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Short term finance briefing

The Consumer Finance Association (CFA) is a trade association which represents the interests of businesses offering short term, unsecured personal loans. CFA members are licensed and regulated by the Office of Fair Trading.

Ours is a modern and innovative form of lending that is not designed to build up long term debt. Borrow what is required and pay it back quickly. Delivery is both traditional through high street offices and innovative via the internet. The UK government promoted internet lending by enabling credit contracts to be completed on-line from late 2004. The European Parliament is opening up cross border lending in the European Union from June 2010.

Consumer Finance Association members:

· Offer short term loans geared to the borrowing needs of customers

· Assess that customers can afford loans, and are able to repay them

· Provide clear, transparent customer contracts and communications

· Treat customers in a helpful, courteous manner and deliver high standards of service

· Maintain high levels of customer satisfaction

Consumer Finance Association members do not:

· Target people with debt problems

· Lend to people who they believe cannot afford to repay 

· Deal with customers if there is any question about their identity or authenticity

What kind of loans do CFA members provide?

They offer customers short term loans, usually small sums that are due to be repaid in one or two instalments within two months.  These loans are sometimes known as 'pay day loans' because the customer usually repays the loan once they have received their salary. 
What's the minimum, maximum and average size of these loans?

They range from £50 to £800, with an average value of around £230. The larger loans are usually only available to customers with an established payment record who are considered able to afford the repayments.
Who uses Payday loans?

The typical Payday loan customer is a young adult or in early middle age, and relatively free of financial commitments such as a mortgage or dependent children.  S/he may be averse to running up long term unsecured debt but would rather choose to borrow and repay over a short period to ease personal cashflow when a number of bills arrive at once, or to fund an acquisition or activity.

Payday loans are designed to deal with these very short term personal cashflow issues. Lenders make the point to their customers that a Payday loan is not appropriate if a larger loan repayable over several months or years is required. What is on offer is access to a few hundred pounds to deal with an immediate requirement, which the customer knows s/he can repay soon – usually within 42 days or less. Payday loans only account for about 0.5% of all UK unsecured consumer credit.

Slightly more men than women use Payday loans (55% - 45%). Around 70% of customers are aged between 25 and 45, and tend (60%) to be single rather than married or cohabiting.  Most do not have dependent children. Only around a quarter of customers are home owners, but it would be wrong to think that they belong to low income or vulnerable groups. All Payday loan customers must have a bank account and a job. The vast majority have an annual income of between £12,500 and £30,000; £18,000 being an approximate average. 
Customers appreciate this style of lending that does not run up large, long term unsecured debt which has long been a significant feature of the consumer credit market generally.  Customer satisfaction levels are high, complaint levels are very low and friendly and helpful staff highly valued. In one recent survey, 87% of customers said they would recommend the use of their Payday lender to a friend.

Who are the key businesses in this sector of the consumer finance market who are members of the CFA?

Trading names in red are high street outlets, blue are predominantly online lenders

[Dollar Financial UK Ltd]

Instant Cash Loans Ltd (retail company)

Cash Centres Ltd (franchise)


The Moneyshop


AdvanceBritain.com

Express Finance (Bromley) Ltd


Payday Express


Wage Advance


Your Pay Today

Payday Solutions

Cheque Centres Ltd


Cheque Centres

MEM Consumer Finance Ltd 

Month End Money


Payday UK


The Payday Store


My Payday Loan


Payday Now

CashEuroNet UK, LLC


QuickQuid


National Cash Advance Ltd

National Cash Advance

Cash For Cheques

Cheque Converters

Cash Converters (UK) Ltd
Cash Converters

What market share do they have?

Consumer Finance Association members between them provide the majority of short term loans of this type in the UK. They are the most significant businesses in the market although there are also very many small local businesses that offer short term loans. These are not represented by the Consumer Finance Association.

Is this a new form of consumer credit lending?

Small, short term loans that are repaid quickly is an innovation in a consumer credit market that has relied for 40 years  on larger size loans repaid over  periods of months or years.  Regulated short term loans had previously been under-provided in the consumer credit market. Our form of lending developed in the late 1990s but has seen its most significant growth since late 2004 when it first became possible to conclude a consumer credit contract on-line.  As the consumer credit market in the European Union is harmonised and opened up (from June 2010) the potential for this type of lending in a society that is concerned to avoid long term debt, is very significant. 

How do lenders check whether someone is able to repay the loan?

Consumer Finance Association members are required to have in place systems and/or procedures to check the creditworthiness of applicants for short term loans; to verify their identity and assess their ability to repay the loan. Lenders only lend to customers they assess have the ability to repay.  They have a range of sophisticated processes to check the applicant’s identity, credibility and ability to repay.

If they did not check whether their customers could repay, they would lend money to every applicant (which they certainly do not – some on-line lenders reject over 90% of applicants) and would go out of business soon after. 
What if this form of loan is not suitable for a customer's needs?

All Consumer Finance Association members make it very clear to potential customers that their loans are for short term needs and desires and that they have to be repaid quickly. They are not suitable for longer term borrowing where many other traditional credit products exist. Short term finance is only intended to provide affordable help to borrowers with a sudden or temporary cashflow issue.
Are customers mainly people who can't get credit elsewhere?

No. Customers have a range of choices for short term loans including using a credit card, a bank overdraft facility, a storecard, home credit, credit unions or friends and family.  Customers choose CFA members' products because they suit their specific needs and they like the offer. This is not a form of borrowing used by the otherwise financially excluded in society.
Why would someone use a short term loan rather than a bank overdraft?

Unauthorised bank overdrafts are an easy way to borrow money since many banks allow customers to go beyond their approved limit without authorisation. However, customers who use this facility have little or no idea in advance how much their borrowing will cost them, nor are set repayments required. Many customers find it easy to allow their overdraft borrowing to escalate beyond their original intentions and the costs to be an unwelcome surprise.  Our short term loans have fixed repayment periods and transparent charges. Customers know what they are borrowing and how much it will cost them.
What happens if the customer cannot repay the loan on the agreed day?

Every lender in the UK has customers who, having taken out a loan with every intention and ability to repay, find their circumstances change and so they cannot meet their commitments. CFA members try hard to maintain a helpful and constructive dialogue with customers who have repayment difficulties, and use a range of options to help them. Some of these options may involve additional costs. Customers who notify the business that they have repayment difficulties and who indicate that they have significant multiple debts with other lenders, are advised about debt relief mechanisms available through such organisations as the Consumer Credit Counselling Service, National Debtline and Money Advice agencies.

Why are APRs so confusing?

The annualised percentage rate (APR) is a complex calculation which includes the costs and charges involved in a particular loan as well as the interest rate charged.  The length of the loan also affects APRs, with shorter loans having higher APRs since APR is based on a notional 12 month period. Borrowers should not confuse APR with the actual interest rate, and the most important thing to know is the total cost of the credit.  APR does not tell a customer how much a loan will cost as the following examples show:
MORTGAGE

Borrow £100,000 over 25 years (300 months)

6.5%APR

Repay £675.21 a month

Total Repaid: £202,563

YOU PAY BACK DOUBLE WHAT YOU BORROWED

The total interest cost is over 100% of what you borrowed

PERSONAL LOAN

Borrow £10,000 over 5 years (60 months)

12%APR

Repay £222.44 a month

Total Repaid: £13,346.40

YOU PAY BACK ONE AND A THIRD TIMES WHAT YOU BORROWED

The total interest cost is over 33% of what you borrowed

UNAUTHORISED BANK OVERDRAFT
Borrow £200 over 1 month (30 days at flat fee of £5 a day)
82,400.5%APR

Repay £350 after 1 month

Total Repaid: £350
YOU PAY BACK ONE AND THREE QUARTERS TIMES WHAT YOU BORROWED

The total interest cost is 75% of what you borrowed

SHORT TERM “PAYDAY” LOAN

Borrow £200 over 1 month

1,355.2%APR

Repay £250 after 1 month

Total Repaid: £250

YOU PAY BACK ONE AND A QUARTER TIMES WHAT YOU BORROWED

The total interest cost is 25% of what you borrowed

PUB LOAN

Borrow £25 over 1 week

5370.6%APR

Repay £25 after 1 week and buy a drink (cost £2)

Total Repaid: £27

YOU PAY BACK ONE AND TWO TWENTY FIFTHS TIMES WHAT YOU BORROWED

The total interest cost is 8% of what you borrowed

The pub loan is not a commercial proposition, just an arrangement between friends. But which of your friends would say: “I should be delighted to lend you £25, but I fear I must charge you 5370.6%APR interest!”
Some politicians are calling for a ceiling on interest rates. Would interest rate caps force lenders to offer cheaper loans?

Interest rate caps do not make loans cheaper – they simply make many short term loans completely unavailable! From the examples above it is clear that the APR does not tell a consumer the actual price of a loan and, irrespective of the amount of interest, the rate will be higher the shorter the loan period. In the current climate we should not be legislating to force consumers to take longer periods of time to pay off their debts.  Where rate caps have been tried in some countries, the net result has been consumer detriment, producing greater financial exclusion and forcing consumers to use inappropriate products with high penalty charges.

In December 2003, the DTI’s Consumer Credit White Paper stated: “A high APR is not necessarily indicative of an extortionate or high-cost loan. For example, the amount of interest repayable for very short-term loans may appear relatively modest and yet can result in a very high APR”.
The Competition Commission report on the Home Credit Industry stated: “The APR is a particularly difficult measure to interpret, and may be more so in the context of home credit, where APRs are often very high and not a good basis for comparison of loans”. This comment is even more relevant to payday loans, which are of a much shorter duration than most home credit loans.
It is therefore very important that borrowers understand the full cost of credit, rather than simply looking at the APR.  Unauthorised overdraft charges can be much higher than taking out a payday loan for a month.
Who regulates short term finance providers?

They are licensed and regulated by the Office of Fair Trading, and must comply with all relevant UK legislation, including:

· Consumer Credit Act 1974

· Consumer Credit Regulatory Guidance issued by the Office of Fair Trading

· Data Protection Act 1998

· Privacy and Electronic Communications (EC Directive) Regulations 2003

· Consumer Protection from Unfair Trading Regulations 2008 and related Office of Fair Trading Guidance

· Financial Services (Distance Marketing) Regulations 2004

· Enterprise Act 2002 

· Money Laundering Regulations 2007

How do lenders prevent fraud and money-laundering, especially if it's an online loan? 

They comply with money laundering regulations and use a series of processes to check the identity of every applicant for a loan, whether they apply online, by telephone or in person.
What happens if a customer has a complaint?
Consumer Finance Association members are required to have an effective consumer complaints handling system that is notified to all potential and actual customers, who must also be given details of their right to complain to the Financial Ombudsman Service where a complaint to the business is unsatisfactorily resolved.
What kind of debt collection processes do lenders use?

Debt collection processes used by Consumer Finance Association members are no different from those available to traditional consumer credit lenders. 
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