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Finance Overview
Buying a car is one of the most expensive purchases most people make, so it is important to find the right Finance Product for that
purchase
Car finance helps to spread the cost of a new or used car into manageable monthly payment including interest
Dealerships offer a range of finance products to suit individual preferences and circumstances
One of the first choices to make is do you want to own or rent the car?
For Private buyers traditional HP gives automatic ownership at the end of the agreement; Personal Contract Purchase (PCP) allows you
to decide at the end of the agreement whether you want to proceed to ownership; Personal Contract Hire (PCH) is purely a means to
rent a car over a fixed period
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Lease Purchase

Finance Overview
For Business users traditional HP gives automatic ownership at the end of the agreement; Lease Purchase (LP) is similar to HP but often
has a balloon payment at the end which must be paid: Business Contract Purchase (BCP) is purely a means to rent a car over a fixed
period
Based upon the discussions and responses around your requirements the Dealership will identify and discuss the products that are most
suitable to your needs
The Dealer acts as a Credit Broker and will introduce you to a limited number of Finance Companies
The Dealer will not charge you for these recommendations but may receive a commission payment or other benefit from the
recommended Finance Company if you subsequently enter into an agreement with them
N.B All Finance is subject to status and the car may be at risk of repossesion if payments are not maintained
For further details please use the Tabs at the top of this page
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Hire Purchase
Ideal for: People looking for a straightforward finance agreement with the option to
own the car. These contracts are simple, quick to arrange and available in most car
dealerships
Deposit

How does it work?

Balance

Spread over term to achieve
desired Payment
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Hire Purchase
A straightforward route to ownership, the perfect way to buy a new/newer car spreading the overall cost over a fixed term with
outright ownership at the end of the agreement
Decide the amount you would like to put down as a deposit on your chosen car (possibly a part exchange)and stretch the term to
settle on a payment you are comfortable with
Make the agreed monthly instalments over the agreed term and after all the payments have been made the car is yours
The monthly Payments are not based on annual mileage and there are no condition stipulations although the better condition the car
is kept in the more value it will have
The vast majority of credit agreements are regulated by the Consumer Credit Act, which has important implications in terms of how
financial information is presented, your rights under the Act including proportional rebate of interest if settling the agreement early,
termination rights, protection against repossession and potentially the aid of the Finance Company in the case of a dispute with the
supplying Dealer
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Hire Purchase

Benefits

Risks

• Quick and easy to arrange in the showroom
available on both New and Used cars

• Putting down a small deposit could mean that if
you choose to change early into the agreement the
balance may be more than anticipated, possibly more
than the value of the car

• Credit agreements are regulated, which means you
will have certain rights and protections under law

• The finance company will actually own the car until
you make the final payment

• Flexible payment terms of between 12 and 60 months
(1-5 years) and low deposits from Zero deposit make it
easier to reach your desired payment

• If you stretch the term longer than your anticipated
ownership period, (to suit your desired payment) you
may not be able to change at your desired change
point

• Repayments are fixed at the same amount
throughout the agreement

• You do not own the car until the end of the term,
therefore you cannot sell or modify it without the
finance company’s permission
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Personal Contract Purchase (PCP)
Ideal for: People who want lower monthly repayments and prefer to change cars on a
regular basis
Deposit

How does it work?

Balance

Residual Value

Payments based on
a smaller Balance or
Shorter term

Based on agreed term
and mileage
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Personal Contract Purchase (PCP)
A flexible method of financing a car over a fixed term. The agreement defers your decision of whether you part-exchange, hand back
or purchase your car until the end of your agreement
Each car has a “Residual Value”(RV) based on its age and mileage at the end of the finance term
At the start of the agreement, the Dealer will work out the RV and deduct it from the retail price of the car along with any deposit
(possibly a part exchange)
The remaining balance including interest is then paid over an agreed term and mileage meaning payments are based only on a
proportion of the car’s value, keeping them and possibly the term of the agreement smaller
The RV avoids the risk of unplanned depreciation of the car and having deferred your ownership decision you now have the following
options:
Part-Exchange for a new car: Trade in your car and any amount over the pre-agreed RV is yours to use as a deposit against your next
car
Hand back your car: If the condition and mileage are as agreed then simply hand it back and walk away with no further payment
required
Buy the car: Pay the RV and own the car outright
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Personal Contract Purchase (PCP)
Benefits
• Lower monthly payments than Hire Purchase for a
comparable car and term
• Unless you opt out, your agreement will be regulated
which means you have certain legal rights and
protection

Risks
• PCPs could work out more expensive overall than
a Hire Purchase agreement for an equivalent car,
especially if you decide to enter into a second finance
agreement to pay the deferred future value of the car
• The finance company will actually own the car until
you make the final payment

• Flexibility at the end of the agreement on what you
would like to do with the car: gives protection against
any radical change in market values

• Be careful how you estimate your annual mileage as
additional mileage charges could apply. Lower than
estimated mileage could increase the value of the car

• Repayments fixed at the same amount throughout the
agreement

• If you return the car, it has to be in good condition and
any damage will result in charges

• For a similar payment to H.P. you could drive a better
specification or better model of car

• If you put down a large deposit to gain a smaller
payment you will need a similar level of deposit to
maintain the payment when you change
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Personal Contract Hire (PCH)
Ideal for: People who are looking for a fixed cost of motoring without an option to own
the car
Initial Rental

How does it work?

Balance

Rentals based on
agreed term and
mileage

Return

Responsible for excess
mileage and condition
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Personal Contract Hire (PCH)
Enjoy driving a new/newer car without having to take on full ownership. Rent a car for a fixed period and for a fixed monthly rental
which includes the cost of your Road Fund Licence
Choose a new car, agree the maximum annual mileage and length of agreement, and then pay an initial rental followed by fixed
monthly rentals to suit your budget
You could also choose to include cover for car maintenance costs fixing them over the term of the agreement allowing you to budget
easier and reducing any unexpected costs
Throughout the agreement, the car remains the property of the contract hire company
There are no rights to end the agreement early – if you have the need to do so, the lender may require payment of all outstanding
interest and capital repayments
At the end of the agreement you simply return the car subject to:
Condition: the car will be inspected and if being returned will be measured against British car Rental and Leasing (BVRLA) condition
guidelines including evidence of a proper maintenance schedule
Any excess damage is your responsibility
Mileage: excess mileage charges will be applied
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Personal Contract Hire (PCH)
Benefits

Risks

• Lower monthly payments than Hire Purchase or
Conditional Sale for a comparable car and term. You
are only making rental payments based on how the
car is expected to depreciate, not the initial value of
the car

• If you exceed the mileage allowance you will be
required to pay an additional pence per mile charge
as set out in the hire agreement. If you cover less than
the agreed mileage you will not get any rebate

• Unless you opt out, your agreement will be regulated
which means you have certain legal rights and
protections

• If the car is damaged beyond *‘reasonable wear and
tear’ you will also be required to pay charges – set out
in the hire agreement

• Fixed monthly rental payments throughout the term
of the agreement which can incorporate road tax,
servicing and maintenance plans making Contract
Hire a convenient way of using a car

• You can terminate the hire agreement early but early
termination charges are often applied and can be
high. The charges will be set out in the hire agreement

• Repayments fixed at the same amount throughout the
agreement

• This is a Rental agreement, you do not have the option
to own the car at the end of the agreement

*https://www.bvrla.co.uk/guidance/fair-wear-tear.html
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Business Contract Hire (BCH)
Ideal for: VAT registered businesses and sole traders who are looking for a fixed cost of
motoring without an option to own the car
Initial Rental

How does it work?

Balance

Rentals based on
agreed term and
mileage

Return

Responsible for excess
mileage and condition
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Business Contract Hire (BCH)
Contract Hire is a fixed-cost, rental agreement where all payments include VAT which can be claimed back
The Business chooses a new car, agrees the maximum annual mileage and length of agreement, and then pay an initial rental
followed by fixed monthly rentals to suit their budget
They can also choose to cover car maintenance costs as part of their agreement subject to paying a maintenance charge which is
added to the monthly rental
Throughout the agreement, the car remains the property of the contract hire company
There are no rights to end the agreement early – if the business has a need to do so, the lender may require payment of all
outstanding interest and capital repayments
At the end of the agreement the business returns the car subject to:
Condition: the car will be inspected and if being returned will be measured against British car Rental and Leasing (BVRLA) condition
guidelines including evidence of a proper maintenance schedule
Any excess damage is the responsibility of the Business
Mileage: excess mileage charges will be applied
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Business Contract Hire (BCH)
Benefits

Risks

• Lower monthly payments than Hire Purchase or
Conditional Sale for a comparable car and term. You
are only making rental payments based on how the
car is expected to depreciate, not the initial value of
the car

• If you exceed the mileage allowance you will be
required to pay an additional pence per mile charge
as set out in the hire agreement. If you cover less than
the agreed mileage you will not get any rebate

• Unless you opt out, your agreement will be regulated
which means you have certain legal rights and
protections

• If the car is damaged beyond *‘reasonable wear and
tear’ you will also be required to pay charges – set out
in the hire agreement

• Fixed monthly rental payments throughout the term
of the agreement which can incorporate road tax,
servicing and maintenance plans making Contract
Hire a convenient way of using a car

• You can terminate the hire agreement early but early
termination charges are often applied and can be
high. The charges will be set out in the hire agreement

• Repayments fixed at the same amount throughout the
agreement

• This is a Rental agreement, you do not have the option
to own the car at the end of the agreement

*https://www.bvrla.co.uk/guidance/fair-wear-tear.html
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Lease Purchase (LP)
Ideal for: VAT registered businesses and sole traders who are looking for a fixed cost of
motoring without an option to own the car
Deposit

How does it work?

Balance

Residual Value

Payments based on
a smaller Balance or
Shorter term

Based on agreed term
and mileage
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Lease Purchase (LP)
Lease Purchase is a form of conditional sale agreement, often used by businesses where the regular payments are similar to a lease or
rental agreement but the customer will own the car at the end of the agreement
As with HP, once a mutually agreed initial deposit is paid, the outstanding balance is paid off in monthly instalments over an agreed
term
To reduce monthly payments a balloon payment is often added to the end of the agreement
The customer will bear the residual value risk and is responsible for all the servicing and maintenance requirements
The balloon payment must be paid for at the end of the contract
In some cases the balloon can be higher than the residual value of the car
Lease Purchase is a dedicated funding product, which does not include maintenance or any other value added services
As the balloon payment is not guaranteed there is no option to simply return the car and walk away
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Lease Purchase (LP)
Benefits

Risks

• Lower monthly repayments because advance
payments (deposit) are generally paid at the
beginning of the agreement and a balloon payment is
deferred until the end

• Depending on current market conditions, the value of
the outstanding balloon payment may be higher than
the actual market value of the car

• Lower monthly repayments may help you to afford a
higher specification car

• You must have sufficient funds (or apply for a second
finance agreement) to pay off the deferred sum

• The deferred balloon payment gives a smaller
payment which helps you to save money to pay off
the car at the end of the agreement

• There is no return option at the end of the agreement
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Vehicle Return Standards
At the end of your PCP or Contract Hire agreement, when the time comes to either Hand Back you car (PCP) or return it to the leasing
company (PCH), it is understandable that you want to avoid any additional fees
The return standards aren’t unreasonable and acknowledge that driving a car along the road means it will, over time suffer some
minor, general wear and tear. The expectation however is that it should have been taken care of as much as possible over the term
and returned in a reasonable condition

When returning your car, you should expect your car to be inspected in line with the BVRLA fair wear and tear standards. Full details of
these acknowledged industry guidelines are available at:
https://www.bvrla.co.uk/guidance/fair-wear-tear.html
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The following points give an overview of what these standards are:
The key word to fair wear and tear is ‘fair’. Fair should be seen to mean impartial, objective and reasonable – meaning that if any
damage is within the bounds of normal use for the car then it isn’t held against you
Things that will be looked for and some common lease repairs:
Scratches or scuffs on the paintwork – anything 25mm or shorter falls within guidelines, but long scratches or gashes need to be
repaired and paid for
Dents and chips in the bodywork – 10mm is the outlying size of what is considered acceptable, and no more than two per panel. If your
dent is larger that this, you may have to pay a penalty
Rips, tears or other damage to carpets or upholstery - there’s no reasonable reason to justify damage to the internal upholstery of the
car
Wheel damage – dents or holes in the wheels are another big no-no. If you have driven the car over a large bump, it may pay to have
it seen to straight away
Cracks in windows and mirrors – the glasswork should be intact and have zero impact on vision. While minor scratches may be ignored,
any holes or chips must be repaired
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How to Avoid Costly Return Fees
Try to not return the car with damage. It is often far more financially sound to have any issues you know of fixed before returning your
car, than it is to accept any damage charges
Drive your car sensibly and clean it regularly – if you have looked after your car during ownership then when you return it, you’ll have
less to worry about!
Check your car three months before you are due to return it – give yourself an early head’s up and enough time to deal with whatever
you find
Request a copy of the wear and tear guide from your leasing company – if you know what to look for, it helps!
If you know there’s something wrong, don’t ignore it – if you can fix it, then do
Get a neutral third-person to check over the car for you – a fresh set of eyes is likely to be a little more reasonable than your own check
Fully valet the car - valeting can be quite expensive when compared to a car wash, but is much cheaper than any potential end of
lease charges
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The car should be roadworthy - no warning lights should be flashing or lit up
All electronic safety features (emergency brake assist, electronic stability control, etc) and advanced driver assistance systems
(parking sensors, adaptive cruise control, etc) must be working
The service book that comes with the car must be date-stamped by the service agent/repairer to show that approved services have
been carried out
Check all of the bodywork – crouch down and check the low sections in good light and use a torch to make sure you can see
everything that is shadowed
Don’t forget about the mileage limit you agreed on at the start of the contract – if you have exceeded this then you are likely to be
liable for fees for extra mileage too
Remember that you will have to return the keys (including spare) and have all paperwork with you to avoid any issues
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Hire Purchase
Flexible deposit
options
You own the vehicle,
you can still partexchange.*

Personal Contract Purchase (PCP)

Personal Contract Hire (PCH)

Lease Purchase

Flexible deposit
options

Flexible Advanced
Rental

Flexible deposit
options

• Part-Exchange for a new car: Trade in your car
and any amount over the pre-agreed RV is yours
to use as a deposit against your next car*
• Hand back your car: If the condition and mileage
are as agreed then simply hand it back and walk
away with no further payment required**
• Buy the car: Pay the RV and own the car outright.

• Return the vehicle.**

• Part-Exchange for a
new car:*
• Pay off any agreed
balloon payment
and keep the car.

Fixed Payments
No Mileage Restrictions
Optional Maintenance
Large Lump Sum Payment at
the End of the Agreement
Fully Comprehensive
Insurance Required
* Part exchange is subject to settlement of your existing finance agreement, new finance agreements are subject to status.
**Hand back your car: If the condition and mileage are as agreed then simply hand it back and walk away with no further payment required subject to
Vehicle Return Standards (See separate Tab).
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Hire Purchase

Are there any mileage
restrictions?

What happens at the end of the
agreement?

Do i have any protection against
depreciation as a result of an
unexpected fall in the vehicle’s
value?

Do I have to pay a lump sum at
the end of the agreement?

Personal Contract Purchase (PCP)

Personal Contract Hire (PCH)

Lease Purchase

Part-Exchange for a new car: Trade in your car and
any amount over the pre-agreed RV is yours to use as
a deposit against your next car
Hand back your car: If the condition and mileage are
as agreed then simply hand it back and walk away
with no further payment required *

You will not own the vehicle.

If a balloon payment was
included it is your responsibility
to pay it at the end of the
agreement.

You can return the vehicle at the end of the contract
instead of paying the final lump sum payment
regardless of the vehicle’s value. If you have not
kept the vehicle in good condition or exceeded the
agreed mileage, excess charges will apply.*

You must return the vehicle at the end of the
contract. If you have not kept the vehicle
in good condition or exceeded the agreed
mileage, excess charges will apply.*

You agree your mileage on the outset. If you exceed
this and wish to return the vehicle at the end of the
agreement, additional charges will apply.
You will own the vehicle.

If you wish to buy the car, simply pay the RV and own
it outright
If you don’t wish to own it and the condition and
mileage are as agreed then simply hand it back and
walk away with no further payment required .*

If a balloon payment was included it is
your responsibility to pay it at the end
of the agreement.

* See Vehicle Return Standards Tab.
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Glossary
AGREEMENT TERM
The length of time over which you agree to repay the
finance – also referred to as the Length of Agreement.
ANNUAL PERCENTAGE RATE (APR)
The APR shows the annual cost of a finance agreement
over and above the amount you have borrowed. The
APR will include interest rate charges and any other
fees included in the agreement, such as administrative
fees. By law, the APR must be shown on relevant
documentation presented to customers in showrooms.
You can use the APR to compare the cost of different
finance products.
BALLOON PAYMENT/FINAL LUMP SUM
A balloon payment is the lump sum deferred to the end
of a finance agreement on Personal Contract Purchase
and Lease Purchase agreements. Making this payment
completes the finance agreement and allows you to
take ownership of the vehicle.
COMMISSION DISCLOSURE
The Financial Conduct Authority (FCA) expects the
dealer to disclose to the customer that a commission
may be payable by the lender to the dealer, and, if the
customer asks, the amount of that commission. The
Financial Conduct Authority has made it clear that
“commission” means any financial consideration.
CONTRACT HIRE
‘Rental’ agreements where you cannot become the
legal owner of the vehicle as you are merely renting it
from the finance company. The finance company as the
owner is listed as the Registered Keeper on the DVLA
V5 form. Optional vehicle maintenance packages can
be included.
CREDIT AGREEMENT
A credit agreement is a legally binding contract
between you (the customer) and the finance company.
It must include details of the loan amount, the term,
rates of interest, other charges and your rights and
responsibilities for the duration of the agreement. You
will receive a copy of the agreement you have entered
into.

DEPOSIT
A deposit is often required to secure and finance
your vehicle. The larger the deposit the less you will
need to borrow, and this could mean lower monthly
payments. A deposit could be cash or part exchange
or a combination of both. If you are part-exchanging
your vehicle and you still have outstanding finance,
then your deposit will be the part-exchange value of
your vehicle less the outstanding settlement figure.
Your dealer should be able to take care of these
arrangements for you.
DEPRECIATION
A vehicle is an asset, but inevitably with age and wear
and tear it will reduce in value. This is depreciation.
EARLY SETTLEMENT
This is when you pay off a finance agreement before
the agreed term is completed. By doing so you may
save on the interest that would have been charged for
the remainder of the agreement.

INITIAL RENTAL
An initial rental is similar to a deposit. The larger the
initial rental the lower the monthly rentals. The initial
rental is a cash payment.
LEASE PURCHASE
Lease Purchase is essentially the same as a standard
Hire Purchase agreement, but with a large lump sum
which is deferred until the end of the agreement. Unlike
PCP, there’s no Future Value (FV) and you do not have
the option to return the vehicle to the lender at the end
of the agreement, other than any voluntary termination
rights that you may have under the agreement. You
agree the final payment at the start of the agreement,
so you can budget more easily. At the end of the
agreement you have two options, make the final
payment and obtain ownership of the vehicle or Part
exchange for a new vehicle (if the part exchange does
not cover the final payment you would need to pay the
shortfall to settle the finance agreement). New finance
agreements are subject to status.

FUTURE VALUE
A Future Value is equivalent to the deferred balloon
payment and is set based on the estimated value of
the vehicle at the end of the agreement. This value
assumes that when returned the vehicle is within the
set agreed maximum mileage and in good condition.*
The FV is deferred to the end of the agreement and,
along with any purchase fee applicable, is the Final
Payment. The risk of depreciation above the level of the
FV is taken by the lender, so the customer can hand
the vehicle back with nothing further to pay at the end
of the agreement.
*If the vehicle is in good condition and has not
exceeded the agreed maximum mileage, you will have
nothing further to pay. If the vehicle has exceeded the
agreed maximum mileage, a charge for excess mileage
will apply. Further information on what is considered
good condition can be found at www.bvrla.co.uk.

MAINTENANCE CONTRACTS
An optional, chargeable product offered by lenders and
dealers to spread the cost of motoring. Maintenance
contracts usually include vehicle servicing and repairs,
as well as replacement of wear and tear items such as
tyres.

HIRE PURCHASE (HP)
The lender buys the vehicle on your behalf less any
deposit that you have paid to the dealer. The amount
paid by the lender plus interest is then paid by you
over agreed period of one to five years. (Subject to the
Lender)

PART EXCHANGE
Part-exchange involves trading in your existing vehicle
and using its value as part payment for your new
vehicle, perhaps to help fund a deposit under a finance
agreement.

NON-REGULATED AGREEMENT
A credit agreement not regulated by the Consumer
Credit Act. Therefore not bound by the same legal
requirements as a regulated agreement nor offering the
same type or level of protection.
OPTION TO PURCHASE FEE
A voluntary payment at the end of some finance
agreements (such as hire purchase) which, if paid,
transfers ownership of the vehicle from the lender to the
customer.

PERSONAL CONTRACT HIRE
‘Rental’ agreements for consumers where you cannot
become the legal owner of the vehicle as you are
merely renting it from the lender.
The lender as the owner is listed as the Registered Keeper
on the DVLA V5 form.
PERSONAL CONTRACT PURCHASE (PCP)
PCP is essentially, the same as a standard Hire Purchase
agreement, but with a significant proportion of the
amount of credit deferred until the end of the
agreement.
This deferred amount or RV, is the value of the vehicle at
the end of the contract and is based on an agreed term
and mileage and is guaranteed if these terms are met
and avoids the risk of unplanned depreciation of the
car.
At the end of the agreement you have the following
options:
Part-Exchange for a new car: Trade in your car and
any amount over the pre-agreed RV is yours to use as a
deposit against your next car
Hand back your car: If the condition and mileage are as
agreed then simply hand it back and walk away with no
further payment required
Buy the car: Pay the RV and own the car outright
Return the vehicle and not pay the Final Payment.
N.B If the vehicle is in good condition and has not
exceeded the agreed maximum mileage you will have
nothing further to pay.
If the vehicle has exceeded the agreed maximum
mileage or is not in good condition excess charges may
occur the expected condition guidelines can be found
at www.bvrla.co.uk;
Practical guidance can be found using the Vehicle
Return Standards Tab,

• It is not an exempt agreement – exempt agreements
include things like gas and electricity agreements
and loans from employers, these agreements are not
regulated by the CCA.
If your agreement is regulated under the Consumer
Credit Act, the lender will provide you with the
information before, during, and after the agreement is
taken out and give you a written copy of the
agreement.
SATISFACTORY QUALITY
By law, goods sold must be of satisfactory quality and
fit for the purpose for which they were intended. Where
there is a credit agreement in place, the lender has a
responsibility for the quality of the goods and to resolve
any disputes where the goods are not of the required
standard.
VOLUNTARY TERMINATION
You have a right to end the agreement by giving the
lender written notice. If you do so, you must immediately
return the goods to the lender, which includes making
the payments detailed in the ‘Termination Your Rights’
section on your credit agreement.

REGULATED AGREEMENTS
Most types of credit and hire agreements are covered
by the Consumer Credit Act, which gives you some
important rights, such as your right to cancel the
agreement within a given time and protection against
both the finance company and the seller for faulty
goods. An agreement covered by the Act is called a
regulated agreement.
An agreement will be regulated if:
• The borrower is an individual borrowing for mainly
personal use rather than business use;
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