-1T'SA -
MONEY
LENDING THING’

YOUR GUIDE TO

|ldentifying Abusive
or Unfair Lending

Practices

PREDATORY LENDING COMES IN MANY FORMS
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LOOK FOR THESE TELLTALE WARNING SIGNS

Failure to
present the
loan price as
negotiable

Unjustified
risk-based
pricing

Failure to

clearly and
fully disclose
terms and
conditions

Short-term
loans with
disproportionally
high fees

UNDERSTANDING ANNUAL PERCENTAGE RATE

Knowing how the annual percentage
rate (APR) is calculated is the key

to understanding your true cost

of borrowing.

As a form of consumer
protection, lenders |
(banks, credit unions and

financing companies)

are required to disclose
the cost of borrowing

in a standardized way to
make it easier to compare
lenders and loan options.

In Canada, the calculation
and disclosure of APR

is governed federally

by section 451 of the
Bank Act. In general, APR in Canada is expressed as the periodic (for
instance, monthly) interest rate times the number of compounding
periods in a year (also known as the nominal interest rate). The APR
must also include certain non-interest charges and fees.
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You may see a payday lender’s late-night
TV commercial promoting a short-term,
interest-free loan for a modest fee.

$300 14 days - $50

Look very closely before you leap! All lenders are required
to disclose the effective APR of their loans in the fine print.
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If you took two weeks to However, if you took
pay this $300 loan back, it one year to pay back this
would cost $350 total. $300 loan, it could cost you
This may seem OK. more than $1,300. Yikes!

IT ADDS UP FAST

How does the cost of that short-term $300 payday loan
compare with other credit products?

Comparing
the costs of a
$300 loan taken
for 14 days'
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Total cost of loan $50.00 $4.13 $2.42 $1.15

Cost of loan

expressed as a 435% 36% 21% 10%
percentage of the per year per year per year per year
amount borrowed?

Note the considerable difference in costs!

AVOID THE DEBT TRAP

If you get behind on a traditional loan from a
credit union or bank, you (the borrower) pay
late fees or penalty fees only one time.

The payday loan “debt trap” forces you to
pay fees every month. In the end, revolving
payday loan fees increase your debt load and
financial hardship. This vicious cycle can lead you into
bankruptcy, rather than helping you get back on your feet.

The costs and fees shown in these examples are for illustration purposes only.

The monthly service fee that you pay for your banking service package often
covers any processing fees for overdraft protection. To be sure, check your account
agreement or check with your financial institution.

This is an estimate of the annual cost of the loan. This is calculated by adding
together all of the fees, charges and interest charged after 14 days, and projecting
the costs over a one-year period.

Sources: Financial Consumer Agency of
Canada, Government of Canada
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