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Vehicle loan outstanding 
stood at ~5.23 lakh crore 
on June 30, 2023, regis-

tering robust year-on-year 
growth of 22.9 per cent, accord-
ing to the Reserve Bank of 
India’s (RBI) August monthly 
bulletin. With the festive sea-
son set to begin soon, more 
buyers are likely to go in for 
vehicle loans.   

Check your credit score 
Before applying, check your 
credit score. “Applicants hav-
ing a credit score of 750 and 
above usually have higher 
chances of loan approval. Some 
lenders also offer lower interest 
rates to such borrowers,” says 
Saahil Arora, business head, 
unsecured loans, Paisabazaar. 

Fetch your credit reports 
from all the credit bureaus. “If 
any erroneous transactions or 
discrepancies appear in them, 
get them rectified as this will 
boost your score,” says Arora.  

How is loan eligibility 
determined?   
Most lenders have a down pay-
ment requirement. Says Arora: 
“Lenders typically finance up 
to 90 per cent of the vehicle’s 
on-road price. Some offer 100 
per cent financing on select 
models.” 

Costs like registration, 
taxes, and insurance are 
usually borne by the borrower. 
“Have some cash for a down 
payment. Even if 100 per cent 
financing is available, that 
might not be the best deal,” 
says Adhil Shetty, chief execu-
tive officer (CEO), BankBazaar. 

Lenders also factor in appli-
cants’ income. “Lenders typi-
cally offer an amount equal to 

25-48 times an applicant’s 
monthly income,” says Arora. 

Some lenders also cap the 
fixed obligation to income ratio 
(FOIR). FOIR is calculated by 
dividing the borrower’s fixed 
obligations (rent, existing and 
proposed loan EMI, etc.) by the 
monthly income.  

“They usually cap the FOIR 
at 65-75 per cent of monthly 
income,” says Arora. He sug-
gests that a borrower who is 
unable to get a car loan due to 
inadequate income should 

make a higher down payment 
or opt for a longer tenure to 
boost her eligibility. 

Those hitting the FOIR limit 
may also prepay another loan. 
Says Rishi Mehra, CEO, 
Wishfin: “This will reduce your 
monthly outgo and make you 
eligible for the car loan.” 

Raoul Kapoor, co-chief 
executive officer of Andromeda 
Sales and Distribution cautions 
that the sum total of all EMIs 
shouldn’t exceed 30-40 per 
cent of a person’s monthly 

take-home salary. 

Fixed or floating rate? 
The choice should depend on 
the expected direction of inter-
est rates. Says Shetty: “If they 
are expected to rise, prefer a 
fixed-rate loan; if they are 
expected to fall, go for a float-
ing-rate loan.” 

According to Kapoor,  
“A floating-rate loan would be 
a better option currently, con-
sidering the potential for rate 
cuts. But if you are comfortable 
with a stable rate, opt for a 
fixed-rate loan.” 

Consider the tenure as well. 
“If you opt for a long tenure of 
five-eight years, consider a 
floating-rate loan as interest 
rates might decrease within 
that period. For a shorter-dura-
tion loan of two-three years, a 
fixed-rate loan might be better. 
Even if rates begin to fall, you 
would have paid out most or 
perhaps your entire loan by the 
time rates hit rock bottom,” 
says Shetty. 

Another consideration is 
the prepayment charge. 
“Following RBI’s mandate, 
floating-rate loans don’t  
charge a prepayment fee 
whereas fixed-rate loans do. 
Some lenders might waive it for 
their fixed-rate loans also,” says 
Shetty. 

Long or short tenure? 
Decide this based on your 
repayment capacity. Take into 
consideration your contrib-
ution towards crucial financial 
goals, and unavoidable expens-
es like rent, utility bills, etc. 
Ensure you have adequate sur-
plus to meet these obligations 
after paying your EMIs. 
“Applicants who find their 
finances stretched should opt 
for a longer tenure,” says Arora. 

But you need to think about 
your total interest cost as well. 
Adds Shetty: “A shorter tenure 
will increase your EMI but 
result in a lower interest outgo 
over the entire tenure. A longer 
tenure will mean the opposite.” 

Mehra suggests limiting the 
tenure to four years provided 
you can pay the required EMI. 

Whom to borrow from? 
Nowadays car dealerships have 
tie-ups with multiple banks 
and financiers. Taking a loan 
from them is convenient. 
However, do some research to 
see if you can get a better deal 
elsewhere. “If you have a salary 
account or a home loan with a 
bank, it might offer you better 
terms,” says Shetty.  

Check out online loan plat-
forms as well. 

When evaluating lenders, 
do a comprehensive compari-
son of costs. “Compare lenders 
on interest rates, processing 
fees, and prepayment charges,” 
says Arora. 

Shetty suggests striking a 
balance between the EMI, ten-
ure, interest rate, and margin. 
“This means considering the 
loan amount you require, the 
down payment you can make, 
and the EMI you can afford,” 
he says. Kapoor adds that bor-
rowers should also consider the 
lender’s reputation, customer 
service, and ease of documen-
tation. Mehra emphasises 
choosing a lender with less 
restrictive prepayment terms. 

Pay heed to service quality 
Ensure the lender has a quality 
website or app that allows  
you to complete tasks like  
prepayment without visiting 
the branch. Once the loan is 
paid off, the bank’s hypothe-
cation on the vehicle needs to 
be removed. “Prefer a bank 
with a reputation for assisting 
customers in this vital task,” 
says Shetty.

Vijay Kumar Babulal Verma was an 
employee of the Oriental Bank of 
Commerce. He bought a life insurance pol-
icy from Reliance Life Insurance, which 
had a coverage of ~1 crore, 10 times the 
annualised premium, or 105 per cent of the 
premium paid by the date of death. Verma 
had to undergo a medical fitness exami-
nation before the policy was issued. 

Verma met with a road accident on 
October 27, 2015, while rid-
ing a two-wheeler. He sus-
tained severe head injuries 
and was found uncon-
scious on the road. He was 
initially taken to 
Government Hospital 
Karnal and later trans-
ferred to Medanta Hospital 
in Gurgaon, where he 
passed away on November 
9, 2015. 

Nirmala Devi, Verma’s 
mother and the nominee in 
the policy, filed a claim on 
December 15, 2015. The 
insurer investigated the 
claim as death had occurred within a  
short period following the policy’s issu-
ance. The claim was rejected on the ground 
that the insured had not disclosed a pre-
vious concussion resulting from a head 
injury incurred one year prior to obtaining 
the policy. 

Nirmala Devi filed a complaint with the 
National Commission, challenging the 
repudiation. She claimed that only 
Reliance had rejected the claim, while Life 
Insurance Corporation had settled similar 
claims without any issues. She requested 
that Reliance be directed to settle the 
claim, and also sought compensation as 
well as litigation costs. 

Reliance contested the complaint, argu-

ing that the insured had previously suf-
fered a concussion due to a head injury and 
had been prescribed medication and rest 
for 10 days. Reliance contended that with-
holding this information violated the prin-
ciple of uberrima fides, meaning utmost 
good faith. It further argued that a nominee 
in a policy was not entitled to file a con-
sumer complaint, as a nominee could not 
be considered a consumer. 

The National Commission observed 
that the accident had occurred within one 
month and seven days of the policy’s issu-
ance date. It also noted that the decision 
to issue the policy had been taken after a 
medical examination conducted by doc-
tors empanelled with the insurer. 

Regarding the suppression of informa-
tion, the Commission noted that the ques-
tion in the proposal form about previous 
hospitalisation for illness had been 
answered in the negative. The Commission 
concluded that this question pertained 
solely to hospitalisation for illness and was 

unrelated to hospitalisation 
due to injury. Moreover, 
neither the earlier medical 
records indicated that the 
insured had been advised 
against riding a two-
wheeler, nor was there any 
other evidence linking the 
previous injury to the pres-
ent accident. Consequently, 
the Commission concluded 
that there was no conceal-
ment of facts and deemed 
the claim payable. 

Addressing the technical 
objection regarding the 
maintainability of the com-

plaint filed by a nominee, the National 
Commission observed that the definition 
of a consumer includes a beneficiary. As 
the nominee is the rightful claimant and 
beneficiary under a policy, the 
Commission found no merit in the techni-
cal objection raised by the insurer. 

Accordingly, in its order dated August 
8, 2023, delivered by Subhash Chandra, the 
National Commission ordered Reliance 
Insurance to settle the claim according to 
the terms of coverage under the policy. It 
also awarded a 9 per cent interest of the 
date of the claim and ~50,000 towards liti-
gation expenses. 
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The National 
Commission 
observed that the 
nominee is the 
rightful claimant 
under a policy, 
hence there was no 
merit in the 
objection that she 
couldn’t file a 
complaint

Compare total cost — interest rate, processing fee, and prepayment 
charge — over entire loan tenure when selecting a lender

Strike a balance between EMI, 
tenure, and cost of a car loan

NEW CAR LOANS: DO HOLISTIC 
COMPARISON OF COSTS  
Lender                    Interest       Processing  

                               rate (%)       fee# 

>Union Bank of India        8.75 - 10.50        Up to ~1,000  
>Punjab National Bank    8.75 - 9.60         0.25% (~1,000-1,500)  
>Bank of Baroda                8.65 - 12.20        ~1,500-2,000  
>Canara Bank                     8.80 - 11.95        Up to 0.25% (~1,000-5,000),  
                                                              50% waiver on processing fee  
                                                              till August 31, 2023  
>Bank of India                    8.85 - 10.75        Up to 0.25% (~1,000-5,000)  
                                                                100% waiver of processing  
                                                                charges on new  vehicle loans  
                                                                till September  7, 2023  
>UCO Bank                           8.70 - 10.55        1% (Up to ~1,500)  
>State Bank of India*        8.65-9.70          Up to 0.25% (~750-7,500)  
>Bank of Maharashtra**  8.70 - 13.00        Up to 0.20% (~1,000-10,000)  
>ICICI Bank                          8.85 onwards   ~999-8,500  
>HDFC Bank                        8.75 onwards    0.50% (~3,500-8,000)  

**0.25% interest rate concession for existing 
housing loan borrowers and corporate 

salary account holders;  #Processing 
fee is a percentage of the loan 
amount with lower and upper 
limits in rupees; Rates and charges 
as on August 16, 2023                       
Source: Paisabazaar.com   

*Concession of up to 50% on processing fee for SBI green car (electric vehicle)


