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Summary 
 
Citizens Advice has long been concerned by the irresponsible practices of payday loan companies 
and has been calling for robust and effective regulation of the industry in order to better protect 
consumers.  
 
The regulation of the payday loan industry will move from the Office of Fair Trading (OFT) to the 
Financial Conduct Authority (FCA) on 1 April this year. This move is long awaited and much needed 
as the additional powers of the FCA should clean up the industry and improve the behaviour of 
lenders.  
 
Citizens Advice has worked closely with the FCA, who have listened to our evidence of poor practice 
by payday loan companies and included many of the rules that Citizens Advice had been calling for in 
their proposals for how they will regulate the industry.  There were a number of areas where we felt 
the rules could be stronger and we have outlined these in our response to the FCA’s consultation 
which closed in December 2013 and in previous and ongoing discussions with the FCA.  
 
Citizens Advice welcomed the decision of the Business, Innovation and Skills committee to run an 
inquiry into payday loan companies during the FCA’s consultation period. This provided an excellent 
opportunity to further scrutinise the industry and influence the FCA’s plans for its future regulation. 
 
We welcome the BIS Committee’s recommendations that the FCA should review payday lenders’ 
affordability checks, only allow loans to be rolled over one time, limit the use of Continuous Payment 
Authority and conduct a review of the marketing and advertising practices of payday loan companies.  
These recommendations echo Citizens Advice’ calls for improvements in our response to the FCA 
consultation.  
 
This briefing will cover the key areas on which Citizens Advice still has concerns, bearing in mind that 
this is a significant period of change in the industry and that the FCA is due to publish its final 
rulebook in the next few months and will also look at the other areas of consumer credit which 
warrant equal scrutiny. 
 
For further information contact: 
Ashley Scarfield  0207 833 7200  ashley.scarfield@citizensadvice.org.uk 
Tamsin James  0207 833 7102  tamsin.james@citizensadvice.org.uk 
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About the Citizens Advice service  
 

• Citizens Advice’s charitable aim is to make society fairer by providing the advice people need 
for the problems they face; and improving the policies and practices that affect people’s lives.  

• 340 Citizens Advice Bureaux provide advice from 3500 locations across England and Wales 
• In the last year Citizens Advice Bureaux helped over 2 million clients to solve over 7 million 

problems face to face and on the phone.  
• Last year 14 million people received advice and information from our advice website 

Adviceguide 
• Our policy, campaigning and influencing work is a hugely important part of the work we do for 

our clients. This year alone we estimate that our campaigning work positively impacted on 8.3 
million people. 

 
 

Background   
 
In the last four years the Citizens Advice service has seen a ten-fold increase in the proportion of 
clients receiving casework help with multiple debts which included a payday loan debt. In the first 
quarter of 2009/10 only one per cent of CAB debt casework clients had at least one payday loan. In 
the same quarter of 2012, 10 per cent had at least one payday loan. 
 
We’ve long been concerned by the irresponsible practices we see within the payday loan industry, 
and have been calling for robust and effective regulation to protect consumers.  
 
In November 2012 Citizens Advice launched a payday loan tracker survey, to monitor payday lender 
compliance with their own Good Practice Customer Charter. One year on the findings, from more 
than 4,000 responses from payday loan customers, showed that lenders were breaking 12 out of 14 
of their promises. 
 
We also have extensive evidence of poor practice from the clients we help in CABs across the 
country and from our consumer advice service. 
 
 

Outstanding areas of concern with the payday loan industry  

 
Responsible lending and affordability checks 
 
One of the main issues seen by the Citizens Advice service is the failure by high cost lenders to 
conduct adequate affordability checks. Our research published in November 2013, based on a survey 
of over 4000 payday loan customers over one year, showed that 61% of loans do not appear to have 
involved any affordability checks at all. 
 
The consequence of this can be seen in the three quarters of people who told us they struggled to 
pay back their loans on time and in stories like the following (all names have been changes to protect 
the identity of our clients): 
 

Steve from the East Midlands went to his local CAB because he was struggling to repay four 
payday loans with different lenders. He was living in privately rented accommodation whilst 
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undertaking undergraduate studies and his only source of income was student finance. He 
explained how he had to initially borrow to fund the deposit on student housing and fell in to a 
cycle of having to take out one loan to repay another in order to make ends meet.  

 
Paula from Wales visited her local CAB after taking out four payday loans from four lenders 
when a family member came to visit her from South Africa – she wanted to show her relative 
memorable time in Wales. Following an accident Paula is now disabled and unable to work 
and her only income is from benefits. No affordability assessments were made on her ability to 
pay back the loans although she was working at the time. She also now suffers with extreme 
depression and anxiety that has been brought on due to the increasing payday loan debts that 
she is unable to manage due to a big reduction in income. 

 
In its proposals the FCA outlined that it will be transposing the OFT’s existing affordability guidance 
into their rules. In its report the BIS select committee expressed concerns that this did not go far 
enough, and that payday loan companies would continue to use insufficient checks; and called for the 
FCA to review the checks as part of the authorisation process. Citizens Advice would welcome these 
additional checks as part of the authorisation process.  
 
The committee further called for industry to set up a real-time database of lending, and for the FCA to 
take action if the data sharing has not been established by July 2014. Few payday lenders currently 
post information about their customers’ borrowing to credit reference agencies, arguing that the 
agencies do not update their data frequently enough for problems repaying very short-term loans to 
be visible to other potential lenders. There is some truth in this argument, which is why Citizens 
Advice has been supportive of the idea of real-time data on payday loans to be available to lenders to 
help them make better decisions.  
 
Since the publication of the select committee report, a credit reference agency has announced it is 
planning to introduce real-time data sharing product for payday loans by April 2014. The product 
being developed will record whether payments have been made, any rollovers, extensions to credit or 
changes to payment terms. This should help lenders assess potential customers’ past behaviour with 
payday loans as well as make them aware of the existence of outstanding loans, and any problems 
with them.  
 
The success of real-time data sharing will depend on the decisions lenders make with that 
information and there is always a chance that lenders could use the data cynically to judge whether 
they can squeeze money out of customers who can’t really afford it. If this happens then action by the 
FCA will be required. 
 
It is important to recognize that the product being developed won’t help the FCA monitor the 
decisions lenders make in real time and as it stands lenders would be providing sales and product 
data to the FCA on a six monthly basis, which is too infrequent to pick up developing issues in what 
tends to be a very fast moving and innovative group of firms. 
 
Ultimately the real-time data sharing will make it easier for lenders to meet the proposed FCA 
requirements on affordability checks and the rules on irresponsible lending and remove another 
excuse for irresponsible payday lending.  
 
Rollovers 
 
Rolling over a loan enables borrowers to continue their loan for another period (often on repayment of 
the original interest) while extensions allow the original loan to be repaid at a later date, for example if 
an individual’s wages are delayed. Rollovers and extensions can be useful and allow some flexibility 
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in the face of changing circumstances. However rolling over the loan means incurring extra charges 
as well as paying more in interest since the same rate applies but over a longer period.  
 
The extent to which rollovers generate significant revenue for lenders was evident in the OFT’s 
payday lending review finding that 50 per cent of lenders’ revenues came from customers who rolled 
over a loan despite accounting for a small proportion of customers.  
 
Our evidence suggests lenders use rollovers in lieu of forbearance and proper affordability checks. 
Our survey of over 4000 payday loan customers found that: 

• 77 per cent of respondents said that they had difficulty repaying the loan.  
• Of customers who had difficulty repaying the loan, only 18 per cent said the risks of extending 

their loan were explained to them 
• Only 37 per cent reported that the loan company had clearly explained thecosts of extending 

the loan.  
• Only 6 per cent said their lender made any checks on their ability to repay an extension 
• 53 per cent said it was not easy to contact their lender 
• Only17 per cent said their lender dealt with them sympathetically 
• Only 16 per cent said their lender offered to freeze charges and interest if a reasonable 

repayment plan was agreed.  
• Worryingly, only 9 per cent said they were advised to seek debt advice. 

 
The FCA has proposed limiting the number of rollovers allowed to two. We consider that a cap of one 
rollover would be more appropriate. With lenders required to undertake affordability assessments on 
applications for a loan, we struggle to see why two rollovers would be necessary. If a customer has 
run into unforeseen financial difficulty which prevents repayment even after a rollover then the best 
way to address it is forbearance and the agreement of an affordable repayment plan, not extending 
the loan term and increasing the debt. 
 
 

Jenny visited her local CAB after she took out two loans with pay day lenders. A single mother 
of two children, she already had considerable debts with £10,000 of non-priority debts as well 
as rent and council tax arrears. Her payday loans had been rolled-over seven times and five 
times respectively. Despite clearly being in financial difficulties and struggling to make 
repayments both pay day lenders continued to roll-over her loans. She was therefore not able 
to meet her priority debts and was at risk of losing her home.  
 
Doricilla is in her seventies and suffers from health problems. She visited her local CAB 
because she had a number of debts including a payday loan. She owns her own home and 
receives the state pension and a private pension of £204 per week. . Her payday loan had 
been rolled over for a few months reaching £796. She was also in fuel arrears of about £4000 
but her fuel company had agreed repayments in small instalments. She was particularly 
worried about her payday loan debt as the £796 was equal to her entire monthly income and 
she could not afford to repay it in total and was therefore facing continued rollovers and 
charges  

 
Continuous payment authority  
 
Inappropriate use of Continuous Payment Authority (CPA) has been a hallmark of the misconduct we 
see within the payday loans market. A CPA enables a firm to install themselves as a priority creditor. 
More than any other part of their business model, it has allowed lenders to engage in irresponsible 
lending to an extent that firms without such easy and indiscriminate access to their customers’ funds 
would struggle to manage. In effect, combined with rollovers, CPAs have created a competitive 
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disadvantage for firms in obeying the relevant legislation and regulation, with firms strongly 
incentivised to lend irresponsibly.   
 
In our experience repeated efforts to collect payment has tended to be associated with irresponsible 
lending and it can worsen the financial situation of customers in a number of ways, for example if the 
lender adds a charge for failed CPA attempts. 
 
The FCA proposed introducing a limit of two unsuccessful attempts on the use of CPA to pay off a 
loan. We feel that two unsuccessful attempts is an appropriate and reasonable limit for the use of 
CPAs and that it will go some way to addressing the dysfunctionality at the heart of much of the high-
cost short-term lending market.   
 
Two attempts will provide sufficient flexibility for lenders to cover the occasions where a customer 
may have received wages late without giving firms free rein to make multiple attempts within very 
short periods of time from clients’ bank accounts. 
 

Karen is 21, works full time and shares a rented flat with a friend. She went to her local CAB in 
Wales after taking out two pay day loans. There was a CPA set up with both loans. The 
lenders used the CPA to continually take money from her account leaving her without enough 
for rent and essentials. She had difficulties trying to cancel the CPA as her bank told her they 
could not do it unless she spoke to the payday lender directly and she found it very difficult to 
get hold of the lenders. She had to move out of her flat as once the lenders took the money 
from her account as she could not afford the rent. She was left homeless and had to stay with 
friends and relatives. 

 
Advertising 
 
The proliferation of payday loan advertising, which we have found often appears in inappropriate 
locations, targets vulnerable people and can be misleading, is also of concern to Citizens Advice. 
 
Adverts for payday loans are often unclear about costs and the potential impact of failure to repay a 
loan, with more focus on the speed of getting the money to consumers. As part of the Citizens Advice 
payday loan campaign we have been encouraging people to report any irresponsible or misleading 
payday loan adverts to the Advertising Standards Authority. We’ve seen a number of complaints 
about overly jolly and humerous adverts which encourage a casual approach to taking out of a 
payday loan, promote their use for frivolous items, and appear during children’s television.  
 
Recent Ofcom research showed that: 

• In 2012 there were 397,000  payday loan advertisement spots shown on TV  
• More than half of those payday loans adverts on TV were broadcast in the daytime schedule 

between 9:30am and 5pm 
• the average child will see 70 payday loan adverts each year 
• three per cent of the payday loan adverts seen by 4-15 year olds were on children’s TV 

channels 
• 41 per cent of the payday loan adverts that children see are actually on the TV channels 

classed as ‘commercial PSB channels’ 
• 10 per cent of the ads they see are on dedicated music channels 
• more than half of the adverts children are exposed to are on air between 9:30am and 5pm,  but 

30 per cent of the ads are seen between 5pm and 9pm. 
 
The FCA has proposed that in future all advertising includes information about the consequences of 
not being able to pay back the loan and signposting to advice. We welcome this proposal but agree 
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with the BIS committee that a wider review of payday loan advertising to inform a stricter code of 
practice is needed. We would hope that any code would include restrictions on advertising aimed at 
vulnerable people and those on very low incomes. In light of the recent Ofcom research we would like 
to see more immediate action taken to ban the appearance of payday loan advertising during 
programmes aimed at children.  
 

Funding of debt advice  

 
In 2012/3 the Citizens Advice service in England and Wales advised around 3 million people on 6.6 
million problems. This includes 1.9 million debt issues, for which advice is now removed from the 
scope of legal aid. Under the reforms which came into effect last year, legal aid funding to Citizens 
Advice Bureaux has been cut by £19 million.  
 
The grant allocated by the Money Advice Service for providing face-to-face debt advice is now the 
predominant funding source for the Citizens Advice service’s debt advice. The Money Advice Service 
is funded through two levies on firms regulated by the Financial Conduct Authority (FCA): the money 
advice levy which funds the work of the Money Advice Service, and the debt advice levy which is 
allocated out to projects which provide debt advice. 
 
From April 2014 the FCA will also regulate consumer credit firms including payday loan companies.  
Once consumer credit firms have been authorised by the FCA they will have pay the money advice 
levy, but as things stand now, they will not have to pay the debt advice levy. It has also been 
suggested that firms already regulated by the FCA will see their current levy contributions lowered so 
the overall ‘pot’ of money will not change. 
 
In the last four years the Citizens Advice service has seen a ten-fold increase in the proportion of 
clients receiving casework help with multiple debts which included a payday loan debt. Bearing in 
mind the increased need for debt advice, the additional contributions from consumer credit 
organisations, and payday lenders in particular, to the FCA levy should result in an increase in both 
funding of the Money Advice Service, and in the level of funding available for the provision of debt 
advice. 
 
 

Other consumer credit issues  
 

Payday loan companies have rightly been put under significant scrutiny however there are also other 
areas of consumer credit which require action from the FCA. 
 
Credit brokers 
 
Credit brokers are a less prominent part of the payday lending industry but they are a very common 
means by which lenders acquire leads and they cause considerable detriment in their own right. 
 
Analysis of 490 cases reported to the Citizens Advice consumer service during June and July 2013 
found a range of issues caused by credit brokers, with 2 in 5 experiencing problems involving upfront 
fees. Of these, 58 per cent were charged unexpected fees by credit brokers, with the other 42 per 
cent subject to deceptive practices such as higher fees than agreed and fees for services they did not 
sign up to. 
 



 

Citizens Advice is an operating name of The National Association of Citizens 
Advice Bureaux. Registered charity number 27905
Citizens Advice is an operating name of The National Association of Citizens 
Advice Bureaux. Registered charity number 27905 www.citizensadvice.org.uk
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A recurring theme was that people did not realise they were dealing with a broker until they were 
charged a fee, at which point they found it difficult to obtain a refund. The rules regarding credit 
broking give brokers six months to find a loan before they have to provide a refund. Brokers also 
appear to be passing customers’ details on to other brokers, with charges levied by multiple firms.  
 
We welcome the FCA’s proposed rules for credit broking which should make it harder for brokers to 
abuse upfront fees, but they will need close scrutiny to ensure current poor practice is brought to an 
end. It is also essential that brokers be required to make it completely clear to consumers that they 
are not lenders. 
 
Logbook loans 
 
Logbook loans, also known as bills of sale, are loans secured on a customer’s vehicle. This means 
the lender owns the vehicle until the loan has been paid back, although the customer can carry on 
using it while they make repayments. However, it is a risky and expensive form of borrowing and 
Citizens Advice has long had concerns about conduct in the market. 
 
Although the number of issues reported to bureaux involving logbook loans fell from 394 in 2007/08 
to 95 in 2010/11, they have since risen rapidly to 304 in 2012/13. 
 
Analysis of 261 cases reported to us since the main bill of sale lenders signed up to a code of 
practice in February 2011 found evidence of irresponsible lending, poor practice when dealing with 
customers in financial difficulty, high default charges, irresponsible debt collection and repossession 
practices, and issues for people who buy cars subject to a logbook loan.  
 
Logbook loans are unusual forms of consumer credit in that lenders can take repossession of the 
vehicle without permission from a court. Similarly, there are few if any protections for someone who 
buys a car which has been borrowed against using a logbook loan, and may find themselves being 
chased for the debt.  
 
We want to see protection for borrowers from unscrupulous lending and repossession tactics, as well 
as protection for people who unwittingly buy a car subject to a logbook loan. 
 
 
If you have any questions on this briefing, please contact : 
 
Ashley Scarfield 020 7833 7200 ashley.scarfield@citizensadvice.org.uk 
Tamsin James 020 7833 7102  tamsin.james@citizensadvice.org.uk 


