


KEY CONCEPTS

Buying or leasing a new vehicle is a big expenditure.

Often, buying or leasing a new vehicle involves 
making a down payment.
A down payment is the initial payment due upon 
the purchase or lease of an item
Usually goes towards the value of the car (*if an 
‘own’ option is available)

A good used car will cost a lot less than a new model 
of the same car.

Leasing a new vehicle is basically entering into a 
long-term rental agreement.



EXAMPLE 1 Buying a New Vehicle

A local dealership is selling a new compact car for $27 000 plus taxes. The 
dealership offers financing at 4.9% annual interest, compounded 
monthly, over five years. You have saved $5000 for a down payment. You 
will finance the remaining amount. 

*** Car financing is the same as taking a loan and is treated as a Present 
value

(a) Calculate the total amount of the car with taxes (HST 13%)

Step 1: Calculate the tax

$27 000 x 13%
= $27 000 x 0.13
= $3510

13 / 100
= 0.13

Step 2: Add tax to car price

$27 000 + 3510
= $30 510

The total amount of the car is $30 510



$30 510 – 5000
= $25 510

EXAMPLE 1 Buying a New Vehicle

A local dealership is selling a new compact car for $27 000 plus taxes. The 
dealership offers financing at 4.9% annual interest, compounded 
monthly, over five years. You have saved $5000 for a down payment. You 
will finance the remaining amount. 

*** Car financing is the same as taking a loan and is treated as a Present 
value

(b) What is the amount to be 
financed (Total $ of the car less the 
down payment)?

(c) Use the TVM Solver to determine 
the monthly payment.

The amount to be financed (or 
balance remaining) is $25 510
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ALPHA then 
ENTER– 480.24



$30 510 – 5000
= $25 510
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A local dealership is selling a new compact car for $27 000 plus taxes. The 
dealership offers financing at 4.9% annual interest, compounded 
monthly, over five years. You have saved $5000 for a down payment. You 
will finance the remaining amount. 

*** Car financing is the same as taking a loan and is treated as a Present 
value

(b) What is the amount to be 
financed (Total $ of the car less the 
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(c) Use the TVM Solver to determine 
the monthly payment.

The amount to be financed (or 
balance remaining) is $25 510
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The monthly 
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month
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Monthly payment x total # of 
payments
= $480.24 x 60
= $28 814.40

EXAMPLE 1 Buying a New Vehicle

A local dealership is selling a new compact car for $27 000 plus taxes. The 
dealership offers financing at 4.9% annual interest, compounded 
monthly, over five years. You have saved $5000 for a down payment. You 
will finance the remaining amount. 

*** Car financing is the same as taking a loan and is treated as a Present 
value

(d) What was the total amount paid 
towards the financing?

(c) Use the TVM Solver to determine 
the monthly payment.

The total amount paid towards 
financing is $28 814.40

The monthly payment for the financing 
of this car is $480.24 per month

# of years x # of payments per year
= 5 x 12 (monthly payments)
= 60



Monthly payment x total # of 
payments
= $480.24 x 60
= $28 814.40

EXAMPLE 1 Buying a New Vehicle

A local dealership is selling a new compact car for $27 000 plus taxes. The 
dealership offers financing at 4.9% annual interest, compounded 
monthly, over five years. You have saved $5000 for a down payment. You 
will finance the remaining amount. 

*** Car financing is the same as taking a loan and is treated as a Present 
value

(d) What was the total amount paid 
towards the financing?

(e) What was the total amount paid 
(financing + downpayment)?

The total amount paid towards 
financing is $28 814.40

$28 814.40 + 5000
= $33 814.40

The total amount paid is $33 814.40



Total interest paid
=Total amount paid – price of 
car (with tax)
= $33 814.40 – 30 510 
= $3304.40

EXAMPLE 1 Buying a New Vehicle

A local dealership is selling a new compact car for $27 000 plus taxes. The 
dealership offers financing at 4.9% annual interest, compounded 
monthly, over five years. You have saved $5000 for a down payment. You 
will finance the remaining amount. 

*** Car financing is the same as taking a loan and is treated as a Present 
value

(f) Calculate the total interest paid (e) What was the total amount paid 
(financing + downpayment)?

The total interest paid is 
$3304.40

$28 814.40 + 5000
= $33 814.40

The total amount paid is $33 814.40



EXAMPLE 2 Leasing a Vehicle

Leasing a vehicle is basically entering into a long-term rental agreement. 
You drive the car but you do not own it. 

To lease a new car selling for $30 000, a customer agrees to pay a $2500
down payment and to make 36 monthly payments of $499.

(a) Calculate the total cost of leasing the vehicle

(b) Calculate the average monthly cost over the life (or term) of the lease

Total cost = Down payment + total of monthly payments
= $2500 + 17964
= $20 464

$499 x 36
= $17 964

The total cost of leasing 
the vehicle is $20 464

Average monthly cost 
= total cost / # of monthly payments during term 
= $20 464 / 36
= $568.44 The average monthly cost over the life of the 

lease is $568.44 per month



EXAMPLE 2 Leasing a Vehicle

Leasing a vehicle is basically entering into a long-term rental agreement. 
You drive the car but you do not own it. 

To lease a new car selling for $30 000, a customer agrees to pay a $2500
down payment and to make 36 monthly payments of $499.

(a) Calculate the total cost of leasing the vehicle

Total cost = Down payment + total of monthly payments
= $2500 + 17964
= $20 464

$499 x 36
= $17 964

The total cost of leasing 
the vehicle is $20 464

Price of car – total cost already paid
= $30 000 – 20 464
= $9536

The remaining amount to be 
paid to own the car is $9536

(c) If the customer wants to purchase this car at the end of the lease, what 
remaining amount would the customer have to pay?



EXAMPLE 3 Buying a Used Vehicle

A used car will cost much less than a new model of the same car. 
Sometimes, a used car loan will have a shorter payback period than a loan 
for a new car. 

A car is advertised for sale in a local newspaper for $6000.

(a) Determine the total cost of the vehicle with 8% PST.

Step 1: Calculate the tax

$6000 x 8%
= $6000 x 0.08
= $480

8 / 100
= 0.08

Step 2: Add tax to car price

$6000 + 480
= $6480

The total amount of the car is $6480



EXAMPLE 3 Buying a Used Vehicle

(a) Determine the total cost of the vehicle with 8% PST.

Step 1: Calculate the tax

$6000 x 8%
= $6000 x 0.08
= $480

8 / 100
= 0.08

Step 2: Add tax to car price

$6000 + 480
= $6480

The total amount of the car is $6480

(b) Using the value from (a) as a loan amount, use a TVM Solver to determine the 
monthly payment at 8% interest, compounded monthly, for three years.

N=
I%=
PV=
PMT=
FV=
P/Y=
C/Y=

Solving for 
this because 
payments are 
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regular 
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to be paid immediately

0 – 203.06
0
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EXAMPLE 3 Buying a Used Vehicle

(a) Determine the total cost of the vehicle with 8% PST.

Step 1: Calculate the tax

$6000 x 8%
= $6000 x 0.08
= $480

8 / 100
= 0.08

Step 2: Add tax to car price

$6000 + 480
= $6480

The total amount of the car is $6480

(b) Using the value from (a) as a loan amount, use a TVM Solver to determine the 
monthly payment at 8% interest, compounded monthly, for three years.

N=
I%=
PV=
PMT=
FV=
P/Y=
C/Y=

The monthly payment will 
be $203.06

# of years x # of payments

Monthly payments

Monthly compounding

ALPHA then ENTER

36
8
6480

Loans are Present value (need 
to be paid immediately

– 203.06
0
12
12



Homework:

Page 486 – 488 
#1 – 11


