Tips for Buying and Financing Your Next Car                1st Lt Kevin Lear, Consolidated Legal Assistance Office

For many young Marines and Sailors, an automobile will be their first major purchase. Unfortunately many will pay far too much for the vehicle and too much to finance it. There are many means by which car dealers may attempt to rip off consumers: selling used junk cars “as is,” selling cars with salvaged titles or that have been damaged in a flood, and failing to keep promises to make repairs, to name a few. This article does not address those issues; but it does address issues central to every car purchase, providing common sense steps to take to ensure that you are not overcharged in making that first, big-ticket purchase.

STEP 1- Clean up your Credit.

Very few people can walk into a dealership and pay for the car on the spot. Most people will need to borrow money. You should review and clean up your credit in order to pay less for that loan. 

You can obtain a free credit report on line every year and you should do so. You can do this on line at www.annualcreditreport.com
If you find that you have adverse information in your credit report, clean it up before applying for a loan. There are steps you can take under the Fair Credit Reporting Act (15 USC 1681) to dispute and remove inaccurate information from your credit report. If the adverse information in your credit report is accurate, then you can lessen its effect by paying off those delinquent bills. 

  If you can’t afford to pay off your delinquent bills, you should probably forego buying that new car. Wait until you crawl out from that financial hole before incurring new debt. 

  Not only should you obtain a copy of your credit history, you should also obtain a copy of your credit score, also known as your FICO (Fair, Isaac, and Company) score. Lenders use this score to determine how risky it is to lend you money and consequently, whether to give you a loan and, if so, at what interest rate. Although your FICO score may not be listed in your credit report, you can nonetheless obtain it on line, for a fee, at www.myfico.com.

  Lack of ANY credit history increases the difficulty of obtaining a loan with a good interest rate. You can begin to build a good credit history by obtaining a secured credit card with a low limit from a reputable financial institution. KEEP IT PAID OFF and in a couple of months you will have a better credit score.  

Step 2 - Get your financing in order

You can also save money by shopping around for a loan, just as you shop around for the car. The dealership is not the only place where you can get new car financing.  Banks, credit unions, and other financial institutions also lend money for such purchases. And they are likely to give you better terms than the car dealer.

Don’t get lazy!  Shop around; go to several different lenders to get the best rate.  Let each one know what other offers you have and force them to match or beat it.  Make them compete for your business. 

Consult your bank or credit union. Consider other options. Capital One Auto Finance advertises rates as low as 5.59% and will provide loans to consumers with FICO credit scores as low as 540 (depending on other factors). Some other options are E loan and Auto Credit Finders, who specialize in finding credit for people with low credit scores, or no credit history. 

Step 3 - Determining a fair price

Prior to negotiations, you need to determine a fair, reasonable price for the vehicle. Find out the invoice price; that is, what the dealer paid for the car. Fighting Chance sells a package (for $35) that includes the invoice pricing data as well as other valuable information. Edmunds also has invoice pricing available for free but it may not be as accurate as fighting chance. (People who have used both sites have reported that Edmunds may be as much as $500 off when compared to Fighting Chance, but it is free.)  In the case of a used car or truck, consult the Kelley Blue Book and the National Auto Dealers Association (NADA) pricing guides to help you determine what the car is worth.

Step 4 - Negotiate your car purchase

Now that you've determined the invoice price (new cars) or the Kelley Blue Book value (used cars), and obtained pre- approval for your financing, it's time for the negotiations to begin. Don’t begin the negotiation by what is printed on the dealer’s sticker.  Start from the invoice price.  You should never pay more than 3% over this amount. The key to getting an accurate picture of the dealer's offer is to request that they give you the out-the-door cash price excluding rebates, incentives or trade-ins. The price should include all dealer added fees. At the beginning, don't let them use your trade-in or financing as part of the negotiation.

Now is the time to negotiate your trade-in value (unless you decided to sell it on your own). If the dealer doesn't offer you something close to the Kelley Blue Book price threaten to walk. Once you have agreed upon a fair trade-in value or you have decided to sell your old car yourself, you are ready to negotiate your financing.

NEVER NEGOTIATE BASED ON MONTHLY PAYMENT. Only negotiate based on the interest rate of the loan. There are many "games" the dealer can play with loan term and down payment amount. For example they may decrease the monthly payment by making the term of the loan longer. Doing so is likely to increase the total amount you pay for the vehicle. They could also ask that you put more money down. Tell the dealer what rate other financial institutions have offered and ask if they can beat it. There is a good chance that the dealer will say, "we can't beat the rate but if you finance with us you can get a $1,500 rebate." Be very careful here. Sometimes it is better to take the lower rate instead of the higher rate with the rebate. You need to look at the final cost of the vehicle over the term of the loan to decide. Regulation Z (12 CFR Part 226), promulgated pursuant to the Federal Truth in Lending Act (15 USC 1601) requires the lender to tell you the interest rate and the total price of the loan over its lifetime. 

SHOP AROUND. Don’t take the first offer. Go to another dealer. Be wary of any dealer that tells you that you must buy today or that great deal will be gone. What he’s really telling you is that if you walk out the door and think about his offer, or consult others about it, you will come to your senses and realize you shouldn’t take it. Ask the next dealer to beat the offer you were just given. You can repeat this as many times as you like until you feel you have gotten the best offer.

BEWARE OF DEALER ADD-ON'S AND FEES. Check over all the paperwork and make sure the vehicle price, loan terms, and trade in values listed that you were verbally offered are actually written into the paperwork. Also, make sure that you don't get tricked into taking extras like "environmental prep," "rust proofing," or "VIN Etching." 

Finally, consider taking a more experienced buyer with you to the dealer, such an NCO or SNCO. 

Some web sites of interest:                                                               

Credit Reports and Scores

www.annualcreditreport.com                     www.myfico.com                                    www.bankrate.com
Lenders:                                             www.eloan.com                                                        www.autocreditfinders.com                               www.capitaloneautofinance.com
Vehicle Pricing Guidance                    www.fightingchance.com                            www.edmonds.com                                      www.nada.com
Kelley Blue Book Value                                 www.kbb.com
Car buying tips, consumer protection              www.Carbuyingtips.com              http://www.ftc.gov/ftc/consumer.htm http://www.ncdoj.com/consumerprotection/cp_about.jsp
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