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The car-buying journey is fun and exciting, but there’s one important step drivers should take before they 
embark. What is it? Creating a budget! Whether you’re buying or leasing, it’s important to have a budget.  
It will give you a better idea of which vehicles can go on your short list and help you stay in line with  
your future goals.

The question is: How do you budget for a new car? What factors should you consider? Is it important  
to include potential expenses down the road? We’ll answer all those questions and more here in our 
eBook: How to Budget for a New Car. It will cover:

• Planning your budget
• Auto loan basics
• Benefits of leasing

When you’ve finished reading this eBook, you’ll know exactly what’s needed to lay out a budget for  
your new ride. You may even know what your budget is by the time you’re done!
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How to Plan Out Your New Car Budget
When you’re budgeting for a new car, there are two big pieces of the puzzle. First, you’ll need to make  
sure you have enough money to buy the vehicle you have your eye on. Next, you’ll need to look toward  
the future. You must make sure you’ll have the income to keep up with its ongoing costs.

The time you put into budgeting for a new car is sure to pay off in the long run. It will give you more peace 
of mind when your monthly payment is due or when an unexpected service repair crops up suddenly.
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The 20% Rule

The average driver spends about 20% of their income on transportation, so this is generally a good rule  
to stick to when creating your budget. You can either consider how much you take home every month  
or every year. That will make it easier to figure out what you can put toward each payment.

The major benefit of starting with a percentage is that it will give you room to add other expenses,  
such as gas, insurance, and maintenance, to your budget.

If you really want to save money, you could also change this to the 10% rule. When you only devote  
10% of your monthly income to a new car, you’ll have even more to spare for additional expenses.

Insurance and Registration Costs

With car ownership, there are two expenses you can always expect. That means, it’s easy to prepare  
for them and work them into your budget.

Before you spring for a new ride, call your insurance company. Let them know you plan on buying a new 
car and give them an idea of what it might be. They should be able to estimate your future insurance costs, 
so you can add them to your budget.

Registration fees vary by state. You’ll pay a flat rate in most states, while others base fees on the  
weight or the value of the vehicle. If your state requires an emissions inspection, you can also factor  
that into your plan.

Consider Your Other Debts

In most cases, drivers have other debts they’ll need to consider when laying out a new-car budget.  
If that sounds like you, there’s another percentage rule you should stick to: the 36% rule.

Whether you have a mortgage payment, credit card debt, student loans, or anything else, you can start by 
itemizing your monthly or yearly payments. Do they total 36% of your income? If not, then you should be 
able to add a car payment to that list.

In general, it’s a good idea to keep your total debts to about 36% of your total monthly income.  
This will help you decide how much you can put toward your next set of wheels.

Remember to Have Fun!

When you’re behind the wheel of your very own car, you’ll have the freedom to go wherever you want.  
You can visit exciting places and have a lot of fun—and sometimes, that fun costs money. That’s why  
it’s important to factor entertainment into your budget.

Are you thinking about taking a vacation, maybe even a road trip in your new ride? Now would be a great 
time to plan for it. You’ll have all your financial information right at your fingertips, so you can make sure it 
works with the budget you’re creating.

You can also consider entertainment for your home. Do you have your eye on a new flat-screen TV and  
a stereo system to go along with it? Working that into your budget will give you more confidence when  
it’s time to splurge.
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Auto Financing Basics
Once you have your budget laid out, it’s important to stick to it. When you start your search for a loan,  
you’ll be presented with terms you may not know, and having a better understanding of what they mean  
will make it even easier to stay in line with your plan.

Below, you can explore some of the language you’ll hear when financing a new car.

Car Loan

Unless you pay for the value of your new car in full, you’ll most likely need to finance it.  
For that, you’ll need a car loan, which is a contract between you and a bank or lending agency.

The lender agrees to provide you with the money to buy the car, and you agree to repay it to them over 
time. Car loans usually come with interest. The interest rate will be specified on your loan papers,  
so you can make sure it fits into your budget.

Interest

Interest is the cost of borrowing money. It’s expressed as an interest rate that may also appear as  
APR (Annual Percentage Rate). Interest covers the costs, risks, and profits to the lender.

The amount of interest you pay is determined by a few factors. Your credit history is one of them.  
The length of the loan and even the type of vehicle you’re buying can also play roles in determining  
your APR. You may also notice that different lenders offer different rates for the same vehicle.
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Principal

The principal is the balance of your car loan. It’s the total amount of the loan when you first get financing.

When you make a monthly payment, it will cover a portion of the principal and a portion of the interest. 
You’ll continue to make monthly payments until both the principal and the interest have been paid in full.

Down Payment

You’ve probably heard of a down payment before. It’s the amount of money you initially put toward  
your new car when buying it. You most likely had already planned to make a down payment when  
you created your budget, so it will be easy to decide how you’re going to cover it. You can use cash,  
an auto trade, or both!

It’s important to note: A higher down payment may provide you with a lower monthly payment.

Car Loan Term

The loan term is the total length of your car loan. It’s usually expressed in months and typically  
lasts between 36 and 72 months, but longer and shorter loans are available.

Interest is added to the loan every year, so usually you’ll want to go for a shorter term if possible.  
That will help keep the interest lower in the long run.

Credit Score

Your credit score plays a big role in determining the financial offers you’ll qualify for, so it’s important  
to know what it is when laying out your budget for a new car.

Credit scores come as a 3-digit number that usually ranges from 300 to 850. It’s determined by a few 
factors. Consistent, on-time payments are one of the most impactful. They’ll lead to a higher score.  
The number of credit accounts you have open also affects your score. Remember: A few stable,  
long-term open accounts are a good thing.

When financing a new car, your credit score determines your creditworthiness. Lenders will be more willing 
to lend money when you have a higher credit score because you’re more likely to pay back the value of the 
loan. A high score may also make it easier to secure lower interest rates and shorter loan terms.
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Should You Lease a New Car?
Leasing is a great financial decision for many drivers who want to get behind the wheel of a new car. 
Leases come with steady monthly payments that are easy to work into your budget and you’ll know  
just how long they’ll last.

If you decide to lease, you’ll find this route also comes with a few unique benefits.  
Let’s learn more about them!

How Does Leasing Work?

When you lease a new car, you’re going to make monthly payments to use the vehicle.

The typical lease period lasts for about three years, although there are options available for one or two 
years. Once the lease term ends, you’ll return the car to the dealership. Then, you can either choose  
a new ride or buy the vehicle if you’ve come to enjoy driving it.

Leases are usually based on how many miles you drive in a year. The average American covers about 
12,000 miles in a year, but dealerships will work with you to find the number that suits your needs.

You’ll also have to agree to keep up with the regularly scheduled maintenance, so it’s important to work 
those costs into your budget. On the plus side, it’s sure to keep your new ride performing at its best for  
the entirety of the lease.
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Benefits of Leasing

One of the biggest benefits to leasing a new car is only having to pay for the value of the vehicle while 
you’re using it. That means, you may get to enjoy lower monthly payments.

Whether you’re looking for that new engine or the safety feature everyone’s talking about, leasing will make 
it easier to keep up with the latest automotive technology. Once your lease period ends and you return the 
car, you’ll get to upgrade to the latest model year.

You’ll also have the support of a manufacturer’s warranty. It may help cover some of your service costs,  
so you’ll have even more peace of mind behind the wheel of your new ride!

Start Budgeting for a New Car Today!
Now that you know how easy it is to set up a budget for a new car, you have everything needed to make 
smart financial decisions on your next car-buying journey.

When you’re ready to start shopping, the team at our dealership is ready to help you find a new car that 
works with your budget and fits into your lifestyle.

Contact your local Honda dealership today!
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