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DISCLAIMER:
This guide is provided for general informational purposes only and does not constitute financial, legal, or professional advice. Bilnor Staffing 

Solutions is not liable for decisions made based on this document. For personalised advice, consult a qualified financial professional.

Buying your first car is exciting — but understanding the finance behind it is essential to avoid long-term debt problems. 
This guide walks you through what to look out for, how vehicle finance works, and how to calculate the true cost of 
owning a car in South Africa.

1. Understand How Vehicle Finance Works

Vehicle finance is a loan offered by a bank or financial institution that allows you to buy a car and repay it 
monthly over an agreed term.

Key Terms You Should Know

Deposit: An upfront payment that reduces how much you need to finance. A higher deposit = lower monthly 
payments.
Interest Rate: The percentage the bank charges you for borrowing money. Can be fixed or linked to prime 
(variable).
Loan Term: Usually 12–72 months. Shorter terms cost more monthly but save interest.
Balloon Payment: A large amount payable at the end of the term. Lowers your monthly payments but increases 
total cost and risk.
Insurance Requirement: Full vehicle insurance is compulsory for financed cars.

2. What to Look Out For Before You Sign

✔ Interest Rate Comparison

Always get quotes from at least three banks or use dealership finance plus a bank like WesBank, MFC (Nedbank), ABSA, 
or Standard Bank.  Even a 1% difference can save you thousands.

✔ Avoid Balloon Payments if You Can

Monthly Instalments Appear Cheaper, But It’s an Illusion

You pay more interest overall

With a balloon structure, you do not pay off the full value of the car during your monthly instalments. Instead, a portion
—sometimes 20% to 40%—is pushed to the end.  Because this chunk remains unpaid, interest is charged on a higher 
outstanding balance for the entire loan term, making the vehicle far more expensive overall.  



Dealerships often use balloon payments to make a car “fit your budget.”
 For example:

Without balloon: R7,000/month 
With balloon: R5,200/month

The instalment looks attractive, but:

You’re paying off less on the car each month.
Your interest total is much higher.

This creates a false sense of affordability and can stretch your finances thin. So be careful when considering this option.

You still owe a big lump sum at the end

At the end of the finance term (usually 60–72 months), the balloon amount becomes due immediately.
This means you will face one of three options:

1.  Pay the lump sum in cash – most people cannot afford this.
2.  Trade in your car – but if the trade-in value is lower than the balloon amount, you still owe the shortfall.
3.  Refinance the balloon – taking an additional loan (with more interest), trapping you in long-term, expensive debt.

This financial pressure catches many first-time buyers off guard.  Many people can't afford the balloon and end up 
refinancing again.

You Risk Owing More Than the Car Is Worth

Cars depreciate quickly - especially in the first three years.
With a balloon payment, the outstanding amount on your finance often stays higher than the car’s market value for 
much longer. This means if you want to sell or trade in the car early:

1.  The dealer may offer less than what you still owe.
2.  You must pay the difference out of your own pocket.
3.  You may struggle to get a new vehicle unless you take the negative balance into your next finance deal (a dangerous 

debt spiral).

✔ Check the Total Cost, Not Just the Instalment

A low monthly amount often hides:

Long loan terms
High interest
Balloon structures

Always ask for a full repayment schedule.

✔ Insurance & Excess

Compare:

Monthly premiums
Excess amounts



Credit life (optional but sometimes added automatically—remove if not needed)

3. Calculate the True Cost of Ownership

Owning a car includes more than finance repayment. Include these in your monthly budget:

Monthly Costs

Vehicle instalment
Comprehensive insurance
Fuel
Maintenance (services, tyres, repairs)
License renewal (annual)
Tracker or telematics fees
Unexpected costs (10% buffer)

Example: A R200,000 car

Deposit: R20,000
Finance term: 60 months
Interest: 13%
Monthly instalment: approx. R4,200
Insurance: R800–R1,200
Fuel (average): R1,800
Savings for maintenance: R400

Total real monthly cost: ± R7,200

4. Steps to Set Up Your First Vehicle Finance

Step 1: Check Your Credit Score

Banks approve finance based on:

Payment history
Existing debt
Income stability

A better score = better interest.

Step 2: Set a Budget

Use the 20% rule:
Your instalment should not exceed 20% of your net income.

Step 3: Choose the Right Vehicle

Compare:

Price
Fuel efficiency
Service plan or warranty



Resale value
Maintenance costs

Step 4: Apply for Pre-Approval

This tells you how much you qualify for before you shop.

Step 5: Submit Documents

You will need:

ID
Payslips (last 3 months)
Bank statements (3–6 months)
Proof of residence

Step 6: Review the Finance Offer Carefully

Check:

Interest rate
Term
Fees (initiation fee, monthly admin fee)
Insurance requirements
Early settlement penalties

Step 7: Sign & Drive — Responsibly

Stick to your budget, maintain the vehicle by servicing it regularly, and never skip insurance.

5. Smart Tips for First-Time Buyers

Buy within your means — don’t stretch yourself for a luxury brand.
Avoid unnecessary extras (paint protection, tinted windows, etc.).
Choose fuel-efficient cars — it saves more in the long run than you think.
Consider certified pre-owned — lower cost, still reliable.
Never finance for 72+ months — too much interest.


