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Finance&Leasing Association
Representing Businessand ConsumerFinance

What’s included in this resource:

Introduction

Find out how to use this material

FinanceProduct Knowledge
Learn about the different types of finance products that 

are offered to potential car buyers.

Regulatory Knowledge
Learn about the regulation and rules which surround 

the sale of car finance products.

1



Contents Glossary

Contents

Introduction

3 How to use this material

5 Why should I review this material?

6 The benefits of SAF Expert

7 SAF training material overview

8 How to use this course

9 Introduction to Automotive Finance

Regulatory Knowledge

87 Consumer credit regulation

94 The Financial Conduct Authority (FCA)

107 FCA permission and authorisation

120 Financial promotions and communications 

with customers

204 The FLA Lending Code and 

dispute resolution

FinanceProduct knowledge

12 Finance Structures

23 Hire Purchase

29 Personal Contract Purchase

35 Personal Loans

41 Contract Hire

49 Conditional Sale 126 Pre-contractual requirements including

55 Credit Sale adequate explanations

61 Lease Purchase 134 Post-contract information and rights

67 Finance Lease 147 Responsible Lending

74 Secured Loans 152 Vulnerable customers and mental capacity

80 Interest rates 163 Financial incentives

172 Unfair relationships and the Unfair 

Trading Regulations

179 Distance Selling

187 Asset registration

190 The General Data ProtectionRegulation

197 Anti-money laundering

Findoutmore

SAF Expert Competence 

Test

Useful Links 

Glossary

Contents

2



Contents Glossary

Howtousethismaterial

TheFinance&LeasingAssociation (FLA)is thetrade

associationfortheUKmotorfinanceindustry.

Our motor finance members include banks, subsidiaries of banks, the captive finance

companies of motor manufacturers and independent lenders. FLA members fund the

purchase or use of around 90% of all private new car registrations in the UK.

Specialist Automotive Finance (SAF) has been introduced by the FLA to raise 

professional standards and improve the knowledge of motor dealership staff involved 

in the sale of motor finance

SAF Expert helps to boost consumer confidencein motor finance by providingbetter 

information and advice in showrooms where relevant on which finance product is right 

for them.

Introduction Howto use thismaterial
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Howtousethismaterial(continued)

TheSAFlogoisakite-marktohelp carbuyersseekoutreliable 

informationandadviceonmotorfinance.

SAF recognises dealers and their employees who have voluntarily raised their 

standard of knowledge on motor finance for the benefit of customers.

This SAFExpert trainingmaterial aimstohelpdealershipandfinancestaffto:

• improve their knowledge and expertise on motor finance and relevant 

surrounding regulation;

• pass the SAF Expert competence test; and

• maintain their knowledge on motor finance by revisiting the material.

Introduction Howtouse this material (continued)
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Introduction Why should I review this material?

WhyshouldIreviewthismaterial?

Individualswhosuccessfully pass theSAFExpert competence test areawarded withacertificate.

For dealership staff, the SAF Expert certificate is a real advantage. It is clear recognitionof your professionalism and expertise and gives 

customers confidencein the quality of your advice on motor finance options. This will hopefully mean that customers continue to come 

back to your showroom to buy the vehicles you sell.

This SAF Expert training material provides you with the core knowledge that will enable you to improve customers knowledge of the pros 

and cons of motor finance and increase their confidence in the specialist advice they will receive. For example, you will be able to

provide valuable information in the customer scenarios illustrated here.

WhatprotectiondoIget if Itake 

financefrom thedealership?

WhatarePCPandHP,andhow 

aretheydifferent?

Whichfinanceproduct 

willbe bestfor me?
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BenefitsofSAFExpert
SAFExpert istherecommended standardoflearningfor customer facingstaffinvolvedin thesaleof motorfinance

Over 46,000 industry staff working at over 2,000 firms across the motor retail, finance and broker sectors take the annual SAF Expert 

competence test.

YourSAFExpert certificatewill

• Improve customer confidence in any information and 

advice received on finance in dealerships.

• Enable you to provide the right information to customers 

so they can evaluate which is the best finance product

for their needs.

• Help improve customer retention – satisfiedcustomers 

guided to the right product will return to your showroom

again and again.

YourSAFExpert certificatewillalso

• Provide you with a certificate recognised throughout the 

automotive retail and finance industries.

• Promote your professionalism to customers when displaying

your certificate.

• Help you to maintain certification and your motor finance 

knowledge by prompting you to retake the test every 12

months.

SAFApproved status

• Once all the eligible members of staff within your

business have passed the SAF Expert test, your business 

can apply to the FLA to become ‘SAF Approved’.

• SAF Approved status provides recognition that your 

business has voluntarily improved its professional 

standards linked to the sale of motor finance for the

benefit of customers. The FLA will promote your 

business as SAF Approved.

Introduction Howto use thismaterial
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Introduction SAF training material overview

SAFtraining materialoverview
This trainingmaterial isdivided intotwo main sections, plususefullinksandaglossary.

• Finance Products (core and peripheral products). • Regulatory Knowledge. • Glossary.

The main learning sections are formed of smaller, more manageable topics to make the material easier to digest.

This is useful if you are unable to review the entire training material in one sitting.

FinanceProduct 

Knowledge

• Finance Structures

• Hire Purchase

• Personal Contract Purchase

• Personal Loan

• Contract Hire

• Conditional Sale

• Credit Sale

• Lease Purchase

• Finance Lease

• Secured Loans

• Interest Rates – Fixed and Variable

UsefulLinks

This module provides links to other 

sources of helpful information related 

to motor finance and this material.

RegulatoryKnowledge

• Changes to consumer credit regulation

• The Financial Conduct Authority (FCA) and 

principle-based regulation

• FCA interimpermission and authorisation

• Financial promotions and communications 

with customers

• Pre-contractual requirements including 

adequate explanations

• Post-Contract informationand rights

• Responsible Lending

• Vulnerable customers and mental capacity

• Financial incentives

• Unfair relationships and the Unfair 

Trading Regulations

• Distance selling

• Asset registration

• Data protection

• Anti-money laundering

• The FLA Lending Code and dispute resolution

Glossary

This contains simple, plain English 

definitions of terms and phrases that 

are commonly used in the motor 

finance market.

There may be terms in the main 

modules that are new to you – the 

definition will be in the Glossary.
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Howtousethismaterial

Thismaterialhasbeendesigned toreflectthequestionsasked 

in theSAFExpertcompetencetest.

You will need to cover all sections to ensure you are fully prepared to take the test.

If you are using this material for the first time we recommend that you proceed through 

it in the order set out.

Introduction Howto use thiscourse
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Theautomotivefinancemarket

Over the past 50 years the automotive industry has opened up vehicle ownership to

themajority of the population to the extent that, by Q1 2022, there were 40.3m vehicles

licensed for use on the roads in Great Britain. Of these 82% were cars; with 35% of

households in England having two cars or vans registered to the same address. 57.2%

of all new car registrations were made by companies.

Uptake of vehicle ownership can also be linked directly with the availability of finance.

For example, in 2022 Finance & Leasing Association (FLA) members provided £51bn in 

new finance to help individuals and businesses acquire cars. Additionally, over 83% of 

all private new car registrations in the UK were financed by FLAmembers.

There are many economic factors that affect the availability and cost of vehicle finance 

including:

• Interest rates – the cost of finance - see module 11.

• Inflation– increases in the prices of goods and services.

• Growth inwagesandjobsecurity – the affordability of finance and risk of the

customer not repaying.

• Economic growth andstability– determined by all the factors above. A

stable and growing economy results in consumers and businesses having the 

confidence to spend.

Introduction to Automotive Finance

Howautomotivefinanceisoffered

Automotive finance is primarily sold as part of the vehicle sale, typically through a

dealership. A customer will discuss the vehicle with a sales executive, and their budget 

and financial requirements will form part of the conversation. Customers may also gain 

access to finance directly fromfinance companies and brokers.

The majority of automotive finance providers fall into these categories:

• manufacturerswhich lend through their own captive finance company;

• independentfinancecompanies some of which may be wholly owned 

subsidiaries of major banks; and

• contract hireandleasingcompanies that specialise in the provision of leasing 

agreements for a range of customers and vehicles.

Finance offers are commonly used as a part of manufacturers’ marketing strategies. 

Attractive terms such as low deposits, low interest rates, free servicing and deposit 

contributions are designed to attract customers to visit dealerships, with a view to 

turning that initial interest into a purchase.

Customers can also approach banks and other high street/direct lenders 

independently of the purchase to obtain finance. This leads to funds being paid to 

customer’s bank accounts which are used for the purchase of vehicles and other 

goods.
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Benefits ofautomotivefinancetocustomers

These are the key benefits of automotive finance to customers:

• The means to acquire avehicle and in many cases a higher value vehicle than 

would otherwise be affordable.

• The means to acquire insurance, warranty and protection products and other 

services such as maintenance and servicing products.

• Low initial payment/deposit and affordable regular payments, to suit individual 

cashflow requirements.

• Fixed interest rates – to aid predictable budgeting.

• Additional benefits through financial campaigns, such as low interest rates and 

other incentives.

• Additional regulatory protection for regulatedcustomers provided by legislation 

and Financial Conduct Authority (FCA) rules.

• Some finance products remove the risks associated with depreciation.

Inflation

Motor vehicles are an expensive purchase and many prospective owners are unable or 

unwilling to save enough to cover their cost.

Borrowing can ‘hedge’ or protect against rising prices, known as inflation.

Inflation has the effect of reducing the buying power of money over time, so savers 

lose out during periods of high inflation because the value of their savings reduces (i.e. 

they can buy less with their savings because goods and services have become more 

expensive) .

Introduction to Automotive Finance

Conversely, borrowers benefit from high inflation because the value of the debt they 

need to repay reduces when accounting for inflation (known as in ‘real terms’). This is 

because when inflation increases average wagestend to increase also. High levels

of borrowing give consumers and businesses the funds to spend. This in turn leads to 

higher levels of inflation.

Attractive featuresofautomotivefinance

Using the facilities of an automotive finance provider can enable customers to achieve 

their wants and needs sooner rather than later.

Manufacturers know that lower monthly payments or low interest rates will attract 

customers by reducing the perceived cost of ownership.

The attractive features that manufacturers promote include:

• low interest rates, interest-free in some cases;

• deposit contributions;

• Flexibility - longer terms, or the deferral of part of the vehicle’s cost to the 

agreement’s end - so long as the customer understands how these changes affect 

them.

Payingfor avehicleoutright(incash) vsusingautomotivefinance

It is often less costly to use savings to fund a purchase than to borrow money. Interest 

rates on a personal deposit account are usually lower than rates charged for credit. 

The customer may pay more interest on the credit they receive compared to the 

interest they would gain fromtheir savings. But vehicles are worth less over time (they 

depreciate) and some finance products protect against lower than expected vehicle 

values at the end of the term.
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Automotivefinance– purchaseplans

A purchase (or ownership) plan is a credit or loan product that allows the customer to

take title (ownership) to the vehicle. The key purchase plan products are summarised

below:

• HirePurchase and ConditionalSaleagreements - the purchaser borrows the 

required amount from a finance company and agrees to make regular payments 

over a set term. The lender retains legal ownership of the vehicle until the full 

amount is repaid (‘secured’). The borrower hires the vehicle fromthe lender until 

the loan and all charges are repaid (along with an ‘option to purchase fee’ if using 

hire purchase).

• PersonalContract Purchase (PCP)– a form of Hire Purchase (or Conditional 

Sale) where some of the capital cost of the vehicle isdeferred to the end of 

the agreement in the form of a large, final balloon payment. At the end of the 

agreement the customer has the option to:

• pay the balloon payment and keep the vehicle;

• hand back the vehicle without incurring further costs; or

• trade in the vehicle for a replacement.

• LeasePurchase – is a similar product to Hire Purchase or Conditional Sale, except 

that payments are structured like a lease agreement - where the customer makes

a number of payments in advance rather than a deposit.

• PersonalLoans– loans provided to consumers that are typically offered by banks, 

building societies and lendersdirectly. The borrower makes regular monthly 

payments and once the loan is repaid has no further obligations to the lender. The 

customer owns the vehicle (which means they have legal title) as soon as they buy 

it, and the lender has no rights over it (‘unsecured’).

Introduction to Automotive Finance

Automotivefinance– leaseplans

Lease plans enable customers to hire or use vehicles without giving the opportunity to 

take ownership. The key leasing products are summarised below:

Contract Hire(operatinglease)and PersonalContract Hire (PCH)– funds the use of

a vehicle for a set period of time, instead of the overall ownership (orcost of ownership) 

of the vehicle. Since there is no intention for the customer (lessee) to own the vehicle, 

this removes the risk of depreciation costs. At the end of the agreement the customer 

hands back the vehicle to the leasing company (lessor).

FinanceLease– funds the use of a vehicle for business customers. Agreements can 

be structured to include aballoon payment at the end of the agreement to enable 

lower monthly payments over the term. The customer is usually responsible for selling 

the vehicle asan agent of the finance provider or leasing company at the end of the 

agreement.

More detail on both purchase and lease plan products are provided in the modules that 

follow.
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1.FinanceStructures

This topicdealswith FinanceStructures andProfiles.

Tri-partite Transactions

TerminalPause

Balloon PaymentSchedule

Summary

Balloon Payments

SpreadRental

AdvanceRentals/Payments

Finance Product Knowledge 1.Finance Structures
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Tri-partiteTransactions

This is a term used to describe afinance agreement 

where there are three parties involved in the process 

of its provision.

Creditor(Lender)

1. The finance company sells or hires the vehicle to the

customer for an agreedperiodof time and when all

the payments have been made in accordance with the

finance agreement,

2. The customer will either gain ownership of the

vehicle on a purchase plan or complete the contract

on a lease and hand the vehicle back.

Supplier(Dealer)

The dealer sends the completed finance proposal to the

finance company. If the customer is accepted for finance, the

dealer (after providing any explanation it is required to provide) 

asks the customer to review and sign the finance contract 

(including the terms and conditions) and invoices the finance 

company for the cost of the vehicle. The finance company

then pays the dealer. It is the finance company which buys and

owns the vehicle and the customer who uses it.

Debtor (Customer)

The customer chooses a vehicle from a dealer and completes 

the necessary documents to apply for finance to purchase/ 

lease the vehicle. Documents to be completed include the

vehicle order form and the finance proposal.

Finance Product Knowledge 1.Finance Structures
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Q.

Whatareexamplesof 

tri-partite transactions?

A.

HirePurchase,Conditional Sale,ContractHire 

(Operating Lease),Lease Purchaseand 

FinanceLease areall tri-partitetransactions.

Finance Product Knowledge 1.Finance Structures
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Balloon Payment

A b̀alloonpayment̀ isalargepayment that isnormallymade attheendofafinanceagreement.

It is also referred to as a lump sum and is a portion of the capital cost/value of the vehicle that the customer is not paying for within the 

regular payments that they make to the finance company.

A balloon payment benefits the customer because, by deferring payment of a lump sum to the end of the agreement, the customer can 

enjoy lower monthly payments or a shorter term.

Deposit Fees

Financerepaymentcycle:

RegularPayments BalloonPayment

Contractual 

Requirements

A balloon payment can be optional or 

mandatory depending on the terms of

the finance agreement. The amount of the 

balloon is usually calculatedbased on the 

estimated value of the vehicle on disposal 

(when the finance agreementends).

Balloon Implications

The balloon also attracts interest fromthe 

lender and because the amount is not being 

repaid by the customer until the very end

of the finance agreement, the lender may 

charge a higher overall rate of interest to 

compensate for the higher risk it is exposed 

to in providing this facility.

Balloon Calculation

It is important for finance companies to be 

conservative when determining the actual 

value/amountof the balloon payment. If the 

value-of the vehicle is overestimated then the 

balloon that is due to be paid will be higher 

than the actual market value of the vehicle 

and the customer may be left in negative 

equity (see Glossary).

GuaranteedMinimum 

Future Value

A Guaranteed Minimum Future Value (GMFV)

– see Personal Contract Purchase module

– is a balloon payment that is guaranteed by 

a third party – normally a finance company 

or vehicle manufacturer. This means that the 

balloon amount is fixed.

Finance Product Knowledge 1.Finance Structures

15



Contents Glossary

Balloon Payment Schedule

Here isanexampleofafinance 

agreementwhichisstructuredto include 

aballoon payment.

Under a Personal Contract Purchase (PCP) agreement 

an optional balloonpayment is referred to as the 

vehicle’s Guaranteed Minimum Future Value (GMFV).

VehicleCost: £12,500

Less: Deposit: £2500

= Balance: £10,000

Less: Balloonor GMFV: £4,000

= £6,000

+ (Interest on £10,000) £1,884

=
Balance for

monthly payments
£7,884

Dividedby Term (36 Months/3 Years) Monthly payments £219

Administration Fee
£100 included with 

1st payment

Option to Purchase Fee £100 included with balloon/GMFV

1 Deposit £2500

2 1st payment (£219+ £100) £319

3 35 payments £219

4 Balloon/GMFV + £100 £4,100

5 Total amount to be paid including interest £14,584

Finance Product Knowledge 1.Finance Structures

Payment Schedule

Here is the payment schedule for the PCP with a balloon payment (known as the GMFV).
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AdvanceRentals/Payments

Advance Rentals/Payments istheterm usedwhen payments aremade by thecustomer to thefinancecompany

ìnadvancè ofafixedperiodin time.

Standard('Arrears') Payment Profile

Depositpaid in January followedby12monthlypayments starting

inFebruaryandendingJanuary nextyear.

The standard payment profile of finance agreements is ìn arrears ,̀ 

where a customer pays for the use of the vehicle retrospectively.

Finance Product Knowledge 1.Finance Structures

January Deposit

February Monthly Payment

March Monthly Payment

April Monthly Payment

May Monthly Payment

June Monthly Payment

July Monthly Payment

August Monthly Payment

September Monthly Payment

October Monthly Payment

Novemnber Monthly Payment

December Monthly Payment

January Monthly Payment

17



Contents Glossary

AdvanceRentals/Payments

Advance Rentals/Payments istheterm usedwhen payments aremade by thecustomer to thefinancecompany

ìnadvancè ofafixedperiodin time.

AdvancePayment Profile

Depositandfirstpayment inJanuary followedby 11morepayments

startinginFebruaryandending inDecember.

Here, payments are received in January for the use of the vehicle 

in February.

Finance Product Knowledge 1.Finance Structures

January Deposit &1stPayment

February Monthly Payment

March Monthly Payment

April Monthly Payment

May Monthly Payment

June Monthly Payment

July Monthly Payment

August Monthly Payment

September Monthly Payment

October Monthly Payment

November Monthly Payment

December Monthly Payment
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AdvanceRentals/Payments

Advance Rentals/Payments istheterm usedwhen payments aremade by thecustomer to thefinancecompany

ìnadvancè ofafixedperiodin time.

AComparison

The main difference is that under an advance rental/payment profile one or

more of the monthly payments due under the agreement have been paid in

advance of thecustomer takingpossessionofthevehicle.

In the example above the customer will conclude all payments due under the 

agreement in 11months rather than 12 months under an arrears profile.

Under an advance/rental payment profile therefore customers usually pay a lower 

interest charge.

The number of advance rentals/payments is agreed between the lender and 

customer ahead of any agreement. It is common for some lease agreements to 

require three advance payments before an agreement starts.

SeeGlossary for furtherinformation.

Finance Product Knowledge 1.Finance Structures
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Terminal Pause

The contract ends in January 2024

Finance Product Knowledge 1.Finance Structures

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2021 3 1 1 1 1 1 1 1 1 1 1 1

2022 1 1 1 1 1 1 1 1 1 1 1 1

2023 1 1 1 1 1 1 1 1 1 1 Terminal Pause

A terminal pause or “payment holiday” is a period at the end of an agreement (usually 

a lease agreement) where the customer has finished making all payments required

but remains in possession of the vehicle. The terminal pause period is designed to 

allow the customer to save funds to put towards advance payments for the next lease 

agreement.

A terminal pause is therefore aterm that reflects a specific payment profile of a finance 

agreement.

Terminal Pause Example

Rental in Advance Profile – 3+33 Terminal Pause

• First three rentals made in January 2021.

• 33 more rentals starting in February 2021 and ending in October 2023.

• Terminal pause/payment holiday for two months.

For example, a three year agreement with a profile of three advance rentals followed 

by 33 monthly rentals (3+33)of £570 per month. The vehicle is supplied on 1stJanuary 

2021. The total rentals over the agreement =£ 20,520.
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Spread Rental

Finance Product Knowledge 1.Finance Structures

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2021 3 1 1 1 1 1 1 1 1 1 1 1

2022 1 1 1 1 1 1 1 1 1 1 1 1

2023 1 1 1 1 1 1 1 1 1 1 1 1

Spread Rental is a term that reflects a specific payment profile of a finance 

agreement. It requires the customer to make payments over every month of the 

agreement term.

A Spread Rental agreement lowers the cost of payments made by the customer, 

compared to a terminal pause profile.

SpreadRental Example

For example, the regular rentals for a vehicle supplied on a three year contract with

a profile of three advance rentals followed by 35 monthly rentals (3+35)are £540 per

month. This is compared to £570 per month under a terminal pause profile. The vehicle 

is supplied on 1st January 2021. The total amount to be paid over three years

=£ 20,520.

Rental inAdvance Profile – 3+35SpreadRental

First three rentals in January 2021 followed by 35 more payments starting in February 

2021 and ending in December 2023. Payments are now due in November and 

December 2023.

The contract ends in January 2024
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Summary

ThistopiccoveredFinanceStructuresandProfiles.

• A tri-partite transaction describesa finance agreement where there are three 

parties involved in the provision of a financed vehicle.

• A `balloon payment̀ is a large payment that is normally made at the end of a

finance agreement. It is also referred to as a lump sum and is a portion of the 

capital cost/value of the vehicle that the customer is not paying for within the 

regular payments that they make to the finance company.

• Personal Contract Purchases refer to the Balloon as the Guaranteed Minimum 

Future Value (GMFV).

• Advance Rentals/Payments is the term used when payments are made by the 

customer to the finance company ìn advance` of a fixed period in time.

• A terminal pause is a period at the end of an agreement (usually a lease 

agreement) where no payments are required to be made by the customer.

• Spread Rental is a term that reflects a specific payment profile of a finance 

agreement. It is very common in lease agreements. It uses the t̀erminal pause` 

period of a finance agreement and allows payments to be made during

this time.

Finance Product Knowledge 1.Finance Structures
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2.HirePurchase

This topicdealswith Hire Purchase agreements.

Definition Common Profiles Ending theAgreement SummaryStructure

Finance Product Knowledge 2. HirePurchase
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Q.

Whatisthecorrectdefinitionof 

aHirePurchaseagreement?

A.

HirePurchaseis…ahiring agreementbetween 

acustomer and afinancecompanysecured 

againstthe vehicle,wherethecustomer hasthe 

option toown thevehicleatsomepoint during 

or after theagreement.

The finance company HIRES the vehicle to 

the customer for an agreed period of time 

at an agreed monthly sum. The customer 

can gain ownership (title to the car) by 

paying an additional sum called the Option

to Purchase Fee. The customer must, however, 

have paid everything else off to get title to the 

vehicle.

Finance Product Knowledge 2. HirePurchase
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Structure

AHirePurchase (HP)agreementisoneof the 

most common waysof funding avehiclepurchase.

It is normally a fixed cost, fixed period loan linked (or 

secured) to the purchase of a vehicle.

The agreement is a `Tri-Partite Transaction` (see 

Finance Structures module) and may be regulated, 

exempt or unregulated.

Creditor(Lender)

The creditor (finance company) retains title to the goods 

(legal ownership) until all the payments and the Option 

to Purchase fee is paidby the debtor (customer).

Supplier(Dealer)

The facility is usually offered at the Point of Sale. The dealer 

supplies the vehicle to the customer, but it is financed by the

creditor/lender (see Finance Structures module).

Debtor (Customer)

The debtor (customer) decides how much of an initial deposit 

to put down (unless pre-determined by the lender) and then 

pays off the amount borrowed (known as the balance) plus 

interest in instalments (normally monthly) over an agreed 

periodof time.

HP agreements are typically for 2-3 years, but can last for up to

5 years.

At the end of this period,and once the Option to Purchase fee

has been paid (and assuming everything else has been paid 

under the agreement), title to the vehicle is transferred to the

customer who then becomes the legal owner.

Finance Product Knowledge 2. HirePurchase

25



Contents Glossary

CommonProfiles

HirePurchase facilitiestypicallyincludethefollowingfactors:

Deposit

A deposit is normally optional (or a minimum/ 

maximum amount may be set by the lender) 

and can be paid in cash or if the customer 

trades in an old vehicle(s) as a part-exchange. 

This reduces the finance company’s risk and 

also reduces the amount borrowed (and 

payments) by the customer.

RegularPayments

The customer agrees to make regular 

payments to the finance company under the 

terms and conditions of the agreement and 

should keep the vehicle fully insured and in 

roadworthy condition.

There are no mileage restrictionsunder an

HP agreement. However, lenders may impose 

certain restrictions on the use and location

of the vehicle. For example, the vehicle may 

not be used by certain businesses or taken 

outside the European Union.

Fees

There can be an arrangement fee charged 

by the lender and any fees can be included 

as part of the regular repayments. The fee 

amount is set by the individual lender.

Option to Purchasefee

The Option to Purchase fee (determined 

before the agreement is entered into) 

transfers title to the customer after all 

payments have been made.

The amount is set by the individual lender 

and is usually paid by the customer with

the final payment. However, if the customer

chooses not to exercise this option the lender 

will retain title to the vehicle.

Finance Product Knowledge 2. HirePurchase
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Ending theAgreement

Deposit Fees RegularPayments Option to purchase fee

EarlySettlement

An HPagreement can be settled at any time by the customer by paying the balance of 

finance outstanding and the Option to Purchase fee to the lender.

The lender may allow the customer a rebate of the interest if the outstanding finance 

balance is settled before the agreement end date. If the HP agreement is a regulated 

credit agreement, the amount of the rebate will be calculated according to provisions 

set out in regulations made under the Consumer Credit Act 1974 (but the lender may

be entitled to compensation in certain circumstances). If the agreement is regulated, 

the customer may also have the right to voluntarily terminate the agreement before the 

final payment falls due and hand it back under the Consumer Credit Act 1974.

Endof Term

At the end of an HPagreement, once all the contracted payments have been made, 

the customer will normally pay an Option to Purchase fee which enables them to take 

legal title to the vehicle. However, the customer may decide not to pay the Option to 

Purchase fee and return the vehicle to the finance company if they wish, even though 

the vehicle haseffectively been paid for by this time. Once the customer has taken 

legal title they are entitled to sell the vehicle.

Finance Product Knowledge 2. HirePurchase

27



Contents Glossary

Summary

ThismodulecoveredHire Purchaseagreements.

• HP is one of the most common motor finance products on the market.

• The finance loaned to the customer is secured against the vehicle sold. Title to

the vehicle remains with the finance company until the Option to Purchase fee

has been paid. Title then passes to the customer.

• Agreements are simply structured, normally up to a maximum of 5 years.

• Flexible deposits and periods are set to meet a customer’s budget.

• Retaining title until the end of agreements gives lenders more security in the 

event of payment problems. The lender can also offer the customer more 

attractive terms and conditions because it retains title until the customer has 

paid off the agreement/vehicle in full.

• Agreements can be regulated,exempt or unregulated. This all depends on the

type of customer, the amount borrowed and the purpose of the lending.

Finance Product Knowledge 2. HirePurchase
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3.PersonalContract Purchase

Thistopic deals withPersonal Contract Purchase(PCP) 

agreements.

PCPversusHP 

Agreements

CommonProfiles Ending theAgreement SummaryStructure

Finance Product Knowledge 3. Personal ContractPurchase
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Q.

DoyouknowhowaPersonal 

ContractPurchase(PCP) 

differsfromaHirePurchase 

Agreement?

A.

APCPisapurchaseagreementlikeHire 

Purchase. However, under aPCP, for the 

customer toown thevehicleattheend of the 

agreementtheymustmakeaballoon payment, 

thevalueof which isfixedor guaranteed bythe 

financecompanywhentheagreementismade.

A PCP balloon payment is therefore referred to as

the Guaranteed Minimum Future Value (GMFV) or

‘optional final payment’ and is based on the value

the finance company predicts the vehicle to be at

the end of the agreement.

Unlike Hire Purchase a PCP offers the customer 

the option to own, hand back or trade the vehicle 

in for another at the end of the agreement.

Finance Product Knowledge 3. Personal ContractPurchase
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Structure

APersonalContract Purchase (PCP)isatripartite

agreementsimilartoHirePurchase. PCPisone 

of themost popularformsofvehiclefinancing

because itgivesthecustomer flexibilityattheend

of theagreementandinitiallya lower monthly 

payment compared toalternativeproductslikeHire 

Purchase. It isavailabletobothprivateandbusiness

customers. PCPisdifferentfromHirePurchase 

because of itspayment profile andstructure. The

customer’s repayments aredeterminedbythesizeof 

thedeposit,the predictedmileageandthe lengthof 

theagreement.

PCPalways deferssomeof thecapital costs to 

theendof theagreementintheformofaballoon 

payment (which isbiggerthanasinglemonthly 

instalment). This amount isset bythefinance 

company beforethecustomer entersintothe

agreement. The balloonpayment dueunderaPCP 

agreementisknown asa ‘GuaranteedMinimum 

FutureValue’(GMFV)or OptionalFinalPayment 

(OFP).

Theagreementcanberegulated,exemptorun-

regulated.This all dependsonthetypeofcustomer

andtheamount borrowed.

Creditor(Lender)

The finance company guarantees the minimum the

vehicle will be worth at the point in time when the

agreement ends (subject to mileage and condition). 

This GMFV is determined based on existing market 

intelligence on vehicle valuations, the customer's 

anticipated mileage over the life of the finance 

agreement and the length of the agreement itself.

Supplier(Dealer)

The finance facility is usually offered at the Point of Sale 

(dealer showroom) by the Sales Executive or Business 

Manager. The dealer will also supply the vehicle to

the customer.

Debtor (Customer)

The debtor/customer agrees to make regular payments 

to the creditor.

Finance Product Knowledge 3. Personal ContractPurchase
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CommonProfiles

Thedepositisdeductedfromthepriceofthevehicleatthestart of theagreement.

The customer is then required to pay fixed monthly payments over the term of the agreement and then pay the final GMFV before taking 

title to the vehicle. The fixed monthly payments include interest on the full amount including the GMFV(and any Option to Purchase fee) 

but excluding the deposit paid. Typically a PCP agreement will be between 2 and 4years long.

RegularPayments

The customer agrees to make 

regular payments to the finance 

company and must keep the vehicle 

fully insured and in roadworthy 

condition.

Fees

There can be an arrangement fee 

charged by the lender that can be 

paid at the start of the agreement

or included as part of regular 

repayments for the term of the 

agreement. The fee amount is set 

by the individual lender (If the PCP 

is based on a HP contract, there

will also be an Option to Purchase 

fee to pay if the customer wants to 

keep the vehicle at the end of the 

agreement). Any fees charged must 

be stated in the terms and conditions 

of the agreement.

GMFV

The GMFV is calculated after taking 

into account the term of the facility, 

the anticipated mileage and the type 

of vehicle and specification.

It assumes that the vehicle will be 

kept in good condition and serviced 

and maintained according to the 

manufacturer’s recommendations.

See Finance Structures module for 

an example of a balloon payment.

At the end of the agreed term, the 

customer decides whether to keep, 

hand-back or part exchange the 

vehicle.

Deposit

Each lender will advertise any 

minimum or maximum deposit 

requirements for their own PCP– it 

is common for this to be very low to 

help attract customers.

Option to 

Purchasefee

The Option to Purchase fee 

(determined before the agreement is 

entered into) transfers title to

the customer.

The amount is set by the individual 

lender and is usually paid by the 

customer with the final payment. 

However, this is a genuine option 

for the customer.

Finance Product Knowledge 3. Personal ContractPurchase

Mileage Allowance

The customer is asked how many 

miles they expect to travel in the 

vehicle on a yearly basis and agrees 

a mileage allowance applied to the 

agreement. The higher the number 

of miles travelled in the vehicle the 

less it will be worth at the end of the 

agreement. Therefore the higher

the mileage allowance set by the 

customer the less the GMFV of the 

vehicle will be resulting in more 

capital paid up front - higher monthly 

payments.
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Ending theAgreement

APCPcanbesettledby thecustomeratanytimeif theypaythe 

balanceoutstanding, including theGMFV,tothelender.

The lender may allow the customer a rebate of the interest remaining on the

agreement. However, if the agreement is regulated, the customer may also have

the right to voluntarily terminate the agreement before the final payment falls due and

hand the vehicle back. Under the Consumer Credit Act 1974, the minimum amount of

rebate is laid down by law.

At the end of the PCP agreement the customer has three options:

Keep

The customer can pay the GMFV (plus any Option to Purchase fee that is part of the 

agreement) and keep the vehicle. At this point the customer will take title to the vehicle 

and become its legal owner. Many finance companies allow the GMFV to be refinanced 

to avoid the customer having to find a large amount of cash.

Hand-Back

If the vehicle is worth less than the GMFV, the customer can return the car and walk 

away – subject to mileage and condition. The GMFVguarantees that the lender will 

take the car back from the customer at the end of the agreement with no further 

payment due, assuming all the monthly repayments have been made. If the vehicle

is worth less than the GMFV, the lender absorbs the loss. If the vehicle hasexceeded 

the agreed mileage then the customer will be required to pay an additional charge 

calculated on the basis of a pence per mile charge +VAT (the exact charge to be

applied will have been made clear at the outset of the agreement). Also, if the car has 

not been maintained or servicedaccording to the manufacturer’s recommendations, or 

if the condition is worse than f̀air wear and tear̀ , the lender will charge the customer

to compensate for the condition. All charges are laid out in the terms and conditions of 

the agreement.

PartExchange

Where the dealer’s part exchange value for the car is greater than the GMFV, the 

difference (also referred to as equity) can be used as part or all of the deposit on 

their replacement vehicle. Any of this difference not used as a deposit is paid to the

customer. Alternatively, the customer can sell the vehicle privately, settle the GMFV by 

paying the outstanding amount to the finance company and keep any profit, although 

the dealer and lender should be made aware of a private sale.

Finance Product Knowledge 3. Personal ContractPurchase

33



Contents Glossary

Summary

ThistopiccoveredPersonalContractPurchases(PCP)

• PCP is a very popular and flexible way of purchasing a vehicle.

• Like a Hire Purchase agreement, title to the vehicle under a PCP agreement is 

kept by the lender until everything ispaid off.

• It allows the customer to know the ‘least amount’ tthe car will be worth at the end 

of the agreement (the Guaranteed Minimum Future Value or GMFV)

• It requires the customer to agree a mileage allowance based on their expected 

usage which affects the GMFV. The higher the allowance is set to the more miles 

the customer is expected to drive, which serves to lower the GMFV and increase 

the size of the monthly payment.

• If the vehicle is worth less than the GMFV at the end of the agreement 

(assuming it has been kept in good condition and hasn’t exceeded the agreed 

mileage), the customer can simply hand the vehicle back with nothing more to 

pay.

• PCP offers customers flexible options at the end of the agreement

• Agreements can be regulated,exempt or unregulated. This all depends on the

type of customer and the amount borrowed.

Finance Product Knowledge 3. Personal ContractPurchase
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4.PersonalLoans

Thistopic deals withPersonal Loans.

Personalloans CommonProfiles Ending theAgreements SummaryStructure

Finance Product Knowledge 4. Personal Loans
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Q.

Whichof thesestatementsare 

trueofpersonal loans?

a) Personal loans are not specifically secured 

on a vehicle

b) Personal loans are unregulated

A.

a)isthecorrect answer

Personal loans areanunsecured lending facility 

thatcanbeusedfor almostanypurpose such 

ashomeimprovementsor tobuy acar.

Apersonal loan isnormallyafixedcost, fixed 

period loanof moneytopurchaseanyitemthe 

customer wants– including vehicles.

Personal loan agreementscanbe regulated, 

exemptor unregulated. Thisdepends onthe

customer, amountborrowedand purpose of

lending.

Finance Product Knowledge 4. Personal Loans
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Structure

Apersonalloanisnormallyafixedcost, fixedperiod 

loanofmoney to purchase anyitem thecustomer 

wants – includingvehicles.

A personal loan is not a tri- partite transaction: the 

lender provides the loan facility but does not take 

ownership of the vehicle. The customer buys the 

vehicle directly from the dealership using the loan 

amount borrowed.The customer will immediately take 

title/ownership of the vehicle.

There are a few lenders who offer what is called a

‘restricted-use’ personal loan agreement. This is one 

where the purpose of the loan is specifically for vehicle 

purchase.

Debtor (Customer)

If the customer could not afford to keep making the repayments owed, the

lender would not specifically look to repossess the vehicle that was funded 

with the loan. Instead, all of the customer’s personal assets may be at risk. This 

is one of the disadvantages of unrestricted personal loans compared to other

agreements where the finance company buys the vehicle from the dealership (like 

Hire Purchase, conditional sale and PCP).

Personal Loans are normally aimed at employed individuals, but may also be

available to sole traders and small partnerships for business purposes.

Creditor(Lender)

Unsecured loans are widely offered by banks, building societies, direct lenders 

and finance companies.

Unsecured personal loans are usually offered by direct advertising in the press 

and other media by banks and direct lending organisations (where there is no

credit intermediary involved).

Some motor finance companies also offer personal loans in motor dealerships.

Finance Product Knowledge 4. Personal Loans
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CommonProfiles

Theminimum andmaximum loanamounts aredeterminedbytheindividuallenderanddo notusuallyexceed £25,000, as the 

lendingisunsecuredandwouldposeahighcommercial riskto thelender.

The customer owns the vehicle from day one, as they are buying it outright using the loan amount. They therefore immediately take title 

to the vehicle.

The customer agrees to make regular payments to the lender until the amount borrowed plus interest is repaid in full, and there are no 

mileage or usage restrictions on the vehicle.

RegularPayments

Generally speaking, the higher the amount loaned to the 

customer the higher the risk to the lender.

The payments are usually made monthly in arrears, but

`holiday` periods (for example, three months when no 

repayments are due) at certain times of the year may be 

advertised to attract customers.

The length of the term would normally be tailored to suit 

the monthly budget of the customer.

NoDeposit

No deposit is necessary from the customer at the start of 

the agreement asthe full balance to be financed by the 

customer to the lender (including interest charges) will be 

paid over a fixed period of time – normally a maximum of 

5 years However, terms of 7 and 10 years are becoming 

more common for larger loans.

Fees

There may be an arrangement fee charged by the lender

that can be paid at the start of the agreement or included

as part of regular repayments for the term of the 

agreement. The fee amount is set by the individual lender.

Settling the agreement early may also incur a fee.

Finance Product Knowledge 4. Personal Loans
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Ending theAgreement

Apersonalloanagreementcanbesettledatanytimebythe 

customerbypaying thebalanceoutstandingtothelender,although 

afeemaybechargedforearlysettlement.

The lender may allow the customer a rebate of the interest remaining on the 

agreement. If the loan is regulated under CONC,the minimum amount of rebate is set 

out in the FCA’s rules.

The agreement ends when all the contractedrepayments have been made to the 

finance company. The customer already has title to the vehicle.

Finance Product Knowledge 4. Personal Loans
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Summary

ThistopiccoveredPersonalLoans.

• A personal loan is an unsecured funding facility and can be used for almost 

any purpose.

• A personal loan to an individual will normally be a regulatedagreement.

• The minimum and maximum loan amount is determined by the individual 

lender based on the risk they are prepared to bear.

• An arrangement or administration fee may be charged by the lender.

• The loan amount can be settled at any time by the customer.

• No deposit is necessary from the customer.

• The loan is paid over a fixed period of time (normally a maximum of 5 years).

• The customer immediately becomes the legal owner of the vehicle funded 

by the loan.

Finance Product Knowledge 4. Personal Loans
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5. Contract Hire

Thistopic deals withContract Hire.

Before you move on, consider:

WhatisContractHire?

ContractHire: Lessees 

andLessors

During anAgreement Ending theAgreement PersonalContractHireStructure

Finance Product Knowledge 5. ContractHire
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Whatiscontract hire?

Insimple terms,ContractHire (orOperating Lease)isamethodof 

funding theUSEofavehicleforasetperiod oftime(knownasthe 

primaryperiod ofhire), butnot theoverall ownership(orcostof 

ownership)ofit.

It allows a customer (known as the lessee) to choose the vehicle they 

want, use it for a set period of time and an anticipated mileage and 

then give it back to the leasing company (known as the lessor) at the 

end of the period of hire. The risks and rewards are therefore with

the lessor under contracthire agreements. And the lessee is renting 

the vehicle fromthe lessor for a fixedperiod of time and pays a fixed 

(normally monthly) rental for the use

The lessee is not responsible for the disposal or sale price of the 

vehicle at the end of the contract– which makes it a very easy and 

risk-free way to run a vehicle.

The key risk to the lessee is where the agreed mileage limit is 

exceeded or if the vehicle is not maintained and kept in good 

condition.

Finance Product Knowledge 5. ContractHire
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ContractHire: LesseesandLessors

ContractHire isavailable toanytypeofcustomer(lessee)– whether 

businessorprivate – but,becauseofitsstructureandform,it is 

ideally suitedtoVAT-registered businessesbecausetheVATthat 

rentalsattractcanbeclaimedbackfromHer Majesty’sRevenueand 

Customs(HMRC).

The facility is offered by direct advertising in the press and other

media (especially the internet) by ContractHire companies or via 

finance brokers who offeragreements on behalf of finance providers. 

It is also becominga more popular option at the Point of Sale within

dealerships.

Finance Product Knowledge 5. ContractHire
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Thestructureof 
ContractHireagreements

VAT

WhataretheVATimplications?

• Contract Hire rentals are based 

on the price of the vehicle excluding

VAT.

• Interest is added to the ex-VAT 

price of the vehicle and the balance, 

less the leasing company residual 

value risk / balloon payment, being

paid over a fixed period.

• The rentals will attract VAT at the 

current rate.

Risk

Howistheresidualvaluerisk

calculated?

Theamount of theresidualvalue 

risk(futurevehiclevalue)isset by 

thelessorandthecalculation is 

basedupon anumberoffactors 

includingthetypeof vehicle,the 

primaryperiodofhireand the 

lessee’santicipated mileage.

Fees

Lessor’s may charge additional fees, 

such as arrangement fees. However, 

this is less common than in purchase 

agreements such as HP.

Rentals

Whatdo therentalscover?

The rentals paid to the lessor should 

cover the depreciation costs of

the vehicle over the term of the

agreement plus interest, but not the 

full cost of the vehicle – the lessor 

will have a residual value risk at

the end of the term (similar to a

balloon payment).

Payments

• Deposits are not taken, however 

Advance Rentals are usually paid at

the start of the agreement. The 

exact amounts are normally agreed 

by the lessor and lessee but 3

advance rentals are most common.

• The payments are based on the 

price of the vehicle, the term of the

lease and mileage.

• The rentals during the remainder 

of the Primary Period of Hire will be

`spread` equally over the term or 

there may be a t̀erminal pause` (see 

Finance Structures section).

• All the rentals will attract VAT at 

the current rate.

Finance Product Knowledge 5. ContractHire
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During anagreement

Thelesseeagreestomakeregular rental payments tothe

lessor in accordancewiththecontracthireagreementand

mustkeep thevehicle fully insuredaswellasin roadworthy

andgood general condition.

The lessor may seek to recover some or all of the cost of the Annual Vehicle Excise

Duty (road tax) applicable to the vehicle by including an amount for this in the rental

cost: this should be included in the terms and conditions set out by the lessor.

Service and maintenance plans are often incorporated into contract hire agreements to 

provide the lessee with fixed-cost motoring. This helps planning and budgeting.

Finance Product Knowledge 5. ContractHire

TechnicalConsiderations

• The lease will always be shown on the balance sheet of the lessor’s company 

accounts, but the lessee might also need to include on its balance sheet too. This 

depends on the accounting standard used by the business customer:

• IFRS 16– an accounting standard which came into effect from January 2019. 

The standard requires both lessor and lessee to report all leases of more

than 12month’s duration on the balance sheet. This is to ensure companies 

better reflect their financial position by showing the “right of use” it has to 

assets such as vehicles. The standard has mostly been adopted by large 

multi-national businesses.

• FRS102 – a UK accounting standard that only requires the lessor to report the 

lease on its balance sheet and not the lessee. Most small and medium-sized 

UK businesses continue to use this standard.

• Where the lease is not shown on the balance sheet the rentals need to be set out 

in the notes to the accounts and will be a cost shown in the profit and loss account 

of the lessee.

• If the lessee is VAT registered, the VAT on the rentals can be wholly or partially 

reclaimed by the lessee depending on the type of vehicle and how it is used:

1. Commercial vehicle – all of the VAT on the rentals can be reclaimed.

2. Car – all of the VAT on the rentals can be reclaimed if the car is 100%

for business use or 50% if there is any private use.
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Theendof the 
agreement

Extensions

The lessor may allow the lessee to extend the length of 

the contract past the Primary Period of Hire, if requested 

by the lessee. There may be a change in the rental 

amounts for this additional period.

EndofContract

At the end of the primary period of hire, the lessee will 

have paid for the anticipated depreciation of the vehicle 

and all the interest charged.

The vehicle is returned to the lessor and the lessee is not 

responsible for the sale of the vehicle.

If the vehicle has exceeded the agreed mileage then a

pence per mile charge plus VAT will apply to each mile 

over the contracted amount.

If the vehicle has not been maintained or serviced 

according to the manufacturers recommendations, or 

if the condition is worse than f̀air wear and tear̀ , the

lessor will charge the lessee to compensate for the poor 

condition in accordance with the terms and conditions of 

the agreement.

EarlySettlement

A contract hire agreement can be settled at any point 

during the agreement. However, penalties for doing 

so are often high and will be detailed by the lessor in 

the agreement.

Finance Product Knowledge 5. ContractHire
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Summary

ThistopiccoveredContractHire.

• It is a tri-partite transaction involvinga supplier (dealer), lessor (lender) and 

lessee (customer).

• Contract Hire is a method of funding the use of a vehicle for a set period of 

time but not the ownershipof it.

• The rentals cover the depreciation of the vehicle and interest costs only during 

the primary period of the lease.

• The interest is calculated on the ex-VAT price of the vehicle.

• The rentals attract VAT at the current rate.

• Contract Hire agreements can be both regulated and unregulated

depending on the nature of the customer and the total amount of rental

payments.

• Contract Hire is applicable to private and business customers. However,

as the rentals attract VAT, Contract Hire has the greatest benefit for VAT

registered companies.

Finance Product Knowledge 5. ContractHire
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Personal ContractHire

Inrecentyearstherehasbeenagrowthin thepopularity ofPersonal 

ContractHire (PCH) – aimedatprivate customers(non-corporate 

andnon-VAT registered).

The agreement allows anyone to experience the benefits of driving anew vehicle

on a regular change-cycle basis without the often large depreciation costs associated 

with owning new vehicles outright.

As a lessor (leasing company) is able to reclaim the input VAT on the purchase of the 

vehicle (whether a car or commercial vehicle), it means that the interest is added to 

the ex-VAT price of the vehicle and results in lower payments than traditional finance 

agreements such as Hire Purchase.

It must be noted, however, that all personal contract hire rentals attract VAT and that

the majority of lessees, especially private individuals, will not be able to recover this as 

they will not be VAT-registered.

The structure, and features associated with PCHare the same contract hire for 

business customers.

Finance Product Knowledge 5. ContractHire

48



Contents Glossary

6.Conditional Sale

This topicdealswith ConditionalSale.

Finance Product Knowledge 6. ConditionalSale

Conditional Saleversus 

Hire Purchase

CommonProfiles Ending theAgreements SummaryStructure
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Q.

Whatisthemaindifference 

betweenaConditional

SaleandaHirePurchase 

Agreement?

A.

Thecustomer isobligedtobuy thevehicle 

attheend of theagreement

The key difference between Hire Purchase and 

Conditional Sale is that the customer is obliged 

to buy the vehicle outright at the end of the 

agreement. There is no Option to Purchase 

Fee to be paid, as there is with Hire Purchase.

Finance Product Knowledge 6. ConditionalSale
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Structure

ConditionalSaleisapurchase agreementbetween

thefinancecompany andthecustomer, where the 

customer agreestobuythevehicle

Conditional Sale agreements are very similar to 

Hire Purchase, but they are different products.The 

key difference is that in entering a Conditional Sale 

agreement the customer commits to becoming the

legal owner of the vehicle, once all repayments have 

been made to the lender. Under Hire Purchase, the 

customer has a genuine choice on whether to take 

legal title at the end. Balloon payments are also used 

under ConditionalSale agreements.

Conditional Sale is a form of tri-partite transaction 

usually available to both private and business 

customers.

Conditional sale agreements can be regulated, 

exempt or unregulated. This all depends on the type

of customer, the amount borrowed and the purpose

of the lending. Creditor(Lender)

The finance provided is secured against the vehicle. It

is a secured finance agreement.

Supplier(Dealer)

The product is usually offered at the Point of Sale (motor 

dealerships) by the Sales Executive or Business Manager.

Debtor (Customer)

Customers acquire title (legal ownership of the vehicle) when 

certain conditions have been met. These are normally:

• All the payments have been made

• The vehicle is kept insured and in good condition.

Finance Product Knowledge 6. ConditionalSale
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CommonProfiles

ConditionalSale normallyinvolvesafixedinterestrateandfixedperiodof repayments,similartoaHirePurchase contract.

The customer agrees to make regular payments to the finance company and should keep the vehicle fully insured and in roadworthy 

condition.

There are no mileage restrictions for customers. However, lenders may impose certain restrictions on the use and location of the vehicle.

For example, the customer may be prohibited from taking the vehicle outside the EU.

Deposit

A deposit is normally optional, but the lender 

may set either a minimum or maximum

amount. It can be paid with cash or by using

any part- exchange equity from an old

vehicle.

Where the lender has not specified a

minimum amount, the customer can decide 

how much of an initial deposit to put down.

Regularmonthly 

paymentsincluding 

interest

Customers pay off the amount borrowed (the 

balance) plus interest in monthly instalments 

over an agreed period of time (usually up to

5 years).

At the end of the agreement and when

all payments have been made, title to the 

vehicle automatically passes to

the customer.

Fees

The lender may charge an arrangement fee

that can be paid at the start of the 

agreement or included as part of regular 

repayments for the term of the agreement.

Balloon payment

It is possible to include a balloon payment 

(lump-sum) in the agreement, which the 

customer would be required to pay at the end 

of the term. However, this is uncommon.

Finance Product Knowledge 6. ConditionalSale
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Ending theAgreement

Theagreementcanbesettledatanytimebythecustomerbypaying 

thetotalbalanceoutstandingtothelender.

The lender may allow the customer a rebate of the unused interest – and if the 

agreement is regulated, the legislation provides for the minimum amount of rebate 

which should be paid. It may also allow the customer to voluntarily terminate the 

agreement before the final payment falls due and hand the vehicle back.

At the end of a Conditional Sale agreement, once all repayments have been made, title 

to the vehicle passes to the customer

Finance Product Knowledge 6. ConditionalSale
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Summary

ThistopiccoveredConditional Sale.

• Simple product, with a straightforward structure and payment profile.

• Flexible deposits and periodsto meet a customer’s budget.

• Title to the vehicle remains with the finance company until all the payments 

are made.

• Unlike Hire Purchase, there is no Option to Purchase Fee to pay.

• Conditional Sale agreements can be regulated, exempt o r unregulated

depending on the nature of the customer and the amount of credit.

Finance Product Knowledge 6. ConditionalSale
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7.Credit Sale

This topicdealswith CreditSale.

Finance Product Knowledge 7.Credit Sale

Credit Sale CommonProfiles Ending theAgreements SummaryStructure
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Q.

Whichsituationdoyou 

thinkcreditsale isideally 

suitedfor?

A.

Lowvalue items, where recovery

wouldbe impractical

It is ideally suited for the purchase of goods 

where security in the goods is not required or is 

not practical for the lender, for example, in rela-

tion to goods with little or no second-hand value 

or where vehicles are to be taken abroad (and 

recovery of the asset would be impractical) or 

where legal title is required immediately by the 

customer.

Credit sale is therefore an unsecured finance 

agreement.

Finance Product Knowledge 7.Credit Sale
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Structure

ACreditSaleisacontract between thefinancecom-

panyandthecustomer where thecustomer agrees 

tobuy specific goods– suchasavehiclefroma 

dealer- andrepaytothelenderthe

amount ofmoney borrowedtobuy thosegoods.

Credit Sale are another form of t̀ri-partite` transaction 

usually available to both private and business 

customers.

Credit Sale agreements can be regulated, exempt or 

unregulated. This all depends on the type of

customer and the amount borrowed.

Creditor(Lender)

The finance company is providing the finance to the

customer in order to make a specific purchase.

Supplier(Dealer)

The facility is usually offered at the Point of Sale. The dealer 

supplies the vehicle to the customer, but it is financed by the

creditor/lender.

Debtor (Customer)

With Credit Sale, there is no deferment of title to the goods.

The buyer of the vehicle immediately becomes the owner. 

Under a Hire Purchase or Conditional Sale agreement the

customer does not obtain title to the vehicle until the terms

of agreement have been fulfilled - repayment of all of the

outstanding credit and any fees due.

The structure of a Credit Sale agreement will be similar to Hire 

Purchase (without an Option to Purchase Fee) or Conditional 

Sale.

Finance Product Knowledge 7.Credit Sale
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Credit Sale:CommonProfiles

CreditSale is normallyafixedcost, fixedterm loan.

Deposit

Payment of a deposit or advance rentals is 

normally optional (or a minimum/maximum 

amount is set by the lender) and can be made 

with cash or using any part-exchange equity.

Regularmonthly 

paymentsincluding 

interest

The customer agrees to make regular 

payments to the finance company and should 

keep the vehicle fully insured and in good 

condition.

The vehicle immediately becomes the 

property of the customer and cannot be 

repossessed if payments fall behind.

There are also no termination rights on Credit 

Sale or restrictions on mileage or use of the 

vehicle, asthe title is immediately transferred 

to the customer.

Fees

There may be an arrangement fee charged

by the lender that can be paid at the start of

the agreement or included as part of regular

repayments for the term of the agreement.

The fee amount is set by the individual

lender.

Balloon payment

It is possible to include in the agreement a

balloon payment that the customer is liable 

to pay at the end of the term, but this is not 

common.
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Ending theAgreement

Theagreementcanbesettledatanytimebythecustomerby 

paying thebalanceoutstandingtothelender.

The lender may allow the customer a rebate of the unused interest, however if it is a

regulated agreement, the minimum amount of rebate is laid down by law.

The customer will already have title to the vehicle under aCredit Sale agreement.
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Summary

ThistopiccoveredCredit Sale.

• A Credit Sale agreement is a `purchase` agreement where title to the goods 

passes immediately to the customer.

• It has a structure similar to HP or Conditional Sale in that it has flexible deposits 

and periods to meet a customer’s budget.

• However, a Credit Sale is an unsecured finance agreement which is not directly 

linked/securedto a vehicle.

• Under a Credit Sale, there are no restrictions on mileage or usage of the 

vehicle, since the customer is the legal owner.

• Credit Sale agreements can be regulated, exempt or unregulated depending

on the nature of the customer and the amount of credit.
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8.LeasePurchase

Thistopic deals withLeasePurchase.

Finance Product Knowledge 8.LeasePurchase

LeasePurchase CommonProfiles Ending theAgreements SummaryStructure

61



Contents Glossary

Q.

Whatfactormeansthatlease 

purchaseisatypeofpurchase 

agreement?

A.

Thecustomer canbuy thevehicleoutright 

and takelegal title.

It is because lease purchase offers the 

opportunity for the customer to purchase 

the vehicle that makes it a form of 

purchase agreement.
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Structure

The term L̀ease Purchasè wasintroducedinto 

todescribeaHire Purchaseor ConditionalSale

contract, butwithapayment

structure that is similartoa lease,where insteadof

adepositbeingpaid,acustomer mayberequiredto 

make àdvancepayments .̀

This means regular repayments are made ‘up front’ by 

the customer.

Lease Purchase agreements are purchase agreements 

that can be regulated, exempt or unregulated. This all 

depends on the type of customer, the amount 

borrowed and the purpose of the lending.

Creditor(Lender)

The customer agrees to make regular payments to

the finance company and must keep the vehicle fully 

insured and in roadworthy condition.

Supplier(Dealer)

The facility is usually offered at the Point of Sale (showroom)

by a Sales Executive or Business Manager. The dealeralso 

supplies the vehicle purchased to the customer.

Debtor (Customer)

The customer will automatically become the legal owner of the

vehicle once all payments have been made to the lender.

The benefit of a Lease Purchase agreement is that a customer 

can enjoy the payment profile of a lease (ie advance and

balloon payments) while still having ownership (title) of the

vehicle) at the end of the agreement. (see Finance Structures 

Module).

As this type of agreement is a purchase plan the payments do

not attract VAT.
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LeasePurchase:CommonProfiles

Therearenomileagerestrictions.

However, lenders may impose certain restrictions on the use and location of the vehicle. For example, the vehicle cannot be used for 

business purposes if bought by a private consumer or taken outside the European Union.

Deposit

A deposit and/or advance payments are 

normally optional (or the minimum/maximum 

amount is set by the lender) and can be paid 

in cash or by using any equity from a vehicle 

that has been part-exchanged.

Regularmonthly 

paymentsincluding 

interest

The customer pays off the amount borrowed 

plus interest in monthly instalments over

an agreed period of time (usually up to

five years).

At the end of this period (and once the 

Option to Purchase fee has been paid if

the Lease Purchase plan is based on a Hire 

Purchase contract), title to the vehicle 

passes to the customer.

Fees

There may be an arrangement fee charged 

by the lender that can be paid at the start of 

the agreement or included as part of regular 

repayments for the term of the agreement. 

The fee amount is set by the individual lender 

(plus an Option to Purchase fee at

the end of the agreement if it is based on a

Hire Purchase contract).

Balloon payment

A balloon payment at the end of a Lease 

Purchase may also be included. If a Lease 

Purchase contract is based on a Conditional 

Sale agreement then there is no Option to 

Purchase Fee to be paid.
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Ending theAgreement

Anagreementcanbesettledatanytimebythecustomerby 

paying thefinanceoutstanding (andtheOption toPurchasefee, 

if required) tothelender.

If the agreement is regulated, the lender may allow the customer a rebate of the 

interest that has been avoided by paying early.

At the end of a contract, once all the contracted payments have been made (plus the 

Option to Purchase fee) the customer has legal title to the vehicle and becomes its 

legal owner.
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Summary

ThistopiccoveredLeasePurchase.

• A Lease Purchase is similar to a Hire Purchase or Conditional Saleagreement 

except that payments are structured like a lease agreement where the customer 

makes a number of payments in advance rather than a deposit.

• A balloon payment can also be incorporated into an agreement, which 

represents the future residual value of the vehicle.

• As it is a purchase plan, the payments do not attract VAT and the customer 

can take title/ownership of the vehicle at the end of the agreement.

• Lease Purchase agreements can be regulated,exempt or unregulated

depending on the type of customer and the amout of credit.
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9. Finance Lease

This topicdealswith FinanceLease.

Finance Product Knowledge 9. Finance Lease

Structure CommonProfiles Ending the Agreements SummaryFinance Leaseversus 

Contract Hire
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Q.

Whatbestdescribesa 

FinanceLease?

A.

Customer ‘rents’ vehicleandeither sellsit 

on behalf of the lessorattheend ofthe

agreementor entersintoasecondaryperiod of 

hire.

It is a traditional lease arrangement where the 

customer ‘rents’ the vehicle for an agreed term.

Finance Product Knowledge 9. Finance Lease
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Structure

AFinanceLeaseisaformofflexibleleasingtofund 

theuse,butnottheownership,ofavehicleandis 

ideallysuitedto VAT-registeredbusinesses.

The leasing company (lessor) hires the vehicle to the 

customer (lessee) for an agreed period of time (the 

primary period of hire) for an agreed monthly sum.

Finance Lease agreements can be regulatedor 

unregulated. This all depends on the type of customer

and the total amount of the rentals.

Finance Lease is a tri-partite transaction (see Finance 

Structures module).

Lessor (Lease Company)

The facility is typically offered directlyby leasing companies 

or via brokers.

The dealer sells the vehicle to the leasing company who

become the owner. The owner/leasing company hires the

vehicle to the customer (lessee) for an agreedperiod of time

(the primary period of hire) for an agreed monthly sum.

Supplier(Dealer)

Finance Leases are also available at the Point of Sale within a

dealership and are offered by the Sales Executive or Business

Manager. The dealer will supply the vehicle to the customer.

Lessee (Customer)

The Lessee agrees to make regular rentals to the Lessor and

must keep the vehicle fully insured and in roadworthy condition
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FinanceLeaseversusContractHire

AFinanceLeasetransfersthemajority of the“risks andrewards” ofownershiptothelessee/customer.

There are two main differences between aFinance Lease and Contract Hire (also known as an Operating Lease)agreement:

AFinanceLeasecanbe structuredwithor 

withoutaballoon payment.However,

aContractHireagreementalwaystakes into 

account aresidual valuesetbythe leasing 

company, but thisresidual valueisnot visibleto 

thecustomer nor isittheir responsibility.

AFinanceLease often requires, or provides an 

option for. thecustomertosellthecarasan 

agentof the leasingcompany(lessor)atthe 

end of theagreement.Under aContractHire 

agreementthecustomer willalwayshand back 

thevehicletothe lessor.
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FinanceLease:CommonProfiles
Rentals inaFinanceLeasearebasedon interestbeingaddedto thepriceofthevehicleexcluding VAT, 

andthebalance(less anyballoonpayment) ispaidoverafixedperiod.

All the rentals attract VAT.

The usual length of agreements (the primary period of hire) is between two and five years on vehicles.

AdvanceRentals

Deposits are not taken under a Finance 

Lease. However, advance rentals are usually 

paid at the start of the agreement with the 

exact amounts agreed by the lessor and 

lessee.

The minimum and maximum advance rentals 

are determined by the individual lender 

(lessor). However, three advance rentals is a

common amount.

RegularRentals

The rentals during the remainder of the 

primary period of hire will be either `spread  ̀

over the term or there will be a `terminal 

pause` (see Finance Structures module).

Service and maintenance packages can be 

incorporated into the cost of rentals paid by 

the customer. Although such packages will 

increase the cost of rentals, they provide the 

customer with fixed-cost motoring and will 

cover the customer in the event of problems 

developing with the vehicle that need to be 

repaired.

There are no mileage restrictions. However, 

lenders may impose certain restrictions

on the use and location of the vehicle. For 

example, the vehicle may not be able to be 

used for certain business purposes or taken 

outside the European Union.

Fees

Lessors may charge administration fees for 

arranging the agreement, but fees are less 

common than in purchase agreements such 

as Hire Purchase.

Balloon payment

A balloon payment at the end of a Finance 

Lease may also be included. If a Finance 

Lease contract is based on a Conditional 

Sale agreement then there is no Option to 

Purchase Fee to be paid.
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Ending theAgreement

AFinanceLeasecanbesettledatanypointduringtheterm(althoughsometimes onlyafterthefirst12months).

However, penalties for doing so can often be high: details will be set out in the terms and conditions of the agreement.

At the end of the primary period of the agreement, the customer must have fully paid all the rentals, including anyballoon.

The customer then has three options:

Continueto use

The Lessee can continue to use the vehicle for as long as 

they want on payment of an annual secondary period rental 

(commonly known as a peppercorn rental). This is normally 

the equivalent of one monthly rental. This option is not 

normally available where there is a balloon rental payable.

Lesseearranges saleasan agent

The Lessee can act as an agent of the Lessor and arrange 

for the sale of the vehicle to an `independent third party .̀ The 

Lessor receives the full sale proceeds and refunds the Lessee 

a fixed percentage (as above) of any surplus that is generated

as a rebate of rentals.

Return vehicle

Return the vehicle to the Lessor; who will sell it and refund any 

surplus sale proceeds to the customer as a rebate of rentals 

(this figure is usually around 95%of the surplus sale proceeds 

with some of the surplus being retained by the Lessor to cover 

administration costs). If the value of the vehicle is in negative 

equity (only likely to happen if there is a balloon) then the 

Lessee is liable for any shortfall.
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Summary

ThistopiccoveredFinanceLeases.

• A Finance Lease is a tri-partite transaction with the rentals covering the full cost

of the vehicle during the primary period of the lease.

• The rentals cover the capital cost of the vehicle excluding VAT, plus the interest

that is charged by the lessor. Finance Lease payments attract VAT. The vehicle

associated with the agreement appears on the balance sheet of both the lessor

and the lessee.

• Finance Lease agreements can be regulated or unregulated depending on

the type of customer and the total amount of rentals.
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10.Secured Loans

This topicdealswith Secured Loans.
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Q.

Securedloansaretypicallyonly 

usedforborrowings
overwhatamount?

A.

£25,000

The minimum limit is usually set at £25,000. 

However, the exact amount will depend on the 

specific lender. Lending policy is closely linked 

to the loan amount requested, the asset(s) that 

the loan is being secured against, the length

of the agreement and the risk posed by the

customer applying for the loan. In comparison, an 

unsecured loan – where the finance is not tied to 

any asset or property – is typically for borrowings 

below £25,000.
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Structure

Asecured loanisafinanceagreementthat is 

secured againstatangibleasset or land,regardless

ofwhattheloanwill beusedtopurchase.

By using the asset as “security” (collateral) for the loan 

the lender reduces the risk associated in providing the 

finance to the customer: if the customer is unable to 

repay the loan, the lender can take possession of the 

asset and sell it.

Where all or part of a secured loan isused to purchase 

a vehicle the customer owns the vehicle fromday one 

– there is no deferment of title.

The secured loan agreement usually takes the form of:

• A mortgage.

• A second mortgage.

• A loan secured against another asset of 

value.

A secured loan involves the supply of finance by the 

creditor to the debtor who will make repayments over 

the duration of the agreement until the full amount is 

repaid.

Debtor

If the customer fails to maintainpayments to the lender in accordance with the terms and conditions of the

agreement then the lender may – as a last resort – seek to recover that asset or land to cover its losses. The

customer immediately takes title to a vehicle purchased using a Secured Loan as the loan amount can be used 

for any purpose.

These loans are normally only available to people in full-time employment and property owners that have equity 

in the property, particularlySecond Mortgages.

Creditor

The facility is usually offered by direct advertising in the press and other media by

banks, brokersand direct lending organisations.

Secured Loans are provided by banks, building societies and specialist lenders.

Secured Loans are not normally available via motor dealerships.
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SecuredLoans:CommonProfiles

A SecuredLoanisnormally:

• structured over a longer period of time (5 – 30 years).

• linked to the amount of equity in a customer’s house (although not always).

Fees

Lendersusuallycharge fees for providing asecured loanandthesewill be disclosed

to the customer before signing any agreement. It is usual for customers to pay afee

atthestart oftheagreementandavaluationfeetoestimate thevalueoftheproperty.

These feesareusuallyaddedto theloanor arepaidup-front bythecustomer.

RegularPayments

The customer agrees to make regular payments to the lender until the total amount 

owed has been repaid over the term of the agreement.

There are no mileage or usage restrictions on the vehicle that has been purchased 

using the loan as the customer is the legal owner.

Payments are based on a variable rate of interest (some lenders will structure a loan 

that has initial periods at a fixed rate). The rate of interest may well be linked to the 

Bank of England Base Rate.

The minimum and maximum payments to be made by the customer are set by the 

individual lender and are usually determined based on the equity in the customer’s 

property and the customer’s ability to make repayments.
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Ending theAgreement

Asecuredloanagreementcanbesettledatanytimebythe 

customerpayingtheoutstandingbalancetothelender.Howthisis 

dealtwithby thelender (forexample,if thereareanychargesor any 

rebate)willdepend on:

a) the nature of the security;

b) the terms of the agreement and;

c)whether the agreement is regulated or not.

The agreement ends when all the contractedpayments have been 

made.
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Summary

This topic coveredSecuredLoans.

• A secured loan can be used for almost any purpose.

• The minimum and maximum loan amount is determined 

by the individual lender.

• It can be settled at any time by the customer (but there may be charges to do 

so)

• No deposit is necessary fromthe customer, but fees may 

be charged.

• The security for the lender is in the customer’s property or 

assets, not the vehicle that has been bought using the loan.
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11.InterestRates

This topicdealswith interestrates.
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What is aFixedRate? Variable Interest Components of 

aVariable Rate

Variable Interest 

PaymentStructure

Fixedinterest payment 

structure
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WhatisaFixedRate?

Afixedrateof interestiswhere theproportion(percentage)ofmoney payableannuallyinrelationtoanamount borroweddoesnot 

change duringthelife of theagreement.

It is also referred to as f̀lat rate` of interest and is the most widely used and understood method of calculating interest.

Annual Interest

Afixedinterestrateisnormallycalculated onanannualbasis anddoesnot 

take intoaccount anyreductioninthecapital amount that hasbeenborrowed 

by thecustomer andthat isbeing repaideverymonth.

A fixedrateof interestappliestothecapital amount borrowedonly(unlike 

theAnnualPercentage Rate (APR) which reflectsall interestandfees/charges 

tobepaidbythecustomer).

FixedInterestRepayments

The fixed rate of interest is calculated on the total amount borrowed and will

not change during the life of the agreement, regardless of changes in the

Bank of England base rate.

Regular payments that the customer makes to the finance company will remain 

the same throughout the term of the agreement. There will be no payment 

fluctuations for the customer, which helps planning.
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Fixedinterestpaymentstructure

With afixedrateofinterest,customerpaymentsarecomprised 

ofbothcapitalrepaymentandtheinterest.

Although the customer payment remains the same for the termof the loan, the 

actual amount of capital repaid in each payment will progressively get larger and 

the interest element will get smaller as the agreement reaches the end of its term.

Finance Product Knowledge 11.Interest Rates
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VariableInterest

Avariable rateof interest,unlike f̀ixedratè,maychangeduring the 

life ofanagreementin line withcurrentmarketconditions.

For example, some agreements – particularly mortgages – ‘track’ the Bank of England 

base rate which will change over time.

This means the rate could go up – costing the customer more; or go down – costing 

the customer less. This is a risk that is evaluated by the customer before entering into 

an agreement.

Most secured motor finance agreements charge a fixed rate of interest. Variable rate 

agreements are less common when interest rates are low or increasing.
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Componentsof aVariableRate

The actual rateof interestchargedisacommercial decision,butin thecaseofavariableratetherearetwocomponent parts to

therate– theunderlyingcost offinanceandthemarginthelenderaddstocoveritscosts andmakeaprofit

Costof finance

Lenders oftenneedtoborrowsignificantfundsfromthemarketplace to givethem the 

capital with which tolend totheircustomers. The costof financeborrowedisoften

linked to abenchmark interestratethat indicates borrowingcostsbetween banks. 

Benchmark rates fluctuatedependingonmarket conditionsand are calculated

andpublisheddaily.

Margin

Lenders will also includeamargin(afixedamount) tocoveralltheknown coststo 

them,suchasoverheadsandwages, which isaddedtotheprofitandcommission 

margin.Forexample, financecosts(6%)+margin(4.5%) =TotalAnnualInterest

(10.5%).
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VariableInterestPayment Structure

Theamountofcapitalbeing repaid witheachpaymentwillbethe 

same amountwitheachrepayment.

However, the amount of interest charged within each repayment will fluctuate to reflect 

the reducing balance of capital outstanding and the prevailing interest rates.
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Summary

ThistopiccoveredInterestRates.

Fixed Rates:

• Fixed interest rates apply to the total amount borrowed and do not change 

during the termof the loan.

• The proportion of repayments made up of capital repayment increases toward 

loan maturity.

VariableRates:

• Variable rates of interest change with market conditions.

• Usually, customer repayments will go up or down during the term 

of the loan as interest rates vary.

• The actual rate charged depends on the lender’s costs and the margin they add.

• The amount of capital repaid is the same in each repayment, 

but the interest fluctuates.
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1Changes toConsumer creditregulation

Thismodule coversthe changein responsibilityfor theregulationofconsumercredit in theUK.

In this module you will learn about the followingareas:

Theroe of the Financial 

ConductAuthority.

Whoisandisnotcovered 

by thelegislation.

Theaimsoftheconsumer 

creditregulatory regime.

Regulatory Knowledge 1Changes toconsumercredit regulation

FCA reviewofmotorfinance
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TheConsumerCredit Act

TheConsumerCredit Act(CCA)wasinitially introducedin 1974to 

protectconsumersandsomesmallbusinesseswhichusedcreditto 

buygoodsandservicesin theUK.

Numerous provisions were made under the CCA, which was reviewed and amended in

2006, and further provisions were brought into force in the UK in 2010 as a result of the

European Consumer Credit Directive (which had been adopted in Europe in 2008).

Until 1April 2014, the Office of Fair Trading (OFT) was responsible for overseeing

the CCA. It issued licenses to firms, such as credit providers and motor dealers, who

engaged in regulated consumer credit activities and ensured compliance with the Act’s 

provisions to help protect consumer credit customers. Enforcement work at local level 

was carried by Trading Standards Offices.

With effect from 1April 2014, the Financial Conduct Authority (FCA), assumed

responsibility for regulatingconsumer credit (see ‘The Financial Conduct Authority 

(FCA)’ module). The specific rules for firms carrying our consumer credit activities are 

set out in the FCA’s Consumer Credit Sourcebook (referred to as ‘CONC’). CONC is

available here.

Regulatory Knowledge 1Changes toconsumercredit regulation
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Aimsandprotectionsof the 
consumercreditregime

The legislationandCONC sourcebookrequirespecifiedcreditandhire agreements tobe soldin acertain way.

Specific information must also be provided to customers before, during and after an agreement is signed.

Consumer finance agreements are either:

Regulated

In which case the customer enjoys the 

full protection of the legislation; or

Unregulated

In which case the customer does not have 

any protection under the legislation.

Regulatory Knowledge 1Changes toconsumercredit regulation
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Customerswhoareprotected

Customers who are protected are:

Private individuals

Private individuals (unless the loan is for 

more than £60,260, in which case the

customer can, if eligible, opt to use the High

Net Worth Exemption).

Soletraders andpartnerships

Sole traders and partnerships of up to three 

partners (provided the loan is for personal use 

and does not exceed £25,000).

Regulatory Knowledge 1Changes toconsumercredit regulation
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Legislation

Thelegislation doesnotapply to:

• Limited companies.

• Local authorities.

• Charities.

• Partnerships of four or more partners.

These entities are therefore not protected under CONC.

Regulatory Knowledge 1Changes toconsumercredit regulation

91



Contents Glossary

Wherelegislation doesnotapply

The legislation does not apply to the following forms of lending:

Lending to

“highnetworth individuals”

Lending to “high net worth individuals” (those with a net 

income of £150,000 or net assets of £500,000) who can 

opt whether or not to have the protection of the legislation 

in relation to loans which exceed £60,260.

Thesaleof General Insurance

Which is regulated by the FCA under its ICOBS (Insurance 

Conduct of Business) rules.

Firstchargemortgages

Which are regulated by the FCA under its MCOB 

(Mortgages and Home Finance - Conduct of Business) 

rules.

Regulatory Knowledge 1Changes toconsumercredit regulation
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FCAreviewof motorfinance

In 2017the In 2017 the FCA announced an exploratory review of the motor finance sector. It 

wanted to understand the use of motor finance products, and assess the sales process 

employed by firms and whether the products could cause consumer harm.

The review focused on four key areas:

Customer information– The FCA undertook 122 mystery shops of dealerships and 

brokers to see if the information provided to consumers was sufficiently clear and 

transparent. The FCAwere testing to see if customers were presented with the risks 

and features associated with finance products.

Commission arrangements – The FCA analysed commission agreements and data 

provided by lenders. It wanted to see if commission provided by lenders to dealers 

incentivised behaviours that led to consumer harm. For example: higher APRs and the 

sale of products that did not meet the customer’s needs.

Responsiblelending– The FCA undertook a survey of lenders and analysed data from 

the Credit Reference Agencies. It assessed the extent to which lenders were checking 

that customers could afford the motor finance being offered and were creditworthy 

enough to meet the monthly payments.

Unfairbusinesspractices – The mystery shops were also used to establish if 

dealerships were using any unfair business practices to sell motor finance to 

customers.

Regulatory Knowledge 1Changes toconsumercredit regulation

Final findings

In March 2019, the FCA issued its final report, which can be viewed here. The

key findings were as follows:

Customer information – the mystery shopping results raised a number of concerns

about the pre-contractual information (PCI) and explanations provided to consumers

and when and how commission is disclosed.

Commission – the FCA found that commission arrangements that provided control to 

dealers and brokers to set interest rates led to increased costs for consumers.

Responsiblelending– some issues were found with the way in which lenders 

assessed affordability and creditworthiness. Firms were asked to revisit their 

lending criteria to ensure it complied with the FCA’s new responsible lending 
rules.

Unfairbusinesspractices – the FCA’s review did not highlight any widespread 

evidence of other poor practices.

New ruleson commission andcommission disclosure

The FCA consulted on new rules to prohibit commission arrangements that enable 
dealers and brokers to change interest rates on credit products. The new rules 

came into effect in January 2021, these are explained in module 9 Financial 
Incentives.
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2 TheFinancialConductAuthority (FCA)

Thismodule explains theroleof theFinancial ConductAuthority (FCA) 

– theregulatoryauthority forconsumercredit in theUK.

In this module you will learn about the followingareas:

TheFCA’soperational 

objectives.

HowtheFCA supervises 

consumercreditfirms.

WhichFCA provisions apply 

tomotorfinance.

TheFCA’sregulatory toolkit.

Regulatory Knowledge 2 TheFinancial Conduct Authority (FCA) and principles-basedregulation
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Responsibilityfor regulating consumercredit

With effectfrom1April 2014,responsibility forregulating consumer 

creditin theUKpassedtotheFinancialConductAuthority(FCA).

The FCAsupervises the conduct of over 50,000 firms, and regulates the prudential 

standards of those firms which are not regulated by the Prudential Regulation Authority 

(PRA). The PRA regulates around1,700of the largest financial firms including banks, 

building societies and major investment firms.

TheFCA hasanover-arching strategicobjective toensure 

thatthefinancialmarketsitregulates functionwell.

Tosupport this, the FCA has three statutory objectives:

• to secure an appropriate degree of protection for consumers;

• to protect and enhance the integrity of the UK financial system; and

• to promote effectivecompetition in the interests of consumers.
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TheFCA’s“regulatory toolkit”

TheFCA usesarangeof toolstocarryoutitsresponsibilities and 

meetitsobjectives.

The FCA is a principles-based regulator and it expects regulated firms not only to follow 

its prescribed Rules,but also to follow the ‘spirit’ of what the FCA is seeking to achieve. 

For example, it expects regulated firms to treat their customers fairly in all that they do.

Underpinning the FCA’s principles-based approach, are the FCA’s Principles for 

Businesses here (referred to as ‘PRIN’)which set out the fundamental obligationsfor 

firms under the regulatory regime. The 11over-arching Principles have the force of 

Rules and firms are required to demonstrate compliance with them.

Conduct risk is a key theme of the FCA’s regulatory regime, where it will use

intelligencegathered fromits supervisory work to identify potential or actual consumer 

harm caused by the actions of firms or markets and take action to address that conduct 

(see below). A key Principle for firms related to conduct risk is:

Principle 3 - “a firm must take reasonable care to organise and control its affairs 

responsibly and effectively, with adequate risk management systems”.

Broadly,thisobligationextends toafirm’s:

• Robust governance arrangements

• Skills, knowledge and expertise of staff

• Outsourcing responsibilities

• Record-keeping

• Any conflicts of interest
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The FCA has now introduced an important new principle, which is the 

Consumer Duty (Principle 12). This sets a new and higher standard for firms 

providing financial services (see the next slide - 'Consumer Duty').
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Consumer Duty
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The FCA’s Consumer Duty sets clearer and higher expectations for firms’
standards of care towards consumers. The FCA aims to ensure firms

consistently focus on consumer outcomes, and put customers in a position
where they can act and make decisions based on their own needs and

interests.

The Consumer Duty requires firms to:

• Put themselves in the customer’s shoes and ask ‘would I recommend 
my firm’s products and services to my friends and family?’

• act to enable rather than hinder these outcomes

• assess the effectiveness of their actions

Why introduce a new Consumer Duty?

The FCA has seen, across various markets, that consumers don’t always get 

the products and services that meet their needs, or outcomes they might 
reasonably expect.  The FCA highlights these key factors:

• Weaker bargaining position – such as where the customer is in a 

market or environment where they are unable to negotiate – particularly 

in less competitive markets.
• Asymmetries of information – where the customer has less 

information about products and services than the sales person and this 
is used to exploit the customer. 

• Behavioural biases and ‘sludge practices’– where a customer’s 

behaviour is taken advantage of, particularly if they are vulnerable.  
Sludge practices are those that hinder consumers from making 

decisions that are in their interests, for example, where information is 
deliberately withheld about their rights under a finance agreement.

The new Consumer Duty and FCA rules

The Consumer Duty is structured around three key elements:

• Consumer Principle – a firm must act to deliver good outcomes for 

retail customers.  More information on the principles-based 
regulation is provided in the next Chapter [ link here for online version 

and online slides]

• Cross-cutting Rules – Firms must:

1. act in good faith toward retail customers
2. avoid foreseeable harm to retail customers

3. enable and support retail customers to pursue their 
financial objectives

• Four outcomes:
1. Products and services – that are specifically designed to 

meet the needs of consumers and sold to those whose 
needs they meet.

2. Price and value – the price of products and services 

represents fair value for consumers.
3. Consumer understanding – communications should 

support and enable consumers to make informed decisions.
4. Consumer support – that meets the needs of consumers 

throughout their relationship with the firm.
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Consumer Dutyexample –armed forces 

customers
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Armed forces personnel and their families seek, and are eligible for, motor 

finance in much the same way as the rest of the UK population. However, 

unlike much of the rest of the population, armed forces personnel can be 

redeployed mandatorily, including overseas, on a regular basis, and the 

destination of the redeployment is not often known significantly in advance. 

Unless this is taken into account in how motor finance agreements are sold 

and operated, this can have costly consequences for both armed forces 

personnel and motor finance providers, for example if an agreement has to

be terminated early.

The Consumer Duty shows how such customers should be served. The 

overall duty is to act to deliver good outcomes for armed forces customers. 

And the cross-cutting rules require dealers, brokers and lenders to act in 

good faith, avoid foreseeable harm and enable and support armed forces 

customers to pursue their financial objectives. Armed forces customers’ 

financial objectives would include not just accessing affordable finance for 

their car. They also include avoiding a large bill if they get posted abroad 

before their finance agreement has ended and knowing whether their 

agreement allows them to take their car abroad with them.

If a customer says that they are from an armed forces family, dealers and brokers

should therefore:

• discuss with the customer what the consequences might be if they get deployed

overseas and thus what the best finance options for them might be (taking into

account the term of the agreement and the likely costs of terminating it early);

• pass on to lenders the information that they are armed forces personnel and

what they have been told about the likelihood and timing of an overseas

deployment;

• take into account the timing and likelihood of an overseas deployment when

considering both finance product suitability and agreement length, and

• ensure that the features and requirements of the proposed motor finance

agreement are clearly explained to armed forces personnel, including the

options and impacts if they are deployed overseas.

Lenders should:

• take into account, in their underwriting and collections policies, the specific

circumstances that apply to armed forces personnel, including in particular the

possibility of an overseas deployment;

• when armed forces personnel are deployed overseas, permit the vehicle to be

taken overseas for the remaining duration of a finance agreement. The industry

standard is to allow this, subject to evidence being provided of the deployment,

the vehicle being comprehensively insured while overseas, and to consider

whether any mileage limit should be adjusted;

• when armed forces personnel are deployed overseas before the end of a motor

finance agreement, and where they do not wish to or are unable to take the

vehicle with them, use best endeavours to find a solution that that is affordable

and acceptable to the customer.
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Another keyprinciple oftheFCA regime

Anotherkeyprinciple oftheFCA regime- andonethatall regulated 

firmsmustfollowin all theirconsumercreditactivities where the 

Consumer Duty does not apply (for example when dealing with 

business customers)- isPrinciple 6 “a firm mustpaydueregardto

theinterestsofitscustomersand treatthemfairly”.

This is commonly referred to as Treating Customers Fairly or ‘TCF’.TheFCAexpects 

firms to put the well-being of their customers at the very heart of how they run their 

business. A firm’s approach to TCF helps inform the FCA’sview of their potential 

conduct risk.

The FCA has published six ‘consumer outcomes’ here to help explain how firms can 

demonstrate compliance with TCF, along with examples of good and poor practice.

The six outcomes are outlined on the next page.
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Thesixoutcomes:

Outcome3

Consumers are provided with 

clear informationand are kept 

appropriately informed before, 

during and after the point

of sale.

Outcome4

Where consumers receive 

advice, the advice is suitable 

and takes account of their 

circumstances.

Outcome5

Consumers are provided with 

products that perform as firms 

have led them to expect, and 

the associated service is of an 

acceptable standard and as 

they have been led to expect.

Outcome2

Products and services 

marketed and sold in the 

retail market are designed to 

meet the needs of identified 

consumer groups and are 

targeted accordingly.

Outcome1

Consumers can be 

confident that they are 

dealing with firms where 

the fair treatment of 

customers is central to 

the corporate culture.

Outcome6

Consumers do not face 

unreasonable post-sale 

barriers imposed by firms 

to change product, switch 

provider, submit a claim or 

make a complaint.
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BeyondPRIN

In addition to PRIN, firms are also expected to adhere to other high-level principles including:

DISP

DISPsets out detailed requirements 

for firms to handle customer 

complaints, including working with 

the Financial Ombudsman Service.

SYSC

SYSC sets out a firm's 

responsibilities in relation to the

arrangements which must be in place 

for senior management, 

systems and controls. For

example, firms must ensure that 

senior management have the 

necessary expertise to perform 

the responsibilities allocated

to them.

TC

TCsets out the commitments and 

requirements for firms concerning 

staff competency related to 

consumer credit activities.

GeneralProvisions 

(GEN)

GeneralProvisions(GEN) set out 

firms’ responsibilities regarding 

such issues as disclosing their 

regulatory status and the use of 

the regulators logo.

FIT

FIT sets out the minimum standards 

for becoming and remaining an 

Approved Person (see the next 

module for more information on 

Approved Persons).
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Requirements

Theexactrequirementsthatneedtobemetbyanindividual firm

will depend ontheirspecificconsumercreditactivitiesandtheirFCA 

authorisation status.

See the ‘FCA permission and authorisation’ module for more information. Beyond the 

principles of the FCA regime, CONC sets out the specific Rules and Guidance which 

the FCA expects firms carrying out consumer credit activities to follow.

The distinction between Rules and Guidance in CONC is important for firms as the 

FCA will fully enforce its Rules, while firms have some discretion to interpret Guidance 

provided it is in accordance with the FCA’sPrinciples and the spirit of the regulatory 

regime.

In addition, the FCA conduct Market Studies and Thematic Reviews which examine

in detail particular products or markets as a whole. For example, in 2013/14 the FCA

conducted a Market Study on General Insurance Add-On products. This included

reviewing how GAP (Guaranteed Asset Protection) insurance was sold to consumers in

motor dealerships. The outcome of the Review were new rules introduced for the sale

of GAP insurance which we cover under module 5.

Status disclosures

The FCA rules require firms to disclosetheir FCAregulatory status in a durable medium 

(e.g. in writing). This disclosure should be on all customer facing documentation (i.e.

letter, e-mail, marketing flyers, websites, etc.).

A simple example of how this would look is shown below:

[Firm] is directly authorisedby the Financial Conduct Authority (FCA) for consumer 

credit activities. Our Firm Reference Number (FRN) is [123456].

The full rules can be found within the FCA’sGEN sourcebook .

Firms are also required to ensure they meet their obligations in regard to the Senior 

Managers and Certification Regime (SM&CR) especially in relation to its code of 

conduct and acting in the best interests of customers. See Senior Managers and 

Certification Regime below.
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HowtheFCAsupervisesfirmsand enforces 

theconsumercreditregime

TheFCA supervises andenforcesitsregulatory regimeby 

providing a ‘credible deterrence’to firms. TheFCA achievesthis 

credibledeterrenceby:

1. bringing more enforcement cases and pressing for tough penalties 

for infringements of rules to reset conduct standards;

2. pursuing more cases against individuals and holding members of 

senior management accountable for their actions;

3. pursuing criminal prosecutions, including for insider dealing and 

market manipulation;

4. taking action to tackle unauthorised businesses and

5. continuing to prioritise getting compensation for consumers.

The FCAwill focusses its resource on firms, products or markets which carry the

greatest potential consumer harm and where its intervention could most benefit

consumers.
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TheFCA’sday-to-daysupervision 
of regulated firms

The FCA’sday-to-day supervision of regulated firms is based on three key ‘pillars’:

Pillar three

Pillar three is basically forward-looking - carrying out in-

depth thematic reviews of issues or products in a sector 

where there could be increased risks to consumers.

Pillar two

Pillar two is reactivesupervision. The FCA will rapidly deal 

with events that could result, or are already resulting, in 

poor outcomes for consumers or, detriment to market 

integrity.

Pillarone

Pillar one is all about the proactive supervision of firms. 

The FCA will directly supervise firms through the use of

intelligence and visits to identify and then mitigate the key 

drivers of conduct risk within firms.

It will focus on firms whose activities are causing poor 

outcomes for consumers, for example, by failing to 

properly disclose information related to products or 

interest rates to consumers, or any other behaviours that 

could impact the integrity of the market and consumer 

protection.
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Classificationof regulated firms

TheFCAwill putall regulated firmsintooneoffour“conduct 

categories”– C1,C2,C3orC4.Thesebroadly reflecta firm’ssize 

andcustomernumbers,andthecorresponding level of riskto 

consumers.

Firms in category C1(typically, banks) will receive the most intensive level of attention 

from the FCA, firms in C4 the least. Firms in categories C1and C2 have a named 

supervisor at the FCA; firms in categories C3 and C4 are supervised by flexible teams.

The vast majority of consumer credit firms – including motor finance providers, credit 

brokers and motor dealers – are likely to be in categories C3or C4. The FCA will inform 

a firm which category they will be in when they apply for authorisation.
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Enforcementaction

TheFCAcanreprimandandfine firmsforfailuretomeetits 

regulatory standardsandrequirements.

It can remove permissions to undertake certain activities and require firms to take 

specified action. The ultimate sanction is to remove a firm’s permissions entirely, 

meaning it cannot remain in the business of conducting regulated activities (but a

motor dealer could, for example, still sell a car but not introduce customers to a finance 

provider).

Regulatory Knowledge 2 TheFinancial Conduct Authority (FCA) and principles-basedregulation

106



Contents Glossary

3FCApermissionandauthorisation

Thismodule explains therequirements for firms wishing tobecomedirectly authorised bytheFCA.

In this module you will learn about the followingareas:

TheFCA’sthresholdconditionsforfirms 

wishingtobecomeauthorised.

Appointed Representatives.Theprocessforfirmstoapply forFCA 

authorisation, andthedifference between 

aLimitedorFull Permission.

Regulatory Knowledge 3 FCApermission andauthorisation

FCA reporting requirements Senior Managers&CertificationRegimeand 
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Whatisauthorisation?

FCA ‘authorisation’ is theformalprocessofbecomingdirectly 

regulated bytheFCA.

If firms they want to conduct any regulated activities they will need an authorisation

from the FCA. There are two types of authorisation (see information on Full and

Limited Permissions below).
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Appointed Representatives

Firmsmaynotcarryoutanyregulatedconsumercreditactivity 

unlesstheyareeitherdirectlyauthorisedby theFCA orexempt from 

authorisation.

A firm cannot be both authorised and exempt. It may choose to become the Appointed 

Representative (AR) of a directlyauthorisedfirm, in which case the directly authorised 

firm – known as the “Principal” – will take full responsibility for the AR’s compliance with 

the FCA’s rules. The FCAwill have no direct relationship with ARs - the Principal firm will 

act on behalf of the AR.

There is no limit to the number of ARs which a Principal may have: there are some 

restrictions on how many Principals an AR may have (however, multi-Principals are 

permitted), but these restrictions relate to the activities which the ARs are carrying out. 

They do not generally apply to motor finance providers or motor dealers.

A motor dealer may act as an AR for one or more motor finance company Principals

– or motor insurance company Principals – and therefore will not need to be directly

authorised by the FCA.

Principals are required to have written contracts with their ARs which document the 

commercial arrangements between them. Before entering into an agreement with an 

AR, a Principal must:

• carry out sufficient checks to ensure that the firm or individual is financially 

stable and maintains a satisfactory level of competence;

• approve any individual carrying out a controlled function in the AR firm; and

• notify the FCA of any firm it appoints asan AR.

Once the Principal/AR arrangement is in place, the Principal assumes responsibility 

for a range of activities carried out by its ARs, including:

• the products they sell and arrange;

• any advice they give to customers; and

• ensuring they deliver the Consumer Duty outcomes in the same way

that a directly authorised firm would (see ‘The Financial Conduct 

Authority (FCA) module).
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Motor finance providerswill require Full Permission from the FCA as consumer credit 

lending is deemed a higher-risk activity (i.e. there is a greater potential risk of consumer 

detriment). Firms applying for a Full Permission are required to comply with all of the 

FCA’s consumer credit rules (see ‘The Financial Conduct Authority (FCA)’ module), 

have greater FCAreporting requirements, higher annual authorisation fees and more 

stringent Threshold Conditions and Approved Person requirements.

Motor dealers can apply to the FCA for a Limited Permission for their consumer 

credit activities, as providing credit is secondary to their primary activity of selling 

cars. There are less onerous regulatory requirements for firms holding a Limited

Permission. However, a motor dealer (or any other type for firm) cannot hold a Limited 

Permission for consumer credit if it is directly authorised with the FCAfor general 

insurance. A dealer must either apply for a Full Permission for consumer credit (to 

maintain direct authorisation for general insurance) or the firm must act as an Appointed 

Representative (AR) for general insurance if it wishes to apply for a Limited Permission.
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Activities requiringaFull Permission

Credit broking where introducing customers to lenders or brokers is a main business activity

Credit broking where the sale of goods or services takes place in the customer’s home (such a supplier is

known as a ‘domestic premises supplier’)

Debt administration and debt collection

Debt counselling and debt adjusting on a commercial basis

Lending which is not limited permission (such as lending in relation to personal loans, credit cards, over-

drafts, pawnbroking, hire-Purchase or conditionalsale agreements)

Providing credit information services

Providing credit reference agency services

Operating an electronic system (peer-to-peer lending)

“Full”or “Limited” Permission?

Therearetwo typesofFCAauthorisation.Aconsumer creditfirmmust choose 

whether toapplyto theFCAfor a“Full” ora “Limited”permission.

The type of authorisation that a firm should apply for is determined by the type of 

activities it carries out. The table below explains which activities fall into each category:

Activities requiringaLimitedPermission

Consumer hire (suchastool and car hire)

credit broking (other than by a domesticpremises supplier) where the saleof goods or non-financial 

servicesis the mainbusiness, and broking is asecondary activity designed to help finance the purchase

of those goods or services (e.g. motor dealerships and high-street retailers that introduce customersto a

finance provider)

Credit broking in relation to consumer hire or Hire Purchase agreements

lending where the sale of goods or non-financial services is the main business, and there is no interest or

charges and the agreements are not hire-purchase or conditional sale agreements (e.g. certain golf clubs or

gyms allowing deferred payment for membership)

Consumer credit lending by local authorities (where lending is within the scope of the Consumer Credit

Directive)

Not-for-profit bodies providing debt counselling and/or debt adjusting, including those who also provide

credit information services
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Meeting theFCA’sThresholdConditions

Allfirmswhichapply forauthorisationhavetomeettheFCA’s 

minimumstandardstobecomeauthorised– knownasthe 

“Threshold Conditions”. Theseconditionsarethatthefirm:

• is registered with Companies House and has the appropriate legal status 

to carry out regulated activities;

• is a “body corporate” constituted under UKlaw,with its “mind and 

management” (directors, compliance and audit functions) located in the UK;

• must be capable of being effectively supervised by the FCA: this means that 

in most cases it should have a UK establishment;

• must demonstrate that it has appropriate resources – including financial, 

management, staff and systems and controls;

• must demonstrate the competence and ability of management, and that the 

firm’s affairs are conducted in an appropriate manner regarding the interests 

of consumers and the integrity of the UK financial system; and

• must have a business model which is suitable for its regulated activities and 

has regard to the FCA’s operational objectives.

Once a firm is authorised, it will also have to meet the FCA’s requirements on 

Approved Persons/Controlled Functions, and regulatory reporting.
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Senior Managers and Certification Regime 

(SM&CR)

SM&CR requires lenders, motor dealers and brokers to:

• Encourage a culture for staff of all levels to take responsibility for their actions.

• Make sure firms and staff clearly understand and can demonstrate where 

responsibility lies with regards to acting in the interests of customers.

SM&CRcategories

Firms may fall under one of three categories under the SM&CR:

Limitedscope: this will apply to firms who already have exemptions under the 

Approved Persons Regime. These firms will be exempt from some baseline 

requirements and will typically have fewer senior management functions.

Core: firms in this tier will have to comply with the FCA baseline requirements.

Enhanced:this will apply to a small number of firms whose size, complexity and

potential impact on consumers or markets warrant more attention. These firms will have 

extra requirements, for example, lenders and investment firms.

Most motor dealers will fall within Core or Limited Scope, however firms should check 

this on the FCA website here.

The SM&CR won’t apply to Appointed Representatives. They will continue to be subject 

to the Approved Persons regime.

The SeniorManagersRegime

The FCA has designated anumber of Senior Management Functions (SMF) to cover the 

individuals deemed by the regulator to pose the greatest potential risk to customers

or market integrity. SMFs cover a narrower group of people than the current Approved 

Person Regime. Firms are requiredto undertakethe followingactivities:

• Pre-approval:Those individuals who hold an SMF position must be approved by 

the FCA before they are appointed to their new role. This is currently applicable 

under Approved Person Regime;

• RegularAssessment ofFitness andPropriety:Firms need to take responsibility 

for their staff being fit and proper to perform their role. Assessments must be 

conducted on an ongoing basis, and at least once a year;

• Statements ofResponsibility:Every Senior Manager will require a document that 

states what they are responsible and accountable for;

• PrescribedResponsibilities:In addition to the inherent responsibilities of a Senior 

Manager that relate to their SMF function, the FCA proposes that firms must 

allocate ‘prescribedresponsibilities’ to their Senior Managers. These will vary 

depending on the size and complexity of the firm.
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TheCertification Regime

The Certification Regime applies to specific functions that are not SMF but can have a

significant impact on customers, the firm or market integrity. These individuals do not 

have to be approved like SMF, but firms will need to confirm (certify) they are suitably 

qualified to carry out their role annually. The FCAhave defined a list of Certified 

Functions which will apply to a much larger group of people than the previous APER 

regime.

A Senior Manager is personally responsible for this obligation aspart of their 

prescribed responsibilities.

Conductrules

The conduct rules under SM&CR are principles designed to ensure a high standard of 

behaviour for all staff, and extend to all individuals in the regulated company, except for 

ancillary roles, for example, receptionists, cleaners, HR administrators.

There are two tiers of Conduct Rules.

• First tier rules apply to all staff, while tier 2 applies to Senior Managers such as 

heads of departments and directors only.

It is the responsibilityof firms to ensure that their employees fully understand the 

Conduct Rules and receive specific training on how they comply with them. Any 

breaches of the Conduct Rules must be formally notified to FCA.

The FCAPrinciples for Businesses underpin the rules that apply to all regulated firms, 

regardless of their business area.

Firsttierrules– IndividualConductRules

• You must act with integrity

• You must act with due care, skill and diligence

• You must be open and cooperative with the FCA, the Prudential Regulation 

Authority (PRA) and other regulators

• You must pay due regards to the interests of customers and treat them fairly

• You must observe proper standards of market conduct

Secondtierrules– SeniorManagerConductRules

SC1.You must take reasonable steps to ensure that the business of the firm for which 

you are responsible is controlled effectively.

SC2. You must take reasonable steps to ensure that the business of the firm for which 

you are responsible complies with the relevant requirements and standards of the 

regulatory system.

SC3. You must take reasonable steps to ensure that any delegation of your 

responsibilities is to an appropriate personand that you oversee the discharge of the 

delegated responsibilityeffectively.

SC4. You must disclose appropriately any information of which the FCA or PRA would 

reasonably expect notice.

A Senior Manager is personally responsible for these obligationsas part of their 

prescribed responsibilities
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Approved Persons:Controlled Functions and 

thenewSenior Manager Functions

An “Approved Person” is an individual who is directly approved by the FCA to perform 

one or more activities on behalf of an authorised firm. They are to be approved under

the Senior Manager and Certification Regime (SM&CR).

The majority of controlled functions have automatically been converted to Senior 

Manager Functions (SMF) by the FCA, but it is the firm’s responsibility to ensure the 

individuals hold the correct SMF. See function mapping table below.

Firms with a Limited Permission – for example, motor dealers who are not directly 

authorised for general insurance – will normally only require one Approved Person.

When considering a candidate for approval under SM&CR, the firm must satisfy itself 

that a person is Fit and Proper (FIT) before applying for them to be approved as an 

SMF. The FCAwill look at the individual’s:

• Honesty

• Integrity and reputation

• Competence and capability

• Financial soundness

Individuals can hold more than one SMFfunction and be an Approved Person for more 

than one firm so long as they are satisfied the person is FIT to undertake the role.
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FunctionmappingforCoreandLimitedScope firms(includingbranches)

Previous Controlled Function Corresponding Senior Management 

Function(s)

CF1 – Director SMF3 – Executive Director

CF2 – Non-Executive Director SMF9 – Chair

CF3 – Chief Executive

SMF1 – Chief Executive

SMF19 – Head of Third Country Branch

CF4 – Partner

SMF3 – Executive Director

SMF27 – Partner

CF5 – Unincorporated Association
SMF3 – Executive Director

CF6 – Small Friendly Society Function SMF3 – Executive Director

CF8 – Apportionment & oversight SMF29 – Limited Scope

CF10 – Compliance & Oversight SMF16 – Compliance Oversight

CF11– Money Laundering Reporting Officer

(MLRO)
SMF17 – Money Laundering Reporting Officer (MLRO)

CF29 – Significant Management Function SMF21 – EEA Branch Senior Management Function

SeniorManagersarerequiredto comply with theFCA’s conduct rulesunderSM&CR
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Regulatoryreporting requirements

Firmswill berequiredtosubmitasuiteof regular reportstotheFCA 

toensuretheiron-goingauthorisation.

Firms with a Limited Permission will not be required to submit all of these reports, which 

are summarised below:

Regulatory Knowledge 3 FCApermission andauthorisation

Reporting form Whichfirms? Summaryofcontent

Financial data

CCR001
Full Permission

Key financial figures including capital,

assets, liabilities, exposures, income

and profits.

Volumes

CCR002
Full Permission

Revenue, customer and transaction

volume, together with an indication of the

main method used to generate income.

Lenders

CCR003
All lender firms

Breakdown of value and amount of loans,

arrears and interest rates.

Debt management

CCR004

Debt management firms

and large not-for-profit debt

advice bodies.

Capital requirement and capital

resources. Number of debt

management plans ending early.

Client money and assets

CCR005

Debt management firms and

not-for-profit debt advice

bodies.

Highest balance and number of
clients. Amount of client money held for

longer than 5 days.

Firms undertaking debt

Debt collection
collecting including peer-to-
peer lending platforms that Breakdown of number and value

CCR006 of debtsby stage of placement.
collect debts due under the

loans they facilitate.

Key data

CCR007
Limited Permission

Credit-related income, total revenue,

number of transactions and complaints,

main credit-related regulated activity.

Credit broking websites

CCR008

Brokers who may or will

charge a fee in connection

with credit broking activities.
Tonotifyabout the address for websites.
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Frequency of reporting

Firmswithannualrevenuefrom credit-relatedregulated activities 

ofuptoandincluding £5mwillneedtoreportannually. Thiswill 

include complaintsreporting.

Firms with annual revenue from credit-related regulated activities of more than £5m 

will need to report every six months, with the exception of CCR007 – which applies to 

Limited Permissions firms, such as motor dealers – and will only be required annually. 

But if a firm is credit broking for a fee, it will need to report quarterly.
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General insuranceregulation

Inaddition toapplying forpermission toundertakeregulated 

consumercreditactivities, somemotorfinancefirmsanddealers 

mayneedtohavepermissionsinrelationtoregulated insurance 

activities.

The Insurance: Conduct of Business Sourcebook (ICOBS) applies to:

• insurance intermediaries;

• insurance providers; and

• motor vehicle liability insurers.

In the motor market, some of the relevant insurance products regulatedunder

ICOBS include:

• payment protection insurance (PPI);

• Guaranteed Asset Protection (GAP) insurance products such as Return To Invoice 

(RTI) GAP insurance

• Cosmetic repair (SMART) insurance;

• tyre and alloy insurance, and

• some breakdown, recovery and warranty products

FCA authorisation for general insurance is needed by firms and individuals if they either 

sell directly or act as an intermediary for these products.

Motor dealers who are not authorised for general insurance cannot even discuss or 

comment on regulated insurance productsand it is a criminal offence to conduct any 

business which is defined as “regulated” .

There is a cost to finance companies and motor dealerships to apply to become FCA 

authorised.

The penalties which the FCA can impose on firms for non-compliance are severe, 

ranging from heavy fines to the restriction of business practices, for example a

complete ban on a company’s ability to advise on and sell insurance products.

Firms which undertake regulated activities in relation to insurance should already hold 

the necessary permissions: firms entering this market will need to make sure they apply 

for the appropriatepermissions before commencing any regulatedactivity.
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FCArules for thesaleofGuaranteedAsset 

Protection(GAP)insurance

In2014theFCA published their final findings report following a 

thematicreviewof theGeneralInsuranceAdd-ons market.TheFCA 

wereconcernedaboutthelackofcompetition intheGAPinsurance 

marketwhichtheirresearchsuggested:

• led to inflated prices at the point of sale;

• consumers were not always well informed about the GAP policies they were 

purchasing;

• consumers were often not getting value for money.

On 1st September 2015 the FCA introduced new rules (which form chapter 6 under 

ICOBS)aimed at addressing these concerns by installing a process outlining how GAP 

insurance had to be sold. The rules fall under two distinct remedies:

1)Prescribedinformation

Before a GAP contract is concluded, a firm must draw to the customer’s attentionthe 

following information:

• the total premium of the GAP contract, separate from any other prices;

• the significant benefits and unusual exclusions or limitations, and cross-

referenceto the relevant policy document provisions;

• the fact that GAP contracts are sold by other distributors (whether or not the 

GAP contract is sold in connection with vehicle finance);

• the duration of the policy;

• whether the GAP contract is optional or compulsory;

• when the GAP contract can be concluded by the firm;

• the date the above information has been provided to the customer.

2)Deferredopt-in

The new rules also state that a GAP contract cannot be concluded by a firm with a

customer until at least 2 clear days have passed since the prescribedinformation has 

been given to the customer, unless the customer initiates contact earlier (see below). 

An example of the timings are provided below:

• Day One: Prescribed information is provided to the customer

• Day Two: First clear day

• Day Three: Second clear day

• Day Four: GAP contract can be concluded with the customer
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GAPinsurancecontinued

Customerinitiates theconclusionofthecontract

A GAP contract canbe concluded faster – on the day after the prescribed information 

has been provided – if the customer initiates the conclusion of the contract, and 

confirms that they understand, and accept, that they are choosing not to be subject to 

the deferred opt-in period.

GAPpremiumsfunded bythefinanceagreement

It is not uncommon for the payment of GAP and other insurance products to be 

packaged aspart of the monthly finance payment i.e. the customer would pay a single 

regular monthly payment which includes repayment of the loan and GAP premium.

The new rules make no exceptions for GAP policies structured in this way and

would require the total cost of GAP to be provided under the prescribed information 

and a deferred opt-in period to be implemented prior to the conclusion of the GAP 

agreement.

Intendedoutcomeoftheremedies

“The rules no longer allow GAP insurance to be sold on the same day the customer 

enters the dealership. This gives customers time to read the prescribed information, 

compare features of a policy and its cost against alternatives offered by other providers 

before concluding the sale. The FCAtherefore aims to empower customers when 

making decisionsabout purchasing GAP insurance and increase competition between 

GAP insurance providers resulting in better customer outcomes.”
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4Financialpromotionsandcommunicationswithcustomers

This module coversfinancial promotions andcommunicationswithcustomers.

In this module you will learn about the followingareas:

Thedefinition of 

“financial promotions 

andcommunications”

Factorsforfirmsto consider TheAnnual PercentageRate 

(APR)

TheFCA’sruleson 

financialpromotions

Regulatory Knowledge 4 Financial promotions and communicationswithcustomers
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Definitions

Afinancialpromotion isdefined as“an invitation or inducement, 

communicatedinthecourseofbusiness, toenteroroffer toenter 

intoanagreementin relationtoa“controlled” (regulated)activity.”

This includes advertisements and other promotions linked to the provision of consumer 

credit agreements.

A financial “communication” is the provisionof financial information using any form of 

media, for example:

• social media adverts

• radio

• brochures

• signs written on vehicles

• adverts in showrooms

• emails

• phones calls

• websites

• SMS (text messages)
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TheFCA’srules on financial promotions

TheFCA’srulesonfinancialpromotionsandcommunications 

relating toconsumercreditaresetoutin Chapter3(here)of the 

CONC Sourcebook.

The rules apply to all financial promotions and communications aimed at consumers 

in the UK publishedby all FCA authorised firms (or those they are responsible for, like 

appointed representatives), including motor finance companies and motor dealers.

TheFCArulesdonotapplyif a financialpromotionorcommunication consists of 

onlyoneor moreof thefollowing:

• The firm’s name

• A logo

• A contact point (address/email/phone or fax number/website)

• A brief, factual description of the type of product or service provided 

by the firm

All financialpromotionsandcommunications must be clear, fair andnot 

misleading.This means theymust:

• be accurate and not emphasis any potential benefits of a product or service 

without also giving a fair and prominent indication of any relevant risks;

• be presented in a way that is likely to be understood by the average members of 

the group to whomthey are directed, or by whom they are likely to be received; 

and

• not disguise, diminish or obscure important information, statements or warnings.
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Factors for firmstoconsiderwhenpreparing 

financial promotions and communications

Incommunicatinginformation, firmsshould:

• consider whether the omission of any relevant facts will result in the customer 

being given information which is not clear, fair and not misleading;

• consider whether any comparison of products or services (whether or not 

provided by the firm) is fair and balanced;

• provide general disclosures on any commission arrangements associated with 

the promotion (see chapter on financial incentives here);

• use plain and intelligible language;

• ensure the promotion or communication is easily legible (or for information 

given orally, clearly audible);

• specify the name of the firm making the communication or the firm on whose 

behalf it is being made;

• show the name of the lender (where it is known) if the communication or 

promotion relates to credit broking.

Financialcommunicationsmustnot:

• state or imply that the firm is a lender if it is not;

• suggest or state that credit is available regardless of the customer’s financial 

circumstances or credit status;

• mislead the customer as to the availability of a particular credit product;

• conceal or misrepresent the identity or name of the firm;

• use false testimonials, endorsements or case studies; or

• use false or unsubstantiated claims as to the firm’s size, experience or 

pre-eminence.

Creditbrokers – including motor dealers – must indicate, in their financial 

promotions and communications:

• the extent and limitations of their powers and in particular whether they work 

exclusively with one or more lenders, or work independently;and

• the existence of any financial arrangements with a lender which might impact 

on their impartiality in promoting a credit product to a customer.
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Annual PercentageRate

TheAPRisanannualisedratewhichreflectsthetotalcostof 

borrowing forthecustomer– andtherebyhelpscustomersto 

comparethecostofdifferent creditdeals.

The APR must be shown as “%APR” to one decimal place. Where it is subject to 

change it must be accompanied by the word “variable” but where it is fixed, it is good 

practice to state this.

Where a financial communication includes arate of interest or an amount relating to the 

total, it must also include a representativeexample containing the nature and amount 

of any other charge(s) included in the total cost of credit to the borrower:

• the rate of interest and whether it is fixed or variable or both, expressed as a fixed 

or variable percentage applied on an annual basis to the amount of credit drawn 

down;

• the nature and amount of any other charge included in the total charge for credit 

drawn down;

• the total amount of credit;

• the representative APR;

• in the case of credit in the formof a deferred payment for specific goods, 

services, land or other things, the cash price and the amount of any advanced 

payment;

• the duration of the agreement;

• the total amount payable; and

• the amount of each repayment of credit.

How shouldarepresentativeexample beprovided?

The information provided in the representative example must be clear and concise, 

and presented so that each item of information is easy to understand. As a whole, the

information must be given greater prominence than any other information relating to 

the cost of credit in the communication/promotion. Typically, promotions for lease and 

hire agreements do not need to provide an APR under CONC.

Whenshoulda representativeexamplebe provided?

The content of a promotion will determine whethera Representative APR can be 

shown alone or whether it must be shown as part of the Representative Example.

Examples of when and where to include either the representative APR or the 

representative example can be quite complex. As a general rule of thumb, if any 

financial promotion contains a monthly payment (with the exception of true 0% APR)

then a full representative example must also be included.

Full details relating to financial promotions can be found in CONC 3 here.
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Annual PercentageRateand written examples

There are two main ways in which a lender can calculate interest charges:

Flatrate

With a flat interest rate, interest is charged throughout the term on the full, original 

amount of the loan, and ignores the fact that regular payments are being made to 

reduce the capital outstanding. The flatratemethodisusedtocalculate interest

charges for thevast majority ofmotorfinanceproducts.

The effect of this arrangement is that the customer gains no benefit from paying off 

some of the capital each month. The true rate (the APR) is far higher than the quoted 

rate. In the example below, based purely on the interest paid without taking into 

account any other financing costs, the APR would be approximately 7.8%. If there was

a £100 documentation fee paid with the first repayment, and a £100 option-to-purchase 

fee with the final repayment, the APR would increase to 8.9%.

Example:

A customer borrows £10,800 over 3 years at 4% per annum (flat rate) and pays the loan 

back in 36 regular monthly payments.

• Capital borrowed £10,800

• Total interest 4%pa x 3 years =12%*£1,296

• Total capital + interest £12,096

• 36 monthly payments £336

• Total interest is charged on the original capital borrowed.

Decliningbalance

With a decliningbalance calculation, interest is charged each month on the outstanding 

balance rather than the initial loan.

The borrower makes a fixed payment each month, and with each payment some 

capital is repaid, while interest is based on the reduced capital.

This is sometimes referred to as an ‘APR loan’, because it reflects the true interest rate 

paid throughout the term. Decliningbalanceinterestisnotcommonly usedwith 

motorfinanceproducts,it isthestandardwayofcharginginterestforcreditcards 

andstorecards.

Example:

Using our previous example with a nominal interest rate of 4%, we can see how the 

decliningbalance method works in the borrower’s favour:

• Capital borrowed £10,800

• Total interest 4%pa x 3 years* £691

• Total capital + interest £11,491

• 36 monthly payments £319

• Interest is charged on the capital outstanding at each payment date.
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5 Pre-contractualrequirementsincluding adequate explanations

Thismodule explains the information whichfirms arerequiredto givecustomers 

beforethey enter intoaregulated consumercreditagreement.

In this module you will learn about the followingareas:

Thefactorslendersandbrokersneedtotakeinto 

accountwhengiving customersexplanationsabout 

proposedcreditagreements

Thedocumentationwhichmustbegiven 

tocustomers

Regulatory Knowledge 5 Pre-contractual requirements including adequate explanations
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Decisionsregarding afinancepackage

It isimportant thatcustomersaresuretheyaremakingtheright

decision regarding a finance package before they sign a legally

bindingcontract.

Lenders have always been required to provide the customer with a copy of the 

agreement. From 2005, the law was changed requiringpre-contract information to be 

provided also. For many credit agreements since 2010/11, the pre-contract information 

has been issued in the form of a ‘Standard European Consumer Credit Information’ 

sheet (called a SECCI). But in preparation for the UKto leave the European Union new 

regulations came into force on 30 December 2020 requiringreferencesto the ‘SECCI’ 

to be removed by 30 May 2021.

Lenders must continue providingpre-contract information and adequate explanations 

to customers with regards to regulated credit agreements (but not for regulated 

consumer hire agreements). This is contained within CONC 4 (here). CONC requires 

either the lender or the dealer to:

• provide the customer with an adequateexplanation and assess whether the 

agreement is adapted to the customer’s needs and financial situation;

• advise the customer;

• to consider the pre-contract information; and

• where the information is disclosed in person, that the customer is able to

take it away;

• provide the customer with an opportunity to ask questions about the agreement; 

and

• advise the customer how to ask the lender or the dealer for further information 

and explanation.

Inorder tobe “adequate”theexplanations givenshouldbe tailoredtothe 

customer’s abilitytounderstandtheproposedagreement: indecidingwhatlevelof 

explanation isappropriateineachcase, lendersandbrokers shouldhaveregardto:

• the type of credit being sought;

• the amount of credit to be provided and the associated cost and risk 

to the customer;

• the customer’s understanding of the explanation provided 

(insofar as it is possible to judge this); and

• the channel or medium through which the credit transaction takes place.
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Pre-contract information document

Customersarelegally entitled tobegiven certaininformationbefore 

entering into afinanceagreement.

For most regulated credit agreements firms are required to provide this information in a

format which captures the key features of the proposed credit agreement. The format is

set out in the Consumer Credit (Disclosure of Information) Regulations 2010.

Lenders must provide all of the information set out in the regulations as a minimum: 

they may provide additional information to potentialcustomers on a separate 

information sheet.

For regulatedconsumer hire agreements, and some regulated credit agreements,

the form and content of the pre-contract information is prescribed by the Consumer 

Credit (Disclosure of Information) Regulations 2004. This usually requires pre-contract 

disclosure (taking the customer through the pre-contract information) before the 

customer signs or approves the agreement.

The pre-contract information must be provided in “good time” before the customer 

becomes bound by the agreement. The definition of “In good time” is likely to mean 

that the finance provider cannot unreasonably delay the provisionof pre-contractual 

information and that the customer must have the opportunity to take the information 

linked to a proposed regulated agreement away for further consideration. The 

customer is not obliged to take the pre-contract informaion away if he/she wants to 

proceed with an application straight away.

All contractual information must be presented to customers in a clear and concise way.
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Pre-contractual explanationfor regulated credit 

agreements

Customersmustbeprovided withapre-contractualexplanation 

even iftheystatetheydonotneedone(CONC4.2.9R). Lenders 

andbrokersmustnotencourageor inducecustomerstowaivetheir 

right to receivetherequired information (CONC4.2.10R),whichmust 

include explanationsof:

• the existence and nature of any commission arrangements with lenders and how 

this may affect the amounts payable (see chapter on financial incentives here);

• any features of the agreement which may mean it is unsuitable for particular 

types of use;

• how much the customer will have to pay periodically and, where the amount 

can be determined, in total under the agreement;

• any features of the agreement which might have a significant adverse effect 

on the customer which the customer is unlikely to foresee, e.g.

conditions and timing of the transfer of legal title to the vehicle to the customer;

• the principal consequences for the customer of failing to make payments 

under the agreement at the required times including, for example, any legal 

proceedings leading to the default of the agreement or repossession of

the vehicle;

• the effect of the right to withdraw from the agreement (and any other

cancellation rights) and how and when these rights may be exercised

(see below);

• the type of credit being sought;

• the amount of credit to be provided and the associated cost and risk to the 

customer; and

• the customer’s understanding of the explanation provided 

(where it is possible to judge this).
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Documentation/Agreement

Copies

When the customer enters into the credit 

agreement, the Consumer Credit Act sets 

out when and how many copies of an 

agreement the customer should receive 

and prescribes in detail the information that 

must be included in an agreement.

Status

Whether an agreement is regulated, 

exempt or unregulated (see ‘Financial 

Conduct Authority (FCA)’ module for

more information), the legislation places 

certain requirements on both the

finance company and the motor

dealership.

Unexecuted Agreements

Two copies should be provided. The majorityof

agreements fall under this category.

When a customer signs an agreement at the supplier’s 

premises (including the dealership), one copy is

normally given to them immediately. The agreement 

will then normally be sent to the finance company

for execution (but in some cases it may have pre-

signed the agreement). Depending on the type of

the agreement, there is either a requirement to send 

a second copy of the agreement within 7 days of

executionor tell the customer it has been executed

and either offer to provide a copy of it (if the customer 

asks) or provide a copy of it.

Executed Agreements

One copy is provided when the supplier is 

authorised to conclude finance

agreements on the spot and sign on behalf 

of the finance company.
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An agreement is normally (unless one of the exemptions applies) regulated when it 

is entered into with a private individual, sole trader or partnership of up to 3 partners.

A customer entering into a regulated agreement must be made aware of their rights

and obligations. Agreements should include details relating to the customer, vehicle

and finance arrangements and make clear all contractual terms, in particular:

•

•

•

The amount and timing of repayments.

The Annual Percentage Rate (APR) on purchase agreements.

The protection and remedies available to the customer under the 

agreement.

An unregulated agreement gives no additional statutory protections to the customer.

They can be signed on or off trade premises and there is no requirement to show an

APR. There are also no statutory termination or repossession rights or protections for

the customer.

An exempt agreement is one which would normally be regulated but falls into one

of the exemptions. The customer will not receive the same level of protection as if

the agreement were regulated, but will still have some protection under the unfair

relationship provisions in Sections 140A to 140C of the Consumer Credit Act 1974.
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Knowyour customer

Formally identifying thecustomerisanimportantanti-money 

laundering (AML)requirement(seesection14formoredetail). This 

process– knownasknowyour customerorKYC– aimstoprevent 

fraudandmoneylaundering andprove thecustomeristheperson 

theypurport tobe.

FLAstandardfor the preventionof financial 

crime

In 2017 motor finance providers that are members of the FLA agreed a new minimum

standard of KYC checks to prevent financial crime in line with new money laundering

regulations.

All finance providers must identify and verify the identity of all new private customers 

and carry out checks on new business customers. This is referred to as customer due 

diligence (CDD).

Tosuccessfully carry out CDD,finance providers require retailstaff and brokers to 

obtain some key information and/or documentation from the customer:

Using physical forms of identification

1. Obtain a photocopy of one formof photo ID:

a.Passport

b. Photocard driving licence

c. National identity card / HM Forces ID card; or

d. Request the customer shares their driving licence details through the DVLA’s 

Share Driving Licence service (and retain a pdf/print out)

2. Stamp the photocopy and sign to confirm the photo is a fair and true likeness of the 

individual.

3. Finance companies such as banks and other independent lenders that do not 

operate in the same group as the retailer should additionally request one form of 

non-photo ID that contains the customer’s address:

a.Old style driving licence

b. Evidence of state or local authority benefit

c. Bank or credit card statement

d. Utility or telephone bill

UsingElectronic IdentificationandVerification(EID&V)

Many finance providers and brokers now use EID&Vto conduct CDD.Dealer staff 

might only need to obtain basic information from the customer such as name, date of 

birth, address and may not always be required to ask for ID documentation confirming 

the validity of these details. It is best practice for dealers to check photo ID and if 

necessary non-photo ID and take copies, even where lenders do not request this 

information.
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Preventing fraud

While identifyingand verifyingthe customer’s identity ensures lenders and dealers 

are meeting their AML obligations, these checks do not always prevent sophisticated 

impersonation fraud – where fraudsters steal the identity, and other credentials, 

typically from individuals with good credit records to gain access to finance and a

vehicle.

Non-face-to-facesales

There are higher risks of impersonation and other types of fraud where the sale of the 

vehicle and finance is undertaken at a distance without any face-to-face contact with

the customer. Online and telephone sales, click and collect and vehicle delivery service 

channels have become commonly used approaches of buying and selling vehicles.

The key risks include:

• Sales process– the true likeness of the customer cannot aseasily be checked 

against their identitydocumentation compared to a buying processin a showroom.

• Deliveryservices – vehicles may be delivered in a contactless way to 

impersonating fraudsters.

• Partexchanges– lighter checks on part-exchanged vehicles may lead to the

acceptance of cloned vehicles (where a stolen vehicle has been fitted with a

different number plate/VRM to avoid detection).

Measures topreventfraud

The National Vehicle Crime Intelligence Service (NaVCIS) – a police unit specialising in 

the detection and prevention of vehicle crime – suggests that taking these steps will 

significantly help to prevent fraud:

Customer photo– obtaininga selfie or taking a photo of the customer, in addition to 

obtaininga copy of their photocard driving licence, will deter fraudsters and enable 

enhanced checks to be made that reduce the risk of impersonation fraud.

IDcustomer on delivery– requesting that delivery agents take a photo of the 

customer’s ID, or at the least undertake avisual likeness check of the customer based 

on a photograph or photo ID provided through the sales process.

Confirmthecustomer residesatthedeliveryaddress– ensuring that delivery agents 

are satisfied this is the case.

Challengerequeststodeliver to third parties– only the customer should receive

the vehicle. Any requests for delivery to be taken by someone else or to a different 

address to the customer’s should be investigated before the vehicle is released, or the 

request should be rejected at the outset.

Fullycheckpart-exchanged vehicles – ensuring the vehicle’s VIN plates are checked 

against the V5C provided by the customer and/or vehicle provenance report.
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Thedigital experience:Clicktosign/ 

eSignatures

Many lenders have now introduced the ability for consumers to review and agree their 

finance documentation by electronic means, both on or off dealer premises.

EID&V is often incorporated into the customer journey with lenders using a range of 

methods to authenticate the customer including:

• Knowledge Based Authentication(KBA)–requiringthe customer to answer 

questions only they know the answer to.

• CreditReference Agencycheckson the information the customer provides.

• Facial recognitionchecks– where an image(s) of the customer is checked against 

validated images stored in secure databases.

Benefitsandrestrictionsofusinganelectroniconboardingprocess

Benefits Restrictions

Consistency of explanations / process
Not always available for all types of agreement or provided

by all lenders

Convenient and time efficient
Technology failure – which sometimes requires a manual

process to be reverted to

Paperless
False positives – where an EID&V system rejects valid

prospective customers, requiring manual processes

Fully auditable

Improved security

Reduction in errors

A typical digital customer journey will involve the following inputs and actions:

Dealer:

• Creates and processes the consumer proposal via the lender’s online system.

• Confirms with the customer that they are happy to proceed with the e-signature 

process

• Where the customer is on-site, the lender usually requires the dealer to hand over 

their device (e.g. laptop / iPad) to the customer for them to proceed.

• Where the process is undertaken off-site, the dealer will inform the customer that 

they will receive communication (usually in the form of an e-mail link) where the 

process is similar to the above (on-site) process.

• Dealer staff should always follow the guidance provided to them by the relevant

lender.

Customer:

• Will need to successfully pass an EID&Vcheck or provide identity documentation 

such as a driving licenceif identity cannot be verified electronically.

• The customer then receives the full set of pre-contract documents (adequate 

explanation and pre-contract information) to read and review online before they 

electronically sign the agreement.

Lender:

• Where the customer fails a check or there is a fall down in the process the lender 

may need to provide guidance to the dealer or customer.

• If the e-sign and/or EID&Vprocess cannot be completed then manual checks will 

need to be undertaken and/or a paper version of the agreement might need to be 

signed.
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6 Post-contract information andrights

Thismodule explains the information whichfirms arerequiredtogiveafter acustomer 

hasentered intoaregulated consumercreditagreement, andother customerrights.

In this module you will learn about the followingareas:

Informationwhichmustbe 

provided post-contract

Rightsofwithdrawal

/cancellation

Earlysettlement
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Informationwhich mustbe provided 

post-contract

Thelegislation requires lenderstoprovide customerswith 

informationafter theyhaveentered intoacreditagreement.

This information includes:

• periodic statements relating to the fixed-sum credit agreement;

• a notice of sums in arrears if two or more payments have been missed. 

(if relevant); and

• a notice of default sums (if relevant).

• Sending a settlement figure within seven days of this being requested by the 

customer.
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Rightsofwithdrawal/cancellation

Thereareanumberof piecesof legislation thatgiveconsumersthe

right toeitherwithdrawor canceldependingon howtheagreement

isentered into (suchasfaceto face,distanceor doorstep selling)or

thenatureoftheagreement.

The right to withdraw from most credit agreements after entering into them comes from 

the CCA (see Section 66AoftheCCA). This gives the customer a right to withdraw 

after entering into many regulated credit agreements, without giving any reason, within 

14days of the day after execution by both parties of the regulated credit agreement.

The 14day period begins the day after the date the agreement is made (signed by

both parties) or the day on which the consumer receives either acopy of the executed 

agreement (or confirmation of execution in some cases) whichever is the later. Notice 

of withdrawal can be given in any way and, if the consumer does withdraw, they must 

repay the credit and any interest that has accrued for the time that has had the credit 

within 30 days. In withdrawing from the finance agreement the customer does not, 

however, withdraw from the contract to acquire the vehicle, which must be paid for 

using other funds.

This rightdoesnotapplywhere:

• the agreement is for credit in excess of £60,260 (the maximum introduced 

by the European Consumer Credit Directive);

• the agreement is secured on land;

• the agreement is a restricted credit agreement to finance the purchase of land;

• the agreement is for a bridging loan in connectionwith purchase of land.
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Theright of withdrawal under theCCA

Theright ofwithdrawalundertheCCA appliesonly tothecredit 

agreement– it isnotintendedtoendanylinkedcontractforthe 

supplyofgoodsorservicesthatthecreditispaying for,suchasa 

vehicle.

By withdrawing from the credit agreement the consumer will still be required to pay for 

the goods (vehicle) some other way, unless that linked contract hasa separate right of 

withdrawal or cancellation, so must find a source of alternative funding. In the case of 

finance agreements like Hire Purchase or conditional sale by withdrawing and repaying 

using alternative credit the consumer is effectively paying for the goods in full (plus 

some interest), so title to the vehicle passes to the customer from the original credit 

provider.

Where the CCA right of withdrawal does not apply the consumer may still have a

right to withdraw or cancel the credit agreement or the linked supply agreement

(which ineffectcancels thecreditagreementaswell) some otherwayif:

• the agreement comes within scope of the Distance Marketing Regulations,

which allow customers to withdraw within 14 days of entering into (signing)

the agreement (see CONC 11 (here)of the FCA Handbook);

• the agreement comes under the scope of the Consumer Contracts (Information, 

Cancellation and Additional Charges) Regulations, which allow customers a

14-day cooling-off period to withdraw from an agreement to buy goods: where 

this right is exercised, any linked credit/Hire Purchase agreement is automatically 

cancelled;

Once a customer has exercised a right of withdrawal, this decision cannot be reversed. 

The customer cannot re-enter into the original credit agreement, and so must find 

alternative funding for the vehicle.
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Earlysettlement

Customershavetheright tosettlesomeorall of thecredit 

agreement(“earlysettlement”)atanytime. Thismightleadtoa 

rebatein theinterestthecustomerowesandthereforeareduction in 

thetotalcostofcredit.

There is no minimum early settlement amount or maximum number of partial early 

payments which may be made.

Where the amount of the early repayment exceeds £8,000, lenders are entitled to 

compensation for costs provided that such repayment falls within a period for which 

the borrowing rate is fixed. The compensation cannot exceed 1%of the amount 

repaid early, or 0.5% if the outstanding period of the loan is less than one year.

Lenders must disclose the early settlement compensation to the customer in both the 

pre-contract information and the actual credit agreement.
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Voluntary terminations(the HalvesRule)

TheCCA allowscustomerswitharegulatedHire Purchaseor 

regulated Conditional Saleagreementtoterminatetheagreement 

beforetheendofthecontractualterm. Itdoesnotapply to lease 

agreements.

Voluntary termination, or VT, is also referred to as the “Halves Rule” because, in order

to terminate the contract, the customer must pay or have paid at least half of the total

amount owed to the finance company,

Termination is not the same as settlement, because title to the good does not pass 

to the customer if they decide to terminate.

Whilst voluntary termination is available to all customers who have Hire Purchase or 

Conditional Sale agreements (including PCP), it may be used by customers who can no 

longer afford repayments because they are in financial hardship.

Customers who elect voluntarilyto terminate a contract must comply with the 

following:

• Payor have paid at least 50% of the total amount owed to the finance company. 

The amount owed comprises everything the customer would have paid if the 

agreement had run its full course including the deposit, amount borrowed, 

interest and all fees and charges.

• Bring up to date any arrears that are owed to the finance company, even if this 

results in more than the 50% being paid.

• Return the goods/vehicle in a reasonable conditionfor their age and mileage.

• Write to the finance company to explain the option they wish to take - this is 

known as the “surrender” or “voluntary surrender” letter.

Provided the customer has paid at least half the total amount payable and is up to date

with his/her payments and taken reasonable care of the goods, then the goods can be

returned to the finance company with no further liability.

Regulatory Knowledge 6 Post-contract information and rights

139



Contents Glossary

Arrearsanddefault

TheCONC rules require firmstohave“clear,effectiveand 

appropriatepoliciesandprocedures”fordealing withcustomers 

whoseaccountsfall intoarrears.Theserulesaresetoutin 

CONC7 (here).

Firms must treat such customers fairly, exercising forbearance and due consideration 

where appropriate. This might include:

• allowing alonger period for repayment;

• considering suspending, reducing,waiving or cancellingany further interest 

or charges where a customer provides evidence of financial difficulties

and is unable to make repayments as they fall due or is only able to make 

token repayments;

• accepting token payments for a reasonable period of time in order to allow a

customer to recover froman unexpected income shock;

• directing the customer to an appropriate source of free and independent debt 

advice; and

• negotiating with acustomer who is developing a repayment plan.

Lenders shoulddealwith not-for-profit debtadvice bodiesor otherpersonswho 

areassisting or acting on acustomer’s behalfunlessthereisajustifiablereasonfor 

refusingtodo so.

A firm must not pressurise a customer:

• to pay a debt in one single or very few repayments or in unreasonably 

large amounts, when to do so would have an adverse effect on the 

customer’s circumstances;

• to pay a debt within an unreasonably short period of time; or

• to raise funds to repay the debt by selling their property, borrowing money 

or increasing existing borrowing.
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Enforcing debts

Firmsshould notseektoenforcedebtswheretheyareawarethat 

thecustomerissubjecttoaBankruptcyOrder (orin Scotlandwhere 

sequestrationisawardedin relationtothecustomer),aDebt

ReliefOrder oranIndividual VoluntaryArrangement(or in Scotlanda 

protectedtrustdeedoraDebt ArrangementScheme).

Firms seeking to recover debts under regulated credit agreements should have regard 

to the requirements of the relevant pre-action protocol (PAP) issued by the Civil Justice 

Council. This seeks to ensure that firms and customers are acting fairly and reasonably 

with each other in resolving any matter concerningarrears and to encouragemore

pre-action contact in an effort to seek agreement between the parties on alternatives to 

repossession.

A firm must provide a customer or person acting on the customer’s behalf with 

information on the amount of any arrears and the balance owing.

Where a customer offers to pay less than the total amount owing, or the lender 

decides to stop pursuing a customer in respect of a debt arising under the credit 

agreement, but the debt continues to exist, the lender must make sure that the 

following is clearly explained to the customer:

• the fact that the debt continues to exist; and

• the customer could be pursued for payment if another firm purchases the debt.

Firms may not levy charges on customers for debt recovery or arrears unless they have 

a contractual right to do so. Where there is such a contractual right, the charges and

the conditions for making them must be set out in the credit agreement. The actual 

charges imposed must be no higher than is necessary to cover the firm’s reasonable 

costs.

Firms must not unfairly disclose or threaten to disclose information relating to the 

customer’s debt to a third party. When contacting acustomer about a debt, a firm 

must make sure that it does not act in a way which could be publicly embarrassing to 

the customer and should take reasonable steps to make sure that third parties do not 

become aware that the customer is being pursued in respect of a debt.
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Collections

Ifafirm arrangesforsomeonetovisit acustomerinrelationtodebt 

collectionitmustgive thecustomeradequatenoticeofthedateand 

likely time(whichmustbereasonable)of thevisit andclearlyexplain 

thepurposeandintendedoutcomeoftheproposedvisit to the 

customer.

The person making the visit must not:

• act in a threatening manner towards the customer;

• visit at a time when they know or suspect that the customer is or may 

be particularly vulnerable;

• visit at an inappropriate location(such as the customer’s place of work

or in hospital, if the customer is a patient) unless the customer has expressly 

consented to the visit;

• enter the customer’s property without the consent or appropriate court order;

• refuse to leave the customer’s property when it becomes apparent that the 

customer is unduly distressed or might not have the mental capacity to make 

an informed decision regarding repayment or to engage in the debt

recovery process;

• refuse to leave the customer’s property when reasonably asked to do so; or

• visit or threaten to visit a customer without the customer’s prior agreement 

when a debt is deadlocked or reasonably queried or disputed.

Where a firm uses a third party to trace a customer it must make sure that any 

information held about the customer is accurate and is being properly held according 

to the provisions of the Data Protection Act. If a firm passes on any information to a

third party for the purposes of tracing the customer or recovering the debt, it must take 

every reasonable step to ensure that the information is accurate and adequate, so that 

the true customer is pursued, and for the correct amount.
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Repossessionrestrictions(the Thirds Rule)

Thelegislation gives thecustomerprotectionagainstthelender in 

thecaseofdefault.

If a vehicle is sold to a customer under a regulated Hire Purchase or Conditional Sale 

agreement, there are provisions in the CCA which prevent the vehicle being recovered 

without a Court Order in certain circumstances. These are specified in the finance 

agreement. Once a customer has paid more than one third of the total amount payable 

(this comprises everything the customer would have paid if the agreement had run its 

full course, including the deposit, amount borrowed, interestand all fees and charges) 

the goods are classed as protected and cannot be repossessed by the lender without

a Return of Goods Order.

However, there is no need for a Court Order to recover goods which are protected 

if either: the lender has the customer’s informed consent or; the goods are to be 

repossessed from someone other than the debtor (or someone the debtor has 

authorised to have the goods).

If the finance company were to take the goods back without either the customer’s 

consent or a Court Order, it would be in “breach of contract”. The agreement would be 

terminated and the customer released fromall liability aswell as being able to reclaim 

all the monies paid under the agreement.
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Rightstoreject, repair andreplace(Consumer 

RightsAct2015)

On1stOctober2015theConsumerRightsAct(CRA)cameinto 

force,replacingexisting legislation relating to business-to-consumer 

transactions,including theSaleofGoodsAct1979andtheSupply 

ofGoodsandServicesAct1982.Thechangesweremadetomakeit 

clearerandeasiertounderstandwhatrightsconsumershavewhen 

purchasinggoodsorservices,allowing businessestosell to them 

withconfidence.

Definition ofthe ‘trader’

The legislation refers to the ‘trader’ – that is, the business that is responsible for 

responding to the consumer if they choose to exercise their rights under the Consumer 

Rights Act. If a vehicle is purchased under a finance agreement the trader is defined as 

the finance provider. But under a tripartite relationship the dealership would source and 

sell the vehicle and have a role in assisting the consumer with repairs or arranging for a

replacement.

The CRAextends the list of expectations beyond that provided for in previous 

legislation, thereby giving the consumer more protection. It is therefore important that 

dealerships meet what consumers can reasonably expect, namely that:

• The vehicle is of satisfactory quality

• The vehicle is fit for purpose

• The vehicle isas described

• The pre-contract information provided is included asa term in the contract

• The vehicle matches the sample

• The vehicle must match the model seen or examined – the consumer must

be aware of any difference in the specification or quality of the model delivered 

if different to that advertised or demonstrated

• Installation as part of conformity of goods within the contract – the vehicle, 

including anyinstruments or digital devices have to be ready to use on delivery

• Any goods included with the purchase of the vehicle, such as a sat nav, 

onboard computer, phone etc. should be in good working order
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Remedies

TheCRAspecifiesanumberofremediesfortheconsumerif the 

vehicle theyareinthepossession ofisfoundtohaveafault:

1.Shortterm rightto reject– The consumer can reject the vehicle and receivea full 

refund if a fault exists, or that any of the expectations have not been met within 30 days 

from the later of:

• The transfer of ownership (orpossession, if hired or under a purchase or lease 

agreement) as stated in the agreement

• Delivery of the vehicle

• Notification of installation

2. Repair or replacement – If there is a fault within the first 6 months the consumer 

can demand that the trader repairs or replaces the vehicle. The trader has “one shot” 

at repairing the vehicle, this must be actioned “at no cost to the consumer, within a

reasonable time and without causing the consumer significant inconvenience.”

3. Rejection or pricereduction– If the repair is not successful or another fault appears 

the consumer can reject the vehicle and receivea refund. The trader is allowed to 

make a deduction for use of the vehicle, the calculation of which must be consistent

for all customers. Alternatively the consumer can keep the vehicle but the trader must 

apply an “appropriate” price reduction agreed to by the consumer.

4. Nolegalremedy– There is no legal remedy for a consumer if they find fault with a

vehicle 6 years or more after the date of delivery, even if they have proof that the fault 

was there within the first 6 months.
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Theburden ofproof

The burden of proof on the consumer in order for them to exercise their rights varies 

depending on how long they have been in possession of the vehicle:

Within6months fromdateofdelivery- it is presumed the defect was there at the

time of delivery regardless of the remedy the consumer chooses to pursue, unless the 

trader can prove otherwise.

After6 months ofdateof delivery(andup to6years) – the consumer has to prove 

the defect was there at the time of delivery. In some instances it would be recognised 

that defects take time to appear and in these cases it would be presumed that there 

was an underlying hidden defect at that time.

Considerations underatripartitearrangement

If the vehicle is leased or purchased on finance the finance provider will have a legal 

duty to respond to the consumer if there is a defect with the vehicle. However, in this 

situation the consumer is likely to be in contact with both the finance provider and 

dealership. It is thereforegood practice to make sure that:

1. There are policies and processes in place for evidencingthe consumer’s 

decision, managing a repair process and obtaining feedback.

2. The dealer group and finance provider are jointly aware of how each other

responds and their roles in assisting consumers under the CRA. It would be

prudent for this to be reflected in any agreements between the two.
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7ResponsibleLending

This module coversresponsible lending.

In this module you will learn about the followingareas:

Regulatory Knowledge 7Responsible Lending
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Prohibited actions Useofcredit 

referenceagencies

Factorswhichlenders 

should takeintoaccount
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TheFCA’srules on responsible lending

TheFCA’srulesonresponsible lending aresetout inCONC 5

whichwerelastupdatedin2018.

Before entering into a credit agreement with a customer, a lender must make a

reasonable assessment of the customer’s creditworthiness and how affordable 

and sustainable the credit is – the risk to both the lender (credit risk) and customer

(affordability risk). This assessment must include considering the customer’s financial

wellbeing – that is, the potential for the commitments under the credit agreement to

have an adverse impact on the customer’s financial situation.

The assessment is intended to determine the customer’s ability to make repayments 

as they fall due over the life of the credit agreement. It must be based on sufficient 

information, which may be obtained fromthe customer, where appropriate, and from a

credit reference agency, to establish the customer’s credit history.
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Factors which lenders should takeinto 

account whenassessingacustomer’sability to 

makerepayments

Firms should gather sufficient information, carry out checks and base their underwriting 

decisionsas they consider appropriateand proportionate to the individual 

circumstances of each customer in order to assess:

• creditworthiness - the extent to which the customer is suitable to receive the 

credit, based on how they have repaid credit previously.

• Affordabilityandsustainability–the ability for the customer to afford the 

repayments through the period of the agreement.

They may wish to take account of one or more of the following factors:

• the type of credit;

• the amount, frequency and duration of the credit;

• the cost of the credit;

• the financial position of the customer at the time of seeking the credit and the 

ability to make repayments, from income, as they fall due;

• the customer’s credit history, including any indications that the customer is 

experiencingor has experiencedfinancial difficulties;

• the customer’s existing and future financial commitments (for example, 

student loans) and the potential for the commitments under the agreement to 

negatively affect the customer’s financial situation;

• any future changes in circumstances which could be reasonably expected 

to have a significant adverse financial impact on the customer (for example, 

reduced income in retirement); and

• the vulnerability of the customer, in particular, where the firm understands 

the customer has some form of mental capacity limitation.
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Sourcesof information

Inconsideringthetypesandsourcesofinformation whichitwishes 

touse in itscreditworthinessandaffordability assessments,a 

financecompanymayinclude someorall ofthefollowing:

• its record of previous dealings with the customer; but making sure the data reflects 

the customer’s current situation;

• evidence of income and expenditure;

• a credit score;

• a credit reference agency report; and

• any other information provided by the customer.

Income andexpenditure

CONC 5 requiresthat finance companies must take reasonable steps to determine the

amount, or make a reasonable estimate of, the customer’s income and non-

discretionary expenditure. These rules do not apply only where:

• Lenders can demonstrate that it is obvious in the circumstances the customer is 

able to make repayments.

• The customer has indicatedan intention to repay wholly using savings or other 

assets.

Sustainablerepayments

The customer’s ability to make repayments should be “sustainable” – that is, the 

customer should be able to make the repayments from income (or savings or other 

assets where the customer makes this clear). The payments should be made on time 

without undue difficulties, whilst meeting other reasonable commitments.

The customer should not have to borrow or sell assets in order to meet the 

repayments.

Proportionateapproach

Finance companies should adopt a proportionateapproach to establishing whether 

a customer can afford credit. This means tailoring the checks they undertake and 

information they collect to the level of credit and affordability risk exhibited by 

customers. The FCA’s rules on obtaining areasonable estimate of income and 

expenditure are agood example of proportionality, for example where income and

expenditure data does not need to be collected where it is obvious the customer

can make

repayments. Although the finance company will need to set out why this is the case.

Prohibited actions

Afirmmust not:

• advise or encourage acustomer to enter into a credit agreement for an 

amount of credit which is higher than the customer initially requested if the 

creditworthiness assessment indicates that repayments of the higher amount 

would not be sustainable, or the firm ought reasonably to suspect that this is 

the case;

• complete some or all parts of a credit application which are intended to

be completed by the customer without the customer’s consent, unless the 

customer checks the application before signingthe agreement; or

• accept an application for credit where it knows or ought reasonably to

suspect that the customer has not been truthful in completing the application. 

(For example, information supplied by the customer concerning income or 

employment status might not be consistent with other available information.)
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Useofcreditreference agencies

Credit referenceagencies(CRAs)arerequired tobeauthorised 

bytheFCAbecausetheyundertaketheregulated activityof 

providing creditreferences.

Where a lender or credit broker consults a CRAin relation to a customer, it must 

on request give the customer the name and address of the CRA.

When a customer’s application for credit is rejected as a result of information 

on their credit file with the Credit Reference Agencies, the customer must be

given the contact details for the CRAin case the customer wishes to query their credit 

record.
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8 Vulnerablecustomersandmentalcapacity

Thismodule covers vulnerable customersandmentalcapacity.

In this module you will learn about the followingareas:
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Mental capacityand vulnerablecustomers
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The FCA's rules and guidance on mental capacity surrounding the sale 
of consumer credit are set out in CONC 2.10 and draw on guidance 

which was initially published by the OFT in October 2011

The new Consumer Duty further emphasises the importance of suitability of 

products and services to their customers.

The Duty makes explicit reference to firms paying attention to the needs of 
customers with characteristics of vulnerability, who have additional needs or 

be at greater risk of harm.

Mental capacity is about whether a person has the ability to understand, 

remember and consider information which is presented to them and make an 
informed decision. It should not be confused with mental health: a person 

with a mental health condition may still have the capacity to make an 

informed decision.

Vulnerability is a much broader concept, defined by the FCA as ‘someone 
who, due to their personal circumstances, is especially susceptible to harm, 

particularly where a firm is not acting with appropriate levels of care’. A 

survey undertaken by the regulator established that half of UK adults display 
one or more characteristics of being potentially vulnerable.

FCA guidance for firms on the fair treatment of vulnerable

customers

In February 2021 the FCA published new vulnerability guidance to help drive

improvements in the way firms treat vulnerable customers. The guidance here

sets out the standards expected of firms for the fair treatment of vulnerable
customers, by taking action to:

• understand the needs of their target market/customer base

• Make sure staff have the right skills and capability to recognise and

respond to the needs of vulnerable customers.
• respond to customer needs throughout the way finance products are

designed and how customer service and communications are
undertaken.

• Monitor and assess whether they are meeting and responding to the

needs of customers with characteristics of vulnerability, and make
improvements where this is not happening.

http://fshandbook.info/FS/html/handbook/CONC/2/10
https://www.fca.org.uk/publications/guidance-consultations/gc19-3-guidance-firms-fair-treatment-vulnerable-customers
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The FCA’s key drivers of vulnerability
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The FCA advises firms to consider vulnerability as a spectrum of risks 
where all customers are at risk of becoming vulnerable. This risk 

increases with the presence of vulnerability characteristics. 

These characteristics relate to four key drivers of vulnerability:

Health - any condition or illness that affects the ability to carry out daily tasks

Life events - these events include bereavement, job loss or retirement
Resilience - reduced ability to withstand financial or emotional shock

Capability - low confidence and confidence in managing money/financial 

matters. This driver includes low capability in areas such as literacy and 
numeracy.

The FCA has identified seven harms that vulnerable customers can 
face:

- Financial exclusion

- Difficulty accessing services

- Disengagement with the market
- Inability to manage a product or service

- Over indebtedness
- Buying inappropriate products or service and exposure to mis-selling

- Scams and financial abuse

Research into the experiences of consumers with characteristics of 

vulnerability has provided further evidence that the way firms respond to 
vulnerability can increase or reduce the risk of harm. 
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Therelevanceof mental capacity to 

borrowing and lending decisions

Customers’mentalcapacitywillvary andan individual’s capacity 

mayvaryaccordingtowhatisbeingdiscussed.

Some customers may find certain concepts and information more difficult to understand 

than others – for example, the interest rate under a finance agreement might be more 

difficult to understand than information about the duration of an agreement. If a firm 

suspects that a customer might not have sufficient mental capacity to make a fully 

informed borrowing decision, it should consider the following:

• whether or not the customer appears able to understand, remember and weigh 

up the information and explanations provided in the showroom and therefore

be able to make an informed decision on the finance agreement being offered;

• whether the customer appears able to afford to make repayments under the

credit agreement in a sustainable manner, without adverse consequences to

their finances;

• whether the finance product being sought is suitable for the customer’s needs 

and individual circumstances; and

• in particular, whether the customer appears to understand the key risks posed 

by the finance agreement – for example, the risk of default and possible 

repossession of the vehicle – and appreciate the commitment associated with 

entering into the agreement.

It is imperative that the firm weighs up all the information available to it to determine 

whether a customer may have a mental capacity issue and may need further assistance 

before progressing a finance application. Such customers should not automatically be 

denied access to finance agreements – but further steps may need to be taken.
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Identifying and assistingvulnerable customers

Mostcustomerswill beabletomakedecisionswithoutdifficulty. 

However,asurprising numberwillencounterseriousproblems. Itis 

importantthatdealersand lendersarealerttotheseproblems, and

provide support toovercomethem.

Decisions

Customers often need to make a number of decisions or choices when they buy a

vehicle. It is important that they are provided with clear information to help inform these 

choices and are given the space and time they need to make careful decisions.

Fourparts toadecision

Customers must be able to do four things when making a decision:

1. Understandthe information provided to them (this could be about the vehicle, 

contract, or other issues).

2. Recall key information about the vehicle, contract arrangement or their own 

personal information.

3. Evaluate (‘weigh-up’) any options or choices they have been given.

4. Communicate any questions they have, and their final decisionto go ahead with 

the purchase.
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Recognising vulnerability 

The FCA’s vulnerability guidance makes it clear that it expects firms to ensure 
that staff have the skills and capabilities to recognise vulnerability and respond 

appropriately to individual customers’ needs so they can treat them fairly. 

Staff should be capable of recognising and responding to needs: 

• where the consumer has told the firm about a need 

• where there are clear indicators of vulnerability

• where there is relevant information noted on the consumer’s file that indicates 
an additional need or vulnerability.

There are a number of common potential causes of mental capacity leaving the 

customer vulnerable and unable to make decisions:

• a mental health condition

• Dementia
• a learning disability

• a development disorder

• a neurological disability or brain injury
• alcohol or drug use – including intoxication or use of prescribed drugs

• language and literacy – inability to speak English and read/review 
paperwork or information
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Vvulnerability and CONC
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According to FCA CONC rules a firm’s primary focus should be 

on:

• taking action to assess whether a customer can understand, remember 

and weigh-up information;
• providing reasonable support to help customers make a decision;

• providing customers with clear information and explanations about credit 
and the associated risks;

• giving customers adequate time to consider the information and 

explanations provided and ask any questions.
• giving customers the opportunity to take information away to consider 

explanations, enabling them to make informed decisions at a later date;
• carrying out appropriately robust assessments of the customer's ability to 

afford to make repayments. Such assessments should not rely unduly on 

the information provided by the customer.
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Risks to firms

InEngland, WalesandNorthern Ireland,whereapartytoacontract 

lacksmentalcapacitythecontractmaybeunenforceable if itcanbe 

shownthatafirm knew– orshould reasonablyhaveknown– that 

thecustomerlackedcapacityatthetimehe/sheenteredintothe 

contract.

In Scotland, if it can be shown that the customer lacked the capacity to enter into an 

informed contract (regardless of what the firm knew or ought to have known) then the 

contract could be declared unenforceable.
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UsingtheBRUCEtool tosupport customers

TheMoneyAdviceTrust,adebtadvicecharity,haveproduced 

guidancetohelp dealership staffidentify customersthathave 

problemswithmakingdecisions. TheguidanceusesBRUCE- atool 

orprotocolto remindstaffofthekeyaspectsofdecisionmaking:

Behaviour

Think about your own behaviour:

• Know your products, arrangements, and offers to ensure explanations given to the 

customer are clear.

• Use simple language and break down explanations into easy to understand

chunks – check customer understanding then move on to the next feature.

• Never make decisions for a customer.

Remembering

Think about how to overcome any problems with memory by:

• Repeating key information, or simplifying information.

• Using alternative ways of giving information (e.g. rephrasing or using a written 

summary if an oral explanation has been given).

• Asking whether a friend or family member can help them.

• Asking if there is anything else that could be done to help.

Understanding

Understanding is key – support can be provided to customers by:

• Asking the customer to summarise what they have been told (to identify what they 

might not have understood).

• Repeating information to customers in different ways.

• Summarising and simplifying information where possible(but continuingto provide 

any regulatory or legal detail that is required).

Communication

The following could also be considered:

• Offering the involvement of a third party to assist.

• Allowing more time for the customer to communicate.

Evaluation(weighing-up)

Discuss each option available to the customer individually.

Takethe customer through aseries of steps to aid their thought process.

Additionalresources

A dealership guide to helping customers make decisions is available on the Money 

Advice Trust’svulnerability resource hub here.

The FLA in partnership with the University of Bristol has also produced Vulnerability: A

guide for lending available here.
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Do’sandDon’t’s

Thekeyprinciples whendealing withvulnerable customers

Do

• Always look out for problems.

• Presume that customers have the ability to make a decision.

• Ensure you understand the finance product, terms and conditions and offers
thoroughly.

• Provide the customer with a clear and simple product presentation.

• Use different types of explanation to help explain difficult concepts.

• Ask if a relative, friend or other reliable source is able to support
it they are struggling to understand.

• Ensure the customer makes the decisionseven if you think this is unwise.

• Act if you see the customer is having difficulties.

• Refer to your manager if you are unsure how best to proceed with 
the customer.

Don’t

• Reject the customer.

• Make up an explanation if you don’t understand it yourself

• Rush explanations.

• Ignore or “side-step” the customer’s questions.

• Ignore problems.

• Make decisions for the customer.

• Pressure the customer to sign an agreement.

• Conclude the agreement on your own if you are not sure how to proceed.
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Firms’responsibilitiesunder CONC

TheCONC rules require firmstoundertakeanassessment 

ofcustomers’creditworthinessbefore entering into credit 

agreementswiththem.

Motor dealers must work with finance companies to make a reasonable assessment of 

whether customers can afford to sustain regular payments under a finance agreement. 

It is reasonable to expect a motor dealer to pass pertinent information on a customer’s 

circumstances to a finance company when that information has not and will not be 

captured on a finance application.

When assessing affordability in respect of a customer who may have a mental capacity 

limitation, firms must consider:

• if the customer does not have the capacity to make a decision at the time that 

it needs to be made, the risk of the customer inappropriately taking on an

unsustainable credit commitment is increased;

• if it is suspected that the customer is having difficulty understanding, dealers 

should mitigate these risks by applying a particularly high level of scrutiny to the 

customer’s purchase decision;

• product explanations – including the key feature and risks – should be 

provided in clear, jargon-free languagein a way that makes it as easy as 

possible for the customer to understand;

• the customer’s right to make a decisionmust be balancedwith their right to 

safety and protection when they are unable to make decisions to protect 

themselves. Achieving this balance is not a simple task, but the risk to

such customers can be significantly mitigated by introducing effectiveaffordability 

assessments;

• dealers are expected to undertakea robust affordability assessment of the 

customer to facilitate an informed and appropriate lending decisionregarding 

future affordability and possible changeof circumstances.

Any action or decision made to take account of a customer’s mental capacity limitation 

should always have the customer’s best interests at heart and be specific to their 

personal circumstances.
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Dataprotection implications

Firmsmustmakesuretheycomplyfully withtheGeneralData 

ProtectionRegulation (GDPR)atall times.A customer’sdatamust 

beprocessedin line withoneofthelawfulbasessetoutunderthe 

Regulation.

Firms will need to take particular care to make sure those customers who may have 

mental capacity issues understand when they are being asked to give consent to their 

personal data being captured and processed.

Further information on the provisions of the GDPR- which apply to all customers, not 

just those who may have mental capacity issues – is set out in module 13.
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9 Financialincentives

This module coversfinancial incentives, includingtheinformation thatmustbedisclosed to customers 

in relation tocommissionearned bycredit brokers (includingmotordealers) andtherisks whichcould be

posedtocustomersby firms’incentive schemesifthose schemesarenotproperlymanaged.

In this module you will learn about the followingareas:

Theinformationwhichacredit 

brokermustdisclosetoacustomer 

aboutfees.

Risksposedtocustomersbyfirms’ 

incentiveschemes.

Examplesofgoodand 

poorpractice
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Commissionandother fees receivedby a 

motordealer

The FCA’s final findings from its exploratory work on motor finance showed that many 

firms were not disclosing commission in line with regulatory expectations. As a result, 

from 28 January 2021 the FCA implemented changes to its commission disclosure 

rules to make them clearer. These changes require firms to disclose the “existence 

and nature of commission or fee or other remuneration payable” but not the amount, 

unless asked for by the customer.

Updated rules on disclosing commission

The changes made to the rules apply to dealers and brokers at two stages:

1. Financialpromotions(CONC3.7.3-4) – on websitesand in marketing the broker/ 

dealer should provide general disclosures on the following:

- the extent of their powers;

- whether they work exclusively with one or more lenders or are independent;

- the existence and nature of any financial arrangement with a lender.

2. Pre-contractualinformation(CONC 4.5.3-4) – the broker/dealer shoulddisclose

to the customer the existence and nature of any commission arrangement with a

lender and how this may affect the amounts payable by the customer. They should 

disclose this prominently and in good time before the customer decides whether

to proceed with their agreement. No individually tailored disclosure is required for 

each customer.

Disclosures should be fully documented (inwriting) to help any future compliance 

audits.

Areas to considerfordealers/brokers

There are many ways in which disclosures can be made compliantly to customers. 

Areas that brokers/dealers should consider include:

• disclosing the status of their firm based on the consumer credit permissions they 

hold with the FCA;

• noting that they cannot provide financial advice;

• explaining the relationships they have with lenders, and how commission and any 

other incentive payments relate to the amount borrowed;

• explaining that they will receive a commission for arranging the finance agreement 

and that the rate varies across the lenders on their panel (ifapplicable);

• confirming that the commission paid does not affect the interest rate charged on 

the finance product (in line with the FCA’s motor finance discretionary commission 

ban);

• reassuring the customer that they aim to secure the lowest rate for which they are 

eligible from the lenders they work with.

Pre-contractualdisclosures made ‘prominently’and ‘in good time’

The FCA’smystery shoppingexercise, which formed part of its motor finance 

exploratory work, highlightedthat disclosures made by dealers were often not 

prominent enough and were unlikely to be noticed by the customer. The term 

‘prominent’ was incorporated into the updated rules.

Dealers and brokers must ensure that disclosures are clearly received by customers, 

who must be given enough time to consider the information to make an informed 

decision about whether to proceed.
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Risksposed tocustomers from 

incentiveschemes

TheFCA continuedthereviewworkstartedby theFinancialServices 

Authority (FSA)into firms’ remunerationandincentiveschemes,and 

theriskswhichthesemayposetocustomers.

In 2017 the FCA publishedfindings of its Thematic Review on staff remuneration and 

incentives, for example how dealers and finance providers pay commission to their 

own staff, and issued a consultation on changes to CONC along with draft guidance.

As part of its exploratory work on motor finance, the FCA reviewed commission 

arrangements between motor finance providersand dealers. Its findings, published in 

March 2019, showed that the use of some commission products had led to consumers 

paying higher interest costs than they should have done.

The findings showed a strong connection between commission that gave dealers

the flexibility to vary the interest rate or APR for each customer and higher interest

costs. The FCA had estimated that ‘discretionary’ commission products of this kind, on

average, led to additional costs of £1,100 to the average customer affected, and £300m

overall.

Prohibitionof discretionarymotorfinancecommission

On 28 January 2021, as a result of its final findings, the FCA implemented rules that ban 

commission, fees and other incentives where:

• dealers or brokers decide or negotiate the amount of any item included in the total 

charge for credit for a regulated credit agreement; and

• the amount of commission, fee or other financial incentive isaffected by such 

changes to the total charge for credit, ie there is an incentive for brokers/dealers 

to change the deal.

The FCAhas effectively broken the link between the commission a dealer or broker 

earns and the cost of credit to the customer. Commission products that give discretion 

for dealers and brokers to change the interest rate offered by a finance company, and 

receive renumeration based on that rate, have therefore been banned.

Fairtreatment ofcustomers

All of the guidance and publications that have been released by the FSA and FCA 

provide a clear and consistent message: firms should aimto deliver the best outcomes 

for their customers, providing the most appropriateproducts for their needs at the best 

value. The Consumer Duty builds on this by requiring that firms ensure that they 

deliver fair value to their customers.

The remainder of this module focuses on ways to identify and manage the risks associ-

ated with incentives, including how firms remunerate their staff.
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Managing theriskstoconsumers

Good andpoor practice:

Good Practice

Action is taken when the quality of sales is found 

to be poor – bonus payments are reduced or, 

in serious cases, individuals removed from the
incentive scheme immediately.

Poor Practice

• Failure to apply sanctions despite problems occurring (quality standards not met).

• Staff giving poor advice that needed corrective action are penalised by losing their 

quarterly bonusbut still receive a (larger) monthly bonus.

• A “quality gateway” intended to stop staff receiving bonuses if certain sales quality 

standards are not met is ineffective because staff can still qualify for a bonus if other

categories being measured meet the required standards.

• Doubling the monthly bonus of staff who meet a high standard of compliance as long 

as there is only one mistake: staff can therefore receive a double bonus even though

they may have mis-sold a product.
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Managementinformation

Good andpoor practice:

Good Practice

• A wide range of information is used to monitor the sales patterns of individual sales 

staff, analysing trends and causes, with particular attention paid to those staff selling

the most products and other staff who may be at a higher risk of mis-selling.

• Face-to-face sales conversations are monitored.

• Non-advised sales are monitored to ensure that staff who are incentivised 

to sell do not give personal recommendations.

• Incentives used by Appointed Representatives are approved.

• Recognition that the risk of mis-selling may increase where remuneration 

is effectively 100% variable pay based on sales volumes.

Poor Practice

• MI does not take account of the specific features of a firm’s incentive scheme 

and does not identify trends or spikes in sales patterns.

• MI is not available at individual staff level.

• Firms selling insurance products do not review claim repudiation rates 

and the reasons for rejected claims.
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Businessquality monitoring

Good andpoor practice:

Good Practice

MI is used to identify sales patterns of 

individual staff where trends or spikes indicate an
increased risk of mis-selling.

Poor Practice

• Inconsistent monitoring focuses on the more risky products but not on those 

with highest sales, or those which attract large bonuses for selling.

• Monitoring concentrates on whether the sales process complies with the firm’s 

guidelines rather than identifying where there have been poor customer outcomes.

• No extra monitoring is carried out on sales staff achieving higher sales volumes, or 

other staff who may be under pressure due, for example, to fear of disciplinary action.

• No extra monitoring is carried out on individuals with higher than normal 

rates of cross-selling different products.

• Monitoring gives the same weight to minor administrative errors as to mistakes 

in the sales process.
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Controllinginappropriate behaviour

Good andpoor practice:

Good Practice

• Monitor recorded sales.

• Conduct mystery shopping.

• Check that key features of products have been properly 

explained – via a programme of outbound calls to customers.

Poor Practice

• Information collected from customers relies on “yes/no” questions 

relating to satisfactionrather than establishing whether key features have

been clearly explained.

• Firm relies on observations of sales conversations carried out as 

part of training – when staff know they are being assessed.
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Governancearrangements

Good andpoor practice:

Good Practice

Senior manager made accountable for

representing customers’ interests in the

design and review of incentive schemes.

Poor Practice

• Senior managers unaware of risks to customers posed by 

features of incentive schemes.

• Failure to carry out regular reviews of the effectiveness of controls 

in mitigating the risks arising fromthe incentive schemes.
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Appointed Representatives

Whereanappointedrepresentative hasitsownsalesstaffor 

advisers, itsPrincipalremainsresponsible formanagingtherisk 

ofmis-selling asaresultof incentiveschemes.

The Principal therefore needs to have sufficient understanding of any incentive 

arrangements in place in order to manage any potential risks to consumers.
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10Unfair relationshipsandtheUnfair Trading Regulations

Thismodule covers the “unfairrelationships” provisionsintheConsumerCreditActandthe Consumer 

Protection from UnfairTrading Regulations.

In this module you will learn about the followingareas:

Whatareunfair relationships? TheConsumerProtection from 

Unfair TradingRegulations
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Whatareunfair relationships?

TheConsumerCredit Actintroduced“unfair relationships” 

provisions in 2007.

This allows customers to challenge loan agreements that could create an unfair 

relationship between them and the lender.

ACourtmay rulethat acreditagreementmaycreate anunfair relationship

between alenderanditscustomer if:

• any of the terms of the credit agreement or a related agreement creates 

an unfair relationship;

• the way in which the lender has exercised or enforced its rights under the 

credit agreement creates an unfair relationship; or

• any other thing done (or not done) by or on behalf of the lender either before 

or after the credit agreement is entered into creates an unfair relationship.

TheCourtshaveawide rangeofpowers where a relationshipisfoundtobe 

unfair,including:

• altering the terms of the credit agreement;

• reducing the amount payable by the customer;

• requiring the lender to refund money to the customer; and

• removing any duty placed on the customer under the agreement.

Onceacustomercomplains,thelenderwill havetoprove thatit 

didnotactunfairly. Acustomer’sclaimorcomplaintcaninclude 

allegations of thingsdone, ornotdone, bya lender’s agent(which 

mayinclude amotordealerunderSection56 oftheCCA).

If a consumer feels that they have not received a satisfactory response to their 

complaint, they can refer it to the Financial Ombudsman Service (FOS) for investigation 

and adjudication, or go to court. The FOScan help with complaints about most matters 

involving financial products and services provided in (or from) the UK. This includes:

• banking;

• credit cards and store cards;

• loans and credit;

• Hire Purchase;

• pawn broking; and

• financial advice.

Further information on the FOSis set out in the ‘FLA Lending Code and dispute 

resolution’ module.
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TheConsumerProtectionfrom 

Unfair TradingRegulations

Until 2008therewerevariouspiecesoflegislation covering 

areasthatcouldbedeemedasregulating “unfair trading.”

These included legislation relatingto trade description, advertising and misleading 

practice. They were consolidated in and replaced by the Unfair Trading Regulations, 

which protect customers by enabling enforcement action to be taken against bad 

practices such as aggressive selling, and misleading sales information.

The Regulations are now monitored and enforced by the Competition and Markets 

Authority, in partnership with local Trading Standards Offices.

The vast majority of UK businesses already trade fairly and should not have had to 

change their business practices in order to comply with the Regulations, which are 

focused on tackling a minority of businesses which cause customer detriment through 

poor practices.

The Regulations:

• introduce ageneral duty not to trade “unfairly” and seek to ensure that traders 

act honestly and fairly towards their customers at all times;

• apply primarily to the sales and marketing activities of businesses that apply to

customers, but certain business-to-business practices are also covered where

they affect or are likely to affect customers.
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HowtheRegulationsaffectthemotorindustry

TheRegulationsapplytoallretailerswhose practices couldbedeemedasunfair.

An unfair practice is one which either harms or is likely to harm the economic interests of the average customer. For example, if a

customer is given inaccurate information, or is put under pressure, they may make a decision to buy that they would not have made had 

they been given accurate information and not been put under pressure.

The Regulations define the following typesof conduct asunfair:

Aggressivesales 

techniques

The Regulations state that businesses must 

not use harassment, coercion or undue 

influence when dealing with customers.

Misleading practices

Under the Regulations it is illegal for 

businesses to carry out misleading practices 

where they provide consumers with false 

information, leave out informationthat is 

important to a purchasing decision, or give 

messages that seek to deceive the customer.

Dishonestpractices

The Regulations state that customers should 

reasonably expect businesses

to act at all times in good faith and follow 

honest market practices.

Banned practices

The Regulations outline 31 specificpractices 

that are banned outright. These fall under 

one of five broad headings:

• falsely claiming accreditation or 

credentials (claiming to be what you

are not);

• misleading pricing and product 

information (too good to be true/referring

to different goods etc);

promotional activities (incorrect goods/ 

misleading packaging/sales etc)

Competitions and prize draws (pyramid 

schemes /competitions with no winners 

etc); and

Sales and aftersales services (forcing a

sale/pestering /implying guilt/broken 

promises etc).
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Banned Practices
There are 31 sales practices that the unfair trading regulations have banned. Welist 

those relevant to the sale of motor finance below:

• Claiming to be a signatory to a code of conduct when the trader is not.

• Displaying a trust mark, quality mark or equivalentwithouthaving obtainedthe 

necessary authorisation.

• Wrongly claiming that a trader (including its commercial practices) or a product has 

been approved, endorsed or authorised by a public or private body or making 

such a claim without complying with the terms of the approval, endorsement or 

authorisation.

• Making an invitation to purchase products at a specified price withoutdisclosing 

the existence of any reasonable grounds the trader may have for believing that

they will not be able to offer, supply or procure those products or equivalent

products at that price and for a reasonable period.

• Making an invitation to purchase products at a specifiedprice and then:

(a) refusing to show the advertised itemto consumers

(b) refusing to take orders for it or deliver it within reasonable time, or

(c) demonstrating a defective sample of it, with the intentionof promoting a

differentproduct (bait and switch).

• Falsely stating that a product will only be available for a very limited time, or that

it will only be available on particular terms for a very limited time, in order to elicit 

an immediate decisionand deprive consumers of sufficient opportunity or time to 

make an informed choice.

• Stating or otherwise creating the impression that a product can legally be sold when 

it cannot.

• Presenting rights given to consumers in law as a distinctive feature of the trader’s 

offer.

• Using editorial content in the media to promote a product where a trader has paid

for the promotion without making that clear in the content or by images or sounds

clearly identifiable by the consumer (advertorial).

• Making a materially inaccurate claim concerningthe nature and extent of the risk 

to the personal security of the consumer or their family if the consumer does not 

purchase the product.

• Promoting a product similar to a product made by a particular manufacturer in such

a manner as deliberately to mislead the consumer into believing that the product is

made by that same manufacturer when it is not.

• Claiming that the trader is about to cease trading or move premises when they are
not.
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BannedPractices(continued)

• Passing on materially inaccurate information on market conditions or on the 

possibility of finding the product with the intention of inducing the consumer to 

acquire the product at conditions less favourable than normal market conditions.

• Claiming in a commercial practice to offer a competitionor prize promotion without 

awarding the prizes describedor a reasonable equivalent.

• Describing aproduct as ‘gratis’, ‘free’, ‘without charge’ or similar if the consumer 

has to pay anything other than the unavoidable cost of responding to the 

commercial practice and collecting or paying for deliveryof the item.

• Falsely claiming or creating the impression that the trader is not acting for 

purposes relating to their trade, business, craft or profession, or falsely 

representing oneself asa consumer.

• Creating the impression that the consumer cannot leave the premises until a

contract is formed.

• Conducting personal visits to the consumer’s home ignoring the consumer’s 

request to leave or not to return except in circumstances and to the extent justified 

to enforce a contractual obligation.

• Making persistent and unwanted solicitations by telephone, fax, e-mail or other 

remote media except in circumstances and to the extent justified to enforce a

contractual obligation.

• Requiring a consumer who wishes to claim on an insurance policy to produce 

documents which could not reasonably be considered relevant as to whether the 

claim was valid, or failing systematically to respond to pertinentcorrespondence, in 

order to dissuade a consumer from exercising their contractual rights.

• Demanding immediate or deferred payment for or the return or safekeeping of 

products supplied by the trader, but not solicited by the consumer, except where the 

product is a substitute supplied in accordance with regulation 19(7)of the consumer 

Protection (Distance Selling) Regulations 2000 (inertia selling).

• Explicitly informing a consumer that if they do not buy the product or service, the 

trader’s job or livelihood will be in jeopardy.

• Creating the false impression that the consumer has already won, will win, or will on 

doing a particular act win, a prize or other equivalent benefit, when in fact either:

a) there is no prize or other equivalent benefit, or

b) taking any action in relation to claiming the prize or other equivalent benefit is 

subject to the consumer paying money or incurring a cost.

The full 31Banned Practices can be found here.
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Impact inmotordealerships

Within theshowroom,all actionswithaconsumermustbefair 

andnotmisleading.

Special attention must be given to the Regulations and the spirit of the law to ensure 

that good practices are always maintained.

The following must be avoided:

• the 31specific practices (see above) which are banned and therefore 

considered unfair;

• misleadingactions (the dealer/sales executive does something misleading 

which may cause an average customer to enter into a contract);

• misleadingomissions (the dealer/sales executive fails to disclose something 

which is important for a customer to be told about); and

• aggressivesalestechniquessuch as use of coercion, harassment or undue 

influence (for example, pressure selling in a showroom).
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11Distance Selling

Thismodule coverstheConsumerContracts (Information, Cancellation and AdditionalCharges) 

Regulations 2013, includingdistanceselling.

In this module you will learn about the followingareas:

distanceselling andtheregulations 

governing it;

thedifference betweendistance 

selling, on-premises selling andoff-

premisesselling;

howtherulesandregulations 

changefordistancecreditandhire 

agreements.
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Whatare distancesales?

Distancesalesarethosewhereatrader,suchasadealer,makes 

exclusiveuse ofdistancecommunication(forexampletheinternet, 

e-mail or telephone)uptoandincluding thepointatwhichacontract 

isenteredintowiththecustomer.

During the Covid-19 pandemic, online vehicle purchase, delivery and collection 

services provided at a distance allowed many dealers to continue operatingwhile 

their forecourts were closed. Distance sales regulations have thereforebecome an 

increasingly important area for SAF learners to be competent in.

Whatregulatesdistance sales?

Distance sales in the UKof most goods and services, where the customer is a

consumer, are governed by the Consumer Contracts (Information, Cancellation and 

Additional Charges) Regulations 2013, which came into force on 13 June 2014.

Among other things, the Consumer Contracts Regulations set out:

• the information a trader must give to a consumer before and after making a

salethe right for consumers to change their minds when buying at a distance or 

off-premises;

• delivery times and passing of risk; and

• a ban on consumers having to pay more than the basic rate for post-contract 

customer helplines.
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Distanceselling, on-premisesselling 
andoff-premisesselling

What is the differencebetween distance selling, on-premises selling and off-premises selling?

On-premises contracts

On-premises contracts are those concluded face to face

at a firm’s main or regular business premise, such as when 

a customer visits a car showroom. The majority of new

and used car (and car finance) sales are likely to be on-

premises sales contracts.

Off-premisescontracts

Off-premises contractsare sales made face to face away 

from a firm’s business premise, such as sales concluded 

between a firm and a customer in the customer’s home. 

This is unlikely to be relevant to sales conducted by motor 

dealerships.

Distancecontracts

If a customer orders a car by telephone or online, would 

this be considered distance selling? Yes, because the 

customer and the dealer have made exclusive use of one 

or more means of distance communication up to and 

including the time at which the contract is concluded.
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Providing clearinformation

TheConsumerContractRegulationsstatethatacustomerwho 

wishestobuyavehicle “atadistance”hastheright toreceive 

clearinformation fromthedealer.

This must include:

• The dealership’s name and address

• An accurate description of the vehicle

• Price – including anytaxes and delivery costs – and how long the price 

quoted is valid

• Delivery arrangements and terms

• Payments – how and when

• Cancellation – the customer’s right to cancel the arrangement

• Liability – for delivery, collection and condition

Furtherinformationongeneralcancellation rightsisprovided in themoduleonPost-

contract informationandrights.

The Consumer Contracts Regulations also state what information should be sent to the 

customer afterthesale (but before the vehicle is delivered). This includes:

• Written confirmation of the order (by letter, email or fax) including the 

pre-purchase information if this hasn’t already been provided.

• Written information about how to cancel the arrangement, a postal address 

and details of any guarantees, warranties or after-sales services, if applicable.
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Cancellationsand refunds

The time limits for order cancellations are as follows:

• The contract must be cancelled within 14days after delivery of the vehicle. The 

vehicle must then (depending on the dealer’s terms) be made available for 

collection.

• A customer who decides to return the vehicle within these time limits is entitled 

to expect the full amount to be refunded within 14days
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Ancillarycontracts

Anancillarycontractisacontractrelatedtothemaincontractbutis 

subordinateto it.

Under the CCR, if a customer cancels the main contract, the ancillary contract is 

automatically cancelledand it is the trader’s responsibility to notify any relevant party. 

For example, if a customer decided to cancel their purchase of a new car then it is

the dealer’s responsibility to contact any finance company who has provided finance 

to help fund the purchase and advise them that the finance contract hasalso been 

cancelled. Any deposits paid by the customer must also be returned.

This would normally only apply to finance contracts that instantly transfer vehicle 

ownership to the customer, such as a personal loan or other forms of unsecured 

finance. Secured distance credit and hire agreements such as hire purchase, personal 

contract purchase and personalcontract hire cannot usually be cancelled, as explained 

at the end of this module.
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Ordering time

Unlessotherwiseagreed, thedealershould supply thevehicle within 

30daysfromthedayafterthecustomerplacedhis/herorder.

CustomerHelplines

If a firm offers a post-sale helpline for its customers then there should be a telephone 

number available which they can call which charges at no more than the basic 

telephone rate.

For example, free of charge numbers such as 0800 or geographic numbers such as 

those starting with the prefix 01, 02 or 03 should be used: a premium rate number 

would not comply.
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Distancecreditand hire contracts

TheConsumerContractsRegulationsdonotapply toregulated 

creditagreementssuchashire purchase,conditionalsale or 

personalcontractpurchasebecauseanoutrightpurchaseisnot 

being made(i.e. thecustomerdoesnotbecomethelegal ownerat 

theoutset)andservicesofacreditnaturearenotcoveredby the 

regulations.

The rules and regulations governing distance credit agreements are complex, with 

varying aspects governed separately by the:

• Financial Services (Distance Marketing) Regulations 2004;

• FCA rules: CONC 2.7;

• Consumer Credit (Disclosure of Information) Regulations 2010.

Areasfor consideration

The requirements differ depending on whether the finance agreement is conclud-

ed over the telephone or by other means such as online, and the amount of credit

financed. These are the key areas for consideration:

• Provision of information – more information needs to be provided to consumers

for distance contracts.

- For credit agreements this includes information on:

- the lender’s authorisation fromthe FCA;

- the provision of pre-contract information.

• Forhireagreementsthis requires the information set out under section 2 of the 

Consumer ContractsRegulations (here) to be provided to the customer.

• Communication between lendersand intermediaries– lenders, dealers and 

brokers must ensure the correct distance sales documentation and contracts

for credit and hire agreements are provided. If the customer is given the wrong 

information, this could lead to the agreement being unenforceable – leaving the 

lender without any ownership rights to the vehicle.

• Hybridsalesandtherighttocancel – where some of the sales process is 

undertaken at a distance and other aspects are conducted at the point of sale, the 

agreement may be cancellable under the Consumer Credit Act 1974 where either:

- it is a regulated consumer hire agreement; or

- there is no right to withdraw.

• Righttowithdraw replacesrighttocancel – for regulatedcredit agreements 

where the customer has the right to withdraw, they will not have the right to cancel 

the agreement. The right to withdraw only allows the customer to withdraw from 

the finance agreement, not from the purchase of the vehicle.

Rightstoredress

Where there are satisfactory quality issues with a vehicle purchased using a distance 

credit or hire agreement, the customer has the same rights to reject, repair and replace 

under the Consumer Rights Act 2015 and additional rights under the Consumer

Protection from Unfair Trading Regulations 2008 as they do with an on-premises 

contract.
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12Assetregistration

Thismodule coversassetsecurity andregistration.

In this module you will learn about the followingareas:
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Assetregistrationandrecording ownership Industrybestpractice
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Assetregistrationand recording ownership

Thevastmajorityofmotorfinanceagreementsaresecuredagainst 

thevehicle being financed,forexample,underHire Purchaseor 

PersonalContractPurchaseagreements.

Rather than being given a lump-sum loan, the customer is given the use of a vehicle, 

which must be paid for. The vehicle is the property of the lender and acts as its 

“security” in the event of the customer experiencing any problems and not being able 

to meet their contractual repayments. A finance company will generallyremain the 

legal owner of the vehicle until all finance repayments have been made.

Any vehicle (security) which is purchased on a secured finance agreement must be 

capable of being identified and correctly valued using the latest market intelligence.

In the motor industry, all cars have a unique Vehicle Registration Mark (number plate) 

and a Vehicle Identification Number (VIN), which allow firms to determine the detailed 

specification of the vehicle. Finance companies will usually rely on motor dealers to 

accurately record the details of the vehicle on their showroom systems.

Finance companies will then register their financial interests in those vehicles with

the asset registration agencies, such as cap hpi, CDL and Experian so that there is a

clear and public record of ownership. This record helps finance companies to protect 

their valuable assets from any unauthorised sale. A lender’s list of financial interests in

vehicles is sent to agencies on a daily basis, so that when a dealer or customer carries 

out a vehicle history check the record confirms any outstanding finance. This usually 

protects the customer from being sold a vehicle which isnot the seller’s to sell.
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Industry bestpractice

Itisentirelyvoluntary forlenderstoregister thevehiclestheyown 

withtheassetregistrationagencies.

However, with the average value of a new vehicle standing at over £10,000, it is in the

lenders’ best interests to keep an accurate and up-to-date record of their vehicles and

the customers who are using them.

The consequences of failing to register financial interests can be serious, such as a

finance company ultimately losing ownershipof its expensive asset. More generally, 

a failure to record a new interest or delete an expired one can result in customer 

complaints, reputationaldamage and costly legal proceedings.

The FLA has developed some non-binding best practice on asset registration which 

provides helpful information to lenders and agencies on how to best go about 

recordingfinancial interests and managing the supply of that data.

For lenders who are members of the FLA it is now a requirement under the 

Lending Code for them to register their vehicle financial interests with each of 

the primary asset registration agencies (currently cap hpi, CDL, Experian and 

AutoTrader).
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13TheGeneralDataProtectionRegulation

Thismodule covers theGenera DataProtection Regulation (GDPR).

In this module you will learn about the followingareas:

Regulatory Knowledge 13TheGeneral Data Protection Regulation

ThesixdataprotectionprinciplesTheInformation 

Commissioner’s Office (ICO)

TheRegulation WhoandwhatdoesGDPR 

apply to?

Rightsforindividuals

190



Contents Glossary

TheRegulation

TheEUGeneralDataProtectionRegulation(GDPR) replacedthe 

EUDataProtectionDirective andtheUKDataProtectionAct1998 

(DPA)on25th May2018. TheDataProtectionAct2018is theUK’s 

implementationofGDPR.

The Regulation is designed to harmonise data privacy laws across the EU, protect and 

empower all EU citizens' data privacy and reshape the way organisations approach 

data privacy. Compliance with GDPR in the UK is overseen by the Information 

Commissioner’s Office.

The GDPRsets out a legal framework of rights and duties which are designed to 

help safeguard personal data. This framework balances the legitimate needs of 

organisations to collect and use personal data for their business, and the rights of 

individuals to have their personal details protected and not misused. It ensures that 

organisations recording personal data:

• Have a lawful basis for processing data.

• Are accountable under GDPR and can demonstrate compliance with the 

Regulation.

• Process data securely.

The GDPRis much larger in scope than the Data Protection Act since it applies to all 

companies processing the personal data of data subjects residing in the EU, regardless 

of a company’s location. The Regulation also covers most forms of personal and 

sensitive data used in modern day society.
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Who doesGDPRapply to?

Thepersonaldatarulesapply tomanual(hard/paper copies) 

andelectronicinformationaboutanyliving individual (the 

“datasubject”).

The GDPRapplies to both data ‘controllers’ and ‘processors’. A controller determines 

the purposes and means of processing personal data. The processor is responsible for 

processing data on behalf of a controller.

Both controllers and processors have legal responsibilities under GDPR. Processors 

must ensure they maintain records of personal data and processing activities and

are legally liable for anybreaches of the way in which data is handled. Additionally, 

controllers must ensure that their contracts with processors comply with GDPR.

Motor retailers, lenders and brokers can be data controllers, data processors or both 

depending on how they use the data provided by the customer.

Personaldata

Any information that can directly or indirectly lead to the identification of a person

such as name, ID number, mobile phone location and online data. GDPR applies to all 

formats in which data can be stored such as electronic and manually held data (hard/ 

paper copies).

Sensitivepersonaldata

There are specificprovisions relating to special categories of personal data such as: 

race or ethnic origin; political opinions; religious beliefs; trade union membership; 

health; sexual orientation; genetic and biometric data; and criminal proceedings or 

convictions.

Sensitive personal data can only be processed with the explicit consent of the 

individual, if it is required by law for employment purposes, or if dealing with the 

administrationof justice or legal proceedings. It can also be processed if it is 

necessary to protect the interests of the individual or another individual.

Marketing

The data subject’sexpress consent shouldbe obtained before any data is used for 

marketing purposes. Unsolicited marketing by mail should not be undertaken if an 

individual is registered with the Mailing Preference Service or by telephone if an 

individual is registered with the Telephone Preference Service.
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TheInformationCommissioner’sOffice (ICO)

TheICO istheUK’sindependent authoritysetuptouphold 

informationrights in thepublic interest, promotingopennessby 

public bodiesanddataprivacyforindividuals.

The ICO is responsible for:

• Promotinggoodpractice in handling personal data and giving advice and 

guidance on data protection

• Ensuringdata controllerspaytheappropriatedata protectionfeeand provide 

and update basic information about their firm.

• Helping to resolvedisputesby deciding whether it is likely or unlikely that an 

organisation has complied with the GDPR when processing personaldata.

• Taking action to enforcecompliance with GDPR, where appropriate.

• Bringing prosecutionsforoffencescommitted under GDPR (except in 

Scotland, where the Procurator Fiscal brings prosecutions).

Under GDPR data controllers must pay the ICO a data protection fee unless they are 

exempt. The new data protection fee replaces the requirement to ‘notify’ or (register) 

under the DPA. Since all firms hold responsibilities under GDPR, the ICO requires less 

information than wasrequired under the DPA. Data controllers must provide:

• The name and address of the controller

• The number of members of staff the firm has

• The turnover for the financial year

• Any other trading names the firm has

• Contact details for the person completing the fee registration process and the 

Data Protection Officer (if the firm is required to have a member of staff with that 

particular designation under GDPR).
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TheSixDataProtectionPrinciples

The GDPRupdatesandmodifiesthemain responsibilitiesfororganisationssetoutby theDPA.

Although all are applicable to the sale of motor finance, some are more relevant than others. The six principles are:

Principle 3

Personal data must be adequate, relevant and 

limitedto what is necessary. Only sufficient 

information should be collected for the purposes 

of the transaction, e.g. completing an application 

for finance.

Principle 2

Data shall be collected for specified, explicit and 

legitimate purposes (i.e. entering into a finance 

contract) and not further processed in a manner 

that is incompatible with those purposes.

When information is requested industry staff 

must establish whomthey are talking to, and 

whether they are authorised to disclose specific 

information to that party.

Principle 1

Data must be processed lawfully, fairly and in

a transparent manner with the data subject’s

consent. For motor finance, personal data

is required to complete an application for

motor finance.
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TheSixDataProtectionPrinciples

Continued

Principle 6

Personal data shall be processed in a manner 

that ensures appropriate security of the personal 

data, including protection against unauthorised 

or unlawful processingand against accidental 

loss, destruction or damage, using appropriate 

technical or organisational measures.

Principle 5

Personal data must be kept in a form which 

permits identification of data subjects for no 

longer than is necessary for the purposes

of which the personal data are processed.

Information that is of no use after the transaction 

should be securely destroyed – examples in 

the showroomcould be proofs of address,

copies of credit cards or copies of identification 

documents.

Principle 4

Personal data shall be accurate and where 

necessary kept up to date. Ensuring that 

the information collected for a transaction 

is accurate and continuallyupdated and 

recorded.
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Regulatory Knowledge 13Data Protection

Rightsfor individuals

Oneof thekeychangesbroughtaboutbyGDPR istheintroduction 

ofnewrightsandthestrengtheningofexistingrightstogive 

individuals morecontrolon howorganisationsprocesstheir data. 

TherightsGDPRprovides to individuals are:

Righttobe informed– individuals have the right to be informed about the collection 

and use of their personal data. ‘Privacy information’ explaining how an individual’s data 

is processed, how long it is retained for and who it is shared with must be provided at 

the time data is collected, for example, on or in conjunction with, the sales and finance 

agreement. This information is usually known as a ‘Data Privacy Notice’ or DPN.

Right of access – individuals have the right to access their personal data and any

supplementary information that is held or has been processed by an organisation.

A reasonable fee can be charged only if the request is unfounded or excessive,

otherwise it must be provided free of charge without undue delay, within one month

of the request being made.

Righttorectification – individuals have the right to have inaccurate personal data 

rectified, or completed if inaccurate. A request can be made verbally or in writing and 

must be responded to within one month. In certain circumstances requests can be 

refused.

Righttoerasure– individuals have a right to ask to have their personal data erased. 

This is known as the ‘right to be forgotten’. A request can be made verbally or in 

writing and must be responded to within one month.

Righttorestrict processing– individuals have the right to request the restriction or 

suppression of their personal data. This allows for their data to be stored but not 

used. A request can be made verbally or in writing and must be responded to within 

one month.

Righttodata portability– individuals have the right to obtain and reuse their personal 

data for their own purposes across different services. This allows themto move, copy 

or transfer personal data across IT platforms for convenience in a way that is portable 

and safe. This information must be provided free of charge, without undue delay, and 

within one month of being requested.

Righttoobject– individuals have the right to object to their personal data being 

processed for direct marketing purposes (including profiling). The right to object must 

be included in the initial privacy notice provided to the individual.

Rightsrelatedtoautomated decisionmaking and profiling – individualshave a

right not to be subject to an automated decision making process or profiling unless 

the decision is necessary for the entry into or performanceof a contract. Since 

affordability and creditworthiness checks are a requirement for finance providers to

undertake, individuals would not always be entitled to exercise this right where data is 

being used for a credit application.
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14Anti-money laundering

Thismodule covers anti-moneylaundering.

In this module you will learn about the followingareas:

Regulatory Knowledge 14Anti-money laundering

Individual liability

Bodiesresponsible for 

enforcingtheRegulations

Thedefinition ofmoney 

laundering

Firms’ responsibilities under 

theRegulations

TheobjectivesoftheUKMoney 

LaunderingRegulations

Howtopreventmoney 

laundering
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Definition

Money laundering isaphenomenonthathasresulted fromthe 

sophisticationofcriminalactivities.

It is the criminal act of changing the identity of illegally-obtained money so that it 

appears to have originatedfrom a legitimate (or “clean”) source.

The term “money laundering” is typically applied to any financial transaction which 

generates money or an asset as the direct result of an illegal act, such as tax evasion or 

false accounting.

Given that an arrangement for car finance results in the customer receiving avehicle 

rather than funds from the lender, the initial transaction is less susceptible to money 

laundering. The main risk arises if the customer seeks to accelerate the agreed 

repayment schedule, by means of lump sum (cash)payments and/or early termination. 

Early repayment can also be indicative of funds being used which have emanated from 

a criminal lifestyle.

Moneylaunderingisgenerallycarriedoutbyorganisedcriminal gangs,butit 

can be justaseasilycommitted byopportunisticindividualsorsmall andlarge 

businesses.

Although money laundering is often associated by the public with drug trafficking or 

organised crime, it may also be the result of other criminal conduct including:

• terrorist activity

• theft and fraud

• forgery and counterfeiting

• blackmail and extortion

• tax evasion
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Objectivesof theMoney 

Laundering Regulations

TheMoneyLaunderingRegulationsaredesigned toprotectthe 

UKfinancialsystemandoutlawcertainactivities.

The UKalready had certain provisions in place (in relation to anti-terrorism measures) 

when the first EU Directive on Money Laundering was adopted in 1991.This was 

transposed in 1993 into UK Money Laundering Regulations, which have subsequently 

been revised and amended.

The Fifth EU Money Laundering Directive was adopted in April 2018 and has been 

implemented into the UKby Regulations which came into effect on 10January 2020.

The Regulations require businessesincluding credit institutions and “high value 

dealers” to be registered (authorised) by the appropriate authority – in the UK, this

is either HM Revenue and Customs (HMRC) or the FCA depending on the type of 

business. “High value dealers” are defined as firms which accept payments of over

€10,000 in cash (currently approx. £9,000) either in one instalment or through a

series of linked payments: this definition may therefore apply to motor dealers who 

accept cash.

Firms must put in place certain controls to prevent themselves frombeing used for 

money laundering by criminals and terrorists. These controls include appointing a

designated Money LaunderingReporting Officer (MLRO),checking the identity of 

customers and keeping all relevant documents linked to that transaction.
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Regulators

Themainsupervisory authoritiesthatmonitorbusinesses’ 

compliancewiththeRegulationsare:

• HM Revenue & Customs

• The National Crime Agency

• The Financial Conduct Authority

Whilst the main statutory requirements on firms are set out in the Regulations, detailed 

guidance notes are publishedby the Joint Money Laundering Steering Group (JMLSG).

The JMLSGis an industry group that works alongside the Government and regulatory 

bodies to interpret the Regulations and help industry implement them. The FLA is 

represented on the JMLSG. The guidanceis regularly reviewed and updated and all 

firms are expected to take note of it.

Motor finance providers, that are members of the FLA, agreed a minimum standard 

of due diligence checks to prevent money laundering and financial crime. The ‘FLA

Standard’ has been adopted by the JMLSGand incorporated into its guidance. Further 

information about the FLA Standard and what checks should be undertaken when 

customers are being sold a finance product is provided in section 5: pre-contractual 

requirements.
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Responsibilities
TheRegulationsmakeita criminal offenceforregulatedbusinessesnottohaveinplace formalprocedures 

to combatmoney laundering.

Firms’ responsibilities include:

Recordkeeping

Copies of documents obtained 

during the process of identifying 

customers, together with details 

of all transactions on the account,

must be kept for five years after the 

transaction or finance agreement has 

ended.

Monitoring the 

businessrelationship

The lender should monitor the 

customer’s repayments to check that 

they are normal and in line with the 

agreement.

Reportingsuspicions

The Regulations place a legal 

obligation on all staff working in all 

finance companies and

motor dealershipsto report any 

suspicions to their nominated Money 

Laundering Reporting Officer or 

directly to the National Crime Agency 

(NCA). Once a report has been made 

to the firm’s MLRO, it is an offence to 

make any further disclosure that is 

likely to prejudice an investigation.

Carryingout“due 

diligence” on customers 

(checkingtheir identity)

Customer due diligence may be 

carried out where the annual 

payments do not exceed €15,000

and the legal and beneficial title of

the asset(s) is not transferred to the 

customer until the end of the contract 

(this would include a motor finance 

deal). Enhanced due diligence

– increasedlevels of checking –

should be carried out in cases where 

the customer has not been physically 

present for identification purposes. If 

a firm is unable to identify a customer 

it should not continue with the 

transaction.

Appointing a 

nominatedofficer

Most firms which carry out a

consumer credit activity must appoint 

a nominated Money Laundering 

Reporting Officer (MLRO)who is 

responsible for receiving disclosures 

of suspicious transactions and

activity and deciding whether these 

reports should be reported to the 

National Crime Agency (NCA).

Trainingstaff

All staff who are involved in customer 

transactions - including those in

motor finance providers and motor 

dealerships – must receive ongoing 

training on the requirementsof the 

Money Laundering Regulations. This 

training must include requirements 

for identifying suspicious activity, 

reporting any such activity and 

keeping accurate recordsof 

transactions that may need to be 

investigated at a later date. The FLA 

offers such training.
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Individual liability

The penalties for businesses and individuals not complying with the Regulations can be severe, for example:

Failure to report

Up to 5 years’ imprisonment and/or an unlimited fine for 

failing to report suspicions of money laundering.

Tipping-off

Up to five years’ imprisonment and/or an unlimited fine for 

“tipping off” i.e. alerting a customer to the fact that they 

have been or will be reported to or investigated by the 

police.

Assisting

Up to 14years’ imprisonment and/or an unlimited fine for 

giving assistance to a money launderer to obtain, conceal, 

retain or invest funds if you know or suspect that the funds 

are the proceeds of criminal activity.
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Prevention

Motorfinancecompanies andotherinstitutionsaresusceptibletoattempted money launderingbecause of the largesums of money 

that areinvolvedin thepurchase of cars (ahigh-valueasset).

In addition to the need to carry out sufficient Due Diligenceto establish customers’ identity, firms should be alert to:

Large cash transactions

If an individual seeks to pay for goods and services in 

cash, rather than by cheque or credit/debit card, this may 

be an indication that they are trying to “launder”

the cash. Staff should be wary of large cash transactions, 

rather than payments via Direct Debit or cheque, 

particularly if the customer has not paid in cash previously.

Some customers might take out a loan for

a vehicle and then seek to pay it off early with cash or pay 

a large cash deposit.

Third Party Payments

Staff should query all cash payments from third parties 

who are not related to the primary customer.

Early Settlement

The main money laundering risks arise where a customer 

seeks to speed up an agreed repayment schedule, either 

by means of lump sum repayments, early termination

or settlement.Early repayments carry a risk that the funds 

have emanated from a criminal lifestyle.
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15TheFLALending Codeanddisputeresolution

Thismodule coverstheFLA’sCodesofPracticeandconsumercredit dispute resolution.

In this module you will learn about the followingareas:

WhattheFLAis, andwho 

it represents.

TheFCA’scomplainthandling 

requirementsandtheFinancial 

OmbudsmanService.

TheFLA’stwoCodesofPractice.

Regulatory Knowledge 15The FLALending Codeand dispute resolution

204



Contents Glossary

TheFinance&LeasingAssociation(FLA)

TheFLAis therepresentative body fortheUK 

motorfinanceindustry.

Its members consist of the captive finance arms of motor manufacturers, the motor 

finance subsidiaries of major banks and other independent lenders. The FLA’smember 

finance companies represent over 90%of the UK’s retail motor finance sector. FLA 

members fund around 90% of all private new car registrations.

All finance company members of the FLA must adhere to the FLALendingCode which 

sets out standards of best practice in how the finance and leasing industry offers and 

sells finance to customers. This includes how finance is sold in motor dealerships, 

where the associated finance company is an FLA member.

TheFLA’s Codes ofPractice

The FLA has two Codes of Practice: the Lending Code covers lending to 

consumers and the BusinessFinanceCode covers lending to businesses. This 

material refers only to the Lending Code.

The FLA Lending Code reassures anyone applying for finance from an FLA member 

that they are doing business with a reputable lender. The Code clearly sets out all the 

key commitments and principles of lending which FLA member finance companies

are expected to follow. Although following the Code is not a legal requirement for 

lenders – it is best practice – a business cannot become an FLA member if it does

not comply.

SAF Approved and the FLA Lending Code

In 2021 the FLA agreed a new provision requiring that members only arrange 

finance through SAF Approved intermediaries, or with firms that undertake 

equivalent training.  The provision comes into effect from 1st January 2023 in 

relation to franchised dealer groups and brokers and from 1st January 2025 in 

relation to independent dealer groups.  

The action taken aims to raise professional standards by requiring all industry 

staff, that arrange finance products, to undertake SAF learning or equivalent.
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TheFCA’scomplainthandling requirements 

and theFinancialOmbudsmanService(FOS)

TheFOS is the statutoryindependent adjudicatorofconsumer

complaints linkedtothesupplyof finance.

Firms must have their own internal complaints handling proceduresand comply with 

rules (set out in the DISPchapter of the FCA Handbook) which set out timescales within 

which responses to complaints must be given to customers.

If, at the end of a firm’s internal complaints-handling process (generally eight weeks), 

the customer remains dissatisfied, they have the right to refer the complaint to the 

FOSfor adjudication and resolution. FOS’s decision is not binding on customers,

who remain free to pursue their complaint in the courts if they wish: the decisions are

however binding on firms if the consumer accepts them and FOScan order firms to take

corrective actionand where appropriate pay redress up to £355,000.

FOS isfundedbya levypaidbyallfinancecompanies accordingtotheirsize 

and sector:

in most cases they also pay a ‘case fee’ for every unresolved complaint which is 

referred to the FOS. The FOScan help with complaints about most financial matters 

involving products and services provided in (or from) the UKincluding:

• Banking

• Credit cards and store cards

• Loans

• Hire Purchase and other motor finance products

• Pawn broking

• Financial advice
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Useful Links

Toolbox

The following links may be useful to further enhance your motor finance knowledge

FLAresources

• FLA’s Specialist Automotive Finance (including a link to a PDF of this 

Reference Material) - www.specialistautomotivefinance.co.uk

• FLA - www.fla.org.uk

• FLA’s motor finance site for car buyers - www.financingyourcar.org.uk

• FLA Lending Code -

https://www.fla.org.uk/consumer-information/lending-code/

Other resources

• Consumer Credit Act 2006 www.legislation.gov.uk/ukpga/2006/14/contents

• Information on the EU consumer credit law 

https://ec.europa.eu/info/business-economy-euro/banking-and-finance/ 

consumer-finance-and-payments/retail-financial-services/credit/consumer-

credit_en

• The Consumer Protection from Unfair Trading Regulations 

www.gov.uk/government/publications/consumer-protection-from-unfair-

trading-regulations-traders

• Online and distance selling

https://www.gov.uk/online-and-distance-selling-for-businesses

• Financial Conduct Authority (FCA) - www.fca.org.uk

• HM Revenue & Customs - www.hmrc.gov.uk

• Joint Money Laundering Steering Group - www.jmlsg.org.uk

• The Driver and Vehicle Licensing Agency (DVLA)

www.gov.uk/government/organisations/driver-and-vehicle-licensing-agency

207

http://www.specialistautomotivefinance.co.uk/
http://www.fla.org.uk/
http://www.financingyourcar.org.uk/
http://www.fla.org.uk/consumer-information/lending-code/
http://www.fla.org.uk/consumer-information/lending-code/
http://www.legislation.gov.uk/ukpga/2006/14/contents
http://www.gov.uk/government/publications/consumer-protection-from-unfair-
http://www.gov.uk/online-and-distance-selling-for-businesses
http://www.gov.uk/online-and-distance-selling-for-businesses
http://www.fca.org.uk/
http://www.hmrc.gov.uk/
http://www.jmlsg.org.uk/
http://www.gov.uk/government/organisations/driver-and-vehicle-licensing-agency


Contents Glossary

Administration Fee

An additional charge – usually to cover the costs of

administration - that is sometimes made by the lender 

(finance company) and is in addition to the interest charged 

to the customer.

Advertising Regulations

Specific legal requirements that are set out in the

Consumer Credit Act regarding the form, content and style 

of advertisements for finance, when the associated finance 

agreements are regulated by the Act.

Amortise

Process whereby the initial cost of an asset is written off over a

period. A fully amortising loan is therefore fully paidoff at the end

of the loan period– there is no balloon payment of residual value. 

It is also known as “full payout”.

AnnualPercentageRate(APR)

Officially defined as`That rate at which the amount of credit 

advanced is equal to the sum of the present values of each 

repayment of capital and of each payment in respectof the total 

charge for credit`.

An APR is the total percentage rate of interest that is charged 

against the advance/amount of finance borrowed by a customer. 

The APR includes the flat/fixed interest rate charged by the lender, 

plus any other administration fees or charges incorporated into the

agreement.

APRs were introduced as a means to give the customer the

chance to compare the cost of one finance facility with another on

a fair basis.

Asset

Any item of value that is owned by an individual or company. Motor 

finance can be referred to asset-backed lending because the

vehicle is provided to the customer alongside the supply

of finance.

Accessories

Items added to a vehicle, e.g. a tow-bar, roof rack etc.

Advance

The amount of finance that is loaned to a customer. This is the

invoice price of a vehicle, minus any deposit. Interest is charged on

the advance.

Agreement

The document that legally binds a customer, following an

application to obtain goods on credit or hire. The customer 

(or hirer) and lender (or owner) must sign an agreement for

it to be legally binding.

ArrangementFee

An additional charge – usually to cover the cost of setting up a

finance facility - that is sometimes made by the lender (finance 

company). It is in addition to the interest charged to the customer.

Glossary
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AcceptanceFee

An additional charge – usually to cover the costs of

administration - that is sometimes made by the lender 

(finance company) and is in addition to the interest charged 

to the customer.

H I L M N O P R S T U V W
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BalanceFinanced

The total invoice price less deposit paid – see Advance.

BalanceSheet

A statement provided by a business or organisation in their annual 

company accounts which sets out its assets, liabilities and capital

at a particular point in time. A balance sheet essentially providesa

snapshot of what the company owns and owes.

Balloon Payment

Under certain agreements (e.g. Hire Purchase) the consumer

can negotiate a larger, single payment (also referred to as a lump 

sum) at the end of the agreement to reduce the cost of regular 

payments. This is known as a Balloon Payment. See Finance 

Structures section.

BusinessManager

The person in a motor dealership who is generally responsible for

handling the sale of Finance and Insurance (F&I)products.

BaseRate

The published rate of interest offered by a financial institution. Also 

known as a flat rate of interest. The Bank Base Rate is issued by

the Bank of England.

Glossary
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Balance

The remaining amount of finance that is due to be paid by

the customer to the lender under a finance agreement or the

difference between the total amount of credit and total amount of

debit in an account. The balance changes with every transaction/

payment.

I L M N O P R S T U V W

209

Broker

Sometimes known as Secondary Brokers. They differ from primary 

brokers (motor dealerships) by acting as a more traditional broker (eg

a mortgage broker). A car finance broker will contact several lenders 

to get the several potential deals for the customer organise the 

finance on their behalf. A broker typically seeks the best available 

finance from their panel of lenders and arranges the finance 

agreement on their behalf.
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Capital

Simply the amount of finance that is borrowed and due to be

repaid. Capital excludes any interest charged and can be repaid in

a lump sum or by instalments.

CertificateofSAFCompetence

Specialist Automotive Finance (SAF) has been introduced by the

Finance & Leasing Association (see FLA).The Certificate of SAF

Competence is clear recognition to consumers which dealership 

staff have attained the professional standard on motor finance set

by the SAFCompetence Test (online testing).

Charges

Generally the term ‘charges’ refers to the interest charged by

the lender to the customer for providing finance, although it can

also mean other charges such as arrangement fees included in

agreements.

Compliance

A measure to decide if the customer/lender/dealer is acting 

in accordance with their obligations or acceptable standards.

Regulatory compliance refers to systems or departments at

businesses and public agencies that ensure that staff are aware of

and take steps to comply with relevant laws and regulations that 

affect the way inwhich they operate.

Conditional Sale

A type of purchase agreement where title/ownership to the

associated goods (for example, a vehicle) passes from the finance 

company to the customer once all payments have

been made.

ContractHire (orOperatingLease)

This is a method of funding the use but not the ownership of a

vehicle. The customer (Lessee) is renting the vehicle for a fixed 

rental from a leasing company (Lessor) for an agreed period.

At the end of the contract the vehicle is handed back to the leasing 

company. A Contract Hire lease effectively transfers all the Risks 

and Rewards of ownership to the Lessor and is an `Off-Balance 

Sheet’ method of funding.

Contract

A legally binding agreement between two or more persons for the

purchase of financial products.

Credit ProtectionInsurance(CPI)

An insurance policy to ensure that the customer’s contractual 

payments will be made in the event of personal circumstances 

changing. (Death, sickness, accident, redundancy etc.) – see PPI.

Credit ReferenceAgency

An organisation that collects, stores and provides information 

about customers’ past and current credit history. Main agencies 

are: CallCredit, Equifax and Experian.

Credit Sale

An agreement for the sale of goods which allows the customer to

pay all or part of the cost of the goods in instalments. It differs from 

Hire Purchase and Conditional Sale in that the title (ownership) 

passes to the customer at the start of the contract.

Glossary
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Cancellable Agreement

A finance agreement that is regulated by the Consumer Credit Act, 

but one that is signed off ̀ Trade Premises’. This gives the customer 

the right to cancel (in writing) a finance agreement within a specific 

number of days of signing it. The cancellation terms are shown in

the agreement. See Distance Selling section.

I L M N O P R S T U V W
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Debtor

The customer, company or individual entering into the agreement

to borrow money from a lender or a person who has an obligation

to pay a debt.

Deposit

An initial payment of a portion of the capital cost of the vehicle.

This usually takes the form of cash / cheque or equity in a part-

exchange vehicle.

Discretionary commission

incentive schemes provided by finance providers that give dealer 

and broker staff the discretion to change the total cost of finance 

payable by the customer. Typically this would allow the dealeror

broker to change the interest rate or APR within a set range. The

FCA estimated that discretionary commission models led to £300m 

of additional interest costs paid by consumers in 2017/18.

DistanceSelling

The sale of goods or services to consumers via the telephone, 

fax, mail-order and (increasingly) by the internet or a digital TV

is protected by the Consumer Contracts Regulations. There are

certain exceptions (for example, goodsordered from a public 

payphone) but the Regulations do apply to motor vehicles.

Glossary
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DataProtectionAct(DPA)

The Data Protection Act is an Act of Parliament intended to

protect the privacy of the individual personand regulate the use

of personal data by laying down eight legally enforceable Data 

Protection Principles. Any business that processes personal 

information must notify the Information Commissioner (previously 

called Data Protection Registrar) and complywith all sections of

the Act.
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Economicgrowth

An increase in the amount of goods and services produced in the

economyover a periodof time.

DocumentationFee

An additional charge that is sometimes made by the lender and is

in additionto the interest.

E

EarlySettlement

Payment of the balance owing on a credit agreement, including 

interest, before the final payment is due. If the agreement is

regulated under the Consumer Credit Act, there is a legally 

specified rebate that the customer must be given.

ElectronicIdentificationandVerification 

(EID&V)

The use of electronicsystems to verify the customer’s identity. The

information provided by the customer such as personal details, 

biometricdata, forms of ID and responses to questions is verified 

against a number of databases to check the customer is who they 

say they are.

EndofAgreement/ Contract

When all the contracted payments have been made (including any

fees) on an agreement. For Hire Purchase and Conditional Sale 

agreements, this is when title is transferred to the customer.

Equity

The `positive` difference between the value of a vehicle and

any money owed on that vehicle.

ExecutedAgreement

When a contract (document) containing all the written terms of an

agreement is signed by all the people involved in it – customer 

and finance company.

Extras

See Accessories.
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FinanceContract

A document that details all the terms and conditionsof a financial 

arrangement as well as vehicle and customer details.

FinanceLease

This is a method of funding the use but not the ownership of a

vehicle. The customer (Lessee) is renting the vehicle for a fixed

amount from a leasing company (Lessor) for an agreedperiod.

With this type of lease, the customer is responsible to the leasing 

company for the whole cost of the asset and will share in any profit 

when the asset is sold. The `Risk and Reward` are with the Lessee.

FixedrateofInterest

A rate of interest which cannot be altered during the term of a

financial transaction.

FlatRateofInterest

A f̀lat̀ interest rate is the most common method used to calculate 

interest charges payable on a finance agreement. It is normally

on a per annum basis and the total interest is calculated on the

amount of money borrowed and the term of the loan.

Interest is charged on the full amount of a loan throughout its

entire term. The flat rate takes no account of the fact that periodic 

repayments, which include both interest and capital, gradually 

reduce the amount owed. See also Fixed Rate of Interest.

Glossary

Guarantee

A form of security used in support of a finance agreement where

a third party guarantees to make the repayments owed to the the

finance company by the customer in the event that the customer is

unable to make them.

GuaranteedMinimumFutureValue (GMFV)

This is set by the manufacturer or finance company and allows 

the customer to know the least amount the car will be worth

at a point in the future. It is normally the guaranteed maximum 

“balloon” payment, or Optional Final Payment a customer would 

need to make in order to gain title to a vehicle on a Personal 

Contract Purchase (PCP). The GMFV is calculated after taking into 

consideration the retail price of the vehicle, the length of time

the customer wants to keep the vehicle and the mileage they will 

cover during that time.

A B C D E F G H

F

Finance&LeasingAssociation (FLA)

The FLA is the representative body for the UK motor finance

industry and its Lending Code sets out standards of good practice

for the finance and leasing industry. Full FLA membership requires

compliance with the Lending Code.
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GAP

An insurance policy that bridges the gap between the insurance 

company payout and finance company settlement (or original 

vehicle cost) in the event of total loss or theft of the vehicle.
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Hirer

The person to whom goods are hired under a hire agreement.

Glossary

Inflation

An increase in the prices of products and services over time.

Interest

An amount of money payable to the lender in additionto the

amount of capital borrowed.This reflects the cost of money, the

term over which it is lent and the degree of risk to the lender 

involved - see Charges. The rate of interest can be either Fixed or

Variable.

Invoice

A document that details vehicle and purchaser information as well 

as the price paid.

A B C D E F G H

H

Hire Purchase

A Hire Purchase Agreement is a fixed cost, fixed period loan of

money to purchase goods. It is a `Tri-Partite` agreement where

a finance company HIRES the vehicle to the customer for an

agreed period at an agreed monthly sum; the customer can gain

ownership (title) by paying an additional sum called the Option to

Purchase Fee or Purchase Fee.

I L M N O P R

I

Instalments

Amounts payable at regular intervals under a credit 

agreement - same as Rentals and Payments.

S T U V W
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LeasePurchase

A Lease Purchase is a purchase agreement (similar to a Hire 

Purchase or Conditional Sale). The term `Lease Purchase` was

introduced into the finance industry to describe aHire Purchase

or Conditional Sale contract with a payment structure similar to a

lease. Instead of a deposit, `Advance Payments` may be paidand

it is usual to have a balloonpayment.

LendingCode

The FLA’sLending Code sets out the key commitments and

principleswhich members are expected to follow at all times.

Lessor

The owner of leased goods (Finance House / Bank / Leasing 

Company).

Lessee

The user of leased goods (Customer)

Liability

A customer’s obligationsunder a credit or hire agreement

Loan

A sum of borrowed money that is generally repaid withinterest.

Glossary
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Lease

A contract between a Lessor and a Lessee for the hire of a specific

asset (vehicle) where the title to the asset is retained by the finance

company

Mortgages

A legal process whereby the value of propertyor land is used

as security for a loan. Where it is used for property purchase, the

term is commonly used as meaning the loan itself. . See Second 

Mortgage / Loan.
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MoneyLaundering

This is the criminal process of changing the identity of illegally 

obtainedmoney so that it appears to have originated from a

legitimate c̀leaǹ source. Finance companies and dealers have a

duty to be alert to possiblemoney laundering and an obligationto

report suspicious activities to the National Crime Agency.
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Non-discretionary expenditure

Priority payments needed to meet debts and other essential 

living expenses. Non-discretionary expenditure is therefore a

consumer’s core monthly expenditure that finance companies

must establish or estimate to ensure the credit being applied for is

affordable (unless it is obvious that the credit is affordable).

Non-Regulated Agreement

A credit or hire agreement that is not governedby the

Consumer Credit Act.

Glossary

Option toPurchaseFee

The fee that is only applicable ona Hire Purchase Agreement 

(usually payable with the final payment) that officially transfers title 

from the finance company to the customer.

Overdraft

A banking facility that allows an account to be operated, up to an

agreed limit, when no credit funds are in that account.

A B C D E F G H

N

NegativeEquity

Where the money owed on a vehicle is greater than what the

vehicle is worth.
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Operating Lease

This is a method of funding the use but not the ownership of a

vehicle. The customer (Lessee) is renting the vehicle for a fixed 

rental from a leasing company (Lessor) for an agreed period. At

the end of the contract the vehicle is handed back to the leasing 

company. An OperatingLease transfers substantially all the Risks 

and Rewards of ownership to the Lessor and is an `Off-Balance 

Sheet `method of funding.
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PaymentHoliday

A period during the agreement when the customer does not make 

any payments.

PaymentProtectionInsurance(PPI)

Also known as Payment Protection Plan (PPP), PPI is an insurance 

policy intended to pay the customer’s contractual payments in

the event of personal circumstances changing (death, sickness, 

accident, redundancy etc.) – see CPI.

PersonalContractPurchase(PCP)

A PCP is in essence a Purchase agreement (similar to a Hire 

Purchase or Conditional Sale) that is governed by vehicle mileage 

and term, where a predicted minimum value (GMFV)is offset

until the end of the agreement. At the end of the agreement the

customer has three options:

1.Part exchange for another car;

2. Pay the final payment and keep the car;

3. Return the car and walk away.

PersonalLoans

A loan of money to purchase any consumer item – including 

vehicles. The facility is widely offered by Banks, Building Societies 

Direct Lenders and Finance Companies.

PrimaryPeriod ofHire

The initial period of a lease. On a Contract Hire agreement the

vehicle is due to be returned at the end of the Primary Period of

Hire.

Prudential RegulationAuthority

Part of the Bank of England that is responsible for ensuring firms

are being run in a safe and sound way. The PRA is the regulator 

for banks, building societies, credit unions and investment firms, 

making sure they hold sufficient funds and have adequate risk 

controls in place to protect their customers, themselves and the UK

economy. The PRA works closely with the FCA.

Glossary
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PartExchange

The process when a customer exchanges their car with a motor 

dealer to form part or all of a deposit towards the price of their next 

new vehicle.

I L M N O P R S T U V W

216



Contents Glossary

RegulatedAgreement

An agreement regulated by the CCA.

Rentals

The term used for instalments or payments especially in leasing.

Repossession

The taking back by the owner of goods which are the subject of

a credit or consumer hire agreement usually because instalments 

or rental payments have not been kept up-to-date.

Repossession Rights - The rights of customers and finance houses 

relating to when goods can be repossessed in the event of default.

Once a consumer has paid more than one third of the Total 

Amount Payable, the goods are classed as protected and cannot 

be repossessed without a court order. In Scotland a Court Order is

always required. This is detailedunder the CCAas the ‘thirds rule’.

ResidualValue

The value of goods at a point in the future – normally the end of a

finance agreement. It can generally only be predicted at the start of

an agreement, since the exact figure will be unknown at that point.

Glossary
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Rebate(EarlySettlement)

A sum of money returned to a customer following the early 

payment of a finance agreement. For agreements regulated by

the Consumer Credit Act, the minimum amount of rebate is legally 

specified.

I L M N O P R S T U V W
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SAFTrainingMaterial

The SAFReference Material is available to all motor dealerships 

that do not have access to alternative motor finance training to

assist them in taking the SAFCompetence Test. Staff may visit the

material as often as they like to help complete the test.

SecondMortgage / SecuredLoan

A loan securedon propertyor land, regardless of the purpose 

of the loan. It can take the form of:

• Mortgage

• Second Mortgage

• Secured Loan.

It is usually for borrowing in excess of £25,000 and is provided by

banks, building societies and specialist lenders. Secured loans are

structured over a longer period of time (5 – 25 years), linked to the

amount of equity in a customer’s home and based on a variable 

rate of interest (some lenders will do interim periods at a fixed rate).

SecondaryPeriodofHire

The period after the end of the Primary Period on a Finance Lease,

where the lease is extended. Rentals in this period are usually at a

much-reduced rate – sometimes termed `peppercorn rentals`

Security

In any form of lending, the lender is seeking to recover its capital

outlay plus interest. Anything less may be regarded as a loss and

the lender mayseek to recover all or part of the property or asset

in orderto cover that loss.

Securedfinanceagreement

An agreement where the lender owns the vehicle throughout the

term and has the right to repossess it if the customer does not

meet repayments. Hire Purchase, Conditional Sale and Personal 

Contract Purchase are types of secured finance agreements.

ServiceContract

A specially tailored service contract which can be included in

finance packages to cater for service, repair and maintenance 

costs of a vehicle.

Settlement

The finalizing of a financial transaction.

SettlementPenalty

An amount charged to customers who settle an agreement early. 

Any customer has a statutory right to complete payments under 

an agreement early, if they so desire. When this happens, the

customer is entitled to a rebate of the outstanding interest if the

agreement is regulated under the Consumer Credit Act. Early 

settlement may result in the finance company losing money and

it is therefore allowed to charge a penalty to compensate for the

contract being broken earlier than anticipated – this is typically one

month’s penalty interest.

SpecialistAutomotiveFinance(SAF)

SAF is a kitemark developed by the FLA to raise standards and

improveskills for those involved in the sale of motor finance. 

SAFwill improve consumer confidence and change consumer 

awareness of showroom finance.

SpreadRentals

This refers to a payment profile for a contract. The capital and

interest is being paid for s̀pread` over the whole period (as

opposed to having a t̀erminal pause`).

Supplier

The invoicing dealership.

Glossary
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SAFExpertCompetenceTest

The SAFExpert Competence Test is an annual online test aimed

at all customer-facing staff in motor dealerships. The online test 

consists of 60 challenging multiple-choice questions and must be

completed in60 minutes. The system is simple to operate and will 

help dealerships manage finance-related issues more effectively.

I L M N O P R S T U V W
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Termination

The ending of certain types of credit agreement according to

the terms and conditions of the individual agreement.

TerminationRights

Detailed under the Consumer Credit Act as the h̀alves rule`.

The legal rights of the customer to end an agreement and return 

the goods.

The CCA allows the consumer to terminate the agreement before 

the end of the contractual term. Termination is not the same

as settlement, because title to the goods does not pass to the

customer.

Title

Legal ownershipof an asset - for example, a vehicle.

TotalAmountPayable

The total amount a customer pays for goods including all

charges and fees.

TradeIn

A vehicle offered as part-payment in respect of the purchase of

another vehicle. See also Part-Exchange.

Tri-partitè agreement

An agreement involving three parties, for example, a customer; a

dealer and a finance company.

Glossary

Unsecuredfinanceagreement

An agreement where the customer owns the vehicle (or any other 

asset) as soon as they take possession of it. The lender therefore 

has no right to repossess the vehicle if the customer fails to repay 

the loan. Personal loans and Credit Sale are types of unsecured 

finance agreement.
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Terminalpause

This refers to a payment profile for a contract or agreement, i.e. 

3+33. A Terminal Pause is the time between the date of the last 

payment and the end of the initial agreement period which in

the 3+33 example could be month 36. The capital and interest is

therefore being paid over a shorter period and the customer has

no payments to make during the final months.
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Unregulated Agreement

Another term for an agreement not covered by the CCA
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ValueAdded Tax(VAT)

A general tax on goods and services which was introduced 

into the UK in 1973. The National HMRC VATHelpline can be

contacted on 0300 200 3719.

EachEUcountryhasitsownratesofVAT.IntheUKthereare 

threerates:

• Standard rate - currently 20 percent.

• Reduced rate – this applies to certain items such as, for

example, children’s car seats and domestic fuel or power –

currently 5%.

• Zero rate - There are some goods onwhich VATis not

levied, for example; food, books, newspapers and

magazines, children’s clothes.

Glossary

VariableRateof Interest

A rate of interest charged that changes in response to movements 

in – generally – the Bank of England’s base rate. A variable rate 

may also change during the life of an agreement in line with

current market conditions. This means it could go up – costing the

customer more; or go down – costing the customer less.

VehicleIdentificationNumber (VIN)

A unique number that is attached to vehicles in order for them to

be identified.

W

Wear&Tear

The deterioration invehicle condition (and value) due to ordinary 

and normal use.

A B C D E F G H

V

V5(RegistrationCertificate)

A document provided by the Driver and Vehicle Licensing Agency 

(DVLA)that sets out details relating to the vehicle (specification) 

and Registered keeper (name and address).
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220


	Slide 1: Finance & Leasing Association Representing Business and Consumer Finance
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19
	Slide 20
	Slide 21
	Slide 22
	Slide 23
	Slide 24
	Slide 25
	Slide 26
	Slide 27
	Slide 28
	Slide 29
	Slide 30
	Slide 31
	Slide 32
	Slide 33
	Slide 34
	Slide 35
	Slide 36
	Slide 37
	Slide 38
	Slide 39
	Slide 40
	Slide 41
	Slide 42
	Slide 43
	Slide 44
	Slide 45
	Slide 46
	Slide 47
	Slide 48
	Slide 49
	Slide 50
	Slide 51
	Slide 52
	Slide 53
	Slide 54
	Slide 55
	Slide 56
	Slide 57
	Slide 58
	Slide 59
	Slide 60
	Slide 61
	Slide 62
	Slide 63
	Slide 64
	Slide 65
	Slide 66
	Slide 67
	Slide 68
	Slide 69
	Slide 70
	Slide 71
	Slide 72
	Slide 73
	Slide 74
	Slide 75
	Slide 76
	Slide 77
	Slide 78
	Slide 79
	Slide 80
	Slide 81
	Slide 82
	Slide 83
	Slide 84
	Slide 85
	Slide 86
	Slide 87
	Slide 88
	Slide 89
	Slide 90
	Slide 91
	Slide 92
	Slide 93
	Slide 94
	Slide 95
	Slide 96
	Slide 97
	Slide 98
	Slide 99
	Slide 100
	Slide 101
	Slide 102
	Slide 103
	Slide 104
	Slide 105
	Slide 106
	Slide 107
	Slide 108
	Slide 109
	Slide 110
	Slide 111
	Slide 112
	Slide 113
	Slide 114
	Slide 115
	Slide 116
	Slide 117
	Slide 118
	Slide 119
	Slide 120
	Slide 121
	Slide 122
	Slide 123
	Slide 124
	Slide 125
	Slide 126
	Slide 127
	Slide 128
	Slide 129
	Slide 130
	Slide 131
	Slide 132
	Slide 133
	Slide 134
	Slide 135
	Slide 136
	Slide 137
	Slide 138
	Slide 139
	Slide 140
	Slide 141
	Slide 142
	Slide 143
	Slide 144
	Slide 145
	Slide 146
	Slide 147
	Slide 148
	Slide 149
	Slide 150
	Slide 151
	Slide 152
	Slide 153
	Slide 154
	Slide 155
	Slide 156
	Slide 157
	Slide 158
	Slide 159
	Slide 160
	Slide 161
	Slide 162
	Slide 163
	Slide 164
	Slide 165
	Slide 166
	Slide 167
	Slide 168
	Slide 169
	Slide 170
	Slide 171
	Slide 172
	Slide 173
	Slide 174
	Slide 175
	Slide 176
	Slide 177
	Slide 178
	Slide 179
	Slide 180
	Slide 181
	Slide 182
	Slide 183
	Slide 184
	Slide 185
	Slide 186
	Slide 187
	Slide 188
	Slide 189
	Slide 190
	Slide 191
	Slide 192
	Slide 193
	Slide 194
	Slide 195
	Slide 196
	Slide 197
	Slide 198
	Slide 199
	Slide 200
	Slide 201
	Slide 202
	Slide 203
	Slide 204
	Slide 205
	Slide 206
	Slide 207
	Slide 208
	Slide 209
	Slide 210
	Slide 211
	Slide 212
	Slide 213
	Slide 214
	Slide 215
	Slide 216
	Slide 217
	Slide 218
	Slide 219
	Slide 220

