
 

Memorandum  

From:  NADA Legal and Regulatory Affairs  

Date:   May 8, 2014 

Re:  Notice about Bi-Weekly Payment Products 

 

NADA Legal and Regulatory Affairs has received a number of questions and comments about 
bi-weekly payment F&I products and it has also come to NADA’s attention that the FTC has 
recently issued civil investigative demands to dealers in connection with such products.   While 
the goal of the FTC inquiries is unclear, the following memo addresses some considerations with 
respect to these products. 

While details differ, these products generally provide a service to the F&I customer pursuant to 
which half of the monthly car payment is deducted from the customer’s bank account every two 
weeks and sent directly to the lender on the borrower’s behalf.  As a result, the borrower in effect 
pre-pays their automobile loan or lease and the benefit to the consumer is that by pre-paying their 
loan or lease, the overall interest charges are reduced.  We are aware of no reason why the 
borrower could not do this same thing on their own if they so wished, but the service automates 
this process, and many customers may see some benefit in having the prepayment handled by a 
third party on their behalf. 

The companies that handle the payments disclaim that they are lenders, and the program is 
generally set up so that the F&I manager presents the bi-weekly payment option to the customer, 
and if the customer chooses to enroll, they sign a separate contract with the bi-weekly payment 
company.  The dealer is not a party to the contract but is paid a fee by the bi-weekly product 
company.   

If accurately presented to your customers, with full disclosure of the costs and optional nature of 
the product, such bi-weekly payment plans are not inherently “illegal” or noncompliant with 
federal law.   As with any product or service, however, if presented to consumers improperly, or 
in a misleading fashion, dealers could face numerous compliance risks.    

However, because of the basic characteristics of automobile loansi, the costs associated with 
such programs can easily exceed the potential benefits, and therefore such products can be 
particularly susceptible to “UDAP” (unfair or deceptive acts or practices) or similar claims.   



Consider the following typical example: 

Loan Terms: 
 
Total amount financed:         $27,342.96 
60 month loan - APR:        8% 
Monthly Payment:         $556.26 
 
Bi-Weekly Payment Program Fees: 
 
Initial Fee (paid by borrower upon enrollment in the program):    $399 
“Convenience” fee charged each time the biweekly payment is made:    
$1.95/every 2 weeks; 110 total payments, for total of:   $214.50 
 
Total fees to borrower:         $613.50 
 
Result:   
 
Term reduced from 60 to 55 months.  Total interest saved:     $656.61 
 
In this circumstance, the net benefit to the borrower is $43.11.  While a regulator may not find 
that the bi-weekly payment service was unfair or deceptive in this instance, it may be different if 
F&I personnel promoted this program as offering “substantial savings” or used similar 
terminology.  In addition, one can easily see where any change in the facts above (a lower 
interest rate, a shorter term, a reduction in the amount financed) would negate even this modest 
benefit.   And from the dealer’s perspective, such changes in the facts could create difficulties.  
For example, offering this product could be difficult to defend if the program fees are such that 
the average borrower would not see a net benefit (based on the average amount financed, rate, 
term, etc.).   In fact, it may be that such products simply do not present any customer value in the 
context of any prime loan.  These factors are not always controlled by the dealership, and in 
many cases the dealership may not even be aware of a potential problem.   However, any 
situation where a dealer is offering a product of marginal value creates a risk that the product 
will be heavily scrutinized. 
 
The bottom line is that dealership F&I personnel must be aware of the specifics of these or any 
other F&I products they sell, and must ensure that F&I staff are properly trained to accurately 
and adequately disclose all fees and costs, and not to overstate any potential benefits.  Given the 
recent regulatory attention to these bi-weekly payment products in particular, dealers must 
exercise caution when offering such products to their F&I customers.  Dealers should consult 
with counsel about these or any other F&I product, including any relevant state or local law that 
may apply.     

i Bi-weekly payment plans appear to have originated in the mortgage context, where, due to the size and length of 
the loan, such prepayment options result, on average, in far more significant savings over the course of the 
mortgage. 

                                                           


