Policy Brief

WY/ WOODSTOCK Rent-to-Own Issues and Policy
\' "/ INSTITUTE Recommendations

ldvancine Economic Security
and Community Prosperity Addressing concerns with cash price, and total
niirchase nrice for rental-niirchase trangactinng

Industry overview:

Rent-to-own transactions allow customers to purchase household goods, such as furniture, electronics or
other items, by making a low down payment and signing a contract agreeing to make periodic payments
for one to two years. If they make all of those payments, the customer keeps the product. If the customer
misses payments, the item is reclaimed by the store, which keeps payments made prior to the return.

Woodstock Institute concerns:

The cash price of both new and used goods available in rent-to-own stores is drastically inflated and the
cost purchasing the item through a rental-purchase contract is higher still. We believe that customers
who enter into rental-purchase agreements do so to purchase the item, rather than rent the item short-
term, and that the regulation of this industry in Illinois fails to protect customers from practices that make
the purchase process extremely expensive.

We believe that the proposed cap on rental purchase prices of 250 percent of cash value is far too high
and that, to best address the high cost of the rent-to-own transaction, it is necessary to require a cash
price that better reflects the true cost of the item.

Actual example of a rental-purchase transaction:

In July 2010 a customer entered into a rental-purchase agreement for a used television with an average
new sale price of $1019.1 The rent-to-own company established the cash value for this item at $1,760, a
considerable markup. The customer agreed to make payments for 89 weeks totaling $3,801. The
customer defaulted on the contract after three weeks and the company is claiming compensation for the
value of the item at $890. The rent-to-own store’s cash price was 73 percent higher than the average
available price for item, and the rental purchase price was 116 percent higher than the cash price.
Likewise, the rental-purchase price was 273 percent higher than the average available price for this item.

Existing regulation and recommended changes:
The rent-to-own industry is regulated in Illinois by the Rental-Purchase Agreement Act.

1. Disclosure: Rent-to-own companies currently disclose two prices: the cash price, or the price
necessary to buy the product outright without making payments, and the rental-purchase price, or

the total of payments necessary to purchase the product over time.? While no data have been
collected in lllinois, an Ohio survey of rent-to-own stores found that the cash prices at rent-to-own

stores were between 1.5 and 2.5 times as high as comparable products at a retail store.> The
same survey of rent-to-own stores in Ohio found that the rental-purchase price was up to 4.5

times as high as prices charged by other retail stores. 4

! Average sale price of a new Mitsubishi WD-60C9 available at http://www.google.com/products as of September
29, 2010.
2815 ILCS 655/2(g)(7)
% Rothstein, David, and Mike Stanek. Paying More, Renting Debt: Why Rent-To-Own is a Bad Deal for Ohio Consumers.
E:Ieveland, Ohio: Policy Matters Ohio, 2009. Web. 28 Sep 2010.
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Recommended Change: (a) disclose the manufacturer’'s recommended price or
wholesale price to prevent inflating cash price to shroud the difference between the cash
price and total of payments, (b) require that the cash price reflect the true value of the item,
particularly for used items, (c) ensure that any cap on the cost of rental-purchase agreements
is not higher than existing market costs.

2. Reinstatement: The lllinois Rental-Purchase Agreement Act requires a right to reinstate the
rental-purchase contract if the customer is in default for not less than a week or up to half the
days of a payment period and has made payments totaling less than 60 percent of the total of
payments. If the customer has made payments totaling at least 60 percent of the total of

payments, the customer may reinstate the contract up to 30 days after default.

No recommended changes

3. Insurance: The lllinois Rental-Purchase Agreement Act permits optional insurance for products
bought under a rental-purchase agreement.6

Recommended change: prohibit insurance or other ancillary products to be sold in
conjunction with a rental-purchase agreement, or require that the insurance for used items be
considerably less than the insurance for new items. Post-purchase warranties should be sold
only after the customer has met the terms of the rental-purchase agreement.

4. Contracts for Used Items: The lllinois Rental-Purchase Agreement Act requires that used items
be clearly labeled as such.’

Recommended changes: (a) The periodic payment for used items should be less than the
periodic payment for new items —customers who do not make all the payments and return the
item should pay less for used items, rather than be required to make fewer payments. If a
customer is required to make 24 payments for a new item or 20 payments for a used item but
returns the item after only six payments, the customer would effectively pay the same amount
regardless of whether the item is new or used. (b) Furniture, electronics and other household
items depreciate quickly and the rent-to-own cash price should be significantly less than the
price for new items.

Industry representation

The rent-to-own industry in lllinois is represented by the lllinois Rental/Purchase Dealers Association.
The IRPDA lobbyist is Herman Bodewes of Griffin, Winning, Cohen & Bodewes. His contact information
is (217) 525-1571 or hbodewes@gifwinlaw.com.

Other consumer groups working on rent-to-own issues

David Rothstein

Policy Matters Ohio

(216) 361-9801
drothstein@policymattersohio.org

Margot Saunders

National Consumer Law Center
(202) 452-6252 x104
margot@nclcdc.org

® 815 ILCS 655/2(F)
6815 ILCS 655/2(c)(4)
7815 ILCS 655/2(g)(7)
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(815 ILCS 655/) Rental-Purchase Agreement Act.
(815 ILCS 655/0.01) (from Ch. 121 1/2, par. 1800)

Sec. 0.01. Short title. This Act may be cited as the Rental-Purchase Agreement Act.
(Source: P.A. 86-1324.)

(815 ILCS 655/1) (from Ch. 121 1/2, par. 1801)
Sec. 1. Definitions. In this Act:

(1) "Advertisement" means a commercial message in any medium that directly or indirectly promotes or
assists a rental-purchase agreement.

(2) "Cash price" means the price for which the merchant would have sold the merchandise to the
consumer for cash on the date of the rental-purchase agreement.

(3) "Consumer" means an individual who leases personal property under a rental-purchase agreement.

(4) "Merchandise" means the personal property that is the subject of a rental-purchase agreement.

(5) "Merchant" means a person who, in the ordinary course of business, regularly leases, offers to
lease or arranges for the leasing of merchandise under a rental-purchase agreement, and includes a
person who is assigned an interest in a rental-purchase agreement.

(6) "Rental-purchase agreement" means an agreement for the use of merchandise by a consumer for
personal, family or household purposes for an initial period of 4 months or less that is automatically
renewable with each payment after the initial period and that permits the consumer to become the owner
of the merchandise.

(Source: P.A. 85-957.)

(815 ILCS 655/2) (from Ch. 121 1/2, par. 1802)
Sec. 2. Form.

(a) A rental-purchase agreement must be written in plain English and clearly and simply in any other
language used by the merchant in any oral or written advertisement related to the rental-purchase
agreement. Numerical amounts must be stated in figures.

(b) Disclosures required by this Act must be printed or typed in each rental-purchase agreement in a
size equal to at least 10 point bold-faced type.

(c) A rental-purchase agreement may not contain a provision:
(1) requiring a confession of judgment;
(2) authorizing a merchant or an agent of the merchant to commit a breach of the peace in the
repossession of merchandise;
(3) waiving a defense, counterclaim or right the consumer may have against the merchant or an
agent of the merchant;
(4) requiring the purchase of insurance from the merchant to cover the merchandise;
(5) requiring the payment of a late charge or reinstatement fee unless a periodic payment is
delinquent for 3 days and the charge or fee is in an amount not more than $5; or
(6) requiring a payment at the end of the scheduled rental-purchase term in excess of or in addition
to a regular periodic payment in order to acquire ownership of the merchandise. In no event shall the
consumer be required to pay a sum greater than the total amount to be paid to acquire ownership, as
disclosed in item (3) of subsection (g) of this Section.
(d) Only one late charge or reinstatement fee may be collected on a payment regardless of the period
during which it remains in default.

(e) A rental-purchase agreement must provide that:
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(1) a charge in addition to periodic payments, if any, must be reasonably related to the service
performed; and

(2) a consumer who fails to make a timely payment may reinstate an agreement, without losing
rights or options previously acquired, by taking the required action before the later of one week or half of
the number of days in a regular payment period after the due date of the payment.

(f) Notice of the right to reinstate an agreement must be disclosed in the agreement. This Act does not
prevent a merchant from attempting repossession of merchandise during the reinstatement period, in
accordance with the agreement, and the consumer's right to reinstate an agreement does not expire
because of such a repossession. If the merchandise is returned to the merchant during the applicable
reinstatement period, other than through judicial process, the right to reinstate the agreement shall be
extended for a period of not less than 30 days if the consumer has paid less than 60% of the total amount
to be paid to acquire ownership of the merchandise and shall be extended for a period of not less than 60
days if the consumer has paid 60% or more of the total amount to be paid to acquire ownership of the
merchandise. On reinstatement, the merchant shall provide the consumer with the same merchandise or
substitute merchandise of comparable quality and condition. If substitute merchandise is provided, the
merchant shall also provide the consumer with the disclosures required in subsection (g) of this Section.

(9) A rental-purchase agreement must disclose:

(1) whether the merchandise is new or used,;

(2) the amount and timing of payments;

(3) the total number of payments necessary and the total amount to be paid to acquire ownership of
the merchandise;

(4) the amount and purpose of any payment, charge or fee in addition to the regular periodic
payments;

(5) whether the consumer is liable for loss or damage to the merchandise, and, if so, the maximum
amount for which the consumer may be liable;

(6) that the consumer does not acquire ownership rights unless the consumer has complied with the
ownership terms of the agreement; and

(7) the cash price of the merchandise, whether the merchandise is new or used.
(Source: P.A. 87-256; 88-644, eff. 9-9-94.)

(815 ILCS 655/3) (from Ch. 121 1/2, par. 1803)

Sec. 3. Advertisement.

(a) An advertisement for a rental-purchase agreement that refers to or states the amount of a payment
or the right to acquire ownership of any one particular item under the agreement must clearly and
conspicuously state:

(1) that the transaction advertised is a rental-purchase agreement;

(2) the total amount and number of payments necessary to acquire ownership; and

(3) that the consumer does not acquire ownership rights unless the merchandise is rented for a
specified number of payment periods.

(b) Every item of property displayed or offered for rental-purchase by a merchant shall have attached
to its front or displayed as prominently as if attached to its front a tag disclosing the amount to be paid to
acquire ownership of the merchandise.

(Source: P.A. 88-644, eff. 9-9-94.)

(815 ILCS 655/4) (from Ch. 121 1/2, par. 1804)

Sec. 4. Enforcement. (a) A consumer damaged by a violation of this Act by a merchant is entitled to
recover from the merchant:

(1) actual damages;

(2) 25% of an amount equal to the total amount of payments required to obtain ownership of the
merchandise involved, except that the amount recovered under this item (2) may not be less than $250
nor more than $1,000; and

(3) reasonable attorney's fees and court costs.

(b) A merchant is not liable under this Section for a violation of this Act caused by the merchant's error
if before the 31st day after the date the merchant discovers the error, and before an action under this
Section is filed or written notice of the error is received by the merchant from the consumer, the merchant
gives the consumer written notice of the error and makes adjustments in the consumer's account as
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necessary to assure that the consumer will not be required to pay an amount in excess of the amount
disclosed and that the agreement otherwise complies with this Act.
(Source: P.A. 85-957.)

(815 ILCS 655/5) (from Ch. 121 1/2, par. 1805)

Sec. 5. Penalty. Any person intentionally violating this Act shall be guilty of a petty offense and fined
not more than $500.
(Source: P.A. 85-957.)
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RENTAL-PURCHASE AGREEMENT
Agreement Number:
Rent-A-Center Consumer(a):
2813 W Cermak Rd
Ch iL. 60608-3719
039 LOC: 1352-M
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