Gatto, who de­
scribes himself as a savvy con­
sumer, feels duped.

“It’s nothing but pure profit," 
Gatto said.

Dealers see it differently.
“It’s just a cost of doing busi­

ness. And people don’t have to 
pay it It’s part of doing your 
homework as a consumer," Al­
len said.

The AARP AJaska dhagri es.
“Participation in the Mar­

ketplace requires unprecedent­
ed levels of sophistication and 
knowledge, but indications are 
that financial literacy levels are 
low. To make appropriate choic­
es, consumers must have open­
ly and honestly presented sales 
negotiations," wrote Marie Dar- 
lin, coordinat r . o f . Juneau’s 
AARP task force

HB 383 could ciose a loophole 
in state law that allows dealers 
to add doc fees into the sales 
price if the negotiated price of a 
vehicle is less than the price the 
dealer advertised.

When he gets back to An­
chorage after the legislative ses­
sion ends, Gatto said, he will de­
mand a refund. If the dealer re­
fuses, he plans to take him to 
small claims court.

Rep. Jay Ramras, R-Fair­
banks, who voted against the bill 
last week, said he just bought a 
car in Juneau and paid the doc 
fee after questioning the dealer.

“I said, 'What’s this?’ and 
they said, ‘It’s profit,’ and I said, 
‘OK,’ ” Ramras said.

HB 383 “messes with free en­
terprise,” Ramras said.

The bill has passed the Trans­
portation and State Affairs com 
mittees and is now in the Rules 
Committee. Its next stop would 
be the House floor.



0 3 /2 0 /2 0 0 6  1 2 :59  FAI 9073412270 AARP ALASKA STATE OFFICE @ 002 /0 0 3

A A R P  Alaska

Maich 20, 2006

The Honorable Paul Seaton, Chair 
House State Affairs Committee 
Alaska Capitol, R n  m 102 
Juneau, AK 99801-1182

HB 383 (Gara)—Support

Dear Chair Seaton:

On behalf o f the members o f  AARP in Alaska, wc urge y~u and your colleagues on the 
House State Affairs Committee to support HB 383, authored by Representative Les Gara 
and co-sponsored by two o f your Committee colleagues, Representatives Lynn and 
Gardner. The intent o f HB 383 is to safeguard consumers from deceptive and unfair 
practices when purchasing an automobile Being treated fairly in the marketplace is 
something we all have the nght to expect

When a consumer negotiates a sales price with an automobile dealer he/she has the right 
to expect no “surprises.” Currently some dealers add “documentation fees” in addition to 
the previously negotiated sales price. HB 383 simply requires dealers to be up front and 
indicate any documentation fees as p,.>rt o f the presented sales price.

HB 383 would also require automobile dealers to be transparent in the financing 
documents presented to a purchaser, indicating clearly and plainly what the financing 
arrangements will be, particularly if  the buyer takes control o f  the vehicle before 
financing is finalized.

At this time participation in the marketplace requires unprecedented levels of 
sophistication and knowledge but indications are that financial literacy levels are low. To 
make appropriate choices, consumers must have openly and honestly presented sales 
negotiations. None of us should face “hidden costs.” Consumers deserve fair treatment. 
HB 383 will certainly help automobile purchasers attain th a t

AARP recommends an “AYE” vote on HB 383.

3601 C S treet. Suite 1420 | A nchorage. AK 99503 I to ll-free  866-227-7447 I 907-341-2270 fax  | to ll-free  877-434-7598 TTY 
M arie F. Smith, Fres d e n t I W illiam D. Novell!, Chief Executive O fficer I w vvw .aarp.org/ak
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Should you have any ques' :ons about our position, please feel free to contact me (586- 
3637) or Patrick Luby, AARP Advocacy Director (907-762-3314).

Thank you for your consideration.

Marie Darlin, Coordinator 
AARP Capital City Task Force 
415 W illoughby Avenue, Apt. 506 
Juneau, AK 99801 
586-3637 (voice)
463-3580 (fax)

CC. Vice-Chair Carl Gatto Representative Berta Gardner
Representative Jim Elkins Representative M ax Gruenberg
Representative Bob Lynn Representative Les Gara
Representative Jay Ramras

Sincerely,
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FAX TRANSM ISSION

This cover sh^et is page I o f  5 pages 

DATL: April 5. 2006

Dea r  Representat ives G a r a ,  G a t t o ,  G a rdn e r ,  G ru enb e rg ,  and Lynn :

RE: Hwuse Bill 383

We have sent the following letter to Continental Honda o f Anchorage. It relates to a bill 
in this year’s legislature relating to undeclared — or unexplained - fees charged by auto 
dealerships, specifically documentation fees. While our inquiry with Continental may 
not bear fruit, we have sent this letter nonetheless. We were not happy to read that the 
fee Continental charged us may not have been mandatory. At least had wc known this 
was possibly a discretionary' fee. wc would have contested it when wc vnade the purchase.

Good luck with House Bill 383.

Bill and Elaine Wilson

FAX Transmission from 271 -2917 
(Faxed from W ork location of Bill Wilson)
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Continental Honda April 4, 2006
5 001 Old Sc /ard Highway 
A n d  orage, AK 99SG3

Dear Konda o f  Anchorage

We have recently learned that Continental Honda o f  Anchorage has participated in the 
practice o f  charging people who purchase vehicles from you a special fee o f about S200 
as a “handling fee” Government does not mandate this fee and, as we have learned, is 
simply another way for Continental Honda o f .Anchorage to extract profit from the sale of 
your vehicles.

Or. February 27. 2005 we purchased a new Honda Odyssey, purchase order number 
71060 On the pv: J tase  agreement wc note that w t paid S I99.00 for a “Doc Prep. &. 
Handling Fee” The amount ‘‘199 00” is pre-printed on your purchase agreement forms, 
im pivhg *hat it is a given that this fee must be paid. .As I recall when we questioned our 
sales person, this was a mandatory fee and could not be contested

But now we leam rhat this fee was not mandated at all, and is merely more profit for 
Cont inental Honda o f Anchorage A recent article in the Anchorage Daily News, dated 
Wednesday March 29, 2006, indicates chat many automobile sales dealerships in Alaska 
follow this practice However, the Alaska Legislature is currently reviewing this practice 
and finding it is misleading and they intend to pass a law that requires disclosure o f the 
intent o f this fee The Anchorage Daily News article quotes Ctroline Allen o f a 
dealership in Fairbanks stating, “I t’s just a cost o f doing business. .And people don 't have 
to pay it I t’s pan  of doing your homework as a consumer ’’

Well, we were misled and we request that this S I99.00 be refunded to us. We agree with 
Representatives Gatto and Gara that this fee is misleading and we would have strongly 
contested this fee if we had known that paying it was discretionary, We paid a very large 
sum for the Odyssey; we also paid for some additional options and an extended warranty. 
We surely would not have paid a fee that was an added means o f profit: sufficient profit 
is already built into the cost o f the car

Enclosed are the newspaper article we mention above and a copy o f our purchase 
agreement. We //ere led to believe that Continental Honda o f Anchorage was required to 
charge tHs fee, which was unclear and misleading. W e request that the S I99.00 we paid 
be refunded to us

Thank you for your attention to this issue

William J Wilson E la ine  A , W ils o n

Cc: Representatives Gatto and Gara, Juneau
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CS FOR HOUSE BILL NO. 383(TRA)

IN THE LEGISLATURE OF THE STATE OF ALASKA

Sponsor(s): REPRESENTATIVE GARA

Offered: 2/13/06 
Referred: State Affairs

BY THE HOUSE TRANSPORTATION COMMITTEE

TWENTY-FOURTH LEGISLATURE - SEC

A BILL

r

FOR AN ACT ENTITLED

"An Act limiting motor vehicle dealer charges for fees and c o s ts ;  relating to the 

disclosures required for certain  motor vehicle transactions; and relating to the financing 

of motor vehicle purchases."

BE IT ENACTED BY TH E LEGISLATURE OF THE STATE O F ALASKA:

* Section 1. AS 45.25.440 is amended to read:

Sec. 45.25.440. Additional fees and costs |ADVERTISED PRICE), (a)

When selling a motor vehicle, a motor vehicle dealer may not charge any; (DEALER) 

fees or costs in addition to the advertised or negotiated p rice, except for fees 

actually paid to a state agency for licensing, registration, or title transfers [, UNLESS 

THE FEES OR COSTS ARE INCLUDED IN THE ADVERTISED PRICE).

(b) In this section, "[DEALER] fees c. %osts" includes dealer preparation fees, 

document preparation lees, surcharges, a* I other [DEALER-IMPOSED] fees and

costs. 1

* Sec. 2. AS 45.25.610(c) is amended to read:

HB0383I) -1- C S IIB  383(TRA)
New Text. Under1ined [DELETED TEXT BRACKETEDI
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(c) If a motor vehicle dealer arranges financing for a buyer, the motor vchicL 

dealer may deliver the motor vehicle to the buyer before final approval by the 

financing entity if

(1) the buyer and seller sign an agreement separate from the motor 

vehicle installment contract on an 8 1/2 x II inch sheet o f paper that clearly and 

conspicuously informs the buyer that final financing arrangements have not yet been 

approved and that clearly sets out the amount that will be financed, the a n n u j 

percentage rate o f  the finance charge, the amount o f  the finance charge, the number 

and frequency o f payments, and the amount o f  each payment;

(2) the separate agreement in (1) of this subsection clearly and 

conspicuously informs the buyer that accepting delivery o f  the vehicle before final 

financing approval obligates the buyer to terms o f the motor vehicle sales contract if 

the terms on the separate agreement are identical to the terms finally approved by the 

financing entity; [AND]

(3) the m otor vehicle dealer complies with the disclosure 

requirem ents of (0  of this section; and

i i i  the separate agreement in (1) of this subsection provides that the 

separate agreement, the motor vehicle sales contract, and any and all other conditions 

o f the purchase will be \ oid if any o f the terms contained in the separate agreement are 

changed by either the motor vehicle dealer or the financing institution as a condition 

o f sale or final financing approval.

See. 3. AS 45.25.610 is amended by adding a new subsection to read:

(f) In addition to the other requirements o f this section, if a motor vehicle 

dealer arranges financing for a proposed buyer, the dealer shall disclose in writing and 

before the sale is finalized ^

(1) whether the interest rate quoted to the proposed buyer is different 

than the interest rate charged to the dealer; and

(2) that the interest rate quoted to the buyer may not be the lowest 

interest rate available.

CSHB 383(TRA) -2-
Now Text Underlined 'DELETED TEXT BPACKETEDJ
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E m i l y  M c C o y

From: Ed Sniffen [Ed_Smffen@law.state.ak.us]

Sent: Tuesday, March 07, 2006 3:30 PM

To: Emily McCoy

Subject: Re: Thank youl 

Emily;

Thanks for having me testify. I had a lot more to say about the dealer reserve issue, but maybe next time,
I've thought about a definition for "negotiated price’’ but I don't think we need one. It's pretty self explanatory ^  
to me. If we have to define It, it is "the price negotiated between the dealer and the buyer." This is already 
implied in the statute because it allows the addition of "fees actually paid to a state agency." I’d stay away 
from the phrase "price agreed upon between buyer and seller" because then every dealer will say the buyer 
agreed to the Doc fee by signing the purchase order.

On the second issue, there really isn't a need to exclude GMAC or Ford Motor Credit, etc. because I don't think 
those entities offer a dealer reserve. If they do, then the customer should know that the dealer is making 
money on the financing.

Hope that helps.

ED

3/7/

mailto:Ed_Smffen@law.state.ak.us


E m i l y  M c C o y

From: Ed Sniffen [Ed_Sniffen©law.state.ak.uii]

Sent: Monday. March 13. 2006 3:50 PM

To: Emily McCoy

Subject: RE: Thank you!

Sorry aoout the delay. I got some more information from the Industry on GMAC, FMCC, and other manufacturer
financing. These loans are marked up all the time by the dealers, just like "regular" bank loans. Often,
consumers are told "GMAC will only offer a certain rate," etc. (just like other banks), but actually, the dealer 
gets a kickback.

So . . .  I'm still not certain we want to limit this only to "banks and credit unions," but if that's the will of the 
legislature, it's better than nothing. The amendment you propose works for that purpose.

Ciao!

Ed
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3/15/06

OFFERED IN THE HOUSE 

TO: CSHB 383(TRAj

1 Page 2, following line 21:

2 Insert a new hill section to read:

3 "* Sec. 3. AS 45.25.610(e) is amended to read:

4 (c) In this section.

5 (1) "h a nk" has the meaning given in AS 06.05.990;

C (2) "credit union" means a cooperative association organized

7 under state or P deral law for the purpose o f promoting thrift among its members

8 and creating source o f credit for provident or productive purposes;

9 '13] " sales contract" includes an installment sales contract, a short-term

10 sales contract, and a single-payment contract."

11

12 Renumber the following oill section . ccordingly.

13

14 Page 2, line 24, following "financing":

15 Insert "from a bank or credit union"

A M E N D M F , N T

L - 1 -
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A N A L Y S IS :  (Attach a separate page if necessary)
T h is  b ill a m e n d s  A S  4 5 .2 5 .4  >0 to  re q u ire  a u io  d e a le r s  to  d is c lo s e  a ll f«v»c po the r th a n  title, re g is tra tio n , a n d  

lic e n s in g  fe e s  p a id  to  th e  s ta te ),  in  th e  a d v e r t is e d  o r  n e g o t ia te d  p ric e  o f  a  m o to r  v e h ic le . C u rre n tly , th e  la w  

p r o v id e s  th a t o n ly  th e  a d v e r t is e d  p ric e  m u s t  c o n ta in  th e s e  fe e s . W h e n  a  c o n s u m e r  b e g in s  to  n e g o tia te  a  

p r ic e  lo w e r  th a n  th e  a d v e r .  u e d  p ric e , th e  d e a le r  c a n  a d  th e s e  fe e s  b a c k  in to  th e  fin a l "s e llin g  p ric e ." T h e  

ta rg e t o f  th is  bill is  th e  " d o c u m e n t p r e p a r a tio n  fe e ” c h a r g e d  b y  m o s t  d e a le r s . T h is  fe e , n o r m a lly  a r o u n d  

$ 1 9 9 ,  is  d is g u is e d  to  lo o k  lik e  a  g o v e r n m e n ta l o r  o th e r  th ird  p a rty  tr a n s a c tio n  fe e  w h e n , in  re a lity , it is 

n o th in g  m o re  th a n  a n  ite m  o f o v e r h e a d  fo r  th e  d e a le r . H B  3 8 3  w ill re q u ire  th a t a ll d o c u m e n t  p re p a ra tio n  

fe e s  b e  in c lu d e d  in  th e  n e g o t ia te d  p ric e.

T h e  b ill a ls o  a m e n d s  A S  4 5 .2 5 .6 1 0  b y  a d d in g  a  r e q u ir e m e n t th a t a u to  d e a le r s  d is c lo s e , in  w ritin g ,___________
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A N A L Y S IS  CO N T IN U AT IO N

w h e th e r  th e  m o to r  v e h ic le  d e a le r  w ill r e c e iv e  a  p o rtio n  o f  th e  fin a n c in g  c h a r g e  th e  b u y e r  p a y s .  T h is  is 

a im e d  a t tr a n s a c tio n s  w h e r e  th e  d e a le r  is  g iv e n  a n  in te re s t ra te  q u o te  fro m  a  b a n k  o r  c re d it u n io n  w h e n  

a rra n g in g  f in a n c in g  fo r  a  b u y e r  b u t th e n  c h a r g e s  th e  b u y e r  a  h ig h e r  i a t e . ' e p in g  th e  d if fe r e n c e  a s  a  

c o m m is s io n .  M o s t  c o n s u m e r s  d o  n o ' u n d e r s ta n d  th a t  th e  in te re s t ra te  q u o te d  b y  th e  d e a le r  m a y  b e  h ig h e r  

th a n  th e  ra te  q u o te d  b y  th e  fin a n c ia l in s titu tio n .

E n fo r c e m e n t  o f  th e s e  a m e n d m e n t s  v . i i  b e  a b s o r b e d  w ith in  th e  D e p a r tm e n t’s  o p e r a tin g  b u d g e t  fo r 

c o n s u m e r  p ro te c tio n , a n d  w e  d o  n o t  a n tic ip a te  a  f is c a l im p a c t.

F IS C A L  N O T E  #1

S T A T E  O F  A L A S K A  B IL L  N O . CSHB 383(TRA)

2006 L E G IS L A T IV E  SESSION
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E r rM y  M c C o y

From: Ed Sniffen (Ed_Sniffen@law.stat0 .1ik.usJ

Sent: Thursday, January 19, 2006 8:57 AM

To: Emily McCoy

Subject: Auto Legislation

Hey Emily. Thanks for faxing a copy of Les' Bill regarding motor vehicle fees and costs. Here’s the short 
explanation of how auto dealers are getting around the documentation fees ("doc fees") restriction currently 
found in AS 45.25.440. The current versk i  of the statute requires all doc fees to be Included In the advertised 
price. Here's what happens:

Dealer advertises a vehicle for $29,999. This advertised price includes all doc fees. Customer goes to dealer 
and negotiates a lower price - -  let's say $27,000. The salesman says "great, we have a deal." Then, when all 
'he paperwork Is filled out, the $199 doc fee Is added to the $27,000 price. The current statute allows this 
because the dealer included the doc fee in the advertised price. But as soon as negotiations start and the 
advertised price Is no longer on the table for negotiation, dealers can add It back In.

Doc fees are particularly troublesome because consumers believe they are fees paid to the *«ate. In fact, these 
fees are nothing more than overhead (like rent, utility bills, or Janitorial service). Les' bill solves tills problem by 
requiring that all fees and costs must be Included in the advertised or "negotiated" price.

Hope that helps!

ED

1/19/2006

mailto:Ed_Sniffen@law.stat0.1ik.usJ


DOC BodyPage Page 1 o f  1

Sec. 06.45.400. Definitions.

In this chapter,

(1) "commissioner" means the com m issioner o f  commerce, com m unity, and economic 
development;

(2) "►►credit* ►►union* means a cooperative association organized in accordance with the 
provisions o f  this chapter foi the purpose o f  promoting thrift among its mem bers and creating a source 
o f  credit for provident 'v  productive purposes;

http://www.legis.state.ak.us/cgi-bin/folioisa.dll/stattx05/query=!22credit+union!22/doc/{tl0... 3/7/2006

http://www.legis.state.ak.us/cgi-bin/folioisa.dll/stattx05/query=!22credit+union!22/doc/%7btl0


E m l l v  M c C o y

From: Ed Sniffer [Ed_SnlffonQlaw.sta»*.ak.us]

Sent Monday, March 13. 2006 3:50 PM

To: Emily McCoy

Subject RE: Thank you I

Sorry about the delay. I got some more Information from the industry on GMAC, FMCC, and other manufacturer 
financing. These loans are marked up all the time by the dealers, Just like ’regular- bank loans. Often,

Ĉ LSUfV f ! lare "GMAC wiH on|l ' offer 8 «=te- (Just like ott«r banks), but actually, the dealer
gets a kJckbacx.

So. . .  I ’m still not certain we want to limit this only to "banks and credit unions," but If that’s the win of the 
legislature, f  s better than nothing. The amendment you propose works for that purpose.

Qao!

Ed




