
Chapter 5

Part 3

Conditional Sales Contract



 
 

Conditional Sales Contract 

A conditional sales contract, in reference to used car sales at a dealership is a legal agreement 
between a buyer and a dealership, where the buyer agrees to purchase a vehicle on credit and 
makes payments over a period of time. This type of contract is commonly used in car financing, 
where the buyer does not pay the full purchase price upfront but rather makes payments over time. 

The contract typically includes the terms of the sale, the vehicle information, the purchase price, the 
down payment amount, the interest rate, and the payment schedule. It may also include information 
about any warranties or service plans, as well as details about the buyer's credit history and 
financing options. 

A conditional sales contract is required to protect both the buyer and the dealership. The contract 
ensures that the buyer understands the terms of the sale and the financial obligations associated 
with purchasing the vehicle. It also protects the dealership by ensuring that the buyer is committed 
to making payments on time and that the dealership has legal recourse if the buyer defaults on the 
loan. 

The detailed list of information on a conditional sales contract typically includes: 

 Buyer and dealership information: Names, addresses, and contact information for both parties. 

 Vehicle information: Make, model, year, mileage, VIN number, and any relevant features or 
options. 

 Purchase price: The agreed-upon price for the vehicle. 

 Down payment: The amount of money the buyer will pay upfront. 

 Interest rate: The rate at which the loan will accrue interest. 

 Payment schedule: The amount and frequency of payments. 

 Total cost of credit: The total amount of interest and fees the buyer will pay over the life of the 
loan. 

 Warranties and service plans: Details about any warranties or service plans that come with the 
vehicle. 

 Credit information: Information about the buyer's credit history and financing options. 

 Default and repossession: Information about what happens if the buyer defaults on the loan or 
fails to make payments on time. 
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Disclosed on the front portion of the title, the contract needs to have a box outlined in red at lease 1 
inch squared. Here is the determining factor for a new or used vehicle: 

A used vehicle, by definition, is any vehicle that has already been operated and titled. 

According to the California Vehicle Code, 

“A ‘used vehicle’ is a vehicle that has been sold, or has been registered with the department, or has been 
sold and operated upon the highways, or has been registered with the appropriate agency of authority, 
of any other state, District of Columbia, territory or possession of the United States or foreign state, 
province or country, or unregistered vehicles regularly used or operated as demonstrators in the sales 
work of a dealer or unregistered vehicles regularly used or operated by a manufacturer in the sales or 
distribution work of such manufacturer.” (Find Law Staff, 2019) 

A new motor vehicle is a vehicle that is sold with a MSO (Manufacturer’s Statement of Origin) or MCO 
(Manufacturer’s Certificate of Origin) 

According to the California Vehicle Code, 

“A ‘new vehicle’ is a vehicle constructed entirely from new parts that has never been the subject of a 
retail sale, or registered with the department, or registered with the appropriate agency or authority of 
any other state, District of Columbia, territory or possession of the United States, or foreign state, 
province, or country.” (Find Law Staff, 2019)



 
 

 

 
Federal Truth-In-Lending Disclosures 

Important elements of the truth in lending disclosures are: 

 Annual Percentage Rate 
o The cost of the customer’s interest on an annual basis. 

 Finance Charge 
o The total cost of the credit arrangement. 

 Amount Financed 
o The amount of money that the creditor will provide to the customer by the financial 

institution. 
 Total Payments 

o The combined amount of money a customer will have to pay when all the payments 
have been satisfied. 

 Total Sale Price 
o The total cost of the transaction including the customer’s down payment and what 

the total cost of credit will be. 



 
 

 

Breaking out the payment schedule 

It is important to list out the number of payments, what that total amount of the payment will be and 
when those payments will be due. It also needs to outline any kind of: 

 Late charges – Late charges occur if the monthly payment isn’t paid on time or within the 
designated grace period, a percentage of the payment will be due to make up for it. 

 Pre-payment penalty – It is important to indicate on the contract if there will be any payment for 
paying the vehicle off early. 

 Security Interest and defaults on contract– Customer needs to understand that a lien holder will be 
added to the title and registration to protect the bank or institution loaning the money. If the 
consumer defaults on the loan, the vehicle is then leveraged and sold off to go towards satisfying the 
lien. If the sale doesn’t cover the total due on the loan, the registered owner is still responsible to pay 
the difference to lien holder. 
 



 
 

Dealer Carrying Contract 

Beyond the traditional lending practices, dealers can also carry the contract as well. The same 
disclosures are required, and the dealer must set the same standards, payment schedule and APR as 
well. 

Repossession 

Repossession occurs when the customer defaults on a contract and the lender goes through the 
process of repossession. It is important to note that if a dealer regularly collects debts, or 
repossesses on a regular basis, the Debt Collectors Licensing Act comes into play for Buy Here Pay 
Here dealers and finance companies that offer financing to automotive dealers. 

 
Statement of Insurance 

A statement of insurance on a conditional sales 
contract is a document that outlines the insurance 
requirements for a vehicle that is being sold on credit. 
This statement of insurance typically includes 
information such as the type of insurance required, the  
amount of coverage needed, and the name of the 
insurance company. 

It is important to include a statement of insurance on  
a conditional sales contract because it helps protect 
both the buyer and the dealership in the event of an 
accident or other incident involving the vehicle. 
Specifically, it helps ensure that the vehicle is 
adequately insured so that any damages or losses can be  
covered by the insurance company, rather than being  
the responsibility of the buyer or the dealership. 

In many cases, the dealership will require the buyer to 
provide proof of insurance before they can take possession of the vehicle. This helps ensure that the 
buyer is complying with the insurance requirements outlined in the contract and that the vehicle is 
adequately protected. 
Ultimately, a statement of insurance on a conditional sales contract is an important part of the overall 
agreement between the buyer and the dealership. By clearly outlining the insurance requirements for the 
vehicle, it helps ensure that both parties are protected and that there are no misunderstandings or disputes 
down the line. 

 



 
 

Agreement to Arbitrate 

An agreement to arbitrate on a conditional sales contract is  
a clause that stipulates that any disputes arising from the 
contract will be resolved through arbitration rather than 
through the court system. Arbitration is a form of dispute 
resolution that involves a neutral third party, known as 
an arbitrator, who listens to both sides of the dispute and 
makes a final, binding decision. 

The agreement to arbitrate is important because it helps provide a faster, more efficient, and less 
expensive way to resolve disputes between the buyer and the dealership. Rather than going through 
the court system, which can be time-consuming and costly, arbitration allows both parties to resolve 
their differences in a more streamlined and informal process. 

Another important benefit of an agreement to arbitrate is that it provides more privacy and 
confidentiality than a court proceeding. Arbitration hearings are typically held in private, and the 
arbitrator's decision is not a matter of public record, which can be beneficial for both the buyer and 
the dealership. 

It's worth noting that while an agreement to arbitrate can be beneficial in many ways, it also has 
some potential drawbacks. For example, the arbitrator's decision is final and binding, which means 
that there is no option to appeal the decision, even if one of the parties feels that the decision was 
unfair or unreasonable. Additionally, arbitration clauses may limit the buyer's ability to participate in 
class action lawsuits, which can be an important tool for consumers in some cases. 

Overall, an agreement to arbitrate on a conditional sales contract is an important legal provision that 
helps provide a more efficient and streamlined way to resolve disputes between the buyer and the 
dealership. However, it's important for both parties to carefully consider the potential benefits and 
drawbacks of this approach before signing the contract. 

 

 
In this example, the conditional sales contract is broken out over 7 pages, so the page number needs 
to be indicated in the lower right-hand corner. The customer will also be required to sign and date 
each page of the conditional sales contract as well. 

If an Auto Broker is used in the transaction, as we talked about earlier in class, it needs to be 
disclosed on the face of the contract. 



 
 

 
Example of the 1st page 
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Itemized breakdown of Cost 

On the conditional sales contract, every cost needs to 
be broken down, so it is easy to understand for the 
customer. Starting with the cash price for the vehicle 
and accessories without any addons. 

Documentation Fee {Doc Fee} 

Doc fees vary across the United States, however in 
California it is capped at the following breakdown: 

 $70 if you are a standard dealership 

 $85 if you are a BPA provider (Process 
registrations at your dealership) 

Important to note that a doc fee is optional, but if you 
charge one customer with a doc fee, you must charge 
all your customers. 

A doc fee is important because it can offset some of 
the ancillary fees that dealers face with each deal. 
Some examples of these costs are things like 
registration services and vehicle history reports etc. 

The DMV has not modified their test to correct the 
true amount so on the DMV test, the correct answer is 
$50 to pass the test. The doc fees listed above are the 
correct charges for practical use at your dealership. 

Sales tax is broken down as well, we will review later 
in class how sales tax is calculated. 

Then comes the optional products and services for 
the vehicle are broken out and finalized as a sub total. 

Next are the registration fees. Keep in mind that the basic transfer fee for any vehicle is always $15. This 
will be the minimum amount due. A KSR will be needed to get the exact amount needed for the 
registration total for the vehicle. 

Pro Tip: It is always better to overcharge the registration and cut the customer back a check for the 
difference after the fact. If you don’t charge enough for the registration fees, you still have to process 
the title and registration and the dealer is required to pay all fees and seek restitution. 

Then the totals are brought down below. Important to remember how much is paid as a down payment 
and how much is financed. Most DMS programs will break this down for you but in the event the dealer 
isn’t using a computer, the dealer will have to do the breakdown by hand. 



 
 

Service Contracts and Debt Cancellation Agreement 
 
 
 
 
 
 
 
 

An optional service contract and debt cancellation agreement are often listed out on a conditional sales 
contract for a used vehicle purchase from a car dealer to provide the buyer with additional options for 
protecting their investment and mitigating risk. 

An optional service contract is a type of agreement that can be purchased in addition to the vehicle 
itself, which provides coverage for certain repairs and maintenance services over a specified period of 
time. These contracts are often referred to as extended warranties, and they can help provide buyers 
with peace of mind knowing that certain repairs or maintenance services will be covered if they arise. 

A debt cancellation agreement, on the other hand, is an agreement that can be purchased to cancel or 
forgive the remaining balance on a loan if certain unforeseen events occur, such as the buyer's death, 
disability, or involuntary unemployment. This type of agreement can help protect the buyer from the 
financial burden of repaying a loan in the event of an unexpected hardship. 

Including these optional service contract and debt cancellation agreement options on a conditional sales 
contract for a used vehicle purchase from a car dealer provides buyers with the opportunity to consider 
additional protection options that may be valuable to them. By including these options in the contract, 
the dealership can make buyers aware of these options and provide them with the opportunity to 
purchase them if desired. 

Ultimately, these types of optional agreements can help provide buyers with greater peace of mind and 
protection, and including them on a conditional sales contract is a way to make them more accessible 
and transparent to buyers. 



 
 

 
Trade In Vehicles 

Trade-in vehicles are typically listed on a conditional sales contract when buying a used vehicle from a dealer, 
in order to document the value of the trade-in and how it impacts the overall transaction. This information is 
important because it affects the final price that the buyer will pay for the vehicle. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

When a buyer trades in a vehicle, the value of the trade-in is typically credited toward the purchase price 
of the new vehicle. The amount of the credit is determined by the value of the trade-in, which is typically 
assessed by the dealership using industry-standard appraisal methods. 

Listing the trade-in vehicle on the conditional sales contract helps ensure that both the buyer and the 
dealership are in agreement about the value of the trade-in and how it is being credited toward the 
purchase price of the new vehicle. This information is also important for tax and regulatory purposes, as 
it helps document the overall value of the transaction. 

Additionally, listing the trade-in vehicle on the conditional sales contract can be helpful for the buyer when it 
comes to financing the purchase. Including the trade-in value as part of the transaction can reduce the 
amount that the buyer needs to finance, which can help lower the overall cost of the transaction and 
potentially make it easier to obtain financing. 



 
 

 
Example of Page 2: 
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The customer will then read and sign a series of paragraphs which include: 

 A trade payoff agreement is a provision that may be included in a conditional sales contract 
when a buyer is trading in a vehicle that still has an outstanding loan or balance. In this case, the 
trade payoff agreement specifies that the dealership will pay off the remaining balance on the 
trade-in vehicle's loan, up to a certain amount, as part of the overall transaction. 

o The trade payoff agreement is important because it helps ensure that the buyer is not 
held responsible for paying off the remaining balance on the trade-in vehicle's loan. 
Instead, the dealership takes on this responsibility, up to the amount specified in the 
agreement. 

 Contract modifications - It's important to note that any modifications or changes to a conditional 
sales contract should be made in writing and should be signed by both parties. This helps ensure 
that both parties are in agreement about the changes and helps protect both parties in the 
event of a dispute or disagreement. Additionally, any changes to the contract should be made in 
accordance with any applicable laws and regulations to ensure that they are legally valid. 



 
 

 Sellers right to cancel- the seller has the right to cancel if financing cannot be obtained. This 
is a 10-day letter that needs to be sent out and is indicated as a breach of the conditional 
sales contract. 

o All forms of down payment must be returned to the customer in the event the customer 
cannot get financed. 

 Minimum Insurance Requirements- The customer must maintain minimum liability insurance on 
the vehicle at all times. 
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