
Deal or No Deal: Understanding Car Loans Mini-Project2
HS.D.EXT. Purchasing a Car & Loans

STEP 1 (5min): Determine yourDOWNPAYMENTandMONTHLYBUDGET. The down payment is howmuch
money you saved up to purchase the car without depleting savings for other goals or your emergency savings.
Yourmonthly budget is howmuch can you affordmonthly to own and operate a car. The table below includes
estimates of what you can afford to pay back your loan, insurance, maintenance, and gas costs on amonthly basis.

DOWNPAYMENT: $2,500 $4,000 $5,500

MONTHLYCARBUDGET: $380
(Estimates based on an income of $38,000, a clean driving record, a car with 25mpg, andMA taxes and fees.)

Insurance Maintenance and Gas License/Registration/Taxes Monthly Payment

$116 $100 $10 $154

STEP 2 (2min): Determine your credit score.

Credit Score Rating A: Super Prime B: Non-Prime C: Subprime

Credit Score Range 781 - 850 601-660 501- 600

Average Loan Interest Rate 4% 9.9% 14%

STEP 3 (10min): Determine howmuchmoney you can afford to borrow by filling in the table below and then
going to the car affordability calculator from cars.com. The calculator will provide an estimatedmaximum loan
principal. Record this estimatedmaximum loan in the “Car Purchase Price” cell below.

Monthly Payment (Step 1) $154 ReflectionQuestion:
How does the amount of your down payment change
the amount you have to borrow to buy a car?

What advice would you give someonewith the down
payment you have?

Down Payment
(from Step 1)

Trade In Value 0, unless
otherwise directed

Sales Tax*

Interest Rate (Step 2)

Term

Car Purchase Price

*Hint 1: This is a hidden cost. People forget to budget for it and end up paying thousands of dollars extra. Go here to see what the sales tax
is in your state and how that will affect your loan. This amount comes out of your down payment.

2 Modified from Practical Money Skills Grades 9 - 12 Lesson 3: Road Rules: Researching and Buying a Car; NGPF Activities
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https://www.cars.com/car-affordability-calculator/
http://worldpopulationreview.com/states/car-sales-tax-by-state/
https://www.practicalmoneyskills.com/teach/lesson_plans/grades_9_12


STEP 4 (15min): Find a car you can afford (see Car Purchase Price from Step 3) using one of these sites:

CarMax Edmunds KelleyBlueBook truecar.com

Fill in the details for the car you choose on the left, then calculate the amount of the loan you’ll need on the right:

Car Details
Source:

Purchase Price:

Mileage:

MPG:

Warranty/Carfax Owner Report (Circle one):

Yes No

Other details:

Calculations Based on Car Choice

Now that you have the price of your car, you’ll figure out how
much you need to borrow - butWAIT!We need to include
what we learned about down payment and sales tax!

Make a copy of the car calculator here to find your total loan
amount (principal) by plugging in the following information:
● Purchase Price of the Car (you just found)
● Sales Tax Rate (from STEP 3)
● Down Payment (from STEP 1)

Thenwrite the total amount you need to borrow (called “ loan
principal") on the line below.

Loan Principal:________________________________

Car PurchaseQuestions:

1. How did the hidden cost of sales tax affect the price of the car?

2. What other hidden costs are there?
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http://www.carmax.com/
http://www.edmunds.com/
https://www.kbb.com/cars-for-sale/
https://www.truecar.com/
https://docs.google.com/spreadsheets/d/104bU4FlDEtMKMOZ-qshfl4I3BMCccBs2UtkLyyT21qA/copy


STEP 5 (8min): Lenders will offer you different loan terms and interest rates. Both of these factors affect your
monthly payment amount and the total amount you pay over the entire term of the loan. Look at the sample loans
below and use this loan calculator to find yourmonthly payments and total paid in interest. Then add the total
principal paid and the total interest paid to get the total paid. This is howmuch your car will cost you over the life
of the loan.

Use the interest rate based off of your credit score from STEP 2 and the loan principal amount from STEP 4.

Lender Loan Amount
(Principal)

Term in
months

Super
Prime

Non-
Prime

Sub
Prime

Monthly
Payment

Total Interest
Paid

Total Paid
(total principal +
total interest)

Bank A 36 4.3% 10% 16.14%

Bank B 48 4% 9.9% 16.34%

Bank C 60 3.89% 10.34% 16%

Dealership 84 3.5% 8.5% 15.4%

YouDecide:Which loan are you going with? Bank A, B, C or the Dealership? _________________________________________

Why did you pick that lender?

How does the term length affect your ability to pay for the car and the total amount that youwill pay on the loan?

What do you think is an appropriate term length for a car loan?What can you do tomake sure you get this term
length?
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https://www.bankrate.com/calculators/mortgages/loan-calculator.aspx


STEP 6 (5min): What if your credit score was different? Using the information from the loan you chose above (So,
just focusing on the row for Bank A, B, C or the Dealership above), calculate howmuch the same loanwould cost
you if your credit score was different: better or worse!

Hint: One of these
rows is done for you,
based on the loan
you chose in Step 5

Interest Rate
(copy each
interest rate
from table in
Step 5)

Loan
Amount
(all the
same, your
Principal)

Term in
Months (all the
same, copy from
table above)

Monthly
Payment

Total
Interest
Paid

Principal Paid +
Interest Paid =
Total Paid

Super Prime

Non- Prime

Sub- Prime

What does this tell you about the effect of credit score on howmuch you pay for a car loan?

What could you do to improve your credit score?

STEP 7 (10min):Answer the following reflection questions.

Given the constraints can you afford a car at themoment?Why or why not?

Did you have to concede any of your top rankings for qualities in a car in order to afford a car?

What are themajor factors that influence the price of a car?

What surprised you about the car purchasing process?

What advice would you give to a friendwhowants to buy a car?
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