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Chapter23
Buying and
Owning a Vehicle

23.1 Buying a Vehicle

23.2 Maintaining a Vehicle

Consider THIS

Patrick works part time and attends school full time. He lives at home with his
parents, and his take-home pay is over $600 a month.

“I’m ready to buy a car,” he told his parents. “It says here in the paper that
with just $100 down, I can finance the purchase of a brand new car. I’d have
to make 60 payments of $350 each. I make nearly twice that much each
month, so I can afford the car. But I’m not sure I want that particular car. I’m
wondering if I can get the same deal through my credit union. How can I get
the best deal?”
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23.1

Buying a Vehicle
G
O
A
L
S

n List and explain the steps of the
car-buying process.

n Explain vehicle financing choices,
including leasing.

n Discuss consumer protection laws
for new- and used-car buyers.

T
E
R
M

S

n preapproval, p. 512
n vehicle identification
number (VIN), p. 513

n vehicle emission test,
p. 514

n sticker price, p. 514

n invoice price, p. 514
n car-buying service, p. 515
n dealer add-ons, p. 515
n lemon laws, p. 517
n lemon, p. 517
n FTC Rule, p. 518

THE CAR-BUYING PROCESS

Most people are really excited when they buy their first car. Because it is a
large purchase, buying an automobile should also involve taking the time to
make a good decision—one that you won’t regret later. Following a decision-
making model, such as the one presented in Chapter 20, may help you make
better choices as you get ready to buy a car.

IDENTIFY YOUR NEEDS AND WANTS
Buying a car starts with identifying your needs (not just your wants). Start by

asking yourself some basic questions, such as the following:

n What do I need to do with a car?
n Howmuchwill I drive? (Fuel efficiencymay be an important consideration.)
n Do I plan to haul a number of people or gear?
n Will I take the car off-road?
n What features would I like to have on the vehicle?

After you have made your list of wants and needs, decide which ones are
most important. Prioritizing helps you identify what you must have and what
you can give up if necessary to keep the price affordable.

DECIDE WHAT YOU CAN AFFORD
Before you start shopping for a car, determine how much you can afford to

spend. One general guideline is that you can afford monthly payments of no
more than 20 percent of the money you have left after paying all your regular
monthly expenses, such as rent, utilities, credit card payments, and so on. Also
figure into your budget the costs of maintaining your car as well as the costs of
fuel and auto insurance.

IDENTIFY AND RESEARCH YOUR CHOICES
Select several types of cars that would meet your needs. In the library or online,

research the features of each possibility. Print and online magazines such as

Chapter 23 Buying and Owning a Vehicle 511

Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.



*Gajender* D:/Temp_Dailyproduction/Ryan_120640/z_production/z_3B2_3D_files/ryan_0538449373_ch23.3d, 19/12/08/15:39:11, 15:39, page: 512

Consumer Reports orCar andDriver offer
an abundance of information on differ-
ent car models. Look for articles about
performance, repair records, safety
records, fuel economy, and prices.
Compare the features of the models

you are considering against your list of
wants and needs. Note the pros and
cons for each model. Use your list and
price range to narrow your choices to
just a few that best fit you. When
comparing prices, be sure to compare
models that have the same options.

DECIDE WHETHER TO BUY
NEW OR USED
A primary decision is whether to buy

a new car or a used one. Cost is a major
factor in this decision. A new car is

much more expensive. Can you afford the high price of a new car? Also, a new
car loses much of its market value as soon as you drive it off the lot. A car can
lose as much as 20 percent of its value in its first year. Buying a well-main-
tained used car can save you money.
On the other hand, a used car is likely to need more repairs. Even if you have

a mechanic check the car’s overall condition before you buy it, a used car is
still a bit of an unknown. You could be buying someone else’s problems. A
dealer may offer a used-car warranty that you would not get from an individual
seller, but a dealer will typically charge more for the used car.

DECIDE HOW YOU WILL PAY FOR IT
Find out how much money you will be qualified to borrow before visiting car

dealers. Preapproval is the process of getting a new- or used-car loan pre-
arranged through your bank or credit union. Preapproval separates financing
from the process of negotiating the price of the car. It also allows you to
compare total costs of buying, including credit rates. You may or may not
actually take the preapproved loan, but at least you will know how much you
can spend and the interest rate you can get before you shop for a car.
To get preapproved, visit your credit union or bank and fill out an appli-

cation. Based on the information you supply, the loan officer will determine
how much the institution would be willing to lend you. The loan officer will
then give you a form stating this preapproved amount and rate. Typically, the
preapproval will expire in 30 or 60 days, after which time you must reapply if
you want the loan.

CHECK INSURANCE RATES
Check out the insurance rates on your vehicle choices. If a car is rated as a

“sports car,” the cost of insurance may be much higher than for vehicles rated
higher for safety and other features. A call to your insurance agent to get this
information helps rule out choices that may result in insurance that is too high.
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What needs and wants will your vehicle meet?
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SEARCH FOR AVAILABLE VEHICLES
Search your newspaper’s classified ads and the Internet for cars available from

dealers and from individual sellers in your area. Many areas offer a free print
publication, such as Auto Trader, dedicated to used-vehicle listings. If your
area has such a publication, you can probably find it in the lobby of car parts
stores and various other neighborhood stores and restaurants. Many web sites
allow you to search electronically for specific models, both new and used. Most
will even get price quotes for you.
Make a list of the available cars that match your criteria, including their

features and prices. These are your finalists—the cars that you think are worth
your time to investigate further.

TEST DRIVE VEHICLES
Sometimes descriptions are quite different from the actual car. Test drive the

cars of interest to you. Compare ride, handling, braking, features, and cost. Try all
the features to see howwell they work. Play the radio to judge the sound, but then
turn it off so that you can hear the sounds of the car as you drive. Is the engine
quiet? Especially when evaluating used cars, listen for noises that might indicate a
problem. When you accelerate, look for dark smoke from the exhaust. This is a
sign that the car is burning oil, which would require an expensive repair. Look for
rust and mismatched paint that might mean the car has been in an accident.
Take your time. Don’t be in a hurry when shopping for a car. Some sales-

persons will try to pressure you into buying right away. Resist that temptation.
You will enhance your bargaining position with patience and knowledge of the
car you are planning to buy. Experts recommend never buying a vehicle on
your first visit to a dealership, and before buying, check the dealer’s reputation.
A call to the Better Business Bureau will give you valuable information about
the number and types of complaints consumers have made about this dealer.

CHECK THE HISTORY OF A USED VEHICLE
You can learn the history of any used vehicle. A vehicle identification

number (VIN) is an alphanumeric number that identifies each vehicle man-
ufactured or sold in the United States. This number is available on vehicle
documents and on the dashboard
on the driver’s side. It is visible
through the front windshield.
Get the VIN from the used vehi-

cle you are considering and enter it
into the online search tool at
CARFAX. A detailed history for
one vehicle costs approximately
$25, and you can get reports on
several vehicles for around $30.
The full report provides informa-
tion such as whether the vehicle has
been in a serious accident, how
many times the vehicle has been
sold, and the mileage readings each
time it was sold so that you can
check for odometer rollbacks.

Access www.cengage.com/school/pfinance/mypf and
click on the link for Chapter 23. The NADA Guides web
site is one of the most comprehensive vehicle informa-
tion sites on the Internet. By clicking the “Build Your New
Car with Options” link on the NADA Guides home page,
you can easily find a new car that matches your needs.
Follow this link to build yourself a vehicle. What did you
come up with? How much does it cost? Explain why the
features you selected are important to you.

www.cengage.com/school/pfinance/mypf
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GET THE VEHICLE CHECKED MECHANICALLY
After the used vehicle has passed the VIN check and you’ve decided you’d

like to buy it, have it checked out by a mechanic. You’ll want to know whether
the engine is in good shape. A compression test can tell you if the head gasket is
about to go out. You’ll also want to be sure the transmission is okay. If the
vehicle passes these two critical tests, then ask for a complete check to see what
repairs might need to be made in the near future and their cost. For example,
you’ll want to know if the engine is sound, how much longer the brakes will
last, whether it needs new tires, and so on. A vehicle inspection may cost
around $150. Be sure to ask how much the inspection will cost before you
have the vehicle checked.
Many states require vehicles to pass a vehicle emission test, which verifies

that a vehicle meets the minimum clean-air standards. The fee for the test is
usually about $15 to $30. However, the repairs needed if it fails the test may
cost much more. Before deciding to buy a car, ask the seller for the record
showing that it passed the most recent vehicle emission test. If the seller cannot
produce the record, ask the seller to have the vehicle tested before you buy.

DETERMINE A FAIR PRICE
Decide what price you feel is fair before you make any offer for a car. Kelley

Blue Book publishes a popular pricing guide for all models and years. You can
find the publication in the library or online. By looking up the model and year
of the car you are considering, you can find an estimated fair price for it. You
can also get a feel for a fair price by checking other ads for cars of the same
model and year to see what other sellers are charging.
For a new car, the sticker price, ormanufacturer’s suggested retail price (MSRP),

is the price shown on the tag in the car’s window. A fair price for a new car
usually lies somewhere between the sticker price and the price the dealer paid for
it, called the invoice price. Many car-buying web sites can give you the dealer’s
invoice price. According to the American Automobile Association (AAA), the
dealer’s invoice is approximately 90 percent of the sticker price for compact and
subcompact vehicles. It is approximately 84 to 87 percent of sticker price for
luxury vehicles. Depending on the vehicle’s popularity and the number cur-
rently on the market, a fair price is likely to be 3 to 6 percent above invoice. Arm
yourself with this knowledge before making an offer.

NEGOTIATE THE PRICE
Make up your mind that you will not be pressured into paying more than

you think is fair. Stick to facts and don’t reveal emotions to sellers. For
example, don’t make statements like, “This car is just what I want.” This type
of information can weaken your bargaining position. Make your initial offer
lower than your top price. Then be prepared to negotiate.
Sometimes, you will have a car that you want to trade in when buying a new

car. To prevent confusion in determining the true price of the new car,
negotiate the price for it separately from the price for your trade-in. After you
have settled on a fair price for the new car, ask how much the dealer will give
you for your old car. If the dealer does not offer an amount close to the trade-
in value quoted for your car by Kelley Blue Book, then plan to sell your old car
yourself rather than trade it in. Selling the car yourself can be a hassle, but you
will likely get more money for it that way.
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If you are uncomfortable
negotiating the price of a
vehicle, you may wish to use
the services of a professional.
Through your automobile
club, a wholesale membership
such as Costco, your credit
union, or an online car-buy-
ing service, you can get a price
based on cost to the dealer. A
car-buying service allows you
to choose the vehicle features
you want, and a professional
car buyer takes over the price
negotiation for you. Once you
know exactly what car you
want, the service will locate
the car, negotiate the price,
and arrange for its delivery.
This service may not be free,
but it can potentially save you
money.
If you do your own negotiating, be aware of common dealer negotiating

practices. For example, the salesperson might initially act positive toward your
offer and allow you to get your heart set on the car. Then the salesperson may
say that he or she needs approval from the sales manager, leave you for several
minutes, and then return to say your low offer just isn’t acceptable. Be polite
but don’t be intimidated. If the price you are discussing is still below the
maximum you set for yourself as the fair price, then make a counteroffer that is
a little higher but still no higher than your top price. Walk away from the deal
if you feel you are being pressured or the dealer won’t come down to a price
you feel is fair.

DEALER ADD-ONS
After you have agreed on the price from a vehicle dealership, the dealer may

try to increase the purchase price with dealer add-ons—high-priced, high-
profit dealer services that add little or no value. For example, dealer prepara-
tion is nothing more than cleaning the car and checking the air in the tires and
the oil in the engine. These services should be provided without extra charge.
Other common dealer add-ons include protective wax or polish, rustproofing,
and extended warranties. Rarely are these special services worth the cost.

FINANCING YOUR CAR

The best way to buy a car is with cash. You won’t have to pay any interest
that way. Unfortunately, most people don’t have enough money to make such
a large purchase without financing a portion of the cost. They need a means of
transportation now and cannot wait until they have saved enough cash for the
purchase.
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What are some tips for successfully negotiating the price of your car?
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FINANCIAL INSTITUTIONS
Banks, credit unions, and even insurance companies offer vehicle loans for

36, 48, 60, or 72 months. Longer terms mean lower monthly payments but
higher total interest paid because you are using the money for a longer period
of time. In many cases, your local credit union will offer the best car loan.
Often, a credit union will finance more of your purchase (requiring less of your
own cash), have lower interest rates, and require smaller monthly payments.
Compare rates and terms before selecting a loan.

CAR DEALERS
Most new-car dealers offer financing. On particular models and at particular

times of the year, they may offer you better terms than those available from
other sources. These special deals are sponsored by the manufacturers or their
financing agencies to stimulate sales or to promote a particular model. GMAC
Financial Services is an example of a finance company that makes loans on cars
through dealerships. Ford, Chrysler, and most other manufacturers offer
similar programs. Although you finance through the dealer, you will make
your payments to the finance company. Use caution with this type of
financing. Don’t allow a special promotional loan rate to influence you to buy
a more expensive car.

LEASING A CAR
Rather than purchasing a new car, you might consider leasing. A car lease is

similar to an apartment lease. It is a written agreement that allows you to use
the property (in this case, a car) for a specified time period and monthly
payment. You do not own the car. You are simply renting its use. However, at
the end of the lease period, you usually have an option to buy the car for a
price specified in the lease agreement. The selling price specified in the lease is
based on the expected value of the car at the end of the lease term.
Because interest on car loans is tax-deductible only for some people (such as

small business owners), auto leasing may be a popular option. Individuals can
afford to lease a more expensive car than they could buy on credit. Leasing
provides an alternative—no large down payment or trade-in to worry about.
Just drive away for a set monthly payment! On the other hand, remember that
after making all of the payments, you still own nothing. Also, you may have to
pay penalties if you return the car with excessive wear and tear or too many
miles as defined in your lease agreement. Make sure you understand all the
details before you sign. Not all auto manufacturers offer leasing, so if interested,
you may have to shop around to find a participating auto dealer.

CONSUMER PROTECTION FOR CAR BUYERS

As you learned in Chapter 8, a warranty is a written statement about a
product’s qualities or performance that the seller assures are true. A warranty
clearly states what the manufacturer will do if the product does not perform as
it should. A new-car warranty provides a buyer with some assurance of quality.
Car warranties vary in the time and mileage of the protection they offer and in
the parts they cover. The main aspects of a warranty are the coverage of basic
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parts against manufacturer defects and the coverage of the power train for the
engine, transmission, and drive train.
Sometimes, however, being aware of warranty provisions is not enough.

Some cars have so many problems (or such hard-to-fix problems) that war-
ranty coverage is of little comfort to their owners. As a result of consumer
frustration, many states have enacted lemon laws.

LEMON LAWS
Lemon laws exist in many states and protect consumers from the con-

sequences of buying a defective car. A lemon is a car with substantial defects
that the manufacturer has been unable to fix after repeated attempts. You have
a lemon if, in the first year of ownership or 12,000 miles, (a) you’ve taken the
car into the dealer for four or more unsuccessful attempts to repair the same
substantial defect or (b) your car has been out of service for a total of at least
30 days. Lemon laws allow you to get a new car or your money back.
Unfortunately, this protection is not automatic. You need to have good
documentation and be prepared for a long process. A proceeding called
arbitration and a possible lawsuit may be necessary to enforce your state’s law.
Figure 23.1 indicates what to do if you buy a lemon.

FIGURE 23.1 What to Do If You Buy a Lemon

Here are some things you can do to protect yourself in the event you end up 
with a lemon.

1. When you take the car in for repair, give the dealer a written list of 
problems. Make sure these problems are in the dealer’s repair records. 
Keep copies of each list and the repair receipts you are given.

2.  Any time you are returning to have the same item repaired, point it out to 
the dealer. Make the dealer aware that the problem is continuing and not 
new. Again, keep copies of each list and their attempted repairs.

3.  If your car qualifies as a lemon, tell the car dealer. Bring copies of your 
records. If the dealer is not responsive, contact the manufacturer’s zone 
office. Talk to someone in the consumer relations office, or go all the way 
to their national headquarters if necessary. Follow up the conversation with 
a letter and copies of your records. Be sure you keep your own copy of the 
letter and the original documentation.

4.  If the defect is serious and the car is dangerous to drive, file for arbitration 
immediately. Make sure you fill out all necessary forms. State the problem 
clearly and, once again, provide copies of your documentation.

5.  Demand a quick hearing date. Remind the arbitrators that under Section 
703 of the Magnuson-Moss Warranty Act you are entitled to an arbitration 
decision within 40 days of filing.

6.  You are under no obligation to accept a prolonged hearing. You can 
demand that the arbitration panel meet and make a decision.

7.  If you are not satisfied with the arbitrator’s decision or the process, you 
might want to contact a lawyer who specializes in lemon-law cases. The 
Center for Auto Safety in Washington, D.C., may be able to help you.
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THE FTC USED-CAR RULE
People who buy a used car must be concerned about whether it has some

hidden defects or potentially expensive repairs ahead. The Federal Trade
Commission’s “Used-Car Rule,” called the FTC Rule, requires that dealers fully
disclose to buyers what is and is not covered under warranty for the used
vehicle. The FTC Rule is designed to protect used-car buyers. This rule does
not guarantee that the car has no problems. However, it does require used-car
dealers to inform consumers prior to purchase about who will be responsible
for paying for certain repairs if they occur after the sale.
The rule requires dealers to place a sticker, called the “Buyer’s Guide,” on all

used cars they offer. Figure 23.2 illustrates this sticker. If the “as is” box is
checked, the buyer must pay all repair costs. If the “Warranty” box is checked,
the dealer pays for the items listed for the specified period of time. Cars bought
from a private seller do not carry this warranty. While you may save money by
buying directly from the previous owner, you cannot expect the previous
owner to make repairs or stand by the condition of the vehicle. For this reason,
a pre-purchase mechanical check is crucial when buying from an individual or
when buying from a dealer displaying an “as is” sticker.

FIGURE 23.2 Buyer’s Guide (FTC Rule)

IMPORTANT: Spoken promises are difficult to enforce. Ask the dealer to put all promises in writing. Keep this 
form.

VIN NUMBERYEARMODELVEHICLE MAKE

DEALER STOCK NUMBER (Optional)

WARRANTIES FOR THIS VEHICLE:

AS IS – NO WARRANTY
YOU WILL PAY ALL COSTS FOR ANY REPAIRS. The dealer assumes no responsibility for any repairs 
regardless of any oral statements about the vehicle.

WARRANTY
FULL LIMITED WARRANTY. The dealer will pay ___% of the labor and ___% of the parts for the 

covered systems that fail during the warranty period. Ask the dealer for a copy of the warranty 
document for a full explanation of warranty coverage, exclusions, and the dealer’s repair 
obligations. Under state law, “implied warranties” may give you even more rights.

DURATION:SYSTEMS COVERED:

BUYER’S GUIDE

Ford             Focus            2006              A0A085C147961

T6204B

     SERVICE CONTRACT. A service contract is available at an extra charge on this vehicle. Ask for details as 
to coverage, deductible, price, and exclusions. If you buy a service contract within 90 days of the time of sale, 
state law “implied warranties” may give you additional rights.

PRE-PURCHASE INSPECTION: ASK THE DEALER IF YOU MAY HAVE THIS VEHICLE INSPECTED BY YOUR 
MECHANIC EITHER ON OR OFF THE LOT.

SEE THE BACK OF THIS FORM for important additional information, including a list of some major defects 
that may occur in used motor vehicles.

x   x x x  x x xx   x
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ISSUES IN YOUR WORLD

HOW TO SELL A USED CAR
If you decide to sell your old car yourself, here are some steps that will help you make
a quicker sale:

1. Wash and polish the outside, vacuum and clean the inside, and shampoo the
upholstery. Remove all personal property. Check fluid levels and tire pressure, and
make certain all lights are functioning. A car that appears well cared for will bring
a higher price.

2. Set a reasonable price. Check a recent National Automobile Dealers Association
(NADA) or Kelley Blue Book publication (in print or online) for estimates of fair
market value. Check the classified ads in your newspaper to be sure this price is
within the range advertised by other people selling the same model and year as
your car.

3. Advertise your vehicle in local newspapers. Weekend ads are usually most
effective. If possible, also advertise in a used-car listing publication in print and
online.

4. Present the truth to prospective buyers—what’s good about the car as well as its
weaknesses. Disclose the last time you had a tune-up, and allow prospective
buyers to check maintenance records.

5. Go along when the potential buyer test drives your car. Give the buyer a chance
to think about and evaluate your car. Observe any inspections performed by a
mechanic.

6. Always ask for cash or a cashier’s check as payment. Remove the license plates if
they cannot be transferred.

7. Make sure that you have the title, registration, and other documents that are
required to sell the car. Meet the buyer at the Bureau of Motor Vehicles and
transfer title when you receive the cash or cashier’s check. Never let a new owner
drive away with a car that is still in your name.

8. During the time you are attempting to sell your car, be sure to maintain at least
the minimum insurance coverage (usually liability) required in your state. Notify
your insurance company immediately when you have sold the car.

After you sell the car, remove all registration and other documents that contain your
name and address. Only the bill of sale and the new owner’s insurance information
are needed for the car to be driven legally.

THINK CRIT ICALLY

1. Why should you tell the truth about your car when you are trying to sell it? What
consequences might you face if you don’t?

2. Do you think it’s best to go along on a potential buyer’s test drive? Why or why
not?

3. If you were selling your car, what kind of payment would you accept? Explain
your answer.
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23.1

Assessment

KEY TERMS REVIEW
Match the terms with the definitions. Some terms may not be used.

1. Requires that dealers fully disclose to
buyers what is and is not covered
under warranty for the used vehicle

2. An alphanumeric number that
identifies each vehicle manufactured
or sold in the United States

3. A test to verify that a vehicle meets
the minimum clean-air standards

4. A car with substantial defects that
the manufacturer has been unable
to fix after repeated attempts

5. The process of getting a new- or
used-car loan prearranged through
your bank or credit union

6. The manufacturer’s suggested retail
price (MSRP) shown on the tag in the car’s window

7. High-priced, high-profit dealer services that add little or no value

CHECK YOUR UNDERSTANDING
8. Why should you not play the radio the whole time you are test driving

a car?

9. Why is it important to know the dealer invoice price before making an
offer on a new car?

APPLY YOUR KNOWLEDGE
10. Describe the vehicle that would be your first choice, based on identifying

your wants and needs. Describe the process you would use in researching
your choices.

THINK CRIT ICALLY

11. Being able to negotiate a fair price for your vehicle is an important skill.
What are some tactics you must learn to be a better negotiator? Do you
know someone who is very good at negotiations? Describe what he or
she does.

12. How will you decide how much you can afford to pay for a car?

13. What can you do to protect yourself from predatory sales techniques?

a. car-buying service

b. dealer add-ons

c. FTC Rule

d. invoice price

e. lemon

f. lemon laws

g. preapproval

h. sticker price

i. vehicle emission test

j. vehicle identification
number (VIN)
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23.2

Maintaining a Vehicle
G
O
A
L
S n Identify the costs of owning and

operating a car.
n Describe methods for extending
the life of your car and maintain-
ing its resale value. T

E
R
M

S n hybrid, p. 521
n classic cars, p. 522
n car title, p. 522
n car registration, p. 522

n oxidize, p. 525
n polishing compound, p. 525
n car detail, p. 525
n upholstery, p. 525

COSTS OF OWNING A CAR

Most people spend more of their income on transportation than on any other
item except housing. Costs of owning a car include the monthly car payment
and car insurance (to be discussed in Chapter 26). Other costs associated with
owning and operating your car include fuel, depreciation, registration and title
fees, vehicle emission fees, maintenance and repairs, and the cost of accessories.

FUEL
Most engines today are gas powered. Gasoline is a fossil fuel that is refined

from crude oil taken from the earth. The cost of gasoline depends on world
supplies of crude oil, political conditions, and world energy markets. The
amount of gasoline you consume depends on your car’s fuel efficiency, the
number of miles you drive, and your driving habits.
In an effort to reduce fuel costs and

reduce air pollution from exhaust fumes,
you may wish to buy a hybrid or alternate-
energy vehicle. A hybrid is a type of vehicle
that uses alternate energy sources, such as
natural gas or battery power, in addition to
gasoline. Hybrids can get high miles per
gallon while cutting the cost of operation
substantially. As technology improves, you
will see vehicles developed that use other
types of energy, from electricity (with cars
that recharge when plugged into your
home outlets) to natural gas or eco-fuels
that are environmentally friendly. By cut-
ting fossil-fuel emissions from cars, air
quality is preserved and enhanced. Alter-
nate sources of energy will also help reduce
our dependence on foreign oil and the
volatile prices that go with it.
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Why is fuel efficiency an important factor when shopping for a car?
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DEPRECIATION
Depreciation is a decline in the value of property due to normal wear and tear.

As a car ages, the number of miles driven increases, the physical condition
begins to deteriorate, and mechanical difficulties arise. Also, styles and con-
sumer tastes change over time. All these factors usually cause cars to lose
market value. However, not all cars depreciate. Older vehicles called classic
cars, which are in excellent condition, may appreciate, or increase in value, if
people value them as collectors’ items.
Depreciation is the single greatest cost of owning a car. The cost of gasoline

comes second. In most cases, the age of a car is the most important factor in
determining its resale or trade-in value. Other factors include mileage,
mechanical condition, model popularity, size, and color. A car will retain more
of its value over time if it is well maintained and has low mileage at the time of
sale. Popular models depreciate more slowly than other models.

REGISTRATION AND TITLE
All states charge fees for title and registration. A car title is a legal document

that establishes ownership of the vehicle. A car title lists the legal owner
(usually the lending institution) and the registered owner (you). You must pay
title fees and sales taxes only at the time you buy the car. In addition, you must
also pay an annual car registration or license tag fee. The license plate on your

  MATH  Minute
HOW TO CALCULATE MILES PER GALLON (MPG)

Because of rising fuel prices, fuel efficiency is more important than ever.
Determining how many miles your car gets per gallon, or its MPG, is very
useful. You can calculate MPG as follows:

1. Go to the gas station and fill up your tank. It doesn’t matter if it’s
empty or half-full before doing so.

2. Record the mileage on your odometer before leaving the gas
station.

3. Drive your normal route until your tank is almost empty.
4. Return to the gas station, record the mileage on your odometer, and

fill up your tank again. Look at the pump to see how many gallons
of gas were needed to fill up your tank.

5. Subtract the first odometer reading from the last odometer reading.
Then divide this number by the number of gallons needed to refill
your tank to calculate the MPG.

Suppose you filled up your tank and had an odometer reading of 11,300.
After driving your normal route all week, you refill your car, which now
has an odometer reading of 11,725. It takes 12 gallons of gas. What is
your MPG?

Solution:

11,725 � 11,300 ¼ 425 miles � 12 gallons ¼ 35.4 MPG
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vehicle carries a sticker that shows you have paid the current year’s renewal
registration fee.

VEHICLE EMISSION FEE
In many states, you are required to have your car tested to be sure it is

meeting environment standards for vehicle emissions. Vehicle emission tests
are often required every two years once the car is four or more years old.

MAINTENANCE AND REPAIRS
The owner’s manual will tell you what services your car needs and how often.

Typically, you can expect to change the oil every few thousand miles, have a
major engine tune-up every 20,000 to 30,000 miles, and perform other
maintenance at scheduled intervals. Car systems that you should monitor and
maintain include emissions control, air conditioning, brakes, and transmission.
You should also plan for unscheduled repairs. Such things as flat tires, broken

belts, and leaky hoses happen from time to time, and the repairs can be costly.
Saving money for car repairs should be part of your monthly budget. As your
car gets older, repair costs will increase. You should expect to replace relatively
inexpensive parts such as fan belts, hoses, battery, and muffler, but also plan
for occasional expensive repairs such as replacing the alternator. You will also
need new tires at some point. Tires can cost from $50 to $200 apiece.

ACCESSORIES
Many people choose to add certain features to make their vehicles safer, more

functional and attractive, or more efficient. These items include GPS systems,
DVD players, snow tires, wheel covers, striping and paint features, alarm
systems, and sound systems. In some cases, these accessories will add to the
value of the vehicle. In other cases, they will subtract from it. Some devices,
such as portable DVD players, are personal property and can be easily removed
from the vehicle when you sell it.

  VIEW  Points
Many states have passed laws
making it illegal to use a hand-
held cell phone while driving.

They usually allow a hands-free
system, which may include ear-

phones, a Bluetooth, a mounted cell
phone, or a cell phone speaker through

the sound system. These laws are based on
safety. Some laws specifically target teenagers.
When people are talking on the phone, espe-
cially inexperienced drivers, they become dis-
tracted, which can be dangerous. Their driving
skills are also impaired when they have only one
hand available to drive. For example, they often
fail to signal when changing lanes.

Many motorists believe, however, that a cell
phone is no more dangerous than speaking to a
passenger, using a GPS, eating, or any other
distraction. Cell phones are a great convenience
and help people get where they need to go. On
long trips or traffic jams, they can save time and
allow for multitasking.

THINK CRIT ICALLY

With which side do you agree? Why? Do you
think that vehicles should contain features such
as game systems and DVD players? Why or why
not? Do you think laws targeting teenagers are
discriminatory? Explain your answer.
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EXTENDING THE LIFE OF YOUR CAR

Because a car is expensive, you will get your best value (cost versus benefit) if
you take care of your investment. By performing routine maintenance, taking
care of the interior and exterior, and practicing good driving habits, you can
keep your car running well and looking good.

MAINTAIN FLUID LEVELS
Many newer cars claim to run 7,000 or more miles between oil changes. But

most mechanics believe that changing oil more frequently can add years of life
to a car. Oil lubricates the moving parts of the engine and keeps it clean. Oil
must be changed to eliminate accumulated dirt and sludge. Your individual
driving habits will dictate how often you should change the oil. For example,
the frequent starting and stopping of city driving use up oil sooner than do
long expressway trips.
Experts advise changing oil every 3,000 miles, or every three months,

whichever comes first, for city driving. You should replace the oil filter when
you change the oil. The filter helps clean the oil circulating through the
engine. Lubrication, oil change, and oil filter replacement (called “lube, oil,
and filter”) should cost from $20 to $35, depending on the size of the engine.
You should also regularly check and maintain the proper fluid levels for your

transmission, power steering, window washer, radiator, and brakes. These car
functions must have fluid to work properly.

PERFORM ROUTINE MAINTENANCE
Don’t wait for trouble before checking fluid levels and inspecting belts, hoses,

and tire pressure. Inspect tires for wear and replace them before tread wear
puts you in danger of a blowout. Most car owners find that by replacing parts
periodically, they can avoid major problems. These ongoing routine checks
and fixes should cost $150 to $300 a year but will save you major repairs in the
long run. The owner’s manual will tell you mileage or time intervals for certain
checks and maintenance services.

KEEP YOUR CAR IN A GARAGE
If possible, keep your vehicle in a garage. Using a garage protects the vehicle

from theft and vandalism. It also protects it from weather, which can damage
or destroy the vehicle’s finish and even affect its mechanical condition. Low
temperatures, for example, affect almost every component. The engine is
harder to start, and the battery is weaker. Thus the starter has to work harder,
and the charging system is stressed.

PRESERVE THE EXTERIOR
It’s important to keep your vehicle clean. When water sits on the surface of

metal, it can cause rust. Cleaning off road grime occasionally will protect the
shiny finish. Apply protective wax to guard your paint from the damaging rays
of the sun and from snow-melting chemicals spread on streets in cold climates.
If you live near the coast, wax is essential for protecting the car’s finish from
the salty spray of ocean breezes.
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Wax the paint twice a year—before the
cold and rainy winter and before the hot
and dry summer. Once the paint has
begun to oxidize (permanently lose its
color and shine because of chemical reac-
tion with the air), it is very difficult to
restore the original gloss. In most cases, a
vehicle with oxidized paint must be
repainted to restore its shine. A polishing
compound is a substance that can smooth
out surface scratches, scuffs, and stains.
Polishing compounds, often called clean-
ers or pre-waxes, can be tricky to use. They
often contain abrasives, which are coarse
materials that scour or rub away a surface.
Used gently, an abrasive can remove the
top layer of paint and expose the shiny
paint underneath. But rubbed too vigo-
rously or too often, an abrasive will strip
the paint right down to the primer.
Many people choose to have their vehicles detailed. A car detail is a service

provided by specialists who clean and polish the outside, along with cleaning
and treating the interior. For example, high-shine polishes can help restore the
shine to your vehicle paint job. Stains in the carpet can be removed, and carpet
can even be dyed to cover damage. It generally costs from $150 to $250 to
detail your car. Experts recommend the service twice a year (as seasons change
from hot to cold and vice versa).
Just as important as washing and waxing is repairing dents and paint chips

before rust has a chance to take hold. You can get a small amount of vehicle
paint that matches your car’s color from a dealer that sells your make of car.
When something nicks your paint, such as a rock that hits your car when you
drive, it’s a good idea to touch up the ding. First clean the area with mild soap
and dry it. Then apply the touch-up paint in very small amounts.

PRESERVE THE INTERIOR
The condition of the inside of your vehicle is also very important for good

resale value. The upholstery is the seat-covering material. Generally, cloth
upholstery is more durable than vinyl. Although spills and dirt are more
difficult to clean off of cloth upholstery, vinyl can crack and tear when it gets
too hot or cold and can be punctured by sharp objects. Leather upholstery
holds up best, but it is more expensive and requires regular cleaning and
lubricating to keep it soft and to prevent cracking.
Floor mats will protect the carpeting and are a good investment. You can

cover the interior of your trunk with an old blanket to protect it. Avoid eating
messy foods in the car and vacuum frequently to keep your car’s interior in
good condition. Products are available to rub on vinyl dashboards and plastic
interior surfaces to protect them from fading and cracking from exposure to
the sun’s rays. If you must park your car in the sun for long periods of time,
you might consider covering the inside of your windshield with an inexpensive
cardboard shade made for that purpose.
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What can you do to preserve the exterior of your vehicle?
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FOLLOW WISE DRIVING HABITS
Good driving habits can keep your vehicle running efficiently for years. Some

new vehicles have a “break-in period,” during which you may need to drive
differently. It is best to check your owner’s manual.

When the vehicle is new:

1. Don’t drive for long stretches at a constant speed. Vary speed as driving
conditions permit.

2. During the first 1,000 miles, drive progressively faster, accelerating
gradually.

3. Avoid fast starts, sudden stops, sharp turns, and rapid gear changes to help
break-in your brakes.

4. Drive at moderate speeds and around town, avoiding long trips, so your
tires can get adjusted. You may need additional wheel balancing and front-
end alignment.

For all vehicles:

1. Don’t race a cold engine. Give it 10 to 15 seconds to warm up to allow
the oil to start circulating. Then drive off gently as soon as the engine is
running smoothly.

2. Keep coolants in the radiator during hot weather and antifreezes in it
during very cold weather.

3. Check and maintain all fluid levels. Never drive a car when the “check
engine” light is on. Take it in for service right away.

4. Make sure your brakes and tires are in good shape at all times. Having a
flat tire can cause more than an inconvenience.

5. When driving a vehicle with a manual transmission, shift deliberately,
pausing as you move through the neutral position.

6. Don’t shift into a forward gear when your vehicle is rolling backward, or
vice versa.

7. When stopped in traffic, hold the vehicle in place with the brakes rather
than engaging the clutch to avoid excessive wear on the clutch.

8. Don’t turn the steeringwheel when the vehicle ismotionless. This strains the
front-end components. Turn the wheel only when the vehicle is moving.

9. Keep the windshield and back window free of ice, using a scraper rather
than your wiper blades. Running wipers over a dry surface can scratch the
glass and tear the blades.

10. Glance at gauges and warning lights as you drive. When your vehicle signals
you to stop or to get something checked, do it right away.When your engine
shows it’s too hot, turn off the air conditioner and drive slower. If overheating
is severe, pull over and stop the engine quickly. Open the hood, but do not
unscrew the radiator cap (hot steam and fluid will gush out and burn you).

11. Follow a safe distance from other cars. Adjust your speed with weather
conditions. For example, leave more space when it is raining because it
will take longer to stop.

12. Keep up with new traffic laws; check the new driver’s manual in your state
at least every few years.

13. Drive courteously, sharing the road with others, including bicycles, motor-
cycles, and pedestrians. Yield the right of way even when it’s not required.

14. Finally, always wear your seat belt. It can save your life!
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Planning a Career in... Automotive Service
and Repair

Vehicles are not designed to run
forever. They will require service and
maintenance throughout their useful
lives. Most newer models have
complex computer systems and
engines designed to burn new types
of fuels. Automotive technicians
must know how to take care of a
wide range of vehicles, to diagnose
problems, and to keep them running
efficiently.

During routine service, techni-
cians test engines. They repair or
replace worn parts before they cause
breakdowns and damage to the
vehicle. They usually follow a checklist
to ensure they do the right work.
Belts, hoses, plugs, brake and fuel
systems, and other potentially trou-
blesome areas are watched closely.

Technicians in large shops often
specialize in certain types of repairs,
such as air conditioning. Most tech-
nicians work a standard 40-hour
workweek, but overtime is often
required to meet customer needs.

Employment Outlook
l Faster than average employ-

ment growth is expected.

Job Titles
l Service technician
l Automotive mechanic
l Transmission technician
l Air-conditioning specialist

Needed Skills
l High school plus career and

technical education in automo-
tive service technology is
helpful.

l Automotive Service Excellence
(ASE) certification is often
required.

What's it like to work in. . .
Automotive Service
and Repair
Janelle works for a large repair
shop that services and repairs most
models of cars. She specializes in
warranty repairs as indicated by
computerized system checking
devices.

Janelle works a normal 8-hour
shift. Once a month, she works on a
Saturday and is paid a premium
wage for the extra work. Because
automobile technology changes fre-
quently, she also attends training
workshops to obtain certification.

She enjoys working with both
older and newer cars. The older cars
often require simple mechanical
repairs. The newer cars have com-
plex electronic systems, which
require a different set of mechanical
skills. Today, Janelle is waiting for
a part to install in the computer
module of a new car that has Inter-
net access in the driver’s panel. She
will test the system before delivering
the car to its owner.

Regardless of the type of car,
she is expected to troubleshoot and
fix problems rapidly for customers
who often need their car back the
same day.

What About You?
Do you have mechanical aptitude
and like to work on cars? Would you
like to work in auto repair?
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23.2

Assessment

KEY TERMS REVIEW
Match the terms with the definitions. Some terms may not be used.

1. A license tag fee that must be
renewed annually

2. A service provided by specialists who
clean and polish the outside as well
as clean and treat the interior of a car

3. A type of vehicle that uses alternate
energy sources in addition to gasoline

4. A substance that can smooth out
surface scratches, scuffs, and stains

5. Older vehicles in excellent condition
that appreciate if valued as collectors’
items

6. A chemical reaction with air that causes paint to lose its color and shine

7. A legal document that establishes ownership of the vehicle

CHECK YOUR UNDERSTANDING
8. Why do vehicles usually depreciate? What might cause a particular vehicle

to appreciate?

9. Why should you avoid turning the steering wheel while the vehicle is not
in motion?

APPLY YOUR KNOWLEDGE
10. List and explain the costs of owning a vehicle. Which of these costs will be

the most expensive over time? How will you minimize the costs of own-
ership and extend the useful life of your car?

THINK CRIT ICALLY

11. Many items that people add to their cars add resale value, while other
items do not. List an accessory that adds value and one that takes away
value from a vehicle.

12. In Germany it is against the law to run out of gas on the autobahn. The
violation costs $500. Give three reasons why it is important for vehicle
owners to keep their cars running properly at all times, including avoiding
flat tires and running out of gas.

13. As you observe other drivers, list several habits that are dangerous to the
drivers and to others. What should they do differently? Explain.

a. car detail

b. car registration

c. car title

d. classic cars

e. hybrid

f. oxidize

g. polishing compound

h. upholstery
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23

Chapter Assessment

SUMMARY

23.1
n The car-buying process begins with identifying and prioritizing your needs

and wants. Then determine what you can afford. Identify affordable
models that will meet your needs. Research and compare features, and
narrow your choices to a few. Decide whether to buy new or used.

n If you determine you need to finance part of the cost, obtaining pre-
approval at your bank or credit union will let you know how much you can
borrow and at what rate before you commit to a purchase.

n Test drive your top choices. Before buying a used vehicle, check its history
by looking up its VIN at CARFAX and have a mechanic check it.

n The fair price for a vehicle is somewhere between the sticker price and
invoice price. Make your initial offer below your top price. Then negotiate,
but be prepared to walk away if the seller pressures you or will not come
down to a fair price. Resist purchasing dealer add-ons.

n If you are uncomfortable with negotiations, you can hire a car-buying
service to negotiate the purchase for you.

n Leasing is renting the use of a vehicle, often with an option to buy at the
end of the lease term.

n Lemon laws help consumers get a new car or their money back if the
car they purchased has substantial, unfixable defects. The FTC Rule is
designed to protect consumers who buy used cars from dealers.

23.2
n Costs of operating a vehicle include the down payment, car title, car

registration, sales taxes, monthly loan payments, and insurance.

n The amount you spend for gasoline depends on the fuel efficiency of
your engine, the number of miles you drive, and gas prices. A hybrid will
reduce fuel costs and reduce air pollution.

n Most vehicles depreciate as they get older, wear out, and go out of style.
A few classic cars may appreciate.

n You can extend the life of your car by maintaining fluid levels, performing
routine maintenance as prescribed in your owner’s manual, keeping
your car in a garage, preserving the exterior with wax, preserving the
interior, and following wise driving habits.

n Car paint can oxidize, so it’s important to protect it with wax. A polishing
compound with abrasives gently applied can restore shine. The interior
can be preserved by regularly lubricating/cleaning upholstery and other
interior surfaces. A car detail service can perform all these tasks for you.
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APPLY WHAT YOU KNOW

1. Make a list of car dealers in your area. Divide into groups to visit
dealerships. Collect brochures on various car models and look at sticker
prices. As a group, report on your findings and your experience at the
dealer—characteristics of the cars in the dealer’s product line, price
ranges, how you were treated, and so on.

2. Choose a particular model of a used car. Find listings for this model for
sale in your area, using an Internet car-buying site or your newspaper’s
classified ads in print or online. Write a paragraph about the cars you
found. How many are for sale? What are their years and prices? How do
the prices offered by dealers compare to those of private sellers?

3. Visit the Kelley Blue Book web site and look up the trade-in value of your
car or your family’s car. This is the estimated amount a dealer would
give you for your car in trade for a new one. Now look up the used-car
retail price for the same car. This is an estimate of a fair price that a buyer
could expect to pay for the car. Now subtract the two figures. What is the
difference? What does this number represent?

4. Prepare a budget that lists the potential costs a car owner may face. Ask
someone who has owned a car for a long period of time to help you
complete the list. In computing an average year’s depreciation, look up
the value of an older car of the same model using Kelley Blue Book or the
classifieds. Deduct this from the purchase price of the car and divide
by the age (number of years) of the car to determine the total cost of
depreciation. Summarize in one or two paragraphs your findings about
the costs of operating a vehicle.

5. Find out the costs of registration, title, driver’s license fees, and vehicle
emission tests in your county. You can get this information by calling
or visiting the web site of your state’s Bureau of Motor Vehicles (BMV).
Or, you can visit the BMV’s local office.

MAKE ACADEMIC CONNECTIONS

6. International Studies Perform online research to find out about speed
limits and traffic laws in three other countries. Write a report comparing
those laws to similar laws in your state. How are they different? How
do auto accident rates compare among all three countries and your
state?

7. Science Conduct a study about fossil fuels, including how much is still
available and when they are expected to run out. Discuss other sources of
energy that are more environmentally friendly and sound. What might
these alternate sources of energy mean for our future?

8. Communication Write a one-page paper describing the car of your
dreams, its features, its cost (including payments), and why you would
want to own that particular vehicle. Present your choice to the class.

9. Technology List three or four new technological advances in vehicles in
the past three to five years. Explain how they have improved safety,
efficiency, and/or comfort for the owners.
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SOLVE PROBLEMS AND

EXPLORE ISSUES

10. Your friend Devon is considering buying a small older car. He works
part time after school and on holidays. In the summer, he makes good
wages but is saving for college. He visits a local dealer who suggests that
buying an older car is not a good idea. The dealer points out that the
car will likely cost a lot to maintain and wouldn’t be dependable. Do you
agree? What advice would you give Devon?

11. Your friend Grace has decided to buy a car. Because she is working at
a regular job, she feels she can afford a new car. She isn’t sure how much
she can afford to pay for monthly car payments, and she doesn’t know
how much of a down payment she might need to make. How would
you advise her to get started in the car-buying process?

12. To buy the new car Grace selected (from 11 above), she needs to finance
$20,000. The dealer will finance the loan at 6.5 percent for 60 months.
Use an online car loan calculator to determine the (a) monthly payment,
(b) total payments, and (c) total interest.

13. Bella just purchased a new car. Now she faces a decision: Should she also
purchase undercoating and rust protection, a polish shine application,
and a three-year extended warranty? Altogether, these items will add
almost $1,000 to the price of the car. She’s considering it because the
dealer told her that these items will add to the life of the car, and she
plans to keep it for a long time. What is your advice?

14. You are buying a new car and are considering whether to trade in your
old vehicle. The dealer tells you that you are paying $1,500 less on the
new car because of your trade-in. You think that your car is worth more
than $1,500 and that you should be able to get a reduction in price
without the trade-in. Discuss the pros and cons of trading in your car
versus selling it yourself.

15. Ryan just purchased a new car. He plans to drive the car at least 100,000
miles and then sell it to get as much money as he can for it. What advice
can you give him about extending the life of the car and improving
its resale value?

EXTEND YOUR LEARNING

16. Legal Issues Most states have traffic laws that require drivers to stay
to the right except when passing. Yet some drivers believe that as long
as they are driving the speed limit they have the right to drive in the
left lane. Some states will ticket people for staying in the passing lane.
Similarly, speed limits are set on interstate highways to enhance traffic
flow, promote safety, and keep traffic moving. What are the laws in your
state and local area regarding the use of the passing lane and speed
limits? Do people obey those laws? Why are they needed?

For related activities and links, go to www.cengage.com/school/pfinance/mypf
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