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Buying a car is one of the biggest financial decisions most people make, 
outside of a home. Whether you need a reliable vehicle for commuting, family 
trips, or personal convenience, chances are you've considered a car loan to 
make your purchase more attainable. But before signing any agreements, it's 
essential to understand how car loans work, what to look for, and how to 
make the right financial decisions. 

This eBook is designed to guide you through everything you need to know 
about car loans. From understanding loan terms and interest rates to 
choosing the right broker and avoiding common pitfalls, we'll cover it all. 



Why do people 
get car loans? 
Not everyone has the cash on hand to buy a car outright, and that's 
where car loans come in. Here are some reasons why many buyers 
choose financing: 

• Affordability • Emergency situations 
A loan allows you to spread If your current car breaks 
out payments over time down unexpectedly, a loan 
instead of paying a large can help you get back on 
sum upfront. the road quickly 

• Better vehicle options • Credit building 
With financing, you may Making timely payments 
qualify for a newer or more on a car loan can help 
reliable car than if you were improve your credit score. 
paying cash. 

Why understanding the loan process matters 
A car loan isn't just about getting approved--it's about 
making a smart financial decision. Without the right 
knowledge, you could end up with unfavorable terms, 
or even paying more than necessary. 
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01 
Understanding 
Car Loans 
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What is a car loan? 
A car loan is a type of finance 
that allows you to purchase a 
vehicle by borrowing money from 
a lender and repaying it over 
time, usually with interest. 

Instead of paying the full price 
upfront, you make monthly 
payments until the loan is fully 
paid off. The lender holds a 
security interest in the vehicle 
that they register on the Personal 
Properties Security Register 
(PS). 

The lender will release that 
encumbrance after you complete 
the payments, after which you 
fully own the car. 

Types of car loans 
Not all car loans are the same. 
Depending on your financial 
situation and where you choose 
to finance your car, you have 
different options: 

Dealership finance 
Many car dealerships offer finance 
options through partnerships with 
banks or financial institutions. 

While convenient, dealerships 
typically offer limited lender 
products meaning they may not be 
the most suitable option. 

Bank loans 
Traditional banks can offer car 
loans with competitive rates, 
especially if you have a good credit 
history. However, the approval 
process may take longer compared 
to other lenders. 

Credit union loans 
Credit unions often provide lower 
interest rates and better terms for 
their members, potentially making 
them a great option if you qualify. 

Online lenders 
Digital lenders can offer quick 
approvals and flexible terms, but 
interest rates can vary widely 
depending on your credit score 



Loan glossary 

Understanding key financial terms will help you compare loan 
options and avoid surprises: 

Comparison rate 
The comparison rate reflects the total cost of credit arising from 
interest charges and other prescribed credit fees and charges in 
regard to the loan. 

Loan term 
The length of time you have to repay the loan. Shorter terms 
usually mean higher monthly payments but lower interest costs 
overall, while tonger terms are usually contrary 

Deposit 
The upfront amount you pay toward the car's price. A larger 
deposit reduces your loan amount and monthly payments 

Security 
The car itself often serves as security, meaning the lender can 
repossess it if you fail to make payments. 

Principal 
The original amount borrowed before interest is applied 

' 0 By understanding these basics, you'll be better equipped to compare 
loan options and choose the right finance for your needs 

In the next chapter. we'll dive into how to qualify for better car loan 
terms. 
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Preparing to Apply 
for a Car Loan 
Assess your credit score 
Your credit score plays a major role 
in determining your loan approval, 
interest rate, and overall loan terms. 
Lenders use it to assess how risky it 
is to lend you money. 

Why it matters 
A higher credit score (750+) can 
qualify you for lower Interest rates, 
which typically means lower monthly 
payments and less interest paid over 
the loan term. 

How to check your score 
You can check your credit score for 
free via Equifax, Illion or Experian 
Australia. 

Calculate your budget 
Before borrowing, it's crucial to 
determine how much you can afford 
on a new car. Here's how to break it 
down 

Consider monthly payments 
A good rule of thumb is that your 
car payment should not exceed 
15%of your monthly take-home 
income. 

Predict financial changes 
Traditional banks can offer car 
loans with competitive rates, 
especially if you have a good 
credit history. However, the 
approval process may take longer 
compared to other lenders. 

Factor in additional costs 
Credit unions often provide lower 
interest rates and better terms for 
their members, potentially making 
them a great option if you qualify 

Use a loan calculator 
Digital lenders can offer quick 
approvals and flexible terms, but 
interest rates can vary widely 
depending on your credit score. 
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How to improve your chances of approval 
Here are steps to strengthen your financial profile before applying.: 

Improve your credit score 
Pay bills on time to build a positive payment history. 
Reduce outstanding credit card balances to lower your credit utilisation ratio. 
Check your credit report for errors and dispute any inaccuracies. 

Ensure you have equity in your existing car 
Request a payout figure from your existing lender 
Research the value of your existing car using a resource such as Glasses 
Gulde or Redbook 

Lower your debt-to-income ratio (DTl) 
Pay off existing debts, such as credit cards or personal loans, to free up more 
of your income. Avoid taking on new debt before applying for a car loan. 

Increase your deposit 
Save for a larger deposit to reduce the amount you need to borrow. 
Consider selling an old vehicle or using a trade-in to lower your loan amount 

Show stable income 
f you're self-employed or have variable income, provide tax returns and 
bank statements as proof of consistent earnings. A steady job history (at 
least six months at the same employer) strengthens your application. 



% 
Factors that affect interest rates 
Several factors determine the interest rate you'll be offered 

Credit score 
The higher your credit score, the more likely you will be offered a lower 
interest rate Borrowers with excellent credit (above 750) typically 
receive the best rates, while those with lower scores may face higher 
rates or stricter loan terms. 

Loan term 
These are typically between1-7 years. Shorter loan terms mean higher 
monthly repayments, however less interest paid, while it's the opposite 
for longer loan terms. 

Type of loan 
New car loans generally have lower interest rates than used car loans. 

Secured vs. unsecured loans 
Most car loans are secured, meaning the car serves as collateral. 
Unsecured loans (without security) typically come with higher interest 
rates. 

Deposit & loan amount 
A larger deposit reduces the amount you need to borrow, which can help 
you secure a lower interest rate. Borrowing a higher amount or higher 
LVR (loan to value ratio) may result in a higher rate, depending on the 
lender's risk assessment. 



03 
How Car Loan 
Interest Rates Work 

Interest rates are one of the most important factors in determining the total 
cost of your car loan. A lower interest rate can save you thousands over the 
life of the loan. while a higher rate can make your monthly payments 
significantly more expensive. 

In this chapter, we'll break down how interest rates work, the factors that 
influence them, and how they impact your payments. 

FIXED VS. VARIABLE INTEREST RATES 

Fixed interest rates 

These rates remain the same 
throughout the loan term, meaning 

your monthly payments stay 
consistent. This Is the most common 

type of car loan and is ideal for 
those who prefer predictability. 

That being said, fixed rate loans 
often have penalties for additional 

or early repayments. 

Variable interest rates 

These rates fluctuate based on 
market conditions, meaning your 
monthly payment can increase or 
decrease over time, While variable 
rates sometimes start lower than 

fixed rates, they carry more risk and 
uncertainty. 

Unlike fixed rate, variable rate loans 
often allow for extra repayments 

without penalties 



04 
How a Broker Can Help 
You Find a Suitable Deal 
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There's a lot to consider when 
looking for a car loan. With so many 
lenders offering different rates, 
terms, and fees, it can take a bit of 
time to compare. 

This is where a broker can make a 
big difference. Instead of applying 
to multiple lenders on your own, a 
broker acts as a go-between, 
helping you find suitable finance 
options based on your unique 
situation. 

What does a broker do? 

A broker compares multiple lenders 
to find loan options that suit your 
financial profile. They assess your 
needs, compare various lenders, 
and negotiate on your behalf to 
secure a deal that works for your 
situation 

How a broker helps you: 

Access multiple lenders 
Brokers have relationships with 
banks, credit unions and online 
lenders, giving you a broad range of 
options. 

Save time and effort 
Instead of applying to multiple 
lenders yourself, a broker does the 
legwork, presenting you with 
suitable offers. 

Access better interest rates 
Brokers have a panel of lenders to 
compare and can have access to 
exclusive rates and deals that aren't 
available to the general public.. 

Understand your credit situation 
A broker can match you with 
lenders that fit your circumstances. 

Simplify paperwork 
Brokers help with the application 
process, reducing the hassle and 
ensuring you meet lender 
requirements 
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The Loan 
Application Process 
A well-prepared application can increase your chances of approval and helps 
you secure advantageous terms. In this chapter, we'll cover the documents 
you need, what lenders look for, and a step-by-step guide to completing your 
application. 

1. Documents required for a car loan application 

Before applying, gather the necessary paperwork to speed up the process. 
While requirements vary by lender, most will ask for the following 

Proof of income (e.g., pay slips, tax returns, or Centrelink statements if 
applicable). 
Proof of residence (e.g., utility bills or rental agreements). 
Proof of identification (e.g., driver license or passport). 
Car-related documents if you're purchasing a specific vehicle, such as a 
sales contract, invoice from the dealer, or a payout letter for an existing 
car loan if trading in 
Some lenders may require proof of comprehensive car insurance before 
disbursing the loan, especially when buying through dealerships. 
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2. What lenders look for in an applicant 

Lenders evaluate your financial profile to determine your 
creditworthiness and the terms of your loan. Here's what they assess: 

Credit history & score 
A higher score (typically 750+) qualifies for lower interest rates, 
while lower scores may lead to higher rates or stricter terms. 

Income stability 
Lenders want to ensure you have a steady income to make 
payments reliably. 

Debt-to-income ratio (DTI 
Your total monthly debt payments compared to your income 
A lower DTl (ideally below 40%) makes approval easier 

Loan-to-value ratio (LVR) 
The amount you're borrowing versus the car's value. A high LVR 
(borrowing close to or more than the car's value) can make approval 
harder. 

Deposit & trade-in value 
A higher deposit or trade-in value reduces the loan amount and risk 
for the lender 

Negative equity in your old car 
Having negative equity means you will need to borrow more than 
the vehicle is worth, which can increase the risk the lender is taking. 

• 

• $ 



3. Step-by-step guide to applying for a car loan 

EE 
pre-approval 
(optional, but recommended) 
A higher score (typically 750+) 
qualifies for lower interest rates, 
while lower scores may lead to 
higher rates or stricter terms. 

EE3E 
Complete the loan application 
You can apply online, at a bank, 
credit union or through a broker. 
The appli-cation will ask for your 
personal, financial and 
employment details. 

EE2E 
Submit required documents 
A higher score (typically 750+) 
qualifies for lower interest rates, 
while lower scores may lead to 
higher rates or stricter terms. 

EEa 
Credit check & loan review 
The lender will check your credit 
score and assess your application. 
This process typically takes a few 
hours to a few days, depending 
on the lender. 

EE3E 
Loan approval & offer review 
If approved, you'll receive loan 
terms, including interest rate, 
monthly payments. call out fees, 
charges and total loan amount 
Carefully review the terms 
before accepting. 

EE3 
finalise the loan 
& purchase the car 
Once you accept the loan terms, 
the lender will send the funds­ 
either directly to the dealership 
or, in private sales, to the seller. 
After this step, you can take 
ownership of your car. 
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Understanding 
Loan Terms 
Before signing a car loan agreement. it's crucial to understand the terms that 
will impact your monthly payments and overall loan cost. 

Loan duration, interest rates and repayment conditions can significantly 
affect how much you pay over time. In this chapter. we'll break down key 
loan terms so you can make an informed decision. 

1. Loan duration: short-term vs. long-term loans 

One of the biggest decisions when financing a car is choosing the length of 
your loan. The term you choose affects both your monthly payments and the 
total interest you'll pay 

Short-term loans (12-36 months) 
Higher monthly payments but lower overall cost due to less total interest 
paid. Helps you pay off the car faster and build equity sooner. Often comes 
with lower interest rates. 

Long-term loans (60+ months) 
Lower monthly payments but can be significantly more interest paid over 
time. Some lenders charge higher interest rates for longer loan terms. 

TIP: 
If you can afford slightly higher monthly payments. a shorter loan 
term could potentially save you thousands in interest 

' -o- 
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2. Monthly payments: principal vs. interest 

Your monthly payment consists of two main parts: 

Principal: The amount borrowed for the car. 
Interest: The cost of borrowing, determined by your 
interest rate 

At the start of your loan, a larger portion of your payment 
goes toward interest. Over time, as you pay down the principal, 
the interest portion decreases, and more of your payment 
goes toward reducing your balance. This is called amortisation. 

Gm 

$ 
❖ 
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Monthly payment breakdown excluding fees, rego, and stamp duty) 
For a loan of $25,000 with a5%p.a. fixed interest rate over 60 months: 

Monthly payment: approx. $471 
First few payments: A larger portion will go toward interest, and the 
remainder will reduce the principal. 

As time passes: 
The interest portion of your payment will decrease, and more of your 
payment will go toward the principal 

TIP: 
Check with your lender (or broker) to see if you can make extra 
payments toward your principal. Doing so can help you save on 
interest and pay off your loan faster. 

' -o- 
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3. Early repayment and prepayment penalties 

Many borrowers want to pay off their car loans early to reduce interest costs. 
However, some lenders charge prepayment penalties for paying off a loan 
ahead of schedule. 

Benefits of early repayment 
Reduces total interest paid. 
Frees up money for other financial goals. 
Increases financial flexibility 

Potential downsides 
Some lenders charge fees for early repayment. 
If you deplete savings to pay off your loan, you may have less cash for 
emergencies 

How to avoid penalties 
Check your loan agreement before signing to see if prepayment fees 
apply. 
Consider making extra payments toward the principal instead of paying 
the loan off all at once. 
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Managing Your Car Loan 
Sucessfully 
Securing a car loan is just the first step properly managing your loan 
ensures you stay on track financially and avoid unnecessary costs. 

In this chapter, we'll cover the importance of making payments on time 
and how to track your loan progress. 

1. Making payments on time 

Avoid late fees 
Missing a payment can result in late fees, which 
add to your overall loan cost. 

Protect your credit score 
Payment history makes up a significant portion 
of your credit score - one missed payment can 
cause a significant drop. 

Prevent repossession 
If you miss multiple payments, the lender may 
repossess your car, damaging your credit and 
leaving you without a vehicle 
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TIPS FOR STAYING ON TRACK 

·o · - .­ - 
Set up automatic payments 
Many lenders offer auto-pay options, ensuring you never miss a due date. 

Use payment reminders 
Set calendar alerts or use budgeting apps to track your payments. 

Pay a little extra when possible 
Even small additional payments toward the principal can reduce the total 
interest paid over time (remember to check with your lender or broker 
whether this is possible with your loan) 

2. Managing your loan: tracking your progress 

Keeping an eye on your loan details helps you stay in control of your 
finances. Here's what to track: 

18 
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Loan balance 
Know how much you still owe. This helps when 
considering refinancing or paying off the loan early. 

Payment history 
Keep records of payments in case of errors or disputes 
with the lender.. 

Amortisation schedule 
Understand how much of your payment goes toward 
principal vs. interest each month. 
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Final Thoughts on 
Getting a Car Loan 
Financing a car is a big financial decision, and understanding how car loans 
work can save you money and stress. 

By taking the time to research your options, budget wisely and select the 
right loan, you can ensure that your car purchase supports your financial 
goals rather than creating unnecessary debt. 

Key takeaways 

Know your loan options 
Compare interest rates, terms and fees to find the right deal. 

Understand loan terms 
The loan duration, Interest rate and monthly payment breakdown 
determine how much you'll pay over time. 

Prepare before applying 
Check your credit score, calculate your budget and save for a 
deposit to improve your chances of getting approved. 

Make smart financial choices 
Choose a loan that fits your budget comfortably. If possible, avoid 
long-term loans with excessive interest costs. 

Stay on top of payments 
Timely payments help build your credit. avoid fees and keep your 
loan in good standing. 
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Making a confident and informed decision 
A car loan can be a valuable financial tool when used wisely, The key is 
to make informed, careful decisions that align with your financial 
situation and long-term goals. Take your time, compare offers and never 
rush into a loan without fully understanding its terms. 

Your financial well-being matters - with a broker you can find a loan that 
works for you, not just one that gets you into a car quickly. 

Drive smart, work with your 
broker and enjoy the journey. 



Make the right call. 
Get a broker working 
for you. 

Shannon Ingram 
0402 283 480 
shannon@ingramfinancial.com.au 
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