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Buying a Car
Main Idea
Getting a car of your own is 
exciting, but it also involves a lot 
of work.  For people with little 
or no credit history, a loan can 
be hard to get, and insurance is 
expensive but is required by law.  
At the dealership, salespeople 
can be intimidating, but if you 
do your homework you will be 
able to find a reliable car without 
paying too much. 

After completing this 
lesson you will be able to:
•  find a car that fits your needs

•  decide whether a new or used 
car is right for you

•  decide whether buying or 
leasing is right for you

•  understand the hidden costs 
of operation and maintenance

Key Terms
• APR 
• Collision Insurance 
• Coupe 
• Lease 
• Liability Insurance 
• Loan 
• Minivan 
• No-Fault Auto Insurance
• Sedan 
• SUV (Sport Utility Vehicle) 

A Car Means Convenience
It’s Wednesday morning and you are sleeping soundly, dreaming 

about that Hawaiian vacation you’d like to take. Suddenly you hear, instead 
of ocean waves, a loud buzz. You’ve overslept—and you’ve only got ten 
minutes to make it to the bus and get to work on time. While you dash for 
the bathroom to brush your teeth (no time for a shower today), you think 
how nice it would be to have your own car. Then you could get to work faster 
and save time in your morning routine. Now that you’ve got a job and an 
apartment, a car could really make your life easier. 

But convenience comes with added responsibility.  Insurance, gas, 
and repairs can put a strain on your wallet and test your patience if you end 
up with the wrong car.

Which Car is Right for You?
The type of car you choose should reflect how you intend to use it. If 

you have to drive across town every day to work, you will want to look for 
something with good gas mileage. Maybe a smaller car would be best for 
you. On the other hand, if you move frequently or carry many passengers, 
you might want to look for something with more room.  Later on we will review 
different types of cars, but before we get to that, you should understand a 
little more about financing and loans. 

Most car buyers have to take out a loan, that is, borrow money from 
a bank or other institution with the agreement to pay it back (plus interest) 
over a certain period of time. All loans come with finance charges, which 
include all the costs of borrowing—in other words, everything you will have 
to pay beyond the amount needed for the car. These charges can be high for 
teens, who usually don’t have much credit history.  The annual percentage 
rate (APR), also called an interest rate, calculates your finance charges as 
a yearly rate. This rate will help you compare loan offers.  

Many lenders will not make loans for cars that are more than five 
years old, but insurance for new cars can be more expensive. If you get a 
lease, you could have lower payments each month, but it might be more 
expensive if you want to keep the car after the lease is up.  At the end of this 
lesson, the computer exercise will help you determine how long you need 
to drive a car before owning becomes less expensive than leasing.  We will 
talk about all these issues in more detail as we continue. Just remember 
that once you find a car, you will run in to additional costs to finance, insure, 
operate, and maintain it. 

Make sure you have considered all these costs before you go out for 
a test drive, because the type of car you get should be decided by what you 
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can afford.  Many first-time car buyers purchase a used car, but new cars 
don’t always cost more and can sometimes be more reliable. Take time to 
consider which one is right for you.    

New or Used? 
New cars look impressive, but can cost a lot more without offering 

much greater value.  Over the first two years, a new car loses at least 30%  
of its resale value.  Many buyers on a limited budget can’t afford that loss of 
value, so they look for “gently used” vehicles that have already depreciated 
in value. Those deals can be hard to find, but the savings can be well worth 
the time you spend looking for them.  

After the savings, many used-car buyers find cars that break down 
right after they’re purchased and other problems that they didn’t know about 
before buying.  Recently, many dealerships have begun offering certified 
pre-owned programs to combat this problem and ensure the quality of their 
used cars.  The potential trouble of a used car is enough to convince some 
who can afford it to buy new. New cars come with a warranty and a certain 
peace of mind that used cars can’t always offer.  Buying a new car offers 
more variety because you can choose among makes and models that you 
might not be able to find used.  You can also customize your colors and 
options, such as an upgraded stereo system or leather interior, to get exactly 
what you want.  All those options come with a price, though, so before you 
get carried away, figure out what you can afford. 

What Can I Afford?
A leather interior might sound nice until the salesperson hands you 

the bill.  Most people getting their first car have to decide what features they 
need and what they can live without. Insurance is the one thing you must 
have. It can be more expensive for teens but is required by law, so it’s an 
important factor in deciding how much car you can afford. We will get to 
insurance in a moment; now let’s review some different styles of cars. 

If you just have to drive yourself back and forth to work, it might be 
most economical to get a coupe. A coupe is a small car with two doors and 
two main seats; it can save a lot on gas compared to a larger vehicle. Sport 
utility vehicles (SUVs) have multiple rows of seating, an increased hauling 
capacity, and can usually drive off-road.  If you need even more room, a 
minivan might be for you. It has the biggest interior space, but it does not 
have the towing or hauling capacity of an SUV.  The sedan is one of the 
most popular styles because it offers two rows of seats, both big enough 
for adults to sit comfortably, and a spacious trunk. Bigger cars usually cost 
more, but you can find all of these styles in economy and luxury models.

Just as there are different types of cars, there are different types of 
car insurance. Deciding which policy is right for you is just as important as 
picking the right car.  Some people who consider themselves safe drivers 
choose to carry only liability insurance. This covers the cost of any damages 
you cause to other drivers, but does not pay to fix your car if the accident 
is your fault. The law requires you to have at least this coverage if you own 
a car.  Collision insurance pays to fix the damages to your own car if the 
accident is your fault. This coverage is usually optional. In some states you 
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have the choice of no-fault auto insurance. This kind of coverage does not 
follow standard rules of liability insurance. With a no-fault policy, the driver’s 
insurance will pay to fix the damage of his or her car even if the driver 
wasn’t faulted for the accident. When an accident occurs under the no-fault 
system, both parties use their own insurance to fix the damages, regardless 
of whose fault it was.  Not all states have this system, so make sure you 
understand what type of insurance your state requires.  

Once you understand how much you must pay for insurance each 
year, divide it by twelve to figure out what it will cost each month. Then keep 
that figure in mind while you consider how much you can spend for the car 
itself. You can determine this by taking a look at your monthly expenses and 
income.  Your bank statement will help you calculate how much money you 
earn and spend. From that, determine how much you have left over after all 
your expenses are paid. You can use up to half of that amount toward car 
expenses. If you spend money every week on bus tokens or on taxi cabs, 
you can add that money toward your car expenses, because you won’t have 
to spend it once you’ve got your own transportation. But no car will run 
without fuel and regular maintenance. Just don’t forget the costs. 

Lots of Lots: Where to Go to Find a Car
Now that you know what you can afford, how do you find a car to buy? 

Advertisements for cars fill the classifieds section of the newspaper. Car lots 
big and small are packed with new and used cars bearing bright signs to 
grab your attention. Before you take your first trip to see a car in person, 
make sure you have done your research at home.  

Magazines like Consumer Reports, Car and Driver, and Road and Track 
offer expert opinions and test-drive reviews. If you are looking for a used car 
the Kelley Blue Book will help you determine the value of a particular make 
and model and offer advice on how to deduct for any damages caused by 
the previous owner.  Many used car buyers don’t feel comfortable buying 
a car from a private seller because they worry the car has problems that 
the seller won’t disclose.  For some, a dealership offers more security. The 
certified pre-owned programs that we talked about before have convinced 
many who always bought new cars that a used car can be just as reliable. 

Buying from a dealer does have some drawbacks. You will probably pay 
more than you would have from a private seller, and you might still run into 
problems with the car after you’ve purchased it.  Be wary of nondealership 
lots. These are much smaller and do not affiliate with any of the major car 
manufacturers. Sometimes you can find a deal there, but usually the cars are 
older and harder to finance. Most nondealership lots offer their own financing, 
but under difficult terms—and you will run a greater risk of repossession. 

Owning Versus Leasing 
If you want a new car and you plan on driving it only for a couple of years, 

leasing might be a good option for you. The benefit of a lease is that you can 
get a car with little or no money down. If you are able to put money down, you 
may have to pay less each month. That means you will have more money left 
over to spend the way you want. It also means that at the end of the lease 
you will have to give the car back, since a lease only allows the use of a car 
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for a specified period of time.  A lease can also help you get a more expensive 
car than you might otherwise be able to afford. In the computer exercise at 
the end of this chapter you will get a chance to see the difference in monthly 
payments between buying and leasing. You will be able to determine which 
one would be best after you have driven the car for a few years. 

When buying a car, a 20% down payment is recommended. The down 
payment will help protect your loan from going “upside down.” This happens 
when a car owner owes more on the loan than the car is worth. The major 
benefit of buying over leasing is that you will probably pay off the loan before 
the car stops working. Then you will be free of your monthly payments.  At 
the end of your lease you may have an option to buy the car, but often you 
will end up paying more than you would have if you had just taken out a loan 
on the car from the beginning.  

To make a good decision on whether leasing is better than buying, you 
have to compare the details of the loan and lease terms. Take your time and 
make sure you understand everything in the agreement you will be signing. 
Often a salesperson will get you interested with a great deal, then slip in 
something at the last minute that will increase the price you pay; don’t accept 
any last-minute changes to the deal. Sometimes a salesperson gets a bonus 
for  persuading you to lease or to buy on the spot. Dealerships are full of highly 
trained salespeople who make more money when they get you to spend more. 
Don’t be afraid to ask questions and to get all details in writing.  

What do lenders look for? 

•  Steady income: Lenders require a certain level of income each 
month to qualify.

•  Established residence: Lenders feel more comfortable giving 
money to someone who has lived at their current address for more 
than six months.

•  Established employment: Lenders prefer someone who has 
been at their current job for more than six months. 

•  Credit history: Lenders use credit scores as a quick way to judge 
whether you will pay the money back. 

Operation and Maintenance
You got a good deal on a used car, but now you have to pay to fill up 

the gas tank. The size of your car will greatly affect how much you have to 
spend on gas. Since the price of fuel is constantly changing, estimating 
how much it will cost can be tricky. A good way to start is to figure out how 
many miles you have to drive in a week. Then calculate an average price for 
fuel based on prices over the past couple of months. That should allow you 
to make an estimate of your gas costs. If you have a long commute each 
morning, you will probably want to look for a car that is fuel efficient, or 
maybe even a hybrid (a car that can run partially on electricity).  

Gas isn’t the only operating cost you’ll face: parking, oil changes, and 
repairs can add up to a lot more than you expect.  If you haven’t factored 
these into the cost of your car, you won’t get very far.  You should plan on 
having to replace your tires once every two to three years. At more than 
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one hundred dollars a tire, that can be expensive, and wheel balancing 
and alignment can send the bill even higher.  Unexpected repairs can be 
damaging to a tight budget, so it is best to include an extra $200–$500 
in your estimate to pay for at least one medium-sized repair each year. By 
factoring this into your operation and maintenance costs, you will be ready 
if anything should unexpectedly go wrong. 

Summary
Having a car of your own can be more convenient than using public 

transportation.  Being able to drive yourself to work or the grocery store can 
save time, but cars come with expenses that some teens may not have 
calculated.  Insurance, repairs, and gas all add to the amount you will have 
to spend each month on car expenses. Account for these costs, so you 
won’t purchase a car that you can’t afford to maintain.  

 Once you have found the car you want, you will have to decide between 
getting a loan and taking out a lease. Both of these options have benefits 
and drawbacks; you should determine which is best for your situation. 
Getting the right car comes with many important choices. Take your time, 
and don’t let high-pressure salespeople talk you into something that is not 
right for you.  

Key Terms

APR
This stands for annual percentage rate, which is a 
number calculated by taking into account the total 
cost of the loan, including what the borrower will pay 
in interest; this makes it easier to compare different 
loan offers. 

Coupe
A car with two front seats and a smaller backseat for 
occasional passengers. It usually has two doors but 
sometimes has four. 

Collision Insurance
This covers the car of the insured person and pays 
for repairs after an accident or cash compensation 
if the car can’t be repaired. This type of coverage is 
usually optional. 

Lease 
An agreement that gives one party the use of a 
commodity for a specified period of time and for a 
specified price.   

Liability Insurance
This  compensates  an injured party up to a certain 
amount outlined in the policy statement.  This  type 
of insurance ensures you will be able to pay for any 
damages you cause.   

Loan
An amount of money given to the borrower for a set 
period of time.  After the set time has passed, the 
money must be paid back plus the lending fee, called 
interest. Payments are normally made over a series 
of months.

Minivan
A car that is designed for maximum passenger space. 
It has multiple rows of seats, but often doesn’t offer 
significant towing power or off-road capability.

No-Fault Auto Insurance
A system under which drivers must have coverage for 
their own protection. It also limits the damages for 
which an injured party can sue.  Under this system, 
after an accident both parties would be covered by 
their own insurance policies. Only some states use 
this system.  

Sedan 
A common type of car that has two rows of seats and 
a trunk.  It can have two doors or four doors, but the 
backseat should be able to seat adults comfortably. 

SUV (Sport Utility Vehicle)
A car designed to have multiple rows of seats and 
significant towing power. Most also have the ability to 
drive off-road. 


