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INTRODUCTION 

Our team here at Viers Auto Sales noticed an unfortunate trend, most first time buyers are being set up for 

failure.  Regardless of our efforts to provide the best financing options possible, loan qualification terms for first 

time buyers are not favorable.  We decided it was time to create and offer a responsible approach to helping our 

young adults start out on the right path.  Additionally, we observed that most young adults have no formal 

education regarding vehicles, financing, budgeting, etc. Our program is unique in that it brings together the 

expertise of an auto dealer, Viers and a financial institution, Team One Credit Union. The First Time Buyers 

Training Program Pilot is a lender and dealer cooperative program that educates you, the first time buyer and 

provides relevant information for years to come. We are confident that upon completion of this course, you will 

be able to confidently purchase a vehicle that fits your Budget and leads you down the road to financial success. 

HOW DO I QUALIFY  

To qualify for this program, you have to live, work, worship or attend school in a county that is approved under 

the bylaws of Team One Credit Union (see https://www.teamonecu.org/membership.php).  Furthermore, you 

have to be a first time buyer with no derogatory credit (excluding some medical collections), have a sufficient 

income to afford a vehicle loan, and satisfactorily complete “Buyers Training”.  Other restrictions do apply.  Please 

see additional restrictions below to verify eligibility… 

1. Must have 3 months on the job with no more than 2 jobs in the last year.  Temp (staffing company) 

employees must have 6 months on the job with no more than 2 jobs in the last year. 

2. All proof of income must be verifiable (service worker jobs may qualify).  Cash and seasonal jobs do not 

qualify. 

3. Must have a minimum gross monthly income of $1,235.00 per month (average of 35 hours per week at 

minimum wage). 

4. Must have a valid driver’s license. 

SYLLABUS 

1. THE PRICE YOU PAY FOR CREDIT 

2. FINANCIAL RESPONSIBILITY 

3. BASIC BUDGETING 

4. HOW CREDIT WORKS 

5. UNDERSTANDING FINANCING 

6. VEHICLE SELECTION 101 

7. ANCILLARY PRODUCTS 

8. CREDIT UNION 101 

9. GLOSSARY OF DEFINITIONS 
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THE PRICE YOU PAY FOR CREDIT 

For most first time auto buyers (FTB’s), financing is a new language and can be a bit confusing.  Most U.S. 

households do not discuss financial responsibility and it’s virtually absent in the classroom.  So what happens 

when an FTB wants to buy an auto? They end up in a loan that charges high Interest rates, requires large Down 

Payments and usually involves a co-signer. Most will sign for a much higher payment than they can afford because 

they need transportation and they haven’t been educated on the long term repercussions.  Some will search the 

internet for information or ask friends who have little to no experience.  We all know how unreliable the internet 

can be and though we love our friends, they may not have the right answers.  

Here is a story about two friends named John and Maria.  Both purchased their first vehicle when they were 21 

years old, worked for the same company, made the same amount of money per month and had the same goal of 

buying a home someday. 

At 21 years old John and Maria were the same credit risk as far as the bank was concerned, first time buyers with 

no established credit history. They happened to buy the same year, make and model of vehicle, with similar 

mileage.  Because the vehicles were comparable, the bank required the same Down Payment and both were 

approved with the same monthly payment.  

Over the years, Maria made sure to make every payment on time while John was not as responsible.  John made 

several late payments (over thirty days late) nearly having his vehicle repossessed more than once.   

…Now John and Maria are 25 years old and are both ready to buy their first home.  John and Maria found identical 

homes in the same neighborhood.  Because John has poor credit and doesn’t qualify for a mortgage, he will have 

to rent his home for $1,000.00 per month.  Maria will be purchasing her home with a $100,000.00 mortgage.  She 

will mortgage it for 30 years at an Interest rate of 4.00%.  Her payment will be $477.42 per month before Escrow.  

Her payment including Escrow and a maintenance Budget will be $700.00 per month… 

John on the other hand is stuck paying $1000.00 per month for rent! 

 

…Assuming that Maria has her mortgage paid off within 30 years as planned, her only expenses after the home is 

paid off will be taxes, insurance, and maintenance which we have accounted for.  This means that Maria will save 

$294,580.80 more than John over the next 50 years just on housing because of her good credit.  Of course, this is 

also assuming that John continues his poor bill paying habits! 
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For Maria, the savings don’t end here!  Next, we’ll assume both friends purchase a vehicle, financing $15,000.00 

every 5 years.  John, because of his poor payment history, will have to finance with Subprime lenders over the 

years with Interest rates as high as 25%.  His monthly payments will be $440.27, with total loan repayment of 

$26,416.20 per vehicle.  Maria will have Interest rates as low as 1.99%, which will make her monthly payments 

$262.85, for a total cost per vehicle of $15,771.00... 

 

…As you can see, Maria will save $10,645.20 on each vehicle with an accumulated savings of $106,452.00 over the 

next 50 years. And, this is just her savings on vehicle loans.   

Both friends will need full coverage insurance for these vehicles.  Because 92% of all insurance companies use 

credit information when underwriting new policies, it’s safe to assume that Maria will pay less for insurance than 

John.  "A consumer with bad credit is going to pay 20 to 50 percent more in auto insurance premiums than a 

person who has good credit," says Clarence Smith, former assistant vice-president at Conning & Co., a Hartford, 

Connecticut-based insurance research firm. Therefore, calculating Maria’s payment at $150.00 per month, we 

know that John will pay approximately $225.00 per month. John will pay $45,000.00 more for auto insurance over 

the next 50 years.  As you can see, these types of savings/losses occur in areas other than lending. Negative credit 

can affect job and volunteer opportunities and even retirement.   

To sum it up, Maria will pay $446,032.80 less over the next 50 years for credit.  She will save $552.42 per month 

more than John while she still has a mortgage and an extra $1029.84 per month after her home is paid for. Maria 

could also have additional money for investments, less stressful relationships, better job opportunities, purchase 

more toys, retire earlier and so much more! 

At this point, we hope you plan to be like Maria and choose to have good credit. We want to provide you the basic 

tools needed to develop good habits and jumpstart your future. This will put you on the path to realizing your 

goals. That is what this entire workbook is all about. We plan to teach you the basics about budgeting, financial 

responsibility and everything you need to know to become a better auto buyer.  

Enjoy! 
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FINANCIAL RESPONSIBILITY 

When it comes to finances, you’re never too young to plan 

(protect) your future. Life will present you with many choices. 

How you handle those choices and the decisions you make will be 

part of what defines you.   

Building Good Credit 

Your credit is one of the primary factors you have control over that will have a significant 

impact on your quality of life. Building good credit at a young age sets the foundation for financial success. Your 

financial decisions create a track record that other people use to judge you. For example, an auto loan, and how 

you repay it, becomes part of your credit history. Your positive repayment history is a key factor towards building 

and maintaining a great Credit Score.   

Your Credit Score can also play a significant role in several other areas you might not expect. Here are some other 

ways your Credit Score can affect your quality of life. 

 

Personal Relationships 

Engagements have been known to end over one fiancé’s displeasure with the Credit Score/report of 

another. It’s one thing to marry for love, but quite another thing to marry for debt. Don’t let that special 

someone slip away because of a poor financial decision! 

Getting a Job 

Most job applications include a disclaimer notification regarding access to your Credit Report. By signing 

the application you allow the would-be employer permission to look at your Credit Report and use that as 

part of the hiring decision. However, if you are denied a job because of a negative report, you must be 

told about that.  

Professional Licensing 

The Fair Credit Reporting Act specifically allows the use of Credit Reports by government agencies that 

regulate professions, such as, doctors, nurses, lawyers and a wide range of others. 

Starting a Small Business 

Often the only asset an entrepreneur has is a great idea, but if he doesn’t have the credit or the assets to 

invest in his idea, it may never get off the ground. Many franchisors use credit factors in deciding whether 

to license a franchisee. 

Car Insurance 

Most insurance companies believe there is a direct correlation between one's Creditworthiness and 

propensity to be in an auto accident, so they calculate their own version of a Credit Score. They put more 

emphasis on on-time payments than the overall amount of debt, using adverse results to deny coverage 

or increase rates. This is illegal in some states.  

Property Insurance 

Much like auto insurance, homeowners’ insurers see a connection between low Credit Scores and high or 

fraudulent claims. 

Utilities 

Electric, gas, and water companies routinely check your Credit Report before activating service. A bad 

Credit Report doesn’t mean you won’t be able to have heat or electricity, but a deposit may be required 

for service. 
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Renting 

Much like an employer, most landlords use rental applications that include a disclaimer notification for 

obtaining a Credit Report. Your credit history can determine whether or not they rent to you. 

Getting a Mortgage 

Most mortgage lenders use the government underwriting rules of Fannie Mae/Freddie Mac. These 

guidelines are very specific and require a minimum Credit Score of 620. Traditional use of Credit Scores for 

mortgage lending is still among the most prevalent. There are other options and programs available for 

those with lower Credit Scores.   

Student Loans 

Educational Student loans used to be easy to get, and have lenient repayment terms. However, the debt 

crisis has changed that. Schools and lenders that were once generous with student loans are now more 

challenging. A low Credit Score could make it difficult for you to obtain the student loans needed to attend 

college. 

 

Financial Freedom 

Making sound financial decisions is essential to having financial freedom. If you make poor choices, such as 

borrowing too much for a car or using credit cards when you don't have cash, you end up with a mountain of 

debt. Acquiring large amounts of debt forces you to pay an increased amount of Interest each month, which 

leaves less cash to commit to savings and your future. This is where a monthly Budget is helpful. It allows you to 

plan for needs as well as wants. In other words, not managing needs versus wants while you are young can put 

you in financial handcuffs later in life. 

Surviving Emergencies 

Financial responsibility is especially important when you face unexpected financial hurdles. For example, if you 

are injured in a car accident, you might suddenly owe a large medical bill, which could be a financial disaster if 

you're living paycheck to paycheck. Planning ahead by saving money in a readily accessible savings account and 

maintaining a good Credit Score can make it easier to survive financial emergencies, such as medical expenses or 

job loss.  

Enjoying Retirement 

The financial decisions you make early in life have a major impact on your retirement. If you have a lot of debt and 

live paycheck-to-paycheck when you’re younger, you won't have much to save for retirement. If you don't save 

for retirement when you’re young, your savings won't have as much time to grow, which can significantly reduce 

the amount of cash you have when you retire. Failure to save could end up forcing you to work past the age you 

plan to retire. 

 

 

Better credit =  

Lower Interest =  

Cheaper payments =  

Nicer things =  

 Better quality of life! 
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BASIC BUDGETING 

When budgeting for a vehicle it’s important to consider all costs involved, not just the monthly payment.  Knowing 

your monthly spending and saving commitments will help make your Budget more realistic. Below is an example 

of a functional worksheet provided for you.  Be realistic and thorough. This is your future we’re talking about!   

Customer NameCustomer NameCustomer NameCustomer Name    
    

Vehicle Year/Make/ModelVehicle Year/Make/ModelVehicle Year/Make/ModelVehicle Year/Make/Model    

Maria 
 

2012 Ford Focus 

     
Net Monthly IncomeNet Monthly IncomeNet Monthly IncomeNet Monthly Income    

 
Semester ExpensesSemester ExpensesSemester ExpensesSemester Expenses    

ItemItemItemItem    AmountAmountAmountAmount    
 

ItemItemItemItem    AmountAmountAmountAmount    

Net Income $1,242.36 
 

Tuition $0.00 

Permanent Fixed Income $0.00 
 

Lab fees $0.00 

TotalTotalTotalTotal    $1,242.36$1,242.36$1,242.36$1,242.36    
 

Books $50.00 

   
TotalTotalTotalTotal    $50.00$50.00$50.00$50.00    

Monthly ExpensesMonthly ExpensesMonthly ExpensesMonthly Expenses    
   

ItemItemItemItem    AmountAmountAmountAmount    
 

Automotive ExpensesAutomotive ExpensesAutomotive ExpensesAutomotive Expenses    

Rent $100.00 
 

ItemItemItemItem    AmountAmountAmountAmount    

Utilities $0.00 
 

Car Payment $205.00 

Cell phone $65.00 
 

Auto Insurance $140.00 

Groceries $100.00 
 

Fuel $183.81 

Student loans $0.00 
 

Vehicle Maintenance $50.00 

Credit cards $0.00 
 

TotalTotalTotalTotal    $578.81$578.81$578.81$578.81    

Health Insurance $0.00 
   

Clothing $50.00 
 

Discretionary IncomeDiscretionary IncomeDiscretionary IncomeDiscretionary Income    

Laundry $0.00 
 

ItemItemItemItem    AmountAmountAmountAmount    

Hair cuts $20.00 
 

Monthly Income $1,242.36 

Entertainment $100.00 
 

Monthly Expenses $585.00 

Miscellaneous $50.00 
 

Semester Expenses $50.00 

Savings Goals $100.00 
 

Automotive Expenses $578.81 

TotalTotalTotalTotal    $585.00$585.00$585.00$585.00    
 

DifferenceDifferenceDifferenceDifference    $28.55$28.55$28.55$28.55    

 

CALCULATING FUEL MILEAGE 

When considering the purchase of a vehicle, fuel economy is an important factor.  Resources like 

http://www.fueleconomy.gov/ offer great information and comparison tools. 

The basic formula for calculating fuel mileage is (Miles) ÷ (Gallons) = (Miles/Gallon (MPG)).  If Maria starts a trip 

with a full tank, then drives 328 miles before filling up with another 16.8 gallons of fuel, her MPG would be 19.52 

(328 ÷ 16.8 = 19.52).  The formula for calculating your monthly fuel budget is (Miles/Month) ÷ (MPG) x 

(Cost/Gallon) = (Monthly Fuel Budget).   If Maria knows she is going to drive 1200 miles per month with an 

average fuel cost of $2.99 per gallon, she would budget $183.81 (1200 ÷ 19.52 x 2.99 = $183.81).  

AUTO INSURANCE 

It pays to get several quotes.  Auto insurers use numerous factors when quoting insurance, including, Credit Score, 

grades, miles driven per year, vehicle safety ratings, previous lapses in coverage, zip codes, driving records, group 

discounts (credit union members are typically offered a discount), and more.  Most lenders (including Team One 

Credit Union) require full coverage auto insurance for all vehicle loans over $2,000.00. 
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HOW CREDIT WORKS 

What is a Credit Score?  A Credit Score is a number that summarizes your credit risk, based on a snapshot of your 

Credit Report at a particular point in time. A Credit Score helps lenders, employers, insurance companies, and 

landlords evaluate your credit risk. 

Your Credit Score influences the credit that’s available to you and the terms (Interest rate, etc.) that lenders offer.  

It’s a vital part of your credit health. 

A Credit Report details your credit history as it has been reported to the Credit Reporting Agency by lenders who 

have extended credit to you. It lists what types of credit you use, the length of time your accounts have been 

open, and whether you’ve paid your bills on time. It tells lenders how much credit you’ve used and whether 

you’re seeking new sources of credit. Your Credit Report contains many pieces of information that reveal aspects 

of your borrowing activities. 

We believe that you need to understand how credit scoring works before you can understand how to build and 

maintain your credit.  The most common credit scoring model is the Fair Isaac Corporation (FICO) model.  FICO is a 

public company that provides analytics and decision making services – including credit scoring – intended to help 

financial service companies make complex risk decisions.  Credit Scores are basically a numerical calculation of 

your credit risk.  Like your social security number, these scores follow you everywhere and have a significant 

impact on your cost of credit.  The FICO Score is calculated from several different pieces of credit data in your 

Credit Report. This data is grouped into five categories as outlined below. The percentages in the chart reflect how 

important each of the categories is in determining how your FICO Score is calculated. 

Your FICO Score considers both positive and negative information in your Credit Report. Late payments will lower 

your FICO Score, but establishing or re-establishing a good track record of making payments on time will raise 

your score. 

HOW A FICO SCORE BREAKS DOWN 

These percentages are based on the importance of the five categories for the general population.  

 

IMPORTANCE OF CATEGORIES VARIES PER PERSON 

Your FICO Credit Score is calculated based on these 

five categories. For some groups, the importance of 

these categories may vary; for example, people who 

have not been using credit long will be factored 

differently than those with a longer credit history. 

The importance of any one factor in your Credit Score calculation depends on the overall information in your 

Credit Report. For some people, one factor may have a larger impact that it would for someone with a much 

different credit history. In addition, as the information in your Credit Report changes, so does the importance of 

any factor in determining your FICO Score. 

Therefore, it’s impossible to measure the exact impact of a single factor in how your Credit Score is calculated 

without looking at your entire report. Even the levels of importance shown in the FICO Score chart are for the 

general population, and will be different for different credit profiles. 
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YOUR FICO SCORE ONLY LOOKS AT INFORMATION IN YOUR CREDIT REPORT 

Your Credit Score is calculated from your Credit Report. However, lenders look at many things when making a 

credit decision including your income, how long you have worked at your present job and the kind of credit you 

are requesting. Most lenders use risk based pricing (your score) to determine the Interest rate you will pay. The 

higher the score, the lower the Interest rate; the lower the score, the higher the Interest rate.  

PAYMENT HISTORY (35%)                                                                                             

The first thing any lender wants to know is whether you've paid past credit accounts on time. This is one of the 

most important factors in a FICO Score.   

AMOUNTS OWED (30%) 

Having credit accounts and owing money on them does not necessarily mean you are a high-risk borrower with a 

low FICO Score. 

LENGTH OF CREDIT HISTORY (15%) 

In general, a longer credit history will increase your FICO Score. However, even people who haven't been using 

credit long may have a high FICO Score, depending on how the rest of the Credit Report looks. 

YOUR FICO SCORE TAKES INTO ACCOUNT: 

• How long your credit accounts have been established, including the age of your oldest account, your 

newest account and an average age of all accounts. 

• How long specific accounts have been established. 

• How long it has been since you used certain accounts. 

TYPES OF CREDIT IN USE (10%) 

The score will consider your mix of credit cards, retail accounts, installment loans, finance company accounts and 

mortgage loans. 

NEW CREDIT (10%) 

Research shows that opening several credit accounts in a short period of time represents a greater risk - especially 

for people who don't have a long credit history.   

Here is a chart showing the percentile of the population in regards to respective credit scores. 
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Shoot for the top 13%... and remember, think of your credit score as your financial G.P.A. 

Imagine how much different Johns life could have been if he had the opportunity to be educated about the 

importance of understanding credit! 
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UNDERSTANDING FINANCING 

UNDERSTANDING AMORTIZATION 

To calculate your payment, a lender must use a formula known as amortization.  The amortization formula factors 

in your repayment frequency (monthly, weekly, etc.), loan amount, number of payments, and your Annual 

Percentage Rate (APR).  An amortization schedule is an overview of how your payments will be applied towards 

principal and Interest. 

It is easier to understand amortization schedule when viewing a real life example. Let’s say that John purchased a 

2012 Ford Focus with an Amount Financed of $13,336.70. This is what the first 12 months of his amortization 

schedule would look like. 

 

When John makes his first payment, only $81.40 will go towards principal and the rest of his payment will go 

towards Interest. 

Maria, because of her good credit history, would get a much more favorable Interest rate.  This is what her 

amortization schedule would look like for the same vehicle. 
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Did you notice that Maria’s first payment will have nearly double the amount go towards principal versus John?  

She will also owe $870.96 less than John after only her 12th payment.  Let’s not forget that her monthly payment 

is $146.01 cheaper per month also!  To calculate the overall savings Maria would have versus John, you just need 

to calculate her monthly payment savings by the term of the loan ($146.01 x 72 = $10,512.72).  Can you believe 

that?  Maria’s car loan will cost $10,512.72 less than Johns!   

HOW YOUR ANNUAL PERCENTAGE RATE (APR) IS DETERMINED 

To prevent discrimination, most lenders use a rate sheet to determine your Interest rate.  Typically, a rate sheet 

includes factors like loan to value ratios (LTV), vehicle year, vehicle mileage, and most importantly… CREDIT 

SCORE.  Here is an example of a lenders rate sheet. 

 

There are several other factors that go into determining your APR.  Just because your Credit Score is a 640 doesn’t 

mean that you’ll receive a 9.50% Interest rate for a 1 year old vehicle.  It’s quite common to have a 640 Credit 

Score without ever having made a payment on a loan or credit card.  For example, if your parents add you as an 

authorized user on their Discover card that they’ve had great payment history on, this would show up on your 

Credit Report as a revolving account.  The Credit Report will reflect a Credit Score for “their” great payment 

history.  This is known as a “False” or “Hollow” Credit Score.  Loan underwriters will ignore that account when 

basing their credit decision.  Lenders have other underwriting requirements such as minimum job time, minimum 

income, acceptable debt-to-income (DTI) ratios, etc.   

UNDERSTANDING YOUR “RETAIL INSTALLMENT CONTRACT” 

Most car loans that are offered at car dealerships are written as retail installment contracts. These contracts have 

equal scheduled monthly payments. At the end of the payments, the lender will release the borrowed Collateral 

to the customer.  These payments are calculated using simple Interest, which means that the Interest on the loan 

is calculated on the declining principal balance.  You will need a car loan calculator to determine your payment 

accurately.  You could also plug your loan information into an amortization chart to visually see how your 

payment is applied towards principal and Interest throughout the duration of your loan.  You can use websites like 

http://www.bankrate.com/calculators/auto/auto-loan-calculator.aspx or others by typing “auto loan amortization 

schedule” into your favorite online search engine.   

Please take some time to familiarize yourself with Retail Installment Contract by looking at the sample that 

follows. It is very important to know and understand what you are signing. 
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Your 1st Payment is due on this date.  All following 

payments will be due on the same day of each month. 

If you pay off your car early, you will save on your 

“Finance Charge” (Interest).  Beware, the reverse is also 

true.  If you pay your car off late, you will pay additional 

Interest (and penalties such as late fees). 

This is the collateral 

information; verify for accuracy. 

This is the Buyer’s Information; 

verify for accuracy 

Your “Finance Charge” is the amount of Interest you would pay on your vehicle loan if you make all 

payments on the exact due date, each month, without any late -or- early payments.  Since Interest is 

calculated daily, making your payment late will increase this amount, whereas making your payment early 

will decrease this amount. 

Your “Total of Payments” is the amount you would pay for your vehicle loan including principal and 

Interest if you make all payments on the exact due date each month without any late or early payments. 

(Number of Payments) x (Amount of Payment) = (Total of Payments) 

Your “Payment” amount is created using 

an amortization formula. 

The number of consecutive monthly 

payments that must be paid in accordance 

with your repayment plan.  
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Cash Price 

Total Taxable Price. 

Doc Fee 

Trade-In Description 

Itemization of Down Payment 

Optional Insurance Products 

(i.e. GAP, Credit Life & 

License & Plate Fees 

Optional Extended Warranty 

(Service Contract) 

Total charges and amounts 

paid to others on your behalf 

Balance owed to lender 

Interest (Finance Charge) 

Total of Payments (Time 

Balance) 
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You’re required to purchase auto insurance that complies with Michigan law and your lenders requirements. 

You do NOT have to buy 

Ancillary Insurance 

products to obtain credit. 

GAP coverage insures you for the difference between what you owe on your vehicle and what your 

insurance company says it’s worth.  Values insurance companies assess to your vehicle vary greatly.  

These values typically range from wholesale to NADA clean retail.  

Important information about how your payments will be applied to your loan, along with additional 

information.  Auto loan Interest is charged “Per Diem” (per day) while you still maintain a principal 

balance.  This method is known as “Simple Interest”.  You can see this illustration by looking at an 

amortization chart on page 10.  Your Payments will first go towards Interest and then principal.  You 

have the right to prepay your loan to save on Interest.  
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Your vehicle is the secured Interest (Collateral) for this loan. 

Your Lienholder has the right to put “Force Placed Insurance” 

on your vehicle if you let your insurance lapse. 

By signing this Agreement, you are promising to make 

payments as agreed.  Breaking this promise could result in your 

Lienholder exercising their right to sue for losses.  This would 

likely include judgments, garnishments and possible seizure of 

personal property.  

Defaulting on your loan will most likely result 

in your vehicle being repossessed.  You may 

have the right to redeem your vehicle if all 

past due amounts are paid in full. 

If the vehicle is repossessed, it will be sold 

at wholesale.  You will be responsible for 

the difference (losses) plus fees.  Your 

Lienholder will most likely exercise their 

legal right to collect. 
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Auto insurance covers buyer only. Any 

injury to others or damage to property of 

others is not responsibility of insured. 

  

There is no “Cooling Off” period in 

Michigan. Contracts are legally 

binding on the signature date. 

Never sign a blank document.  Make sure all 

applicable fields are filled in properly before 

signing. 

The “Assignee” is your Lienholder.  This is the 

financial institution that has provided the vehicle 

loan and has collateral rights to your vehicle. 
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VEHICLE SELECTION 101 

Now that you understand financing, how credit works, and how to Budget, it’s time to dive into vehicle selection.  

With the many different types of vehicles to choose from, it can be quite overwhelming. It’s important to research 

several options and “know before you go”. Know what’s important to you and learn how to ask the right 

questions.  According to R.L. Polk & Company, the average person owns their used car for 49.9 months (just over 4 

years); that’s a long time when you’re young. Your goal is to make the most informed vehicle purchase decision 

possible.  Don’t be like John and set yourself up to fail! 

COST 

The total cost of purchasing a vehicle includes: 

1. Vehicle Price 

2. Document Fees (doc fees) 

3. Interest (if financing) 

4. State Fees (Tax, title, plate 

fees) 

5. Insurance 

6. Ancillary Products 

7. Routine Maintenance & Repairs 

8. Fuel Cost 

RESEARCH 

Some important factors to consider when choosing the vehicle that’s right for you: 

1. Gas Mileage (See additional information about calculating fuel mileage on Budgeting page) 

2. Safety Ratings & Recalls (Sites like http://www.safercar.gov offer great information.)  

3. Vehicle History & Previous Accidents (Ask for a Carfax vehicle history report.) 

4. Residual Value (This is the future resale value after Depreciation.) 

5. Physical & Mechanical Condition 

6. Reliability Rankings (Sites like http://autos.jdpower.com offer great information.) 

TEST DRIVING 

NEVER Purchase a vehicle without test driving it first.  During your test drive, look for the following: 

1. How does the transmission shift? Is it smooth, or does the car shake? 

2. If you’re driving a stick shift, does the clutch work smoothly? 

3. How good are the brakes?  Do they squeal, grind or pulsate? 

4. Does the car “pull” to one side or another? (This may be a sign of an alignment problem.) 

5. Are there any unusual sounds or feelings (like shuttering) in the car? 

6. Are there blind spots? 

7. How is the suspension? Is it stiff or loose? 

8. Does the cruise control, air conditioning, and heat work? 

9. Is the seat comfortable with enough leg and headroom? 

10. How does the car “ride?” 
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INSPECTING 

You can always choose to have your vehicle professionally inspected before purchasing.  If you choose to inspect 

the vehicle yourself, make sure to check the following: 

1. EXTERIOR 

A. Look for scratches, dents, and rust. 

B. Make sure the doors, hood and trunk seal well and align properly with the vehicle. 

C. Look for differences in color on body panels and paint on the door or trunk seals. 

D. Feel the edges of car doors, the hood and the trunk for roughness.  These are signs the car may have 

undergone body repair work or been repainted.  (Ask for a Carfax report.  Carfax may provide details 

on previous accidents and the severity of any damage.) 

E. Inspect the glass for cracks or chips.  (Most chips can be safely filled to prevent cracks.) 

2. TIRES 

A. Check tire tread for even wear.  (Uneven tire tread could mean there is a suspension problem or that 

the vehicle has previously been in an accident.) 

B. Make sure the tires have enough tread on them to be safe and properly handle road conditions.  (A 

tire should have a minimum of 5/32 of tread depth.) 

C. Make sure the tires are all the same size. 

3. ENGINE 

A. Check for signs of leaking fluids, battery corrosion, damaged wires, or cracked hoses and belts.  (Note: 

most cars will have fluid seepage which is considered normal.  Typically a leak can be defined as fluid 

that “hits the ground”.) 

B. Check all fluid levels (be sure to follow the procedures in the owner’s manual when checking 

transmission fluid levels). 

C. Check fluid colors 

i. Engine oil should be dark brown or black. 

ii. Transmission fluid should be pinkish or reddish (transmission fluid should not smell burnt).  

iii. Engine coolant should have a green tint to it. 

D. Listen for Ticks, Rattles, Squeals, Knocks, Whines, etc. (Note: All engines make noise and some ticks or 

whines are normal.  When a vehicle sits for an extended period of time, the engine oil will drain to the 

bottom of the motor.  This may cause the engine to tick for a few minutes after it’s started, while the 

oil is being recirculated.  If you’re unsure about an engine noise, you should get a second opinion.) 

4. UNDERCARRIAGE 

A. Look for signs of fluid “leaks” or “excessive” rust.  (Minimal rust is normal in Michigan.) 

B. Look for hanging or loose parts including brake lines, wiring, exhaust pieces, etc. 

5. INTERIOR 

A. Check the turn signals, brake lights, wind shield wipers, radio, blower motor, window switches, seat 

switches, door locks, power mirrors, DVD Player, Navigation system, etc. 

B. Turn the key to the on position so that all of the warning lights show up on the dash.  Make sure the 

SES (Service Engine Light) illuminates and has not been tampered with. 

C. Check seats for cracks, stains, tears, or general wear. 
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DUE DILIGENCE 

1. Has the vehicle been “Certified”?  Has the vehicle been inspected? 

2. Will the vehicle come with a warranty or be sold AS-IS?  (Get all warranties or promises in writing.) 

3. Did you ask for a Vehicle History Report?  (If a dealer declines to give you a vehicle history report, it 

should raise a red flag.) 

4. Is the vehicle price within your Budget? 

5. Does the vehicle have a clear title free of Lien holders? 

6. Did you negotiate the sales price with the dealer? 

If so, you’re ready! 
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ANCILLARY PRODUCTS 

Ancillary products are available for purchase from most dealerships at the time of sale. Ancillary products include 

Warranties, GAP, Credit Life & Disability, Road Hazard, etc.  We’ve highlighted a few that are worth considering. 

WARRANTY  

Extended warranties (service contracts) are designed to cover repairs caused by a mechanical defect or failure.   

What are the benefits of an extended warranty? 

An extended warranty is a safeguard against unexpected vehicle repairs. An extended warranty helps to 

ensure that repair costs are covered without undue financial stress. Many extended warranties are also 

transferable to future owners with a minimal transfer fee. This works in favor of the seller as it may increase 

resale value. For the buyer, it gives additional peace of mind when purchasing. In addition to repair and 

resale benefits, many extended warranties offer other automotive-related benefits such as towing, car rental 

discounts, lost-key lockout services, and trip-interruption benefits that can help defray unexpected expenses 

if your vehicle breaks down far from home. 

What they do not cover: exclusions and wear items 

Extended warranties cover most major vehicle components, but they are not nearly as comprehensive as the 

"bumper-to-bumper" warranties that come with a new vehicle. Even the most comprehensive extended 

warranties have exclusions for items such as the windshield, headlights, or light bulbs. "Wear items" are 

vehicle parts that deteriorate over time from normal use. These include tires, brakes, and shocks, which are 

nearly always excluded. The subtle differences between extended warranties offered by different providers 

are often found in the exclusions. 

Does my vehicle need an extended warranty? 

An extended warranty is ideal for someone on a small or fixed Budget who does not want to be surprised 

with expensive repair bills. If that describes your situation, and you plan to keep your vehicle longer than the 

length of the original manufacturer's warranty, an Extended Service Contract may be right for you. Like all 

insurance policies, it is prudent to do some homework before purchasing one to establish the reliability and 

repair costs of the vehicle in question. 

GAP INSURANCE (Guaranteed Asset Protection) 

What is GAP Insurance? 

GAP insurance covers the difference between the actual cash value of your vehicle and your outstanding loan 

balance in the event of a total loss.  Example:  if your auto insurer says your vehicle is worth $8,000.00, but 

you still owe $10,000.00, GAP Insurance is designed to pay the difference so that your loan is paid in full. 

Do I need GAP Insurance? 

If you make a large Down Payment when purchasing your vehicle, the need for GAP Insurance decreases.  

However, if you drive an excessive amount of miles per year, then the value of your vehicle depreciates 

quicker than the average person… your need for GAP Insurance increases. 
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CREDIT UNION 101 

Credit Unions are based on the cooperative idea that more can be accomplished by working together than by 

working individually and that is the basis for the Credit Union philosophy of "People Helping People." A common 

bond of association called a field of membership unites members. In Credit Unions, the members are the owners 

referred to as shareholders. The benefits of ownership flow back to the members, usually in the form of better 

rates on deposits or loans and better service. Regardless of their size or their field of membership, Credit Unions 

are different than for-profit financial institutions. Credit unions exist solely to serve their member-owners, who 

are the only depositors. Banks and other financial institutions exist to make money for their stockholders, not for 

their depositors.  

Because Credit Unions are democratic, member-owned cooperatives, members have the power to direct Credit 

Union policy. If the majority of members are dissatisfied with the directors (board) who set the policies of their 

Credit Union, they have the power to replace them. Credit union elections are based on a one-member, one-vote 

structure. This structure is in contrast to for-profit, public companies where stockholders vote according to the 

number of shares of stock they own. Their nonprofit status enables Credit Unions to operate at a lower cost than 

many for-profit institutions and helps them to offer competitive loan and savings rates. 

Team One Credit Union was originally organized in 1935 by a group of 15 teachers from the Saginaw City School’s 

Teacher’s Club. Today, 80 years later, our membership is open to those living, working or worshipping in 65 

Michigan counties. We offer 8 full service branch locations and 2 satellite loan offices.  

No matter what life stage you’re in, Team One has the products and services to meet your needs. From our “Kids 

Club” Account to our Individual Retirement Account (IRA) and everything in between, we have your savings 

options covered. We offer a no hassle checking account that includes debit card, ATM access and ID Protect. Need 

a loan? We take care of that too. Whether it’s a credit card, your first auto loan, purchasing the home of your 

dreams or buying a motorhome to travel the country after retirement, you can count on great low rates from 

Team One Credit Union. We are committed to providing you with more ways to enjoy our services from wherever 

you are. Sit back, relax and enjoy the ability to remotely access your account and sign documents with our e-Sign 

option.  

If you’re looking for a financial partner for your business needs, look no further. Team One offers a full range of 

Commercial Services with you, the business owner, in mind.  
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GLOSSARY OF DEFINITIONS 

Amount Financed - The dollar amount of the credit that is provided to the buyer. 

Annual Percentage Rate (APR) - The cost of credit for one year expressed as a percentage. 

Arbitration - In regards to a Retail Installment Contract, this is a clause which requires the parties to resolve their 

disputes through an Arbitration process.  The Arbitration process uses a mediator (“middle man” or “referee”)  to 

help resolve an issue. 

Assignee - The bank, finance company, credit union, or other financial institution that purchases the finance 

contract from a dealer. 

Budget - A tool commonly used to measure expenses against income, to help people prioritize their spending and 

manage their money. 

Buy Rate - The wholesale rate offered to a dealership at which the "Assignee" (finance company, bank or credit 

union) will purchase the contract. 

Co-Buyer – Sometimes referred to as a co-signer.  An individual who assumes equal responsibility for the contract. 

The account history will be reflected on the Co-Buyer’s credit history as well as the buyer’s. For this reason, 

consumers should exercise caution if asked to be a Co-Buyer for someone else. Since some co- buyers are 

eventually asked to repay the obligation, individuals need to be sure that they can afford to do so before agreeing 

to be a Co-Buyer. 

Collateral - An asset pledged to the Creditor until the financing is paid off. For example - If you own your home, it 

may be used as Collateral to secure automobile financing. 

Credit Application - The information that a buyer submits when applying for credit. It typically requires such items 

as name, Social Security number, date of birth, current and previous addresses and length of stay, current and 

previous employers and length of employment, occupation, sources of income, total gross monthly income, and 

financial information on existing credit accounts. This can be done in person, over the phone, or electronically via 

the Internet. 

Credit Insurance - There are two common types of Credit Insurance. Credit life insurance is optional insurance that 

pays the scheduled unpaid balance if the buyer dies. Credit disability insurance (sometimes called credit accident 

and health insurance) is optional insurance that pays the scheduled monthly payments if the buyer becomes 

disabled. As with most contract terms, the cost of optional Credit Insurance must be disclosed in writing, and if 

the buyer wants it, the buyer must agree to it and sign for it. 

Credit Report - A report containing information about the buyer’s current and past credit obligations, payment 

record, and data from public records (e.g., a bankruptcy filing obtained from court documents). For each account, 

the Credit Report shows the applicant’s account number, type and terms of the account, credit limit, most recent 

balance, and most recent payment. The comments section describes the current status of the applicant’s account, 

including the Creditor’s summary of past-due information and any legal steps that may have been taken to collect. 

Credit Reporting Agency - A firm that collects, sorts, maintains, and sells information about an individual’s credit 

history. 

Credit Score - A numerical score that reflects the credit risk you present based on information contained in your 

credit file. The better your history of credit, the higher your score. 

Creditor - A person or organization that regularly extends credit, subject to a Finance Charge. 

Creditworthiness - The ability of a consumer to satisfy a credit obligation. 

Depreciation - The amount by which an asset (vehicle) is expected to decrease in value over a specific period of 

time particularly due to “wear and tear”. 
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Down Payment - An amount paid at time of purchase that reduces the Amount Financed. This includes any 

combination of cash, trade-in value of a previously-owned vehicle, rebates, and other non-cash credits. 

Escrow - An account where funds are directly withdrawn from the mortgage payment and set aside to be 

disbursed when yearly tax and insurance payments are due. 

Extended Service Contract - Optional protection on specified mechanical and electrical components of the 

vehicle.  It is available for purchase to extend and/or supplement the warranty coverage provided when 

purchasing or leasing a new, or in some cases, a used vehicle. 

Finance Charge - The dollar amount that the credit will cost the buyer. 

Fixed Rate Financing - An Annual Percentage Rate that remains the same over the life of the finance contract. 

Gross Income - Total income received before any deductions or allowances, taxes, etc. 

Guaranteed Asset Protection (GAP) - Optional protection that pays the difference between the amount the buyer 

owes on the auto and the amount the buyer receives from his insurance company if the auto is stolen or 

destroyed before the buyer has satisfied the credit obligation. In some cases, the buyer may be responsible for 

the insurance deductible. 

Installment Sale - A contract with a dealership to buy a vehicle by paying the Amount Financed, plus an agreed 

upon Finance Charge, over a certain period of time in installments, which are typically monthly payments. 

Interest - Money paid regularly at a particular rate for the use of money lent, or for delaying the repayment of a 

debt 

Length of Contract - The total number of months the borrower has to pay his or her credit obligation. 

Lienholder - A legal claim on ownership of the vehicle (Collateral) stemming from a debt.  If the buyer does not 

make the payments, the Lienholder can repossess and sell the vehicle as full or partial payment of the debt. 

Net Income - For an individual, this is Gross Income minus taxes, allowances, and deductions.  

Prime - Referring to credit or loan arrangements for borrowers with a good credit history, typically having 

favorable conditions such as low Interest rates. 

Repossession - In the event that a credit obligation is not satisfied, the legal right a Creditor has to take the asset 

pledged as Collateral (typically the automobile) and sell it to pay off the credit obligation. Depending on state 

laws, this process is typically subject to rights to redeem (pay off the entire balance and get your vehicle back) or 

reinstate (pay any delinquent payments and get your vehicle back to start the contract again). 

Residual - Remaining value of an asset (vehicle) after it has been fully depreciated. The Residual value derives its 

calculation from a base price, calculated after Depreciation 

Secured Credit - Financing for which some form of acceptable Collateral, such as a house or automobile, has been 

pledged. 

Selling Price - The dollar amount the buyer agrees to pay the dealer for the vehicle. 

Subprime - Referring to credit or loan arrangements for borrowers with a poor credit history, typically having 

unfavorable conditions such as high Interest rates. 

Trade-in Allowance - The cash value a dealer agrees to pay for a trade-in vehicle, which consumers often apply 

towards the purchase of a new vehicle.   

Truth in Lending Disclosures - The Truth in Lending Act (TILA) of 1968 is United States federal law designed to 

promote the informed use of consumer credit, by requiring disclosures about its terms and cost to standardize the 

manner in which costs associated with borrowing are calculated and disclosed. 

 


