Payday Loans – Why they may be costly

Car break down? Can’t make the rent? For whatever reason, you’re short on cash.  In times of need, some of us are fortunate enough to be able to turn to family or friends, or use a credit card. Others aren’t so lucky and may turn to a “Payday Loan”.  

A payday loan is a short-term loan that is usually repaid when you get your next paycheque.  It is different than traditional loans from a bank in a number of ways.

First, the loan can only be a maximum of $1,500 and cannot be more than half of your monthly income.

Second, provided the loan is paid back on time you will only be charged a set fee. Legally, the lender can charge $15 for every $100 they lend.

If the lender tries to take the repayment money from your bank account or cash your repayment cheque, and there are insufficient funds, you can be charged up to an additional $25.

If you cannot repay the loan on time, you will likely be charged interest on your loan.  The maximum interest rate is 2.5% a month.  

Third, a payday loan must be paid back quickly – usually within 14-28 days.  

When applying for a payday loan, the lender may ask for your address, banking information, and proof of income.  The lender may also contact your employer to confirm details of your employment.  

If you enter into an agreement with the lender, they must give you a copy of the “Loan Agreement”.  This must state the amount you are borrowing, when the loan must be paid back, what the fee is for the loan, and how much interest you will be charged if you do not repay the loan on time.

The agreement must also state that if you change your mind about the loan, you have 2 business days to cancel the contract without paying any fees.  

If your loan is not repaid on time, the lender can sue you in court or send your file to a collection agency.  The lender can only contact you about the loan up to 3 times a week, but must not use threatening language or excessive pressure.  

One of the downsides to payday loans are the high fees. Payday loans are actually more expensive than the interest you would pay if the same amount of money was borrowed on a credit card.  

For example, the cost of a payday loan for $300 for 14 days could be $45.  If that amount was borrowed on a credit card with a 23% interest rate, the cost would be $6.15.  

Whenever possible, consider the alternatives to a payday loan.

Check if your municipality offers assistance obtaining or maintaining housing (such as Chatham-Kent Shelter Solutions), ask for a payroll advance from your employer, or access local programs and foodbanks.  

The fees and interest rate on a payday loan add up quickly and may end up putting you further into debt.   
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