Ask IBAT Anything

An Exclusive Benefit for Members of:
The Independent Community Bankers Association of New Mexico
Question: Is a closed end vehicle purchase loan considered a “covered loan” under the MLA? I
saw somewhere that a vehicle purchase is excluded, but I want to be sure.
Answer: Yes – but it really is more complicated than a simple ‘Yes.’ Read on paying close
attention to the underlined excerpts.
“Consumer credit” is defined as credit offered or extended to a “covered borrower” primarily
for personal, family, or household purposes and that is subject to a finance charge or payable
by a written agreement in more than four installments. This means MLA covers a broad range
of credit transactions, but it does not apply to residential mortgages (i.e. secured by a dwelling),
vehicle purchase loans, or loans for the purchase of personal property secured by same.
Here’s what the DoD wrote clarifying the exception related to loans to purchase motor vehicles.
2. Does credit that a creditor extends for the purpose of purchasing a motor vehicle or personal
property, which secures the credit, fall within the exception to “consumer credit” under 32 CFR
232.3(f)(2)(ii) or (iii) where the creditor simultaneously extends credit in an amount greater than
the purchase price of the motor vehicle or personal property?
Answer: The answer will depend on what the credit beyond the purchase price of the motor
vehicle or personal property is used to finance. Generally, financing costs related to the object
securing the credit will not disqualify the transaction from the exceptions, but financing creditrelated costs will disqualify the transaction from the exceptions.
A credit transaction that finances the object itself, as well as any costs expressly related to that
object, is covered by the exceptions in § 232.3(f)(2)(ii) and (iii), provided it does not also finance
any credit-related product or service. For example, a credit transaction that finances the
purchase of a motor vehicle (and is secured by that vehicle), and also finances optional leather
seats within that vehicle and an extended warranty for service of that vehicle is eligible for the
exception under § 232.3(f)(2)(ii). Moreover, if a covered borrower trades in a motor vehicle with
negative equity as part of the purchase of another motor vehicle, and the credit transaction to
purchase the second vehicle includes financing to repay the credit on the trade-in vehicle, the
entire credit transaction is eligible for the exception under § 232.3(f)(2)(ii) because the trade-in
of the first motor vehicle is expressly related to the purchase of the second motor vehicle.
In contrast, a credit transaction that also finances a credit-related product or service rather than
a product or service expressly related to the motor vehicle or personal property is not eligible for
the exceptions under § 232.3(f)(2)(ii) and (iii). For example, a credit transaction that includes
financing for Guaranteed Auto Protection insurance or a credit insurance premium would not
qualify for the exception under § 232.3(f)(2)(ii) or (iii). Similarly, a hybrid purchase money and
cash advance credit transaction is not expressly intended to finance the purchase of a motor

vehicle or personal property because the credit transaction provides additional financing that is
unrelated to the purchase. Therefore, any credit transaction that provides purchase money
secured financing of a motor vehicle or personal property along with additional “cashout”
financing is not eligible for the exceptions under § 232.3(f)(2)(ii) and (iii) and must comply with
the provisions set forth in the MLA regulation.
For the IBAT Ask IBAT Anything (F.K.A Legal Ease) archive, click here.
Publish 04/2021

