Consumer Finance Association calls for level playing field on finance charges

The Consumer Finance Association (CFA), which represents short term personal loan providers, is calling for action to make the cost of loans transparent and easy to compare.  This follows the Supreme Court ruling on 25 November on unauthorised bank overdraft charges. 

"Many borrowers use bank overdrafts or short term finance products such as payday loans to smooth out peaks and troughs in their finances," said CFA chief executive John Lamidey.  "However, bank overdrafts are exempt from regulations that require lenders to show an APR for their loans.  APRs are an inadequate measure for short term borrowing and can be misleading, so what is needed is a simple method to show the total costs of borrowing so that customers can compare different forms of short term finance, including overdrafts, on a like for like basis.”

The following examples illustrate the kind of comparative information consumers need to help them make borrowing decisions.  APRs are included here to demonstrate how misleading they can be for showing the actual cost of a loan:

A sample unauthorised bank overdraft

Borrow £200 for 30 days at a flat fee of £5 a day

90,888.9% APR

Repay £350 after 30 days

The total interest cost is 75% of what you borrowed


A sample online payday loan

Borrow £200 over 30 days

1,413.1%APR

Repay £250 after 30 days

The total interest cost is 25% of what you borrowed



"CFA members support the work of the OFT in seeking ways to ensure that all charges for consumer credit products are easy to understand, transparent, and enable informed consumer choice," added John Lamidey.

Ends

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.
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