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After picking out your dream vehicle, we’re sure you’ll want to 
drive it home as soon as possible. However, before you can do 
that, you’ll need to determine a method of payment.

While you could pay for the total cost of a car upfront, many  
find it easier to take out a loan. There are several things to 
consider when getting an auto loan, which we’ll cover below  
in The Ultimate Guide to Financing a Car.

Read through these helpful tips on what it takes to buy a car. 
Then, contact your local dealership to start the process!

THE ULTIMATE GUIDE TO 
FINANCING A CAR
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1. CREATE A BUDGET.
Before you can purchase a new or used vehicle, you’ll need to create a budget. You can 
do this by writing down your monthly income and expenses in two separate columns. 
Subtract the total amount of expenses from the income to see what you have left over.

Keep in mind, though, that you’ll need money for more than just the monthly car 
payments. You’ll also need to pay for:

 • Gas
 • Auto insurance
 • Maintenance and/or repairs

In addition, there are optimal budget guidelines that experts recommend following.  
This includes having a monthly car payment that’s no more than 15 percent of your  
gross pay or 20 percent of your take-home pay. 
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2.  UNDERSTAND YOUR  
CREDIT SCORE.

Once you have a budget in place, you’ll want to take a look at your credit history. This is so  
you can get a good idea on the type of auto loan available to you.

An entire credit history is summed up by a credit score. This 3-digit number ranges from 300  
to 850 and is calculated based on factors like:

 • Payment history
 • Length of credit history
 • Types of credit
 • Number of new credit accounts

Having a certain credit could affect what type of interest rate you get on a loan. However, it’s not 
the only thing that gets looked at. Your annual income, employment history, and other factors 
may also be considered when applying for a car loan.
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HOW TO IMPROVE YOUR CREDIT SCORE

What’s interesting about credit scores is that they aren’t set in stone. There are ways  
to improve the number, which could adjust the type of loan you get.

First, you want to make sure to pay all your bills on time. This includes things like:

 • Credit cards
 • Student loans
 • Rent
 • Utilities

If you’re behind on any payments, you’ll want to get them current as soon as you can.  
Plus, you want to keep balances on credit cards and other revolving credit as low as 
possible—30 percent or less. 

Furthermore, you don’t want to apply for too much credit. That could create a hard inquiry 
on your credit report, which would negatively impact your score. Similarly, you only want 
to apply for and open new credit accounts when needed. Otherwise, having too many 
accounts open could tempt you to overspend and accumulate debt. 
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3.  BECOME FLUENT IN THE 
LENDING LANGUAGE.

A car loan in general is a contract between you and a lender. It’s where they agree to provide 
you with cash to buy a vehicle and you agree to pay the money back over time.

The loan has a number of different components to it. So, before you apply for one,  
you’ll want to learn some of the essential terms:

 •  Interest: The cost of borrowing money from a lender. It’s expressed as an interest 
rate (i.e., annual percentage rate, or APR for short), which covers a lender’s cost.

 •  Loan term: The length of a loan, often in months. Car loans can run anywhere  
from 24 months to 84 months.

 •  Principal: The balance of an auto loan. As you make monthly payments, a portion 
will go toward interest, while the rest goes toward paying off the principal amount.

 •  Down payment: The amount of money you’ll put toward the total cost of the car 
when you initially buy it. It can be in the form of cash, a vehicle trade-in, or both.

 •  Monthly payment: This is the amount you pay every month that goes toward  
the loan’s principal and interest. The payment will be the same each month and 
due on a specific date.
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4.  CONSIDER THE TYPE OF LOAN 
YOU’LL GET.

Now that you know what the different parts of a loan are, you can start to think about  
which type to get.

You’ll want to keep the loan term length as short as you can afford. A longer term, like 72  
or 84 months, does come with lower monthly payments. However, it can also come with  
a higher interest rate. As a result, you’d end up paying more overall.

Plus, the longer you borrow money, the more likely the car will depreciate more rapidly. 
This could lead you to being upside-down on a loan—when the loan amount is higher than 
the value of the automobile. If you’re in this type of situation, it could have a greater impact 
when selling or trading in the car down the road.

Therefore, you’ll want to stick to an auto loan that lasts no more than 60 months. Just be 
sure that whatever length you get, the amount you’ll pay each month fits into your budget.
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5.  KNOW WHAT AUTOMOBILE 
YOU WANT.

You’re one step closer to getting your ideal automobile. But, first, you’ll need to decide 
which one that is!

Think about whether you want to buy new or used. Both have their benefits—you just want 
to make sure it aligns with your lifestyle and budget.

You’ll then want to consider what you’ll be using the vehicle for. If it’s primarily for trips to 
and from work, then a fuel-efficient sedan with all the latest gadgets could work. On the 
other hand, if you have children or are looking to start a family, an SUV with advanced safety 
options would be a great fit.

Additionally, you’ll want to think about what features you want inside your next new ride.  
For instance, if you live in an area that gets very cold in the winter and really hot in the 
summer, then you could benefit from having heated and ventilated seats.

Think about the features you need and the ones you want. Plus, you could always go the 
pre-owned route to get everything you want in a vehicle.
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6. APPLY FOR AN AUTO LOAN.
Once you’ve picked out your next new ride, it’s time to start the financing process!

This can actually be done from the comfort of your home. Most dealerships have a secure 
finance application right on their website. You can fill it out to get pre-approved, with your  
info getting sent to the dealership in no time.

After the staff members receive your information, they’ll reach out to start the buying 
process. You’ll be driving home in a dependable and feature-rich automobile in no time.

7. MAKE A DOWN PAYMENT.
As we mentioned before, a down payment would go toward the total cost of your vehicle. 
This could help lower the monthly payments, so you’ll want to put down a sizeable amount.
For a new car, it’s recommended to put down 20 percent of the total cost; for a used vehicle, 
it’s suggested to put down 10.

Again, you can use a trade-in as your down payment. If you’re not sure what your current ride 
is worth, you can get an estimated value on many dealerships’ websites.

Then, you’ll want to bring your automobile to the dealer to get an in-person evaluation. After 
a thorough assessment is completed, you’ll get a definitive value that can be put toward the 
new car, for your convenience.
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8. FINALIZE THE DEAL.
Finally, you’ll go into the dealership’s finance center to finalize everything. They’ll write up 
a payment plan that works for you. Then, they’ll reach out to local banks and lenders to get 
you a loan that you’re happy with.

After everything is all laid out, you’ll just need to sign on the dotted line. Then, you’ll receive 
the keys to your new ride and get to enjoy it for many years and miles.

FINANCE A NEW 
OR USED CAR TODAY
Now that you know what goes into financing a car, it’s time to get started. Crunch some 
numbers, decide on your next ride, and apply for that loan today!


