UK Regulated Finance Agreements: Overpayment and Early Settlement Rules
Your Right to Overpay and Settle Early

In the UK, if you have a regulated finance agreement (such as a hire purchase, personal contract
purchase, or personal loan), you have the legal right to make overpayments or settle your
agreement early at any time. This right is protected under the Consumer Credit Act 1974 and
cannot be restricted by lenders.

Overpayment Rules
What You Can Overpay Without Penalty

You can make overpayments on your regulated finance agreement up to £8,000 per year without
incurring any penalty charges. This means if you have extra money available, you can pay more
than your regular monthly payment without additional fees.

Penalty Charges for Large Overpayments

If you overpay more than £8,000 in any year, lenders are entitled to charge you compensation,
but this is strictly limited:

e Standard penalty: Maximum 1% of the amount you overpay

o Finalyear exception: If you're in the last year of your agreement, the maximum penalty
is 0.5%

For example, if you overpay £10,000 in one year, you would pay a penalty on the whole excess,
which would be a maximum of £100 (1% of £10,000).

Benefits of Making Overpayments
When you make overpayments, several positive things happen:

e Youreceive an interest rebate - the lender gives you back some of the interest that was
calculated at the start of your agreement

e You can choose to either reduce your monthly payments (keeping the same loan term)
or shorten the length of your agreement (keeping the same monthly payments) if you
agree this with the lender

¢ You save money on the total interest you'll pay over the life of the agreement
Early Settlement Process
How Settlement Figures Are Calculated

When you want to settle your agreement early, lenders must use a specific calculation method
called the "actuarial method" as required by the Consumer Credit (Early Settlement)
Regulations 2004. This method ensures you receive a fair rebate of interest charges.

Settlement Date Rules
The settlement process includes specific timing rules:

e For agreements of 12 months or less: Settlement date is 28 days after your request


https://www.northridgefinance.com/customer-tool-kit-make-a-payment-partial-settlements-over-payments/

¢ For agreements longer than 12 months: Settlement date is 58 days after your request
o Your settlement figure remains valid for the entire validity period
Interest Rebate Entitlement

When you settle early, you're entitled to a rebate because you're not using the full term of the
credit. The rebate represents the interest you would have paid on future payments, calculated
using complex formulas that ensure fairness.

Understanding Front-Loaded Interest
What Front-Loaded Interest Means

Many people misunderstand what "front-loaded" interest actually means in finance
agreements. In agreements with flat monthly payments throughout the term, the interestisn't
artificially loaded at the front - instead, it's a natural mathematical consequence of how interest
is calculated.

How Interest Is Actually Calculated
Here's how it works in simple terms:

1. Interestis calculated on the outstanding balance each month - not pre-calculated
and added to the front

2. You start with the highest balance - so naturally, you pay the most interestin early
months

3. Asyou pay down the balance - each month's interest becomes smaller because it's
calculated on a smaller remaining amount

4. Your monthly payment stays the same - but the split between interest and capital
repayment changes over time

A Simple Example

If you borrow £10,000 at 6.9% APR over 36 months4:
e Month 1: You owe £10,000, so you pay interest on the full amount
e Month 2: You owe £9,748, so you pay interest on this smaller amount
¢ Month 36: You owe very little, so you pay very little interest

This is why more of your early payments go toward interest and more of your later payments go
toward paying off the actual loan amount.

Why This System Is Used
This calculation method is standard because:
¢ It's mathematically fair - you only pay interest on money you actually owe
o It's transparent - the interest rate is fixed and clearly stated in your agreement

o It'sregulated - the calculation method is prescribed by law to ensure consistency and
fairness


https://www.blackhorse.co.uk/assets/pdfs/settle-figure-guide.pdf

Key Protections for Consumers
Regulatory Oversight

All regulated finance agreements in the UK are subject to strict rules enforced by the Financial
Conduct Authority. These rules ensure that:

e Settlement calculations are performed correctly using prescribed methods
e You receive all rebates you're entitled to
e Penalty charges are limited and reasonable
e You're provided with clear information about your rights
Your Rights Summary
As a consumer with a regulated finance agreement, you have the right to:
e Make overpayments up to £8,000 per year without penalty
¢ Receive interest rebates when you overpay or settle early
o Request settlement figures that are calculated using fair, standardized methods
o Becharged reasonable and limited penalties for large overpayments
e Settle your agreement at any time without restriction

Understanding these rules helps you make informed decisions about managing your finance
agreement and can potentially save you significant amounts in interest charges over the life of
your loan.

PLEASE NOTE IF YOUR AGREEMENT IS UNREGULATED, YOU MAY NOT EARN A DISCOUNT FOR
SETTLING EARLY. YOU SHOULD ASK THE LENDER WHAT THEIR POLICY IS IF YOU SETTLE EARLY.





